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China is increasingly interested in Central and Eastern European trade, but investors will have to navigate
changing financial and regulatory currents in this surprisingly diverse region, writes George W Russell
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With its traditional markets such as the US and the EU
members stuck in neutral, the economies of Central and
Eastern Europe (CEE) are hoping the China powerhouse will
help drive them out of their rut.

China has signalled it is increasingly interested in CEE.
The attractions include low taxes, a well educated workforce
but with factory wages about a fifth of those in Germany, and
access to the EU single market. That makes the region an ideal
bridgehead into the rest of Europe.

In August this year, Premier Li Kegiang visited Serbia, saying
the government would support Chinese companies investing in
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Bulgarian cheese. The dairy industry is being promoted with limited success.
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the region, and welcoming more products from those countries
into the Chinese market. Last year, Beijing promised a US$10
billion credit line to the region for joint investment projects in
infrastructure and technology.

Last year, as deputy premier, Li signed seven deals in
Hungary, including a US$1 billion credit line for major infra-
structure projects, including a Chinese-built airport express
rail link for Budapest. A number of other developments have
occurred recently. For example, Cosco, the Chinese shipping
giant, has started talks on a US$1 billion investment in the
Adriatic port of Rijeka and has expressed interest in the
Bulgarian ports of Varna and Burgas.

In February 2013, production started at the first Chi-
nese-owned passenger car plant in the EU, the Great Wall
Motors complex at Bahovitsa, in northern Bulgaria. The
same month saw China complete its biggest investment to
date in Poland.

Law firms are optimistic that such developments add up to
a general positive trend. “We are very hopeful for the future,”
says Stanley Jia, chief representative of the Beijing office of
Baker & McKenzie.

Still, the region could face an uphill battle gaining a sizeable
proportion of China's declining external investment, especially
as Chinese companies are increasingly focused on acquiring
companies that can exchange technology and provide brand
positioning. That means targets in Western Europe and North
America, such as the recent successful move on Smithfield
Foods, a giant American pork producer.

Although trade between the 16 CEE countries and China
grew an average of 27.6% annually between 2001 and 2011,
Chinese imports into the region outweigh exports going the
other way by a factor of 10 to one.

CEE countries will continue to court Chinese investment.
However, they won’t be reassured by recent data: the total
value of outbound investment by Chinese entities fell by
more than a third to US$27.6 billion in the first six months
of 2013, compared with US$41.5 billion in the six months
that ended December 2012, according to a recent report by
PricewaterhouseCoopers, an international business consult-
ing firm.

Sofarit hasn’t been easy to identify CEE products in demand.
“Poland, as well as rest of the Central and Eastern European
countries have not too much to offer to China,” observes
Aleksander Stuglik, managing partner of KBZ Zuradzka &
Partners in Katowice, an industrial city in southern Poland. He
suggests that food might be “the light in the tunnel” towards
the 1.2-billion-strong Chinese consumer market. “We can offer
Chinese consumers good quality food product like meat and
meat products, and processed vegetables.”

Bulgarians are pushing their dairy and fruit industries
with limited success, mainly due to Chinese unfamiliarity.
Romania, meanwhile, might be on the verge of accessing
China’s beef and pork market. Stuglik says Polish meat and
vegetables, and Hungarian wine and sausages, could soon be
on the Chinese menu. That, perhaps, could make the China
trade more palatable.

In the following pages, China Business Law Journal looks at
significant Chinese investments — actual and proposed — in the
nine most important CEE economies, while law firms in those
jurisdictions examine recent developments in the legal and
regulatory fields.
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Generally, there has been a slow
but steady increase of Chinese
investments in Bulgaria

Tzvetoslav Mitev
Georgiev Todorov & Co
=

ZAFIE

Lawyer

Georgiev Todorov & Co
Sofia

BULGARIA
(Population: 7.3 million, GDP US$51 billion)

One of the smallest and poorest economies in the region,
Bulgaria has struggled to modernise since its separation from
the Soviet bloc in the 1990s, and its admission to the EU in
2007. While Chinese companies have stepped up investments
in the country, these have for the most part been confined to
leasing agricultural land.

