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ABBREVIATIONS
the Act the Customs Act 1901
ACBPS Australian Customs and Border Protection Service
China the People’s Republic of China
CISA China Iron and Steel Association
the Commission the Anti-Dumping Commission
EPZ Export Processing Zones
FIE Foreign invested enterprise
GOC Government of China
the goods the goods the subject of the application (deep drawn

stainless steel sinks)

the investigation period

1 January 2013 to 31 December 2013

SASAC

the State-owned Assets Supervision and
Administration Commission of the State Council

SEZ Special economic zone
SIE State-owned or invested enterprise
Tasman Tasman Sinkware Pty Ltd
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THE GOODS UNDER CONSIDERATION

Goods Description

The goods under consideration (“the goods”) ie the goods exported to Australia at allegedly
at dumped prices and in receipt of subsidies, are:

deep drawn stainless steel sinks with a single deep drawn bowl! having a volume of
between 7 and 70 litres (inclusive), or multiple drawn bowls having a combined
volume of between 12 and 70 litres (inclusive), with or without integrated drain
boards, whether finished or unfinished, regardless of type of finish, gauge, or grade
of stainless steel and whether or not including accessories.

Throughout this questionnaire, the goods are referred to as ‘deep drawn stainless steel
sinks’.

Additional information

Further information in relation to the goods was provided in the application as follows.

For the purposes of the definition of the goods, the term “deep drawn” refers to a
manufacturing process using metal forming technology to produce a smooth basin
with seamless, smooth, and rounded corners. Deep drawn stainless steel sinks are
available in various shapes and configurations and may be described in a number
of ways including flush mount, top mount, or undermount (to indicate the attachment
relative to the countertop). Stainless steel sinks with multiple deep drawn bowls that
are joined through a welding operation to form one unit are covered by the scope of
the investigations. “Finished or unfinished” refers to whether or not the imported
goods have been surface treated to their intended final “finish” for sale. Typically,
finishes include brushed or polished.

Deep drawn stainless steel sinks are covered by the scope of the investigation
whether or not they are sold in conjunction with accessories such as mounting clips,
fasteners, seals, sound-deadening pads, faucets (whether attached or unattached),
strainers, strainer sets, rinsing baskets, bottom grids, or other accessories.

Excluded from the definition of the goods the subject of this application are stainless
steel sinks with fabricated bowls. Fabricated bowls do not have seamless corners,
but rather are made by notching and bending the stainless steel, and then welding
and finishing the vertical corners to form the bowls. Stainless steel sinks with
fabricated bowls may sometimes be referred to as “fabricated sinks”.

Deep drawn stainless steel sinks are commonly used in residential and non-
residential installations including in kitchens, bathrooms, utility and laundry rooms.
When used in the context of bathrooms, deep drawn stainless steel sinks may there
be referred to, for marketing purposes, as “wash basins”. As noted above, deep
drawn stainless steel sinks may, or may not, have a single (or multiple) integrated
drain board that forms part of the sink structure, designed to direct water into the
sink bowl.

Tariff classification

The goods are currently classified to the tariff subheading 7324.10.00 (statistical
code 52) of Schedule 3 to the Customs Tariff Act 1995. These goods are subject to

5% Customs duty.
10970738/4
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BACKGROUND AND GENERAL INSTRUCTIONS

1. Background

On 18 March 2014, following an application by Tasman Sinkware Pty Ltd (Tasman),
representing the Australian industry, the Anti-Dumping Commission (the Commission)
initiated:

e a dumping investigation in respect of deep drawn stainless steel sinks exported to
Australia from the People’s Republic of China (China); and

e a countervailing investigation in respect of deep drawn stainless steel sinks exported
to Australia from China.

Tasman alleged that it (representing the entirety of the Australian industry) has suffered
material injury caused by deep drawn stainless steel sinks exported to Australia from China
at dumped and subsidised prices.

The abovementioned dumping and countervailing investigation involves allegations that
there is a situation within the domestic Chinese deep drawn stainless steel sinks market
that renders sales within this market unsuitable for determining normal values under
s.269TAC(1) of the Customs Act 1901 (the Act) (i.e. that a ‘particular market situation’ exists
in this market).

A notice advising initiation of the investigation was published in The Australian on
18 March 2014. Anti-Dumping Notice (ADN) No. 2014/20 outlining the details of the
investigation and the procedures to be followed during the investigation can be accessed on
the Commission’s website at www.adcommission.gov.au.

2. Investigation period

The existence and amount of any dumping and subsidisation in relation to deep drawn
stainless steel sinks exported to Australia from China will be determined on the basis of an
investigation period of 1 January 2013 — 31 December 2013 (hereinafter referred to as ‘the
investigation period’).

The Commission will examine details of the Australian market from 1 January 2009 for
injury analysis purposes.

3. Purpose of this questionnaire

The purpose of this questionnaire is to assist the Commission to obtain the information
from the Government of China (GOC) it considers necessary for investigating:

a) the allegation that there is a particular market situation in the domestic market for
deep drawn stainless steel sinks in China; and
b) the countervailing investigation generally.

Please note that the subsidy/countervailing sections of this questionnaire focus on
identified programs that the Commission is specifically investigating at this stage. However,
the Commission may also investigate any additional subsidy program(s) that it considers
may warrant investigation if additional information comes to light in relation to further
programs.
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Any additional questions (relating to either the investigation into alleged countervailable
subsidies, or a particular market situation in China) will be posed to the GOC in the form of
supplementary questionnaires.

A separate Exporter Questionnaire will be available for Chinese exporters of deep drawn
stainless steel sinks to complete, if they chose to cooperate with the investigation. All
known exporters have been sent notification of the investigation and advice how to access
the Exporter Questionnaire.

The Exporter Questionnaire also has a section requesting information on subsidies and
market situation.

The GOC does not have to complete this questionnaire. However, if the GOC does not
respond, the Commission may be required to rely on all available information in making its
conclusions and recommendations, including:

e information supplied by other parties (including information supplied by the
Australian industry — the applicant for the anti-dumping measures);

e information gathered from other sources (including other findings of other anti-
dumping administrations); and/or

e information gathered during previous investigations into products exported from
China.

Therefore, it is considered to be in the GOC’s interests and the interest of Chinese
exporters of deep drawn stainless steel sinks, to provide a complete response.

If the GOC chooses to respond to this questionnaire, the response is due by COB
5 May 2014 [extended to 19 May 2014].

4, If you decide to respond

Should the GOC choose provide a response to this questionnaire, please note the
following.

For official use only and Public Record

If the GOC chooses to respond to this questionnaire, it is required to lodge a “for official
use only” and a “Public Record” version of the submission by the due date.

In submitting these versions, please ensure that each page of the information provided is
clearly marked either “FOR OFFICIAL USE ONLY” or “PUBLIC RECORD” in the header
and footer.

Information provided to the Commission “for official use only” will be treated confidentially.
The “Public Record” version of your submission will be placed on the Public Record, which
all interested parties can access.

Your Public Record submission must contain sufficient detail to allow a reasonable
understanding of the substance of the “for official use only” version. If, for some reason, you
cannot produce a Public Record summary, contact the investigation case officer (see
contact details on Page 1 of this questionnaire).

Declaration

You are required to make a declaration that the information contained in the GOC’s
response is complete and correct. You must return the signed declaration of an authorised
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GOC official at last section of this questionnaire with the GOC’s response.

Consultants/parties acting on your behalf

If you intend to have another party acting on your behalf please advise the Commission of
the relevant details.

The Commission will require a written authorisation from the GOC for any party acting on
its behalf.

Provision of documents

When providing documents, please indicate whether the documents:
e are currently in force;
e were in force during the investigation period; or
e have been repealed, revised or superseded.

Where the documents have been repealed, revised or superseded;

¢ indicate when this revision occurred;

provide any notice of repeal;

provide the revised version;

provide the document that supersedes the requested document; and;
¢ indicate whether the revised version was in force during the investigation period.
Responses to questions should:

e be as accurate and complete as possible, and attach all relevant supporting
documents, even where not specifically requested in this questionnaire;

e be in English (with fully translated versions of all requested and other applicable
documents submitted);

e list your source(s) of information for each question;

e identify all units of measurement used in any tables, lists and calculations;

e show any amounts in the currency in which they were originally denominated.
Please note that answers such as: "Not Applicable" or an answer that only refers to an
exhibit or an attachment may not be considered by the Commission to be inadequate. We
therefore suggest that in answering the questions you outline the key elements of your

response in the primary submission document, rather than merely pointing to supporting
documents of varying degrees of relevance and reliability as your answer.
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Lodgement

Lodgement by email is preferred. The email address for lodgement is shown on the front
cover of this questionnaire. If you lodge by email, you are still required to provide a “for
official use only” and “Public Record” version of your submission by the due date.

You may also lodge your response by mailing it to the address shown on the front cover of
this questionnaire. For questions requiring a response in a Microsoft Excel spreadsheet,
please provide the spread sheets on a CD-ROM or USB device.

5. Future questions and verification

Please note that after receiving the GOC response to this questionnaire, the Commission
may seek addition information from the GOC.

The Commission may also seek to carry out a visit to the GOC to examine relevant records

and to verify the information provided. You will be contacted in advance of such a meeting
to make arrangements.
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SECTION A: GENERAL QUESTIONS

SECTION B: MARKET SITUATION

Section A “General Questions” & Section B “Market Situation”

The Government of China (GOC) has, in previous investigations, repeatedly and expressly stated its
position that

e China is a market economy and does not have the so-called “particular market situation”;

e the findings of the Australian Customs & Border Protection Service (Customs) and now the
Anti-Dumping Commission (Commission) that a “particular market situation” exists in
China is unfounded and contrary to Australia’s obligations under the WTO and its
recognition of China's full market economy status; and

e the way that the Commission and Customs have treated Chinese economy and Chinese
enterprises is extremely unfair and discriminatory, as it is not the usual way that the
Commission and Customs have treated the other countries.

In fact, the Commission and Customs have, in various investigations involving China, found the
existence of a “particular market situation”, that is, finding that a “particular market situation” exists
in various industries concerned. This is not true and unacceptable.

Despite the GOC’s position above, the GOC has, for almost a decade, actively cooperated in every
investigation initiated by Customs or the Commission against China, including making full response
to all questions on “particular market situation” that Customs and the Commission requested the
GOC to complete. The GOC believes that it has shown utmost good faith and respect to the
Australian government and it is time now for the Australian government to do the same and stop
treating China and Chinese manufacturers and exporters in a discriminatory manner.

As advised in the dumping and subsidy investigation into silicon metal, the GOC will not

“continue to answer questions concerning unprincipled allegations of “particular
market situations”. Neither would the GOC continue to analyse the compliance of the
Commission’s practice to WTO rules and Australia’s WTO obligations. All efforts that
could be made by the GOC have already been made, and the Commission has been
fully aware of GOC’s efforts. Further provision of information from the GOC or
exchange of ideas between the GOC and the Commission in this regard will just be
simple reiteration.”

However, the GOC would reiterate that Australia has long recognised the market economy status of
China, and hence the fact that Chinese entities operate on a commercial basis not subject to any
government influence but merely subject to reasonable and necessary government regulations. The
GOC notes that in his recent trip to China, the Prime Minister of Australia, the Honourable Tony
Abbott, stated in a speech in Shanghai that:-

“We now appreciate that most Chinese state-owned enterprises have a highly
commercial culture. They re not the nationalised industries that we used to have in
Australia.”

In addition, the GOC sincerely urges the Commission to pay respect to the deepening trade
relationship between China and Australia, and in particular the two countries’ ongoing negotiations
of a Free Trade Agreement (FTA) aiming to further enhance two-way trade and market access. The
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Commission’s position on the issue of “particular market situation” will show to the GOC whether
the Australian government is to honour its commitment to treat China as a market economy, and
hence the commitments that the Australian government is to make under the FTA. The GOC does
not believe that continuing to afford protection to Australia’s uncompetitive industries by way of
labelling China as having a “particular market situation” will do any help either in the FTA
negotiations or in the long-term development of trade relationship between Australia and China.

The GOC is willing to actively cooperate in dumping and subsidy investigations initiated by the
Commission, but reiterates that the GOC will not continue to respond to any questions in relation to
“particular market situation” in future investigations as the Commission’s and previously Customs’
finding of “particular market situation” has proven to be discriminatory and unfounded and contrary
to Australia’s commitment to China and WTO obligations.

In spite of the above, the GOC has instructed Corrs Chambers Westgarth to submit to the
Commission additional observations on “particular market situation” and this submission is
attached to the GOC’s response to the questionnaire (Attachment 1).

10970738/4
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SECTION C: SUBSIDIES

The applicant alleges that producers of deep drawn stainless steel sinks in China have
benefited from a number of subsidies granted by the GOC, and that these subsidies are
countervailable.

INVESTIGATED PROGRAMS

Table 1 below lists all the alleged countervailable subsidy programs for deep drawn
stainless steel sinks that are being investigated.

Note: the below titles of programs are to the best of the Commission’s knowledge and in
some cases may simply be descriptions of the program. Consequently, the below titles may
not exactly reflect any official titles that the GOC has in place.

The GOC is requested to provide information on each program, regardless of the year the
benefit was granted by the GOC or the year that the benefit was received by the recipient
company, as well as those further identified by the GOC, where the program benefits
impact on the production and sale of deep drawn stainless steel sinks during the
investigation period.

Table 1:
Program Program
Number Program Name Type
Raw Materials Provided by the -
Program 1 Government at Less than Fair Market Provision of
goods
Value
Research & Development (R&D)
Program 2 Assistance Grant Grant
Program 3 Grants for Export Activities Grant
Program 4 | Allowance to pay loan interest Grant
International Market Fund for Export
Program 5 Companies Grant
International Market Fund for Small and
Program 6 Medium-sized Export Companies Grant
Reduced tax rate for productive FIEs
Program 7 scheduled to operate for a period not less Income Tax
than 10 years
Tax preference available to companies
Program 8 that operate at a small profit Income Tax

In responding to this questionnaire, if the GOC is unfamiliar with the title given to a
program, but is aware of the existence of a similar program or one that it appears is being
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referred to, please identify this (including providing the official title of any such program)
and respond to the questionnaire in relation to that program.

ANY OTHER PROGRAM NOT PREVIOUSLY ADDRESSED

If the GOC, any of its agencies, or any other authorised non-governmental body provides
any other assistance programs not previously addressed (including market development
assistance programs or any domestic support programs related to the manufacture of
subject goods) to manufacturers of deep drawn stainless steel sinks in China, identify these
program(s). Such assistance programs are those that constitute a subsidy as defined in the
attached Glossary of Terms.

The GOC is requested to provide the information requested for each of the programs
identified above and any additional programs the GOC has identified. In addition, please
respond to the program-specific information requested.

1.  For all programs under investigation provide any amendments to law, regulations or
policy that makes a particular program redundant for this investigation. Provide all
documentary evidence.

The following questions relate to Program 1

2. InINV 177, Customs and Border Protection was provided with a copy of the ‘Law of
the People’s Republic of China on State-Owned Assets of Enterprises’. Confirm
whether this law is current and has not been superseded or supplemented by other
laws. Provide any superseding or supplementary laws to the ‘Law of the People’s
Republic of China on State-Owned Assets of Enterprises’.

3. Outline how each of the following is determined for the entities identified in Section A,
Question 6 above and for manufacturers of deep drawn stainless steel sinks in China
(where this differs across enterprise or type (e.g. SIEs, FIEs), describe this differently):

(a) suppliers of raw material inputs (including any restrictions as to what entities
can supply raw materials);

(b) purchase prices of raw material inputs;

(c) allocation of inputs into production process, including raw materials and
labour costs;

(d) quality by volume and value;
(e) selling prices;

(f) customers (including restrictions on entities that can purchase goods
produced from the enterprise);

(g) production output (detail any restrictions on production output);
(h) safety standards; and

(i) electricity/energy costs.

10970738/4



PUBLIC RECORD
13

Program 1 Raw Materials Provided by the Government at Less than Fair Market Value

The applicant’s application alleged that exporters or producers of the goods under consideration
(GUC) acquired raw material inputs, i.e. cold-rolled stainless steel sheet, at less than fair market
value from state-owned (or invested) enterprises (SOEs or SIEs) and that the SOEs or SIEs should
be considered “to be possessing, exercising, or vested with governmental authority.”

The GOC believes that the allegations above are unfounded.
1. Public Body

The application predominantly relied on the findings of the Canadian Border Services Agency
(CBSA) in two investigations in 2012.

The GOC has pointed out many times in previous investigations that such findings by an
investigating authority in another jurisdiction cannot be taken by the Australian investigating
authority as sufficient evidence in its dumping or countervailing investigations. In the recent and
ongoing Silicon Metal investigation, the GOC has reiterated this position as follows:-

“the Commission has its own jurisdiction, and must follow Australia’s own laws and
comply with Australia’s WTO obligations independently. Australia is a sovereign
nation and WTO Member. The Australian investigating authority cannot simply adopt
Canadian legal conclusions — based on laws and practices which are adverse to
Chinese exporters — as if they were facts for the purposes of an Australian
investigation.”

In addition, the GOC has argued in numerous occasions, and submitted relevant evidence, in
previous investigations that SIEs in China are not “public bodies”. Most recently, the Anti-Dumping
Review Panel (ADRP), in reviewing the findings of the Australian Customs and Border Protection
Services (Customs) in the investigation into galvanised steel and aluminium zinc coated steel
exported from, amongst other countries, China, confirmed that the evidence upon which Customs
based its finding that SIEs were “public bodies” was not sufficient. In particular, the ADRP adopted
the position that “active compliance with governmental policies and/or regulation does not equate to
the exercise of governmental functions or authority”.

The GOC notes that the evidence submitted in this investigation is of lesser evidentiary value and of
smaller volume than that of previous investigations including the galvanised steel investigation.
Accordingly, the GOC is surprised that in light of the ADRP’s findings on this issue that the
Commission continues to pursue this issue and this raises a number of administrative law issues in
the Commission’s acceptance of the application on this issue.

In any event, neither the evidence submitted by the applicant nor any other evidence that has been
provide to Customs or the Commission evidences that SIEs exercise “governmental authority”.
Accordingly, such SIEs are not “public bodies”. If the Commission or the applicant is of a different
view, then the GOC would ask that the Commission or the applicant to provide evidence to support
the allegations.

2. Less than adequate remuneration
The Commission should not consider the issue relating to “less than adequate remuneration” unless
it finds that SIEs in China are “public bodies”, a finding that the GOC believes cannot be made by

the Commission.

However, to be cooperative, the GOC is willing to respond to this issue.

10970738/4
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The only evidence that the application provided in support of the claim that the raw materials
concerned provided to the exporters or producers of the GUC in China was at “less than adequate
remuneration” is a diagram showing that Chinese stainless steel prices are lower than the prices in
three selected third countries.

The GOC, in a number of previous investigations, has objected to Customs’ findings of “less than
adequate remuneration” based on a comparison between Chinese prices and third countries prices.
The GOC reiterates that such a comparison is not an appropriate and recognised test for the
determination of “less than adequate remuneration” and is not consistent with WTO jurisprudence
and findings by the then Trade Measures Review Officer (TMRO). In particular, the WTO
Appellate Body, in United States - Final Countervailing Duty Determination With Respect To
Certain Softwood Lumber from Canada (WT/DS257/AB/R), has ruled that in determining whether
adequate remuneration is provided, an investigating authority of a WT'O Member must

e first consider private prices in the country of provision unless it is established that private
prices in that country are distorted because of the government's predominant role in
providing those goods; (paragraph 90)

e use a benchmark other than private prices of the goods in the country of provision only in
limited circumstances; (paragraph 102) and

e even though a benchmark other than private prices is considered necessary, use a benchmark
that “relate(s) or refer(s) to, or be connected with, the prevailing market conditions in that
country, and must reflect price, quality, availability, marketability, transportation and other
conditions of purchase or sale.” (paragraph 103)

The GOC believes that the application does not provide sufficient evidence, if any, to establish that
Chinese private stainless steel prices are so distorted as to be inappropriate to be used as the
benchmark. In this connection, the Appellate Body in WT/DS257/AB/R has ruled that

® “an allegation that a government is a significant supplier would not, on its own, prove
distortion and allow an investigating authority to choose a benchmark other than private
prices in the country of provision.” (paragraph 102)

The GOC notes that the evidence submitted in this investigation is no more than a simple assertion
that there is no “appropriate domestic benchmark prices of cold-rolled stainless steel sheet in China”.

Further, the GOC objects to the use of the monthly world composite 304 stainless steel prices
reported by MEPS (International) LTD as the benchmark as the prices do not in any way relate to or
are connected with the prevailing market conditions in China.

In addition, the GOC requests the Commission to give due consideration to the TMRO’s decisions in
its review of Customs’ findings in the hollow structural sections investigation on whether raw
materials are supplied at “less than adequate remuneration” needs to be decided on the basis of
whether the selling prices for the raw materials are at levels inadequate to compensate the supplier
for its cost of production. A comparison between Chinese prices and selected benchmark prices
merely shows, at best, that China has comparative advantage in the production of the GUC, and does
not show whether the selling prices of the raw materials concerned provide adequate remuneration to
the producers of the raw materials.

Finally, on page 20 of the Commission’s Consideration Report No. 238 the following statement was
made:-

“The applicant submits that this comparison shows that Chinese prices are at a discount of
up to 10% of the prices in the Japanese (the next cheapest) market (refer to Diagram B-
3.1.1.1 of the application).”

10970738/4




PUBLIC RECORD
15

This statement is not correct. Diagram B-3.1.1.1 of the application does show that Japanese cold
rolled stainless steel prices are the next cheapest to Chinese prices but not by “up to 10%”.

Rather, the difference between Japanese and Chinese prices according to the Diagram is less than
2% (i.e. a difference of approximately 1%). Further, neither the Diagram nor anything else in the
application evidences that Chinese cold rolled stainless steel prices are being “discounted”.

If Japanese and Chinese cold rolled stainless steel prices are essentially the same, how can it be
sensibly argued that the GOC subsidises such products or that they are supplied at artificially low
prices due to government influence or at “less than adequate remuneration”. Rather, the evidence
provided by the applicant in its application disproves the allegations it is seeking to prove.

