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Preface

China’s foreign investment landscaped changed significantly in 2017,

The economy is evolving away from manufacturing-centric economy towards a services- and
consumption-based economy. GDP growth has slowed and wages have risen, but the economy’s
growth outperformed expectations and more industries are open to investment than ever before.

In 2018, strategic investors will find that their options have broadened significantly.

Decision-makers considering an expansion to China typically must first examine what type of
entity to set up — or whether to set one up at all. Foreign investment into China can be made
through several types of foreign-invested entities (FIEs). Choosing the appropriate investment
structure for your business depends on a number of factors, including its planned activities,
industry, and investment size.

This guide explores the establishment procedures for the Representative Office (RO), and two
types of Limited Liability Companies — the Wholly Foreign-owned Enterprise (WFOE) and the
Sino-foreign Joint Venture (JV) —along with related business considerations that decision-makers
should examine at the pre-investment, setup, and operational stages of the expansion cycle.

This guide is based on best practices that we developed as foreign direct investment specialists
during our 25 years of experience in the country. While each business has unique features and
goals that should be discussed with professional advisors, we hope this guide serves as a useful
reference for you and your team as you make plans for your expansion in China.

Alberto Vettoretti
Managing Partner
Dezan Shira & Associates
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©

CONTACT

Dezan Shira & Associates
china@dezshira.com
www.dezshira.com
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About Dezan Shira & Associates

At Dezan Shira & Associates, our mission is to guide foreign companies through Asia’'s complex
regulatory environment and assist them with all aspects of establishing, maintaining and
growing their business operations in the region. With more than 25 years of on-the-ground
experience and a large team of professional advisers, we are your reliable partner in Asia. Since
its establishment in 1992, Dezan Shira & Associates has grown into one of Asia’s most versatile
full-service consultancies with operational offices across China, Hong Kong, India, Singapore,
and Vietnam, as well as liaison offices in Italy, Germany, and the United States, and partner firms
across the ASEAN region.

An overview of our services

Dezan Shira & Associates is a pan-Asia, multi-disciplinary professional services firm, providing
legal, tax and operational advisory to international corporate investors. Operational throughout
China, India, and ASEAN, our mission is to guide foreign companies through Asia’'s complex
regulatory environment and assist them with all aspects of establishing, maintaining, and growing
their business operations in the region. With more than 25 years of on-the-ground experience
and a large team of lawyers, tax experts, and auditors, in addition to researchers and business
analysts, we are your partner for growth in Asia.

> Business Intelligence Solutions

> Ongoing Monitoring Solutions

> Pre-investment, Market Entry Strategy Advisory
> Business Model Comparison

> Corporate Establishment

> Business Strategy & Operation Advisory

> Legal & Financial Due Diligence

> International Tax Planning

> Accounting & Reporting

> Tax Compliance

> Audit & Financial Review

> Treasury Administration

> Transfer Pricing

> Information Technology Solutions

> Payroll & Human Resource Administration
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Pre-investment Considerations

- Representative office or foreign-invested entity
« Foreign-invested entities: WFOEs and JVs

« Business license and business scope

+ Registered capital

- Expense and tax planning

« Another option: Foreign-invested partnerships
- Investing in free trade zones



Representative office or
foreign-invested entity

The decision between setting up a representative office (RO), or an foreign-invested entity (FIE)
has significant bearing on the foreign investor's activities in China. The main difference between
the two is that an RO is an extension of the foreign company, whereas an FIE is a subsidiary.

The FIE is a separate legal entity — a limited liability company under Chinese law. When the FIE
signs a contract, it is the FIE that is party to the agreement. When an RO signs a contract, it is
the foreign company that is bound by the agreement. If the FIE makes a purchase, it owns the
object; if an RO makes a purchase, the object belongs to the foreign company.

In addition, there are only a limited number of activities an RO is permitted to be engaged in.
In any case, an RO is not permitted to make profit; it may only be used to facilitate the activities
of the foreign company in China. These are:

Market research, display, and publicity activities that relate to company products or services;
and

Liaison activities that relate to product sales or services, and domestic procurement and
investment.

ROs acting in violation of their allowed activities will be fined, and their illegitimate income will
be confiscated.

As an RO is not a capitalized legal entity in China, it may not directly hire Chinese employees.
Instead, ROs are required to employ local staff through a qualified labor dispatch agency, such
as FESCO (Foreign Enterprise Service Company). The agency acts as the employer for legal
purposes, and sends employees to work at the RO for a fee. The RO may directly hire up to four
foreign nationals, and these do not need to go through the agency.

Even though an RO does not earn revenue, it is still subject to Chinese tax. ROs are taxed at a
percentage of their expenditures. This is an added reason for investors using an RO to keep a
close eye on expenses, as the more it spends, the more it gets taxed. FIEs on the other hand are
taxed on their revenue, which affords them more flexibility in tax planning.

However, as we shall see further in the guide, ROs are much easier to set up than FIEs.
ROs are, for example, a good solution for companies that are procuring from China but want

to keep staff on the ground for quality control, or for maintaining short communication lines
with suppliers.
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Foreign-invested entities:

WFOEs and JVs

The most common form of foreign investment in China is to incorporate a business entity.
Chinese corporate law divides these into two categories:

Wholly foreign-owned enterprises (WFOEs); and
Sino-foreign joint ventures (JVs).

Itisimportant to note that, for certain activities, foreign investors need to have a Chinese equity
partner in the entity. In other words, incorporating a WFOE to engage in these activities would
not be permitted. Investors that try to do so will see their application denied. WFOEs that engage
in these activities illegally after being incorporated face fines or even the cancellation of their
business license.

WFOE

AWEFOE is a limited liability company wholly-owned by one or more foreign investor(s).

Unlike an RO, a WFOE can make profits and issue local invoices in RMB to its suppliers. Besides,
the liabilities of shareholders to a WFOE are limited by the assets they bring to the business. A
WFOE can also employ local staff directly, without any obligations to employ the services of an
employment agency.

There are three distinct WFOE setups available:

Service (or consulting) WFOE;
Trading WFOE (or foreign-invested commercial enterprise [FICE]); and,
Manufacturing WFOE.

While all three structures share the same legal identity, they differ significantly in terms of their
setup procedures, costs, and the range of commercial activities in which they are allowed to
engage. Trading WFOEs and manufacturing WFOEs must derive the majority of their revenue
from their namesake business, but can also provide associated services. Service WFOEs are
additionally permitted to conduct trading activities related to their services.

