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ABSTRACT

The purpose of this article is to present research outcomes and to compare the
establishment of a limited liability company in the European setting and China, and, hence,
design a uniform model that could serve to future investors as a framework or instructions for
registering a fully foreign owned enterprise in China.

A comparative theoretical study of company registration models in the selected European
countries was used, on the basis of which we observed that registering a limited liability
company in the European setting does not differ significantly from country to country. All
national and local legislation as well as the procedures in the EU countries are relatively similar,
the only difference in the European setting can be observed in the amount of the start-up capital
required and the time for establishment that can take from 1 to 30 days. The research enabled us
to set up a uniform theoretical model of establishing a limited liability company in the European
setting.

On the basis of the research, we established a uniform model that should serve as
guidance to future foreign entrepreneurs who intend to establish a wholly foreign owned
company in China. The research contributed towards the clarification of some important issues
faced by European as well as other international investors who plan to establish a wholly foreign
owned company in China, or a company resembling those they establish in their own countries,
in their full ownership. The mentioned research and the model of establishing a wholly foreign
owned enterprise can serve a guidance or instruction to foreign investors planning to establish
their own company in China.

Keywords: China, entrepreneurship, management, WFOE.
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1. Introduction

Globalisation can be defined as a process in which the role of geographical distances in
international and regional economic, political, socio-cultural relationships is becoming less
significant, which influences the potential borderlessnes and internationality of relationship
networks and co-dependence (Lubbers and Koorevaar, 1999). In the past decades, the role of
geographical distances diminished also in China, which is a result of the globalisation process,
which left its mark in China in the field of economy, politics, culture, society and security. From
the economic perspective, globalisation often means a rapid growth in international trade and
exchange of goods, currencies, technology, and capital, in an increasingly open, integrated and
borderless international world of economy (Intriligator, 2001).

China remains a great, though multi-layered, opportunity for the world. On the one hand,
the developing Chinese market with 1.3 billion inhabitants offers infinite business opportunities,
while on the other hand, the country as a whole remains gravely undeveloped, and consequently,
the price of its workforce low. Numerous Slovenian companies should seriously consider both
alternatives if they wish to survive and win in the global competitive game. Companies operating
in global industries that are multiplying are being forced to internationalise their activities from
the strategic point of view (Kotler, 1997).

Through the process of economic reforms, China has succeeded in achieving something
that the western world required more than hundred years. Economic reforms modelled on the
capitalist states have transformed China into an important power in the world economy. From the
beginning of the reforms in 1979, which aimed at opening up the market, and until today, China
has become one of the fastest developing economies. From 1979 to 2004, China’s GDP grew at
an average rate of 9.3%, and China has the second largest economy in the world, following the
USA, measured in purchasing power parity; nevertheless, per capita GDP is still relatively low
(Fishman, 2005).

Small and medium-sized companies are increasingly included into international
exchange. This is particularly evident in small countries such as Slovenia, where it is very
difficult to attain any visible advantages brought about by the economy of scale and maintain
efficiency and competitiveness without expanding beyond the national boundaries (Trtnik,
1999). Moreover, there is high constraint concerning labour market as the level of flexibility is
very low, which also influences companies to expand abroad (Franca, 2007). In addition, studies
covering Slovenia (Nastav and Bojnec, 2008) reveal that within-country factors of rigid
legislation, high tax wedges, and transaction/administration costs, hamper the development of
small and medium-sized companies — pushing them to look for business opportunities both
within (i.e. shadow economy) and outside of domestic markets (i.e. internationalizing). Studies
of Slovenian companies have revealed different levels of internationalisation of companies from
various regions and branches (Glas, et. al., 1999). As opposed to small enterprises in large
countries, new dynamic companies in small countries cannot develop for long within their own
countries, as they soon become limited by small national markets. Therefore, they should focus
on international markets, where modern technologies, fast and available communications and
changes on the international market enable them to have a more active role in global operations.
Even in large developed countries, such as the USA, the report on small exporters (SBA, 2008)
reveals that their export share tripled between 1987 and 1997, and in 1999 already amounted to
31% of the total export, with a tendency of further growth.
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Internationalisation can be described as a process of increasing involvement in
international operations (Welch and Luostarinen, 1988).

