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Business Opportunity in China’s Wholesale and Retail

Distribution Sectors for Foreign Investors

SrEERES R E AR E S

Pursuaitt to the commitment China made to WTO members, the Chinese goverment promulgated
on 16 April 2004 "THE ADMINISTRATIVE MEASURES OF THE COMMECIAL SECTORS FOR
FOREIGN INVESTMENTS" (the Administrafive Measures}. The Administrative Measures axe the
requirement for qualification of the foreign investors, the amount of minimum registered capital for the
foreign invested commercial enterprises(FICEs), and the restriction on geographic locations, quantity,
and percertage of foreign ownership. Within this year, foreign investors will have access to Chinese
domestic market in the field of wholesale and retail distribution in all dimensions.

“The Administrative Measures” Relax Investiment Constrainis

The Administrative Measures shall take effect on 1 June 2004. "The Experimental Measures for Foreign

Invested Commetcial Enterprises” {the Experimental Measures) promulgated in June 1999 shall cease

to have efiect on the same date. The business activities to be engaged by FICEs are:

1. Commission agent: acting as distributors for merchandise goods, brokers or auctioneers, or the
sale of goods by the wholesale distributor as consignee on a fee basis under consignment contracts,
and the provision of relatedsubordinated services;

2. Wholesaling: the sales of goods to retailers, industrial users, institutions, or the sale of goods of

other wholesalers, and the provision of related subordinated services;

3. Retailing: the sale of consumer goods to individual or groups at fixed locations, or via television,
telephone, post, internet, vending machines, and the provision of related subordinated services;

4. Franchising: the granting of trademarks, business names, business models for purpose of rewards
or royalties by way of licensing agreements.

National Treatment for FICEs

According to the Experimental Measures promulgated in 1999, the amount of minimum registered capital
for FICEs is RMB 80 millien for wholesale business and RMB 50 million for retail business. In accordance
with CEPA, qualified Hong Kong companies have a lower requirement, The amount of the minimum
registered capital is RMB 50 million for wholesale business and RMB 10 million for retail business
respectively. Howsver, the capacity of the companies is restricted to those who have acquired the
certification of Hong Kong service suppllers, in accordance with annex 5 of CEPA. According to Article
7 In the Administrative Measures, the amount of minimum registered capital for FICEs shall be RMB
0.5 million for wholesale business and RMB 0.3 million for retail business in accordance with the PRC
Companles Law, The new Administrative Measures have given foreign investors national treatment in
respect of the amount of minimum registered capital, except for the business activities as set out below:

(1) FICEs engaged in the wholesale distribution of books, newspapers, and magazines shall have a
minimum registered capital of RMB 30 million FICEs engaged in the retail distribution of the
same shall have a minimurn registered capital RMB 5 million;

{2) Hong Kong service suppliers engaged in the retall distribution of vehicles shall have a minimum
registered capital of RMB10 miliion; those in the Central and Western regions should have a
minimum registered capital of RMB & miflion.

Restrictions on Geographical Locations, Quantity, and Forelgn Share Qwnership
to be Lifted

In respect of geographic locations, Article 22 of the Administrative Measures provides that after 11
December 2004, restrictions on FICEs engaged in retail distribution will be lifted, allowing business
activities to extend beyond provincial capitals, the capitals of autonomous regions, the municipafities
directly administered by the State Council, the municipalities with independent development plans,
and the special economic zones. Hong Kong service suppliers engaged in the retail distribution sectors
will be given market access to all prefecture-level cities, and all the county-level ciies within the
Guangdong province after 1 January 2004, The Administrative Measures provide that with effect from
1 June 2004, all geographic restrictions shall be lifted for FICEs engaged in wholesale distribution.
The Administrative Measures also remove all existing restrictions imposed on the number of commercial
enterprises the forelgn investor may set up and the number of branches an FICE may set up throughout
the country.

Alfred K.K.Chan
China Tax & Investment Consultants Ltd
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Heng Keng service suppliers are permiited to set up whally foreign owned commercial enterprises
with effect from 1 January 2004. All foreign investors are permitted to sef up wholly foreign owned
commarcial enterprises after 11 December 2004. However, the lifting of restrictions on foreign ownership
shall not apply to those enterprises engaged in the distribution of bocks, newspapers, magazines,
vehicles whose restriction will be lifted on 11 December 2006, pharmaceutical products, pesticides,
mulch films, fertilizers, processed oil, foodstuffs, vegetable oil, sugar, and cotton. A single foreign
investor with more than 30 shops and engaged in the distribution of the above-mentioned goods is
restricted fo an ownership not exceeding 49% in the FICE. Exisfing FICEs are permitted to engage in
wholesaling and retailing business If they amend their scope of business by submitting the application
fo do s, in accordance with the provisions of capital contnbutlons as per requirement from the State
Administration of Foreign Exchange. .

Scope of Business for FICEs in the Wholesale and Retail Distribution Sectors Provided
by the Administrative Measures

Wholesale Distribution. .
* Merchandise goods wholesaling
* Imports of merchandise goods on the list of own frading items * Commission agent (except for auctioneering)

Retail Distribution
* Merchandise goods refailing

* [mpoart and export of merchandise goods
* Other related subordinated services

* Sourcing domestic goods for expart
¢ Other related subordinated services

The Experimental Measures promulgated in 1999 prohibit FICEs engaged in wholesale distribution
from buying imported goods not on the list of own trading items. That is inconsistent with the WTO
rules. The Experimental Measures also prohibit the FICEs engaged in wholesale distribution from acting
as agents for the buying and selling of goods. The Administrative Measures lift the requirement for
local contents regarding the procurement of goads, and allow foreign investors to carry on business
as commissiaon agents.

Timetable on Market Access to Specified Goods

In respect of fime restrictions imposed on market access to certain specified goods that are related to
the state economic planning and the welfares of the people, the Administrative Measures adhere to
the commitment China has made to WTO members. FICEs engaged in the wholesale distribution shall
not deal in pharmaceutical products, pesticides, and mulch films before 11 December 2004, and shall
not deal in chemical fertilizers, possessed cil and cruel oil before 11 February 2006. FICEs engaged
in the retail distribution shall not deal in pharmaceutical products, pesticides, mulch films, and processed
oil before 11 December 2004, and shall not deal in fertilizers before 11 December 2006. FICEs engaged
in wholesale distribution shall not deal in salt and tobacco. Those engaged in retail distribution shall
nat deal in tobacco.

Additional Requirements for Distribution of Specified Geods

FICEs engaged in the distribution of books, newspapers, and magazines should acquire an operating
license for printed materials and meet the raquirement for the minimum registered capital. Those
engaged in the retail distribution of processed oil at gasoline stations and drug shall acquire the operating
license for processed oil and the operating license for pharmaceutical products in accordance with
the requirements of the administrative rules as promulgated by the State. Commencing from 1 June
2004, foreign investors are permitted 1o set up wholesale or retail operations in the form of Sino-foreign
equity or cooperative joint venture enterprises. Commencing from 11th December 2004, they have
the option to tumn those joint ventures into wholly foreign owned enterprises by buying out the shares
of the Chinese party. Those Hong Keng investors who have been granted the certificate of Hong Kong
service suppliers can set up wholly foreign owned enterprises starting from 1st June 2004, In addition,
foreign investors may accelerate the speed to establish the PRC market presence by acquiring the

interest in existing wholesale or retail business the PRC market. As for direct sefling in China, the’

enactment of the PRC direct selling law is under way and will be ready [ater this year according to a
report in China Dally. S
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