JV

Ajoint venture (JV) is formed by one or more foreign investor(s), along with one or more Chinese
party(-ties). Generally, the foreign investor to a JV should own at least 25 percent of total shares.
Note that a Chinese individual cannot normally be a shareholder in a JV except in some special
circumstances; for example, in a JV incorporated in the Beijing Zhongguancun High-tech Park,
or if the Chinese individual is shareholder to the target company in a merger or acquisition.

SABRINA ZHANG
Partner
International Business Advisory
Dezan Shira & Associates
Beijing Office

11 The key difference
between the RO and the
WFOE is that a WFOE

is an independent legal

entity under Chinese law,

whereas an RO is seen as

an extension of a foreign

company incorporated
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Reasons for setting up a JV include:

The foreign company wants to invest in a restricted industry sector, where the law permits
foreign investment only via a joint venture with a Chinese partner; and,

The foreign investor wants to make use of the sales channels and network of a Chinese
partner who has local market knowledge and established contacts.

There are two types of JVs in China, and they differ primarily in terms of how profits and losses
are distributed:

« Equity Joint Venture (EJV)

» Profits and losses are distributed between parties in proportion to their respective equity
interests in the EJV;

» Generally, the foreign partner should hold at least 25 percent equity interest in the
registered capital of the EJV; and,

» An EJV should be a limited liability company.

« Cooperative Joint Venture (CJV)

» Profits and losses are distributed between parties in accordance with the specific provisions
of the CJV contract; and
» A CJV can be operated either as a limited liability company or as a non-legal person.

FICE

A foreign-invested commercial enterprise (FICE), which can be set up either as a WFOE or
a JV, is a type of company for retail, franchising, or distribution operations. A WFOE or JV
can be established exclusively as a FICE, or can combine FICE activities with other business
activities, such as manufacturing and services.

Generally, a FICE is inexpensive to establish and can be of great assistance to foreign investors
because it combines sourcing and quality control activities with purchasing and export
facilities, thus providing more control and quicker reaction times compared to sourcing
exclusively via an overseas headquarters.

FICEs are also the ideal choice for foreign companies that need to source in China in
order to resell to its domestic consumer market. Without a Chinese trading company, the
alternative would be to buy from overseas, and have the goods shipped out of China before
then reselling them back to China (which would mean additional logistical costs, customs
duties, and value-added tax).

Establishing and Operating a Business in China 2018 (2nd Edition) 13



Business license and
business scope

When setting up a company in China, the investor must specify the intended business scope.
This is a description of the business activities in which the investor plans to engage. Once it
is incorporated, the company may only engage in the activities listed in the business scope.
However, the business scope may not be phrased too broadly; otherwise it will not be approved.

There are important regulatory considerations in selecting the company’s business scope. The
incorporation procedure may vary, the tax treatment may differ, and zoning requirements are
tied to the business scope as well. Having or not having certain activities in the business scope
may therefore qualify or disqualify a business from being located in certain parts of a city, or
from setting up in a development zone with preferential policies.

Depending on the business scope, FIEs can be classified as being a manufacturing company,
a service company, a foreign-invested commercial enterprise (i.e. a trading company), regional
headquarters, an R&D center, an investment company, or several others. Often, the capital
requirements will differ depending on the type of company that is being incorporated.

Certain business activities require foreign investors to work with a Chinese equity partnerin a JV.
There are also activities where foreign investment is fully prohibited. The National Development
and Reform Commission (NDRC) maintains a list of industries in which foreign investment is
restricted (eg. requiring a JV) or prohibited, called the Catalogue of Industries for Guiding Foreign
Investment. When applying for the incorporation of the FIE, the Administration of Industry and
Commerce (AIC) will check the stated business scope for compliance with these regulations.

When the application to set up the FIE is approved, the AIC will issue the company’s business
license: a key piece of company documentation. Among other things, the business license will
state the company’s business scope.

VIVIAN MAO
Regional Manager
Dezan Shira & Associates
Shanghai Office

¢« For foreign businesses

especially, it is imperative

that company operations
be reflected accurately
in their business scope,
as this is connected to
the “Catalogue for the

Guidance of Foreign
Invested Enterprises”
governing foreign
investment into

China. 9
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Although it's not common for Chinese authorities to censure an organization for stepping outside
the bounds of its officially authorized business activities to engage in auxiliary activities, the
ability to issue tax invoices to its partners for the specific services rendered is very important.

These clients or customers will normally insist upon a specific invoice based on a certain value-
added tax (VAT) rate for use as a tax offset or deduction, and it would not be unusual for them
to refuse to make payment for services rendered if the appropriate invoice cannot be issued.
Therefore, because a VAT invoice cannot be issued at the relevant tax rate for activities not
specified in the business scope, it is critically important to negotiate approval of a sufficiently
broad and relevant business scope with careful consideration from the beginning of one’s

anticipated scope of business activities.

Business license reform: Three-in-One to Five-in-One

China launched a new round of business license reform in September 2015 as part of a
campaign to simplify companies' registration and establishment procedures. Specifically,
companies newly established after October 1, 2015 are required to apply for an integrated
business license. The integrated business license, sometimes referred to as the “Three-in-
One"business license, combines the old business license, the organization code certificate,
and the tax registration certificate into a single document with one social credit code.

In 2016, the“Three-in-One"business license was upgraded to a“Five-in-One”business license,
with two more certificates, i.e. the social security registration certificate and the statistical
registration certificate, being integrated to the business license. The deadline for converting
to “Five-in-One” certification is December 31, 2017.

According to a document released by the State Council in May 2017, more certificates will
be integrated into the business license to further reduce red tape and stimulate market
vitality. Nevertheless, this policy is still under development. At the time of writing, there
have not been clear timelines or other implementation details.

Establishing and Operating a Business in China 2018 (2nd Edition)
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Registered capital

Setting up an FIE in China used to carry a statutory minimum registered capital. While there is
no longer a minimum amount stipulated by law, the AIC will still require a minimum amount
of registered capital before approving an application. This amount does not need to be paid
completely up front. The investors may include a capital injection plan in their articles of
association. Payment in terms is allowed, but the government will check whether the investors
are following the plan.

