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Abstract

This March, NPC and CPPCC were held in Beijing. There are two proposals of
particular concern in numerous proposals. Zhang Jindong, chairman of Suning
Appliance, suggested that the government should issue regulation on VIE structure as
soon as possible. Tit for tat, Robin Li, the founder of Baidu Inc, advocated the
government to relax the control of VIE, to encourage the development of enterprise
with VIE structure, and to cancel the limitation of VIE in the payment of license and
merger review. Zhang calls for supervison. On the contrary, Li appeals for
deregulation. Their opinions are entirely opposite to each other.

In the international arena, due to the structure of VIE, the famous Chinese
concept stock New Oriental encountered the SEC investigation in July 17, 2012.
Subsequently, it was shorted by Muddy Waters. Then, the market value of New
Oriental fell to only 40% of the original after two days. As aresult, the VIE structure
has become a major source of risk facing many Chinese concept stock companies.

Thus, the problem of VIE siructure has become an important economic
phenomenon in both China and foreign countries, and it should be paid more attention
to and studied. The concept of VIE originaly comes from FIN46. It refers to the
business entity controlled by the company through protocol instead of equity. Before
the birth of the VIE concept, Sina has used “protocol control” instead of “red-chip
mode” to list overseas. Then “protocol control” is named as “VIE structure’. The
paper starts from the event that New Oriental’s VIE structure suffered short in the
United States. Then, it analyzes VIE structure’'s concept, mode, establishment,
background, major risks and solutions in order to help Chinese company and

regulators.
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