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Foreign | nves
EU Financing 1n
Centre
SME financihmd | endee gt obahéynature of the SMEOGs as
banks, due to | imited asFsientasnca mdj wae abku sfiinresmsciianl G
challenging as an SME also needs tas twadddli Gdaidbrads
parti c,ul akisgt iregul arly changing | egislation.
Chinads <current currency <control me a § u rtehse hPaevoep | e ¢

Republicnofor@brnaoi trap Chinese ,savi mgds baem au sperdo fti
sustain its eco@Glhimma stearit @odpmewnt . wi th ‘oahe dsei Xt

controls are being | oosened, both wunder internatio
its currencyr ngwihdyceh glacmmbale awwsed for intra trade se
Over the | ast couple of years, Chinadés currency ha

to coinhi hbhe Jaolntghewwre grbuamn expect t he appracieatwiidr t c
increased volatility.

The Centr al Government has | aunched astserfiaesi loift ant
financMoamgeover, the rRME hdap dsaist bssaewi nijgesatdes hiogm anmuc
higherndg icasntciin RMB compared to other currencies.

situation requires SME owners to pay more attentio
the best solutions.

New recent regul atiimerst sanplr esceomto mfi €r eeixgpre rSMEs  wi t h

RMB Sett | enbeorrtd eirn TC easdied e mtoina | account s, compl etely
Many of the experimentusr éhpbkPiRGe gtoivieg nenginlandrsar ee |
expected to be implemente#foas SMEwWs futhesenakpenhinine
if they can take part in them, but you often need

head office ofanmnd etsteeiorp piompgluinad atiieeans so that the S
decide to proceed or not.

Though Chinads mar ket is a challenging one, the C
supporting SME®s through itnhpirsovetda gSeME Wbfa mka nica axrgs t a
source for SME financing in China. With the gove
| aunched various SME financisn@ckr adunnnes/cd earl viamas ,c i
bankhse (% | arge nati onal commerci al b a tak-eew nfeadc u s r
enterprises).

SME financing productsd® innovation aim to solve
transaction cost, which arecadieSacphpa ipnb sftiancal necsi nfgo rp
an SME with the opportunity to | everage on | arger
products and support from the government, banks ar
|l oappht imonr @ dcassseed . To increase the success rate of

|l i ke the bank and try to prove tEwreonu gtthhoeurgdhdRiCbi | i
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government is trying to inaldeayes MBtf itmardoildgp,w tslt
SOE clients are more psiofuataibdm, ittoh és mexviosctie@mmycvéh idfst
banking industryodo is the I|iving proof ©O@wath&ME & i r
stnrgo profil e ttha trbeqol &rt®ofeunlttfei IlJover nment pressur e,
in China are n,aw nganbreg ,t owh8®MBESOS s expected to inct
reform its economy.

This report focuses on f unddhhign eospet inoanrsk awth. i ickho wadrveearle
European SMSo6és first explore the opportunities whi
countryo options avwiddme fttleaan bteh ee afsiireancdion g heppor tu
first natural step to Il ook for Chinese financing i
they can often assist and can build on your home ¢
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1 SME Financing I n China

Starting from 2005, the Chinese government has I
AOpi minonfsurt her promotion for SME deVelecep metnttadc hfnrea
5.1 List ofrelal atl awsThaendChi na Banking Regul atory

key commerci al bureaus have bhuochsdta peomete oEM
Whilst in theory, | ocal and foreign SME®&6s should &b
favored, often because they shawmea uehtetyerh arveel aat iboentsth
of wha 1| ocal bank works and how to build effective
Key points of the regulations and policies include

ﬁEncourage banks and other financi al }

proceduireees, mprmre vfii nancing products and
to SMEGs.

f Support SMEOG6s with temporary fi-haenmipt

f Encour age coll aboration among enterpl
goeernmental tax and fiscal preferences
and compensation systems for SME finan

f Encourage establishing a dedicated org

9 Differentiate monitoritmug i ©tha nmdadr disn canre .
nomer forming | oan rate for SME financi

T Expand pledge categories and include |
\financin_q pl edges. /

Because the additional fgouer amdnt uppo SivEafi fnodnyahbe
short-btaenrkm | oans t o SMEG6s IBwatheendyaf 8042y afteri4dgyearsfof c ant |
sustainedyrowth, the outstanding loans to migmall enterprises has reach@NY 14.8 trillion,

representing 22% of total outstanding loans.
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Throughout an enterprisebs devel opment, it has acc
SME owners often wuse their per stomailr assaswitrsg st owiftih
financing often consideredoaseanhaccelmpraatyor efachec
Financing cost, Easinesasndt papbaaknt eEmsr aeee barr
choofsumgi neg. sour c

The different fundi Bgr oppHmoarse ceaxt ebnes isvpel idv eirnvtioe w
ext efrimaalnci ng typhktst xame meEmxtt eaundl i Funding Options

I nternal financing ilsat edr maalrityi e pr sswicdche da sb ys hraer e h |
empl gyedsxsWhen seeking money for an SMEeqeintty epatine
This is the relation between the money borrowed ar
more money iis invesfeed bamka wiombaowynst dassameSME
l iquidation value will cover the bank | oans.

