
HORIZON
SOLUTIONS
SUPPLIER & CONSULTING

General Review – China Operation

3 Gower Street Gower Street, London, WC1E 6HA
CaoBao Rd block D 1197, 200030 Shanghai

info@hscglobal.co.uk
www.hscglobal.co.uk



MANUFACTURING AND
COMMERCIAL
ACTIVITIES’
RELOCATION

General Issue

The company that intends to start an outsourcing process in
China must consider carefully every variable in order to define accurately
the investment priorities and targets and consequently adopt the most
suitable legal form.

In People’s Republic of China, beside the imaginable difficulties due to the
language, there is a continuous development of Law, and the authorities
requests for the establishment of a company and for the issue of the
business licence vary from province to province and are continually
modified.

To the foreign investor who intends to establish an enterprise in China the
Law in effect grants to choose among the following options:

• Representative Office
• Joint Venture
• Wholly Owned Foreign Enterprise (WOFE)
• Foreign-Invested Commercial Enterprise
• Foreign Trade Company

Representative Office (R.O.)

The first step for a steady presence in China is the opening of a
Representative Office, that is an office opened in PRC to establish
relationships with Chinese clients and suppliers, on behalf of the parent
company.

The R.O. can carry out the following activities:

Chinese customers/suppliers research and market research
Maintaining continuative relationships with clients and suppliers;
Quality check on the purchased products;
Logistics supervision and coordination of the supplying activity;
Presentation and introduction of the products in the Chinese market.
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Besides it is allowed to employ Chinese or non-Chinese staff, rent an office,
apply for a working visa for the foreign staff and have local currency (RMB)
available.

The Foreign Representative Office is subject to an annual taxation of 10%
of the expenditure borne.

Joint Venture JV

It is a limited liability company under Chinese Law, in which one or more
foreign partners hold capital shares (at least 25% but not over 99%).

It necessarily requires the presence of one or more Chinese partners
(legal persons), being carefully identified and considered.

The standard procedure sets the minimum capital of about 100.000 euro, but
the amount can vary according to the object, the location and the requests of
the authorities in charge. Anyway the amount of the whole investment must be
specified because a subsequent funding is not allowed.

JVs can be divided into EJV and CJV, and can carry out production, trading
and services activities.

The establishment procedure requires at least 6 months and the arrangement
of a long series of documents.

Wholly Owned Foreign Company (WOFE)

It is the most used instrument by the international investors who intend to
produce goods, provide services or make business in China.

It allows wholly foreign ownership and control, without Chinese
partners, guaranteeing the safeguard of technology and know-
how.

The minimum capital required varies according to the affiliation field and the
location (from some thousand of euro till two hundred thousand or more). It has
to be specified from the beginning the amount of the financial means
necessary to the entire investment, because further funding after establishment
may require long time and additional costs.

The social object must be approved by the authorities and must correspond
to the real activity being carried out; the authorities perform the checks.

The establishment of a WOFE normally requires 6 months.

Foreign-Invested Commercial Enterprise (FICE)

Through a FICE it is allowed to carry out the following activities :
• Import, export, distribution and sale in China
• Retail and wholesale
• Agency and brokerage
• Franchising
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The FICE, however, can’t perform activities of “transformation” of the
purchased goods and the Law places further limitations to foreign
shareholdings in companies which trade certain products (books, newspapers,
cars, drugs, chemicals, oil, petrol, weapons, etc.)
The minimum capital required is about 50.000 euro, except for particular
cases. The establishment of a FICE requires about four months.

Foreign Trade Company FTC

FTC are typically trading companies.

The establishment of an FTC by foreign investors is allowed only in some areas
(Free Trade Zone, the most known is Waigaoqiao, near Shanghai)

FTC can perform international and national trade, transit trade, storing
products, processing stored products, commercial and after-sale consulting
services, organization of fairs.

However it is not possible to retail nor open stores in China; besides it is
necessary to rent a warehouse of at least 500sqm located in a Free Trade
Zone.

A capital of about 150.000 euro is required and the establishment
procedure requires four to six months.

Considering the kind of activity and its localization, it will be determined
whether to establish an FTC or an FICE, on the basis of the peculiarities of each
kind of enterprise.

Others investments

There are other forms and opportunities of investments in China.

In case of outsourcing for mineral resources or hydrocarbons exploitation it
will be drawn up an agreement of co-production, that allows a phase of
exploration and then exploitation. However, it must be approved by the
central authorities.

