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Decree of the State Development and Reform Commission, the Ministry of

Commerce of the People's Republic of China
Thursday ,November 22,2007 Posted: 16:04 BIT(0804 GMT) Department of Foreign Investument

No. 57

The Catalogue for the Guidance of Foreign Investment Industries (Amended in 2007),
which has been approved by the State Council, is hereby promulgated and shall come
into force as of December Ist, 2007. The Catalogue for the Guidance of Foreign
Investment Industries as promulgated by the former State Development Planning
Commission and the Ministry of Commerce on March 30, 2004 shall be annulled at the
same time.

Ma Kai, Director of the State Development and Reform Commission
Bo Xilai, Minister of the Ministry of Commerce
October 31, 2007

Catalogue for the Guidance of Foreign Investment Industries (Amended in 2007)

Catalogue of Encouraged Foreign Invlcstment Industries

L. Farming, Forestry, Animal Husbandry and Fishery Industries

(1) Improvement of low and medium yielding field

(2) Planting, development and production of woody edible oil, ingredient and industrial
raw material

(3) Planting technology, without sacial effects of pollution, of vegetables (including
edible fungus and melon-watermelon), dried fruits, teas and serial development and
production of these products

(4} Development and production of new technology of sugar-yielding crops, fruit trees,
forage prass .

(5) Production of flowers and plants, and construction and operation of nursery basc
(6) Planting of rubber, sisals and coffees

(7) Cultivation of traditional Chinese medicines (limited to equity joint ventures or
contractual joint ventures)

(8) Reusing in ficlds and comprehensive utilization of straws and stalks of crop,
development and production of resources of organic fertilizers

(9) Planting of forest trees (including bamboo) and cultivation of fine strains of forest
trees and cultivation of new breed varieties of polyploid trees and genetically engineered
forest trees

(10) Breeding of aquatic offspring (excluding precious quality varieties peculiar to China)
(11) Construction and operation of ecological environment protection projcts
preventing and treating desertification and soil erosion such as planting trees and
grasses, etc. '

(12) Breeding of aquatic products, cage culture in deep water, large-scale breeding of
aquatic products and breeding of eco-ocean products

II. Mining and Quarrying Industries

(1) Prospecting, exploitation and utilization of coal-bed gas (limited to equity joint
ventures or contractual joint ventures)

(2) Venture prospecting and exploitation of petroleum, natural gas(limited to equity joint
ventures or contractual joint ventures)

(3) Exploitation of oil and gas deposits (fields) with low osmosis(limited to equity joint
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e (4) Development and application of new technologies that can increase the recovery
factor of crude oi(limited to equity joint ventures or contractual jomt ventures)
(5) Development and application of new technologies for prospecting and exploitation of
petroleum, such as geophysical prospecting, well drilling, well-logging and downhole
operation, etc.(limited to contractual joint ventures)
(6) Prospecting and exploitation of such conventional oil resources as oil shale, oil sand,
heavy oil and super heavy oil(limited to contractual joint ventures)
(7) Prospecting, exploitetion, and beneficiation of iron ores and manganese ores
(8) Development and application of new technologies for improving the utilance of
tailings and the comprehensive utilization of recovery technology of the mine ecology
(9) Prospecting and exploitation of submarine flammable ice(limited to contractual joint
ventures)
1. Manufacturing Industries
1. Farm Products Processing Industry
(1) Development and production of biology feeds, straws and stalks feeds and aquatic
feeds
(2) Aquatic products processing, seashell products cleansing and processing, and
development of function food made from seaweed ’
(3) Storage and processing of vegetables, dried fruits, fow] and livestock products
2. Food Manufacturing Industry
(1) Development and production of fond for babies and agedness, as well as function
food
(2) Development, production and processing of forest food
(3} Production of natural addictive for foodstuff and food ingredients(limited to equity
joint ventures or contractual joint ventures)
3. Drinks Manufacturing Industry
(1) Development and production of drinks of fruits, vegetables, albumen, tea, coffee and
vegetables
4. Tobacco Processing Industry
(1) Production of secondary cellulose acetate and processing of tows(limited to equity
joint ventures or contractual joint ventures)
(2) Production of tobacco slices in the way of paper making(limited to equity joint
ventures or contractual joint ventures)
(3) Production of filter rods (limited to equity joint ventures or contractual joint
ventures)
5. Textile Industry
(1) Production of special textiles for industrial use with high and new technology
(2) Weaving and dyeing as well as post dressing of high-grade loomage face fabric
(3) Processing of special natural fiber products satisfying the requirement of
comprehensive utilization of ecology and resources and environment
protection(including other animal fiber, fibrilia, bamboo fiber, mulberry silk and colored
cotton other than wool)
(4) Production of clothes with computer integrated manufacturing system
(5) Production of top-grade carpet, embroider and drawnwork product
6. Leather, Coat and Feather(Down and Feather) Products Industry
(1) Cleaning processing of leather and fur
(2) Post ornament and processing of leather with new technology
(3) Top-grade leather(sofa leather and car cushion leather)
7. Lumber Processing Industry and Wood Bamboo, Bine, Palm, Grass Products
Industry
(1) Development and production of new technology and products for the comprehensive
utilization of “sub-quality, small wood and fuel wood" and bamboo in the forest area
8. Paper Making and Paper Products Industry
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s (1) Project based on the mode of integration of forest and paper with an annual

