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Readers should be aware that both legally and linguistically the only authoritative text of the
Measures is the Chinese version. A translator is often required to make imperfect choices in
preparing a translation. A translation is thus also an interpretation of these Measures. For this
reason we have included the original Chinese text. The translated text has been provided as a
guide only. For more complete answers with regard to the interpretation of these Measures
readers should consult the Chinese text and a lawyer familiar with the two languages and the two
systems of law.
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The “Commercial Franchise Registration Administrative Measures,” which were adopted
at the 56 Inter-Departmental Meeting2 of the Ministry of Commerce of the People’s
Republic of China (MOFCOM) on November 7, 2011, are hereby promulgated and

come into force as of February 1, 2012. The “Commercial Franchise Registration

Administrative Measures,” (Ministry of Commerce 2007 Decree No.15) will be
annulled at the same time.

il PR
Minister: Chen Deming

2011 4F 12 1 12 H
December 12, 2011

' The Chinese phrase “#% %< (bei an) literally means to “set up a file” and accordingly these Measures are
often translated as the “Commercial Franchise Filing Administrative Measures.” However we feel that in
this context, and for a non-Chinese audience, the word “register” better conveys the meaning.

* The Chinese phrase “#454%” (bu wu hui) is a common and somewhat vague phrase and indicates a
regular meeting within the particular Minstry.
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Commercial Franchise Registration Administrative Measures
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Article 1 These Measures are formulated in accordance with the Commercial
Franchise Administration Regulation (hereinafter referred to as the “Regulation”) for the
purpose of strengthening the administration of commercial franchise operations and
regulating the market order of franchise operations.
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Article 2 These Measures apply to commercial franchise activities conducted within
the People’s Republic of China.”
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Article 3 MOFCOM and the Commerce Departments of each province, autonomous
region and municipality directly under the central government” are the relevant

? Under the principle of “one country, two systems” the Hong Kong and Macau Special Administrative
Regions have their own separate legal systems, even though they are within the boundaries of the People’s
Republic of China. Article 5 of the basic laws of the two regions state that “The socialist system and
policies shall not be practised in the [Hong Kong or Macau respectively] Special Administrative Region,
and the previous capitalist system and way of life shall remain unchanged for 50 years.” Accordingly these
Measures do not apply in Hong Kong SAR and Macau SAR. Also see Article 17 of these Measures.

* The second level of government in China consists of 22 provinces (Heilongjiang, Jilin, Liaoning, Hebei,
Henan, Anhui, Shandong, Jiangsu, Zhejiang, Shanxi, Shaanxi, Hubei, Hunan, Jiangxi, Fujian, Guangdong,
Hainan, Sichuan, Yunnan, Guizhou, Gansu and Qinghai); five autonomous regions (Ningxia, Inner
Mongolia, Guangxi, Xinjiang and Tibet); and four municipalities directly under the authority of the central
government (Beijing, Tianjin, Shanghai and Chongqing). China is a unitary state and there is accordingly
only a limited division of powers compared to what is found in federal states such as Canada, Germany and



administrative authorities for the registration of commercial franchises. Where a
franchisor engages in commercial franchise operations within the territorial scope of a
province, autonomous region or municipality directly under the central government, the
franchisor shall register with the Commerce Department of the respective province,
autonomous region or municipality directly under the central government where it is
located. Where a franchisor engages in commercial franchise operations across the
territorial boundaries of a province, autonomous region or municipality under the central
government, the franchisor shall register with MOFCOM.

A national network shall be used for commercial franchise registrations. Franchisors who
meet the requirements of the provisions of the Commercial Franchise Administrative
Regulation shall register through the franchise business information management system
set up by MOFCOM.
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Article 4 Where a franchisor engages in commercial franchise operations across the
territorial boundaries of a province, autonomous region or municipality under the central
government, according to relevant regulations, MOFCOM has discretion to delegate the
registration applications to the commercial departments of a province, autonomous region
or municipality directly under the central government. The above-mentioned departments
shall complete the registration themselves and are not allowed to further delegate the
registration to any other individuals or entities.