Depending on a range of factors, the investors will have to dedicate a minimum amount of
registered capital. These factors include the region, the company’s business scope, the industry
the company is in, and the planned scale of operations. This amount will be written on the
business license as well. The registered capital may not be wired out again, but can be fully used
for business purposes. Investors should make sure to commit sufficient funds to their registered
capital. Due to China’s capital controls, injecting capital into the FIE requires going through a
time-consuming approval process. Changing the registered capital means the investor will have
to go through this process again. The required steps are:

Apply to increase the registered capital with the AIC;

Apply with the State Administration of Foreign Exchange (SAFE) to transfer the funds into
China;

Wire the funds to the Chinese bank; and,

Apply with the AIC to re-issue the business license.

This process can take between four to eight weeks. If additional funds need to be transferred
because the company is running low on cash to cover operation expenses, this can put the
company in a dire situation. To err on the side of caution, it is therefore advisable to commit
additional capital.

If the parent company sends funds to the subsidiary in China without going through this
process, the Chinese tax authorities will regard it as income, and tax the subsidiary at 25 percent
corporate income tax.
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What qualifies as registered capital

Registered capital can be contributed in cash orin kind, but in kind contributions may not exceed
70 percent of the registered capital. Common contributions in kind are intellectual property
or equipment. Investors should be aware that using equipment as capital contribution can be
arduous and time-consuming, and the process is subject to strict requirements. Often it is easier
to simply contribute cash.

Only funds wired in from abroad qualify as registered capital; locally earned RMB cannot be used.
Investors are advised not to wire any funds to China before the FIE is set up. Some investors wire
funds to their local agents or staff to make some of the initial purchases, like office supplies,
rent, overhead, etc. Apart from the obvious risks involved, these funds will not be recognized
as registered capital, as they need to be deposited in a special capital account, which can only
be opened after the business license is issued.

As part of China’s capital controls, foreign investors are required to open two bank accounts: a
current account and a capital account.

Currentaccount foreign currency transactions may involve the import and export of goods and
services, earnings from interest or dividends from portfolio securities, and regular transfers. Capital
account transactions are mainly related to foreign direct investment (i.e. changes in a company’s
registered capital), the purchase and sale of equity or debt securities, and trade credit or loans.

In general, capital account transactions need approval from the SAFE, whereas current account
transactions can be made directly through the bank.

One location/multiple office registrations

In April 2015, China announced its decision to allow multiple entities to list the same
registered address on their respective licenses. This news has a significant impact on the
professional services industry and especially those involved in corporate registrations and
corporate secretarial work. While previously businesses had to be in a specific premises
and were not allowed to share locations with any other company, this ruling means that
offices may be shared and contain multiple companies, opening up scope for managing
corporate secretarial work as is common in countries such as Singapore and Hong Kong. It
also further liberalizes the serviced offices industry, which has had to operate in China under
very specific agreements, and paves the way for ‘virtual offices'to be operational in China.
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Investment-to-capital ratios

[tisimportant to note that FIEs are still required to abide by the ratio between registered capital and
totalinvestment as shown inthe following chart. Unlike registered capital, total investment represents
the debt of the investment and can be made up by loans from the investor or foreign banks.

Investment-to-Capital Ratios

Total investment (US$) Minimum registered capital

3 million or less 7/10 of total investment
3 million - 4.2 million US$2.1 million

4.2 million - 10 million 1/2 of total investment
10 million - 12.5 million USS5 million

12.5 million - 30 million 2/5 of total investment
30 million - 36 million US$12 million

36 million or greater 1/3 of total investment
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Expense and tax planning

When setting up a company in China, one inevitably incurs costs prior to the company being
formally incorporated. The question then arises what part of these costs may be deducted from
the company’s tax bill. This becomes especially relevant if the investment is a large project, such
as setting up a factory and purchasing machinery, where the costs incurred prior to incorporation
can be substantial.

At this point, itis important to note that ROs are taxed on their expenditure. It is therefore in the
investor’s interest to, within reason, keep expenses allocated to the RO to a minimum. For this
reason, itis advisable to allocate the RO’s pre-incorporation expenses to the foreign headquarters.

An FIE, being an independent legal entity registered in China, is taxed on its income, and may
therefore deduct expenses from Chinese tax. As pre-incorporation expenses by definition have
beenincurred prior to the FIE formally existing, only some of these expenses can be taken on by
the FIE. Of all the expenses made before formal incorporation, only the so-called pre-operation
costs (FF#1#%) may be allocated to the FIE and deducted. The key point in defining pre-operation
costs is the time when they occurred.

In practice, the starting point of this period is seen as either the establishment date on the
business license, or the day on which the investor gets the company name confirmation from
the AIC. This is usually one month before the establishment date on the business license. The
ending point of the pre-operation cost period is when the company issues its first invoice, or
generates its first revenue.

Most of the costs incurred during this period, such as wages, training, printing, transport fees,
registration fees, and purchases of items not considered fixed assets, may be deducted if relevant
valid taxinvoices can be provided. Up to 60 percent of advertising and business-related entertainment
expenses (business dinners, gifts, baijiu, etc.) may be allocated to the FIE during this period.

It is often hard to predict what the establishment date of the company will be. This largely
depends on how the incorporation process is conducted. However, the better the investor
manages the incorporation from its side, the more clarity one can hope to get.

Before the company is incorporated, the foreign investor may open a temporary bank account
in China. The investor may wire foreign currency into this account and spend these funds on
pre- operation and other expenses. After the company has been established, it needs to open
a capital account. The funds from the temporary account can then be wired to this account.

In practice, the only cost incurred prior to the pre-incorporation cost period is office rent.
Allocation to the FIE is accepted, as an office lease is a required step of the incorporation process.

Enterprises, especially manufacturing companies, which often have a long pre-operation period,
should take careful consideration of when their pre-operation period ends. These companies in
particular need to make sure costs incurred can be carried forward as a loss over the next five years.
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Another option:
foreign-invested partnerships

An often overlooked option is the foreign-invested partnership, which was introduced in 2010.
As the name suggests, this entity requires two or more investors to conduct business together.
The option would therefore not work for foreign investors looking to set up an entity over which
they have 100 percent control.

A partnership is not a separate legal entity, but a contractual arrangement between two or
more parties to do business together under acommon name, and is registered as such with the
government. Instead of having to stay within the boundaries of the Company Law, a partnership
affords investors broad freedoms to make internal arrangements as they see fit. For example,
the profit shares and voting rights need not be aligned with the investor’s capital contribution.

