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Listing and Financing of Foreign Invested Enterprises in China:
Policy and Practice

After foreign enterprises establish their subsidiaries in
China (foreign invested enterprises, the “FIEs”), such
FIEs often find it difficult to obtain financing support
from overseas finance institutions due to the foreign
exchange control and loan restrictions. Therefore, fi-
nancing directly within China is crucial. For some medi-
um-sized enterprises and start-ups, when their busi-
ness expands or grows to a particular size, going public
may be a viable financing option to take into account. In
practice, some FIEs have successfully listed and fi-
nanced in China’s stock market, such as Beijing WKW
Automotive Parts Co., Ltd.", Xiamen Cankun Industrial
Co., Ltd.?, AA Industrial Belting (Shanghai) Co., Ltd.? ,
NBTM New Materials Group Co., Ltd.” . FIEs listed af-
ter the promulgation of the Foreign Investment Law of
the People's Republic of China (the "Foreign Invest-
ment Law") include Zelgen Biopharmaceuticals®,
APsystems °, etc.

There are many benefits for the FIEs to seek listing in
China, including:

. Rationalizing its investment scale and accom-
plishing investment objectives with the help of
local capital;

. More quickly and efficiently expanding its Chi-
nese market by cooperation with other strategic
investors in China;

. Easier, almost no more restraints, participating in
bidding activities and wining more business op-
portunities;

. Better enforcing compliance program by utilizing

larger budget for compliance and adhering to
stricter compliance-related rules of a listed com-

pany, thereby effectively reducing the probability
of internal corruption;

. Easier and more smoothly implementing share
incentives to managers and key employees,
which could reduce personnel cost, increase
team cohesion and stability, and decrease the
risk of commercial secret leakage;

. Yielding huge gains by cashing out reduced
shares in capital markets after a successful list-
ing;

. Rapid appreciation of “shareholder equity” of par-

ent company, and therefore e.g., easier for par-
ent company to obtain the trust and support from
international banks so as to obtain the loans after
consolidation of the financial statements of the
parent company and the listed company under
its control.

It is noteworthy that the status of the overseas parent
company as a private enterprise as well as its rights or
obligations under the laws of its place of registration will
remain unchanged after the listing of its subsidiary (i.e.,
the listed company) in China.

China is committed to creating an environment that is
more favorable for foreign investment and giving na-
tional treatment to FIEs with respect to grant of license
or permit, government procurement, standard-setting,
"Made in China 2025" policy, technology projects, reg-
istration, etc. In accordance with Article 4 of the Foreign
Investment Law, the State will give national treatment
to foreign investments outside the negative list.
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It should be noted that Chinese government is making
an effort to encourage and support the listing and fi-
nancing of FIEs in China. Article 17 of Foreign Invest-
ment Law states that FIEs may raise funds by means of
public offering of shares, corporate bonds or other se-
curities. In accordance with the Notice on Promulgation
of the Several Policies and Measures for Expanding the
Increment, Stabilizing the Stock and Improving Quality
of Foreign Investment with Emphasis on Manufacturing
Sector jointly promulgated by the National Development
and Reform Commission, Ministry of Commerce, Minis-
try of Industry and Information Technology, Ministry of
Natural Resources, Ministry of Ecology and Environ-
ment and Ministry of Transport on 13 October 2022,
qualified FIEs are encouraged to raise funds by listing
on the Main Board, the Technology and Innovation
Board, the Growth Enterprise Board and Beijing Stock
Exchange, and listing on the Basic and Innovative Tiers
of the National Equities Exchange and Quotations
(“NEEQ’, an over-the-counter stock market, also known
as the New Third Board) and issuing corporate credit
bonds. Such positive policies provide an opportunity to
the FIEs of European enterprises with leading ad-
vantage in manufacture industry. Supporting FIEs of
European enterprise to develop their business in China
and making full use of their advantages in manufactur-
ing are in line with the Chinese government's policy
direction to promote the development of the manufac-
turing industry. Additionally, FIEs of European enter-
prises typically have a good reputation for adhering to
legal requirements in the areas of taxation, labor and
employment, environment protection when conducting
business activities in China, which is also an advantage
compared to some local enterprises. As a result, they
will receive great attention and favor from the Chinese
investing institutions, especially from the private equity
funds or venture capital institutions.

In addition to the above-mentioned special policy pref-
erences for FIEs, in fact, in recent years, China's capital
market has also undergone many systemic changes,
including the much-watched registration system reform,
the establishment of the Technology and Innovation
Board, the establishment of the Beijing Stock Exchange
as well as the connection function between the NEEQ
and other Boards, etc., which have further optimized
the listing threshold and conditions, and created more
possibilities for companies (be it FIEs or other types of
companies) to list in China. For FIEs which are active in
China with financing needs, it is undoubtedly a good
opportunity. We will elaborate such change and provide
an overview in our next article.
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' Erbsléh Aktiengesellschaft Co., Ltd., a German company, is the
second largest shareholder with 47% of BWKW's total shares imme-
diately before IPO. The main business of BWKW is manufacturing of
auto parts, including exterior decoration products, interior decoration
products, intelligent electronic system products, key functions.

2 Fordchee Development Limited, EUPA Industry corporation Limited,
Fillman Investments Limited, three Hong Kong companies, are the
first, second and fourth largest shareholders totally holding 44.68% of
Cankun’s shares. And the three companies are controlling sharehold-
ers and affiliated to each other. The main business of Cankun is man-
ufacturing of household electrical appliances.

® Tu Mulin and Cai Ruimei, a couple from Taiwan, hold 66.94% of
AAIB’s shares in total. The main business of AAIB is the research and
development, production and sales of light conveyor belt.

* Mutsumi Special Alloy Industry Co., Ltd., a Japanese Company, is
the largest shareholder with 13.86% of NBTM’s shares. The main
business of NBTM is the production and sales of powder metallurgy
mechanical structure parts and soft magnetic materials.

® Foreign shareholders include ZELIN SHENG (U.S. citizenship),
JACKIE ZEGI SHENG (U.S. citizenship) and ALPHA Achieve Limited
(Hong Kong company), with pre-listing shareholdings of 27.6%, 6.8%
and 0.8%, respectively, the total foreign shareholding is 35.2%. The
company's main business is innovative drug research and develop-
ment.

®Foreign shareholders include Zhimin Ling (US citizenship), Yuhao
Luo (Chinese citizenship with US permanent residence), Lonseth Inc.
(US company) and Olivier Jacques (foreign, nationality not disclosed
in the prospectus), with pre-listing shareholdings of 19.32%, 16.48%,
0.9% and 0.9% respectively, the total foreign shareholding is 37.6%.
The company's main business is the research and development,
production and sales of component-level power electronics in photo-
voltaic power generation systems.
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About Shaohe Law Firm £ T34

Shaohe Law Firm is a full-service Chinese law firm with local expertise and global reach. Founded in 2007,
Shaohe Law Firm has become one of the most trusted legal service providers for foreign, especially European,
business in China.

" Shaohe Law Firm is a PRC-licensed law firm. We support clients in negotiations with Chinese
counterparts, deal with government departments and represent clients in Chinese courts and arbitration.

. Shaohe Law Firm provides full range of legal services to foreign companies entering and developing in
China.

. With more than 20 international and local lawyers, Shaohe Law Firm is one of the largest German-

speaking laws firm in the country.

. As an independent law firm headquartered in Shanghai, we support you all over China and cross bor-
ders. We maintain a close cooperative relationship with other local firms in China and in other
jurisdictions.
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Welcome to follow our WeChat account where
you will find the updated legal insights and news.
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