If the above-mentioned entities fail to fulfill their obligations with respect to franchise
registrations, MOFCOM may deal with the registration applications directly.
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the United States. Each subordinate level of government can exercise the same powers as the national level
government (with certain exceptions) provided that they do not contradict or conflict with the laws and
regulations adopted by a superior level of government. See China’s %&7% (xian fa or Constitution) and in
particular Article 100, and the T4 A [RILHI[E 377575 (Zhonghua Renmin Gongheguo Lifa Fa —
Legislation Law of the People’s Republic of China, adopted at the Third Session of the Ninth National
People’s Congress on March 15, 2000 that came into force on July 1, 2000, and in particular Chapter 2 of
that Law.



Article 5 Any entity or individual may report a breach of these Measures to the relevant
commerce departments. Relevant commerce departments shall deal with such reports
according to relevant laws and regulations.
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Article 6 Franchisors applying for registration shall submit the following items to the
relevant registration authority:

(1) The basic information about the commercial franchise system.

(2) The location of all of the franchisee stores within China.

(3) The franchisor’s marketing plan.

(4) Business license of the legal entity’ or any other entity qualification certificate.

(5) Registration certificates of the trademarks, patents and operational resources
relating to the franchise system.

(6) Evidentiary documents that satisfy the requirements of Article 7, second
paragraph, of the Regulation.’

The preceding paragraph does not apply to franchisors who had already
engaged in franchise operations prior to May 1, 2007.

(7) The first franchise agreement concluded between the franchisor and a
franchisee in China.

(8) A sample franchise agreement.

(9) The table of contents of the franchise operations manual (the number of pages
of each chapter and the total number of pages in the manual shall be indicated.
Where such manual is provided on an internal web site of the franchise
system, an estimate of the number of pages in a print-out shall be indicated).

(10) Where national laws and regulations require prior approval to offer the
product or service to be franchised, the franchisor shall submit an approval
document from the relevant administrative authority.

Foreign investment enterprises shall also submit <Approval Certificate of
Establishment of Foreign Investment Enterprises>, which shall include
“engage in business activities in the form of franchise” into its business scope

(11) The franchisor shall provide an undertaking’ signed by its legal
representative® and stamped with the franchisor’s corporate seal.

> This may also be translated as “juristic person.”

® This refers to the requirements to have operated two company-owned locations for one year.
7 This is an undertaking to comply with the law. A sample form as prepared by the Shanghai Chain
Management Association is provided in Annex 1.



(12) Other documents deemed necessary by the registration government agencies.
If the above documents are issued or produced overseas, such documents
(together with a Chinese translation) shall be notarized by a local notary
public and authenticated by the Chinese Embassy or Consulate, or follow the
procedures in the agreements between China and the above foreign countries.
For cases in Hong Kong, Macau and Taiwan, relevant procedures should be
followed.
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Article 7 Franchisors shall apply for registration to the relevant Commerce
Department within 15 days of concluding their first franchise agreement in China.
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Article 8 Where there is a change in the registration information of a franchisor,
the franchisor shall within 30 days of the change apply to the registration authority to

have the registration amended.

(D Franchisor’s registration information with relevant industry and
commerce departments;

2) Information of business resources;

3) The distribution of all franchisees’ stores in China.

® Each corporation in China must have a “V% 524 # A" (fading daibiao ren) a person with broad powers
and potentially significant liability as the agent for the corporation. The name of the person should appear
on the business license (/ML or yingye zhizhao) of the corporation. This individual can sign for the
corporation. It does not refer to the lawyers for the franchisor. For further information see Neal Stender,
William Soileau & Yan Zeng, “Representative Roulette- Individual and Corporate Risks & Precautions
Affected by China Law Changes,” March 2007 Amcham China Brief. Available online at
http://www.orrick.com/fileupload/1146.pdf .
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Article 9 Franchisors shall, prior to March 31 in each year, submit to the
registration authority the information about franchise agreements concluded, revoked,
terminated and renewed during the previous year.
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Article 10 Franchisors shall faithfully complete all items required for registration
and ensure that the information submitted is truthful, accurate and complete.
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Article 11 The registration authority shall, within 10 days after receiving the
documents and materials prescribed in Article 6 of these Measures, complete the
registration formalities and publicly announce the registration in the Business Franchise
Information Management System of MOFCOM.

