
 

 

 

 

REVIEW 

THE ESTABLISHMENT OF FOREIGN INVESTED ENTERPRISES AND 

REPRESENTATIVE OFFICES IN THE PEOPLE’S REPUBLIC OF CHINA 

THIS REVIEW IS INTENDED AS A GENERAL GUIDE 

ONLY WITH AN AIM OF BRINGING TO YOUR 

ATTENTION UPDATED INFORMATION ABOUT THE 

SUBJECTS REFERRED TO HEREIN, AND SHOULD 

NOT BE RELIED UPON AS A SPECIFIC LEGAL 

OPINION. THEREFORE, IT SHOULD NOT BE 

IMPLEMENTED WITHOUT CONSULTING WITH THE 

RELEVANT PERSONNEL OF OUR FIRM.  

 

The Chinese market, offers great business opportunities for Israeli businessmen, companies and 

investors. One of the first decisions a potential investor should make, before launching its 

business in China, is what will be his preferred investment vehicle for establishing its presence in 

China.  

Foreign Investment Enterprise (FIE) entities are the currently available legal structures under 

which foreign persons or entities can operate in China. The most common forms of FIEs 

operating in China today are: Wholly Foreign Owned Entities (WFOEs), Equity Joint 

Ventures (EJVs), Cooperative Joint Ventures (CVJs) and the Foreign Invested Partnership 

Enterprises (FIPs). In addition, foreign investors can choose to establish a “liaison” office in 

China in the form of a Representative Office (RO).  
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The decision of your preferred investment vehicle will be based, among other considerations, 

upon your business strategy, operational needs and budget. Before taking a decision as to the 

suitable structure, you should consider each legal structure’s advantages and disadvantages and 

be aware of the different regulations (on national and local levels) governing each alternative.  

During our more than 20 years of working in China, we have found out that there is some 

misunderstanding and lack of knowledge among foreign investors regarding the different forms 

of investment vehicles available for their operation. Thus, we have addressed below, in a nutshell, 

the general outline of each structure and its establishment process.  

We have summarized the main differences in the following table:  
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Name 

of 

entity  

Type of 

entity  

Normal 

duration of 

establishment  

Pros  Cons  

WFOE  Chinese 

limited 

liability 

company 

with a legal 

person status 

4-6 months   Free to operate manufacturing, retailing, 

wholesaling, trading, franchising and 

provide consulting services (subject to the 

Catalogue) 

 Free to hire Chinese and foreign nationals 

 Free to issue invoices  

 Free to purchase land and construct 

buildings 

 Sole control of its operations in China 

without the need to deal with domestic 

partner 

- Forbidden to operate in certain 

industries where JVs can operate 

- Minimum amount of Registered 

Capital contribution  

EJV Chinese 

limited 

liability 

company 

with a legal 

person status 

4-6 months after 

signing the JV 

contracts 

 Free to operate manufacturing, retailing, 

wholesaling, trading, franchising and 

provide consulting services (subject to the 

Catalogue) 