Fletcher (2001) notes that companies wishing to internationalise have certain
characteristics in common, of which, the most important are: readiness to develop a product for
other markets, technological advantages, readiness to enter foreign markets, focusing on research
and development and the nature of products.

China has developed special principles of foreign trade that are a base for commercial
cooperation with foreign countries. Nevertheless, new circumstances and an increasingly liberal
legislation, particularly after China has joined the WTO, have forced China to operate in a totally
different direction, and its foreign trade is based on special principles (Dezan & Associates,
2006).

According to the Asian Development Bank, by 2020 China will become the largest
commercial partner in the eastern Asia and will replace the USA as the most important foreign
trading partner of Japan. In the trade balance with Asia, China will show deficit, while it will
show trade surplus with the rest of the world (Asian Development Bank, 2007).

The EU is the second largest partner of China (immediately after the USA) in the
exchange of goods; however, according to the National Bureau of Statistics of China, the EU
should soon become number one Chinese partner (European Commision, 2006). At the
beginning of 1980, the EU enjoyed trade surplus with China, however, according to Eurostat, the
EU is now facing trade deficit with China, and in 2006, the deficit amounted to EUR 131 billion
(Eurostat, 2003). This is the largest bilateral trade deficit of the EU.

Considering all of the above mentioned facts and an increasing internationalisation of
companies and globalisation of markets, all large companies are striving to penetrate this
enormous market. However, the market is full of traps we should be aware of, and, at the same
time, we should familiarise ourselves with the Chinese business environment, local rules,
regulations and customs, if we wish to successfully enter and perform on the market.

In our research paper we wanted to define a process of establishing a new company in the
PRC. When investigating the process, we identified all basic elements that influence establishing
a company in China, as well as specific features that are a result of political and social
environment, and compared this to Europe. We then set up a model that can serve as a basic tool
for other enterprises wishing to establish their own company in China.

Business process can be defined as a set of logically related implementing and
supervisory procedures and activities, which result in a planned product or service (, or, in our
case, a model for establishing a company in China. It can be defined as an integrated set of
activities and tasks, the purpose of which is add value to input elements in the process at the
output part of the process for the client or buyer (Harrington, 1997; Smith and Fingar, 2006).
Project Management Institute (1996) defines a project as a target-oriented, unique activity,
consisting of a number of inter-related activities; a project has a defined beginning and an end,
and is limited by time, business elements and costs.

The purpose of our research was to compare the establishment of a company in the
European setting and in China, and thus set up a uniform model that could serve to future foreign
investors as a framework or a guide for registering a limited liability company in China. A
project objective is precisely defined, financially limited and has a deadline; the project objective
is specific (Keeling, 2000).

With the help of interviews we collected information from the selected respondents, and
this information served us to examine and compare the European and Chinese ways of company
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registration. The data obtained in this manner was analysed and served us to set up a model of
registration procedure in China. A wholly foreign owned enterprise is a type of a company most
commonly used by foreign investors in China. This form enables foreign investors to perform
independently on the Chinese market, and gives them a complete control over all company
operations (Invest in China, 2006).

2. Theoretical background

The focus of the paper is to define a process of establishing a new company in the
People’s Republic of China (PRC). The PRC is one of the fastest growing markets in the world.
China has clearly become a major participant in world economy. It is virtually certain it will
become even more important in the future due to its size, dynamic economic growth, and
continuing policy reforms (Lardy 1994, VII). Consequently, foreign investors are ever more
present in the PRC and its growing economy. From this point of view it was necessary to carry
out this research because foreign investors do not have enough information regarding the
establishment of a company in the PRC. A wholly foreign owned enterprise is a type of a
company most commonly used by foreign investors in China. This form enables foreign
investors to perform independently on the Chinese market, and gives them a complete control
over all company operations (Invest in China, 2006).