While the Partnership Enterprise Law says that, in principle, the unanimous approval of all other
partners is needed when a partner sells their share in the partnership, investors are free to stipulate
otherwise in the agreement. It can therefore be much easier to transfer one’s participation in
a venture this way.

4
PROFESSIONAL SERVICES

Dezan Shira & Associates
can provide business
model comparison
advisory. To arrange a free
consultation, please email
us at china@dezshira.com

EXPLORE DETAILS
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Investing in free trade zones

The history of China'’s free trade zones (FTZs) began with the launch of the Shanghai Pilot Free
Trade Zone in September 2013. Pitched as an experimental field in which to conduct economic
reforms, the Shanghai FTZ served as a means to promote economic reform and facilitate foreign
direct investment (FDI).

The Shanghai FTZ was essentially a testing ground for new reforms, and to a certain extent still
is. Where proven successful, these would be expanded across the entire country. In this way
we have seen, for example, the easing of restrictions on foreign currency exchange and foreign
participation in China's e-commerce sector — both originally FTZ pilot schemes — implemented
nationwide.

Following the success of the Shanghai zone, three more FTZs were established in Tianjin, Fujian,
and Guangdongin April 2015, and the Shanghai FTZ was further expanded to include the Lujiazui
financial district, Jingiao development zone, and Zhangjiang hi-tech park.

Rather than being a testing ground for nationwide reforms like the Shanghai FTZ before them, the
three new zones were intended to drive regional growth by encouraging selected industries to
clusterin thatarea. Also, the government assigned strategic positions for each of the FTZs: Fujian
supports trade with Taiwan; Guangdong supports economic integration with Hong Kong and
Macao; Tianjin supports the northeastern region and helps develop offshore financial markets.

On August 31, 2016, the government announced plans for seven more FTZs, underlining
the government’s long-term plans to develop inland China and support the One Belt, One
Road (OBOR) initiative, bringing China’s total number of FTZs to 11. The seven new FTZs are in
Chongging, Liaoning, Henan, Hubei, Shaanxi, Sichuan, and Zhejiang.
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FTZs allow the government to test and adjust policies for eventual expansion. As such, many
foreign investors are confused as to the strategic advantage of establishing inside an FTZ in
the first place.

When first rolled out, the Shanghai FTZ was highly attractive to investors for its one-stop
application processing and reduced minimum registered capital requirements. However, both
of these policies were implemented nationwide, leading some to question: should investors
focus only on FTZs or should they expand their focus to other classes of special economic zones?
It depends on your industry and business needs.

According to Amber Liu, Senior Manager of Corporate Accounting Services in Shenzhen,
preferential tax policies is one of the major advantages of establishing within the Qianhai
Shenzhen-Hong Kong Zone. But she warns that companies should be vigilant about their
eligibility and the application process. “Companies must first be within the industries that are
encouraged within the FTZ, and fulfil revenue requirements. Furthermore, they should be aware
of, and diligent in, the application process — otherwise their application may be denied!

The Chinese government plans to continue piloting policy innovations in FTZs, meaning that
investors would be the first to benefit from any new policies. For example, the Shanghai FTZ
debuted a corporate registration website that allows for online appointments, pre-registration
services, and a trial mobile app. On the other hand, as the first to pilot new policies, entities within
the FTZ are also the ones that would have to deal with the initial confusion and lack of clarity.

Establishing within an FTZ does not guarantee success. For some businesses, the policy and
trade environment within the zone may present competitive advantages, while it may be less
beneficial for others. Before making the decision, firms should do their homework and consult
with experts to understand which path is best path for the company’s expansion.
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Representative office (RO)

To set up an RO, the overseas parent company must have already been in existence for two
years. The procedure is as follows:

RO Setup Procedure
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BASIC INFORMATION
COLLECTION FROM CLIENT

(7 working days)

NAME PRE-APPROVAL

(5-7 working days)

ACQUIRE AN OFFICE LEASE FOR AT
LEAST 12 MONTHS

(depends on client/landlord)

INCORPORATION DOCUMENTS
PREPARED BY CLIENT

(depends on clients)

APPLY WITH THE AICTO ISSUE A
BUSINESS REGISTRATION CERTIFICATE

(10-14 working days)

RO NOW LEGALLY EXISTS

CARVE COMPANY CHOP, FINANCIAL CHOP, INVOICE
(“FAPIAQ”) CHOP, AND LEGAL REPRESENTATIVE CHOP

(1-2 working days)

SAFE ISSUES FOREIGN
EXCHANGE REGISTRATION
CERTIFICATE

(if required)

CUSTOMS REGISTRATION
(if required)

OPENING OF RMB BASIC
BANK ACCOUNT

(15-20 working days)
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Itis important to note that this procedure may be subject to local variations.

When submitting the application to the AIC, the investor needs to bring the following documents,
with a Chinese translation where needed:

Certificate of the overseas company showing it has been in existence for over two years;
Articles of Association of the overseas company

Bank reference letter with basic information about the overseas company;

Letter appointing the chief representative — and other staff if present;

Identification document of the chief representative;

Letter appointing the authorized signatory of the overseas company;

Office premise lease agreement;

Chief representative’s resume with signature;

Chief representative’s photo; and,

Application form.

The first six documents need to be notarized in the home country, and legalized by the Chinese
embassy responsible for the investor’s jurisdiction.

Ofhfice premises

To set up a business in China, itis a prerequisite to own or lease an office premises (as the primary
place of business), and register this with the AIC. Doing so requires that the FIE possess all legal
documents pertaining to the premises as required by the Chinese authorities. Usually, only one
business may be registered per office unit. Under limited conditions, one office unit can be
used to register multiple businesses. Many new entrants to the China market find success using
serviced offices offered by any number of providers in major cities across China.

ROs require special attention when choosing suitable premises for AlC registration. Because an
ROis technically not a Chinese enterprise but an extended arm of the overseas parent company
in China, the local AIC may scrutinize the registered office premises more closely, and/orimpose
special requirements for its registration. Detailed rules vary by region.

For example, in Shanghai, the local AIC previously required that an RO only be registered at
a commercial office premises with approval from the Public Security Bureau (PSB). While this
requirement is no longer mandatory, the registered office of an RO still needs to be designated
for non-residential purposes, or else risk being denied for registration by the AlC.
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When selecting an office location, make sure the building itself is certified to house businesses
and to lease units to ROs. Investors should negotiate with the landlord to get an official VAT
invoice for the rent paid. Issuing such an invoice may entail additional costs and tax liabilities
to the landlord, so it is important to have clarity on this matter.