 Free to hire Chinese and foreign nationals 

 Free to issue invoices  

 Free to purchase land and construct 

buildings 

 Access to some restricted industries where 

WFOE cannot operate 

 Access to the domestic partner’s resources, 

expertise, connections and distribution 

channels 

- Challenges when entering into 

partnerships such as different 

expectations and business cultures  

- Control disputes 

- Minimum amount of Registered 

Capital contribution. The foreign 

party must usually contribute at 

least 25% of the total JV’s 

Registered Capital  

CJV Chinese 

limited 

liability 

company 

with legal 

person status 

OR two 

separate 

legal entities  

4-6 months after 

signing the JV 

contracts 

 Same as EJV with more flexibility: the 

distribution of profits and liabilities and the 

number of directors each party is entitled to 

appoint are determined, according to the 

CJV agreements rather than the percentage 

holdings of each party 

- Same as EJV, while in CJV 

without the status of a legal person 

the foreign party is not subjected to 

the 25% minimum rule  

- CJV may have more difficulties to 

get the approval of the local 

regulator for its establishment 

compare to other structures     

FIP General or 

Limited 

Partnership  

About 1 month 

after signing the 

partnership 

agreement 

 Access to the domestic partner’s resources, 

expertise, connections and distribution 

channels 

 Flexibility 

 Pass through taxation 

 No requirements for minimum Registered 

Capital 

 Fast establishment 

 Control for the foreign investor 

- Unlimited liability 

- Unanimous consent needed 

- No VAT rebates 

 

RO Liason 

office with 

no separate 

legal 

personality 

About 2 months   Fast establishment  

 No requirements for minimum Registered 

Capital 

 Allows conducting market research, 

interactions with the parent company’s 

suppliers or distributors in China and 

developing partnerships and business 

channels for the parent company 

- Limited scope of business activities 

- Inability to conduct direct business 

activities and issue invoices 

- Inability to employ local staff 

directly 

- Tax burden 
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Foreign Investment Industrial Guidance Catalogue 

Foreign investments into China are regulated on an industry by industry basis. FIEs can conduct 

business activities solely in the specific fields approved for foreign investments by the Chinese 

authorities. The “Foreign Investment Industrial Guidance Catalogue” (last revised in August 

2011 and entered into effect on January 30, 2012) (the “Catalogue”) is a document issued by 

China’s National Development and Reform Committee (“NDRC”), and periodically updated, 

which sets out different industrial sectors of potential foreign investments in China and classifies 

them as “prohibited”, “restricted” and “encouraged”. Any sector that is not stated in the 

Catalogue is deemed to be in a fourth, “permitted” category. During the FIE’s registration 

process, the FIE’s scope of business must be declared and comply with the Catalogue and with 

any other required operational licenses that might be applicable.  

 

Encouraged industries are likely to receive special tax treatment and financial subsidies. 

Restricted industries as well as various industries under the "encouraged" category are subject to 

shareholding and structure restrictions (e.g. can be implemented only via EJVs or CJVs) and 

prohibited industries are closed for foreign investments.  

Wholly Foreign Owned Enterprise (WFOE or WOFE) 

WFOE is currently the most popular FIE among foreign investors in China. A WFOE is a 

Chinese limited liability company (LLC), which is wholly owned by foreign investors (all of its 

shareholders, whether enterprises or individuals, are foreign nationals).  

Historically, WFOEs were created in China in order to encourage “export-oriented businesses” 

and import advance technology to China. However, following China joining the World Trade 

Organization, the limitations on WFOE’s scope of business were gradually abolished and today 

WFOEs can carry out a variety of businesses.  

A WFOE can operate manufacturing operations (Manufacturing WFOE), retailing, wholesaling, 

trading and franchising operations (Trading WFOE or Foreign-invested Commercial Enterprises 

(FICE)) and consulting services (Consulting WFOE). There are also WFOEs that operate in 
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specific sectors, that are subject to specific regulations and requirements (e.g. freight forwarding, 

real estate, banking, insurance, etc). Unlike ROs, a WFOE can directly employ local and foreign 

staff, receive revenues in Renminbi (“RMB”), issue invoices and convert RMB profits to foreign 

currency for remittance outside of China. Unlike JVs and FIPs, a WFOE structure provides the 

foreign investor the sole control of its operations in China without the need to deal with a 

domestic partner. However, WFOEs are forbidden to operate in certain industries and require the 

investors to inject to the WOFE a minimum amount of capital from abroad, called the Registered 

Capital, as further explain below.    

