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FOREIGN INVESTMENT / 4MRi#c&

NDRC Released New Catalogue of Industry for Guiding Foreign Investment

ERXRERZRAH OMRRE™LiETEHX)

On March 10, 2015, NDRC released
the amended Catalogue of Industry for
Guiding Foreign Investment (the “2015
Revision”), which is the 6™ edition of
this Catalogue and will come into force
as of April 10, 2015.

Compared to the 2011 version of the
Catalogue, this 2015 Revision made a
much more open gesture towards
foreign investments. For instance, the
total number of restricted foreign
investment fields has been reduced
from 79 to 38, while those requiring
Sino-foreign equity or cooperative joint
venture operations have been reduced
from 43 to 15. Specifically, this 2015
Revision further opens up the general
manufacturing industry and service
industry to foreign investments by
removing or lifting foreign ownership
limitations in such areas as steel,
ethylene and paper manufacturing, e-
commerce, chain business, marine
transportation and performance venue
management, among others.
Additionally, foreign investments in
modern agriculture, new and high
technologies, advanced
manufacturing, energy saving and

CAPITAL MARKETS / ¥ &1

environmental protection and modern
services are highly encouraged. ltis
noteworthy though that sectors such
as cultural and publications once
proposed to be opened up to foreign
investors in the draft revisions
released for public comments in 2014
remain prohibited from foreign
investments according to the
promulgated 2015 Revision.

This round of revisions to the
Catalogue of Industry for Guiding
Foreign Investment is believed to be
among the transitional measurements
taken by the Chinese government
authorities before the “Catalogue of
Special Administrative Measures for
Foreign Investments” as proposed by
the draft Foreign Investment Law
(please refer to our January 2015
Issue of China Regulatory Updates for
more information). We will closely
follow up with any major developments
in this connection.
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CBRC Further Relaxed Requirements on M&A Loans Made by Commercial Banks
BRIE S — TR B R L RAT H M ST % A

With a view to improving financial
services for mergers and acquisitions,
the China Banking Regulatory
Commission (or CBRC) recently
released the newly revised M&A Loan
Risk Management Guidelines for
Commercial Banks (the “New
Guideline”).

Compared to its previous version, the
New Guideline further relaxed
requirements on M&A loans extended
by commercial banks, mainly in terms
of the following aspects: (a) permitting
policy banks, branches of foreign
banks and finance companies of
corporate groups to extend M&A
loans; (b) extending the maximum
term of an M&A loan from 5 years to 7
years; (c) allowing 60% (instead of
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50% as formerly set) of the transaction
price in an M&A deal to be funded by
M&A loans; and (d) no longer putting
more stringent requirements on
security interests created for M&A
loans than those for other types of
loans, while letting commercial banks
make reasonable decisions based on
their own judgements.

As bank loans are considered to be an
important financial source for M&A
deals, adoption of the New Guideline
is expected to benefit M&A deals
especially those demanding large
amounts of funds and long-term
corporate integrations.
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AMAC Introduced Classified Disclosure System for Fund Managers
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The Asset Management Association of
China (or AMAC) publicised the Notice
on Implementing the Classified Public
Disclosure System for Private Equity
Fund Managers on March 19, 2015,
requesting the information filed by
each registered PE fund manager to
be classified into some 3 categories
and disclosed to the general public
based on the scales of the funds under
management, compliance and good

NEEQ Strengthened Scrutiny on Shareholder PE’s Compliance Status

faith status of the fund manager,
among others. Information in question
now can be reviewed on AMAC’s
official webpage with an attempt to
help investors make more reasonable
investment decisions.
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Following CSRC’s requirements on
review and examination of PE funds’
compliance status by intermediary
agencies in securities offering and
M&A applications involving listed
companies (relevant introduction could
be found in our February Issue of
China Regulatory Updates), the
National Equities Exchange and
Quotations Co., Ltd. (or NEEQ)
released a Q&A letter on March 20,
2015, urging principal underwriters and
legal counsels to carefully exam and
issue opinions on the compliance
status of PE funds (including, among
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other things, fulfilment of the required
filling and registrations by them) for
participating, as shareholders, in
proposed listings, asset
reorganizations and etc. of the
underlying entities through NEEQ
system. It is expected that
promulgation of this NEEQ
requirement will further encourage the
compliance efforts by PE funds.
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SAT Tightened up Regulations on Transfer Pricing in Outbound Payments
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On March 18, 2015, the State
Administration of Taxation (or SAT)
released the Notice on Enterprise
Income Tax Concerning Payments by
Enterprises to Overseas Affiliated
Parties (the “Notice”), emphasizing
that payments by onshore enterprises
to offshore related parties should be
made on the arm’s length basis.
Otherwise, the Chinese tax authorities
may make special tax adjustment
when calculating taxable incomes of
the underlying onshore enterprises.

Pursuant to the Notice, the following
four situations should not be deemed
as transactions made on the arm's
length basis: (a) payment to related
parties that perform no functions,
assume no risks or are not engaged in
any substantial business activities; (b)
payment to related parties for services
that cannot bring direct or indirect
economic benefits to the payers; (c)
payment of royalties to related parties
that hold legal titles of intangible

assets but contribute little to the value
of the assets; and (d) payment of
royalties to related parties for
incidental benefits arising out of IPO-
related activities. In addition, the
Notice provided that the Chinese tax
authorities may also require onshore
enterprises to submit contracts or
agreements signed with offshore
related parties as well as other
supportive materials to verify the
authenticity of the underlying
transactions and the compliance status
of the arm's length principle.

The promulgation of the Notice comes
as another attempt by SAT to curb
international taxation avoidance
following its efforts on strengthening
the general anti-tax avoidance
management with respect toindirect
property transfers by non-resident
enterprises.
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SAT Temporarily Exempted Land VAT on Corporate Reforms and Reorganizations
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On March 20, 2015, SAT and the
Ministry of Finance jointly circulated a
notice to implement some new policies
on land value added tax (or land VAT)
in respect of corporate reforms and
reorganizations (the “Notice”), with
tentative effect from January 1, 2015
to December 31, 2017.

The Notice clarifies that the existing
preferential tax policies on land VAT
will continue to be applied to transfer
of real properties by entities (other
than real estate development
companies) for purpose of capital
contributions and corporate mergers
and acquisitions. In addition, the
aforesaid preferential tax policies could
also be applied to corporate reforms
and company divisions/spin-offs.

Pursuant to the Notice, the land VAT
will be temporarily exempted under the
following circumstances: (a) where
there is a substantial corporate reform,
the original entity transfers state-
owned land use rights and building
titles to the new entity; (b) where two

or more entities are consolidated and
merged into one entity and the
principal investors of the original
entities will stay in the new entity, the
original entities transfer state-owned
land use rights and building titles to
the new entity; (c) where an entity is
split off into two or more entities which
share the same principal investors as
the original entity, the original entity
transfers state-owned land use rights
and building titles to the new entities;
and (d) where any entity or individual
contributes or otherwise transfers state
-owned land use rights or building titles
to investee companies during
corporate reform and/or
reorganizations.

The Notice intends to ease tax
burdens to be incurred during
corporate reform and reorganizations,
with an attempt to enhance the
competitiveness and integration of
resources of the involved enterprises.
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These updates are intended for information purpose only and are not a legal advice or a substitute for legal consultation for any particular case
or circumstance. © Han Yi Law Offfices All rights reserved.

For further information, please write us at inquiry@hanyilaw.com.
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