New or young companies with @otimaskbdfltowcWwi Fecbrd
obtain | oaofctceamsi koey s&rye dacsr thheeryk scandt show a st at
Il nhis very early stage of dceavne Ittcaprnsehnatr efhoorl dar ¢ ¢ m@
fi nmpharehol der | oans can also be used in distres
save the company.

Sharehol dar dlertnda ws$ edr eao cfo nmpaanncy . l'tds normally t he
company, meani ngf ttehre sel Il omtntserr ache&kbt s i n the case o
|l oan belongs to the shareholders, it can be treate

Once a company becomes a bit |l arger and ¢$iauteshan
to receive | oans or other forms of financing. At
money invested by the stheasr ethoo | sdleee sh mwamud th €rriws ke ll ia t
carry bheifrosreel flog hteur s Utr@c e s .
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This nor mavilay I|hiagperesnesd institutes such as banks al
|l oans. These are stildl the most traditional and
The reason why tihiesctis fciomash diewteadi giwlmalc ahhee money
the money directly tO6hihra whas nmaemdy dihfef entoauptys. t yp e ¢
with different riskmappébnicuss aamrdsdiamfde SMEtbse nerd
focus on which areas so they can choose a financi e
l ong term financial support a growimigs iSME ared uti h eis
economic focus wildl be discogsseefdi @alt efri naadihdls igrus
found i n At t aEihmamenmal Chins&ai t ut

Direct external fundhab shaokfiedatsraoatbngheddgti

without mi ddbeseyaas the company who i nv.estThiss aclasno
happen ItP@owpaublic debt i ssues, commer ci audi tcyredi t
i nvest ments etc. The Private Equity industry in
now become an important fiFramsdirmg itngdly femro u9MEOS Pri

are very risk awahe asamadewisulccecsénlclobampani es whil

Theoncept of riegi at e€he ciieseg icddafltf beer te n t from what a
encounter in its home country asnoitt 6ksy dtehes rand tnieall |
needs of the company.

Since WMar2c0hi 41, there are number of amendments to C
|l aws dondét explicitely state that these ame)ndment ¢
the expectations are that FIE®&s can also benefit f

Whil st i n t7h0e% poafs tt,heupreqgtidsd evye dipazriagpiibtlael andt het ang

new | aw states that wup 100% onfont hcea srhe giitsetnmesa eads claopni
be I egally trreawmlsyf ea seteatbiltigs égghdédc an be i ndep en dCen tnlay
based appraisal company. Examples of tangible an

rights, etc.

China no |l onger requires a mimi mum regi stered ceé
recent Theamgpeas.ept of regi stered capital, waberepl a
i nvestor (s) ode cciodnets$td eoendhdesopmo. t nd a porfe anbvienrsy d mip oir
China as theibhaghés,thbdeceasier the day to day ac
capital is taken into accounFortei gdretlemrvwrebateet do h@oenepr:
consider ed nasebrya ssoemei oluasr gpearChi nese compani es.

The State Foreign Exchange Bureau (SAFE) all ows Fo

amount of FX |l oans from owerFkleEasc an Tbhoer rmavx i omuent séae
i nvesittmeentr egi stered capital. Any | oanBe dbaeewse do ft h
this, the Atotal investmentd a companhy makes in it
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Due to the strict aFpXprgoovrattrealurrewsl, ed tand Irecgp mmende

we l | in advance capital needs in order to secure
hi gher capital the mdradé| p dahde ofwotramnFuX olroya nmi (nsi ereu nt hre
tot al invest ment )and the registered capital

Total Investment Ratioof min.registered capital of total investment
USD 3,000,000 or below 70%
USD 3,000,001 to USD 10,000,000 50% or USD 2,100,000 wthever is the largest
USD 10,000,001 to USD 30,000,000 40% or USD 5,000,000 whichever is the largest
USD 30,000,001 or more 33.3% or USD 12,000,000 which is the largest
SME6s wi || be able to get | ocal l oans and nor mal
preference tompaansyvéementliopcnadd cabdvaeg t onol adw ftf lee reen c s
bewteen providing bank |l oawesbed oSME SBME Il ongfaseiti
understand what theBamrkkl exmpechavd ribenen faamng oar e e
source for SME financing in China as it has the fo

[AThe t er ms and condbta'nfkenrscearaasfliouegj)
requirements, the procedure should be

A The negotiations are directly with tt
fund ea&apseihsgs

A Loan interekad cowulfdi rheenbeooexpense whi ¢

A Compared to direct financing (1| PO, pL
with | ower financing cost.