“Generally, there has been a slow but steady increase of
Chinese investments in Bulgaria over the past several years,”
notes Tzvetoslav Mitev, a lawyer with Georgiev Todorov & Co
Law Offices in the Bulgarian capital, Sofia. There is increas-
ing interest from Chinese companies in the automotive parts
industry, he adds.

Bulgarian businesses have had bad experiences with some
Chinese companies — such as sea sand substituted for building
materials — and legal redress has been difficult to achieve.
“We believe that this is just a temporary situation until both
countries get deeper acquainted with each other’s cultural dif-
ferences and legal systems,” Mitev says.

For its part, Bulgaria has promised to amend its laws to
facilitate foreign investment and align its legislation with EU
standards. In June 2013, Bulgaria’s Minister of Investment
Planning, Ivan Danov, announced 80 laws would be changed to
promote foreign investment.

From 1 January 2013, amended public-private partnership
laws took effect to create a commercial and legal environment
for the implementation of large-scale infrastructure projects.
“Such a legislative measure is a significant step forward to at-
tracting foreign investment,” says Mitev.

CZECH REPUBLIC
(Population 10.5 million, GDP US$229 billion)

The Czech Republic is the second-largest, and one of the
most modern, economies in CEE. However, its relatively high
costs have discouraged bargain hunting Chinese investors.
The country was pointedly left out of the US$10 billion credit
line announced last year — its governments have too vocally
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supported Tibetan independence — but China Mobile is widely
believed to be interested in entering the Czech cellular phone
market, while telecoms infrastructure giants Huawei and ZTE
have been lobbying for equipment contracts.

Chinese investors have also been closely watching the
wholesale changes to the Czech legal system. From 1 January
2014, the new Civil Code, Act on Commercial Corporations,
and Act on Private International Law all come into force after
12 years of redrafting. “This new modern legislation will help
all foreign investors to find a reliable basis for their investments
here,” says Daniel Weinhold, managing partner at Weinhold
Legal in Prague.

The Czech Commercial Code will be abolished from the end
of 2013 and many of its provisions will be re-integrated into
the new Civil Code, including general provisions on commercial
secrets, business names and the regulation of certain contracts
and liability. A revised Labour Code introduced from August
2013 will allow employers to create more flexible workforces.

Chinese investment began to prosper in 1998 when the in-
troduction of investment incentives stimulated a massive inflow
of foreign direct investment into greenfield projects. “The
Czech Republic’s accession to the EU in 2004 and the amend-
ments to the investment-incentives legislation have further
boosted investment,” says Michal Kroft, managing partner with
NWD Legal in Prague.

Once the new codes are in place, law firms hope to further
assist Czech and Chinese companies. “We represent Chinese
clients in several contentious matters in the Czech Republic,”
says Weinhold. “Furthermore, we helped in respect of some
transaction opportunities which have not been completed yet.”

ESTONIA
(Population 1.3 million, GDP US$22 billion)

Estonia is often billed as the EU nation closest to China.
While one of the smallest EU members — it joined the union
in 2004 and adopted the euro in 2011 — the Baltic nation has
aroused outsized interest from Chinese investors.

Estonia’s free-market philosophies and focus on high-tech
industries mean much of the country is ripe for development.
Law firms suggest many areas could be open for privatisation,
with few restrictions on foreign investment.

Potential targets include the natural gas transmission
system network, the Port of Tallinn, Estonian Post, the EVR
Cargo railway transport company, Estonian Air, and integrat-
ing Rail Baltica, which links Estonia with the rest of the Baltic
states, Finland and Poland, with the rest of the European
railway network.

Energy is a particular draw, given the continuing liberalisa-
tion of markets. “The opening of the electricity and gas markets
has created the possibility of new entrants, as well as a need for
new supply sources,” observes Karin Madisson, a partner in the
Tallinn office of the regional law firm Sorainen.