After a record 14 years of consultation, China’s long awaited new Property Rights Law
was finally passed on March 16, 2007, and came into effect on October 1 of that year. Referred
to as “China’s next revolution” by The Economist, the law offered equal protection to socialist
public property and private property, stated explicitly for the first time. This was a huge step in
reforming secured lending and building a modern secured transactions system (Marechal et. al.
2009, 12).

When investigating the process, all basic elements that influence establishing a company
in China have to be identified, as well as specific features that are a result of political and social
environment, and this subsequently have to be compared to Europe. A model was then set up that
can serve as a basic tool for other enterprises wishing to establish their own company in China.
As Fernandez and Shengjun (2007, 100) suggest, it is nearly impossible to propose a general
model on how to organize international operations valid for every type of company. It is true that
it is impossible to carry out a general model of establishing a wholly owned enterprise in the
PRC, but our research has revealed that it is possible to make an approximate model of
establishing a Wholly Foreign Owned Enterprise (WFOE) in the PRC. This model cannot be
applied to any type of business due to fact that each business is unique, and foreign entrepreneurs
must pay attention to these distinctions when registering their own company in the PRC.

The main purpose of our research was to compare the establishment of a company in the
European setting and in China, and thus set up a uniform model that could serve to future foreign
investors as a framework or a guide for registering a Limited Liability Company (LLC) in
China. A project objective is precisely defined, financially limited and has a deadline; the project
objective is specific (Keeling, 2000). Likewise, the establishing of the company in the PRC has
its own deadline and must be carefully defined, particularly one needs to have a lot of
information relevant for establishing a WFOE in the PRC. This project is costly and time
consuming. It cannot be compared to any European system of establishing an LLC in the
European environment. Thus the main purpose of the research was to analyze and present the
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establishment of companies in the PRC. The European economy shows a huge interest in doing
business in China, but at the same time is not familiar with the discussed establishing of an LLC.

The Doing Business 2011 has compared data for China of starting a business to good
practice and comparator economies all over the world. According to their data the average time
to start a business in China in 2011 is 38 days (7, 2011). Based on relevant literature review and
empirical research we were not able to compare the stated average time to starting a business in
China by The Doing Business 2011 data for China. All other data are comparable with our
findings.

Primarily, data was obtained from relevant literature review and content analysis of
relevant documents connected with establishing a WFOE in the PRC and establishing a LLC in
selected European countries. For the purpose of this research a pluralistic methodology was
adopted, incorporating both qualitative and quantitative approaches, where research bias was
minimised by methodological triangulation (Simon, Sohal, 1994, 34). The choice of method
depends on the aim of the study (Robson 1993). Information has been gathered from several
sources and data presentation can be best described trough “triangulation of methods” (Simon,
Sohal, 1994, 34).

To get a better validity of the research, a triangulation of respondents as sources of
information was made. The first group of respondents consisted of three European managers,
who were actively involved in establishing WOFE companies as subsidiaries in China. The
second group of the respondents consisted of two lawyers from international law companies who
are particularly involved in setting up new enterprises in China. The third group of respondents
were consultants from Chinese governmental institutions who are help foreign entrepreneurs to
set up a WOFE company in China. A method of in-depth interview was chosen. In-depth
interviewing is a qualitative research technique that involves conducting intensive individual
interviews with a small number of respondents to explore their perspectives on a particular idea,
program, or situation (Boyce and Neale 2006, 2). With the help of in-depth interviews
information from the selected respondents was collected, and this information served to examine
and compare the European and Chinese ways of company registration based on the analysis of
relevant literature and sources. All collected data from primary and secondary sources were
analysed and served us to set up a model of registration procedure in China.