\_ J

26SOSNE | €t FNHS Y2dzyd 2F {a9 TFAYIlYNXB yS RENT & R2 NBYNH

i2 fINHS SYyGgSNIINARA&ASa |G f2¢6 AyGSNBad NrGSad ¢KS YIAyY
AYF2NNEGAZ2YS AdSd 6lyla R2 y2i KIFESBS adzZFFAOASY (G Ay F2 Nk
KAIKY &INOGA2Yy O2ai(a OSNERdza GKS aAil S 2F G4KS ft2Fyo

2 KAfad GKS tw/ 3I2@SNYyYSyd &Ky LA Nike yWEaHINFRRE & NBSA VRO
GAONI yG o0fF O]l YIN)ISYREDOYEH ¥PEFEI{ & Y RAzA ¥ NF OASHAI SITHF 2IN&K S A
320SNYYSyu g42dA R ngmzxK (22 NBS\ I¢2 B Y& IR SargiaddS G2 3 Si
iKSe R2y Qi MBA aZANBYEBialylaQ

Some issues facing SMEO&6s resulting in difficulties

E20E4 SGE&Ntre
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T Weak Financials/ Reporting compared tc
often | acks credibility with banks.

T Lack of pledges; manRays sSeMEsd,s easrpee cliiaglhlty
who mainly rent workshops and equi pme

T Lowecognizable value of pl edges; as
|l i mited resell value to existing pled

T Weak financi al pl anning; SMEs often ¢
makem thes predictable for banks.

T Lack of company credibility: hard for

T Some internal bank issues that have a

f High approval <cost: a bankés approval
Hence, itdéds easier for a bank to focu
the same admin cost and researclasefeffd
for banks as those to |l arge multinat:i

T More investment: compared to | arge en
to invest more time and staff to unde

More riskbBe daturne of S ME s , the risk:e

enterprises. This higher default ris
As asymmetric information and high transaction cos
it is important that al/l parties involved in the |
Governments and banks|l sbr é6oghhsesed ©he dewat i dgaweth
facilitate SME fsitmamSgNtEndgsn  blann kosr doefrt etno have dedi ca
with governments increpasfogmthg baanforant bamds d SMEE
| ocal gover nment s-s tharvien ge st yashtleé msh dliiietrle skiushalseswvpp
available they are marketed through | ocal bank bra
I n order to improve the asymmetric infoasnmaesodnanbo:
SMEs®6 credibility (see below overview). They al s

financing opti ons s u &ditInfarmatioh mmgans infprmatidn that refledisicampaniesi n g .
credibility but hard to prove on papwith financial statements or put a value on (like pledge value).

Finding a guarantor might be one abbanhnheHowewvensi ho
a standard procedure for an EU SME afsori ti th acsa nmabney
as well . I n Europe, a company can also work with
you take somebody el sebs risk?)

E20E4 SGE&Ntre
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Types of credit technigues used by banks

Credit .. . Payment .
A Decision-making Ground Challenges for SMEs Current Bank Solutions
Technique Resource
Financial i i Bank expand the ground from financial statements to "3 Qualities & 3
Hard Information: Incomprehensive N .
Statements ) ) Cash flow ) ) Sheets" (3 qualities: the owner, the product and the pledge; 3sheets:
5 Financial statements Financial Statement . . . .
Lending electricity bill, water bill and customs declaration)
Credit Scoring Hard Information: . 1 De'dicatt?d organization/ team for SME financing to build up SME
, . Cash flow Lack of credibility  |credit scoring system
Lending Credit record ) . . - .
2. New financing technique: Supply-Chain Financing
Hard Information: Lack of pledge & Low
Asset-based Cash flow or .p 8 Expand pledge category including intelligent property right as pledge,
. Pledge value (Account recognizable value of e ) )
Lending ) Pledge use modern logistics for inventory and raw material pledge, etc.
Receivables, Inventory, etc.) pledges
Fixed-Asset Hard Information: Cash
ix ash flow or
i Pledge value (Equipment, Lack of fixed-assets |New financing technigque: Supply-Chain Financing
Lending Pledge
Real Estate, etc.)
. 1. Dedicated organization/ team for SME financing to understand SMEs
Relationshi Banks have limited |, o i les (suppli | lient tit
i i etter from various angles (suppliers, employees, clients, competitors
5 P Soft Information Cash flow knowledge about g PP » employees, ! P !
Lending . etc).
SMEs' business ) . . - .
2. New financing technique: Supply-Chain Financing
Cash flow from
S Hard Information: debtor’ Rely on debtor's New fi e techni 5 lv-Chain Fi .
ng Account Receivables ebtor's credibility ew financing technigue: Supply-Chain Financing
Account
Hard Information: Incomprehensive
Leasing Financial statements, Cash flow Financial Statement & [New financing technique: Supply-Chain Financing
Pledge, etc weak pledge

Supeghwin fgsgnanciiemg iinnovation which breaks the tr
changes from valuing the single enterprise credit
enterprise acts.