In light of the above, the GOC requests the Commission to reject the applicant’s claim in relation to
“less than adequate remuneration”.

3. Passing through

Assuming, for the sake of argument, that stainless steel is being supplied to exporters or producers of
the GUC at prices “less than adequate remuneration”, the GOC believes that the claim that the
subsidy program 1 exists should still be rejected by the Commission.

There is no evidence before the Commission substantiating that the alleged subsidization of raw
materials actually flows through the domestic selling price of stainless steel sinks and, if so, to what
extent. In previous subsidy investigations involving exports from China, Customs did not analyze
whether the supply of raw materials at less than adequate remuneration “passed through” and
affected the price of the end product. It was simply assumed it did or, as Customs would argue, it
was ‘reasonable’ to conclude that it did. However, there was no evidence that it did or, if it did, that
it materially affected prices.

The GOC believes that merely to assume that “passing through” has occurred is not consistent with
the WTO jurisprudence, and hence urges the Commission, in this investigation, to apply an
appropriate and recognised test to determine whether there is sufficient evidence to establish that the
alleged subsidization of raw materials actually flows through the domestic selling price of stainless
steel sinks and, if so, to what extent.

The GOC notes that in WT/DS257/AB/R, the Appellate Body has ruled that “it cannot be presumed
... that the subsidy bestowed on the input passes through to the processed product’. (paragraph 140)
Therefore, an investigating authority of a WTO Member

e must establish “whether, and in what amount, subsidies bestowed on the producer of the
input flowed through, downstream, to the producer of the product processed from that
input”; and

®  “must not impose duties to offset an amount of the input subsidy that has not passed through
to the countervailed processed products”. (paragraph 141)

The GOC notes that the application provided no evidence to establish that the alleged subsidization
of raw materials concerned actually flowed through to the producers or exporters of the GUC.
However, in the Consideration Report No. 238, the Commission concluded that “there are
reasonable grounds to conclude that exporters of deep drawn stainless steel sinks may have received
benefits under this subsidy” without analysing whether “passing through” actually occurred.
Without such an analysis, the GOC simply fails to see what reasonable grounds the Commission
based to reach that conclusion, and how the Commission is to determine the amount of the alleged
subsidy.
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The following questions relate to Programs 2 - 8 identified above.

4. Provide full details of the programs including the following.
(a) policy objective and/or purpose of the program.
(b) legislation under which the subsidy is granted.
(c) nature or form of the subsidy.
(d) when the program was established.
(e) duration of the program.
(f) how the program is administered and explain how it operates.
(g) to whom and how is the program provided.
(h) the GOC department or agency administering the program.

() the eligibility criteria in order to receive benefits under the program.

Program 2 Research & Development Assistance Grant

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters in Foshan City by Foshan Shunde Finance Bureau.

The applicant’s application does not identify any Chinese laws that give effect to this alleged
program. The only evidence that the application provided is China’s New and Full Notification
Pursuant to Article XVI:1 of the GATT 1994 and Article 25 of the Agreement on Subsidies and
Countervailing Measures dated 20 October 2011. (WTO Notification) However, the application
does not identify which program in the WTO Notification it refers to. Therefore, the GOC believes
that there is no evidence demonstrating that the alleged program exists.

Program 3 Grants for Export Activities

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters in Foshan City by Foshan Shunde Finance Bureau.

The applicant’s application does not identify any Chinese laws that give effect to this alleged
program. The only evidence that the application provided is the Canadian International Trade
Tribunal's decision in relation to the subsidizing of galvanised steel wire originating in or exported
from China issued on 4 September 2013. (GSW Report) In particular, the application alleged that in
its GSW Report, the Canadian authority has “found the existence of export grants for export
activities (there known as program 34) during the subsidy investigation period (1 January 2011 to 31
December 2012).” The application states that the GSW Report is provided as NON-
CONFIDENTIAL ATTACHMENT C-1.1.6. (Attachment C-1.1.6)

The GOC does not find any information, in Attachment C-1.1.6, on the so-called “program 34" or
on any description or findings by the Canadian authority relevant to the alleged program. Therefore,
the GOC believes that there is no evidence demonstrating that the alleged program exists.
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Program 4 Allowance to pay loan interest

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters who were small and medium sized businesses in Zhongshan City by the Zhongshan
Municipal government.

The applicant’s application refers to the WTO Notification and in particular Program 46 “Fund for
supporting technological innovation of the technological small and medium-sized enterprises
(SMEs)” as the evidence that the alleged program exists. The two main legal instruments that give
effect to Program 46, including:

o Law of the People's Republic of China on Promotion of Small and Medium-sized
Enterprises; (Attachment 2) and
e General Office of State Council Circular Guo Ban Fa No. 47 of 1999. (Attachment 3)

The laws above are currently effective and direct the provision of the alleged subsidy. However, the
laws are all national laws and not local laws. The GOC is not aware of any local laws of Zhongshan
City that mandate the provision of the alleged subsidy. However, whether the alleged subsidy may
have been provided to exporters is a matter for the Commission to verify with exporters, and if it
was, the amount of the subsidy so received.

Program 5 International Market Fund for Export Companies

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters in Jianghai District.

The applicant’s application refers to

®  Measure Jiang Cai Wai [2010] No. 92;

e the Canadian International Trade Tribunal’s decision in relation to the dumping and
subsidizing of steel piling pipe originating in or exported from China issued on 17
December 2012. (SPP Report) In particular, the application alleged that in its SPP Report,
the Canadian authority has “found the existence of export grants for export activities (there
known as program 73) during the investigation period (1 January 2009 to 30 June 2012).”
The application states that the SPP Report is provided as NON-CONFIDENTIAL
ATTACHMENT C-1.1.7. (Attachment C-1.1.7)

The GOC does not find any information, in Attachment C-1.1.7, on the so-called “program 73" or
on any description or findings by the Canadian authority relevant to the alleged program. However,
whether the alleged subsidy may have been provided to exporters is a matter for the Commission to
verify with exporters, and if it was, the amount of the subsidy so received.

Program 6 International Market Fund for Small and Medium-sized Export Companies

The GOC notes that the applicant’s application has alleged that this program has been granted to
small and medium-sized exporters.

The GOC notes that this alleged program has been investigated in the hollow structural sections
investigation (i.e. as program 5) in which the GOC has fully responded to the questions relating to
the alleged program as contemplated by that government questionnaire, including providing all
relevant laws, regulations and decrees. In this investigation the Commission is to have regard to all
information submitted by the GOC in the hollow structural sections investigation on this program.
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The GOC also requests the Commission to verify with exporters on whether such subsidy was
actually received during the POI, and if it was, the amount of the subsidy so received.

Program 7 Reduced tax rate for productive FIEs scheduled to operate for a period not less
than 10 years

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters which were Foreign Invested Enterprises (FIEs).

This program does not exist.

The GOC notes that in response to the government questionnaire in the hollow structural sections
investigation (i.e. in relation to program 10), the GOC has pointed out that the alleged subsidy will
be in operation until the end of 2012. The GOC reiterates that the alleged program does not exist
anymore as the relevant law, i.e. the Income Tax Law of the People’s Republic of China for
Enterprises with Foreign Investment and Foreign Enterprise 1991, which granted the subsidy has
been repealed and superseded by the Enterprise Income Tax Law of the People's Republic of China
2008. (Attachment 4) The Notice of the State Council on the Implementation of the Transitional
Preferential Policies in respect of Enterprise Income Tax 2007 (Attachment 5) clearly provides that
“enterprises enjoying the preferential policies in respect of enterprise income tax under the former
tax law, administrative regulations and documents with the effects of administrative regulations shall
be subject to a transition” by which at the end of 2012 they will be subject to the normal tax rate of
25%.

Accordingly, the GOC believes that there is no evidence demonstrating that the alleged program
exists.

Program 8 Tax preference available to companies that operate at a small profit

The GOC notes that the applicant’s application has alleged that this program has been granted to
exporters who achieved a small profit.

The GOC is not aware that any of the exporters identified in the investigation received the alleged
subsidy during the POIL. The GOC urges the Commission to consider the fact that the existence of
legal instruments directing the provision of a subsidy does not mean that the subsidy is actually
received by individual exporters. Therefore, the GOC respectfully requests the Commission to verify
with the exporters under investigation on whether such subsidy was actually received.

That said, the GOC is willing to provide information of the alleged subsidy below.

The objective of the program is to reduce the burden of the enterprises making little profits and to
maintain job opportunities. The program was established in 2008 and is currently in operation. The
GOC departments responsible for administering the program are Ministry of Finance and State
Administration of Taxation.

The relevant legislation under which the subsidy is granted are

e FEnterprise Income Tax Law of the People's Republic of China 2008; and
® Regulations of the People’s Republic of China on the Implementation of the Enterprise
Income Tax Law 2008. (Attachment 6)

Qualified enterprises may be entitled to a concessional income tax rate of 20% while the normal rate
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is 25%. Qualified enterprises are

e industrial enterprises, whose annual taxable income does not exceed RMB 300,000, the
number of employees does not exceed 100 persons, and the total amount of assets does not
exceed RMB 30,000,000; and

e other enterprises, whose annual taxable income does not exceed RMB 300,000, the number
of employees does not exceed 80 persons, and the total amount of assets does not exceed
RMB 10,000,000.

5.

Provide translated copies in English of the decrees, laws and regulations relating to the
programs and any reports pertaining to the programs.

See our response to C-4.

6. Identify and explain the types of records maintained by the relevant government or
governments (e.g accounting records, company-specific files, databases, budget
authorizations, etc.) regarding the program.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

Not available. These records are kept by local governments.

7.

Identify all companies that accrued or received benefits under the programs during the
investigation period. Include the following details in the spreadsheet provided as C-7
(or in a Microsoft Excel compatible format):

(a) the business’ address (including the city, province and region);

(b) the ownership structure of the business, including indirect ownership through
associated companies (i.e. SIE, private, co-operative, FIE or joint venture);

(c) if the business is not an SIE, whether it is otherwise associated with the
GOC;

(d) whether the entity produces deep drawn stainless steel sinks

Provide on an annual basis the value and/or nature of the benefit or concession
granted (monetary and/or non-monetary) under the programs.

The GOC understands that in this question, “all companies” refer to the domestic manufacturers of
the subject goods in China.

In relation to 7(b)&7(c), the GOC does not understand the relevance of the two questions to whether
the alleged subsidies are countervailable subsidies. The GOC believes that for a determination of
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whether a subsidy is a countervailable subsidy in accordance with the WTO Agreement on Subsidies
and Countervailing Measures (SCM Agreement) and the relevant WTO jurisprudence, the relevant
questions are (1) whether there is a financial contribution, if so (2) whether it is provided by a
government or any public body, if so (3) whether it confers a benefit, and (4) whether the subsidy is
specific. Sections 7(b)&7(c) are not relevant to any of the four questions. That said, the GOC
reserves the right to make any comment in the following stages of this investigation and on any other
appropriate occasion.

In relation to 7(a)&7(d), the GOC requests that the Commission verify with exporters whether any
such subsidy was actually received during the POI, and if it was, the amount of the subsidy so
received.

8.

For each entity identified in your response to Question 7 above that is an SIE, answer
the following questions regarding their performance and profits.

(a) How are the operations of the enterprise funded?

(b) Provide details of any debts or other liabilities the enterprise has with any
banks or financial institutions in which the GOC holds an interest.

(c) How is the performance of the enterprise measured? For example,
profitability, employment, output, social wellbeing, etc.

(d) Provide details and explain how the State-owned Assets Supervision and
Administration Commission of the State Council (SASAC) or any other
government entity inspects or evaluates enterprise performance, including:

e output and quality performance;
e performance of employees/directors/managers; and

e financial performance.

If any other GOC entity plays such a role, provide a detailed explanation of
this entity and the role it plays with regard to SIEs.

(e) Provide details of any official reporting mechanisms that the enterprise must
comply with.

(f) Provide an explanation of the systems that exist for assessing the
performance of administrators of SIEs. Provide examples of recent
appraisals of SIE administrators of the enterprise.

(g) How are profits of the enterprise distributed and to whom?

(h) Outline what action, if any, is taken by SASAC or any other government
entity if the enterprises makes a loss or under-performs.

(i) Over the past 10 years, has the GOC provided any payment or made any
injection of funds to the enterprise, including but not limited to:

* grants;
e prizes;
e awards;

10970738/4




PUBLIC RECORD
21

e stimulus payments and rescue type payments;
e injected capital funds;
e purchasing of shares.

(j) If so, provide details, indicating the amount, circumstance, and purpose of
any such payment or injection of funds, as well as whether they were tied to
any past or future performance, direction or action of the enterprise.

The GOC does not understand the relevance of the questions to whether the alleged subsidies are
countervailable subsidies. The GOC believes that for a determination of whether a subsidy is a
countervailable subsidy in accordance with the SCM Agreement and the relevant WTO
jurisprudence, the relevant questions are (1) whether there is a financial contribution, if so (2)
whether it is provided by a government or any public body, if so (3) whether it confers a benefit, and
(4) whether the subsidy is specific. None of the questions set out in this Section 8 is relevant to any
of the four questions.

9. For each entity identified in Question 7 above, answer the following questions
regarding enterprise functions:

(a) Provide a list of functions the enterprise performs.

(b) Provide details of any government policies the enterprise administers or
carries out on behalf of the GOC.

(c) Indicate whether any of the enterprise’s functions are considered to be
governmental in nature.

(d) Indicate whether the enterprise has been trusted, tasked, vested with any
government authority. Provide details of this authority including how it is
exercised or administered, as well as copies of relevant statutes or other
legal instruments that vest this authority.

(e) Indicate whether the enterprise has the authority or power to entrust or direct
a private body to undertake responsibilities or functions.

() Explain whether the enterprise is in pursuit of, or required to support
governmental policies or interests.

(g) Provide examples of any ‘social responsibilities’ the enterprise undertakes or
is involved in (reference is made to Article 17 of the Law on State Owned
Assets)?

The GOC does not understand the relevance of the questions to whether the alleged subsidies are
countervailable subsidies. The GOC believes that for a determination of whether a subsidy is a
countervailable subsidy in accordance with the SCM Agreement and the relevant WTO
jurisprudence, the relevant questions are (1) whether there is a financial contribution, if so (2)
whether it is provided by a government or any public body, if so (3) whether it confers a benefit, and
(4) whether the subsidy is specific. None of the questions set out in this Section 9 is relevant to any
of the four questions.

10. Describe the application process (including any application fees charged by the

government agency or authority) for the program.
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After an application is submitted, describe the procedures by which an application is
analysed and eventually approved or disapproved.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

The GOC requests that the Commission to verify with exporters whether any such subsidy was
actually received during the POI, and if it was, the relevant application process and application fees.

11. Answer the following questions regarding eligibility for and actual use of the benefits
provided under this program.

(a) Is eligibility for, or actual use of this program contingent, whether solely or as
one of several other conditions, upon export performance? If so, please
describe.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

This program is not contingent upon export performance. For the relevant eligibility criteria, please
see our response to C-4.

(b) Is eligibility for this program contingent, whether solely or as one of several
other conditions, upon the use of domestic over imported goods? If so,
please describe.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

This program is not contingent upon the use of domestic over imported goods. For the relevant
eligibility criteria, please see our response to C-4.
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(c) Is eligibility for the subsidy limited to enterprises or industries located within
designated regions? If so, specify the enterprises or industries and the
designated regions.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

This program is not limited to particular designated regions.

(d) Is eligibility limited, by law, to any enterprise or group of enterprises, or to
any industry or group of industries? If so, describe and specify the eligible
enterprises or industries.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

For the relevant eligibility criteria, please see our response to C-4.

(e) Provide any contractual agreements between the GOC and the companies
that are receiving the benefits under the program (e.g., loan contracts, grant
contracts, etc.).

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

There are no contractual agreements between the GOC and the companies.

12. Provide the total amounts of benefits received by each type of industry in each region
in the year the provision of benefits was approved and each of the years from
1 January 2009 to 31 December 2013.

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
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hollow structural sections investigation in this regard.
Program 8

Not available. The GOC does not keep such data.

13. For all programs listed in Table 1, describe any anticipated changes in the program.
Provide documentation substantiating your answer. If the program has been
terminated, state the last date that a company could apply for or claim benefits under
the program. When is the last date that a company could receive benefits under the
program?

Program 6

The GOC has responded to this question in the hollow structural sections investigation. In this
investigation the Commission is to have regard to all information submitted by the GOC in the
hollow structural sections investigation in this regard.

Program 8

There are no anticipated changes to the program.

14. Provide copies of the following:
(a) Measure CaiQi [2010] No. 87
(b) Measure Jiang Cai Wai [2010] No. 92

(c) Income Tax Law of the People's Republic of China for Enterprises with
Foreign Investment and Foreign Enterprise

(d) Law of the People's Republic of China on Enterprise Income Tax (2007)
If any of the above documents have been repealed, replaced or supplemented by

additional documents, please provide details and copies of any relevant documentation to
support this.

Please refer to our response to C-4.

The Income Tax Law of the People’s Republic of China for Enterprises with Foreign Investment and
Foreign Enterprise 1991, which granted the alleged subsidy program 7 has been repealed and
superseded by the Enterprise Income Tax Law of the People's Republic of China 2008: see Article
60 of the Enterprise Income Tax Law of the People's Republic of China 2008.
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DECLARATION

DECLARATION

The undersigned certifies that all information supplied herein in response to the
questionnaire (including any data supplied in an electronic format) is complete and correct
to the best of his/her knowledge and belief.

Date Signature of authorised official

Name of authorised official

Title of authorised official
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APPENDIX
GLOSSARY OF TERMS

This glossary is intended to provide you with a basic understanding of technical terms that appear
in the questionnaire.

Associated Persons and/or Companies

Persons shall be deemed to be associates of each other if:

(a) both being natural persons:

(i) they are connected by a blood relationship or by marriage or adoption; or
(if) one of them is an officer of director of a body corporate controlled,
directly or indirectly, by the other;

(b) both being bodies corporate:

(i) both of them are controlled, directly or indirectly, by a third person
(whether or not a body corporate); or

(i) both of them together control, directly or indirectly, a third body corporate;
or

(iii) the same person (whether or not a body corporate) is in a position to
cast, or control the casting of, 5% or more of the maximum number of votes
that might be cast at a general meeting of each of them; or

(c) one of them, being a body corporate, is, directly or indirectly, controlled by the
other (whether or not a body corporate); or

(d) one of them, being a natural person, is an employee, officer or director of the
other (whether or not a body corporate); or

(e) they are members of the same partnership.

Benefit

As further defined in relation to the definition of the term ‘subsidy’ below, ‘benefit’
may include:

a direct transfer of funds;

the acceptance of liabilities (e.g debts or other liabilities), whether actual or
potential, of your enterprise;

the forgoing, or non-collection, of revenue (other than an allowable
exemption or remission) that was otherwise due (e.g. reduced rate of
income tax, waiving certain other taxes);

the provision of goods or services otherwise than in the course of providing
normal infrastructure; or

the purchase of goods
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by any the GOC (at any level), a public body of the GOC, or a private body
entrusted by the GOC to carry out GOC functions.

Enterprise

“Enterprise” includes a group of enterprises, an industry and a group of industries.
Financial Contribution

There is a "financial contribution" by a government where:

(a) a government practice involves a direct transfer of funds (grants, loans, and
equity infusion), potential direct transfer of funds or liabilities (e.g. loan guarantees);

(b) government revenue that is otherwise foregone or not collected (e.g. fiscal
incentives such as tax credits);

(c) the government provides goods or services, other than general governmental
infrastructure, or purchases goods; or

(d) a government makes payments to a funding mechanism, or entrusts or directs a
private body to carry out one or more of the type of functions illustrated in (a) to (c)
above which would normally be vested in the government and the practice, in no
real sense, differs from practices normally followed by the government.

Foreign Invested Enterprise (FIE)
An FIE may be:
1. Chinese-foreign equity joint venture:

Joint venture between a Chinese company, enterprise, or other business
organisation and a foreign company, enterprise, business organisation or individual
set up in the form of a Chinese limited liability company.

The characteristics of a Chinese-foreign equity joint venture are joint investment,
joint operation, and the participants share profits, risks and losses in proportion to
their respective contributions to the registered capital of the joint venture.

The proportion of the investment by the foreign party is no less than 25% in the
registered capital of equity joint venture.

2. Chinese-foreign contractual joint venture:

A joint venture established between foreign enterprises and other economic
organisations or individuals, and Chinese enterprises or other economic
organisations within the territory of China. The rights and obligations of each party
are determined in accordance with the agreement specified in the contractual joint
venture contract. The investment or conditions for cooperation contributed by the
Chinese and foreign parties may be provided in cash or in kind, or may include the
right to the use of land, industrial property rights, non-patent technology or other
property rights.

3. Wholly foreign owned enterprises:
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A wholly foreign owned enterprise is established by foreign enterprises and other
economic organisations or by individuals pursuant to the Chinese laws within the
territory of China. All of the wholly foreign owned enterprise’s capital is invested by
foreign investors. It may also be referred to as a Foreign Enterprise (FE).

Government of China (GOC)

For the purposes of this questionnaire, GOC refers to all levels of government, i.e.,
central, provincial, regional, city, special economic zone, municipal, township,
village, local, legislative, administrative or judicial, singular, collective, elected or
appointed.

It also includes any person, agency, enterprise, or institution acting for, on behalf of,
or under the authority of any law passed by, the government of that country or that
provincial, state or municipal or other local or regional government.

Particular market situation

Refers to a situation within the domestic market of exported goods that renders
sales within that market of those goods unsuitable for determining normal values
under s.269TAC(1) of the Act.

Program(s)

The term “program”, as used throughout this questionnaire in reference to alleged
subsidies, refers to broad categories of subsidies that Customs and Border
Protection has reason to believe may be available to exporters of the goods.

In this regard, the term “program” as used in this questionnaire should not be taken
to necessarily refer to formal programs maintained by the GOC, nor should it be
taken to refer to one specific subsidy. Rather, “program” as used in this
questionnaire can refer to informal subsidies provided by the GOC, and can also
refer to multiple individual, albeit similar, subsidies.