Establishing and registration of a WFOE: 

FIEs may be established only with the approval of the Chinese government. The typical process 

of establishing and registering a WFOE in China has three stages: the registration stage, the post 

registration stage and the post capital-injection stage. The entire process usually takes between 4-

6 months and requires dealing with the following government offices: the Ministry of Commerce, 

the Administrative Bureau of Industry and Commerce, the State Administration of Foreign 

Currency, the Taxation Bureau, the Customs Office, the Statistics Bureau and other authorities 

depending on the WFOE’s scope of business. Below we explain the main procedures of the 

registration process.     

The Registration Stage: 

1. The WFOE’s business scope and shareholders must be approved – The WFOE’s scope of 

business must be declared during the registration stage and comply with the Catalogue and with 

any other required operational licenses that might be applicable (e.g a Trading FICE in the 

medical device industry will require a Medical Device Trading License). The foreign investor(s), 

which is usually a corporation, must prove its lawful formation and validity in its country of 

incorporation, provide information regarding its shareholders, signatory rights and financial 

credibility. The investor(s) will be required to provide various documents such as Certificate of 

Incorporation (or passport copy for individual investor), bank letter attesting its sound financial 

status, annual tax reports. In some cases the investor will also be asked to provide the Article of 

Association (“AOA”), description of its business activities, brochures, website, etc. Notarization 
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of the statutory documents may be required. If the documents are not in Chinese, certified 

translation may be required.  

 

2. Company name registration – As a Chinese company, the WFOE needs to be registered with the 

State Administration of Industry and Commerce (“SAIC”) with its English and Chinese names. 

The chosen names cannot be identical or similar to the names of a previously registered 

enterprise. Since the WFOE is a limited liability company, its registered name will be as follows:  

 

Name of the city where the WFOE is located + name of the enterprise + industry + company 

limited.  

 

The name can be reserved prior to registration for a period of six months. 

 

3. Business address in China – Before submitting the application for WFOE’s registration, the 

foreign investor(s) must make sure it has a local address for the WFOE’s operation that is 

permissible under applicable law to be used by the relevant WFOE. The premises must be used 

specifically and solely by the WFOE, be appropriate for the WFOE’s scope of business and be in 

compliance with the zoning regulation. 

 

4. Ministry of Commerce examination and approval of the project – As part of the WFOE’s 

establishment application process, the foreign investor(s) should present a feasibility report (the 

“Feasibility Study”) to the Ministry of Commerce (“MOFCOM”), including the fundamental, 

technical and commercial aspects of the WFOE’s project, including the WFOE’s local 

management, directors, Registered Capital, Legal Representative and local address.  

 

5. Registered Capital requirements and Total Investment – The capital structure of a WFOE is 

divided into two components: Registered Capital and Total Investment. The Registered capital 

is the amount of initial capital investment contributed to the WFOE by the foreign investor(s). 

The Registered Capital will be subscribed and contributed directly by the overseas investor(s) 

and registered in the WFOE’s local bank account. The Registered Capital amount will be shown 

in the WFOE’s AOA and cannot be repatriated to the investor’s home country prior to the 
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dissolution of the WFOE. The Registered Capital, together with the loans obtained by the WFOE, 

if any, will be used to support the WFOE’s operations (rent, salaries, purchasing products and 

other company’s expenses) until the WFOE will be able to support itself from its own cash flows.  

 

All the Registered Capital must come into China from outside of China. At least 30% of the 

Registered Capital must be contributed by the investor(s) in cash. The rest may be contributed in 

kind (i.e. imported equipment, intellectual property or other transferable property) and its value 

is subject to the approval of the authorities. 

 

Under Chinese law, the statutory minimum Registered Capital for limited liability companies can 

be as low as RMB 30,000 (approx. USD 4,750). However in practice MOFCOM will require 

higher amounts of Registered Capital. The minimum capital investment requires by the Chinese 

authorities varies depending on the industry and location of the WFOE. In general, it is safe to 

say that Manufacturing WFOE will require a higher Register Capital than a Consulting WFOE 

and a Shanghai or Beijing based WFOE will require higher Register Capital than a WFOE 

located in China’s rural areas. The Chinese regulator will review the applications, on a case-by-

case basis, to determine what is the adequate capitalization needed for the scope of business and 

location of the specific WFOE before approving the investment.  