The landlord should provide the investor with copies of these three documents:

Premises Ownership Certificate, affixed with the landlord's company seal;
Landlord's Business License, affixed with the landlord’s company seal; and,
RO Resident’s Certificate, issued by the management company.

Having these three documents lets the investor know that the office leased is eligible for use
as an RO premises.

Chief representative

The chief representative needs to be appointed by the board of directors of the parent company
and is responsible for the RO's day-to-day operations. While Chinese laws do not clearly state
the scope or limit of a chief representative’s authority, most government documents requires
his or her signature.

Bank accounts

Foreign investors are advised to either open their Chinese bank account directly themselves, or
outsource doing so to an experienced and well-reputed services company. When the account is
opened, the bank will ask whose signature or what seals will be required to authorize transactions.
Granting full power to manage the bank account to the chief representative may expose the
company to undue risk, or the chief representative to blackmail.

Stipulating that the company chops, also known as corporate seals, are required to manage the
bank account places an added layer of security. It is important to properly secure the company
chops, as they can be abused if they fall into the wrong hands. It is unfortunately not uncommon
for disgruntled employees to exert pressure on the company by seizing the company chops.
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Wholly foreign-owned
enterprises (WFOE)

Establishing a WFOE in China generally takes between three and six months and involves the
following government authorities:

Ministry of Commerce;

Administration of Industry and Commerce;
State Administration of Foreign Exchange;

State Administration of Taxation;

Customs Office;

Quality and Technical Supervision Bureau;

Statistics Bureau.

The establishment process varies based on one’s chosen investment structure and planned
business scope. For example, manufacturing WFOEs must complete an environmental evaluation
report, while trading WFOEs need to undergo customs/commodity inspection registration. The
general procedure and timeline is as follows:
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WFOE Setup Procedure
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BASIC INFORMATION
COLLECTION FROM CLIENT

(7 working days)

\7,
N
NAME PRE-APPROVAL
(5-7 working days)

CERTIFICATES ON LAWFUL USE OF
OFFICE PREMISES

(depends on client/landlord)

ENVIRONMENTAL IMPACT ASSESSMENT
(4-8 weeks, for manufacturing WFOEs)

INCORPORATION DOCUMENTS
PREPARED BY CLIENT

(EEEREES)

CERTIFICATE OF APPROVAL FROM THE
MINISTRY OF COMMERCE (MOFCOM)

(4 weeks)

OR RECORD-FILING
(3 working days)

AIC ISSUES 5-IN-1 BUSINESS LICENSE

COMBINES:

the old business license,

the organization code certificate,

the tax registration certificate,

the social security registration certificate,

and

the statistics registration certificate

(10-14 working days)

COMPANY NOW
LEGALLY EXISTS

CARVE COMPANY CHOP, FINANCIAL CHOP, INVOICE
(“FAPIAQ”) CHOP, AND LEGAL REPRESENTATIVE CHOP

(1-2 working days)

FOREIGN EXCHANGE
REGISTRATION CERTIFICATE
(5-10 working days)

K

OREIGN CAPITAL ACCOUNT
(5-7 working days)
\7,

RMB BASIC ACCOUNT
(2 weeks)

S

CAPITAL INJECTION

(in accordance with Articles of
Association)

CAPITAL FOREIGN
EXCHANGE REGISTRATION
(5-7 working days)

\7,

KKK

S

MOFCOM FOREIGN TRADE DEALER/OPERATOR FILING
(5-8 working days)

CUSTOMS REGISTRATION CERTIFICATE
(5-8 working days)
\Y7

AQSIQ FOR INSPECTION AND QUARANTINE LICENSE
(5-8 working days)

CUSTOMS IC CARD APPLICATION
(21-28 working days)

SAFE PRELIMINARY FOREIGN TRADER FILING
(2-3 working days)

GENERAL VAT TAXPAYER FILING
(1-2 working days)
\7,

GENERAL VAT TAXPAYER INVOICE QUOTA
(30-60 working days)
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Step 1: Name approval

One of the first steps for foreign companies is to decide on an appropriate name for the Chinese
market. According to company naming rules, a qualified company name should contain at
least the following elements:

Administrative region name of incorporation;
Brand name;

Industry or business; and,

Company Limited.

Additional guidelines restrict the content of names, forbidding the use of content that either
misleads consumers or hinders fair competition, or damages or contradicts national unity,
policies, social ethics, culture, or religion. Special characters, such as Arabic numerals, are not
permitted, and certain words such as‘China;'Chinese,'National’ 'State, or‘International’can only
be used under limited circumstances.

Beyond these, a name must consist of more than two Chinese characters. The SAIC does not accept
names containing foreign languages or alphabets, as well as numbers and special characters.
Before submitting the application, businesses can conduct a preliminary check through the local
Enterprise Name Query System to identify similar company names that are already registered.
Further, businesses should prepare at least five potential names for AIC approval.

Upon approval of the company name, an“Enterprise Name Registration Certificate”will be issued,
which is usually valid for twelve months. The whole process takes five to seven working days.

To be noted, while the company can register an English name for its manufacturing facility, the
Chinese name is the legally binding one. The English name may have equal legal validity as a
Chinese company name providing there is enough evidence to associate the English name of
a company with its Chinese name, such as a bilingual company chop bearing the two names.
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Step 2: Office/facility space lease

When registering a WFOE, if the intended office premises is owned by the same individual or
entity applying for business registration, the applicant needs to show a Certificate of Premises
Ownership (CPO) issued by the real estate authority and submit a copy of this to the local AIC.
Most CPOs explicitly indicate the purpose of the premises; the AIC does not accept “residential”
CPOs to be used as the basis of a business registration.

If the office premises is leased from another individual or organization, the applicant is required
to produce the original lease agreement with a minimum one-year lease term, as well as a copy
of the CPO of the property. The landlord should be an AIC registered business. Usually, a copy of
the landlord company’s business license is also required, including the company’s official chop.

In addition, both parties to the lease agreement should complete lease registration and record-
filing procedures with the local real estate authority within 30 days following the agreement’s
conclusion. Upon confirmation that the lease is legitimate, the authority will issue a Housing Lease
Certificate, which legally allows the property to be used for manufacturing or business operations.

