Comparative Analysis of Advantages and Disadva
Enterprises (WFOEs) and Foreign Representative Offices

The establishment of a Wholly Foreign-Owned Enterprise (WFOE) and a Representative Office (RO) are two common
forms of foreign investment in China. They differ significantly in terms of functions, legal status, and operational scope.
Below is a comparative analysis of their advantages and disadvantages.

l. Wholly Foreign-Owned Enterprise (WFOE)
Advantages:
Independent Legal Entity Status

Recognized as a Chinese legal entity, capable of independently conducting business activities (e.g., production, sales,
services) with limited liability.

Broad Business Scope

Can engage in profit-generating activities (e.g., signing contracts, issuing invoices, receiving RMB revenue).

Long-Term Stability

No operational term limit (except in certain industries), making it suitable for long-term development in China.

Tax Incentives
Eligible for regional tax preferential policies (e.g., corporate income tax reductions, VAT refunds).

Hiring Flexibility
Can directly employ Chinese staff and contribute to social insurance and housing provident funds.

Disadvantages:
High Setup Threshold
Requires substantial registered capital (some industries mandate paid-in capital) and involves a complex approval

process (requiring clearance from multiple authorities such as commerce, industry and commerce, and tax bureaus).

High Operational Costs

Must bear compliance costs such as financial audits, tax filings, and social insurance contributions.

Industry Restrictions

Certain industries (e.g., education, healthcare, culture) may prohibit or restrict foreign ownership.

ll. Foreign Representative Office (RO)
Advantages:
Simplified Establishment

No registered capital required; approval process is relatively straightforward (only requires business registration and
filing).

Low-Cost Operation




Lower initial costs, suitable for market research or liaison activities.

Disadvantages:
Limited Functionality

Cannot directly engage in business operations (e.g., signing contracts, receiving payments, sales) and is restricted to
"non-profit activities” (e.g., market research, liaison coordination).

Non-Independent Legal Entity
Legal liabilities are borne by the foreign parent company, posing higher risks.

Term Limitations

Typically approved for a 3-year term, requiring periodic renewals.

Hiring Restrictions
Can only hire Chinese employees through labor dispatch agencies or employ expatriates (higher costs).

Taxation on Operational Expenses

Although ROs do not generate income, they must register with tax authorities. Most ROs are required to calculate
deemed revenue using the "expense-conversion method" and pay VAT and corporate income tax accordingly. The
formula is:

Deemed Revenue=RO’s Monthly Expenses/(1—10%—5%)

VAT Payable = Deemed Revenue x 6%
Corporate Income Tax Payable = Deemed Revenue x 15% x 25%

This means that ROs must pay VAT (for small scale tax payer), VAT can be exempted and corporate income tax based
on their expenses, regardless of whether they generate actual revenue in China. In contrast, WFOEs calculate VAT and
corporate income tax based on actual turnover.