 

Roughly, the current minimum Registered Capital for Consulting WFOE is between RMB 

100,000-500,000 (approx. USD 15,650-79,000), while for Trading WFOE the minimum 

Registered Capital can be between RMB 500,000-1,000,000 (approx. USD 79,000-157,000). For 

Manufacturing WFOE the minimum Registered Capital can be RMB 1,000,000 (approx. USD 

157,000) and above.   

 

The approved Registered Capital can be contributed in installments within two-three years from 

the WFOE’s approval while the first installment should be at least 15% of the Registered Capital 

(or the statutory minimum, whichever is greater), which should be contributed within three (3) 

months of receipt of the Business License of the WFOE.   
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The Total Investment is a “number” stipulated in the WFOE's AOA which represents the amount 

of the Registered Capital plus all foreign debts that are required for the establishment and 

working capital of the WFOE. Unlike the Registered Capital, the Total Investment does not 

actually need to be contributed by the WFOE’s shareholders. However, if the WFOE will need to 

borrow foreign currency from overseas (including from its shareholders), such loan will have to 

be approved by the State Foreign Exchange Bureau (“SAFE”) and will be limited to the balance 

between the Total Investment and the Registered Capital (i.e. the maximum level of foreign 

currency loans = Total Investment – Registered Capital). Beyond this level, the SAFE will not 

approve the loan.  

There is a statutory minimum ratio between the Registered Capital and the permissible Total 

Investment: if the sum of the Total Investment is less than US$ 3 million, the Registered Capital 

must constitute at least 70% of the Total Investment. If the Total Investment is between US$3 

million to US$10 million, the Registered Capital must constitute at least 50% of the Total 

Investment, but not less than US$2.1 million. If the Total Investment is over US$10 million but 

less than US$30 million, the Registered Capital must constitute at least 40% of the Total 

Investment, but not less than US$5 million. If the Total Investment exceeds US$30 million, the 

Registered Capital must constitute at least a third of the Registered Capital, but not less than 

US$12 million. 

The issue of Registered Capital tends to be one of the most common problems with WFOE’s 

application. To get a better understanding of your actual Registered Capital requirements and to 

avoid potential risks of undercapitalization, you should seek a professional legal advice.  

  

6. Management and supervisor – The WFOE must designate a board of directors (or single director), 

which can be of any nationality and not necessarily reside in China, and should decide all major 

issues concerning the WFOE. In addition, at least one individual who is not a member of the 

board or senior manager should be nominated as a Supervisor. The Supervisor should supervise 

the board in order to protect the rights of the shareholders.  
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7. Legal Representative – Under China’s Company Law, every company incorporated in China, is 

required to appoint a Legal Representative. The Legal Representative is one of the most 

powerful positions in the WFOE and must be chosen carefully. The Legal Representative is the 

authorized signatory of the company and responsible to represent the company vis-à-vis third 

parties, including the Chinese authorities.  

 

The Legal Representative might be the Chairman of the board or the General Manager or any 

other Director elected by the board for such purpose. The Legal Representative can be of any 

nationality and not necessarily reside in China. The Legal Representative’s name will be stated 

in the Company’s Business License and his signature will be filed with the SAIC.  

 

8. Issuance of a Temporary Business License - Once the Feasibility Study is approved by the SAIC, 

a WFOE’s Temporary Business License is issued, which will allow the WFOE to open foreign 

exchange and RMB bank accounts, hire local staff, sign contracts and apply for work and 

residence permits. 

The Post-Registration Stage: 

9. Bank account and company’s Seal – Opening RMB and foreign-capital bank accounts and filing 

for the company’s Seal. 