Under -cshugipn yfi nanci ng, bna nak sc odnop annoytbss e esti yzvef b of d sx efdi |
statements or guarantees but more on the authent.i
in the supply chain.

Supgghwin financing pays attentumppdh@an nt he heuatud ihrea
the business and the credibility of the trading p
their fiassetso and Avalued as well as their credib

Supgeghwin financi-wigwionr esadlewst kae gwitmo mp & rmye, their tré
(suppliers and retailers) as wel!/ as the banks.

In the past fcdhwigpedisnansupgl has grown rapidly an
increasing SME | oans for commercial banks. The pr

E20E4 SGE&Ntre
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Relationships in Traditional Mode Financing Relationships in Supply- Chain Financing
Longer AR Period Better Sales

Sellto Key Sellto K
. ) ey Sell to :
Company Retailer Supplier Company Retailer
Hard to getor Easy to get or Hard to getor
small loans sufficient loans little loans Preferential Support Preferential
Bank B Bank A Bank C Bank A

For the dtamksturndidoes not only enhance theirtr r el
them into the SME financing market with | ower ri sk
as they can benefit from tulpelfiiemanainal/l ocr edish iolmietr

Many commerci al banks bel-dleaien tfhian antchien gg rwiwtlh boef
traditional financi nRgetian |l t hautomeséesabl enahuf @ace ur
beverage and pahraer mac e sit demaéd t he most p-cbami 8i ng
financing due to the numerous Supsftar,ami realdaidmav,n ss
financing product s are eavyeciablg the mapbpynthasksck
cmmercially focused.

Based on the diffeaermhaB8thppl pgmrEddchwdt ¢ heo sludbb pde cat ego
A lnventory
A Prepayment s
A Receivables

The inventory financing, |laable psopgbetdgednbdy wvahu:
payment resourceSupplblydcChpapshyweolnldbeost bt r adi ti onal f

credibility of Il oan applicants will be reviewed in
Prepayments and Reecgeuiivraeb | neosr e fiinnvaon cviemngent of key
parties, such as warehousing compani ecshailnogfiisna nccsi,

product s.

E20E4 SGE&Ntre
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Categories

Inventory

ancing

Financing Products

Static Pledge

Features

Chattel mortgage,
No Barter Transaction

Applicable Clients

Bulk Purchase, Fractionated Sales

Gui deHoirneei:gn |

nvest ment

Risky Areas

Products' Liquidity, Product Property, Mortgage Procedure

Dynamic Pledge

Chattel mortgage,
Barter Transaction

Stable Inventory, Same Products
Categories, Easy to Value

Logistics Supervision, Salability of Replacement Products

Standard Warehouse Receipts
Pledge

Standard Warehouse
Receipts Mortgage

Hedging in Future Market

Risk of Speculation,
Compensation Mechanism of Falling Price

Ordinary Warehouse Receipts
Pledge

Non-Standard Warehouse
Receipts Mortgage

Other Warehouse Receipts but Not f
Future Delivery

or Credibility of Warehousing or Logistics Companies,

Liquidity of Warehouse Receipts, Pledge Endorsement

Prepayments

First Payment Then Delivery

Delivery on Recognizance

Bulk Purchase, Trying for Better
Deal/Discount

Performance Risk of Upstream Partners, Risks of Product
On the Way and Warehouse Entry

Confirming Storage

Lump Sum Payment,
Fractionated Delivery

Bulk Purchase, Trying for Better
Deal /Discount

Performance Risk of Upstream Partners

Import Letters of Credit
Pledge by Future Cargo Right

Imported Cargo Mortgage

Import Bulk Stock, Bulk Purchase,
Stable Purchase and Sales Channel

Control of Cargo Right, Risk of Cargo On the Way, Risk of
Importer's Non-Performance

Domestic Letters of Credit

Deferred Payment,

Security of Payment

Support Business between New

Trading Partners

Effectiveness of Product Right, Risks of Cross-Banks
Transaction

Commercial Acceptance Bill
with Bank Security Letter

Low Financing Cost

Long-term and Mature Business
Partners

Payment upon Maturity

Receivables

Domestic Factoring

Account Receivable

Financing

Large Amount of Receivables, Good

Financial Statements

Trade Authenticity, Receivables Authenticity and
Legitimacy, Lock up of the Receivable Account

