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BAKER & MCKENZIE

Bonded Processing Arrangements

B Issues relating to Bonded Processing
Arrangements

e factory transfer

> transfer of partially finished goods to another
factory for further processing before export

> non-refund of VAT on inputs




BAKER & MCKENZIE

Bonded Processing Arrangements
(cont’d)
e import processing (“buy-sell”)
> title to imported materials

> under customs supervision (no customs
duties & import VAT)

e processing & assembly (“consignment”)
> no title to imported materials

> no VAT on processing fees

BAKER & MCKENZIE

Bonded Processing Arrangements
(cont’d)
e equipment import
> VAT and duty free

> preferential treatment may be changed




BAKER & MCKENZIE

Licenses & Permits

B All licenses & permits (issued by national,
provincial or other levels of government
authorities)

e e.g. chemical manufacturing WFOE

> permits for production of dangerous
chemical products

> permits for emission of waste

BAKER & MCKENZIE

Taxes
B Smuggling

e imported machinery

e import VAT and Custom duties receipts
B Individual Income Tax

e withholding tax

e dual employment contract

B Potential issue of retroactive payment of
taxes exempted under tax holiday, in asset
acquisition scenario




BAKER & MCKENZIE

Tax Implications on Transfer

B Acquisition of equity interest

e capital gain is subject to EIT

BAKER & MCKENZIE

Tax Implications on Transfer (cont’d)

B Acquisition of Asset

e VAT on sale of equipment and machinery,
inventory-exemption on used equipment

e EIT on WFOE'’s gain
e stamp tax of either 0.03% or 0.05%

e deed tax on real property and land use rights
3% - 5%




BAKER & MCKENZIE

Transfer Pricing

B Potential Tax Audit — Income Tax
Adjustment

B Transactions with affiliates
e tangible property
e intangibles — cost sharing arrangement?
® services

B Transfer Pricing Defense
e functional analysis
e comparability studies

BAKER & MCKENZIE

Land and Building Issues

B Types of land use rights
e collectively-owned, allocated or granted

B Documents evidencing land use rights and building
ownership

e land grant contract, land use rights certificate, building
ownership certificate

B Land use rights or building ownership encumbered?
e mortgaged?
B Occupation of building

e building completion certificate and approval for fire
protection
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BAKER & MCKENZIE

Trademark (“TM”)

B Determine types of TM the WFOE
possesses; identify the TM for the goods
and/or services that will be acquired

B Ownership (own or user rights)
e TM searches
e any sub-license granted

B Any TM infringement litigation
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BAKER & MCKENZIE

Employment

B Cross-border issues (expatriates visa,
income tax liabilities, etc)

B Employment termination issues
B Severance payments for termination

B Insurance policies: employment, asset,
medical, etc.
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Due Diligence Checklist
SRR SR

This is a checklist for due diligence exercise on a foreign invested enterprise, which is
in the nature of a wholly foreign owned enterprise (“WOFE”), a Chinese-foreign equity
joint venture (“EJV”) or a Chinese-foreign cooperative joint venture (“CJV”).

PLR RO st Al C 2w ) AT SR & R & B9 SO B, %A w2 R T
MR C “APBEAL” DL mAMETREEMIC “CHERML7 DB
FEEERILC “EFE/L” .

1. Definitions/B X

In this checklist, except as the context requires otherwise:

TERLIE b BRAE S ATRIUE -

1.1 “AlIC” shall mean the State Administration for Industry & Commerce and
its authorized local agency.

“LRR” RAER LTS HR XA 78T .

1.2 “Approval Authority” shall mean the Ministry of Foreign Trade and
Economic Cooperation and its authorized local agency, of which:

“CHRAILHLR” R IEXHN R 5 25 AR ISR 3], Hop

(1) for general government bodies in a municipal level, shall mean
the local bureau of foreign trade and economic cooperation
(formerly the local commission of foreign trade and economic
cooperation);

X — M RS » R 48 MM 2 5 205 AR R C
XHHNR G 2 GAER &

(11) for special government bodies in bonded zones or development

zones, shall mean the local administrative committee.