 

10. Capital injection – The foreign investor(s) should inject capital from overseas bank account. The 

first injection should be at least 15% of the total Registered Capital amount and be injected 

within 90 days after the issuance of the Temporary Business License. The remaining Registered 

Capital should be paid within two-three years after the issuance of the Temporary Business 

License. A local CPA firm should perform an audit and issue a “Capital Verification Report” that 

verifies that the Registered Capital was contributed in accordance with China regulations and the 

WFOE’s AOA. Thereafter, the WFOE can present to the bank supporting documentation stating 

the intended use of the foreign capital he need, to convert it to RMB and to use it for its daily 

operation.  

 

 



 
 

10 
 

The Post-Capital Injection Stage  

11. Registering with all government bureaus – The WFOE needs to apply for “Permanent Business 

License” with SAIC, Financial Certificate Registration, Statistics License Registration and 

Import/Export License (applicable for Trading & Manufacturing WFOE). 

 

12. Annual Filling – By April 30 of each calendar year, the WFOE, like any other limited company 

in China, must complete its annual financial statements and auditor’s report. In addition, by May 

31, the WFOE must submit its annual tax filing, verified by a CPA firm. In addition, from March 

1 till the end of June, the WFOE is required to undergo an annual inspection which is designed to 

ensure that the WFOE’s activities are in compliance with PRC laws and regulations and to have 

the WFOE’s business license annually renewed. 

 

13. Branches - After its registration the WFOE can establish branches in China by applying for a 

registration and business license at the local authority of the place it wishes to establish its 

branch. 

Chinese-Foreign Joint Venture  

A Joint Venture (JV) is a registered business cooperation agreement between foreign investor(s) 

(enterprises or individuals) and Chinese counterpart (enterprises or other economic 

organizations). Same as a WFOE, Joint Venture is usually a Chinese limited liability company 

which is free to operate manufacturing, retailing, wholesaling, trading, franchising and provide 

consulting services, depending on its permitted scope of business. JV can directly hire Chinese 

and foreign nationals, purchase land and construct buildings, all in accordance with the PRC 

policies and the Catalogue. 

The main advantages of a JV structure include access to some restricted industries where WFOE 

cannot operate (e.g. Education, Mining Industry, Tobacco, Paper Products, Transportation, 

Restaurants, Bars, Building and Construction, etc.), access to the domestic partner’s resources, 

expertise, connections and distribution channels. A JV must be formed following the acquisition 

of shares in an existing Chinese owned company, and thus can also serve as the first stage in 
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acquiring the entire shares of existing Chinese owned companies. However, there are also 

challenges when entering into partnerships with local partner, such as different expectations and 

business cultures that may lead to control disputes and other difficulties. This problem exists 

even when the foreign investor has an absolute majority shareholding in the JV, since under 

Chinese law the Chinese investor must appoint at least one director to the JV’s board, and some 

important matters of the JV (i.e. AOA amendment, mortgage assets, capital increase or decrease, 

merge or dissolve of the JV) are subject to unanimous consent of directors from both parties.  

There are two types of JVs: Equity Joint Ventures (EJVs) and Cooperative Joint Ventures (CVJs). 

The main difference between the two types is that in Equity Join Venture, the distribution of 

profits, risks and losses should be made in proportion to the respective contribution of each 

partner to the Registered Capital of the EJV and the number of directors appointed by each party 

should be determined by reference to the percentage it holds in the registered capital of the EJV. 

In the Cooperative Joint Venture, the distribution of profits and liabilities and the number of 

directors each party is entitled to appoint are determined, according to the CJV agreements rather 

than the percentage holdings of each party. CJV may be registered as a limited liability company 

with a legal person status resembling the EJV, but the parties can also chose a format of CJV that 

is similar to a partnership where the parties operate as two separate legal entities and bear 

unlimited liability for the debts of the CJV with no separate legal person being created.   