Special Economic Zone (SEZ)

Refers to a Special Economic Area, Economic and Technical Development Zone,
Bonded Zone, Export Processing Zone, High Technology Industrial Development
Zone, or any other designated area where benefits from the GOC (including central,
provincial, municipal or county government) accrue to a company because of being
located in such an area.

State Invested Enterprises (SIE)
For the purposes of this questionnaire, SIE refers to any company or enterprise that
is wholly or partially owned by the GOC as defined above (either through direct
ownership or through association).
In previous investigations and correspondence, the GOC has advised that the use
of the term ‘SOFE’ is declining in China, and that these enterprises are now referred
to with terms such as:

e ‘enterprises with state investment’
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e ‘state-owned assets’

e ‘state-invested enterprises’

e ‘enterprises under the supervision of SASAC’

of which there are several types.

For the purposes of this questionnaire, SIE refers to any and all of the above types
of enterprises.

Subsidy

In relation to goods that are exported to Australia, means:

(a) a financial contribution:

(i)

(i)
(i)

by a government of the country or export or country of origin of those
goods; or

by a public body of that country or of which government is a member; or

by a private body entrusted or directed by that government or public
body to carry out a governmental function;

that is made in connection with the production, manufacture or export of those
goods and that involves:

(iv)

a direct transfer of funds from that government or body to the enterprise
by whom the goods are produced, manufactured or exported; or

a direct transfer of funds from that government or body to that enterprise
contingent upon particular circumstances occurring; or

the acceptance of liabilities, whether actual or potential, of that
enterprise by that government body; or

the forgoing, or non-collection, of revenue (other than an allowable
exemption or remission) due to that government or body by that
enterprise; or

the provision by that government or body of goods or services to that
enterprise otherwise than in the course of providing normal
infrastructure; or

the purchase by that government or body of goods provided by that
enterprise; or

(b) any form of income or price support as referred to in Article XVI of the General
Agreement Tariffs and Trade 1994, that is received from such a government or

body;
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if that financial contribution or income or price support confers a benefit in relation to
those goods.
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To Ms Andrea Stone, Director, Operations 2 - Australian Anti-Dumping
Commission
From Andrew Lumsden / Andrew Percival
Date 19 May 2014
Subject Dumping & Subsidy Investigation - Stainless Steel Sinks
Dear Ms Stone Non-Confidential

As you are aware, we act for the Government of the People’s Republic of China (GOC).

In addition to the GOC's response to the Government Questionnaire (Questionnaire) that
the Anti-Dumping Commission (Commission) has submitted to the GOC for it to complete,
we would like to make the following submissions on behalf of the GOC.

In relation to Sections A and B of the Questionnaire, we do not understand the relevance of
these sections to whether the alleged subsidies are countervailable subsidies.

We believe that the two sections are more directed to the question of whether a “particular
market situation” exists in the deep drawn stainless steel industry in China for the purposes
of s.269TAC(2)(a)(ii) of the Customs Act 1901. As advised in the dumping and subsidy
investigation into silicon metal, the GOC'’s position on:-

e whether state-owned or state-invested enterprises (SOEs or SIEs) are “public
bodies”; and

e whether a “particular market situation” exists in relation to a particular industry in
China due to the alleged influence of “public bodies” on the price of raw materials
used in the production of the goods under investigation,

is well known to the Commission and the GOC simply reiterates the arguments it has
previously put to the Australian Customs & Border Protection Service (Customs) and to the
Commission on these issues and the Commission must have regard to those arguments in
this investigation.

That is:-

e SOEs or SIEs are not “public bodies” as they exercise no governmental authority;
and

e a “particular market situation” does not exist in relation to the deep drawn stainless
steel industry in China due to the alleged influence of “public bodies” on the price of
a raw material (i.e. cold rolled stainless steel) used in the production of deep drawn
stainless steel sinks.

We also note that, in this investigation, the applicant has claimed that the GOC's
“involvement in the Chinese domestic steel market has ‘materially distorted competitive
conditions, in terms of input costs [for deep drawn stainless steel sinks], and that a market
situation has resulted, making domestic sales prices of deep drawn stainless steel sinks
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unsuitable as a basis for determining normal values” (p. 20, Consideration Report No. 238).
On this claim, we make the following points:

(1)

the so-called “particular market situation” cannot be found to exist unless the
Commission finds, based on objective and positive evidence, that the domestic
selling price of deep drawn stainless steel sinks is so distorted as to become
unsuitable for comparison with their export price. There is no evidence before the
Commission establishing that the alleged Chinese government intervention in the
market of the raw materials concerned has actually “flowed through” to, or distorted,
the selling price of the end products leading to the domestic selling price of the
subject goods unsuitable for comparison with the export price of the goods. Further,
the application provides no evidence at all in relation to whether the alleged
intervention in the market of the raw materials concerned has also affected or
flowed through to the export price of the subject goods, hence whether the
comparability between the domestic price and the export price has been affected as
a result;

in Minister for Small Business & Ors v La Doria Di Diodata Ferraiolli S.P.A (1994)
33 ALD 35, 36-7, the Full Court of the Federal Court ruled that whether a “particular
market situation” exists is “a matter for the authority to determine whether [the
subject goods] were being consistently sold at prices below the production and
selling costs [of the goods] and therefore whether sales in [the exporting country of
the goods] were not suitable for use in assessing normal value”. In the present
investigation, there has been no evidence establishing that deep drawn stainless
steel sinks have been sold at prices below their cost of production;

if, for the sake of argument, the Commission were to find that a “particular market
situation” exists due to the alleged government intervention in the market, and
hence a constructed normal value is used, then the Commission must also consider
whether the alleged intervention has also distorted the export price, and if so, to
what extent. If the export price is also distorted to some or the same extent as the
extent of distortion caused to the domestic selling price, then that distortion must be
considered and relevant adjustments made to ensure fair comparison between the
constructed normal value and the export price in accordance with Article 2.4 of the
WTO Anti-Dumping Agreement; and

in the scenario described in (3), the Commission must also ensure that its
calculation of dumping margin and subsidy margin does not amount to “double
counting”. In United States - Definitive Anti-Dumping and Countervailing Duties on
Centain Products from China (WT/DS379/AB/R), the Appellate Body ruled that the
application of concurrent duties (i.e. dumping and countervailing duties) must not
amount to the imposition of “double remedies” to offset the same situation, being a
situation where, for example, a subsidy has only affected the export price of goods
but not the normal value of the goods such that “the subsidy will lead to increased
price discrimination and a higher margin of dumping’. “In such circumstances, the
situation of subsidization and the situation of dumping are the "same situation", and
the application of concurrent duties would amount to the application of "double
remedies" to compensate for, or offset, that situation”, the Appellate Body
observed. (para. 568) The Appellate Body further observed that if methods other
than actual domestic selling price of goods are used for the calculation of normal
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value, then “there is any possibility that the concurrent application of anti-dumping
and countervailing duties on the same product could lead to ‘double remedies’”
(para. 569) In the present investigation, if the Commission were to find the
existence of a “particular market situation” and hence to use constructed normal
value, then the alleged government intervention and all of the alleged subsidies, if
any, will have affected the export price of stainless steel sinks only but not the
constructed normal value. This is a situation where “double counting” could arise.
To avoid “double counting”, the Commission must ensure any amount of
countervailing margin be deducted from the dumping margin (if any).

Finally, we are surprised that the Commission has accepted the applicant's application on
these issues after the decision of the Anti-Dumping Review Panel (ADRP) in its review of
the decisions of the Attorney-General in relation to zinc coated (galvanised) steel and
aluminium zinc coated steel exported from China. In that review, the ADRP found that
state-owned and state-invested bodies could not be considered to be “public bodies”. The
Minister of Industry, represented by the Parliamentary Secretary for Industry, agreed with
the ADRP. In the present investigation, there is no evidence before the Commission
establishing that SIEs exercise “government authority”. In the absence of any such
evidence the Commission cannot find that SIEs are “public bodies”.

What the Commission has been seeking from the GOC is to prove that it has not influenced
prices of inputs to manufacture — in short to prove that something does not exist or to prove
a negative. That is not the requirement under WTO rules and jurisprudence. It is
incumbent on applicants and governmental authorities to provide positive evidence that a
“particular market situation” exists and renders domestic selling prices of the goods under
investigation unsuitable for normal value purposes. That is, that inputs to manufacture
have been supplied to producers of the goods under investigation at less than adequate
remuneration. No such evidence has been advanced in this investigation.

In light of the foregoing, it is difficult to understand how or on what basis the Commission
continues to pursue these issues, particularly when no objective and credible evidence is
presented in the applicant’s application that the GOC, either directly or indirectly, influences
stainless steel prices in China and that this flows through to deep drawn stainless steel sink
prices.

If you have any queries, please let us know.

Corrs Chambers Westgarth

/
ndrew Lumsden Andrew Percival
Partner Special Counsel
(02) 9210 6385 (02) 9210 6228
andrew.lumsden@corrs.com.au andrew.percival@corrs.com.au
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Law of the People's Republic of China on Promotion of Small and Medium-sized
Enterprises (Order of the President No.69)

Order of the President of the People's Republic of China
No. 89
The Law of the People's Republic of China on Promotion of Small and Medium-sized Enterprises, adopted at the

28th meeting of the Standing Committee of the Ninth National People's Congress of the People's Repubtic of China,
is hereby promulgated and shall go into effect as of January 1, 2003.

Jiang Zemin
President of the People's Republic of China

June 29, 2002

Law of the People's Republic of China on Promotion of Small and Medium-sized Enterprises

(Adopted at the 28th Meeting of the Standing Committee of the Ninth National People’s Congress on June 29, 2002)

Contents
Chapter | Generaj Provisions
Chapter |l Funding
Chapter Il Support for Establishment of Enterprises
Chapter IV Technological innovation
Chapter V Market Development
Chapter Vi Public Services

Chapter VIl Supplementary Provisions

Chapter |
General Provisions

Article 1 This Law is enacted for the purpose of improving the business environment for small and medium-sized
enterprises, promoting their sound development, creating more job opportunities in both urban and rural areas, and giving
piay to the important role of such enterprises in national economic and social development.

Article 2 For purposes of this Law, small and medium-sized enterprises refer to the different forms of enterprises under
different ownerships that are established within the territory of the People's Republic of China according to iaw, that help to
meet the social needs and create more job opportunities, that comply with the industrial policies of the State and that are
small and medium-sized in production and business operation.
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The criteria for determining small and medium-sized enterprises shall be laid down by the department under the State
Council in charge of work in respect of enterprises, on the basis of the number of employees, volume of sale, total assets, etc.
of an enterprise and in light of the characteristics of different trades and shall be submitted to the State Council for approval.

Article 3 With regard to small and medium-sized enterprises, the State applies the principles of active support, strong
guidance, perfect service, lawful standardization an guaranteed rights and interests, in order to create a favorable
environment for their establishment and development.

Article 4 The State Council shall be responsible for formulating policies regarding small and medium-sized enterprises
and make overall planning for their development.

The department under the State Council in charge of work in respect of enterprises shall arrange for the implementation
of the State policies and plans concerning the small and medium-sized enterprises, making all-round coordination and
providing guidance and services in the work regarding such enterprises throughout the country.

The related departments under the State Council shail, according to the policies and overall planning of the State for
small and medium-sized enterprises and within the scope of their respective functions and responsibilities, provide guidance
and services to such enterprises.

Local people's governments at or above the county level, the administrative departments under them in charge of work in
respect of enterprises and other departments concerned shall, within the scope of their respective functions and
responsibilities, provide guidance and services to small and medium-sized enterprises located within their respective
administrative areas.

Article 5 The department under the State Council in charge of work in respect of enterprises shall, according to the
industrial policies of the State and in light of the characteristics of the small and medium-sized enterprises and the conditions
of their development, determine the key ones for support by formulating a catalogue of small and medium-sized enterprises to
be provided with guidance for their industrial development or by other means, in order to encourage the development of all
such enterprises.

Article 6 The State protects the fawful investments made by smal! and medium-sized enterprises and their investors, as
well as the legitimate profits earned from the investments. No unit or individual may infringe upon the property and lawful
rights and interests of such enterprises.

No unit may, in violation of laws and regulations, charge fees to or impose fines on small and medium-sized enterprises,
nor coltect money or things of value from them. The enterprises shall have the right to refuse to make the payment and the
right to report and accuse violations of the provisions mentioned above.

Article 7 Administrative departments shall safeguarg the lawful rights and interests of small and medium-sized
enterprises. protect their right to participate in fair competition and transaction according to law, and they may not discriminate
against the enterprises or add unequal conditions to their fransactions.

Article 8 small and medium-sized enterprises shall observe State laws and regulations governing occupational safety,
occupational heaith, social security, resources, environment protection, product quality, public finance, taxation, finance, etc.,
and manage business according to [aw, and they may not infringe upon the lawful rights and interests of their employees or
impair public interests.

Article 9 small and medium-sized enterprises shall observe professional ethics, abide by the principle of good faith, work
hard to raise their business level and increase the ability to develop themselves.

Chapter Il
Funding

Article 10 {n the budget of the Central Government there shall be a heading for small and medium-sized enterprises,
under which to arrange special funds for supporting the development of such enterprises.

Local people's governments shall, in light of actual conditions, provide financial support to smail and medium-sized
enterprises.

Article 11 The special funds provided by the State for supporting the development of small and medium-sized
enterprises shali be used to promote the establishment of a service system for such enterprises, to carry out work in their

support, to supplement their funds for development and to support their development in other areas.

Articte 12 The State establishes development funds for small and medium-sized enterprises, which are composed of the
following:

(1) the special funds arranged in the budget of the Central Government for supporting the said enterprises;
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(2) profits yielded by the funds;
(3) donation; and
(4) others.

The State encourages donations to the development funds for smait and medium-sized enterprises through taxation
policies.

Article 13 The State development funds for small and medium-sized enterprises shall be used to support the following
fields of endeavor:

(1) instructions on and services for establishment of enterprises;

(2) establishment of a credit guaranty system for the enterprises;

(3) technological innovation;

{4) encouragement for their specialization and their cooperation with large enterprises;

{5) personnel training and information consultancy, etc. provided by the service institutions for the enterprises;
(6) creation of international market;

(7) cleaner production; and

(8) others.

The administrative measures for establishment and use of the development funds for smalt and medium-sized
enterprises shall be formulated separately by the State Councit.

Article 14 The People's Bank of China shall give better guidance in credit policies and help improve the financing
environment for small and medium-sized enterprises.

The People's Bank of China shall give more vigorous support to small and medium-sized financial institutions and
encourage commercial banks to readjust their credit structure and provide greater credit support to small and medium-sized
enterprises.

Article 15 All financial institutions shall provide financial support to smalt and medium-sized enterprises, make efforts to
improve financial service, change their style of service, enhance their awareness of the importance of service and improve
service quality.

All commercial banks and credit cooperatives shall improve credit management, expand the areas of services and
develop financial products that are suited to the development of small and medium-sized enterprises, readjust their credit
structure, and provide the enterprises with such services as loans, balancing of accounts, financia! consultancy and
investment management.

State policy-oriented financial institutions shall, within their business scope, provide financial services to small and
medium-sized enterprises.

Articie 16 The State takes measures to broaden the channels of direct financing for small and medium-sized enterprises
and gives them active guidance in their efforts to create conditions for direct financing through various ways as permitted by
laws and administrative regulations.

Article 17 The State, through taxation policies, encourages various kinds of risk investment institutions established
according to law to increase investment in smail and medium-sized enterprises.

Article 18 The State promotes the development of the credit system for small and medium-sized enterprises by
establishing a collection and assessment system of credit information, in order to socialize the inquiry about and the
exchange and sharing of credit information concerning such enterprises.

Article 19 Peopie’s governments at or above the county level and related departments shail promote and arrange for the
establishment of a credit guaranty system for small and medium-sized enterprises, encourage credit guaranty for them and

create conditions for their financing.

The administrative measures for credit guaranty for small and medium-sized enterprises shall be formulated separately
by the State Council.
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Article 20 The State encourages all kinds of guaranty institutions to provide credit guaranty to small and medium-sized
enterprises.

Article 21 The State encourages small and medium-sized enterprises to enter into different forms of mutual-help
financing guaranty according to law.

Chapter 11l
Support for Establishment of Enterprises

Article 22 The government departments concerned shall actively create conditions to provide necessary and suitable
information and consultancy and, when working out plans for urban and rural construction, make rational arrangements for
the necessary places and facilities to meet the needs for the development of small and medium-sized enterprises and support
the establishment of such enterprises.

Where unemployed or disabled establish small and medium-sized enterprises, the focal government shall actively
support them, provide conveniences and better guidance.

The government departments concerned shall take measures to broaden channels for the small and medium-sized
enterprises to employ graduates of colleges and specialized secondary schools.

Article 23 The State supports and encourages, through relevant taxation policies, the establishment and development of
small and medium-sized enterprises.

Article 24 With regard to the small and medium-sized enterprises that are established by unemployed persons or that
employ laid-off workers in the year of their establishment, the number of whom reaches the percentage fixed by the State, the
ones that use new and high technologies and conform to State policies for supporting and encouraging the development of
such enterprises the ones that are established in minority ethnic areas and poverty-stricken areas, and the ones that provide
jobs to disabled persons, the number of whom reaches the percentage fixed by the State, the State reduces the rate of tax or
exempts them from income tax during a certain period of time, and adopts preferential taxation policies.

Article 25 Local people's govemments shall, in light of actual conditions, provide persons who establish enterprises with
policy consultancy and information services conceming industrial and commercial administration, public finance, taxation,
financing, labor, employment, social security, etc.

Article 26 Government departments in charge of enterprise registration shall, in compliance with the statutory
requirements and procedures, handle registration for the small and medium-sized enterprises established, increase their work
efficiency and provide conveniences to the registrants. They may not impose preconditions for registration of enterprises
beyond the provisions of laws and administrative reguiations; and they may not coliect fees beyond the ones or rates
specified by laws and administrative regulations.

Article 27 The State encourages small and medium-sized enterprises, in accordance with the State policies for the use
of foreign funds, to introduce foreign investment and advanced technology and management expertise and to establish
Chinese-foreign equity joint ventures and contractual joint ventures.

Article 28 The State encourages individuals and legal persons, in accordance with law, o take part in the establishment
of small and medium-sized enterprises by investing their industrial property right, nonpatented technology, etc.

Chapter IV
Technological Innovation

Article 29 The State formulates policies to encourage small and medium-sized enterprises to develop new products and
to adopt advanced technology, manufacturing technique and equipment to meet market needs and to improve product quality
and make technological progress.

When launching projects for technological innovation and projects for technological updating in support of the products of
large enterprises, small and medium-sized enterprises may enjoy the policy of discount interest on Ioans.

Article 30 The government departments concerned shall give policy-related support to small and medium-sized
enterprises in terms of planning, land use and finance, promote the establishment of different kinds of technical service
institutions and establish centers for advancing the productive forces and bases for creating science- and technology-oriented
enterprises, in order to provide small and medium-sized enterprises with services relating to technological information,
consultancy and transferring and services for the development of products and technologies, and to help promote the
transformation of scientific and technological achievements and upgrade the technology and product of the enterprises.

Article 31 The State encourages technological cooperation, development and exchange between small and medium-
sized enterprises on the one hand and research institutions and institutions of higher education on the other, in order to
promote the industrialization of scientific and technological achievements and actively develop small and medium-sized
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enterprises that make use of scientific and technological achievements.
Chapter V
Market Development
Article 32 The State encourages and supports large enterprises to establish, on the basis of resources allocation by the
market, stable relations of cooperation with small and medium-sized enterprise in respect of the supply of raw and semi-
processed materials, production, marketing, and technoltogical development and updating, in order to help promote the

development of smali and medium-sized enterprises.

Article 33 The State gives guidance to, promotes and regulates the restructuring of the assets of small and medium-
sized enterprises through merge, purchase, etc., in order to optimize the allocation of resources.

Article 34 When purchasing goods or service, the government shall give first priority to small and medium-sized
enterprises.

Article 35 The government departments and institutions concerned shail provide guidance and assistance to small and
medium-sized enterprises to stimulate the expon of their products and promote their economic and technological cooperation

and exchange with other countries.

The policy-oriented financial institutions of the State concerned shall, by means of providing loans for import and export,
export credit insurance. etc., support small and medium-sized enterprises in their efforts to develop market abroad.

Article 36 The State formulates policies to encourage qualified small and medium-sized enterprises to invest abroad,
participate in international trade and develop international market.

Article 37 The State encourages the service institutions for small and medium-sized enterprises to hold exhibitions and
fairs for their products and to conduct information consultancy activities.

Chapter V!
Public Services

Article 38 The State encourages all sectors of the society to establish and improve the service system for small and
medium-sized enterprises and to provide them with services.

Article 39 The government shall, in light of actual needs, support the institutions established in the service of small and
medium-sized enterprises and see that they provide top-notch services to the enterprises.

The service institutions for small and medium-sized enterprises shall make full use of computer networks and other
advanced technologies to gradually establish and improve the information service system opening to the entire community.

The service institutions for small and medium-sized enterprises shall contact the various kinds of pubiic intermediary
agencies and encourage them to serve such enterprises.

Article 40 The State encourages the various kinds of public intermediary agencies to provide the small and medium-
sized enterprises with such services as instructions on establishment of enterprises, business consulting, information
consuitancy, marketing, investment, financing, credit guaranty, property right transaction, technological support, bringing in of
taients, personnel training, cooperation with other countries, exhibitions, fairs and legai advice.

Article 41 The State encourages related institutions and institutions of higher education 1o train managerial, technical
and other personnel for small and medium-sized enterprises, in order to help raise the enterprises' level of marketing,
management and technology.

Article 42 The self-regulating trade organizations shalt actively serve the small and medium-sized enterprises.

Article 43 The self-regulating organizations in charge of the seif-restricting and self serving small and medium-sized
enterprises shall safeguard the legitimate rights and interests of the enterprises, express their suggestions and requirements,
and serve them in market development and increase of their management ability.