$FFORBE X BOT K NBURHLE , R E R .

1.3 “SAFE” shall mean the State Administration of Foreign Exchange and its
authorized local agency.

“OMER” RIEERINE TR SRR .



1.4

1.5

“Quality Supervision Authority” shall mean the General Administration of
Quality Supervision, Inspection and Quarantine and its authorized local
agency.

“RUJR AR R E K 5T e A A R S R B A M T T

“Labor Authority” shall mean the Ministry of Labor and Social Security

and its authorized local agency.

“COTTHERT] Y AR DT R AN S ORI SR B A M T R

Constitutive Documents/Z 4= 3044

2.1

2.2

23

24

2.5

2.6

2.7

Certificate of Approval (including initial copy and all of its amendment).

HHEIE S C TR IR KT AL E ).

Business license (including initial copy and all of its amendment).

B TR C T RIRA KT EZE ).

Joint Venture Contract (including all of its amendments, not applicable to
WFOE).
FEGRC ORERA AL E, AEM MMl ).

Articles of Association (including all of its amendments).

F AR (R T A A ).

Project Proposal and/or Feasibility Study Report.
T A S/ s T AT M T A

Approval(s) ever issued by Approval Authority in respect of establishment
of the Company, its Feasibility Study Report, Articles of Association

and/or Joint Venture Contract (including all of their amendments).

op
If
op
=

CiE IS S WS s VAN N K i R T TR (S N 9 4
C EHEHTA AR ) BRI

Capital verification report(s) issued by PRC Certified Public Accountants.
o VR T 2 O L A 5 T AR



2.8

2.9

2.10

2.11

All other governmental approval, license or permission documents in

respect of the establishment and business activities of the Company.

A R AL Kol 55 285 1 B T A BURMLHE - PR S0 w7 ST

The full names, nationalities or legitimate domiciles the directors, senior
management staff (including the general manager, deputy general manager
and financial controller) and the related letters of appointment and/or the
board resolutions.

AnlEHE . HPERALRC OREEAHE, BISLEMT SRR D2
PR BN EAEAT . MAH R AT A5 A0/ o 2 il

The principal outside business and other activities performed by such
persons listed in the preceding section which may have significant concern
to the Company’s business.

B KRR N B EAT B« AT BEXT 2 Ml 55 7 A B R i /Y 5 B AN Bl 55
K e

Minutes and resolutions of all board meetings and shareholder meetings (if
any), and all the notices for convention of those meetings.

FrA o S 2P RAR S C I D Z 2Bae Mkl DLUEE %
S 2 U AT 8 0

Registration Documents/ & ic L4

All the governmental registration documents and certificates in relation to

establishment and business operation of the Company, including:

Jit A 5% 2w ST Bl 55 38 AR I BURF 8818 S0 AR > A4

3.1

3.2

33

Tax Registration Certificate issued by state tax authority;
KRS R % e Z B 556 LI 5

Tax Registration Certificate issued by local tax authority;
7B 55 JR) 25 K 2 B 58 LR 5

Foreign Exchange Registration Certificate issued by SAFE;
HNE JR % e Z AL LI 5



34

3.5

3.6

3.7

3.8

3.9

Organization and Institution Code Certificate issued by Quality

Supervision Authority;

Jot )R 25 e 2 LA BT 5

Registration Certificate for Self-declaration Units issued by Customs (if

any);
R Kz AR AAEM LR C WE )

Finance Registration Certificate issued by local finance authority;

b 75 W BB 1] %6 K 2 W BUE SETIE 5

Statistics Registration Certificate issued by local statistic authority;
7 Gt % R Z gL 5

Social Insurance Registration Certificate issued by Labor Authority;
FFENER 12 R Z AL 2 RIS B LI 5

Other governmental registration documents or certificates as may be

required by relevant laws or regulation ;

TRAEE AT B 2R 2 HAMb 830 S0 SAERH .