Establishing a JV: 

The establishment of a JV is very much similar to that of a WFOE as explained above. The 

parties to the JV need to prepare and jointly submit the JV’s application of establishment, 

Feasibility Study Report, JV agreements and AOA, to make required capital injection, to set up 

an office, employ local staff, open bank accounts and to complete all the post-establishment 

filings. It should be noted that a CJV may have more difficulties to get the approval of the local 

regulator compare to the EJV.  

The joint venture contract, which sets up the agreements between the foreign and Chinese 

partners to the JV, can be quite comprehensive and requires the assistance of legal professionals 

familiar with China laws and practice (JV contracts cannot be governed by non-Chinese laws). 
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CJVs contracts are especially more complex since the parties are more flexible in negotiating the 

structure of the JV including profit sharing, management structure, and capital investment.  

The JV should form a board of directors with at least three (3) board members (CJV which has 

no status of legal person can establish a joint management board) which is authorized to decide 

all major issues of the JV and supervise the management responsible for its day-to-day operation. 

The term of office of board members must be stated in the JV’s AOA and may not exceed 3 

years. Either party to the JV can hold the position of the chairman of the board while the other 

party will hold the position of the vice-chairman. The chairman of the board will also be the JV’s 

legal representative.  

The foreign party for the EJV (or for CJV with legal person status) must usually contribute at 

least 25% of the total JV’s Registered Capital. There is no minimum investment amount for the 

Chinese party. In general, during the JV period, the parties cannot reduce the Registered Capital. 

Any changes to the Registered Capital must be approved by the JV’s board and the relevant 

Chinese authorities. Unlike an EJV, in a CJV without legal person status, there is no minimum 

foreign contribution required and the foreign partner can withdraw its contribution to the 

Register Capital during the duration of the cooperative venture contract (provided that the JV 

contract stipulates that upon the expiration of the JV's operation, all the fixed assets of the JV 

shall belong to the Chinese party). The contribution can include cash, assets in kind, land use 

rights, buildings, equipment, non-patent technology, or other property but cannot include labor. 

The value of the assets in kind must be approved by the authorities before the JV can be 

approved. 

Foreign Investment Partnership Enterprise  

The Foreign Invested Partnership Enterprise (FIP) is another way for foreign investor(s) to 

establish presence in China with or without domestic partner(s). The FIP structure allows two (2) 

or more foreign partners (whether enterprises or individuals), or foreign and domestic partners 

(whether individual, legal persons or other organizations), to cooperate as partners in accordance 

with a partnership agreement and to establish an unlimited liability business or a limited 
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partnership entity that can operate in China and be allowed to remit its profits, subject to the 

Catalogue.  

There are two types of FIP:  

(1) Foreign Invested General Partnership (GFIPs) – comprises of at least two (2) partners, 

who bear unlimited and joint liability to the debts and liabilities of the GFIP. 

(2) Foreign Invested Limited Partnership (LFIPs) – established by not less than two (2) 

and not more than fifty (50) partners, out of whom at least one is the General Partner who 

conducts the business on behalf of the LFIP and bears unlimited liability to the debts and 

liabilities of the LFIP. The rest of the partners are Limited Partner(s) that bear liability to 

the extent of their capital contributions and are not authorized to participate in the 

management of the LFIP. It should be noted that a state-funded company, state-owned 

company, listed company, public welfare-oriented institution or social organization may 

not become a General Partner in a LFIP. LFIP can minimize the risk of the General 

Partner by using a limited liability parent for this position. 

The advantages of a FIP include:  

(1) Flexibility – FIP’s partners can negotiate and agree on the decision making process, profit 

distribution and loss sharing between the partners and to stipulate it in the partnership 

agreement which is subject only to the final approval of the SAIC (with the exception 

that GFIPs cannot distribute all its profit nor allocate all its losses to some of its investors 

only).  

(2) Pass through taxation - there is no corporate income tax for partnership enterprises. The 

partners should pay their respective individual or corporate income taxes only when 

receiving their share of the partnership income.  

