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ABSTRACT

Investment attraction, a crucial instrument for fostering economic advancement, inherently entails legal risks alongside the
influx of external capital and resources. These risks primarily encompass contractual, policy-related, and financial vulnerabilities.
Such risks directly impinge upon local economic trajectories and significantly affect the operational stability and return on
investment for enterprises. Consequently, it is imperative to fortify the prevention and mitigation of legal risks within the context
of investment attraction. A robust legal risk management framework, encompassing identification, early warning, control, and
response mechanisms, must be established across all facets of investment attraction to ensure the sustainability of investment
projects and to minimize the adverse consequences of legal risks.
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1 The main legal risks in investment attraction
1.1 Contract risk

In the context of investment attraction, ambiguities within contractual terms can engender divergent interpretations
during the performance phase, thereby precipitating disputes. For instance, the absence of explicit stipulations regarding
critical provisions such as subsidy mechanisms, evaluation timelines, and liabilities for contractual breaches frequently
poses significant challenges to both involved parties. A more severe consequence arises when the delineation of breach
of contract liabilities is deficient; in such instances, the aggrieved party encounters difficulties in establishing a legal
foundation for recourse, should a contractual violation occur. This situation not only impedes project progression but also
potentially culminates in litigation, resulting in substantial economic detriments for either the enterprise or the
governmental entity. Furthermore, the dynamic nature of economic conditions necessitates continuous adjustments in
the developmental trajectories and strategic positioning of certain enterprises, which, in turn, can adversely affect project
commencement, potentially leading to indefinite delays ™.

1.2 Political risk

Fluctuations within the policy environment, particularly the ambiguity inherent in legal and regulatory frameworks,
frequently exert heightened pressure on investors. Specifically, during the investment attraction phase, governmental
bodies may enact novel policies or modify extant ones, thereby directly impacting enterprises' operational models and
anticipated profitability. Accelerated policy shifts or a lack of transparency can impede investors' capacity to make
informed decisions, potentially leading to the forfeiture of optimal investment prospects. Furthermore, a discernible
information asymmetry often exists between governmental investment promotion agencies and the technological and
market development frontiers of enterprises. Consequently, unclear local regulations or policies may engender
implementation challenges for businesses ™.

1.3 Financing financial risk

Enterprises, in their pursuit of capital, may exhibit an overreliance on debt financing, thereby engendering elevated
debt-to-equity ratios. Such financial structures render them vulnerable to market volatility and potential liquidity crises,
which can subsequently impede operational continuity. Furthermore, the misappropriation of invested capital, deviating
from the stipulated objectives, can precipitate project failures or inequitable distribution of returns, thereby fostering
investor discontent and legal challenges, particularly among stakeholders such as governmental entities, state-owned
assets, and investment institutions. Vigilance and proactive risk mitigation are imperative to ensure that substantial
resource allocations yield commensurate returns and demonstrable efficacy, thereby averting potential financial losses .
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1.4 Taxrisk

Alterations in fiscal policy exert a direct influence on the profitability and operational expenditures of enterprises.
Abrupt adjustments to tax regulations, particularly modifications to tax rates, can impose significant burdens on entities
with substantial capital investments. For instance, the preferential tax policies implemented by local governments for
investment enterprises are subject to potential revisions, thereby potentially negating anticipated tax reductions and
exemptions, and consequently generating unforeseen financial strain. Furthermore, issues pertaining to tax compliance
may engender complications for enterprises. Non-compliance with timely tax payments or the absence of judicious tax
planning may result in penalties from tax authorities, potentially escalating into more severe tax disputes.

1.5 Environmental risk

In the context of increasingly rigorous environmental protection mandates, it is imperative that enterprises integrate
environmental considerations into their investment and construction endeavors. Projects entailing pollution emissions or
other environmental impacts necessitate strict adherence to pertinent environmental regulations. Non-compliance may
result in financial penalties, production suspensions imposed by environmental protection agencies, and, in severe
instances, reputational damage stemming from public scrutiny. Furthermore, the potential for regulatory imperfections in
certain regions may inadvertently facilitate non-compliant practices during project implementation, thereby exposing
enterprises to associated legal ramifications.