e production capacity of over 300 thousand tons of chemical wood pulp or an annual
production capacity of over 100 thousand tons of chemical mechanical wood pulp
(limited to equity joint ventures or contractual joint ventures)
9. Petroleum Refining and Coking Industry
{1) Deep processing of needle coke and coal tar
10. Chemical Raw Material and Products Manufacturing Industry
(1) Production of ethylene with an annual production capacity of 600,000 tons or over
(The Chinese party shall hold relative majority of shares)
(2) Processing and manufacturing of derivatives of downstream products of ethylene
and comprehensive utilization of ethylene side-products such as C4-C9
(3) Production of ethylene with an annual production capacity of 200,000 tons or over
Polyvinyl chloride resin (in the way of ethylene)
(4) Production of further processed products of sodium-process bleaching powder,
polyvinyl chloride and organosilicon
(5) Production of basic organic chemical industrial raw materials such as the of
benzene, methylbenzenc, dimethylobenzene, etc. and its derivatives
(6) Production of supporting raw materials for synthesized materials: bisphenol-A
production and production of propylene oxide in the way of oxidizing propylene with
hydrogen peroxide )
(7) Production of synthetic fibre raw materials: precision terephthalic acid, viny}
cyanide, caprolactam, nylon 66 salt and polyurethane elastic fiber
(8) Production of synthetic rubber: liquid butadiene styrene rubber by butadiene
method(excluding styrene-butadiene rubber), butyl rubber, isoamyl rubber, polyurethane
rubber, acrylic rubber, chlorophydrin rubber, ethylene-propylene-rubber, fluororubber,
silicon rubber and other special rubber production)
() Production of engineering plastics and plastic alloys: PPO, engineering plastic nylon
of 11 and 12, polyurethane, polysulfone, PAR, liquid crystal polymer and other products
(10) Fine chemistry industry: new products and technology for catalytic agent, auxikary
and addictive; processing technology for the commercialization of dye (pigment);
preduction of high-tech chemicals for electronics and paper-making, food additives,
feed additives, leather chemical products (excluding N,N-dimethylformamide), oil-well
auxiliaries, surface active agent, water treatment agent, adhesivcs, inorganic fibre,
inorganic nano material production and deep processing of pigment encapsulation.
(11) Production of low hysteresis and high abrasion carbon black
(12) Production of environment-friendly printing ink and environment-friendly arene-oil
(13) Production of nature spices, synthetic spices and single ion spices
(14) Production of high capability coatings, water automotive coatings and assorted
water resin -
(15) Production of chlorofluorocarbon substitution
(16) Production of organic fluorine chemical products(excluding CFC/HCFC and
tetrafluoroethylene)
(17) Production of fluorine recycling from phosphorus chemicals and aluminum
smelting
(18) Production of mass coal chemical industrial products(The Chinese party shall hold
the majority of shares)
(19) Development and preduction of new technology and products for the forestry
chemicals
(20) Production of ion film for caustic soda, abio-filtration membrane and function
membrane
(21) Development and production of inorganic, organic and biologic films for
environment protection
(22) Development and production of new-type fertilizer: biologic fertilizer, high-density
fertilizer, compound fertilizer, controlled releasc fertilizer, compound microbial inoculant,
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Compound microbial manure, degradation agent for statks and garbage and microbial
preparation of special functions

(23) Development and production of new varieties of effective, safe agriculture
chemicals and pesticides

(24) Development and production of biopesticide and bio-control products: microbial
insecticide, microbial fungicide, agricultural antibiotic, insect pheromone, enemy insect
and microbial herbicide

(25) Comprehensive utilization and disposal of exhaust gas, discharge liquid, waste
residue )

(26) Production of organic polymer material: organic silicone modified coatings for ship
shell, covering film for plane, rare earth cerjum sulphide red dye, lead-free in electronic
packages, serials of special sizing agent by photoetching for color Plasma Display Panel,
small diameter and large specific surface area superfine fibre, high precision fuel filter
paper, Li-ion battery membrane, multi-function compound accessory ingredient for
plastic processing, citric acid diglyceride, fludioxonil, cyazofamid

11. Medical and Pharmaceutical Products Industry

(1) Production of new type compound medication of active composition medication
(including bulk drug and preparation)

(2) Production of amino acids: serine, tryptophan, hstidine, methionine for feed

(3) Production of new anti cancer medication, new cardio-cerebrovascular medication
and new nervous system using medication

(4) New type, high effective and economical contraception medication and instrument
(5) Production of new type medication using bioengineering technology

(6) Production of high physillogical active medication heteracyclic fluoride containing
fluorine, lke heterocyclic fluoride, and intermediate

(7) Production of genetic engineering bacterin (AIDS bacterin, third bacterin,
contraception bacterin)