Domestic Factoring Pool

Transferring Fractionated

Receivables

Good Transacton Period, Stable
Outstanding Receivables

Authenticity Check, Receivables Management System

Bill Pool

Centralized Management
of Bill, Bill Financing

Large Volume Flow of Bill/Note,

High Standard Financial Management

Bill Authenticity

Export Receivables Pool

Export Financing

Export Business, Good Record

Caps of the Financing, Risks of Buyers' Non-Performance

Credit by Export Insurance

Subrogation Receipt

Export & Credit Insurance

Deductible Terms, Setting up of Insurance Beneficiary

2 Chinabos
When | ooki
system is

t hat
Chii

na has

banki

ng
designed
economy.

3

ng
for

types

of

system

by the Cen

banks

Banks in China

finamaitnguirmp€lainn E&MEbsOs nidmp c it & a o

tral government to

Policy Banks

Commercial
Banks

Rural Financial
Institutions

Chi
Agricultural
(infrastructure)

na has

3

Devel
pr

key Dpeoleil oyp mean k B;aih®&lpionTdgh e B&Exlp oo f
opment

Bank
ojects
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This can be Rural credit cooperatives, bank cooper
township bamdkasni araghidosmsnded to support the devel op
SME&6s whiovearien atthe agricultorghnflad rdioasdatnie va ptp recsa car
situated. They wil/l have a much higher chance of
obtain financing throughdaofdiitceadasnkRecmiieybebahlks S
to develop and support city related activities.

China has a plethora of Coorngreenbi gzi eddu n bAtnh BSMEw hd ecrh a
significantly i mprovoec ailt sf i mlaaacdeaeyg off ddtdtsi mgvalr e
branch toCahpmraoaals. 5 di fferent types of commerci al

1. Large doamimeBask ar g& hsath snoist uteent i rely cater to |
Chinads State Owmad abhrizmeapminssegear ddeto deal wi

2.Joint Stock Compani es: These are often privat
Western bankesvewist hofgosoed vi ce.

3. City Commerci als eBtathakgd e viehleospe aanrye t ype of c¢comme

areas.
4. Rural Commercial Banks: These are used to devel
5. Foreign Financi al Irngset i ¢ luad beasl: b alnhkess et haarte S MEO sl
relationship with in their home country. I n CI
very restrictive regulations in place to prot ec¢

Commercial
Banks

f |

Large Joint-stock City Rural Foreign Financial
Commercial Commercial Commercial Commercial Institution
Nbr. of Entities: 5 Nbr. of Entities: 12 Nbr. of Entities: 144 Nbr. of Entities: 337  Nbr. of Entities: 42
Nbr. Of Staff: 1,665,973 Nbr. Of Staff; 315,585 MNbr. Of Staff: 259,261  Nbr. Of Staff: 220,042 Nbr. Of Staff: 44,560
1. Industrial and 1. CTmc 1. Bank of Beijing 1. Beijin Rural 1. Standard Chartered
Commercial Bank of 2. China Everbright Bank 2. Bank of Nanjing Commercial Bank (China) .
China (ICBC) 3. Huaxia Bank 3. Bank of Ningbo 2. Dongguan Rural 2. HSBC (China) ‘
2. Agricultural Bank of China 4. Guangfa Bank 4, Bank of Tianjin Commercial Bank 3. Deulsch'e Bank {Fhma]
(ABC) 5. Ping An Bank 5. Bank of Shanghai 3. Wuhan Rural 4. BNP Paribas :cl:una]
3. Bank of China (BC) 6. ChinaMerchants Bank 6. Bank ofJiangsH Commercial Bank 5. Ba?knf East Asia (BEA
4. Construction Bank (ccg) 7+ Shanghai Pudong 7. Bank of Shengjing 4. Guangzho‘u Rural i:!n'na} '
5. Bank of Communications Development Bank 8. Bank of Hangzhou camlmercual Bank 6. (Citibank (China) .
(BoCoM) 8. Industrial Bank 9. Bank of Guangzhou 5. WouxiRural 7. KBC Group Shanghai
9. China Minsheng Banking 10. Bank of Xiamen Commercial Bank Branch
Corporation 11. Bank of Qingdao 6. Yangzhou Rural 8. Etc.
10. Evergrowing Bank 12. Bank of Yantai Commercial Bank
11. China Zheshang Bank 13. Etc. 7. Guiyang Rural
12. Bohai Bank Commercial Bank
8  Etc