In 2006 the holding (to be established in the form of WFOE or JV) law was
updated, in order to respond to the foreign investors demand for
integration and management of manifold activities together.

Through Shenzhen and Shanghai Stock Exchanges, it is even possible for
foreigners to operate on Chinese stock markets, even though there are still
some determined limitations: “A” stocks are addressed to Chinese investors
only.

Finally, it is possible to acquire a Chinese company through takeover and
asset deals, or through equity deals.

Capital gains tax

Since 1st January 2008 the Enterprise Tax Law has come into force
making tax treatment equal for both foreign and Chinese companies.
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To all the companies that produce an income in China it is applied the
Corporate
Income Tax with a rate of 25% on gross income (the rate decrease to 20% or
15
% in specific cases: new technologies, farm enterprise, etc.).

This payment is made through four quarterly installments and a balance by the
end of may of the following year.

The dividends dispensed by a Chinese company to a non-resident one are
subject to a taxation at source of 10%.

Personal gains tax

The people who are resident in China are subject to a gross income tax
while the non-residents have only the income drawn in China be subject to
taxation..

People who stay in China for less than 183 days in a year are not
subject to taxation, except if the remuneration is paid by a Chinese
fiscal resident.

Rates start from 5% to 45% (over 100.000 RMB, that is about 10.000 euro)
with monthly deductions of 2.000 RMB or 4.800 RMB for foreigners.

People who have an income higher than 120.000 RMB must self-certificate
their own income by march 31st of the next year.

Direct tax

VAT: Value added tax in China is equal to 17%, decreased to 13% for
some products and to 6-4% for the “small contributors” (with a turnover not
higher than one million RMB).

The VAT is applied when the sale or the service take place, and in case of
importation, has to be paid, if debt VAT, within ten days from the end of
every tax period, monthly or quarterly.

Chinese exporters can obtain a VAT repayment, paid on purchased goods
with variable percentage depending on the class of the goods.

Business tax

It is a tax applied on the provision of services, including commissions and
agency, immaterial activities transfer and real estate sales, as an
alternative to VAT.

Customs duty

In accordance with the law upgraded in 2007, only the instrumental goods
of foreign capital enterprises that belong to the promoted fields described
in the “Catalogue” (Foreign Investment Industrial Guidance Catalogue) are
exempted from customs duties and VAT.
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Generally, the promoted fields are only those with high technological content
and high strategic interest for the national economic development.
In the evaluation of the convenience between the importation of goods from
abroad and goods made in China is necessary to consider the tax breaks
granted to the second one as well as the problems concerning “seized goods
at customs”,
not infrequent, in case of importation of machinery used in the People’s
Republic of
China

Concerning food products, it is necessary to consider the additional
difficulties due to the “quarantine” period, labels translations and the Health
Service procedures.
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HSC – HORIZON SOLUTIONS
CONSULTANTS
General Introduction

HSC is a company constituted by Italian and Chinese professionals, which through
legal, corporate and fiscal assistance proposes itself as a chartered interlocutor
and partner for consultancy to Italian companies that want to invest on the Chinese
market.

Thanks to its structure in Shanghai and its qualified partners, HSC is able to offer
commercial consultancy, language support and any kind of services to the
companies in China:

• Market research, sector analysis, commercial and industrial partners and suppliers
research, staff research;
• Feasibility study and evaluation of outsourcing projects
• Companies establishment and registration, book-keeping, administrative and
fiscal management.
• Product quality control and assistance in import of goods
• Trading activity

HSC is also a network of professionals distributed on the whole italian
territory to support, in the approach with the Chinese market, entrepreneurial
realities of any kind and size in order to promote potential opportunities of
investment in the Chinese market.

Services

The professionals of HSC assist the enterprises in the steps that come before the
investment in the territory of People’s Republic of China, examining the most
suitable structure in relation with the specific requirements, considering the ties
imposed by the foreign laws and by the national and international fiscal aspects.

HSC support the enterprises, in China and abroad, during all the laborious process
of constitution, providing assistance in the arrangement and translation of the
required documents.

To the enterprises established in China, HSC, by means of its own professionals,
provide consulting services for drawing up balances, management check-up,
administrative supervision, financial and economic reporting, income tax return,
accounting and personnel administration.

Moreover HSC has a commercial structure that is able to support the clients
interested in importing goods in the People’s Republic of China or exporting from
China to any destinations.
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