(3) No requirements for minimum Registered Capital – there are no minimum capital 

requirements or mandatory time frames with respect to the contribution to the 

partnership's capital. A partner may contribute capital to the partnership in cash or in kind, 

including intellectual property rights, land use right or other properties, or labor services 

(which can not constitute an "in-kind" investment for the Registered Capital of a WFOE 
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or JV) at a valuation determined by agreement among the partners. Limited partners 

cannot contribute labor services as capital contribution. All capital contributions made by 

the partners are the property of the partnership and will not be divided to the parties prior 

to the liquidation of the FIP.    

(4) Speed - fast establishment process due to less procedures comparing with the 

establishment of WFOEs or JVs.  

(5) Control for the foreign investor – FIP allows the foreign investor to have more control 

over a co-investment with domestic partner. Unlike JVs, foreign investor in a GFIP with 

a domestic partner can act as the General Partner, requiring the domestic partner to be the 

Limited Partner, thus prohibited from representing the partnership, or managing its affairs.  

(6) Cooperation with a Chinese individual - foreign enterprise or individual is allowed to 

establish a FIP with Chinese individual (While Chinese individual is not allowed to form 

JV with foreign investor). 

The disadvantages of a FIP include:  

(1) Unlimited liability - The partners of a GFIP and the General Partner in a LFIP bear 

unlimited liability to the debts and obligations of the partnership. 

(2) Unanimous consent - under Chinese Partnership Enterprise Law the following decisions 

are subject to unanimous consent of all the partners: changing partnership name, scope of 

business and selling real and intellectual property of the partnership.  

(3) VAT rebates – FIP is not a general tax payer, thus cannot apply for VAT rebate. 

Establishing a FIP 

The FIP must register and apply for “business license” from the local branches of the State 

Administration of Industry and Commerce (the “Registration Authority”) in order to conduct 

business in China. However, setting up a FIP does not required the approval of the Ministry of 

Commerce (MOFCOM), unless such approval is otherwise required under law or regulations, 

thus its establishment is faster than the establishment of WFOEs and JVs, and usually takes 

about a month.  
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FIP’s business activity must comply with the Catalogue and with any other required operational 

license that might be applicable. Moreover, FIPs cannot invest in areas where the Catalogue 

provides that foreign investment must be made together with a Chinese party (such as in the form 

of an EJV or CJV), where the Catalogue requires a Chinese controlling interest, or where it 

provides for a limit on the foreign shareholding percentage. 

Subject to the final approval of the Registration Authority, the parties to the partnership are free 

to negotiate and draft the contractual agreement of the partnership, inter alia, decision making 

process, capital, risk and profit distribution, ownership etc.  

The partners need to supply with their application form, various documents such as the notarized 

certificates of incorporation of all the corporate partners, partnership agreement, certification of 

main business place, proxy of the representative designated by all partners, confirmations of the 

distributions made by each partner, power of attorney specifying the authorized person in China 

to be responsible for the delivery of legal documents and credit certificates issued by banks 

engaging in business with the foreign partners.   

There are no specifications of minimum or maximum capital contribution of the partners or time 

frame to inject the Capital Contribution. Capital contributions can be in cash or in kind.  

The Registration Authority has twenty (20) days upon accepting the application to make the 

decision whether or not to register the partnership. However, the registration timeline can be 

prolonged if the Registration Authority considers that additional approvals/opinions should be 

obtained before it registers the FIP (i.e. in a case when the FIP wishes to invest in restricted 

category industry).  

The FIP can establish branches by applying for a registration and business license at the local 

authority of the place it wishes to establish its branch.   
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Representative Office  

Representative Offices (ROs) are the simplest form for foreign enterprises to be present in China. 

ROs represent the interests of a specific foreign investor, acting as a “liaison” office, without 

having a separate legal personality.  