Where the documents or materials submitted by the franchisor are incomplete, the
registration authority may require supplemental submissions within 7 days. On receipt

from the franchisor of all of the supplemental documents and materials that it required it
shall complete the registration within 10 days.
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Article 12 Where any of the following circumstances apply to a franchisor who
has completed the registration procedures, the relevant Commerce Department may
cancel the registration and make a public announcement of the same in the Business
Franchise Information Management System of MOFCOM.

(1) The franchisor revokes its registration with relevant industry and commerce
departments on its own initiative or the franchisor’s business license is
revoked by the relevant registration authority due to its illegal business
operations.

(2) The registration authority receives advice from a judicial authority proposing
a revocation of the registration because of the franchisor’s illegal business
operations.

(3) It is found upon investigation that the franchisor concealed relevant
information or provided false information, which has caused significant
influence.

(4) The franchisor cancels the registration on its own initiative.

(5) Other circumstances where the revocation of the registration is required.
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Article 13 The relevant commerce departments of the provinces, autonomous
regions and municipalities directly under the central government shall report all
registrations and cancellations of registrations to the Ministry of Commerce within 10
days.
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Article 14 The registration authority shall completely and accurately record and
maintain the franchisor’s submissions, and shall maintain the confidentiality of the
franchisor’s commercial secrets in accordance with the law.



Commercial departments of each province, autonomous region and municipality
directly under the central government or cities with districts, where franchisors are
located, may issue Franchise Registration Certificate to franchisors.

Bt AR EE R E S R E ARG AL, M E .

) RN AR R M S5 A R E M R b . A LA
LA PAREAE B

QOIS A1NILEE SR

(=) Frr NI e &8 G bk SR e R A4 .

CPYD [ 58 Y A= i aeir VRN IR Al 23 A 1 Do

Article 15 The general public shall have access to the following information in
the Business Franchise Information Management System of MOFCOM.:

(1) the franchisor’s business name, registered trademarks, business logo, patents,
technical know how and operational resources relating to the franchise system.

(2) the franchisor’s registration date.

(3) the franchisor’s legal address, contact information, and the name of the legal
representative’ of the franchisor.

(4) the business address and distribution of all the franchisees in China.
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Article 16 Where the franchisor does not comply and fails to register as required
by the Regulation and these Measures, the commercial administration authority of the
State Council and the relevant Commerce Department of the People’s Government of
each province, autonomous region, or municipality directly under the administration of
the central government or cities with districts shall order registration within a specified
period of time, and that a fine of not less than 10,000 RMB and not more than 50,000
RMB.'® Where the franchisor fails to register within such specified period of time, a fine
of not less than 50,000 RMB and not more than 100,000 RMB!! shall be imposed and a
public announcement shall be made.

? See supra note 9.
10 From about $1,582.76 USD to about $7,913.81 USD at the December 29, 2011 conversion rate.

" From about $7,913.81 USD to about $15,827.62 USD at the December 29, 201 1conversion rate.
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Article 17 Where the franchisor breaches Article 9 of these Measures,12 the
registration authority shall order compliance and may impose a fine of not more than
10,000 RMB." If the circumstances are serious it may impose a fine of not less than
10,000 RMB and not more than 50,000 RMB'* and a public announcement shall be made.
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Article 18 Franchisors from outside China engaging in franchise operations in
China shall be governed by these Measures. Franchisors from Hong Kong SAR, Macau
SAR, and Taiwan Region shall be governed by these Measures by analogy.
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Article 19 The national trade association' shall assist the relevant

administrative units of the government with the registrations. It shall also completely
fulfill its co-ordination function and strengthen self discipline in the franchise industry.
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Article 20 The Ministry of Commerce of the People’s Republic of China is responsible
for the interpretation of these Measures.
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"2 This refers to the requirement for a franchisor to annually update its registration.
13 About $1,582.76 USD at the December 29, 2011 conversion rate.

' From about $1,582.76 USD to about $7,913.81 USD at the December 29, 2011 conversion rate.

15 The P [ 48 2875 P2 — zhongguo liansuo jingying xiehui or China Chain Store & Franchise
Association (“CCFA”).
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Article 21 This regulation comes into force as of February 1, 2012. The
“Commercial Franchise Registration Administrative Measures,” (Ministry of Commerce
2007 Decree No.15) will be annulled at the same time.
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