3. Methodology

We have researched a possibility of establishing a company in the People’s Republic of
China, as recently, an increasing number of companies have been deciding to establish
production companies in this business and economic environment. For this purpose, we
conducted a qualitative research — a case study. Data and information were obtained with the
help of an interview. We decided to use semi-structured interview for the purpose of our
research. This method was chosen mainly because of the nature of the selected topic and the
realistic state in the Slovene economy. From this perspective, the use of a semi-structured
interview seemed the optimum choice, as on the one hand, it helped us to learn about the
experience of Slovenian companies and managers, and a manager from the European setting,
who decided to register a wholly foreign owned enterprise in China, and, on the other hand, it
enabled us to check the stated facts with specialised consultants who are employed by the
Chinese government and work for its benefit. We then compared the diversity of answers given
by officials working in specialised institutions for registering foreign companies from three
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different provinces, and two entrepreneurs who have registered a company in the PRC.
Information obtained in this manner was analysed with the help of the content analysis method
as defined by Esterbay-Smith, Thrope and Lowe (2002); from the information obtained, we
identified key characteristics and, at the same time, managed to retain the richness of the
material, which was used to prove our final conclusions and to set up a model of establishing a
company in China.

A semi-structured in-depth interview was used for the purpose of our research. This
method was chosen mainly because of the nature of the selected topic and the realistic state in
the Slovene economy. Interview is by nature a cultural and collective phenomenon. The meaning
of an answer is not a straightforward matter of external or internal reference, but also depends on
the local and broader discursive system in which the utterance is embedded (Wetherell & Potter,
1988, p. 169). From this perspective, the use of a semi-structured interview seemed the optimum
choice, as on the one hand, it helped us to learn about the experience of Slovenian companies
and managers, and a manager from the European setting, who decided to register a wholly
foreign owned enterprise in China, and, on the other hand, it enabled us to check the stated facts
with specialized consultants who are employed by the Chinese government and work for its
benefit. In spite of being less structured, in-depth interviews are well accepted by managers and
allow deeper insights into the research problem (Arzensek, 2010).The questionnaire comprises of
12 main uniform questions (see Appendix 1). In the sample three officials from the Chinese
governmental advisory offices from different provinces were included, who advise foreign
investors about foreign investments, establishment of businesses and companies in the PRC. Two
managers from Slovenian companies who have registered a WFOE company in the PRC were
also included, and one manager from Holland, who registered a WFOE company as a subsidiary
in China. These businessmen shared with us their views and experiences at registration and entry
of firms on the Chinese market. The diversity of answers given by officials working in
specialized institutions for registering foreign companies from three different provinces, and
three entrepreneurs who registered companies in the PRC were compared. Information obtained
in this manner was analysed with the help of the content analysis method as defined by Esterbay-
Smith, Thrope and Lowe (2002); from the information obtained, key characteristics were
identified and, at the same time, managed to retain the richness of the material, which was used
to prove our final conclusions and to set up a model of establishing a company in China.

Our semi-structured interview contained 12 research questions. The questions were set in
a manner which enabled us to obtain as much information as possible about the registration
procedure of WFOE in the PRC. Interviews were conducted with European managers and
Chinese consultants for registration of foreign companies in the PRC, as well as in specialised
institutions which offer assistance to foreign investors when opening a company or
representative office in China. Our research was carried out in Guangdong, Shanghai, Zheijang
and Jiangsu provinces, where the majority of foreign investment is made and the majority of
companies are registered. We decided to research different provinces in order to establish
whether a uniform system of establishing a wholly foreign owned production company exists in
China.

In the course of our empirical research we mainly had to overcome the limitations in the
sense of contents, methodology, space, time, and language. By triangulation, i.e. examining the
selected topic from different perspectives, which were represented by different respondents, we
raised the credibility of our research. A Chinese consultant found himself in a double role - in the
role of an official of the PRC, who has to act for the benefit of his people and their social
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interest, and in the role of a consultant advising foreigners in his own country. This can bring
about ethical dilemmas.

4. Results

Analysis and the interpretation of information was divided into two sets: analysis and
interpretation of information collected from theoretical sources, such as, various sources and
literature studied in the theoretical part, and information obtained with the help of our interviews.
Theoretical information was compared to the information obtained with the interview; on the
basis of this information, we then tried to set up a uniform model of establishing a wholly foreign
owned enterprise in China.

From the analysis of the documents and sources, it can be concluded that a more or less
uniform system of registering a limited liability company exists in Europe, which has enabled us
to set up a uniform registration model. Furthermore, relatively similar statutory regulations and
secondary acts for establishing a LLC exist in different EU countries, the main differences can be
observed in the amount of the initial capital required, tax on revenue from capital, and
publication of a company in various public documents. A limited liability company in the
European economic setting can be registered within 2 to 30 working days.