2 The measures of legal risk prevention and control in investment attraction
2.1 Contract administration

In the context of governmental contract execution, it is imperative that contractual stipulations are meticulously
drafted, encompassing clarity, specificity, and enforceability. These contracts must explicitly delineate the rights and
obligations of all stakeholders, with particular emphasis on critical aspects such as capital allocation, project timelines,
performance metrics, and stipulated deadlines. This precision serves to mitigate the potential for ambiguity, thereby
precluding subsequent disputes. Furthermore, the inclusion of explicit clauses pertaining to liability for breach of contract
is essential to ensure prompt accountability in the event of non-compliance. For specialized collaborative initiatives, the
government should incorporate supplementary provisions tailored to the unique circumstances of the project, including,
but not limited to, confidentiality agreements and stipulations regarding intellectual property rights, to safeguard the
interests of all parties involved and forestall future conflicts. Post-contractual execution necessitates robust oversight and
management, including periodic evaluations of contract performance, proactive identification of potential issues, and the
implementation of preventative measures to avert the escalation of problems. Moreover, the establishment of a
comprehensive contract management system, coupled with the provision of specialized training for pertinent personnel,
is crucial to ensure the professional management and monitoring of each contract, thereby minimizing legal risks.
Through this holistic approach to contract supervision, the government can facilitate the seamless progression of
investment attraction endeavors, mitigate legal disputes arising from contractual inadequacies, and bolster its executive
authority and credibility in the realm of investment promotion.

2.2 Responsible investigation

Due diligence constitutes a comprehensive governmental assessment preceding the solicitation of investment and
collaborative ventures. This process is implemented to mitigate concealed legal risks and liabilities, thereby facilitating the
identification of potential legal disputes. The objective is to diminish investment risks and forestall subsequent
complications. Prior to investment attraction, a meticulous examination of prospective partners' qualifications,
background, financial standing, and credibility is imperative. This includes scrutinizing for pending litigation, debt
encumbrances, or adverse business records that could compromise the stability and security of the collaboration. Such
due diligence provides a dependable foundation for the progression of subsequent operations. Concurrently, it is
essential to evaluate the legality of the project itself, ensuring its compliance with pertinent local laws and regulations,
particularly those concerning environmental protection, taxation, and land utilization. In the context of cross-border
investments, heightened attention must be directed towards the legal disparities between different jurisdictions to avert
cross-border legal conflicts. The preemptive comprehension of these variances is crucial, given the potential for divergent
legal requirements across nations, thereby aiding in the prevention of future legal entanglements. Furthermore, due
diligence necessitates the assessment of potential legal risks, encompassing, but not limited to, intellectual property
considerations and the applicability of specific regulatory or licensing mandates, in accordance with the "dual carbon"
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directives and implementation strategies promulgated by both national and subnational governmental entities.
Comprehensive investigation facilitates the proactive identification of potential legal vulnerabilities, enabling the
verification of partner credentials and the legal compliance of the project, thereby mitigating the probability of
investment failure. This rigorous approach underpins more informed governmental decision-making and minimizes the
potential for future complications ™.

