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New PRC Company Law

Effective March 1%, 2014

Aim:
To streamline and simplified company
registration procedure

Core Requirements Changes in:
e Registered Capital

e Capital Verification

e Annual reporting system
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New PRC Company Law tered Capital

 No Minimum Registered Capital Required
O Previously, there is a minimum amount of registered capital set for setting up a
company in China, now, there is no minimum required

e Cancel of 30% In Cash Registered Capital Paid Up
O Previously, 30% of registered capital must be paid up in cash; now registered capital
can be paid up 100% in the means of technology, IP, capitals, land usage rights and
etc.

* Registered Capital will not be shown on business license

0 Even though not shown, the capital registered will still be the base of amount the
company is civilly responsible in its operation
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New PRC Company Law —

i

Capital Verification & Annual Reporting System

e Cancel of Capital Verification

O Previously, after registered capital is
paid up, an official verification is
required to ensure actual injection
of capital

* New Annual Reporting System

O The old company annual inspection
system is replaced by the simplified
annual report system, authories just
conduct random spot check on the
information provided.
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Possible Challeﬁges

* Indication of registered capital, paid up registered capital on
business license served as a way for businesses to check the financial
creditability of the Chinese counterpart; without these information,
other due diligence must be done cautiously

e Cancel of capital verification means there will be no way for us to
know whether the company has sufficient funds to conduct the

business they claim to be conducting

— Cautious
- More Due Diligence
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VAT Reform

* China Tax Revenue from Domestic VAT in 2012: 26.26%/ 26,415.69 RMB (in 100 millions)
* Significant source of tax revenue for the Chinese government

VAT is a turnover taxes, under the current regulatory regime,
there are 4 turnover taxes in China: VAT, Business Tax, Consumption Tax and Stamp Duty

* VAT revenue is shared between local and state tax bureau at 25/75
* Pilot program started in ShanghailJan 1, 2012

* June 2012, for Tianjin, Anhui, Hubei, Guangdong, Shenzhen, Fuijian, Xiamen, Jiangsu, Beijing,
Zhejiang

eAugust 1, 2013 National Implementation

*Aim: No Business Tax by 2015
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VAT Reform

Features:

* Single VAT regime for both goods and services

* Migrate services currently taxed under the Business Tax to VAT

* Service providers able to claim input VAT credits on goods or services purchased

* Indirect tax on services passed on to end consumer
REDUCES COSTS OF DOING BUSINESS

*  Structural tax reduction

* Eliminate tax cascading and double taxation
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The root problem of double taxation

Other goods

Office
goods/
Software

Services
Purchased

Service

Company

Cost (VAT + BT) + Margin = Service Fee (subject to BT)
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VAT Reform

Taxable Items

VAT Rate

Transportation 3% 11%
Construction 3% N/A
Finance & Insurance 5% 6%
Postal Service & 3% 6%
Telecommunication

Cultural & Sports 3% 6%
Entertainment 5%-20% N/A
Service 5% 6%
Transfer of Intangible Assets 5% N/A
Sales of Immovable Assets 5% N/A
Tangible Assets Rental Service 5% 17%
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VAT Reform

New Zero / Exempt VAT Items (Export Services)

International Transport Services 0%
R&D Services 0%
Design Services 0%

Orangefield-|ICS



o m - '-_—__‘ -
New Trademark L
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Introduction of the principle (article 7) of “good
faith”

e Deter trademark squatters from filing dubious
registrations with intent to resale it to the rightful
owner
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e Also new law (article 59) assist foreign owners in “;(% {;—E“”
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e Article 64 provide relief for the foreign company if
the squatter initiates an enforcement action A SEmesrERERROL
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New Trademark )

Register! And register strategically!
First to file does not guarantee successful application
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New Tradem aw — Case

* Viagra/Pfizer is known as the poster child for
foreign companies that failed to register
Chinese-language trademark

e “LittleViagra /NMFi B registered in both
Chinese and English in Class 9 for electronics

* There is a chance that Pfizer never get the
Chinese word for “fi &5}” back
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Concept to provide more “at ease”
business environment

“Duty free zone” specialize for
companies that do only assembly
in China and resell products
worldwide

Attractive Incentives

What to consider?
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Shanghai

* Negative list of 18 sectors

* No nominal or registered capital required

e Expedited process for company set up

e Relaxed Foreign Exchange “for qualified pilot FTZ entities”

* No duty or VAT for import = processing/assembling in China = export for sales

Implementation of incentive is another question
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Shanghai F

What are the considerations?
e Business model
e Customer and supplier location
e Financing options and needs

e Comparison with the pros and
cons outside the zone

e Customer and supplier payment
settlement requirements

e Tax liabilities and options
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Thank you

* Master of Accounting & MBA — East Tennessee State

University o o ve— S P —
* Specialization in China Accounting & Tax, HR '

Management, Offshore Structuring, International

Taxation, Asset Protection, Cross Border Transaction
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Suite 1503, Finance Square Building,
333 Jiu Jiang Road, Shanghai, China
T+86 21 6045 2301

M +86 13601747009 www.orangefieldics.com  www.orangefield.com
L0 2L 60a 23(_)0 To read the latest news from Orangefield ICS and doing business in Asia click here
Jack.wu@orangefield.com LinkedIn group: Hong Kong as a Gateway to Doing Business in China and Internationally join here
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