E20E4 SGE&Ntre
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I'ti mportant to note that banks and financial i nst
define what is a Small 0 rinit M eodni su nin asviez eadn ciommppaacnty .on T
other financi al i nstiattuties regale swiitnlg tth ey ancmmagny |
used to see how Chinads banking system judges an
financi al i nanidt whe chopapprcegaoh regul ation an SME

Medium Size Small Size Micro Size

Micro - Medium

Enterprises Revenue Employees or Revenue Employees or Revenue Employees or
Total Assets Total Assets Total Assets

Industry Sector

Agriculture,Forestry| AR Revenue < 200m 5~200m - 0.5m ~5m - <0.5m
Animal husbandry
sy | e Ton] aam | TP | Epore Ty
A Revenue < 800m ol & 60m Totaal Assets & 3m Tot?l Assets Revenue <3m or
Total Assets < 800n]| G 30m G 3m Total Assets <3m
Wholesale Cemployeesemo| 0 %m | TEOT| wwm | ROt eescs
Resl Cempioyeescao| 0 5m | Thap | o | TR meyessci
Tansporaton | (00 e, o | "W | o | TR moessex
warchossing | " S e 0o | TPhe | G | TRRT] eneessern
Postl poyecscanoy 0 2m | “Tae | @ | TROEE] ovessem
Lodging Cempoyessemo| b 2m | e | e | TREEU] oyesseio
Cateting Cempioyeesemo| 0 2m | TWRCT] oam | TRUT] meyesscin
Information Transmission R;;ZT;;:;’S?;’OS G 10m Ergpl;)é/ges 0 1m Emg I%ees F;‘]’;?;Z::Lnl%r
somarea T | E S T com | TWe | sosn | TRET] Mmeyeescan
Reaese | o ] 0 | T | 0 | R | o assers <oom
el s I e I v
g seee | ETPOEE NN O e | oo e | o
Otners Employees <300 Employees | | Employees| | Employees

eibangeccontimol i inhrGdiucaéai on

Over the |l ast yéahe, REBsnappreaoraeadysignificantl
currencies, <creating currency exchange risks for
curcyenis not the RMB.

One of the first decisions a company needs to make
is the decision which currency to use. Deal i ng wi
comas can be seen bel ow

Whil st the gener al expectation is for the RMB to
volatility due to the changing economic situation
exchange rate.

E20E4 SGE&Ntre
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In RMB In other Currencies
*  The RMB is expected to *  Lower interest rates
continue to appreciate *  Easier to deal with banks
against all major currencies RMB or Not *  More financial options
4

although not as fast as in the
past couple of years.

*  More flexible guarantee

dealing with
rules

] FX control is
*  Protect against forex losses inevitable. *  No FX control and Easy
*  Potential interests arbitrage access to move the cash
* Easier to do business with around

Chinese partners
* Potential tax shield

I n ChioatréMacraged by two government organi zations
and the State Administration of Foreign Exchange
cities and regularly shar eonéalel ys asneemen fSti acfef . space a

SAFE is the key point of contact for all/l daily o
policies. I Se®ahAht yaEXmeper ati ons)

As of July @%esHd 2@pal athemes in force related to ¢t}
140 regulations related to the foreign capital acc
can change often and abruptlIsy aanndd ctohnepyl eaxriet yk n o wsnA Ff
foreign currency activities i n China including

individuals, organizations and enterprises unl ess

This administhatl onatbsohasesé&dthe &activities not the
government organizations are.

Local SAFE offices have some room to interpret cur
of consistent nmacomniast @emt nlco palesr bgwl ati ons. It
|l ocal bank and SAFE office to understand what rul e
to ensure strong | ocal rel ati onnss htihpast anse esdp etcoi fhiec ac
| ocal l evel. The general nati onal principles are
achieve a freely traded RMB.

In the meanti me, we can expect nguolvteirpn nee nwa viess woofr k
its path to Whillstonhther pabhl foyward is wunpredictal
full convertibility of the RMB as a recognized gl o
32 RMB setitheemeass border trade

As China is a very important trading nation, <cross
a huge impact on the Chinese economy and domestic

E20E4 SGE&Ntre
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the Centrahagoembamkad on a path of reform to enc

easily trade with Chinese companies.
The below time |ine shows the different steps the
study to see homatCiho mal dreeguloptsi ans through a seri
modi fied through trial and error.