2.3 Censorship laws and regulations

In the context of investment attraction, a rigorous legal compliance review constitutes a critical mechanism for
governmental entities to ensure the lawful and regulatory-compliant operation of enterprises, thereby mitigating
potential legal risks. This necessitates a comprehensive assessment of the prospective enterprises' qualifications, verifying
their legal registration in the place of incorporation and the possession of requisite legal documentation, including
pertinent business permits, licenses, and tax registrations. For foreign-funded enterprises, adherence to foreign
investment regulations, such as stipulations regarding foreign capital ratios and industry-specific restrictions, must also
be meticulously examined. Non-compliance or incomplete qualifications on the part of the enterprise may engender risks
of contract invalidation or operational instability. Furthermore, governmental bodies must scrutinize the contractual
agreements formulated during the investment attraction process, ensuring the legality, fairness, and enforceability of the
contractual terms, thereby effectively regulating the conduct of all involved parties. Particular emphasis should be placed
on the project's feasibility, encompassing the enterprise's financial capacity, technical proficiency, and reliability in
fulfilling contractual obligations, to forestall potential economic losses or legal disputes arising from breaches of contract.
Given the escalating significance of environmental protection laws and social responsibility, governmental reviews must
encompass the enterprises' compliance with relevant environmental protection standards, labor and employment
regulations, and social responsibility mandates. Non-compliance with environmental regulations may result in severe
repercussions, including project suspension and financial penalties, thereby impacting the government's investment
attraction efforts and the sustainable development of the project. Concurrently, governmental entities must scrutinize the
tax compliance of enterprises, ensuring adherence to tax filing regulations to prevent tax evasion through illicit means,
which could result in financial losses and legal risks. Moreover, a thorough review of the enterprises’ financial status is
imperative to identify any instances of financial fraud or debt-related issues, thereby precluding the selection of
financially unsound partners. Finally, the establishment of an anti-corruption compliance review mechanism is essential
to proactively mitigate legal risks and ensure the seamless execution of the project.

2.4 Legalrisk early warning mechanisms

Early warning mechanisms facilitate the timely identification of potential legal risks, enabling proactive mitigation
strategies. These mechanisms, predicated on preemptive risk assessment and the containment of issues, leverage data
surveillance, routine inspections, and legal consultation. This is actualized through interdepartmental collaboration,
monitoring key metrics such as investment, output value, and tax revenue, thereby providing early warnings for
anomalous enterprises. Concurrently, governmental bodies should institute a comprehensive inspection protocol,
encompassing all project facets, including construction progress, environmental safeguards, and production safety.
During these inspections, in-depth dialogues with enterprises are crucial to ascertain implementation challenges and
requirements, thereby facilitating the early detection of nascent problems. Throughout the project lifecycle—negotiation,
decision-making, implementation, and operation—rigorous scrutiny of investor qualifications and project contracts is
conducted via legal consultation. This ensures access to expert counsel and the timely formulation of appropriate
solutions to potential legal issues, thus averting disruptions to project advancement stemming from legal disputes.

3 Implementation and safeguards for legal risk prevention and control
3.1 Formation and collaboration of specialised legal teams

To facilitate the seamless advancement of investment initiatives within a legally sound framework, the establishment
of a proficient legal team is imperative. Initially, the team's composition should mandate a robust legal professional
foundation, coupled with extensive practical experience across diverse domains, particularly those pertinent to
investment law, including but not limited to contract law, intellectual property law, and tax law. Furthermore, the team
must incorporate legal experts possessing comprehensive knowledge of governmental policies, local statutes, and
industry-specific regulatory stipulations, thereby ensuring strict adherence to both national and regional legal mandates
throughout the investment lifecycle. Concurrently, the effective collaboration of this professional legal team is of
paramount importance, especially during the preliminary stages of investment promotion, where close cooperation with
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governmental investment departments is essential to ensure alignment between investment policies and the prevailing
legal framework. Throughout the project's progression, the legal team must also maintain continuous communication
with enterprise investors, proactively identifying potential legal risks to facilitate early warning and preventative
measures. Through consistent dialogue and collaborative efforts, the legal team can dynamically adjust risk mitigation
strategies in response to project developments, thereby ensuring the effective management of legal vulnerabilities.
Moreover, the team should cultivate collaborative relationships with local governmental bodies, industry associations,
and other pertinent organizations to establish a multi-faceted legal protection system. This multi-tiered and multi-
directional cooperative mechanism will enable the comprehensive identification and mitigation of various legal risks,
thereby ensuring the healthy and stable advancement of investment projects within the established legal parameters.