In April 2013, Jilin New Energy Investment signed a deal
announced last year to invest €130 million (US$172.3 million)
in renewable energy projects in Estonia. Jilin New Energy said
it would set up its European headquarters in the Baltic nation,
citing its favourable location, strong renewable energy industry
and political stability. (Jilin province opened a trade office in
Tallinn in July 2013). Last year, Sinopec Kantons bought a 50%
stake in Mercuria Energy Group’s Vesta Terminals oil storage
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unit for €128.6 million. While much of the Vesta holdings are
in the Netherlands, a significant portion is in Estonia. De Brauw
Blackstone Westbroek and Vinson & Elkins advised Sinopec
Kantons, while Clifford Chance represented the sellers.

Chinese companies are now able to send senior technical
employees to Estonia. A legal amendment in June 2013 makes
it easier to bring foreign highly qualified workers and scientists
to Estonia on a temporary basis.

Estonia is also emerging as a transit point for Chinese-EU in-
vestment. Sorainen advised a British retail and trade company
on the importation of replica design furniture from China to end
users in the EU through Estonia.

HUNGARY
(Population 10 million, GDP US$126 billion)

Hungary is one of the few countries in the region for
which trade with the Asia-Pacific region is an explicit
foreign policy objective. It is also the only CEE country that
has attracted a total of more than €1 billion of Chinese
foreign direct investment.

Much of that investment comes from the 2011 acquisition of
isocyanate maker BorsodChem by the Wanhua Group, based in
Yantai, Shandong province, for €1.2 billion. Allen & Overy and
Llinks advised Wanhua internationally and in China, respec-
tively. Wanhua has pledged further investments of €1.6 billion
in the next seven years.

Hungary’s geography is helpful for Chinese investors, law
firms point out. “Hungary is centrally located in respect of
southern and western Europe,” says Zoltan Hegymegi-Barak-
onyi, a partner with Baker & McKenzie in Budapest, which was
also involved in the BorsodChem acquisition. He adds Hungary
is much cheaper than Germany and Austria, yet has excellent
infrastructure.

The Opening Towards the East policy initiative, launched to
counter the downturn in Western Europe, is aimed at Russia
and beyond, including China and its neighbours. “In the past
couple of years, Hungary has become a centre for Chinese
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investment,” says Akos Erés, the managing partner of the
Budapest office at Squire Sanders.

Last year, a package of co-operative agreements in the
finance, agricultural, small and medium-sized enterprises and
information technology sectors were signed between Hungary
and major Chinese companies such as the China Development
Bank, Huawei and ZTE, aiming to spur economic development.

The Hungarian government also plans to open a trade office
in Beijing this year and announced it intends to reopen its
consulate general in Hong Kong. “Hungary is trying its best to
provide a business environment as favourable as possible for
Chinese business,” Er6s adds.

Squire Sanders is advising the Hungarian operations of a
Chinese petrochemical giant in connection with anti-dumping
matters, and providing services to a Chinese vehicle manufac-
turer in connection with the establishment of its commercial
representative office in Hungary.

Huawei has been another keen investor in Hungary. “The
favoured position of Chinese investors is evidenced by the fact
that China is Hungary's largest trade partner outside the EU,
and that the largest destination for Chinese investments in CEE
is actually Hungary,” Erés points out.

LATVIA
(Population 2 million, GDP US$28 billion)

Chinese investment in Latvia lags behind Estonia, but both
sides see potential given the country’s central location between
Russia and Scandinavia, and its protected Baltic coast around
the Gulf of Riga.

Chinese logistics companies have exhibited a good deal of
interest in establishing branch offices in Latvia. “We are very
much oriented in international traffic,” Edgars Suna, director
of the Freeport of Riga, told a recent China investment confer-
ence. “The most important products, such as energy, pass
through Latvian ports.”

Chinese companies are interested in Latvia’'s metals, par-
ticularly copper waste and scrap, aluminium scrap, and iron
and steel products. Chinese bidders are reportedly interested
in investing in the financially beleaguered Liepajas Metalurgs,
the largest Baltic smelting operation.

Lawyers say the slowdown in Western Europe and North
America has refocused Latvia’s foreign investment objectives.
A Latvian trade office opened in Beijing last year.