The RO’s activities usually include conducting market research, interactions with the parent 

company’s suppliers or distributors in China and developing partnerships and business channels 

for the parent company.  

Setting up a RO in China is relatively simple and fast (usually takes two months to establish). 

There is no need for Registered Capital, and there are fewer approval authorities involved.  

The disadvantages of operating via RO are its limited scope of business activities, its inability to 

employ local staff directly and its tax burden:   

The RO activities cannot generate direct profit (income) to the foreign company. The RO cannot 

sign contracts on its own behalf, cannot issue invoices, receipt business proceeds or represent 

other entities beside its parent company. Violations may result in fines and the closure of the 

office.  

The RO cannot hire Chinese national local staff directly. Unlike WFOEs and JVs, the ROs are 

not independent PRC legal entities, thus they are allowed to hire local Chinese employees only 

indirectly through a licensed labor service company (i.e. FESCO). The labor service agreement 

between the RO and the labor service company typically includes provisions that require the RO 

to enter into an employment contract with its local staff for a term of no less than two years. In 

addition, the agreement includes indemnification arrangements under which the labor service 

company’s obligations and liabilities as an employer are assumed by the RO.  

The RO must pay corporate income tax on its taxable income, as well as sales tax and VAT. The 

RO’s taxable income is usually calculated base on its expenses (i.e. office rent, salaries, 

transportation, utilities etc).  
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Is should be also noted that since China started allowing the establishing of Trading WFOEs, 

many companies prefer to establish Trading WFOE which may be more efficient than a RO.  

Establishing a RO 

1. Parent Company requirements - In order to register a RO, the parent company must file a request 

with the local Administration for Industry and Commerce, which, if successful, will issue an 

Approval Certificate for the RO. The parent company must be an officially registered enterprise 

in its home country and have at least two years of prior existence. In addition, the parent 

company must supply a bank reference letter confirming that the parent company is in good 

standing. 

 

2. Chief Representative and other employees - The parent company should designate a Chief 

Representative for the RO, who can be either expatriate or Chinese national. In addition, the RO 

can engage up to four other foreign employees, designated as “Representatives” by the parent 

company. Hiring of local staff, as explained above, must be done through a licensed labor service 

company.  

 

3. Office Space - The RO must have a physical office space, used specifically and solely by the RO, 

and in compliance with the zoning regulation in accordance with the RO’s operations. 

 

4. Bank account - The RO is allowed to open a foreign currency and RMB bank accounts. The 

foreign currency account is used to receive funds from the parent company and the RMB account 

is used to pay for the RO’s local expenses.   

 

5. Post registration procedures –various filing with other government bureaus and tax authorities 

must be made (Local Taxation Bureau, Public Security Bureau, Statistical Bureau, Technical 

Supervision Bureau) and the Local Administration for Industry and Commerce.   
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Summary  

Unlike many other countries, setting up a business in China, whether it is a FIE or a RO, requires 

a substantial amount of paperwork and document authentication in both Israel and China and 

interaction with numerous Chinese government offices.  

We at Meitar Liquornik Geva & Leshem Brandwein, would be pleased to assist you in any 

queries you may have with respect to the aforesaid.  

 

Contact persons: 

Israel Office: China Office: 

Yoav Sade, Adv.  

E-mail: yoavs@meitar.com 

16 Abba Hillel Rd. Ramat Gan 52506, Israel 

Tel: +972.3.6103100  Fax:  +972.3.6103779 

Adiel Y. Kiviti, Adv.  

E-mail: adielk@meitar.com 

No. 7 Jianguomen Nei Avenue, Dongcheng District, 

Beijing 100005, P.R.China 

Mobile: +86.18610131171  Tel: +86.10.65101827 or 

+972.3.7216731  Fax: +86.10.65101837 

 

 

 

http://www.meitar.com/groups/china_practice
mailto:yoavs@meitar.com
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