On the basis of information gathered from literature and sources, a more or less uniform
model of registering a limited liability company can be established, containing certain specific
features that were identified in individual countries.

When examining Chinese literature and sources on establishing a company in China, we
have concluded that uniform rules and regulations concerning the establishment of a company or
WEFOE in China exist, however, these can differ from province to province. Other secondary acts
and regulations exist in certain provinces, which must strictly be observed when establishing a
company.

On the basis of our research, we have discerned that local customs and rules must be
observed, as these enable a smoother registration of a wholly foreign owned enterprise. If we
wish to register a company, we must be well-informed about local rules and regulations; while at
the same time, it is highly recommendable to hire a specialised local organisation that is not
owned by the state, but working independently as a consulting firm, with experience in the field
of registration of such companies; we particularly recommend an international company that has
references in the field of company registration in the PRC. We can conclude that local consulting
firms operating under the auspices of the state are not neutral, but operate for the benefit of the
state and local authorities. At the same time, it can be concluded that the registration of a WFOE
is much simpler in the economic and tax-free zones rather than outside. These zones already
contain all infrastructure; we can hire already constructed premises or land and build a facility
that will suit our needs, in compliance with the rules of the zone and local spatial planning
regulations.

Types of foreign owned companies are universal throughout China, however, foreign
investors most frequently decide to register wholly foreign owned enterprises, as this type
enables them a certain level independence, as well as the protection of their interests and know-
how. It is well-known that Chinese authorities want to acquire as much foreign knowledge and
technology as possible, and want to utilise these for their own benefit and the development of
their own capacities, as well as launch them on their national and foreign markets. There is still a
great threat of technology leakage and plagiarism in China.
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5. Registration Procedure Model for Establishing an Enterprise in the PRC

On the basis of the carried out research, analysis of relevant literature and sources about
establishing a wholly foreign owned enterprise in the PRC, we have drawn up a registration
procedure model for establishing a wholly foreign owned enterprise — WFOE, which could serve
as a basic framework during registration procedure of a WFOE in the PRC. The model contains
all essential elements that appear during the registration of WFOE and all particularities that
foreign investors should pay attention to prior to and when registering a company. The elements
in the model were obtained from theoretical findings and conclusions made on the basis of the
research (interview) that was carried out in China.

The set up model contains all elements that offer investors a quick and up-to-date insight
into the registration procedure of a wholly foreign owned enterprise, the course of registration
and foreseen costs related to company registration. The model also enables us to see the time
course of the registration and its duration.

The registration procedure model of a wholly foreign owned enterprise (WFOE) is
demonstrated in Figure 1, and has been divided into five main steps that lead to an official
establishment of a WFOE; however, official establishment does not necessarily mean that the
company may begin its operations. In order to complete the registration, several other procedures
have to be carried out, some of which overlap or can be carried out simultaneously, while others
cannot be carried out prior to the step ahead.

6. Registration procedure model of a WFOE

We set up a model of registration procedure of a wholly foreign owned enterprise
(WFOE), which takes into account all the important steps that are indispensable during
registration. Our model is based on theory, practical experience and research results.

The model reveals that six to eight weeks are required for registration or obtaining a
business licence, however, a company cannot start operating immediately, as other registration
procedures before other state authorities, for instance, tax, customs and inspection authorities
have to be carried out. In order to obtain all licences and to open an RMB and foreign currency
account, we need 16 to 20 weeks. Nevertheless, any procedure can get prolonged, since much
depends on correct documentation submitted to individual state authority. Length of the
procedure also depends on a province and local legislation.

Registration of a company in the PRC must be approached in the same manner as project
work. The project of establishing a company in the PRC begins with an idea and continues with
team approach that leads to company registration. As authors (Devetak, 2003; Potoc¢an et. al.,
2008; Mesko et. al., 2009; Fatur and Likar, 2009) pointed out, an idea is only a step on the way
towards innovation, which, in our case, men as registration of a company in the PRC.