Corporate Structure/2\ @l 4544

4.1

Details of the Company’s investors (shareholders)

AR TEE C AR D VENE

(1) Business License, or the equivalent such as certificate of

incorporation or business registration certificate;

BRI B AR T2 SO Andse SR I sl R L 6 S IE

(11) corporate authorizations or resolutions on execution of the
constitutive documents of the Company, such as Joint Venture

Contract and Articles of Association;

ARG FNAZEAC NG EGRMEFRL ) BIBEAFI I



4.2

4.3

(iii)

(iv)

(V)

agreements on increase or decrease of the registered capital or
total investment of the Company and related documents (if any);
AT SRS sl D 2w R B A B VRS B ORI A S SCAE(
nA):

agreements on sales or purchase of equity interest in the Company
and related documents (if any); and

A 2R H B OIS 2 W BCRLA T ORI 5 SO () s I

details of the charge established on equity interest in the
Company (if any), and related documents such as the deed of
charge, the resolution adopted by the Company’s board of
directors approving such charge, and the governmental approvals
or registration documents.

AR TE T AL AT C T D B9V B
PRI B 3 7 00 2 MM M T SRR
BAE A

2 &l

Details of the Company’s subsidiaries, branches, representative offices,

liaison offices, distribution centers, research centers and associated

companies or enterprises (if any).

AAZTaw g BEAh. Ipdbh s B BT D Rk
e m] el Aol C and D R .

In respect of each such entity in preceding section, if any,

HIL AT KT i ) B — SR (A ) »

(@)

(i)

(iii)

Certificate of Approval;
LIRS 5

Business License, or Registration Certificate issued by AIC;

HEHEIES » S LR L Z B MHE ;

Other documents, where applicable, as referred to in Section 2
and Section 3 of this checklist.



5.

6.

AR ST B ER 27 B 5 37 i I Y H A 3 ST A

Leasehold Property/fH. 5% 4 |I.

5.1 Lease agreements (the “Lease”) in respect of the lease or occupancy of real

properties, and related documents including:
ARG A Z AR C L™ D RPUFAHR U -
(1) Land Use Right Certificate, Building Title Certificate or Real
Property Title Certificates;
e 2z M AGIE . 5 B Fir A BUIE S G #7 AU 5
(i1) Lease Permit of the landlord;
b = 2 A0 G35 Bl 5
(111) Lease Registration Certificate or Documents;
FH BT LR BH S 5
(iv) Receipts or Official Invoices certifying the payment of rents for
the last six (6) months.
AN C6 ) A ST & 2 s siE Uk 5 .

5.2 The Company’s written confirmation that there is no material subsisting or
anticipated breach of major terms or conditions under the Lease or relating
documents, whether by the landlord or the Company.

ANEIBEARN : TR FBCA ], 1 AR BRI RE S 5 b 3 2 FHL 24 B
HORH R S 2 FE R

Properties/ IV

6.1 Details and, where possible, title certificates (or other documents relating
to ownership) of all of the significant properties owned, leased, or licensed
to used by the Company.

A FH T SO AT R R A U VR, USR] Bl
SRUS MR A SCHEC A ERE, Do
6.2 Details and, where possible, relating documents in respect of the



Company’s holding of shares, bonds, notes of, or other investments in,

other companies.
AFEFEER M AR B B BRSO ER TR, KK
AEC A ETRE Do

6.3 Details of any insurance or security arrangement established on the

properties as referred to in 6.1 and 6.2 above, and where possible, relevant

documents.