“Procedures of including RMB settlement in cross- “Notice about expanding the

boarder trade in governing the declaration and “Notice about RMB settlementin  pilot projects for RMB

statistics on international receipts and payment”  cross-border trade pilot projects”  settlement in cross-border trade”

Since July 6t 2009,

Jul 2009 Jul 2009 Aug 2009 Sep 2009 Dec 2009 Jun 2010 these pilot projects
have been rolled
“Rules of management of pilot “About tax refund (exemption) “Answers to questions on relevant  out and are now
projects for RMB settlementin for cross-boarder trade using business to RMB settlementin implemented
cross-border trade” RMB settlement” cross-boarder trade” nationally.
By settling cross border trade in RMB, SME6és can n
No-Del i verable Forwardppndcbenedétnt f BemowMBwhy scan s
woul d wor k.
RMB settlement to benefit from RMB appreciation &
~ Non-Deliverable Forward (NDF) to minimize FX exposure
.&\0 Using RMB as
*?‘$ guarantee to apply for
Letter of Credit .
o“’ ) ® ~ /~ Authorized
e Domestic Buyer » Banks
In China
Signed sales contract Obtain Foreign Currency using ‘ )
using RMB as USANCE L/C as guarantee and @) Obtain
settlement currency then buy Non-deliverable USANCE L/C
Forward(NDF) to hedge FX risk
N
Agencv v Banks
. Once products delivered, Outside China Not e: to av.
TF_Paymentm @ using RMB from cashing L/C onlay | otwe dh a\
foreign currency to repay the loan in foreign interesat0. B&
l currency and implement NDF

whi ch ma k e
Foreign Seller unavailabl e.

NOTE: A usance (ILdtCt)eri sofa driendaintci al instrument that sets the terms and Tymiddali lons tiloe t
terms and conditions found within the Il etter of cretdie whel debverthdet daiok sl sambuat oWwe
settl ement, and the name of the beneficiary. It is not entsupuabuétbrashanl enhveicefforethe
due for payment ,r afntd telv@in @an i me prugpmes sdead ean t he agreed

E20E4 SGE&Ntre
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I n Oct 2010, the Chinese gover nmentRelsaunchedla Arcen
( NRA) , whi cthe aild omwts cmompor ates (awmct edi sge Hod gc Kom
open an RMB settl ement account with an RMB Domes
payments and collections with their counterparties

A NBepsidenti al Account i s | aunc htetdl earse nd -b 0 |f @t & nctrioa
trade Thsiesv elraad si mi | @roirtei eAsc cwiutnht . arne B@ftdfle nar € ofmpma n nh e
allow them to open foreign currency accounts with:
Both canorbef ourseeidgnf currency deposits, currency exc
Residenti al Account requires real name registratioc
cross border traders.

The differences -Besiwkemt ibaolt hActchobeu nNonand an Off shor
overview bel ow:

0SA NRA

Applicants Non-residentindividuals and organizations Non-resident organizations

Currency Foreign Currency RMB and Foreign Currency
Account Number QSA NRA

) ‘ No specificrules from SAFE but current deposit
Interests International finance market reference rate , , ,
interest rate is set as current account deposit rate
Deposit Reserve NO YES
: No required claim for overseas transaction Claims are required for both domestic and overseas
Payment Claim , , , :
Need to claim for domestic transaction transaction
Account Management Separated from onshore account Onshore account management
Authorized domestic banks (4 banks) and foreign
Banks ( ) g Domestic banks and foreign banks in China

banks in China

Whilst this is considered to be a definite directi
Al | big commerci al banks in China have started NR;/
Residential Account will be |l aunched on a | arger s

The key advantages for corporates and SMEO6s are as

E20E4 SGE&Ntre
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f Easier to receive and pay in RMB, regar.:
f Lower transaction costs
f Increase in savings interests
f Easier account management
The Dbelow overview shows -rheoswi dteme i @ad mbaitecboinine n aaonfd
forward can assist an SME in benefitting from inte
Potential Option: Using NRA + NDF to benefit from Interest Arbitrage' and Minimize FX exposure
Q\e dransicrRMESIntS the NRA Authorized (@) “Overseas Agency”, domestic banks and overseas
*?6\ @ — Banks banks sign three party “Deposit Pledge
vi;" “%.\“c“‘“” — Aghr.e'e-lrr']ent".d Do:’;]esltic balnlzI fr;ecezets;1 the RMB
e - which is used as the loan pledge for the overseas
ans? - bank. Meanwhile, the “Overseas Agency” buys
ol — |
_— /® ® NDF products from the overseas bank to lock the
- - I exchange rate.
P — — — — — — — — — 5/ Authorized NOTE 1: To avoid hot money, an NRA is only
Agency - @ Banks allowed to have current deposit interest rate
e . Grants the loan in foreign currency Outside China (£0.35% per annum) which makes interest
aymentin . .
foreign currency (? I ® ¥ arbitrage unavailable.
Once the loan is mature, transfer the RMB from NRA to
oversea account and exchange the RMB to pay back the loan.
4 Private Equity
Private Equity (PE) is an illiquid asset ass
compani es, t hat ldrcd yndrmrmaleldy omotté® spsucbat k ed x ¢ hangei
equity fund, compared to |isted shares, cannot weas
I nvest ments are normally madé fyemrmddbum tS@meomg st
as i ncftruarset rcuan hold their investments for many dec:
ar 4
Finance
Private Equity
E
&
T owmy
2 Equipment
Finance .
g SME Banking
1= - ﬁ
- M Tance Trade Finance
s1/
Working
Capital >
Informal/ Size/ Formality Formal/ Larger