The registration procedure model of a wholly foreign owned enterprise (WFOE) is
demonstrated in Supplement 4, and has been divided into five main steps that lead to an official
establishment of a WFOE; however, an official establishment does not necessarily mean that the
company may begin its operations. In order to complete the registration, several other procedures
have to be carried out, some of which overlap or can be carried out simultaneously, while others
cannot be carried out prior to the step ahead.
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The registration procedure of a wholly foreign owned enterprise can be summarised in
four steps:
e Step 1 - Name pre-registration with the local Administrative Bureau for Industry and
Commerce (AIC) After an application has been filed, name pre-registration is completed

within five working days.

e Step 2 - Project Proposal should be submitted to a local approval authority where investor
intends to establish a WFOE.

e Step 3 - Within 30 days, the foreign investor will need to register and apply for a business
licence for the WFOE from the local AIC.

e Step 4 - After a business licence has been issued, the company must be registered with
some other government authorities and obtain permits, depending on the nature and
purpose of the operations. Although it legally exists, a WFOE cannot start its operations
because it has to obtain all the required documents in advance. A WFOE must renew the
licence with the AIC after it has paid-up the foreign capital to the foreign currency
account. After paying-up the capital, the AIC will issue a business licence and the
company can begin to operate within the business licence.

The model is presented in Figure 1, however, there might be some deviations regarding
the time component and the procedures, as these may vary depending on the location and
requirements of local authorities, as well as the nature of the activity the company will perform.
Certain specific activities will require some additional documents, consents and certificates,
which are not presented in this model.

The registration procedure from submitting the documents, i.e. the first step, until the
start of WFOE operations can be completed within two to five months, depending on the type of
the activity and documents that have been prepared for registration. Nevertheless, some
procedures may get prolonged, particularly, if wrong, deficient or incorrectly filled in documents
have been submitted.

The model was set up on the basis of findings from literature, sources and research work
in the PRC, and can be applied to the most common type of production companies that register a
WFOE in the PRC.
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Figure 1: The model of establishing a WFOE in the PRC

‘ 0 P ion of registration d |
Pre-regi ion with the Admini: ion for Industry
Max. 5 days 4 st and Commerce (AIC)
1step | 4
Capital: | —
Project approval
e for a multi-member ond step 7 Report from the Ministry of the Economy
company 30000 RMB v
e for a single-member 515 e . 50 oy
- 15 days (max. 90 days)
company 100000 RMB
A isation of the and its i ion on
d the part of the State
3" step 4 Administration for Industry and Commerce (SAIC)
,,,,,,,,,,,,,,,,,,,,,, — _— °
8
Licensing of the company on the part of the State g
510 dni (max. 30 dni) 5 Administration for Industry and Commerce (SAIC) '
el
WFOE exists officially —— Y
4"step | Verification on the part of the Public Security Office
6
with the State 5 ion of Obtaining the registration number from the Technical
= Foreign Exchange (SAFE) 7 Supervising Office
Business premises inspection on the part of the tax
office
8
Foreign investment :as;;{:;zéval on the part of the Registration with the tax office
14 9
Opening a foreign currency account Opening an RMB bank account
15 10
L
8
Foreign capital transfer Registration with the customs office H
16 1 8
— _— sl
Transfer verification Product regi i WiSt’;rtvhizer
17 12
Business licence renewal with the AIC
18
A
Financial registration Registration with the Application for the
19 Statistical Office taxpayer status
20 21 v
Q Costs: 3.000 - 5.000 EUR
. . .
7. Discussion and Conclusion

In the course of the study, we have discovered from the theory and practice - on the basis
of the interview - that the best and the most common way of entering the Chinese market is
through the so-called WFOEs or Wholly Foreign Owned Enterprises, where foreigners have a
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total control of the company and its operations. In most of the cases, managers of these
enterprises come from parent companies of foreign investors, and this is also recommended by
international consulting firms dealing with the registration of foreign investors’ companies in
China. Furthermore, foreign managers working in China also advise registering a WFOE, in
order to prevent knowledge and technology leakage of foreign investors.