“One of the current key objectives of Latvia is the attraction
of foreign direct investment, recognised by the Latvian govern-
ment as an important tool for successful economic recovery,”
says Girts Rada, a partner in the Riga office of Sorainen.

Recently a law was enacted allowing foreigners to obtain
temporary residence in Latvia through investments in subor-
dinated capital or in share capital of a company registered in
Latvia, or via acquisition of real estate directly.

Some Chinese investors have already taken advantage of the
change with Sorainen advising a Hong Kong-based consulting
company on tax and residence permit issues in Latvia.

LITHUANIA
(Population 3 million, GDP US$42 billion)

Lithuania may not be as well-wired as Estonia, but Chinese
investors value its world-class business infrastructure, such
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as telecommunications and transport. It also has a highly
educated and skilled workforce, of which 90% speak at least
one foreign language. “The combination of dynamic economic
growth, liberal tax code and a strong legal framework to
protect investors presents a solid platform for successful
business in Lithuania,” says Algirdas Peks$ys, a partner in the
Vilnius office of Sorainen.

Lithuania hopes to encourage Chinese investment in its free
zones in the cities of Klaipeda and Kaunas. Last year, a memo-
randum of understanding was signed between the zones and
China CAMC Engineering, a project manager, to set up a cluster
of Chinese companies.

Although trade expands sharply each year — more than 17%
last year — Lithuania runs a large trade deficit, with its exports
totalling just 11% of the €594 million trade total recorded
in 2012. Lithuania is attempting to have its meat and dairy
products certified for export to China by the end of this year.

As with its neighbours, Lithuania has liberalised its labour
code to make it easier for highly skilled non-EU citizens to
accept temporary appointments without a work permit.

POLAND
(Population 38 million, GDP US$489 billion)

Chinese investors have been taking a long, hard look at the
largest CEE economy. Its pivotal position, between Germany
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law firm with over 340 lawyers in 13 countries and offers clients legal
advice in cross-border projects in the dynamic CEE/SEE region.
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Central & Eastern Europe
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The only industries that generate
a certain interest [in Ukraine] are
agriculture and mining
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and Russia, has drawn investment in energy, manufacturing
and services, especially as the country’s infrastructure has
been upgraded substantially since Poland joined the EU in
2004.

“Chinese investors are attracted by possible high returns
on investment, our qualified workforce, low barriers to free
trade and pro-entrepreneurial regulations that support
open-market policies,” says Pawet Halwa, a Warsaw partner
with Schoenherr.

China-Poland ties received a boost in 2011 with the signing
of a “strategic partnership declaration”. Polish legislation
passed last year offers Chinese investors a chance to conduct
their business activity in 14 special economic zones, which
contain a range of facilities and offer tax exemptions.

Changes were also made to limited liability companies last
year. The requirement to create share capital was abolished but
they are obliged to retain at least 10% of profit until accumu-
lated capital reaches 5% of liabilities. Polish employment laws
were relaxed from August 2013 with the introduction of more
flexible working hours.

These changes are designed to lure investors. “The changes
will allow employers to make working time significantly more
flexible and help to adapt the organisation of work to meet
a workplace’s current market, economic and technological
needs,” Barbara J6zZzwik, an associate with Schoenherr in
Warsaw, said of the labour code amendment.

In May, Xiangyang Automobile Bearing bought the F£T
Krasnik roller bearing factory in eastern Poland. Last year,
a Chinese investor completed its biggest investment to date
when Liugong Machinery, based in Liuzhou, Guangxi province,
bought Huta Stalowa Wola, a road machinery maker, for about
US$100 million.

“These are the first serious Chinese investments in Poland,”
notes Stuglik of KBZ Zuradzka & Partners in Katowice.
“Investor interest is growing,” he adds.