Chapter VI

Supplementary Provisions

Article 44 The provinces, autonomous regions and municipalities directly under the Central Government may, in light of
the conditions of the local small and medium-sized enterprises, formulate measures for implementation of this Law.
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Article 45 This Law shall go into effect as of January 1, 2003.

Notice™ All copyrights of the English version of the Orders of the President of the People's Republic of China released on
gov.cn belong fo the Legislative Affairs Commission of the Standing Committee of the National People's Congress of the

People's Republic of China.
L . = J
Copyright © 2012 www.gov.cn All Rights Reserved
About Us | Contact Us
A 4
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Circukar of the General Office of the State Council on
Issuing the Interim Provisions of the Ministry of Science
and Technology and the Ministry of Finance on
Technological Innovation Funds of Science-and-
Technology-Oriented Small and Medium-sized Enterprises

(Promulgated by Document No. [1999] 47 of the General Office of the State Council on May 21st,
1058

In order to support and promote the technological innovation of science-and-technology-oriented
small and medium-sized enterprises (hereinafter referred to as small and medium-sized enterprises),
upon the approval of the State Council, a special government fund (hereinafter referred to as
innovation fund) is established to support technological innovation projects in science-and-
technology-oriented small and medium-sized enterprises (hereinafter referred to as small and
medium-sized enterprises). In order to strengthen the management of the innovation fund, and
increase its employing benefits, provisions are hereby made as follows:

1 The innovation fund is an introductory fund, through which a new investment system is to be
gradually built catering to the objective discipline of socialist market economy and supporting the
technological innovation of small and medium-sized enterprises by attracting investment into
technological innovation of small and medium-sized enterprises from localities, enterprises,
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mvestment institutions of science and technology and financial organizations.

2 The innovation fund, not aiming at making profit, is to strengthen the innovative capability of
small and medium-sized enterprises by supporting their innovation programs.

3 The employment and management of innovation fund must conform to the relevant laws,
administrative regulations and financial regulations and rules of the State, and follow the principle of
applying honestly, consider justly, manage scientifically, support favorably, publicize clearly and
special funds used specially.

4 The innovation fund comes form the allocation of the Central finance and the interests thereof.

S The innovation fund is geared to the needs of all types of small and medium-sized enterprises
registered within China. The program the fund supports and the enterprises taking the program must
meet the following conditions:

(1) the program the fund supports must be a program involving the transference of high and new
technological achievements and conforming to the State's policy of industrial technology, having
high level of innovation and strong competitive power in the market, possessing the potentialities of
producing economic and social benefits, and having the possibility to form jumped-up industry.

(2) the enterprise has register with the administrative department for industry and commerce at
the place where it is located, possesses the qualification of enterprise legal person and a complete
financial system; the number of its workers and staff should, in principal, not exceed 500, among
them, the technological personnel with the academic degree higher than that conferred by an
institution of higher education should have a ratio of not less than 30% to the total amount of the
workers and staff. As for an high and new technology enterprises recognized by the competent
department of science and technology under the people's government at or above the provincial level
which engages in scaled production of technological innovation programs, the requirements for the
ration of the technological personnel to its workers and staff may be properly relaxed.

(3) the enterprises should mainly engage in research, development, production and service of
products with high and new technology, and the persons in charge of the enterprise should have
strong sense of innovation, market development capability and managing skills. The money used in
the research and development of products with high and new technology should not be less than 3%
of the sales volume, and the number of workers and staff directly engaged in research and
development must be not less than 10% of the total number of the workers and staff. Those
enterprises with leading products which will be produced in batches or those engaged in scaled
production must have a good operating record.

6 The innovation fund encourages and gives priority to the support to joint innovation of
production, study and research, and also gives priority to the support to those programs which
possess independent intellectual property right, contain high technology and high added value and
which can provide employment, save energy, reduce costs, improve environment and make profits
from export.

7 The innovation fund should not support repeated construction at a low level, infrastructure
construction with merely purpose, technology introduction and ordinary processing projects.

8 According to different characteristics of small and medium-sized enterprises and programs, the
innovation fund gives support in different forms such as subsidization to the interests of loan, gratis

financial aid and input of capital fund:

(1) subsidization to the interests of loan: for those innovation programs with certain level, scale
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and profits, the measure of giving subsidy to the interests of loan is usually taken to encourage
loaning in order to enlarge the production scale. The subsidy is equal to 50% -100% of the annual
interest of loan. The total interest should not exceed 1 million yuan and the total interest of some
major program should not exceed 2 million yuan.

(2) gratis financial aid: this financial aid is mainly used to subsidize the research, development and
test of products in the technological innovation of small and medium-sized enterprises and to help
researching personnel transfer the achievements when they establish enterprises with their scientific
and technological achievements. The sum of this financial aid is usually no more than 1 million yuan
and no more than 2 million yuan with some major programs. In addition, the enterprises must have
the same amount of matching capital or more.

(3) input of capital fund: the fund provides capital money to those programs which have high
starting point, rich innovation content, high innovation level, innovation potential, great potential
demand in market and the possibility of becoming a new industry. The capital money is invested in
order to induce the investment of other capitals. The sum is usually no more than 20% of the
enterprise's registered capital. In principle, the capital money can be transferred according to law or
retracted by joint operation within the time limit. The specific measure is to be formulated
separately.

9 The Ministry of Science and Technology is the competent department of the innovative fund,
which is responsible for considering and announcing the annual priorities of support and work
guidelines of the innovative fund, discussing major events in the operation of the innovation fund,
approving the annual working plan of the innovative fund, examining and approving programs to be
supported in cooperation with the Ministry of Finance, submitting reports on the implementation to
the State Council annually.

10 The Ministry of Finance is the supervision department of the innovative fund, which
participates in considering and announcing the annual priorities of support and work guidelines of
the innovative fund, allocates in two batches each year the innovative fund into the special account
of the Innovative Fund Administration Center through the Ministry of Science and Technology
according to the annual working plan of the innovative fund, supervises and inspects the operation
and use of the fund.

11 An Experts Consulting Committee of Innovation Fund is to be constituted by the authoritative
experts on technology, economy and management and entrepreneurs, which is responsible for
researching into the fields given priority in support and major programs for each year, guiding the
formulation of annual priorities in support and work guidelines of the innovative fund, and providing
technical consultation to the Innovative Fund Administration Center.

12 To establish Innovative Fund Administration Center of Small and Medium-Sized Enterprises
(hereinafter referred to as Administration Center), as a non-profit institution legal person, which is
responsible for the administration of the innovative fund and performs the following functions under
the direction of the Ministry of Science and Technology and the Ministry of Finance:

(1) making research and putting forward annual priorities in support and work guidelines of the
innovative fund, uniformly accepting applications for innovation fund and conducting procedural
examination;

(2) making research and putting forward the standard for evaluation, assessment and bid of
innovative fund programs, putting forward the qualifications of evaluating organs and other

intermediary organs participating in the innovation fund administration;

(3) accrediting or organizing related units or organs to conduct the evaluation, assessment and bid
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of innovation fund programs;

(4) being responsible for working out the annual final settlement of accounts and working plan of
the innovation fund, making proposals on annual programs to be supported by innovation fund, and
being responsible for the operation of innovation fund;

(5) being responsible for the integrative administration in the course of implementation of
innovation fund programs, and for the audit, supervision and periodical report of the innovation fund
program.

13 The Ministry of Science and Technology annually promulgates priorities in support and work
guidelines of the innovative fund. For programs conforming to the requirements for support of the
innovation fund, enterprises may submit corresponding application materials according to
requirements for applications; application materials should be submitted with recommendation
opinions of the recommending units, those applying for subsidization to the interests of loan should
also provide the promise on offering the loan of the banks concerned.

14 The recommending units of programs should conduct serious examination on the applying
enterprises' qualifications, accuracy and truth of the materials; and provide recommendation opinions
to programs conforming to the applying conditions and requirements.

15 Competition system should be introduced actively and the systems of evaluation and bid for
innovation fund be implemented. Units conforming to bid conditions should be selected for the
program through public competition.

16 The Administration Center handles and investigates the applications according to relevant
standards and submit to related evaluating organs or experts for evaluation, investigation or
consultation; those conforming to the conditions must be selected through the evaluation of bidding
materials and performance.

17 Assessment organs and evaluation experts should objectively assess and evaluate the marketing
prospect, technological innovation, technical feasibility, risks and profits of the applying program as
well as the managing and operating skills of the applying enterprises and give definite opinions.

18 The Administration Center provides suggestions on the supporting programs of innovation
fund according to the bid condition and evaluating opinions; if necessary, the Ministry of Science
and Technology and the Ministry of Finance may reconsider the evaluating results. After the
program proposal has been examined and approved by the Ministry of Science and Technology
together with the Ministry of Finance, the Administration Center should conclude a contract with the
enterprise, on the basis of which the corresponding procedures should be gone through.

19 the Ministry of Science and Technology and the Ministry of Finance publicize annually in
batches the supported programs and enterprises of the innovation fund and receive the supervision
form the society.

20 For programs have not passed the procedural examination or not been given support of the
innovation fund after evaluation, assessment and bid, the Administration Center should inform the
applying enterprises in written form within 4 months of the date of the acceptance of the
applications.

21 The annual budget for innovation fund is decided by the Ministry of Finance. The Ministry of

Science and Technology should report the use of the innovation fund according to related provisions
of the Ministry of Finance and receive supervision from the Ministry of Finance.
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22 The Administration Center should allocate the innovation fund completely to the units who are
in charge of the programs in accordance with the requirements of contract. The innovation fund
should not be used in financing, stocks, futures, real estate, sponsoring, donation, etc. and should not
be appropriated.

23 The Administration Center should budget the fees used in evaluation, assessment and bid as
well as daily administration of the innovation fund, which are disbursed from the interests of
innovation fund after the approval of the Ministry of Finance.

24 The unit responsible for the project should report the implementation of the program to the
Administration Center annually; the Administration Center should submit the annual budget and
implementation situation to the Ministry of Science and Technology, which in turn submit to the
Ministry of Finance.

25 If the enterprise needs to adjust the objective, progress or outlay of the project owing to
objective reasons, it should submit a written application, which can only be implemented after the
verification of the Administration Center and examination and approval of the Ministry of Science
and Technology and the Ministry of Finance.

26 If the contracted projects are retracted or held in abeyance after the approval of the
Administration Center, enterprises should clear the accounts and turned the left funds completely to

the Administration Center.

27 The implementation scheme concerning the administration of programs and expenditures put
forward by the Administration Center should come into effect after being submitted to and approved
by the Ministry of Science and Technology and the Ministry of Finance.
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Law of the People's Republic of China on Enterprise Income Tax

China.org.cn, February 14, 2011
Order of the President of the People's Republic of China

No.63

The Law of the People's Republic of China on Enterprise Income Tax, adopted at the Fifth Session of the Tenth
National People's Congress of the People's Republic of China on March 16, 2007, is hereby promulgated and shall
go into effect as of January 1, 2008.

Hu Jintao
President of the People's Republic of China
March 16, 2007
Law of the People's Republic of China on Enterprise Income Tax
(Adopted at the Fifth Session of the Tenth National People's Congress on March 16, 2007)
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Chapter | General Provisions
Chapter Il The Amount of Income Taxable
Chapter 111 The Amount of Tax Payable
Chapter [V Preferential Tax Policies
Chapter V Tax Withheld at Source
Chapter VI Adjustment of Special Tax Payment
Chapter VII Administration of Tax Levying and Collection
Chapter VIII Supplementary Provisions
Chapter 1

General Provisions

http://www.china.org.cn/china/LegislationsForm2001-2010/2011-02/14/content 2191... 19/05/2014



Law of the People's Republic of China on Enterprise Income Tax - China.org.cn Page 2 of 12

Article 1 The enterprises and other organizations that are located within the People's Republic of China and earn
income (hereinafter generally referred to as enterprises) are payers of enterprise income tax, which shall be paid in

accordance with the provisions of this Law.
This Law is not applicable to individual proprietorship enterprises and partnerships.
Article 2 Enterprises are divided into resident enterprises and non-resident enterprises.

For the purposes of this Law, resident enterprises are enterprises which are set up in China in accordance with
law, or which are set up in accordance with the law of a foreign country (region) but which are actually under the

administration of institutions in China.

For the purposes of this Law, non-resident enterprises are enterprises which are set up in accordance with the law
of a foreign country (region) and whose actual administrative institution is not in China, but which have
institutions or establishments in China, or which have no such institutions or establishments but have income

generated from inside China.

Article 3 A resident enterprise shall pay enterprise tax on its income generated from both inside and outside

China.

A non-resident enterprise that has set up institutions or establishments in China shall pay tax on the income earned
by its institutions or establishments from inside China and the income which is generated from outside China but

which is actually relevant to the said institutions or establishments set up in China.

Where a non-resident enterprise has not set up any institutions or establishments in China, or it has done so but the
income it earns is not actually relevant to the said institutions or establishments, it shall pay tax on the portion of

its income generated from inside China.
Article 4 The rate of enterprise income tax shall be 25 per cent.

On the income earned by non-resident enterprises, as specified in the third paragraph of Article 3 of this Law, the

applicable tax rate shall be 20 per cent.
Chapter 11
The Amount of Income Taxable

Article 5 The amount of the income of an enterprise taxable in each tax year shall be the remainder of its gross
income after the untaxed amount, the amount exempted from taxation, other deductions and the amount allowed

to be used to make up the losses of the previous year are deducted.

Article 6 The income earned by an enterprise from various sources in monetary and non-monetary terms
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constitutes the gross income, which includes:

(1) income from sale of goods;

(2 )income from provision of labor services;

(3) income from transfer of property;

(4) benefits from equity investment, such as dividends and bonuses;
(5) interest income;

(6) rental income;

(7) income from royalties;

{(8) income from donations; and

(9) income from other sources.

Article 7 The following of the gross income are untaxed income:
(1) government appropriations;

(2) administrative fees and government funds collected in accordance with law and placed under government

control; and
(3) other untaxed income prescribed by the State Council.

Article 8 When calculating the amount of its income taxable, an enterprise may deduct its reasonable expenses
which are actually incurred in relation to its income earned, including, among other items, the costs, fees, tax

payments, and losses.

Article 9 When calculating the amount of its income taxable, an enterprise may deduct its expenses incurred due
to donation for public welfare, provided that the portion involved is not more than 12 percent of the total amount

of its annual profits.

Article 10 When calculating the amount of taxable income, the following expenses may not be deducted:
(1) monies from equity investment paid to investors, such as dividends and bonuses;

(2) payment of enterprise income tax;

(3) fines for delaying tax payment;
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(4) losses caused by penalties, fines, and property confiscation;

(5) expenses due to donations other than what is specified in Article 9 of this Law;
(6) sponsorship expenses;

(7) non-verified reserves; and

(8) other expenses irrelevant to the income earned.

Article 11 When calculating the amount of its income taxable, an enterprise may deduct its depreciation of fixed

assets which are calculated in accordance with relevant regulations.

When calculating depreciations for deduction, none of the following fixed assets may be induced:
(1) fixed assets other than the houses and structures that are not put to use;

(2) fixed assets leased from another person to sublet for profits;

(3) fixed assets rent to another person by way of financial leasing;

(4) fixed assets that have been depreciated in full but are still in use;

(5) fixed assets that are irrelevant to business activities;

(6) land which is separately evaluated and entered into an account book as fixed assets; and

(7) other fixed assets the depreciation of which may not be calculated for deduction.

Article 12 When calculating the amount of its income taxable, an enterprise may deduct the amortized expenses

for the intangible assets calculated in accordance with relevant regulations.
When calculating the amortized expenses for deduction, none of the following intangible assets may be included:

(1) intangible assets the expenses for the independent development of which are deducted at the time when the

amount of the tgxable income is calculated;

(2) self-created reputation;

(3) intangible assets that are irrelevant to business activities; and

(4) other intangible assets the amortized expenses for which may not be calculated for deduction.

Article 13 When calculating the amount of its income taxable, an enterprise may deduct the following expenses to

be incurred as anticipated long-term amortized expenses and to be amortized in accordance with relevant
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regulations:

(1) expenses for reconstruction of the fixed assets that are depreciated in full;
(2) expenses for reconstruction of the fixed assets leased from another person;
(3) expenses for major repairs of the fixed assets; and

(4) other expenses to be used as anticipated long-term amortized expenses.

Article 14 During the period when an enterprise invests outside, the cost of the investment in the form of assets

may not be deducted when it calculates the amount of its income taxable.

Article 15 When calculating the amount of its income taxable, an enterprise may deduct the cost of the inventory

to be used or sold, which is calculated in accordance with relevant regulations.

Article 16 Where an enterprise transfers its assets, it may deduct the net value of the said assets when calculating

the amount of its income taxable.

Article 17 When an enterprise calculates its income tax on a basis, it may not offset the losses of its business

institutions outside China by the profits of the business institutions inside China.

Article 18 An enterprise may carry over the losses it incurs in a tax year to the succeeding years, namely, it may
have the losses made up by the income of the succeeding years, but the number of years for carrying over such

losses may not exceed five years.

Article 19 With respect to the income earned as prescribed in the third paragraph of Article 3 of this Law, a non-

resident enterprise shall calculate the amount of its income taxable according to the following methods:

(1) For income derived from equity investment such as dividends and bonuses, and from interest, rent and income

from royalties, the total amount of such income shall be the amount of income taxable;

(2) For income derived from property transfer, the remainder of the total amount of the income minus the net

value of the property shall be the amount of income taxable; and

(3) For other sources of income, the amount of the income taxable shall be calculated mutatis mutandis according

to the methods specified in the preceding two Subparagraphs.

Article 20 The income, the specific scope and criteria for deduction and the methods for handling taxation affairs
in respect of assets, as specified in this Chapter, shall be formulated by the departments in charge of finance and

taxation under the State Council.

Article 21 Where in calculating the amount of income taxable, where financial and accounting methods of an
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enterprise are inconsistent with the provisions of the laws and administrative regulations governing taxation, the

said amount shall be calculated in accordance with the provisions of such laws and administrative regulations.
Chapter 111
The Amount of Tax Payable

Article 22 The amount of an enterprise's income taxable shall be the remainder of the amount of the income
taxable multiplied by the applicable tax rate, minus the amount of tax reduced, exempted or offset pursuant to the

preferential tax policies provided for by this Law.

Article 23 The amount of income tax paid outside China on the following income earned by an enterprise may
offset the tax payable for the current period, the amount of tax quota for the offset being the amount of the tax to
be paid on the said income, which is calculated in accordance with the provisions of this Law; the portion in
excess of the said quota may be made up with the balance of the annual amount of tax to be offset in each current

year within the next five years:
(1) taxable income generated outside China by a resident enterprise; and

(2) taxable income which is generated outside China by a non-resident enterprise that has institution or

establishments in China but which is actually relevant to the said institutions or establishments.

Article 24 The portion of the income tax on the income from equity investment, such as dividends and bonuses,
which is derived outside China by a resident enterprise from foreign enterprises that are under its direct or indirect
control and which covered by the amount of the income tax actually paid outside China by the foreign enterprises,
may offset, within the offset quota specified in Article 23 of this Law, the amount of income tax on the income

earned outside China by the resident enterprise.
Chapter IV
Preferential Tax Policies

Article 25 The State implements preferential tax policies with respect to the industries and projects which have the

major support of, and the development of which is encouraged by, the State.

Article 26 The following income of an enterprise shall be income exempted from tax:

(1) income from interest on government bonds;

(2) income from equity investment, such as dividends and bonuses, between qualified resident enterprises;

(3) income from equity investment, such as dividends and bonuses, which is received from a resident enterprise by
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a non-resident enterprise that has institutions or establishments in China, and which is actually relevant to the said

institutions or establishments; and

(4) income of a qualified non-profit organization.

Article 27 Tax on the following income of an enterprise may be exempted or reduced:

(1) income earned from projects of farming, forestry, animal husbandry, and fisheries;

(2) income from investment in and operation of infrastructure projects which have the major support of the State;
(3) income earned from qualified projects of environmental protection or energy and water conservation;

(4) income from qualified technology transfer; and

(5) income as specified in the third paragraph of Article 3 of this Law.

Article 28 With respect to a qualified small enterprise earning low profits, the tax levied on its income shall be

reduced at a rate of 20 percent.

With respect to a high and new technology enterprise that needs key support by the State, the tax levied on its

income shall be reduced at a rate of 15 per cent.

Article 29 The autonomous authority of a national autonomous region may decide to reduce or exempt tax on the
part of the enterprise income tax payable by an enterprise located at the said region, which is to be shared by the
local authority of the region. Tax reduction or exemption decided on by an autonomous prefecture or county shall
be subject to approval by the people's government of a province, autonomous region or municipality directly

under the Central Government.

Article 30 Weighted deduction may be made for the following expenses when the amount of taxable income of an

enterprise is calculated:
(1) expenses on research and development incurred for developing new technologies, products or techniques; and
(2) wages paid for job placement of the disabled and of other persons so encouraged by the State.

Article 31 An investment venture that invests in pioneering undertakings, which the State deems it necessary to
give major support and encouragement may offset the amount of its income taxable at a certain ratio to the amount

of its investment.

Article 32 Where accelerated depreciation of the fixed assets of an enterprise is really necessary due to technology
advancement or other reasons, the number of years for their depreciation may be lessened, or accelerated

depreciation may be made.
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Article 33 The income earned by an enterprise from manufacturing, through comprehensive use of resources,
products in conformity with the industrial policies of the State may be deducted when it calculates the amount of

its taxable income.

Article 34 The amount of money an enterprise invest in the purchase of special equipment for environmental
protection, energy and water conservation, and safe production may offset the amount of tax payable at a certain

ratio.

Article 35 The specific preferential tax policies as provided for in this Law shall be formulated by the State

Council.

Article 36 To meet the need of national economic and social development or the challenge of unexpected
incidents, etc. which exert a major impact on the business activities of enterprises, the State Council may
formulate special preferential policies with respect to enterprise income tax and submit them to the Standing

Committee of the National People's Congress for the record.
Chapter V
Tax Withheld at Source

Article 37 The tax payable on the income earned by a non-resident enterprise, as specified in the third paragraph
of Article 3 of this Law, shall be withheld at source, with the provider of the income serving as the withholding
obligor. When making such a payment or when such payment is due, the withholding obligor shall withhold the

income tax from such payment.