The basic procedure of registering a wholly foreign owned enterprise does not differ from
province to province, nevertheless, each province has its own local rules and regulations, which
must be acknowledged and observed. We can set up a more or less unique framework model of
registering a WFOE, which will, however, differ in certain procedures, which depend on
company activity.

Interestingly, respondents did not expose the same most important factors that have to be
observed when registering a wholly foreign owned enterprise. The most important factors that
they exposed were: registered address of the company, environmental policy, type of production,
and articles of association of the company. It thus cannot be concluded that some kind of a
uniform opinion exists; however, according to the respondents who have already registered
WEFOE in the PRC, investors have to carefully select a consulting firm that has references from
international enterprises and connections with local authorities, the so-called “Guanxi”.

We have established that entering China is rather challenging for foreign investors, as all
factors that could hinder the registration and further operations of the company have to be taken
into account. The respondents pointed out that most traps are found outside the economic zones,
since foreign investors are offered no such protection as they enjoy within the economic zones.
Hence, foreign investors mostly opt for registering wholly foreign owned production companies
within the economic zones, while only few register production companies outside these zones, an
exception being service activities. Furthermore, territory outside the economic zones lacks
appropriate infrastructure, and obtaining all the permissions and municipal utilities may prove to
be rather complicated. The economic zones offer assistance in registration at a considerable price
and in good time. These zones are equipped with almost all offices where all registration
formalities can be carried out, customs administration and other government services.

China wishes to concentrate its industry exclusively within the economic and customs
zones, as these are equipped in compliance with the country’s guidelines and thus enjoy certain
privileges, which are indirectly also granted to foreign investors. Certain competition can be felt
among the zones, as these vie to attract more foreign investors, particularly those which deal
with modern technology, the so-called High-Tech.

The findings of this study have pointed out that the registration procedure in China differs
from the procedure in Europe, however, certain characteristics have been found in common,
namely: articles of association, initial capital, bank account, etc. Nevertheless, investors who are
not familiar with the environment may find registration procedure full of traps and barriers,
specific features and cultural differences, which have to be taken into account if they wish to
register a wholly foreign owned enterprise successfully and commence with successful business
operations in China (Quanyu et. al, 1997). However, foreign investors must observe all the laws
and regulations as well as cultural and local habits, if they wish to operate successfully on the
Chinese market and successfully carry out company registration (Howard, 1997). Therefore,
when registering their company, foreign investors should use an independent international
organisation or a specialised organisation with international references that has completed
numerous successful registrations of foreign companies in China, as this will help them to avoid
nuisances that could arise during the registration procedure. Investors have to pay special
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attention to language, cultural barriers and customs present on every step in daily communication
and life in China.

We have demonstrated a registration of a WFOE to European businessmen intending to
register a company in China in the future. With this research, we wish to contribute to a better
understanding of Chinese registration procedures. The establishment process was presented from
the perspective of project approach, since establishing a company is a project that begins with an
idea and ends with obtaining a business licence.

Characteristics of registering a WFOE were presented through the analysis and synthesis
of numerous, mainly foreign, literature and sources dealing with the registration of a WFOE, and
through examining relevant legislation and local rules and regulations, which was all supported
with the empirical research based on semi-structured interview.

The research helped us to shed more light on some key problems and dilemmas faced by
Slovenian and European investors that have or will establish a wholly foreign owned enterprise
(WOFE) in China. We believe that our research can offer additional help to companies deciding
to enter China through their own WOFE companies, or a good reference material.

Before that, we conducted a theoretical research on establishing a company in the
European setting and discerned that a uniform system of registering a limited liability company
exists in Europe, with certain distinctive features, as seen from Figure 2. In China, we
investigated the establishment of a wholly foreign owned enterprise, which has the most
common features with a limited liability company in the European setting. The research pointed
out that local customs and rules exist in provinces which must be observed by foreign investors
when registering such company. We have observed that China has a uniform national legislation
pertaining to the registration of a WFOE. The legislation has been adapted to the national
interests and protects the Chinese economy.