If a CPO cannot be produced for AIC registration due to a legitimate reason, a certificate issued
by the local real estate administration authority, sub-district office, neighborhood committee,
or the administrative institution of a development zone will be required to prove the legitimate
ownership of the property by the applicant or landlord.

If the company intends to build up a facility from scratch, then it needs to apply for a Construction
Land Use Permit from the local Land Resources & Urban Planning Committee before construction.
After the facility is constructed, the company will need to go through a series of inspections,
including an environmental check, fire inspection, quality acceptance, until finally obtaining a
Certificate of Premise Ownership (CPO) from the local real estate authority.

Establishing and Operating a Business in China 2018 (2nd Edition)

31



Step 3: Environmental impact assessment (for manufacturing WFQOE)

After obtaining proper premises, the company is obliged to submit an environmental impact
assessment report to the local environmental protection bureau for approval. This is intended
to control the impact that a manufacturing company has on China’s environment. The bureau
will require information on the raw materials to be used, the equipment and machinery, and
the consumption and disposal of hazardous materials. In some cases, a more elaborate report
by a third party may be required. The whole process takes around four to eight weeks. Upon
approval, a certificate will be issued, which is valid for five years.

Step 4: MOFCOM approval or record-filing

The company will be required to go through an approval application or record-filing process
with MOFCOM or one of its local branches, depending on which industry it will engage in, the
total investment size, as well as the location of its facility.

Forindustries listed as“restricted”in the Catalogue of Industries for Guiding Foreign Investment (“the
Catalogue’, recently revised in 2017), a Certificate of Approval on Foreign Investment must be
obtained, which requires companies to submit a Feasibility Study Report, an Enterprise Name
Registration Certificate, a Facility Premises Certificate, and an approved Environmental Protection
Valuation Report (if applicable), together with other documents which may vary from city to
city. The whole process takes around four weeks. However, this process should be shortened to
five working days with the implementation of the ongoing business registration reform. After
acquiring the Certificate of Approval, companies have 30 days to register with the local AIC.

For industries not listed as “restricted” or “prohibited”in the Catalogue, a simplified record filing
process applies. This was initially available only in the FTZs and certain pilot cities, and then
extended nationwide starting from October 2016. Record filing can be done online by the
representative or agent of the FIE after obtaining pre-verification of the enterprise name, and
before or within 30 days of issuance of its business license. Digital confirmation of successful filing
could beissued in as little as three working days. If MOFCOM requires additional documentation
or clarification, this will be made clear within 15 days.
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Step 5: Five-in-One business license

To apply for a business license from the local AIC, the Company needs to submit the following
documents:

The Company’s business license (may need to be notarized in the country of origin);

Bank statement to show the Company’s creditworthiness;

Copy of the Legal Representative’s passport;

Copy of the Directors' passports and CVs;

Draft articles of association;

Environmental Protection Valuation Report;

Feasibility Study Report (if applicable);

Intended name of the company, business scope, registered capital and business term; and
Lease contract for the premises or CPO.

Under the current Five-in-One business license scheme, companies are only required to submit the
application documents once to the local AIC, and then the AIC in charge will share the documents

with other bureaus to complete the business registration process. This has reduced the registration
period by about three weeks - all five elements previously required independent applications.

After obtaining the Five-in-One business license, the company legally exists.
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Step 6: Carving chops

Unlike practices in the West, a company’s official chop, or seal, in China has legal authority over
the signature of a legal representative and has the power to validate documents and contracts,
regardless of who uses it. Its possession and whereabouts are therefore of utmost importance.

All companies operating in China are required to have an official chop, which is round in shape
and bears the official company name in Chinese, and where applicable, in English. A company
chop can be obtained from the local PSB after successful registration with the AIC. When signing
a contract, it is always the opposite party’s responsibility to ensure that the signing party’s seal
is authentic — if not, the contract is not legally binding. The PSB therefore keeps a duplicated
copy of the official company seal in the event of fraud or disputes.

Other than the official company chop, a company must also have a legal representative chop,
a financial chop, a chop for use on fapiao, and in the case of trading WFOEs, a customs chop. A
legal representative chop is used for specific license and certificate applications and banking
documents, while the legal representative chop is square in shape and bears the name of the
company'’s legal representative.

The financial chopis used to validate financial transitions such as cash withdrawals, wire transfers,
and bank checks. The company’s financial officer should keep possession of this chop separately
from others, with a duplicate stored with the company’s registered bank for verification and
anti-fraud purposes. With legal authority in a Chinese company residing primarily in the hands
of the person who currently holds its chops, it is advisable to put in place a mechanism to track,
record, and monitor their use.
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Step 7: Open foreign exchange and RMB bank account

AWEFOQE in China needs to have a minimum of two banks accounts: an RMB basic account, and
a foreign currency capital contribution account. An RMB basic account is a must for a WFOE's
daily business operations in China. This account is the only account from which the company
can withdraw RMB cash, and often acts as a designated account for making tax payments. The
foreign currency capital contribution account is necessary to receive capital injections from
overseas. Approval to open this account can be obtained from SAFE.

Additional general RMB accounts and other types of foreign currency accounts can be opened
for different purposes. For foreign currency accounts, these may include a settlement account
for the collection of current items in a foreign currency, foreign debt special accounts, and
temporary capital accounts.

AWFOE can establish bank accounts with both Chinese and international banks. Although many
foreign investors prefer to establish an account with an international bank due to an existing
business relationship, creating accounts with a Chinese bank has some advantages regarding
efficiency, convenience, and security. AWFOE's financial and legal chops are usually required in
order to verify the ‘signature’ of the company when opening a bank account in China.

Step 8: Customs registration procedures (for trading WFOE)

For a trading WFOE or a manufacturing WFOE with trading activities in its business scope, it
needs to go through customs registration, which includes:

Foreign Trade Dealer/Operator Filing with MOFCOM (5-8 working days);
Customs Registration Certificate application (5-8 working days);

Applying Inspection and Quarantine License from AQSIQ (5-8 working days);
SAFE Preliminary Foreign Trader Filing (2-3 working days); and,

Custom IC Card application (21-28 working days).
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Step 9: General VAT taxpayer related procedures

Taxpayers in China are split into two categories when it comes VAT: general taxpayers and
small-scale taxpayers. The latter are entities involved with wholesale and retail with sales of less
than RMB 800,000 per year, manufacturers (including those providing processing, repair, and
replacement services) with sales not exceeding RMB 500,000 per year, and taxpayers offering
VAT-taxable services with maximum annual sales of RMB 5 million. All other taxpayers come
under the general classification.