Article 38 With respect to the tax payable on the income earned by a non-resident enterprise from engineering
operations and labor services in China, the taxation authority may designate the provider of money for engineering

operation or labor services as the withholding obligor.

Article 39 Where with respect to the income tax that should be withheld in accordance with the provisions in
Articles 37 and 38 of this Law, the withholding obligor fails to withhold tax in accordance with law, or can not
perform the withholding obligation, the taxpayer shall pay the tax at the place where the income is generated. If
the taxpayer fails to do so in accordance with law, the taxation authority may recover payment of the tax from the

money to be paid to him for other projects in China by other providers.

Article 40 The withholding obligor shall turn the tax payment withheld in each installment to the Treasury within
seven days from the date of withholding, and shall submit a withholding enterprise income tax return to the local

taxation authority.

Chapter 1V
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Adjustment of Special Tax Payment

Article 41 Where a business transaction effected between an enterprise and its affiliate is at variance with the
principle of arm's-length transaction but the taxable income or the amount of the income taxable of the enterprise

or its affiliate is reduced, the taxation authority shall have the right to make adjustment in a reasonable manner.

The cost incurred by an enterprise and its affiliate in joint development or transfer of intangible assets, or in joint
provision or acceptance of labor services shall be shared by them under the principle of independent transaction,

when the amount of income taxable is calculated.

Article 42 An enterprise may make suggestions to the taxation authority as to the principle of pricing and the
method of calculation for the transactions effected between itself and its affiliate. The taxation authority and the

enterprise may, after consultation and confirmation, reach an advance pricing agreement.

Article 43 When an enterprise submits to the taxation authority its annual income tax return, it shall enclose a

statement of its annual business transactions effected with its affiliate.

When the taxation authority conducts investigation on affiliated business, the enterprise and its affiliate, and other
enterprises related to the investigation shall provide the relevant information in accordance with relevant

regulations.

Article 44 Where an enterprise fails to provide the information of its business transactions effected with affiliate,
or provides false or incomplete information which does not reflect the truthfully affiliated business transactions,
the taxation authority shall have the right to verify and determine the amount of its income taxable in accordance

with law.

Article 45 For an enterprises which is controlled by a resident enterprise or by both a resident enterprise and a
Chinese resident but which is established in another country (region) where the actual tax burden is obviously
lower than the tax rate specified in the first paragraph of Article 4 of this Law, if it does not distribute its profits or
distributes the profits at a reduced rate for reasons other than reasonable business needs, the portion of the
aforesaid profits that should go to the said resident enterprise shall be included in the income of the current period

of the said resident enterprise.

Article 46 The expenses incurred by an enterprise for payment of interest, due to the fact that the ratio of the bond
or equity investment it receives from its affiliates is in excess of the prescribed norm, may not be deducted when it

calculates the amount of its income taxable.

Article 47 Where an enterprise earns less taxable income or amount of income because it implements plans other
than the ones designed to achieve reasonable business objectives, the taxation authority shall have the right to

make adjustment in a reasonable way.
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Article 48 Where additional tax needs to be levied after a taxation authority makes adjustment to tax payment in
accordance with the provisions of this Chapter, the additional tax shall be levied and additional interest shall be

collected in accordance with the relevant regulations of the State Council.
Chapter VII
Administration of Tax Levying and Collection

Article 49 Apart from the provisions of this Law, administration of the levying and collection of enterprise income
tax shall be exercised in accordance with the provisions of the Law of the People's Republic of China on the

Administration of Tax Collection.

Article 50 Unless otherwise provided for by the laws and administrative regulations governing taxation, the place
of registration for a resident enterprise is the place where it pays tax; if it registers outside China, the place where

the actual administration institution is located shall be the place for it to pay tax.

Where a resident enterprise establishes a business institution that does not have the status of a legal person in

China, it shall consolidate the calculation and payment of its income tax.

Article 51 A non-resident enterprise that earns income as specified in the second paragraph of Article 3 of this
Law shall pay tax at the place where its institution or establishment is located. A non-resident enterprise that has
two or more institutions or establishments in China may, upon examination and approval by the taxation authority,

choose a main institution or establishment to pay the consolidated enterprise income tax.

A non-resident enterprise that earns income as specified in the third paragraph of Article 3 of this Law shall pay

tax at the place where its withholding obligor is located.

Article 52 An enterprise may not pay consolidated enterprise income tax with another enterprise, unless otherwise

prescribed by the State Council.

Article 53 Enterprise income tax shall be calculated on the basis of the tax year, which begins on January 1 and

ends on December 31 of a calendar year.

If an enterprise commences business or terminates its business activities during a tax year, so that the actual period
of business conducted in the tax year is less than 12 months, the actual period of business operation shall be

deemed to be a tax year.

When an enterprise is being liquidated in accordance with law, the period of liquidation shall be deemed to be a

tax year.

Article 54 Enterprise income tax shall be prepaid on a monthly or quarterly basis.
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For prepayment of tax, an enterprise shall submit an enterprise income tax return for prepayment to the taxation

authority within 15 days from the end of a month or quarter.

For consolidated tax payment, an enterprise shall submit an annual enterprise income tax return to the taxation

authority within five months from the end of a tax year and settle the tax payable and refundable.

When submitting its enterprise income tax return, an enterprise shall enclose in it a financial statement and other

relevant information according to relevant regulations.

Article 55 Where an enterprise terminates its business activities during a tax year, it shall, within 60 days from the
date it actually terminates its business operation, settle its enterprise income tax of the current period on a

consolidated basis with the taxation authority.

Before going through the procedure for cancellation of registration, an enterprise shall file with the taxation

authority the return on the income settled and pay enterprise income tax in accordance with law.

Article 56 Enterprise income tax to be paid in accordance with this Law shall be calculated in terms of Renminbi.
Where the income is calculated in a currency other than Renminbi, it shall be converted into Renminbi for tax

payment.
Chapter VIII
Supplementary Provisions

Article 57 An enterprise set up upon approval prior to the promulgation of this Law that enjoys the preferential
policy of a low tax rate in accordance with the laws and administrative regulations governing taxation of the time
may, pursuant to the relevant regulations of the State Council, gradually go over to the tax rate prescribed by this
Law within five years after this Law goes into effect; an enterprise that enjoys the preferential policy in the form
of regular tax exemption or reduction may, pursuant to the relevant regulations of the State Council, continue
enjoying such policy after this Law goes into effect, until the period for such policy expires; however, if it has not
enjoyed such policy because it fails to make any profits, the period for such policy shall be calculated from the

year this Law goes into effect.

High and new technology enterprises that are set up in a given zone in accordance with law for the purpose of
developing economic cooperation and technological exchange with other countries and that are newly set up in an
area where special policies adopted for the said zone are implemented, as prescribed by the State Council, -- all of
which the State deems it necessary to give major support -- may enjoy transitional preferential taxation policies,

and specific measures in this regard shall be formulated by the State Council.

Other enterprises of the encouraged type as much confirmed by the State may be enjoy the preferential policies for

tax exemption or reduction in accordance with the relevant regulations of the State Council.
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Article 58 Where provisions in the agreements on taxation concluded by the Government of the People's Republic
of China with the governments of other countries are different from the ones in this Law, the provisions there shall

prevail.

Article 59 The State Council shall, according to this Law, formulate regulations for implementation of this Law.

Article 60 This Law shall go into effect as of January 1, 2008. The Income Tax Law of the People's Republic of
China for Enterprises with Foreign Investment and Foreign Enterprises, which was adopted at the Forth Session of
the Seventh National People's Congress on April 9, 1991, and the Interim Regulations of the People's Republic of
China on Enterprise Income Tax, which was promulgated by the State Council on December 13, 1993, shall be

repealed simultaneously.

(Source:npc.gov.cn)
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Notice of the State Council on the Implementation of the Transitional Preferential
Policies in respect of Enterprise Income Tax
(No. 39 [2007] of the State Council)

The people’s governments of all provinces, autonomous regions, municipalities
dircctly under the Central Government, all ministries and commissions of the State
Council, all institutions directly under the State Council,

The Enterprise Income Tax Law of the People's Republic of China (hereinafier
referred 10 as the EITL) and the Regulation on the Implementation of the Enterprise
Income Tax Law of the Pcople’'s Republic of China (hercinafter referred to as the
RIEITL) shall come into force as of January 1, 2008. In accordance with Article 57 of
the EITL, you are hercby notified of the following issues concerning the preferential
policics in respect of enterprise income tax:

| The measurcs for the transition of preferential tax treatments to enterprises
established prior 1o the promulgation of the EITL

Enterpriscs cnjoying the preferential policies in respect of enterprisc income tax under
the former tax law, administrative regulations and documents with the effects of
administrative regulations shall bc subject to a transition under the following
measurcs:

As of January 1, 2008, enterprises that previously enjoy the preferential policies of
low tax rates shall be gradually transited to enjoy the statutory tax rate within 5 years
after the implementation of the EITL. Amoang them, the enterprises that e¢njoy the
enterprise income tax rate of 15% shall be subject to the enterprise income tax rate of
18% in 2008, 20% in 2009, 22% in 2010, 24% in 2011 and 25% in 2012. The
enterpriscs that previously enjoy the tax rate of 24% shall be subject to the tax rate of
25% as of 2008.

As of January 1, 2008, the enterprises that previously enjoy “2-year exemption and
3-year half payment”, “S-ycar exemption and 5-ycar half payment™ of the enterprise
income tax and other preferential treatments in the form of periodic tax deductions
and exemptions may, after the implementation of the EITL, continue to cnjoy the
relevant preferential treatments under the preferential measures and the time period
prescribed in the former tax law, administrative regulations and relevant documents
until the expiration of the said time period. However, if such an enterprise has not
cnjoyed the preferential trcatments yet because of its failurc 1o make profits, its
preferential time period shall be calculated from 2008.

The expression “enterpriscs enjoying the preferential policies” as mentioned above
refers to the enterpriscs established and registered in the industrial and commercial
administrative department and in other registration administrative departments prior
to March 16, 2007. The items and scope of the transitional preferential policies shall
conform to the Table for the Implementation of Transitional Preferential Policy on



Enterprisc Income Tax (sec Attached Table).

II Continuously implementing the preferential tax policies for the Westem
Devclopment Program

In accordance with the relevant documents of the State Council on carrying out the
Western Devclopment Program, the preferential policies for Western Development
Program in respect of enterprise income tax as provided in the Notice of the Ministry
of Finance, Statc Administration of Taxation and Genera! Administration of Customs
on the Preferential Policies for Western Development Program in respect of Enterprise
Income Tax (No. 202 [2001] of the Ministry of Finance) jointly promulgated by the
Ministry of Finance, State Administration of Taxation and General Administration of
Customs shall be implemented continuously.

I Other provisions on thc implementation of transitional preferential policies in
respect of enterprise income tax

An enterprisc enjoying the transitional preferential policies in respect of enterprise
income tax shall compute the taxable income amount under the provisions of the
EITL and the RIEITL regarding the incomes and deductions and shall calculate and
enjoy the prefercntial tax treatments under section 1 of this Notice.

In case that there is any ovcrlap betwecn the transitional prcferential policies in
respect of enterprise income tax and those as provided in the EITL and the RIEITL,
an cnterprise may choosc the most preferential policies. It shall not enjoy such
policies repeatedly, and once it makes a choice, it shall not change it.

Attached Tabie: Table for the Implementation of Transitional Preferential Policies on
Enterprise Income Tax

State Council
December 26, 2007

Table for the Implementation of Transitional Preferential Policy on Enterprise Income
Tax

Sequential -
Document Name Contents of Relevant Policies
Order
Foreign-funded enterprises
1 established in  special  economic
Article 7 (1) of the Law of thc|zones, foreign enterprises that
People’s Republic of China on the [established institutions and bascs in




Enterprises and Forcign

Enterprises#/a#

Income Tax for Foreign-funded lspccial ©ConoMmIc zones 1o engage in

production and operation and

productive foreign-funded
enterprises established in economic
and technological  development
the
enterprisc income tax at the reduced

ratc of 15%.

zones shall be subject to

Article 7 (3) of the Law of the
Pcople’s Republic of China on the
|Income Tax for Foreign-funded

Enterprises and Foreign Enterprises

The foreign-funded
established
leconomic areas or in the old areas of
the the  special

economic zones or the economic

enterprises

in  open  coastal

cities where

and technological development
zones are located, or cstablished in
other areas as prescribed by the
State Council may be subject to the
cnterprise income tax at the reduced
rate of 15% if they are engaged in
the energy, traffic, port and dock
projects other

or projects

encouraged by the state.

Article 73 (1) (a) of the Detailed
Rules for the Law of the People’s
Republic of China on the Income
Tax for Forcign-funded Enterprises
and Foreign Enterprises

The
enterprises established in the open

productive  foreign-funded
coastal economic areas, or in the old
arcas of the cities where the special
cconomic zones or economic and
technological development zones
are located and engaged in such
projects as technology intensive and
knowledge

projects with more than 30 million

intensive  projects,

US dollars of foreign investment

and a long period for recovery of the

investment and projects of energy,




traffic and pon construction may be
subject to the cnterprise income tax
at the reduced rate of 15%.

Article 73 (1) (b) of the Detailed
Rules for the Law of the People’s
Republic of China on the Income
Tax for Forcign-funded Enterpriscs
and Forcign Enterprises

The Sino-foreign  equity

enterprises engaged in port and dock

joint

construction may be subject to the
enterprise income tax at the reduced
rate of 15%.

Article 73 (1) (d) of the Detailed
Rules for the Law of the People’s
Republic of China on the Income
Tax for Foreign-funded Enterpriscs
and Foreign Enterprises

Productive foreign-funded
enterpriscs  established in  Pudong
New District of Shanghai, and
foreign-funded enterprises engaged
in energy and traffic construction
airport,  port,
railway, highway and power station

projects such as

may be subject to the enterprise
income tax at thc reduced rate of
15%.

Replies of the State Council on
Shanghai Waigaoqiao, Tianjin Port,
Shenzben

Futian, Shenzhen

Shaotoujiao, Dalian, Guangzhou,
Xiamen Xiangyu, Zhangjiagang,
Haikou, Qingdao, Ningbo, Fuzhou,
Zhuhai and Shenzhen
Yantian Bonded Areas (Letter No.26
[1991} of the State Council, Letter
No. 32 [1991] of the State Council,
Letter No.43 {1992] of the State
Council, Letter No.44 [1992) of the
Statc Council, Letter No.148 [1992]
of the State Council, Letter No.150
[1992] of the State Council, Letter
No.159 [1992] of the State Council,

Shantou,

Productive foreign-funded
enterprises shall be subject to the
enterprise income tax at the reduced

rate of 15%.




Letter No.179 [1992] of the Staic
Council, Letter No.180 [1992] of
the Statc Council, Letter No.18t
[1992] of the State Council, and
Letter No.3 [1993) of the State
Council)

Reply of the State Council on the
of
Busincssmen Investment Areas in

Establishment Taiwan

the Coastal Areas of Fujian Province
(Letter No. 35 [1989] of the State

Council.

The

established by Taiwan businessmen

cnterprises  invested  and
in Xiamen Taiwan Businessmen
Investment Area shall be subject to
the enterprise income tax at the
reduced rate of 15%. The productive
enterprises invested and established
in Fuzhou Taiwan Businessmen
Investment Arca shall be subject to
the entcrprise tncome tax at the
reduced of 15%

non-productive Taiwan-funded

rate and
enterpriscs shall be subject to the
enterprise income tax at the reduced
rate of 24%.

Notices of the State Council on

Further Opening Nanning,
Chongqing, Huangshi, Yangtze
Three Gorges Economic
Development Zone, Beijing and

other cities (Letter No. 62 [1992] of
the State Council, Letter No. 93
[1992] of the State Council, Letter
No. 19 {1993] of the State Council,
Letter No. 92 [1994] of the State
Council, Letter No. 16 [1995] of the
State Council)

The
enterprises  established

productive  foreign-funded
in capital
cities and opcn riparian cities and
engaged in the following projects
shall be subject to the enterprise
income tax at the reduced ratc of
15%: the technology intensive and
knowledge
projccts with morc than 30 million

intensive  projects;
US dollars of forcign investment
and a long period for recovery of the
investment; and projects of energy,

traffic and port construction.




Reply of the State Council on the
Development and Construction of
Suzhou Industrial Park (Letter No. 9
[1994] of the State Council)

The productive forcign-funded
cnterprises established in  Suzhou
Industrial Park shall be subject to
the enterprise income tax at the

reduced rate of 15%. -

Notice of the State Council on
Expanding the Scope of Application
of the Preferential Tax Provision to
Foreign-funded Enterprises
Engaged in Infrastructurc Projects
of Energy and Traffic (No. 13

(1999] of the State Council)

As of January 1, 1999, the provision
in Arnicle 73 (1) (a) (i) of the
Dctailed Rules for the Law of the
Pcople’s Republic of China on the
Income Tax for Foreign-funded
Enterpriscs and Forcign Enterpriscs,
which productive foreign-funded
enterprises engaged in infrastructure
construction of energy and traffic
shall bc subject to the enterprise
income tax at the reduced rate of
15%, shall be applicable throughout

the country.

Regulation on Special Economic
Zones of Guangdong Province
(Adopted at the 15th Session of the
Standing Committce of the Fifth
National People's
August 26, 1980)

Congress on

The enterprise income tax rate for
Zhuhai
Economic

and Shantou
Zones of
Guangdong Province shall be 15%.

Shenzhcen,
Special

Reply to Fujian Province on the
Construction of Xiamen Special
Economic Zone (Letter No. 88 [80]
of the State Council)

The enterprise income tax rate for
Xiamen Special Economic Zone
shall be 15%.

Provisions of the State Council on
Encouraging Investments to the
Development of Hainan Island (No.

26 [1988] of the Statc Council)

All incomes from production and
operation by enterpriscs (except for
state banks and insurance
companics) established in Hainan

Island shall bc subject to the




cnterprise income tax at the rate of
15%.

Article 7 (2) of the Law of the
People’s Republic of China on the
Income Tax for Foreign-funded

Enterprises and Foreign Enterprises

The foreign-funded
established  in

economic areas, or in the old arcas

enterprises
open  coastal
of the citics where the special
cconomic zones or thc economic
and technological dcvelopment
zones are located shall be subject to
the enterprisc income tax at the

reduced ratc of 24%.

Notice of the State Council on the
Pilot Project for National Tourist
Vacation Arcas (No. 46 [1992] of
the State Council)

The foreign-funded enterpriscs in
the national tourist vacation areas
shall be subject to the enterprise
income tax at the reduced rate of
24%.

Notices of the State Council on-
further opening border cities of
Hcihe, Yining, Pingxiang, Erlianhot
(Letter No. 2t [1992]) of the Statc
Council, Letter No. 61 [1992] of the
State Council, Letter No. 62[1992]
of the State Council, Letter No. 94
[1992] of the State Council)

he  productive forcign-funded
cnterprises in open border citics
shall be subject to the enterprise
income tax at the reduced tax rate of

24%

Notice of the State Council on

Further Opcning Nanning,
Kunming, Pingxiang and Other Two
Border Citics and Towns (Letter No.

62 [1992] of the State Council)

Pingxiang, Dongxing, Wanting,
Ruili and Hekou (5 cities, countics
or towns) are allowed to cstablish
border economic cooperation zones
in qualified cities {(countics and
towns) and the productive inland
associated enterprises cstablished in

the border economic coopcration

zones and mainly cngaged in export




shall be subject 10 the reduced tax
rate of 24%.

Notices of the State Council on
further

Chonggqing, Huangshi and Yangtze

opening Nanning,

[Three Gorges Open Economic
Zones, Beijing and other cities
(Letter No. 62{1992] of the State
Council, Letter No. 93 [1992] of the
State Council, Letter No. 19 {1993],
No. 92 [1994) of the Statc Council,
Letter No. 16 {1995] of the State
Council)

The productive  forcign-funded
enterprises in capital cities and open
riparian cities shall be subject to the
enterprise income tax at the reduced

tax rate of 24%.

Article 8 (1) of the Law of the
People’s Republic of China on the
Income Tax for Foreign-funded

Enterprises and Foreign Enterprises

A productive foreign-funded
enterprisc with the operation period
of 10 ycars or longer shall, as of the
year when it begins to make profits,
be excmpted from the enterprise
income tax for the first two years
and be subject to the half-reduced
cnterprise income tax from the third
to the fifth year.

20

Article 75 (1) (a) of the Dctailed
Rules for the Law of the Pcople’s
Republic of China on the Income
Tax for Foreign-funded Enterpriscs
and Foreign Enterpriscs

A Sino-foreign equity joint venture
engaged in the port and dock
construction and with the operation
period of 15 years or longer may,
upon approval of its application by
thc tax organ of the province,
autonomous region or municipality
dircctly  under  the  Central
Government where it is located,

enjoy exemption from the enterprisc

income tax from the first

protit-making ycar to the fifth year,




and reduction in enterprise income
tax by half from the sixth to the
tenth year.

21

Article 75 (1) (b) of the Dctailed
Rules for the Law of the Pcople’s
Republic of China on the Income
Tax for Foreign-funded Enterprises
and Foreign Enterprises

A foreign-funded .
cstablished in Hainan Special

enterprise

Economic Zone and engaged in the
construction of such infrastructure

as airport, pon, dock,
railway, highway, power station,

projects

coal mine, water conservancy, etc.,
or in the development and operation
and with the
operation period of 15 yecars or

of agriculture,

longer may, upon approval of its
application by Hainan provincial tax

organ, enjoy excmption from the

cnterprisc income tax starting from
the first profit-making ycar to the
fith year, and reduction in
cnterprise income tax by haif from

the sixth to the tenth year.