Smaller

E20E4 SGE&Ntre
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The money is raised from the | arge pools of <cash
I nsurance Companies, Pension funds, high snetthaaor t h
has developed in China for the | ast 20 years and
China. The private equity fund is only a fund ma
Partners (investors).

PE comes i ear ematn yf odrimisf such as angel i nvest ment ,
(l everaged) buyidwty.diusTherimastd yoptil gnof interest t
willing to sell a controll i ng isft ankoe stuoc ctehses onre w ainn v
t hgwi desi hecused on (growth) financing, only the f
Wor king with a PE fund can have a positive effect
t heamirgati on focused on measuring cash fl ow, i qui
ot her industry specific measures. Whi st this rep
organisation, companiesobftemeuadéeéretstomhteegbier ad
daily, weekly, mont hly, quarterly and annual repor
Whil st an angel investor could consider to invest
normally invest i m tolfe ami ¢ShviEst ILegall <PtEr 4 autnwdrs mi gt
EU SME compared to Wester nHdwernde rma nmqreea sarbd smar € nE
funds who are based in Europe, want to gain exposu
legal structure of an SME to support the expansion
Due to the currency exchange | imitations intrinsic
di fferences between RMB PE fundsl|l gndcutBDI BEstundas.
diligence requirements, reporting, et c. but have
normally provide very I|limited operational support
approach as rtelpeoyr thawe ftorei gn LPO6s.

Whil st having a private equity investor as a sha
through the future of their company before they el
i ssues is thatmeadPEof exdtwitheir investment after
from day one is on their exit which might mean t he
can either exit through an | POsahd mhleértise¢e akempa
bidder, which can be another PE fund or an indust.
wi || buy the stake of the PE investor in the case

An overview of the 150 rlievaadien g gWeinttyu rFeu nQlasp iitm | C hair
www. cvca.org.cn/ membership/ MembersList.asp

This is normally more suitable for the smaller SM|
investor is normally an individual who invests mo
creditor.

As China has many high net worth individuals, ang:t
more and more angel investwawewmt nolewshdh amdgart ed elt ewionr &k . fcau
I nvest meneg sfrcam g maalgl amounts to U0 1 million or a
capital for particul ar projects such as Wheetsing

E20E4 SGE&Ntre
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Private Equity funds are easyAngelf ilnmdv easst otrhbéesy aarree

find as they are individuals.
Whil st Angel investors are | ooking for returns, tl
exit. Al so, as they are investingheihreiirnwovesnt momtey
Angel investment is most suitaNlid sftormawmer yp eeaprlley a:
Angel Il nvestor, finding the right Angel Il nvestor
can provisdeverhdneys @perational and strategic advi ce

Limited/fast due diligence *  Could see him/her self as an executive

Is normally somebody with industry instead of an investor and be too involved

experience who can be a “mentor” in the business

Faster transaction time * Asit’s the angel investors personal money,

More flexibility with documentation he/she might become more risk averse

Flexibility with type of financing i.e. loan * Limited potential to make follow on

or equity investments

Does not require high monthly fees * Not always clear why this person invests in

Can accept to invest in a subsidiary a company.

Venture Capital investments are made by a compan)
Companies which receive vehyuyeumonlkeyt ahaveniirgal ¢

The funding happens through different financing r¢
on the funding needs of the company.

A typical venture capital i ncapti manht st sgsetsuconve !
stock in your company. This stock gives the ventur
in the event of .@ahéipgpueflatired stomkrgsrconvertible
oft he h-calndlermay be automatically triggered by cert
would convert to common stock in the event of an i

the capital structuireadbd the t@&@panytandeteoesafacil
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Growth capital funds normally invest i n mature an
transformational phase in their history but which
rampl expansion of a retail net wor k, the constructi
count , financing acquisitions, etc. Because of t
capital

As China now hasdd umatsurze dp colmpafnims t hat need ac
fund their growth, a successful growth capital in
fl ourishes.

Whereas an angel i nvestor andusi wesnd umaed € lu nadn dni tghe
team and invest in the potential of the team and t
business model with a proven management team and t
A growth capital investmé®Qd milllli omrmapid ¢s dret ibred wa
stake but always < 51%. Exit wise, both trade sal
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