It has not been smooth sailing, even with a partner-
ship in place. Beijing-based China Overseas Engineering
Group bungled a major highway contract in Poland, missing
deadlines, mishandling finances, failing to keep proper
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Five Media Channels

FOCUS
MAGAZINE
FOCUS remains the
only national journal
aboutbusinessin VT
China publishedinthe

UK. First published

in 1964 FOCUS is
distributed to 4,000 executives in the UK and 4,000 in
China. A CBBC survey showed that on average every
copy of the magazine is read by three to four senior
business decision-makers within an organisation,
making an estimated readership of 20,000.
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already in China. With lots of informative content, the
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for promoting your business.
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services through a series
of web pages within the
BritCham website. Unlike

other advertising platforms, minisites let a company
directly manage their featured content, which is then
automatically promoted in other areas of the BritCham
website and featured in our weekly newsletter —
increasing the number of links to your website and
helping to lift your search engine ranking.
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users each month, =
the CBBC website
attracts thousands
of British companies
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planning to set up in China, or with business in China
already. The CBBC website is therefore an excellent
marketing tool for service providers targeting British
companies that want to do business in or with China.
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Every Wednesday, 6,000 = ;_

recipientsin Chinareceive =
the BritCham newsletter, face
making it an effective way
to reach British companies
based in China, especially

those in Beijing.

CONTACT US

If you would like us to promote your business, please

contact Fiona Huo, Business Development Manager by
(86 10) 85251111-ext313 and fiona.huo@chbbc.org.cn.

You can also get updates from our Sina Weibo account:
http://e.weibo.com/cbbcchina
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Central & Eastern Europe
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records and abandoning the project before completion. Still,
Chinese investment is welcome. When Shuanghui Interna-
tional paid US$4.7 billion to acquire US-based Smithfield
Foods, the world’s largest pork producers, Polish pork
suppliers bombarded the Chinese company with potential
acquisition plans.

Poland is one of the few places where businesses invest
in China: Warsaw-based Bioton, one of the world’s biggest
producers of insulin, has opened a plant in Hefei, in Anhui
province. Miller Canfield has been assisting Qingqgi Group
Ningbo Rhon Motorcycle Co. with the enforcement of its
China International Economic and Trade Arbitration Commis-
sion award in Poland. “We are also advising several Chinese
construction companies in their preparation for the big energy
generation and transportation infrastructure projects,” says
Yuan Gang, a senior counsel in Miller Canfield's corporate
practice group in New York.

ROMANIA
(Population 21 million, GDP US$169 billion)

Like Bulgaria, its fellow EU entrant in 2007, Romania
remains relatively poor and undeveloped. Its metals and
mineral resources are its main draw. As with many regional
economies, the energy sector is particularly attracting Chinese
investors. Last year, power producer Sucursala Electrocentrale
Rovinari selected China Huadian Engineering to build a €1
billion, 500-megawatt coal-fired power plant.

Bucharest firm Bostina & Associates advised the Romanian
company during the selection process, while BPV Grigorescu
Stefanica advised the Jilin, Shandong province-based China
Huadian.

Meanwhile, Lightway Green New Energy, based in Gaobeid-
ian, Hebei province, plans to spend €76 million to build a solar
photovoltaic plant in southern Romania, while negotiations
are continuing this year on possible Chinese investment in the
Cernavoda nuclear plant in eastern Romania.

UKRAINE
(Population 45 million, GDP US$176 billion)

Despite its big size, Ukraine lags in investment from China
thanks largely to a Russian-oligarch style of business op-
erations. An elite group of business owners monopolises the
markets, which discourages any form of competition and, in
turn, foreign investment.

“Chinese companies are still not much interested in the
Ukrainian market,” says Wolfram Rehbock, a partner with
Arzinger in Kiev. “The only industries that generate a certain
interest are agriculture and mining.” Fishing might be added to
the list. In August 2013, Ukraine and China signed a memoran-
dum of understanding to develop marine products co-operation
around the Crimean port of Sevastopol.

Dmitriy Marichev, of counsel at the Asters firm in Kiev says
a number of hurdles remain before investments can take off. “I
would like to see a special focus on aspects of legal protection
for foreign investors,” he says. China would also like to see a
relaxation of restrictive labour-importation laws.

For the most part, say lawyers, the Ukrainian regulatory
regime is adequate — at least on paper. “Ukraine does not lack
legislation, but rule of law,” Rehbock notes. M
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