22

Article 75 (1) (c) of the Detailed
Rules for the Law of the Pcople’s
Republic of China on the Income
Tax for Foreign-funded Enterprises
and Foreign Enterpriscs

A foreign-funded cnterprise
established in Shanghai Pudong
New Arca and engaged in the
construction of such cnergy and
transportation projects as airport,
port, railway, highway and power
station, etc. and with the operation
period of 15 ycars or longer may,
upon approval of its application by
Shanghai municipal tax organ, enjoy
excmption from enterprisc income
tax starting from the  first
profit-making yecar to the fifth year,

and reduction in enterprise income




tax by half from the sixth to the
tenth year.

23

Article 75 (1) (d) of the Detailed
Rulkes for the Law of the Pcople’s
Republic of China on thc Income
Tax for Foreign-funded Enterprises
and Foreign Enterprises

A foreign-funded

established in a special economic

enterprise

zonc, engaged in the service
industry, with a foreign investment
of US $ 5 million or more and with
the operation period of 10 ycars or
longer may, upon approval of its
application by tax organ in the
special cconomic  zome, enjoy
exemption from enterprise income
tax for the first profit-making year,
and reduction in enterprisc income
tax by half for the second and third

years.

24

Anticle 75 (1) (f) of the Detailed
Rules for the Law of the Pcople’s
Republic of China on the Income
Tax for Forcign-fundcd Enterprises
and Foreign Enterprises

A foreign-funded
recognized as a high-tech enterprisc
and  cstablished
industrial

cnterprise

in a high-tech
development zone
approved by the State Council and
with the operation period of 10
years or longer may, upon approval
of its application by the local tax
organ, enjoy exemption from the
enterprise income tax for the first

two profit-making years.

25

Article 75 (1) (f) of the Detailed
Rules for the Law of the People’s
Republic of China on the Income
Tax for Foreign-funded Enterprises
and Forcign Enterprises

Reply of the State Council about the

A foreign-funded cnterprise
established in Beijing Pilot Zone for
the  Development  of  New
ITechnology Industry shall be subject
to the preferential tax provisions
treatments regarding Beijing Pilot

Zone for the Development of New




Interim Regulation on Beijing Pilot
Zonc for the Development of New
Technology Industry (Letter No. 74
[1988] of the State Council)

Technology Industry. It shall, as of
its date of establishment, be
cxempted from the income tax
within 3 years. Upon approval of the
department designated by Beijing
Municipal Government, it may, on
the basis of the tax rate of 15% or
10%, enjoy the reduction of the
income tax by half.

26

Article 8 (1) of the
Regulation of the Peoples’ Republic

Interim

of China on Enterprise Income Tax

For an enterprise in an ethnic
autonomous region requiring special
incentives and encouragement and
enjoying  tax  reductions  or
cxemptions for a specified period
upon approval of the provincial
people’s government, the period for
the implcmcmaiion of the
transitional preferential tax policy
shall not exceed 5 years.

27

Provisions of the State Council on
Encouraging Investments 1o the
Development of Hainan Island (No.

26 [1988] of the State Council)

An enterprise (exccept for a statc
bank or
established in Hainan Island and

insurance  company)
engaged in the construction of such
infrastructure projects as port, dock,
airport, highway, railway, power
station, coal mine, water
conservancy, etc, or in the
development and operation of
agriculture and with the operation
period of 15 ycars or longer may
cnjoy exemption from the enterprisc
income tax starting from its first five
profit-making ycars, and reduction

in enterprise income tax by half




l?om the sixth to the tenth year.

28

An cnterprise (except for a state
bank or
lestablished in Hainan Island and

insurancc  company)
engaged in industry or transpont
findustry and with the operation
period of 10 years or longer may
cnjoy exemption ffom the enterprisc
income tax for its first and second
profit-making years and enjoy
reduction of the income tax by half
from the third 1o fifth year.

29

An enterprise (except for a state

bank or insurance company)

cstablished in  Hainan Island,
engaged in the service industry, with
the total investment in excess of
USD 5 million or 20 million yuan
and with the operation period of 10
ycars or longer may be exempted
from thc income tax for its first
profit-making year and ecnjoy
reduction of the income tax by half

for the second and third ycars.

30

Notice of the State Council on
Implementing the Scveral
Supporting

National Outlines for Medium and

Policies  conceming
Long-term Planning for Scientific
and Technological Development
(2006-2020) (No. 6 [2006] of the
Statc Council)

A high-tech
lestablished in a national high-tech

enterprise  newly

industry development area may,
upon strict recognition, be exempted
from the income tax for its first two
profit-making years.
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Laws and Regulations

(R GRpse 2)

Regulations of the People’ s Republic of China on the Implementation of the Enterprise Income Tax Law

Promulgation Date: 2007-12-06 Promulgation Number: Decree of the State Council of the People’s Republic of ChinaNo. 512 Promulgation
Department The State Council of the People’s Republic of China

Decree of the State Council of the People’s Republic of China
No 512

The Regulations of the People’s Republic of China on the Implementation of the Enterpnise Income Tax Law, which was passed at the 197% standing meetimg of the
3 p p P g &

State Council on November 28, 2007, are hiereby promulgated and enter into force on January 1, 2008

Premier Wen Jiabao

December 6, 2007

Regulations of the People’s Republic of China on the Implementation of the Enterprise

Income Tax Law

Chapter | General Provisions

Article T The Regulations are formulated in accordance with the Entexprise Income Tax Law of the People’s Republic of China (heremafter retcired 1o as the

Enterprise Income Tax Law).

Article 2 The “sole proprictorship enterprises™ and pavtnershup enterprises” as prescribed i Article 1 of the Enterprise Income Tax Law refer to the sole

proprietorship enterprises and partnership coterprises established in accordance with the laws and regulations of China.

Article 3 The “enterprises duly established within the territory of China™ as prescribed in Article 2 of the Enterprise Income Tax Law mclude enterprises, public

institutions, social associalions and other income-generating organizations established m China n accordance with the laws and adminisirative regulations of Clhina.

The “enterprises established in accordance with the laws of foreign countries (regions} as prescribed in Article 2 of the Enterprise [ncome Tax Law clude

anterprises and other mcome-generating organizations estabhshed in accordance with the laws of foreign countries (regions)

Article 4 The “effective management” as prescribed in Article 2 of the Enterprise Income Tax Law refer to an establishment that substantially exercises overal

management and controf over the production, operation, personnel, accounting and propertics of an enterprise.

Article 5 The ““establishment and place™ as prescnbed in Paragraph 3 of Anticle 2 of the Enterprise Income Tax Law refer to the establishments and places in China

engaamg in production and business operations, including

1) Management organizations, business organization and representative offices;
} £ 8 8

]

j Factories, farms and places where natural resources are exploited.
(3} Places where labor services are provided:
14) Places where contractor projects such as construction, installation, assembly, repair and exploration are undertaken; and

(5) Other establishments or places where production and operation activities are undertaken.

If a non-resident enterpnise entrusts a business agent to camry out production and business activities in the territory of China, including entrusting an enterprise ot
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wdnidual o regulardy sign contracts store o deliver goods on its behalf, such busmess agent shall be considered as the gstabhishment ur place of the non-resident

enterprise i China.

Arncle 6 The “income’” as prescribed i Article  of the Emerprise lncome Tax Law imcludes mcomes from sale of goods. pravision of services, ranster ot property

dividends. interests. rents, royalty and reception of donations and other incomes

Article 7 The “incomes from the sources mside and outside China™ as prescribed in Artcle 3 of the Enmterprise Income Tax Law shall be determined according to the

followmng principles.
t1) Formcomes from sale of goods. the sources shall be detennined according to the location where the transactions take place:
(2) For incomes from provision of services, the sources shall be deternuned according 1o the locaton of services:

(3) Forincomes from transter of properties, if the property concemed ts an iminovable property, the source shall be determined according to the location where the
wmovable property is situated: if the property concerned is a movable property, the source shall be determined according to the location of the enerprise,
establishment or place which wansters the property; if the property concerned is equity mvestment, the source shall be determined according to the location of

the enterprise receiving ihe mvestment.

[N

For dividends and bonuses from equity mvestment, the sources shall be deterimmed according 1o the location of the enterprises winch distribute the dividends

and bonuses,

(5} For incomes from interests, rents and rovaliy  the source shall be detenmined according to the Jocation of the enterprise, establishment or place which bears or

pays the said incomes or the residence location of the dividual who bears or pays the said mcomes: or
(6 For other incomes, the sources shall be determined by the competent financial and tax departments of the State Council

Arucle 8 The “effective connection’ as prescribed m Article 3 of the Citempnise Income Tax Law refers to the situation whereby the establishment or place of a non-
resident enterprise i Cluna owns the sharcholdmes and creditor's rights witich give rise to incomes and owns. manages and controls over the propertics which give
rise 1o incomes

Chapter 2 Taxable Income

Section { General Rules

Article 9 tinless otherwise presenbed herem and by the competen financial and tax departments of the State Councii, the taxable income of an enterprise shall be
caleulated on accrual basis Incones and expenses related 1o the cunent penod shall be treated as ncomes and expenses of the current penod, regardiess of payment
And incomes and expenses (hat are not related to the current pertad shall not be treated as incomes and expenses ol the current peniod. even it the paymeant has been

received or made within the curremt period.

Anicle 10 The "loss™ as prescribed i Article 5 of the Enterprise Income Tax Law refers 10 the amount of gross income of an enterprise in each tax vear as reduced
by non-taxable mecomes, tax-exempt mcomes and various deductions 1 accordance with the Enterprise Income Tax Law and The Regulations, where the remaming

balance 1s less than zero

Article 11 The ~“hquidation mcowe ™ as prescribed in Article 33 of the Enterprise lncome Tax Law refers 1o the balance of realizable value or transaction price of an

enlerprse s entive assets as reduced by the ner book value of such assets. liquidation expenses and related raxes and charges,

For the remaining assets obtaned by an mvestor caterpuse from the liqmdated enterprise. the portion that cortesponds to the accumulated retmned canungs and
accunulated surplus reserve of the liqudated enterprise attributable 1o the enterprise shall be recognized as dividend mcome. the remaining assets as 1ieduced by the

aloresaid dividend mcome which excecds or 15 less than the investment cost shall be recognized as protit or loss from the transfer of investment assets.
Section 2 Income

Articie 12 The “monetary incones obtamed by enterprises™ as preseribed in Article 6 of the Enterprise Income Tax Law nclude cash, deposits, accounts receivable,

notes receivable, bond investment that are intended to be held until maturity and forgiveness of debts.

The “non-monetary incomes obtaned by enterprises’ as prescribed in Arnicle 6 of the Enterprise Income Tax Law mclude fixed assets, biological assets. intai

assets. equily mvestment, mventories, bond investments that are not ntended to be held until matnty . tabor services and relevant rights and imerests

Article 12 The value of * non-monctary incomes obtained by enterpnises’” as prescribed i Article 6 ol the Enterprise lncome Tax Law shall be determned based on

its fair value

The tair value as prescribed i the previous paragraph refers (o the value that 1s determmed based on the market price.
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Article 14 The “incomes fiom sale of goods™ as prescribed in Paragraph | of Article 6 of the Enterprise Income Tax Law refer to the incomes ot an enterprise from

sale of commodittes, products, raw marenals, packing materials, low-value consumables and other mventories

Article 15 The “mcomes from provision of labor scrvices™ as prescribed in Paragraph 2 of Article 6 of the Enterprisc Income Tax Law refer to the imcomes of an
enterprise from businesses mcluding construction and mstaltation. reparr and overhaul, fransportation, warehousing and leasing, tinance and nsurance, post and
communication, consulting and brokerage. culture and sport, sciennific research, technical service, education and training. accommodation, intenmediary and agency,

hygiene and healthcare, community services, toutisin, entertainment, processing and other labor services.

Article 16 The “incomes from nansfer of property” as prescribed in Paragraph 3 of Article 6 of the Enterprise income Tax Law refer to mcomes of an enterprise from

the transfer of properties including fixed assets, biological assets. inrangible assets, sharcholdings and creditor’s rights

Article 17 The incomes from equity investmen including dividends and bonuses™ as prescribed tn Paragraph 4 of Article 6 of the Enterprise Income Tax Law refer

to the mcomes of an enterprise from its mvestee as a result of the equity mvesiment.

Excepi as otherwise prescribed by the competent financial and tax departments of (he State Council, equity investment incomes including dividends and bonuses are

vecognized as incomes on the day when the investee makes a resolution to make profit distribution.

Article 18 The “mierest incomes™ as prescribed i Paragraph 3 of Article 6 of the Enterprise Income Tax Law refer to the incomes obtained by an enterpiise {rom
provision of funds for others to use but not constiruting equity invesiment. or from the possession of its funds by others, including deposit interests, 1oan interests,

bond mterests and arrear interests
The interest nconies are recognized as incomes on the paywment date of unerests due as agreed with the deblot in contracts.

Article 19 The “rental incomes™ as prescribed 1n Paragraph 6 of Article 6 of the Enterprise Income Tax Law refer to the incomes obtained by an enterprise from

provision of the right to sue of fixed assets, packing matenals ar other tangible assts
The rental incomes are recognized as meomes on the payment daie of rents due as agreed with the lessee i contracts.

Article 20 The “royalty incomes™ as prescribed in Paragraph 7 of Article 6 of the Enterprise Income Tax Law refer to the incomes obtained by an enterprise from

provision of the rights 10 nse of patent, know-how . trademark. copyright and other chaitered rights
The royalty incomes are recognized as incomes on the payment date of royalty due as agieed with the licensee in contracts

Article 21 The “incomes from receipt of donations™ as prescribed in Paragraph 8 of Article 6 of the Enterprise Income Tax Law refer to the monetary or non-

monetary assets that arc donated by other enterpriscs, organization or individuals for free to an enterprise.
The donation incomes are recognized as incomes on the day when the donated assets are actually received.

Article 22 The other incomes™ as prescribed i Paragraph @ of Article 6 of the Enterprise Income Tax Law refer to incomes obtained by an enterprise besides those
mcomes as prescribed in Paragraph (1) 1o (8) of Article 6 of the Enterprise Income Tax Law_including enterprise assets premium incomes, deposit incomes for
packimg materials overdue for retum, accounts payable that cannot be settled, accounts receivable recovered afier beig written-off as bad debts and imcomes fiom

debt restructuring, subsidies. penaliies and exchange gans
Article 23 Incomes may be recognized in stages where an enterprise is engaged 1 the following praduction and operation business:
11} For goods sold by mstaliment, the incomes are recognized upon the dates of receipt of the proceeds as agreed n contracts:

(2) Foran enterprise which is commissioned to process and manufacture large-scale mechanical equipment, vessels and airerafis or is engaged in construction,
installation and asscmbly projects or other labor services, 1F the term tasts for more than 12 months. the incomes are recognized based on the progress of project

completion or work volume completed within the tax year

Article 24 Where incomes are obtained from shanng of product output. mcomes are recognmzed on the day when the shared products are distnbuted 10 the enterprise,

and the amount of income shail be deternined based on the fan vatue of the products.

Anticle 25 Unless as otherwise prescribed by the competent financial and tax departiments of the State Council, where an enterpnise has exchanged non-monetary
assets or used its goods, properties or labor services for the purposes such as donation, repayment of debts. sponsorship, fund raising, advertisement, sample, staff

welface or profit distribution, it shall be deemed as sale of goods, transfer of properties or provision of labor services.

Aitsele 26 The “fiscal appropriation” as presceibed in Paragraph t of Article 7 of the Enerprse Income Tax Law refers to the fiscal funds appropriated by people’s
govermments at various levels to arganizations such as public mstiutions and social orgamzation, which are adiministered within treasury budget, unless otherwise

prescribed by the State Council or the competent financial and tax departments ot the State Council
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he “governmental administration charges™ as prescribed in Paragraph 2 of Article 7 of the Enterprise Income Tax Law refer to charges which are collected from
specific service targers, during the processes of camymg out sacial public administration and providing specific public services to citizens, legal persons or other
organizations, in accordance with the retevant provisions of laws and regulauons as approved pursuant to the procedures formutated by the State Council and

administered as treasury funds.

The “govenunental funds™ as prescribed in Paragiaph 2 of Article 7 of the Enterprise ncome Tax Law cefer to fiscal funds winch are collected by an enterprise on

behalf of the government for specified purposes m accordance with the relevant provisions of laws and admimstrative regularions.

The “other non-taxable incomes as stipulated by the Stare Council™ as prescribed in Paragraph 3 of Article 7 of the Enterprise income Tax Law refer to fiscal funds
that are approved by the State Council and received by an enterprise winch are 1o be used for specific purposes in accordance with the provisions provided by the

competent financial and tax departments of the State Council.
Section 3 Deduction

Arbicle 27 The related expenditures™ as presceibed m Article 8 of the Enterprise Income Tax Law refer to expenditures that are divectly related ro the generation o’

INCOmes.

The " reasonable expenditures™ as prescribed in Article 8 of the Enterprise Income Tax refer (o the necessary and ordinary expenditures imcurred in the course of

normal production and operation that shall be recorded as the profit and 1oss for the current period or the cost of relevant assets.

Artcle 28 Expenditures incurred by an enterpise shall be classified into revenue in nature and capital in natuie. Revenuc expenditares shall be duectly deducted in
the period when it is incurred: capital expenditure shall be deducted in stages or recorded as the cost of the relevant assets and shall not be directly deducted in the

period when 1t is incurred,
If an enterprise uses non-taxable incomes for expenditures, the resulting expenses and assets shall not be deducted divectly or through deprecianon o amortization.

Unless as otherwise prescribed in the Enterprise income Tax Law and The Regulations, the costs, expenses, taxes, losses and other expenditures that are actually

incurred by an enterprise shall not be repeatedly deducted

Article 29 The “costs” as prescribed m Article § of the Emerprise income Tax Law refer lo sales costs, costs of gooads sold, business expenditures and other

consumable expenditures that arc mcurred by an enterprise in the process of production and operatton aciivities.

Atticle 30 The “expenses” as prescribed in Article 8 of the Enterprise Income Tax Law refer to the sales, overhead and financial expenses incurred by an enterprise n

the process of production and operation activitics except for expenses that have already been recorded as costs.

Article 31 The “laxes” as prescribed n Article 8 of the Enterpnise income Tax Law refer 1o various taxes and surtaxes incurred by an enterprise except for enterprise

mcome rax and creditable VAT

Article 32 The “losses™ as prescribed in Article 8 of the Enterprise Income Tax Law refer 1o the shortfal! loss, damage loss and loss from scrappmg of fined assets
and inveniories. loss on propertly transfer. loss on doubtiul accounts, loss on bad debts. loss resulted from force majeure such as natural disasters and other losses

which are incurred in the process of production and operation activines ol an enterprise

The balance of the losses that an enterprise has thcurred, as reduced by compensation from the responsible party and insurance claims, shail be deductible m

accordance with the provisions provided by the competent financial and tax departments of the State Council

Assels which have been written ofi as tosses and thai are entirely or partially recoverad in 1ax years in the fugure shall be regarded as incame i the period of

reEcovery’

Article 33 The “other expenditures™ as prescribed m Ariicle 8 of the Enierprise Income Tax Law refer to reasonable expenses other than costs, expenses, taxes and

losses that are mearred 1 the production and operation activites of an enterprise and relevant 1o its production and operation activitics.
Arnicle 34 Reasonable wages and salaries incurred by an enterprise are allowed te be deducted.

The * wages and salaries™ as stated in the preceding paragraph refer to all cash and non-cash labor service remuneration paid by an enterprise durmg each tax year to
its cmployees who are appoinied i the enterpise or employed by the enterprise, including basic wages, bonuses, allowances, subsidies, year-end salaries, salaries for

ovartime and other appointment-related or employment-related expenditures for employees

Article 33 Basic social security contribunons meluding basic penston insurance, basic medical msurance, unemployment insurance, work-related mjury msurance
and maternity tasurance and housing funds that are made by an enterprise in accordance with the scope and criteria as provided by the relevant competent

departments of the State Council or provincial people’s governments are allowed to be deducted.
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Supplementary pension insurance and supplementary medical insurance contributed by an enterprise for us wvesiors or employees m accordance wath (he scope and

critena provided by the competent financial and tax departments of the State Council are allowed to be deducted

Article 36 Except for prenmums for personal salety insurance pard by an enterprise pursuant to the State’s relevant regulations for its workers conducting special
tvpes of production work and premiums paid for other cammercial nsurance policies that may be deducted pursuant to the provisions provided by the competent
hinancial and tax departments of the State Council premiums for commercial msurance pohcies paid by the enterprise for its investors or employees shall not be

deducted.
Arnicle 37 Reasonable borrowing costs that are meunred by an enterprise during 1s production and operation activities and need not be capirtahzed inay be deductible

For borrowings used for acquisinon and canstruction of fixed assets, intangible assets and mventories that require at least 12 months to construct to reach the
imtended saleable condition. reasonable borrowmg costs meurred durmy ihe pertod of acquisition and consiruction of the relevant assets shall be treated as capital

expenditure and recorded as part of the cost of the relevant asscts and deducted pursuant to the relevant provisions herein
Article 38 The following interest expenses incurred by an enterprise in its production and operanon activitics arc allowed to be deducted:

1) Interest expenses on borrowing from financial institutions by a non-financial mstitution. mterest expenses paid on vanous savings deposits and infer-bank

borrowings as mecwred by financial mshtutions and imierest expenses mcurred by an enterprise on bonds approved for 1ssuance, and

(2) Forinterest expenses on bomrowings from non-financial mstitutions by a non-financial institntion, the portion that does not exceed the amount calculated by

refcrence to the mterest rate of similar loan with the same term as provided by financial insntutions

Anicle 39 Exchange losses mcurred by an enterpnise on liansachions involving currencics and at the end of a tax year on translation of monetary assets and habilities
denommated in non-RMB currencies to RMB based on spot medium exchange rates ai the sear end date are allowed 10 be deducied, except tor the portion that has

been recorded as cost of the relevant assets o1 is refaled 1o profit disiributions to owners
Article 40 Staff welfare cxpenditures that are imeurred by an enterprise are alowed to be deducied up to 14% of its total wages and salaries
Articie 41 Labor union fees that are appropriated and paid by an enterprise are allowed to be deducted up 10 2% of its toral wages and salaries

Article 42 Unless as othenwise preseribed by the compertent financial and wx departments of the State Council, expenditures for staft education that are icurred by
an enterpnise are allowed to be deducted up 1o 2 3% of its 1otal wages and salaries Any excess amount 1s atlowed to be carned forward and deducted in the following

lax years

Article 43 For business entenainment expenses that are incurved by an enterprise and related 1o 1its production and operation activities, 60% of the amount incurved

may be deducied, but the deduction shalt not exceed 0 3% of the sales (husiness; income of that vean

Article 43 Expenditures incurred by an enterprise for qualified adveruisimg expenses and business promotion expenses are altowed to be deducted up 10 15% of the
sales (business; income of that year unless otherwise provided by the competent financial and tax departments of the State Council Any excess amount is altowed to

be carncd lorward and deducted in the following tax years.