The research gave us a deeper insight and understanding of registration processes, which
had been previously analysed theoretically (Jianfu, 1999; Zeng et. al., 1999; Turner-Gottschang
et al., 2000; Pittman, 2001; Deli, 2003). Prior analysis of legislation, rules and regulations,
literature and sources, enabled us to carry out a high quality research. The research questions
confirmed certain theoretical findings and gave us a better understanding of the registration
concept.

Findings from literature, sources and our research enabled us to set up a model of
establishing a WFOE in China (Haughwout et. al., 1989; Yadong, 2000; Brahm, 2002; Ambler,
2008; Wilson, 2009). The model demonstrates the entire registration procedure of such a
company in the PRC.

The model can serve to foreign investors who have decided to register a WFOE in the
PRC as a basic framework for registering such company, as it clearly demonstrates and describes
the procedure that must be followed if we want to successfully complete company registration in
China. The registration of a WFOE is very complex, and we have concluded that it cannot be
compared or equalled to registering a limited liability company in the European setting. Certain
similarities do exist in some procedures; nevertheless, the entire registration procedure differs
greatly from the European one and is much more time consuming.

The case study enabled us a deeper insight into the registration of a wholly foreign owned
enterprise in China, and is a pioneer study of such kind in Slovenia. The research itself makes a
great contribution to economy and science. For the economy, the research offers a quick insight
into the registration procedure of WFOE in China. For science, the research presents a base
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which can be further expanded through the research of registration procedures for other types of
companies in China, or to compare registration procedures between local and foreign investors.
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Appendix 1: Uniformed model of registration of Limited Liability Company in Europe

Development of business plan, the constitution

Determination of the activity, location and company name

Composition and verifi

cation of establishing contract

Opening a bank account to deposit the initial capital

Recording companies in the commercial register or register of companies
and publishing in the national gazette

Recording companies

in tax and Statistical Register

1 Capital:
SLO 7.500 EUR
PL 13.204 EUR
| 10.000 EUR
NL 18.000 EUR
) Tax on income:
SLO 25%
PL 19%
| 37%
NL 20-25,5%

Opening a business account at a bank

Obtaining permits

and licenses for business

Start of operation of a limited liability company

Approximate cost:

SLO 900 EUR
PL 700 EUR
| 1.500 EUR
NL 2.000 EUR
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Appendix 2: Uniformed questioner
1. Please, can you provide us the actual law and regulations for establishing companies

in PRC? BRI EREB RELRNBXRTERERIUL L RN IITEENEM 2

2. Which are forms of companies that a foreign investor can register in China and
which is a recommend form of company that foreign investor can register?

AERAEBZRBETEIMNE  FEERFLAFNLFAEA 2 AERRERE
EMNE , HEENLAEARMTAL?

3. Which is the most common form of company that foreign investors choose?

FRAERFZEAENZEEN L AEARB—1?

4. Why is this form of company (WFOE) the most proper for production company?
NFEFT EME , AT AXNAEFER (WFOE ) BRREEMN ? XENENT
AR (BRMUEFTNE ) MEREFNFEL?

5. Do foreign investors get some benefits at registering any form of a company in PRC?

EFEEMEAEANLR , AEREERERBE — LR ?

6. Is WFOE the most proper legal form of foreign investment for Production Company?

WFOERBRENBRAEVN UL EFRP N FEESHWEELRK ?

7. Can you describe a process of registration of company in your invironment?
BEREBEBHAR-—TEEREZ - NLFAMEENRE ?

8. What is most important at registration of WFOE?
HEZICWFOER , t ARKREEMNEM ?

9. How long does it take to register WFOE?
EMWFOERE B Z K AT[H ?

10. How much does registration WFOE in PRC cost?
HEHPEEMWFOERZERR RN EHZ ?

11. Where should we be espeacially careful at registration of WFOE?
B IZWFOERY |, Bttty 75 R E4AERE ?

12. Can we expect any obstacles at registration of WFOE? (either economical or law)
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FEIEMWFOERN BB A RMNSEFIMLE TR ERNER (L5 ENERLEN ) ?
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