BB T LA 56 AN 28 6. 23K It ik W 7= 1 DR I e #HL R 2 HE S AH 5% ST

o

7. Finance and Security/fh ¥t A fil %5 $H A%

7.1 Outstanding RMB loans:
EENEEESHI PN/

(1)

(i)

(iii)

loan agreements;
PRI 5

agreements and related documents in respect of security arrange,
such as mortgage, pledge or guarantee, provided by the Company
or any third party for such loan facilities;

AR A SAEAT 5 =7 O PRkt AH AR C andiRa . B ek
TRIE D Z X S AH R 30 5

details of use and repayment of the loan facilities.

DEFR A BB A DL o

7.2 Outstanding foreign currency loans:

[P R A Y SN BE K -

(1)

(i)

loan agreements;
PR

agreements and related documents in respect of security arrange,
such as mortgage, pledge or guarantee, provided by the Company

or any third party for such loan facilities;



AR A AT AT 5 =5 0 DEER R 2 AHAR C Al . Joedi ek
PRIE D Z B URAR SR SCAF 5

(111) Foreign Debts Registration Certificate issued by SAFE;
HME R % R Z AMBTEICIE 5

(iv) Outward Security Registration Certificate issued by SAFE (if
any), and related approval by Approval Authority;
HMNE R % R Z A AMEARSICIEC Il ), KEEHENLOE Z A 5%
It

v) details of use and repayment of the loan facilities.

DEFR A BB A DL o

7.3 Outstanding security arrangement

feid A5 5 FH AR 2 HE -

(1) details of security arrangement, such as mortgage, pledge or

guarantee, provided by the Company, and related documents;

PR Z AHORZEHE C ANl . B s ORIE D P4 SR 5 SCAF

(11) Outward Security Registration Certificate issued by SAFE (if any),
and related approval by Approval Authority.
HME TR % R Z W AMEGREICIE C a0 D > MCdF AL Z A SGHE
2.

7.4 Details of other outstanding indebtedness, including but not limited to the

shareholder loans.
M R AE 2 B SS » WEEEA R T 1% A4 TE ko

8. Taxation/Fi 55

8.1 full details of types and rates of taxes applicable to the Company, its tax
preferential, exemption and/or deduction treatment and outstanding or

disputed tax liabilities; and

WH T AR BN KRR H 2 i B R/ sk %, DR 8



8.2

AT B i BRI R 5

governmental approval and permit in respect of the tax preferential,

exemption and deduction treatment.

A KBTS0 E B e Z BURF AL A3 7T

9. Labor and Personnel/%5 s \ 3

9.1

9.2

9.3

Samples of all types of labor contracts.

RGN ZAEA

labor registration documents, such as Shenzhen Employees Quota

Registration Book.
FFIH LB E U > IR X 57 55 AR &Il A .

Details of the Company’s participation in social insurance schemes
(including medical insurance, unemployment insurance, birth insurance,
work- related injury insurance and pension schemes) and documentary
evidences in respect of its payment of premiums (such all types of List of
Premium Payment).

A Z It 2 RE C FFEITORR: . Sl ARk . A= F R . LA IRK
MIFLREG D Z VN KSR S Z IR SO C anas R 8 ) o

#/_A\IZJ

10. Business Contracts/42 5 &5 [F

10.1

Details and relating documents of all material business contracts, which
may have a material impact on the Company’s business (such as materials
supply or products sales contracts, license or sub-license agreements,
franchise agreements, management contracts), the monetary amount or
value of those contracts in any year shall meet either of the following two
requirements: (i) constitutes at least 5 percent of the Company’s
consolidated revenues; or (ii) constitutes at least 5 percent of the
Company’s total consolidated net assets till the last day of the preceding

financial year.