Arnicle 45 Speaial funds that are appropriated for use i proteching environment and restorimg ecology pursuant to the reievant laws and administrative regulations are

allowed to be deducted Where the purposes of the atoresatd funds change,  shalt not be deducted.
Article 30 Where an enterprise contracts for property isurance, the msurance prenvum paid pursuant to provisions are allowgd (o be deducted

Arucle 47 The rental expenses pard by an enterprise for leased fined assets that are used for 1ts production and operation activities shall be deducted pursuant (o the

folluwiing methods:
(1} Rental expense incurred on fixed assets leascd under an operatng lease shall be deducied cvenly throughout the lease term. and

12) For rental expense incurred on fixed assers under a finance lease, the portion that forms the valug of fixed assets pursuant to the provisions shall be depreciated

and deducted n stages
Article 18 Reasonable expenditures mcurred by an enterprise for labor safery protection arve allowed to be deducied

Articie 19 Overhead expenses paid between enterprises, rental and royalty fees pard between business wnits of an enterpnise and nterests paid between unites of a

non-banking enterprise shall not be deducted.

Aruclg 30 For an establishment or place of busmess ot a non-resident enterpnise in China, reasonable expenses allocated from the overscas head office may be
deducted on the condition that these expenses arg incurred by its head office and 1clated 1o the production or operation of such cstablishment or place and supporting

documents issued by 11s head office certiiving the overall scope of the expenses, the amount involved and the basis and methods of alfocation can be provided
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Article 3t The “charitable donaton expenditures™ as preseribed i Article 9 of the Enterprise income Tax Law refer to donations made by an enterprise through
charitable social organizations or the people s governments and departments thereot al the county fevel or above for the chanitable undertakings that are prescribed

the Law of the People’s Repubhic of China on Donauon for Charitabte Underntakings.

Arhicle 52 The “charitable social orgamzations™ as prescribed in Article 31 herein refer 1o social orgamizations such as funding associations and charitable instituions

that fulfill all of the following conditions.
1) Legally ssiablished with stats as legal person,
(2) Awnmmg at developing public welfare with no profit-making objective;
5) The entire assets and the corresponding appreciation are owned by that legal person.

t4) Earnings and surplus trom operation are mamly utilized for the undertakings wiuch are m fine with the objective of the set-up of such legal person:

w

Upon termination, any assers remaining shall not belong to any individual or profit-making orgamzation;

16) Not engaged in activities that are nol related (o the objective of the set-up of the organization,

-~

Posscssing sound and complete financial and accounting system;

18

Donors are not involve. in any form, in the distribution of properties of the organization: and

{9) Other conditions joinily provided by the competent financial and tax departiments of the State Council and the regisiration bureaus such as the civil

adnunistration departments of the Siate Council
Article 33 Chantable donations incurred by an enterprisc are allowed to be deducted up 10 12% of 1ts total annual profits
The " total annal profits” refer to the annual accounting profits calcuwlated by an enterprise pursuant to the unitied accounting system of the State.

Article 34 The “sponsorship expenditures™ as presertbed m Paragraph 6 of Arnicle 10 of the Emterprise Income Tax Law refer to all types of expenditures thai are

mcurred by an enterprise. non-advernsing i nature and not relared o the producnon and operation of the enterprise

Article 35 The provisions that have not been venified™ as preseribed i Paragraph 7 of Article 10 of the Enterprise income Tax Law refer to vanious provisions for
assel impairment reserves and risk reserves made by an eaterprise winch are not i accordance with the rules preseribed by the competent financial and rax

departments of the State Council.
Section 4 Tax Treatment of Assets

Artice 56 The 1ax basis for various asscis of an enterprese, including fixed asscts, biological assets, intangible assets, long-tenn deferred expenses, ivestment assels

and iventories shall be based on nstoncal cost.
The lustorical cost™ as prescribed in the preceding paragraphs refers 1o the expenditures actually incurred by the énterprise when acquinmg the assels.

When the value of various assets have appreciated or devalued during the holding period by an enerpnise. the tax basis of these assets shall not be adjusied unless

the provisions as preseribed by the competent financial and rax departments of the State Council allow the gain or loss to be recognized.

Article 57 The “fixed assets” as prescribed in Arucle 11 of the Enterprise [ncome Tax shall refer 10 non-monetary assets with a useful lire of more than 12 months
possessed by an enterprise {or the purpose af producing products, provision of labor services. lease or operanon and management, mcluding binldings, structures,

machmery. mechanisms, means of transpoit and other cquipment, apphances and tools that are related o its production and opaiation acuvitics
Article 58 The tax basis of fixed assets shall be determined according to the following metheds

(1} The tax basis of acquired fixed assets s determined according to the purchase price and related taxes and charges, and other expenditures incurred that are

directly atbutable to the assels achieving thew miended purpose of usage.
(2) The tax basis of self-construcred fixed asscts is determined according to the expenditure incurred until the completon of the construction:

(3) The tax basis of fixed assets leased under a financing lease is determined according to the total lease payments as agreed in the lease agreanent and the relevant
expenses incurmed by the lessee during the process of concluding the lease agreement. [ the total lease payment 15 not stated i the lease agreement, the tax basis

15 deternuned according to the fair value of the assets and ihe relevant expenses incurred by the lessee duning the process of concluding the lease agreement;

(4) The tax basis of fixed assets ventory surplus is determined according (o the full replacement cost of the same type of fixed assets,

w

The tax basis of fixed assets that are obtamed through donation, capiial contribution, exchange of non-monetary assets and debt restructuring is determined
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according to the fair value of the assets and related taxes and charge paid.

16 Forre-constructed fixed assets, excepl for the expendilures preseribed in Paragraph 1 and 2 of Article 13 of the Enterprise Income Tax Law, ve-construction

expenditures incurred during the re-construction process is added to the tax basis.
Article 59 Depreciation of fixed asseis caleulated accordmg to the straight-line method arc allowed to be deducied.

An enterprise shall calculate the depreciation ol a fixed assts beginmng from the month following thai the fixed assers is placed into use. If the fixed assers cease to

be used, depreciation shall not be calcutated beginnmg from the month following that in which the use of the fixed asset ceases.

An enterprise shall reasonably determine the estimated residual value of a fixed assel based on the nature and use condition. Once the estimated residual value 1s

determined, it shall not be changed

Article 60 Unless as otherwise prescribed by the competent financial and tax departments of the State Council, the muimmum depreciation peried for fixed assels shatt

be calculated as follows:

1) Buildings and structures: 20 years.

(2) Aurcrafts, nains, vessels, machinery , mechanisms and other production eqmpment: 10 years;
(3) Applances, tools and turniture related (o production and operation acliviies 5 years:

(4) Means of wransport other than atrcrafts, trains and vessels 4 years:

(3) Electronic equipment, 3 years.

Article b1 For an enterprise which ts engaged in eaplonation of mineval resources such as petroleum and naiwal gas, the depletion and depreciation methads for the
expenses incurred before the commencement of commercial production and for the relevant fixed assets shall be separately formulated by the competent financial

and tax departments of the State Council.
Article 62 The tax basis for production-nature biological assets shall be determined according to the following methods.
11y The tax basis of acquired produchon-narure biolegical assets is determined according to the purchase price and he relevant taxes and charges.

(2) Thetax basis of production-nature biologscal assets obtamned through the forms such as donation, capttal contribution, exchange of non-monetary assets and

debt restructuring is determuned accordng to the fair value of the asset and relevant taxcs and charges,

The “production-nature biological assets™ as stated in the preceding paragraphs refer 10 biologrcal assets that ave possessed by an enterprise for producing agricultural

products, provision of labor services and leasing. including economic forests, firewood farests, livestock kept for breeding and livestock for labor
Article 63 Depreciation of production-nature biotogical assets calculated according to the straight-line method 1s allowed to be deducted

An enterprise shall calculate the depreciation of a production-nature biological asset beginning from the month following that in which the production-nature
biologrcal assets are placed into use 1f a production-nature brological asset ceases o be used, depreciation shall not be calculated beginning from the mounth

followmy that in which the use of the production-naiure biological assct ceascs

An enterprise shall reasonably deternine the estimated residual value of a production-nature biological asset based on its nature and use condition Once the
estimated residual value is deternuned, 1t shall not be changed.
Article 64 The minmum depreciation period for production-nature biological asscts shall be as follows.
(1) Production-nature biclogical assets in the nature of foresiry. 10 years.

(2) Production-nature biological assets in the nature of fivestock: 3 years.

Article 63 The “mtangible assets™ as prescribed in Article 12 of the Enterprise Income Tax Law refer to non-monetary long-term asseis that bear no physical forms
and are possessed by an enterprise for the purpeses of manufacturing of products, provision of labor services, leasing or business management, including patent,

rademark, copyright, land use right, know-how and goodwill.
Arucle 66 The tax basis for infangible assets shall be determmed according to the following methods.

(1) The tax basis for an acquired mtangible asset is determined according to the purchase price. velated taxes and charges. and other expenditures incurred that are

directly attributable to the asset achieving us intended purpose of usage,

12) The tax basis for a self-developed intangible asset 1s defermined according to the expenditures mcurred during the development process beginning from the time
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the conditions for capiralizauon are sausiied and ending at the time when such asset aciueves ws miended purpose of usage

(3) The tax basis for an intangible asset that s obtamed through the forms such as donation, capital contribution, exchange of non-monetary assets and debt

restructuring is determiined according to the farr value of the asset and iclated taxes and charges
Anticle 67 The amortizavon of imangible assets caleulated according to the straight-line method is alfowed to be deducted.
Inangible assets shall be amortized over a period of no less than 10 years

Intangible asset winch s obtained through capital contribution or assignmment and its useful life is prescribed in the refevant laws or agreed m contracts may be

amoruzed 1 stages pursuant to the prescribed or agreed useful hife.
The cost of acquired goodwill 15 allowed fo be deducted at the time when the entive enterprise is transterred or liquidated

Article 68 The “expenditures for re-constructing fixed assets” as prescribed in Paragraph 1 and 2 of Article 13 of the Enterprise Income Tax Law refer to

expenditures incurved for the purposes of siructural alteration of buildings or structures and extension of the useful life of the assels.

The expenditures as presenbed in Paragraph 1 of Article 13 of the Enterprise Income Tax Law shall be amortized accovding (o the estimated remaining useful life.

the expenditures as prescribed in Paragraph 2 shall be amortized i stages according 10 the remaining lease term as agreed m contracis.

If the useful hife of a fixed asset is extended as a result of re-construction, except for the provisions in Paragraph | and 2 of Article 13 of the Enterprise Income Tax

Law, the depreciation pertod shall be extended appropriately

Article 69 The “expenditwes incurred tor major repairs of fixed assets™ as prescribed in Paragraph 3 of Article 13 of the Enterprise Income Tax Law shall refer to

expenditures that satisfy both of following canditions
(1) The expenditures incuired on repairs account tor ovey 50% of the original 1ax basis of fixed assels when obtained:
(2) The useful life of the fixed assels 1s extended tor more than 2 years after the repar

The expenditures as prescribed i Paragraph 3 of Anticle 13 of the Enterprise Income Tax Law shall be amortized in stages according to the remaimnmg useful life of

the fined assels.

Article 70 The “expenditures which shall be treated as long-tenn deferred expenses’™ as prescribed in Paragraph 4 of Article 13 of the Enterprise Income Tax Law

shall be amortized i stages starting from the month following that i which the expense 1s icwived over a period of no jess than 3 years,

Articte 71 The “investinent assets  as prescrnibed in Article 14 of the Entevprise (ncome Tax Law refer to the assets resulted from external equity investment and debt

investment made by an enterprise
The cost of investment assets made by an enterpnse 1s allowed to be deducted when the mvestment 1s transferred or disposed
The cost of investiment assets shall be detenmined according to the toliowing methods

1) The cost of nvestment asseis that are obiained trough cash sertlement shall be detenmined according to the purchase price.

(2) The cost of investiment assers that are oblained through methods other than cash settlement shalf be detenmined according to the fair vatue of the asset and

related Laxes and charges.

Arlicle 72 The “inventories’ as prescribed m Article 15 of the Enterprise Income Tax Law ieler 1o producis or goods that are possessed by an enterprise for the
purpose of sale, semi-fimished goods under production process and materials and ingrechents consumed durng the production process or the movision of 1abor

SErvices process
The cost of inventories shall be determuned according 10 the following methods
(1) The cost of inventories that are obtained through cash settlement shall be detennined according 1o the purchase price and the related taxes and charges;

(2} The cost of inventones that are obtained through methods other than cash settlement shall be determined according to the fair value of the asset and the related

taxes and charges;

(3} The cost of agricultural products generated by production-nature biological assets shall be determined according to the necessary cxpenditures such as material

expenses, labor cost and alfocared indircct expenses that are incurred during the process of production or harvest.

Article 73 In order to determine the cost of inventories that are consumed or sold, an Enterprise may select one of the following calculation methods: the first-in-firsi-

out method, weighted average method, or specific wdentification method. Once a calculation method has been selected, it shall not be arbitrarily changed.
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Article 74 The “net book value of assets™ and the “net buok value of properties™ as prescribed in Article 16 and 19 of the Enterprise Income Tax Law refer to the tax

basis of the relevant assets and propetties as reduced by depreciation, depletion, amortization and provisions already deducted pursuant to the reguiations.

Aurticle 75 Unless as otherwise prescribed by the competent financial and tax departments of the State Council, where an enterprise undergoes restructuring, it shall
recognize the profit or loss from the transfer of the relevant assets at the tme when the transaction takes place, and the tax basis of the relevant asscts shall be revised
according to the transaction prices.

Chapter 3 Tax Payable

Article 76 The computation formula for tax payable as prescribed m Article 22 of the Enterprise Income Tax shall be as follows.
Tax pavable = Tax income * Applicable tax rate  Reduced/cxempted tax  Tax credil

Reduced/exempted tax and tax credu as stated in the formula refer to the tax payable that is reduced, exempted and credited pursuant to the preferential tax

treatments as prescribed under the Enterprise Income Tax Law or by the State Council,

Article 77 The “foreign income tax already patd abroad™ as prescribed in Arucle 23 of the Enterprise incone Tax Law refers (o the tax amounts in the nature of
enterprise income fax i respest of mcome obtained from sowces outside China that 1s payable and actually paid overseas in accordance with foreign tax laws and
relevant regulations.

Article 78 The “credit limit” as prescribed in Article 23 of the Enterprise Income Tax Law refers to the tax payable that is calculated based on the income obtained
from sources outside China and pursuant 1o the Enierprise Income Tax Law and The Regulations Such credit limit should be calcutated with a country (region)-

basket hmitation without an item-basket hmitation. The computation formula shall be as follows:

Credit limit = Total tax payable on income sourced inside and outside China computed in accordance with the Enterprise Income Tax Law and The Regulations *
Taxable income sourced from certan country (region) / Total China and foreign sourced taxable income
Articie 79 The “five years” as preseribed in Article 23 of the Emerprise income Tax Law refer to the five consecutive (ax years following the year in which the
amount of foreign tax in the nature of enerprise income tax paid in respect of income sourced outside China exceeds the credit imit
Article 80 The direct control” as prescribed in Arucle 24 of the Enterprise income Tax Law refers to the situation where a resident enrerprise dircctly owns more

than 20% shareholding of a foreign enterprise.

The ndirect control” as prescribed in Article 24 of the Enterprise income Tax Law refers to the situation that a resident enterprise owns more than 20% of the
sharcholding of a foreign enterprise through indirect ownership The detailed measures for assessment shall separately be formulated by the competent financial and

tax departrents of the State Council.

Articlc 81 When an enterprise claims an enterprise income tax credit in accordance with the provisions prescribed in Articles 23 and 24 of the Enterprise Income Tax

Law, it shall provide the relevant tax payment certificates for the corresponding tax year issued by the foreign tax authorities.

Chapter 4 Preferential Tax Treatment

Article 82 The “interest incomes from State treasury bonds™ as stated in Paragraph (1) of Article 26 of the Enterprise Income Tax Law refer to iterest income

obtained from State treasury bonds issued by the competent financial department of the State Council and held by the Enterpnise.

Article 83 The “qualified dividends and profit distribution from equity investiment between resident enterprises” as prescribed in Paragraph (2 of Article 26 of the
Enterpnise Income Tax Law refer to investient income obtained by a resident enterprise from the direct investment i other resident enterprises. The “dividends and
profit distribution from equity investment'” as prescribed in Paragraph (2) and (3) of Article 26 of the Enterprise Income Tax Law exclude investment income from

circulating stocks issued publicly by a resident enterprises and traded on stock exchanges where the holding period is less than 12 months

Article 84 The “qualified non-profit-making organizations” as prescribed 1 Paragraph (4) of Article 26 of the Enterprise Income Tax Law refer to the organizations

which fultill the following conditions:
(1) Have legally gone through registration procedures as a non-profit-making organization;
12) Engaged in charitable and non-profit-making activities;

3) Apart from using it for rcasonable and relevant expenditures of such organization. all of the income obtained is used for the charitable or non-profit-making

undertakings as approved m registration or prescribed in its articles of association;
(4, Assets and interest obtained from these assets are not be used for distaibution; o

As approved in registration or preseribed in its articles of assoctation, after the ovganization is deregistered, the remaining assets shall be used for charitable or

w

non-profit-making purposes or donated through the registration and administration authorities to other organizations that have the same nature and principle as
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those of the deregistered organization, and the same shall be announced to the public:
(63 The donors shall not retain or enjoy any right of the assets donated 10 the organization: and

(7) Expenditures on salaries and welfare for staft shall be controlled within the prescribed percentage. The organization shall not distribute its assets in any disguised

form.

The measures for the assessment of non-profit-making organizations as prescribed in the previous paragraphs shatl be jointly formulated by the competent financial

and tax departments of the State Council and the relevant departments of the State Council.

Article 83 Unless otherwise prescribed by the compelent financial and tax departments of the State Council, “income obtained by qualified non-profit-making
organizations” as prescribed in Paragraph (4} of Article 26 of the Enterprise Income Tax Law shall exclude income obtained by non profit-making orgamzations

from profit-making activities,

Article 86 The “enterprise income tax of an enterprise on the income obtained from activitres in agricultural, forestry, animal husbandry and fishery projects that may

be veduced or exempted™ as stipulated m Paragraph 1) of Article 27 of the Enterprise Income Tax Law refers to:

(1) The incomes obtained by an enterprise from engaging in the following projects may be exempted from enterprise income tax:

a.  Culuvation of vegetables, grain crop. tuber crop, oil-beanng crop, bean and pea crop, cotton, bast-fiber plants, sugar crops, fruit and nut,
b Selection and cultivation of new types of agricultural products:

c. Cultivation of Chinese medicine herb:

d.  Breedmg and cultivation of foresiry;

e.  Raising of livestock and pouttry;

f Collection of forestry products;

g Service projects relating (o agriculture, forcstry, animal husbandry and fishery such as imgation, agro-product prelininary processing, veterinary services,

promotion of agricultural technologies, agricultural machinery services and repair of agricultural machinery:
h. Ocean fishing.

Enterprise income tax on incomes obtaimed by an enterprise from engaging m the following projects may be reduced by half

a  Cultivation of flower, crop for tea and other beverage and spice crop:
b Sea water fish farming and fresh waler fish farming.

Enterprises engaging in projects thai are restricled or prohibited by the State shall not enjoy the preferential enterprise imcome tax treatments as prescribed in this

article

Article 87 The  public infrastructure projects that are specifically supported by the State™ as prescribed in Paragraph (2) of Article 27 of the Enterprise [ncome Tax
Law refer o projects such as harbor, wharf, airport, railway, highway, city public transportation, clcctric power, water resources utitization projects as prescribed in

the Catalogue of Public Basic {nfrastructure Projects Qualitied for Enterprise Income Tax Preferential Treatments.
o J

The enterprise income tax in respect of the incomes generated by an enterprise from investing and operating in public infrastructure projects as stipulated in the
P P g ] 8 P g p proy P
previous paragraphs shall be exempted for the first to third years and allowed a fifty percent reduction in the fourth to sixth years beginning from the tax year the

project derives its first production and operation income.

Enterprises engaging in the operation or construction of projects prescribed in this article by contract or engaging in the construction of these projects for self-usage

shatl not enjoy the enterprise income tax preferential treatments as prescribed in this Article.

Article 88 The “environmental protection and energy and water conservation projects which meet cerlain prescribed criteria” as provided in Paragraph (3) of Anticle
27 of the Enterprise Income Tax Law include public sewage treatment, public refuse treatment, comprehensive development and utilization of methane, technical
alteration for energy-saving and emission reduction and seawater desalination. The detailed conditions and scope for these projects shall be jomtly formulated by the
competent financial and tax departments of the State Council and the relevant departments of the State Council and released for enforcement after being reported to

and approved by the State Council.

The enterprise income tax in respect of the incomes generated by an enterprise from environmental protection and energy and water saving conservation projects as

stipulated n the previous paragraphs shall be exempted for the first to third years and allowed a fifty percent reduction in the fourth to sixth years beginning from the
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1ax year the project derives uts first production and operatton income.

Article §9 Where an enterprise has already enjoyed tax reduction or exemption in respect of a project in accordance with Articles 87 and 88 of The Regulations, and
transferred the project during the tax holiday, the transferee may enjoy the prescribed preferential enterprise income tax treatments from the date of transfer for the
remaining period of tax holiday; where the project 1s transferred after the expiry of tax holiday, the transferee shall not enjoy the reduction or exemption with respect

to such project.