3.2 Legal training and risk awareness development for project managers

Given their pivotal role in project execution and advancement, project managers must be acutely aware of risk
mitigation. Consistent legal training is crucial for equipping project managers with a thorough comprehension of
pertinent statutes and regulations, particularly those concerning investment, land utilization, environmental
conservation, and labor practices. This training enhances their capacity to identify potential legal vulnerabilities. The
curriculum should encompass a multifaceted approach, including the legal stipulations of investment agreements, the
legal architecture for intellectual property safeguarding, and land and environmental regulations. Project managers must
possess a comprehensive understanding of the diverse legal challenges that may arise during investment promotion and
their corresponding resolutions. Furthermore, the training should underscore legal accountabilities and obligations,
ensuring that managers are cognizant of the ramifications of non-compliance, thereby fostering a culture of legal
adherence. Beyond fundamental legal instruction, project managers should regularly participate in specialized lectures or
seminars led by legal professionals to stay abreast of the latest legal advancements and policy modifications. Such
continuous legal education is instrumental in maintaining managerial vigilance throughout the investment attraction
process, facilitating the early detection and prevention of potential legal risks, and ultimately ensuring the seamless
progression of project management.

3.3 Mechanisms for cooperation between the government and legal institutions

In the capacity of spearheading investment attraction initiatives, the government must institute a robust legal and
policy framework, meticulously aligned with the exigencies of local economic advancement, while concurrently
orchestrating inter-departmental and inter-institutional legal collaboration. Establishing a sustained partnership with
specialized legal entities is imperative to furnish the government with comprehensive legal counsel, encompassing
contract scrutiny, legal advisories, and ancillary support. This collaborative paradigm should transcend the confines of
mere communication between governmental investment promotion departments and legal institutions, necessitating
integration with the local judiciary, procuratorate, and courts. For instance, in domains characterized by heightened
sensitivity, such as land transfers and environmental protection approvals, the government can ensure the thoroughness
and precision of legal review processes through strategic alliances with legal institutions, thereby mitigating potential
risks stemming from regulatory ambiguities or legal lacunae. Furthermore, the government should collaborate with legal
institutions to formulate and implement a legal risk assessment mechanism. At various project phases, legal institutions
can assist the government in conducting comprehensive legal risk assessments, providing preemptive advisories and
early warnings. This mechanism enables the government to proactively identify and address potential legal disputes,
thereby fortifying the legal safeguards underpinning investment promotion endeavors.

4 Conclusion

In the capacity of spearheading investment attraction initiatives, the government must institute a robust legal and
policy framework, meticulously aligned with the exigencies of local economic advancement, while concurrently
orchestrating inter-departmental and inter-institutional legal collaboration. Establishing a sustained partnership with
specialized legal entities is imperative to furnish the government with comprehensive legal counsel, encompassing
contract scrutiny, legal advisories, and ancillary support. This collaborative paradigm should transcend the confines of
mere communication between governmental investment promotion departments and legal institutions, necessitating
integration with the local judiciary, procuratorate, and courts. For instance, in domains characterized by heightened
sensitivity, such as land transfers and environmental protection approvals, the government can ensure the thoroughness
and precision of legal review processes through strategic alliances with legal institutions, thereby mitigating potential
risks stemming from regulatory ambiguities or legal lacunae. Furthermore, the government should collaborate with legal
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institutions to formulate and implement a legal risk assessment mechanism. At various project phases, legal institutions
can assist the government in conducting comprehensive legal risk assessments, providing preemptive advisories and
early warnings. This mechanism enables the government to proactively identify and address potential legal disputes,
thereby fortifying the legal safeguards underpinning investment promotion endeavors.
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