Jit A s w AL 55 A 5 B MR ) 2 B ) C An JEORE R 5 i i



10.2

10.3

HR TSR FRAE . EREARS ) Z M
FKICAF > Z G R G B AN AE AR AT A — A7 R R R P I EE R i
AT —T0 (1) 2D IRE ARG PR 5% s 831 2 Dk E 2 7] 8 1k
R — W BUAE B e U — BB 1 % P 9 5%

Details and relating documents of all contracts with the Company’s
affiliates. The transaction under such contract shall be with, directly or
indirectly, any of the following: (i) the management, or 5% or more
shareholders of the Company, (ii) any entity in which any such person is
interested, (ii1) any person who is connected or related to any such person,
(iv) any entity which is not a subsidiary of the Company, where the
transaction is not at an arm’s length and/or for full value. Such transaction
may exist in aspects including but not limited to funding, human resources,

premises and technical support of the Company.

5RWR A F 2 TR i A 5 TR R 1A B 56 S o 1% 55 5 RIS 1 5% 10k
5 5y AR AR e 5 T B S T AR A — R 22 5« (1) 28 w4 3R
B BUERA A FEIS%LA BRI > QAT B A B R =
PR AR, GBS B AR, ()58 FZF 2 a LA
WAEAT SEAR R 253 T/« JEFE T A4S S/ B e BANE AT I Sy o 1% 5%
LGl REAEE T AR S i, SHEAR TR, AR E. ¥
b K3 AR L

Insurance policies that the Company holds with its business, including but
not limited to those insurance policies mentioned in other sections of this
checklist.

NEIFFAR S HHOESS A SR ORES B, AR {EAN PR A B AR
3 v B ORI BT

11. Intellectual Property Rights/%&HiH F= 4L

11.1

A full list of all patents, trademarks, trade names, business names,
registered designs or other intellectual property (collectively “Intellectual
Property Rights™) belonging to, used by or licensed to the Company for its

business.



11.2

NEIAHEE NN TINA . SO I AR A LR RAR. T

JUR AR ol e SO B R R 3

=k

7/

In respect of each of the above Intellectual Property Rights, please supply:

LB TRENR AL, 1A

(1) name of registered proprietor;
R ONEY
(1) copy of registration certificate or equivalent documents;

BRI 6 T E B 2 R AL A 5

(ii1))  date of first registration and the expiry date (if any);
HUCSICH H BN B () 5

(iv) geographical coverage of such Intellectual Property Rights
1255 RN BUSUR Y PR

(v)  any registered user agreements and any assignments; and

AT A A s b s e

(vi) any license agreements or royalty agreements.

ATV BT B A 5% 3 T A 9 T

12. Environmental Matters/¥£ £& 55 151

12.1

12.2

All assessment reports concerning environmental issues, such as site-
selection, environmental impact, safety valuation, pollutant discharge and

treatment, of the Company, made by either environmental professionals or

government agency.

Jiv A ek ol A SEORF BT ] il 199 A 5% 28 RIEARSE R C anaktdik . FREE

o AT TS U HEO R B O BB R

All governmental approval s licenses or registration, including:

FiT A BORFHEHE . R SOogiE , (o -



13.

(1) approval on site-selection and environmental impact;

KT hk K TR R M ) L

(11) approval on pollutants treatment facilities;

KT IG YA 5

(111) pollutant discharge permit;
HEV5 V7 BT IE 5
(iv) approval, registration and license for use, storage, transportation

or distribution of dangerous substance (if any), such as dangerous

chemical.
KT 4 SsaHeRymc g ). wEksit
Tl BHEHE, B AP

12.3 Details of Company’s pollutant discharge and treatment.

A RN A Z 75 R HE SR P2 1

12.4 Receipts or Official Invoices certifying the payment of pollutant discharge

fees for the last six (6) months.

7N C 6 DA A SRR B 2 s sE Uk 52

Legal Proceedings/3: L )F

Details and relating documents of any litigation, arbitration, administrative or
mediation proceedings instituted by or against the Company since its establishment,
present or pending, in the PRC and overseas.

2] B SO R AR BN AP B 22 sl BRFHS sl m i 22 R0 L A3k, ATEBORF . i
fige P T AT 5 S0