Article 90 The “enterprise income tax that may be reduced or exempied on the income obtamed by an enterprise from the transter of technology which meets the
prescribed conditions™ as stated in Paragraph {4) of Article 27 of the Enterprise [ncome Tax Law refer 10 the treatments that for the mcome obtained by a resident
enterprise from the transfer of technology in a tax year, the portion that does not exceed RMB5min shall be exempted from enterprise income tax, and the portion that

axceed RMB3mn shall be allowed a half reduction of enterprise income tax.

Article 91 The enterprise income tax shall be levied at the reduced rate of 10% for the incomes prescribed i Paragraph (5) of Article 27 of the Enterprise Income

Tax Law obtained by a non-resident enterprise.
The following income may be exempled from enterprise imcome tax.
{1} Interest incomes on loans made by foreign govemments to the Chinese government,
(2) Interest mcomes on preferential foans made by intemational financial organizations to the Clinese government and resident enterprises. and
(3) Other incomes as approved by the State Council.

Artcle 92 The “qualified small and thin-profit enterpnses™ as prescribed in Paragraph (1) of Articie 28 of the Enterprise Income Tax Law refer 1o enterprises

engaging in industries not restricted or prohibited by the State and fuifilling the following condinons:

(1) For industrial enterprises, the annual taxable incomes do not exceed RMB300,000. the number of employees does not exceed 100 and the total assets do not

exceed RMB30mn:

2, For other enterprises, the annual taxable incomes do not exceed RMB300,000; the number of employees does not exceed 80 and the total assets do not exceed

RMBI10mn.

srncle 93 The “hi-tech enterprises that are specifically supported by the State” as prescribed in Paragraph (2) of Article 28 of the Enterprise income Tax Law refer to

an enterprise that owns the core proprietary intetlectual property rights and fulfils ali of the following conditions.
1) Its products (services) fall under the prescribed scope of the Hi-Tech Sectors Specifically Supported by the State;

7) Research and development expenses shall nat be less than the prescribed percentage;

3) Incomes from hi-tech products (services) accounts for not less than the prescribed percentage of its total incomes;

» The number of technicians accounts for not less than the prescribed percentage of the total number of employees of the enterprise;

I

5) Other conditions as prescribed m the administrative measures for the assessment of the Hi-tech enterprises.

The Hi-Tech Sectors Specifically Supported by the State and the administrative measures for the assessment of the Hi-Tech enterprises shall be jomtly formulated by
the competent scentific & technological, financial and tax departments of the State Council and other relevant departments of the State Council and released for
enforcement after being reported 10 and approved by the State Council.
Article 94 The " autonomous regions” as prescribed in Article 29 of the Enterprise [ncome Tax Law refer to the autonomous regions, autonomous prefectures and
autonomous counties that exercise regional autonomy by ethnic aminonties pursuant to the Law of the People’s Republic of Chna on Regional Astonomy by Ethnic
Minorities.

Enterprise income tax for the enterprises which are within the autonomous regions and engaged in the industries restricted or prohibited by the State shall not be
exempted or reduced.
Article 95 The  Additional deduction for research and develapment expenses” as prescribed in Paragraph (1) of Article 30 of the Enterprise Income Tax Law refers
to the treatment that for research and development expenses incurred by an enterprise for the development of new technology, new products and new craftsmanship,
not fornming an intangible asset, but bemng charged 1o profit and loss for the current period, the enterprise is allowed to clain, on top of the actual deduction, an
additional deduchon of 30% of the research and development expenses; where an mtangible asset ts formed, the cost of the intangible assets is allowed to be

amortized based on 150%

Article 96 The  additional deduction for salaries paid in the course of settling handicapped staff™ as prescribed in Paragraph (2) of Article 30 of the Enterprise
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Income Tax Law refer to the treanment that where an enterprise settles handicapped staff, 1t is allowed to claim, on top of the acral deduction of the salaries paid to
such handicapped staff, an additional deduction of 100% of the salaries paid to the handicapped staff. The relevant provisions m the Law of the People’s Republic of

Chmna for Safeguarding the Handicapped shall be followed in determining the scope of the handicapped staff.

The methods for “additional deduction for salaries paid to the other employees encouraged by the State™ as stipulated in Paragraph (2) of Article 30 of the

Enterprise Income Tax Law shall be separately formulated by the State Council

anicle 97 The “deduction against the taxable incomes’ as prescribed in Article 31 of the Enterprise Income Tax Law shall refer (o the treatment that for a venture
capital enterprise that makes an equity investment in a non-listed small-to-medium sized hi-tech enterprise for more than 2 years, 70% of its investment amount may
be used to offset against the taxable income of the venture capital enterprise in the year after the holding period has reached 2 years, Any portion that is not utilized in

that year may be camed forward and deducted in the following years

Article 98 The fixed assers which may be depreciated over shorter penods or under accelerated depreciation methods as prescribed in Article 32 of the Enterprise

Income Tax Law include:
(1) Fixed assets that need 10 be replaced due o advancement of technology and fast upgrading of products; and
(2) Fixed assets that suffer from constant vibration or severe cotrosion throughout years.

Where the shorter depreciation period method is applicd, the minnnum depreciation period shall not be less than 60% of the minimum deprecianon period as
prescribed in Article 60 of The Regulations, where accelerated depreciation method is applied, the double declining balance method or the sum-of-years-digits

method may be used.

Article 99 The “income reduction” as prescribed in Article 33 of the Enterprise Income Tax Law refer to the treatment that where an enterprise uses the resources
stipulated in the Catalogue for Comprehensive Utilization of Resources Qualified for Enterprise Income Tax Preferential Treatments as its major raw materials to
produce products that are not restricted or prohibited by the State and satisty the relevant State and industrial critena, only 90% of the income may be used to

calculate 1ts total income.

The proportion of the raw materials against the total production materials for the products as stated in the previous paragraph shali not be lower than the criteria

provided in the Catalogue for Comprehensive Utilization of Resources Qualified for Enterprise Income Tax Preferential Treatments.

Article 100 The credit against tax payable” as prescribed mn Article 34 of the Enterprise Income Tax Law refers to the treatment that where an enterprise acquires
and actually uses specitic cquipment for the purposes of environmental protection and energy and water conservation as stipulated in the Catalogue of Specific
Equipment for Environmental Protection Qualified for Enterprise Income Tax Preferential Treatments, the Catalogue of Equipment tor Energy and Water
Conservation Purposes Qualified for Enterprise Income Tax Preferentiat Treatments and the Catalogue of Equipment for Production Safety Qualified for Enterprise
Income Tax Preferential Treatments, 10% of its investiment in the specific equipment may be offset against its income tax payable for the current year Any excess

amount may be carried forward and deducted in the following 5 tax years.

An enterprise that is eligible for the preferential enterprise income tax treatments as stipulated in the previous paragraph shall actually acquire and put into use the
specific equipment as stipulated in the previous paragraph. Where the enterprise transfers or leases the aforesaid specific equipment within $ years after acquisition,
the enterprise shall no longer enjoy the preferential enterprise income tax treatments and shall pay back the amount of enterpnse income tax which has already been

offset.

Article 101 The catalogues for enterprise mcome tax preferential treatments as stipulated in Articles 87, 99 and 100 hercin shall be jointly formulated by the
competent financial and tax departments of the State Council and the selevant departiments of the State Council and released for enforcement after being reported to

and approved by the State Councit.

Article 102 Where an Enterprise engages in projects that are eligible for different enterprise income tax treatments, 1t shail separately calculate the incomes obtained
from different projects eligible for preferential enterprise income tax treatments and reasonably allocate periodical expenses. Where it is nol separately caiculated, the

enterprise shall not enjoy the preferential enterprise income tax treatments.
joy the pi P!

Chapter 3 Withholding at Source

Article 103 Where withholding at source shall be adopted for enterprise income tax payable by a non-resident enterprise m accordance with the Enterpnse Income

Tax Law, the taxable income shall be calculated pursuant to Article 19 of the Enterprise ncome Tax Law.

The * gross incomes™ as prescribed in Article 19 of the Enterprise Income Tax Law refer to the toral payments and all other charges receivable by a non-resident

enterprise from the payer.

Anticle 104 The “payer” as prescribed in Article 37 of the Enterprise Income Tax Law refers to organizations or individuals that are directly abligated for paying the

file://prf-syddc-01/Desktops/42018/Desktop/Stainless%20steel%20sinks%20GOC/Qu... 16/05/2014



Regulations of the People’s Republic of China on the Implementation of the Enterp... Page 13 of 16

proceeds to the non-resident enterprises pursuant to the relevant laws and regulations or contracts

Aricle 105 The “payments” as prescribed in Article 37 of the Enterprise Income Tax Law include monetary and non-monetary payments such as payments in cash,

by remittance or through transfer and nights of equivalent value.

The “‘payments due™ as prescribed in Article 37 of the Enterprise Income Tax Law refer to payable amounts that shall be booked by the payer as costs and expenses

according to accrual principle.
Atticle 106 Situations under which the withholding agent may be appointed as stipulated in Article 38 of the Enterprise Income Tax Law include:

{1; The anticipated term of contractor project or service is less than a tax year and there ts evidence showing that the non-tesident enterprise will not fulfill tax

obligations;

(2) The non-resident enterpnise has not performed tax registration or temporary tax registration, and has not engaged any agent in China to fuifiil its tax obligations,

or
(3} The non-resident enterprise has not filed or pre-paid any enterprise income tax within the prescribed time hmit.

The withholding agent as stiputated in the previous paragraph shall be appointed by the tax authorities above the county level These tax authorities shall also advise

the withholding agent of the basis, computation method, the time limit and fonns for withholding and settlement.

Article 107 “The location of the source of income™ as prescribed 1 Article 39 of the Enterprise Income Tax Law refers 1o the location of the source of income as
determined in accordance with Article 7 of The Regulations. Where the sources of income are from more than one location in China, the taxpayer shall choose one of

these locations to file and sertle the enterprise income tax payments.

Article 108 “Taxpayer’s other incomes within China'” as prescribed in Article 39 of the Enterprise Income Tax Law refer to the incomes obtained by the taxpayer

from various sources within China.

[n pursing collections from the taxpayer for overdue tax payments, the tax authorities shalt notify the taxpayer of the reason, amount, time limit and way of filing

and settlement

Chapter 6 Special Tax Adjustments

Article 109 The “related party” as prescribed in Article 41 of the Enterprise Income Vax Law refers to an enterprise. an orgamization or an individuai that has any of

the following relationships with the enterprise.

(1) Direct or indirect control with respect to capital, business operations, purchases and sale;
(2 Darect or indirect common control by a third party; and

(2) Any other relationships arising from mutual interest,

Article 110 The “arm’s length principle™ as preseribed i Article 41 of the Enterprise Income Tax Law refers to the principle adopted by unrelated parties when

conducting business transactions based on fair transactional prices and nonnal business practices.
Article T The “appropriate methods™ as prescribed in Article 41 of the Enterprise Income Tax Law include the tollowing

(1) Comparable uncontrolied price method  "\CUP™}, which refers 10 the method of determining prices based on the prices between unrclated parties m identical or

simvilar business transactions;

(2) Resale price method ( ‘RPM”), which refers to the method of determining prices based on the resale price to an unrelated party in respect of the commodity

purchased from a related party, less the gross margins generated from identical or similar business:

3) Cost plus method (“CPM™), which refers to the method of determining prices by adding reasonable expenses and profit margins to the cost.

=

Transactional net margin method (“ TNMM™), which refers to the method of determining profit based on the net profit margins attained by unrelated parties from

identical or similar busi transactions:

w

Profit split method {“"PSM™), which refers 10 the method of allocation of the combined profits or losses derivid by the eaterprise and its related parties based on a

reasonable criteria; and
(6) Other methods which are consistent with the arm's length principle.

Arucle 112 An enterprise may share the costs jointly icurred with its related parties based on the arm’s length principle and enter into a Cost sharing agreement in

accordance with Paragraph 2 of Article 41 of the Enterprise Income Tax Law.
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When an enterprise shares the cost with its related parties, it shall sharc the costs bascd on the principle of matching of cosis and expecied benefits, and it shall file

the relevant information with the tax authorties in accordance with the requirement of the tax authorities within the period as requested by the tax authorities.

Where an enterprise fails to comply with Paragraphs { 1) and (2} of this Article when sharing the costs with its retated parties, (he self-allocated costs are not

deducted in calculating its taxable incomes.

Article 113 The “advance pricing arrangement” as prescribed in Article 42 of the Enterprise Income Tax Law refers to the amangement where a taxpaver apphies in
advance and discusses and reaches an agreement with the tax authorities in respect of the transfer pricing methods and relevant calculation methods of its related

party transactions in accordance with the arm’s length principle for future years.
Article 114 The “relevant inforination’™ as prescribed in Article 43 of the Enterprise Income Tax Law includes the following:

(1) Contemporaneous documentation regarding the determination standards, computation methods and explanation of the prices and expenses retevant 1o the

business transactions with related parties;

(2)  The relevant information regarding the resale (or fransferring) prices or ultimate sales (or transferring) prices of properties. rights (o use of the properties and

labor services involved in business transactions with related parties;

) Infonmation of product prices, pricmg methods and profit levels comparable to the enterprise under investigation, 1o be submitied by other enterprises, which

are relevant to the related party business mvestigation; and
t4)  Other relevant information of the related party business transactions,

The " other enterprises related to the related pany business investigalion” as prescnbed in Article 43 of the Enterprise Income Tax Law refer 10 enterprises which are

comparable to the enterprise under mvestigation in tenms of the substance and form of the production and operations.

An Enterpnise shall submit documentation regarding the determination standards, computation methods and explanation of the prices and expenses relevant 1o
business transactions with related parties within the time hinit provided by the tax authorities. The related parties of the enterprise and other enterprises which are

relevant to the related party business investigation shall provide the relevant mtormation within the time hit as agreed with the tax authorives.

Arncle |15 The tax authorities may use the following methods when deeming the taxable income of an enterprise according to Anticle 44 of the Enterprise Income

l'ax Law:

(1) By reference 1o the profii rate levels of identical or similar enterprises.

(2) Based on the enterprise’s costs plus a reasonable amount of expenses and profit margin,

13} Based on a reasonable proportion out of the total profits eamed by the related party group, and
(1) Based on other reasonable methods.

Where the cnterprse docs not agree with the taxable incomes deemed by the tax authoritics using the methods mentioned in the above paragraphs, the enterprise shall

provide relevant evidence: and the deemed taxable incomes may be adjusted upon verification by the tax authorities.

Article 116 The “Chinese resident™ as prescribed in Anticle 45 of the Enterprise Income Tax Law refers to any person who pays individual income tax on income
p P! Yy Y

obtained from within and owside China, according to the Individual [ncome Tax Law of the People’s Republic of China.
Article 117 The control™ as prescribed in Articte 45 of the Enterprise income Tax Law includes.

(1) A rcsident enterprisc or a Chinese resident direcily or indirectly individually owning more than 10% of a foreign enterprise’s voting shares, and jointly owning

more than 30% of that foreign enterprisc’s shares;

12) The percentage of ownership of shares by a resident enterprise, or a resident enterprise jointly with a Chinese resident does not meet with the criteria preseribed

in Paragraph (1} above, but an effective control is exercised over the foreign enterprise by virtue of shares, capital, business operations, purchases and sales.

Article 118 The “effective 1ax burden substantially lower than the 1ax rate as stated in Paragraph | of Article 4 of the Enterprise Income Tax Law' as prescribed in
Article 45 of the Enterprise [ncome Tax Law refers to the case where the effective lax rate is lower than 50% of the lax rate as siated in Paragraph | of Article 4 of

the Enterprise Income Tax Law

Article 119 The “debt investment” as prescribed in Article 46 of the Enterprise Income Tax Law refers to financing directly or indirectly obtained by an enterprise

from its related partics that requires repayment of principal and interests, or other forms of compensation with an mterest clement.

The debt investments indirectly obtained by the enterprise fiom its related parties clude.
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(1) Debt investment provided by a related party through an unrelated third party;
12) Debt investment provided by an unrelated third party that is guaranteed and pledged with collateral liability by the related party; or
[3) Any other debt investment indirectly made by the related party with the substance of deblt.

The “equily investment” as prescribed in Article 46 of the Enterprise Income Tax Law refers to the investment obtained by an enterprise without the need of the

repayment of prnincipal or interest, but the investoris) having the entitlement to the net assets of the enterprise.

The “standards” as prescribed in Article 46 of the Enterprise Income Tax Law shall be formulated by the competent financial and tax departments of the State

Council separately

Article 120 “Without reasonable commerciat purpose™ as prescnibed in Article 47 of the Enterprise Income Tax Law refers to where the main purpose is reduction,

exemption or deferral of tax payments.

Article 121 Where the tax authorities imake special tax adjustment according to the relevant tax laws and adnunistiative rules and regulations, the underpaid tax shall
be subject to an interest levy on a daily basis, starting from June 1 of the tax year following the year to which the tax payment 1s related until the day the underpaid

tax 1s settled.
The interest levy mentioned in the above paragraph is not deduchible in calculating the taxable incomes.

Article 122 The “interest levy™ as prescribed in Article 48 of the Enterprise Income Tax Law shall be determined based on the Renminbi loan base rate applicable to

the relevant perod of tax delinquency as published by the People’s Bank of China in the tax year to which the tax payment is related, plus 3 percentage points.

1f an enterprise provides relevant information m accordance with Article 43 of the Enterprise Income Tax Law and The Regulauons, the interest levy may be only

based on the Renminbi loan based rate mentioned in the above paragraph.

Article 123 Where a transaction of an enterpnise with its related party does not comply with the arm’s length principle or the enterprise implements an arrangement
without reasonable commercial purposes, the tax authorities shall have the right to make tax adjustments within 10 years starting from the tax vear dunng which such
a transaction takes place

Chapter 7 Administration of Collection
Article 129 The “place of registration of an Enterprise” as prescribed m Article 50 of the Enterprise Income Tax Law refers 10 the residence location registered by the

Enterprise pursuant to the relevant provisions of the State.

Article 123 Where an caterprise makes combined enterprise income tax filing and settlement, it shall caiculate the taxable incomes on a combined basis. The detailed

methods shall be separately formulated by the competent financial and tax departments of the State Council.
Article 126 The “main establishment or place” as prescribed in Article 51 of the Enterprise Income Tax Law shall satisfy both of the following conditions:
(1) Assuming supervisory and administrative vesponsibility for the production and operation activities of the other establishments and piaces, and

(2) Keeping complete acconnting records and vouchers which accurately reflect the mcome, costs, expenses, and profit and loss standing of other establishments or

places.

Atticle 127 “Subject 1o the examination and approval by (he 1ax authorities™ as prescribed in Article 51 of the Enterprise Income Tax Law refers (o the examination

and approval by the upper-level tax authorities which supervise all the local-level tax authorities where the establishments and places are located

After a non-resident enterprise makes combined enterprise income tax filing and scttlement upon approval, if it encounters situations such as addition, merger,
removal or terminaton of an establishment or place or suspension of business of the establishment or place, it shall report beforehand to the local-level tax authorities
by the main establishment or place that is responsible for the combined enterprise income tax filing and settlement. Any change involving the said establishment

itself shall be handled pursuant to the provisions of the previous paragraph.
Atticle 128 The tax authonties shall venfy whether an enterprise should pre-pay its enterprise income tax in monthly or quarterly installments.

An enterprise pre-paying enterprise income tax in monthly o1 quarterty instaliments pursuant to Article 34 of the Enterprise Income Tax Law shall base on its actual
profit amounts for the month or quarter. Where an enterprise has difficulty to detennine its pre-paid income tax based on its actual monthly or quarterly profit
amounts, it may settle the pre-payments based the assessiment on its average monthly or quarterly taxable income for the previous tax year or other methods

recognized by the tax authorities. Once confirmed, the prepayment method shall not be arbitrarily aftered duning that tax year.

Article 129 Regardless of whether an Enterprise has made a profit or loss during a tax year, it shall lodge the provisional enterpnise income tax retums, annoal

enterprise income tax retums, financial accounting reports, and other relevant information as required by the tax authoritics (o the tax authorities within the time limit
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stipulated m Article 34 of the Enterprise Income Tax Law.

Arucle 130 If the incomes of an Enterprise are denomimated in currencies other than RMB, when it pre-pays provisional enterpnise income tax, the enterprise shall
convert such income into RMB using the medium cxchange rates for RMB on the last day of each month or quarter and calculate its taxable incomes

accordingly. When the enterprise performs annual enterprise income tax reconciliation after the end of the year, the income on which tax has already been prepaid in
monthly or quarterly installments shall not be converted and calculated again: only the incomes on which enterprise {icome tax has not been paid for thar tax year

shall be converted into RMB using the medium exchange rates for RMB on the last day of the tax year and the taxable income be calculated accordingly.

Where the enterprise has undei-declared or over-declared income as prescribed 1 the previous paragraph after the examination by the tax authorities, it shall
convert the under-declared or over-declared incomes using the medium exchange rates for RMB on the lasi day of the month after which the examination is
completed, for calculating the taxable incomes and the tax amounts that shall be made up or refunded.

Chapter 8 Supplementary Provisions
Article 131 The enterprises approved to establish before the publication of this Law™ as prescribed wn Paragraph (1) of Article 57 of the Enterprise Income Tax Law

refer to the enterprises that have completed business registration before the publication of the Enterprise Income Tax Law.,

Article 132 The enterprises established in the Hong Kong Special Admimistrative Region, Macao Special Administrative Region and Taiwan shall observe and apply

the refevant provisions in Paragraphs (2) and (3) of Anticle 2 of the Enterprise Income Tax Law

Article 133 The Regulations shali take effect from January 1, 2008 The Detailed Rules for the Implementation of the Income Tax Law of the People’s Republic of
China for Foreign-invested Enterprises and Foreign Enterprises™ promulgared on June 30, 1991 by the State Council and the Derailed Rules for the Implementation
of the Provisional Rules of the People’s Republic of China on Enterprise Income Tax promulgated on February 4, 1994 by the Ministry of Finance shall be repeated

simultaneously
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