Despite lower VAT rates for small-scale taxpayers, general taxpayers can deduct input VAT from
output VAT, reducing the overall tax burden of the company. General taxpayer status also permits
the company to issue special VAT fapiao to its clients and customers. Fapiao are important in
business transactions and can be used as legal receipts and for tax deduction purposes, where
appropriate. Provided a sound accounting system can be demonstrated, entities who fall into
the small-scale taxpayer category can also apply for general taxpayer status, the application
process for which has recently been simplified.

To gain general taxpayer status, an application form and tax registration certificate must be
submitted to the local tax bureau. The registration will then be checked and confirmed by the
bureau. Previously, extra steps, such as an interview and on-site inspection, were required; the
removal of these steps has considerably shortened the time required.

4
PROFESSIONAL SERVICES

Dezan Shira & Associates
can provide corporate
establishment advisory. To
arrange a free consultation,
please email us at
china@dezshira.com

EXPLORE DETAILS
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Issues specific to Sino-foreign
joint ventures (JVs)

Before moving to incorporate a JV, the foreign investor needs to find one or more local partners.
It is important to conduct thorough due diligence on the intended JV partner. Many FIEs in
China have failed because of unpleasant experiences after the JV was created. If the targeted
JV partner is uneasy about allowing due diligence to be performed, that is usually a bad sign.

While a large part of the due diligence is best left to trained professionals, there are a few
elementary steps that investors can perform themselves.

Chinese party’s business license. This can provide the investor with valuable information as
to who is authorized to make certain decisions in the company, what its registered capital is,
the length of the license, the address, etc. Investors should cross-check this information with
the information provided to them. For example, if the JV partner only has a few months on
its business license, it would be in a poor position to negotiate a 10-year JV.

Operation status. The SAIC maintains an official website, the National Enterprise Credit
Information Publicity System, on which all companies’basic information can be searched. If
a JV partner's business is marked as an“irregular operation’, foreign investors should upgrade
the alert degree. If the intended JV partner’s business is put into the “blacklist for severe
violations and dishonest acts’, then foreign investors are not suggested to deal with this
intended partner anymore.

Land use rights. If the Chinese party is providing land, it is important to make sure it actually
holds the title to that land and is valued correctly. lllegal land acquisition is a coonmon problem
in China, so foreign investors need to be particularly careful when the JV partner intends to
inject land as its part of the JV contribution. Title to land can be ascertained with the Ministry
of Land and Resources and its local branches.

Financial reports. It is not uncommon for Chinese companies to operate with two sets of books,
with the official books misstating financial information to reduce tax liability. For this reason,
a Chinese partner may be less than forthcoming in disclosing these to the foreign investor.

If in doubt, one can engage an accounting firm to conduct an asset appraisal report. It is

important to ensure that such practices are not carried over to the JV, as the Chinese tax
authorities submit foreign-invested companies to a higher level of scrutiny.
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Oftfshore holding companies

Many companies choose to establish holding companies, or “special purpose vehicles,” in
jurisdictions outside of mainland China to hold their Chinese entity. There are a variety of reasons
why a foreign investor might want to set up a holding company to hold the shares of the FIE.

Asset transfer

For one, transferring equity in a Chinese company requires going through a time-consuming
procedure, involving the MOFCOM, the tax authorities and the AIC. This can be avoided if the
foreign investor has a holding company placed in between the FIE and the company actually
making the investment. That way, the holding company is the entity that directly owns the shares
in the FIE. To transfer the FIE, the investor can simply transfer the holding company owning
the FIE. This has the same practical effect as transferring the FIE itself, without triggering the
approval procedure in China. From the perspective of Chinese law, the owner of the FIE (the
holding company) remains unchanged.

Tax on profit repatriations

Depending on the tax treaty that is in place between China and the country that the holding
company is based in, there may be attractive tax rates for dividends, royalties, service fees, or other
intercompany payments. Often, the investor will need to show that actual business functions
are being performed in that country, as simply setting up a shell company to lower taxes will
not be accepted by the Chinese tax authorities.

Cash pooling

Due to China's strict currency controls, moving funds in and out of the country can be challenging.
If the investor wants to re-allocate profits from the FIE elsewhere instead of remitting them to
the parent company, a holding company offers a solution. Funds can be pooled in the offshore
holding company, where tax on the transaction is often lower, and re-invested elsewhere.

Anti-avoidance regulations

Tax authorities across the world are cracking down on the practice of funneling funds away to
shell companies in low tax jurisdictions. It has therefore become important to show justifiable
commercial reasons for the establishment of a holding company — both from the point of the
subsidiary in China, as well as the ultimate parent company in the investor’s home country.

These demands will often require the holding company to engage in some kind of business
activity. Depending on the regulations in the countries in question, this can range from showing
income, to having the holding company employ a certain number of staff. Often, having some
local staff provide centralized services for the companies in the group is a suitable option.
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Establishing holding companies in Hong Kong
or Singapore

Both Hong Kong and Singapore are common jurisdictions to set up holding companies for
China-based FIEs. There are several reasons that explain their popularity:

Under their tax agreements with China, both Hong Kong and Singapore have a lowered five
percent withholding tax rate for dividends. This applies to dividends issued by a Chinese
entity to a Hong Kong or Singapore entity.

Dividend income is exempt from CIT in Singapore, or profit tax in Hong Kong. If participation
exemption applies, that means these amounts received by holding companies in Hong Kong
and Singapore would not be deemed as taxable income. If the amounts are eventually to
be remitted from the Hong Kong or Singapore holding company to the parent company, or
another subsidiary, there is no further dividend withholding tax to be paid on sending these
amounts out of these jurisdictions.

No capital gains tax is levied on the transfer of capital assets in Singapore and Hong Kong.
The transaction may however still be taxable in China.

Low business tax rates: 17 percent in Singapore and 16.5 percent in Hong Kong.
Singapore and Hong Kong are the two largest offshore RMB clearing centers. This means
the two territories are the best equipped to handle RMB-denominated banking, including
receiving dividends and other fees from China-based entities. It also enables the holding
company to assume cash pooling functions.

Singapore and Hong Kong lead the World Bank's Ease of Doing Business Index, with Singapore
first and Hong Kong third. Both territories have well developed banking and legal systems.

In recent years, however, Singapore holding companies have been gradually earning the favor
of foreign investors. For one, Singapore has almost three times as many double tax avoidance
agreements (DTA) in place than Hong Kong, which is a key component in creating an effective
and flexible holding structure. At the time of writing, Hong Kong has 37 comprehensive DTAs
in place, whereas Singapore has signed DTAs with 88 countries.

A major obstacle for American companies planning to use Hong Kong has been the
implementation of the Foreign Account Tax Compliance Act, or FATCA. The regulation imposes
strict monitoring requirements on banks with American clients, both individuals and corporations.
Failure to do so is penalized with a 30 percent tax on all US income by the American government,
in addition to penalties from Hong Kong authorities. The costs of FATCA compliance are often
so high that they do not measure up against the benefit of having American clients. For this
reason, Hong Kong banks now often refuse American clients, or even shut down their accounts.
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Establishing a branch

Companies that wish to expand across China can establish branches in other cities than where
the original FIE is established. Branch companies may sign contracts in their own name, but
do not have an independent legal personality. In other words, civil liability is still borne by the
main company. Branches may open their own bank accounts, which makes it easier to pay local
employees. Retail companies often use branch companies to expand retail stores across the
country. Investors should note that branches have a narrower business scope than the original
company.

New branches need to register with the local tax authority, but only branches that wish to issue
invoices must declare locally sourced taxable income, on a monthly basis. Furthermore, only
operational branches need to have their own accounting systems and undergo local annual
audit. The branch set-up does not require approval from the Ministry of Commerce; just an
application with the AIC. Also, while branches may open their own bank accounts, they are not
obliged to. Branches may continue to use their main company’s account, which accelerates
the set-up process.

Branches do not require registered capital, but are supported by the main company’s registered
capital. If, however, the AIC deems that the FIE's registered capital needs to be raised to support
the branch, that may add two to three months to the time required for the establishment.

Acquire an office lease for at least 12 months 5-10 days

v v

Apply with the AIC to set up the branch AIC issues
Business License
Includes: Enterprise Code, Tax Bureau, Statistics
Bureau Registration

v v

Create corporate seals and file with the Public
. 1-2 days
Security Bureau

v v

10-14 days

Open an account with a local bank 1 day
Apply for general VAT taxpayer status 3-5 days

VALERIA MANUNZA
Assistant Manager
International Business Advisory
Dezan Shira & Associates
Guangzhou Office

14 New branches need
to register with the
local tax authority, but
only branches that wish
fo issue invoices must
declare locally sourced
taxable income —on a

monthly basis. 99
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Bank account management

As mentioned above, an FIE can establish bank accounts with both Chinese and international
banks. More often than not, foreign investors prefer to use an international bank with a local
presence in China because of an existing business relationship. The major international banks
used in China are Bank of East Asia, Citibank, DBS Bank, Hang Seng Bank, HSBC, and Standard
Chartered.

However, establishing accounts with a Chinese bank has a number of advantages, such as:

The application process for opening a bank account with an international bank in China will
be more document-intensive and take longer compared to opening such an account at a
Chinese bank;

There are substantially more Chinese commercial banks than foreign bank branches, which is
more convenient for management, especially when certain transactions must be conducted
on the counter;

Most Chinese companies have local bank accounts. Conducting transactions with them
will be easier and faster if done from a Chinese bank instead of an international bank; and,
Local banks usually have a stronger security system than international banks operating in
China.

When opening a bank account in China, an FIE will need to specify what will act as the “signature”
of the company. Usually the company’s financial chop (seal) is required to do so, along with
eitherthe legal representative’s chop (or chief representative’s chop for an RO) and a handwritten
signature. Banks generally prefer using the legal representative’s chop instead of a handwritten
signature, as the latter is easier to forge and harder to verify.

Many bank transactions can now be done online in English, including the approval of transactions
and viewing account balances from abroad. It is possible and sometimes necessary to make tax
payments online in certain areas (including Beijing) by signing a three-party agreement with
an authorized Chinese bank.

For an entity’s RMB basic account, it is possible to apply for different levels of e-banking access
and multiple security keys (in the form of a key-ring/USB dongle) — one with access rights and
another with approval rights. Another common security measure is a device that generates a
new password for every written check.
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Intellectual property
considerations

Many FIEs in China have graduated from a manufacturing focus to a model where their real
business value is now in their intellectual property. Unfortunately, intellectual property rights
(IPR) violations has always been a problem in the country, including via the infringement of
copyrights, trademarks, patents, and designs.

These types of IPR must be registered with the appropriate Chinese agencies and authorities
to be enforceable in China. In practice, most FIEs adopt measures to proactively search the
Internet for all known kinds of violation, in addition to sending staff to corporate functions and
trade fairs. Companies can also pay RMB 800 to Chinese customs to have them monitor their
trademarks and contact them if any violation is discovered. As of November 1, 2015, this service
can be conducted without charge, but this is subject to change.

Copyrights

Strictly speaking, copyrighted works do not require registration for protection. Nonetheless,
companies should consider registering their works with the National Copyright Administration,
since this provides evidence of ownership that may be needed in the event of legal action.

Patents

Patents are territorial rights, meaning that a patent in another country has no effect in China.
Companies should file applications for both their core and fringe technologies and make sure
that their patents are properly translated into Chinese.

China follows a "first-to-file” system for patents, which means patents are granted to whoever
files first, even if they are not the original inventors. A foreign patent application filed by a person
or firm without a commercial office in China must be conducted through an authorized patent
agent. Patents are filed with the State Intellectual Property Office in Beijing.
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Trademarks

China has a "first-to-file” system for trademarks, meaning that the first party to file for the
registration of a particular trademark will be granted the rights. Companies should register
their brands’English and Chinese names, as well as any marks and/or logos with the Trademark
Office. Careful attention should be paid to the product categories and sub-categories selected
for filing (separate registration is required for each category under which protection is sought),
and to check whether similar trademarks have already been filed.

Application to register a trademark should be made with the Trademark Office of the State
Administration for Industry and Commerce (SAIC) in Beijing and its 13 newly established local
offices, and costs a minimum of RMB 600 as of October 15, 2015. However, foreign companies
are required to entrust a trademark agency to handle the registration, which means an additional
agency charge ranging from RMB 500 to RMB 1,000. A list of trademark agencies can be found
at http.//sbsq.saic.gov.cn:9080/tmoas/agentinfo_getAgentDljg.xhtml. The Trademark Office will
complete examination of the application within nine months from the date of receipt of the
required 