(8) Production of biology bacterin

(9) Production of beg vaccine and poliomyelitis vaccine

(10) Exploitation and production of marine drug

(11) Drug preparation: production of new formulation using new technologies of
sustained-release, release, targeting and percutaneous absorption

(12) Exploitation and production of new type of pharmaceutic adjuavant

(13) Production of biomedicinc material and ware(except flesh body, sample, human
organ tissue and sample processing)

(14) Production of animal using antibacterial raw material drug

(15) Exploitation and production of animal using antibacterial drug, inscct repellent,
pesticide, anticoccidial drug and new formulation (16) Production of new diagnosis
reagent

12. Manufacturing Industry of Chemical Fiber

(1) Production of hi-tech chemical fiber of differential chemical fiber, aramid, carbon
fiber, polyethylene of high-strength and high-mode, polyphenylene sulfide(PPS) and so
on

(2) Production of Environmental Protection chemical fiber of New Solvent cellulose
fiber

(3) Production of new style of fiber and non-fiber polyester: PTT, PEN, PBT

(4) Praduction of new style fiber materisl made use of renewable resources, biomass
technology: PLA, PDO

(5) Production of polyamide, single line production capacity of 100 ton a day

(6) Production of meridian tyre aramid fiber and tyre cord

13. Industry of Plastic Products

(1) Exploitation and production of new technology and new production of agricultural
film(photodegradable film and multi-function film)

(2) Digestion and recycle of waste plastics
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(3) Exploitation and production of new technology and new production of plastic soft
package (high barrier, multi-function film and material)

14. Non-metal Mineral Products Processing Industry

(1) Develop and produce new energy-saving, environment-protecting architecture
material: lightweight high-intensity and multi-function materials for wall, high-level
environment protecting decorating and finishing materials, high quality water-proof and
airproof materials, and effective thermal nsulation materials.

(2) Use plastic to replace steel and wood, energy-saving and high-efficient chemical
architecture material production.

(3) Produce more than 10,000,000 sq.m. elastomer, plastic changeable aspbaltum
waterproof coiled materials , high-quality width(more than 2 meters) EPDM waterproof
coiled materials and matched materials, durable PVC coiled material, TPO waterproof
coiled materials.

{4) Production of screen electromagnetic wave glass, micro-electronics glass base plate
penetrating infrared nonlead glass, electron grade large spec quartz glass pervasion pipe,
exceeding two generation and three generation microchannel plate, optic fiber panel and
inverse image implement and glass fiber.

(5) Production of glass fibre (product line with technology of wire drawing in tank
furnace) and glass fibre reinforced plastic products with an annual capacity of 50,000
tons or more.

(6) Production of sequential fiberglass original silk felt, fiberglass surface felt, micro-
electronics fiberglass cloth and thin felt. ,

(7) Production of coherent fiber bundlc and laser medical optic fiber.

(8) Production of sanitation porcelain with an annual production of 1,000,000 pieces or
over

(9) Standardization refine of ceramic materiat and production of high-level decorative
materials used for ceramics.

(10) Production of high-level refractory material used in furnaces for cement kiln, top
grade(electronic)glasses, ceramics and glass fiber.

(11) Production of ceramic carrier, AIN ceramic base piece, multiple-hole ceramics use
in car catalyzing equipment.

(12) Production of inorganic, non-metal materials and products: artificial crystal,
carbon/carbon complex materials, special kind of ceramics, special kind of airproof
materiaks, quick oil sealed materials, special kinds of cementation materials, special type
latex materials, water rubber materiak, heat-transfer coefficient is or less than
0.025W/mK under normal temperature heat insulation materials and so an.

(13) Production of high tech compound materials: sequential fiber increasing
thermoplasticity compound materials and prepreg, endure heat > 300°C colophony
compound material moulding craftwork assistant materials, colophony compound
material oar, colophony compound material top grade sports articles, special capability
glass steel tube(pressure > 1.2MPa), special function compound materials and products,
deep water and diving compound material products , medical and healing use compound
material products, carbon/carbon compound materials and brake piece, high cepability
ceramic compound materials and products, metal compound materials and products,
metal layer compound materials and products, pressure>320MPa super-high-pressure
compound rubber pipes, air bus aviation tyres.

(14) Production of precise high capability ceramics and functional ceramic materials:
carborundum super-minute powder(purity > 99%, average granule diameter < 1um),
Si3N4 super-minute powder(purity > 99%, average granule diameter < 1um), high pure
and super-minute alumina powder(purity > 99%, average granule diameter < 0.5pm),
low temperature sintered zirconia powder(sintered temperature < 1350°C) ,high pure
AIN powder(purity > 99%, average granule diameter < Ium), rutile TiO2 powder(purity
> 98.5%), white char black(average granule diameter < 100nm =, barium titanate (purity
> 99%, average granule diameter < lpm =,
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. (15) Production of diamond film tools, l}uckness is 0.3mm or less super-thin artificial
(\ diamond saw piece.
(16) Deep processing of non-metal mineral products (super-thin comminution, high level
" pure, fine production, modification)
(17) Production of super high power black Jead electrode.
(18) Production of pearlite mica(granule diameter: 3-150um).
(19) Production of multiple dimension and multipke direction integer weaving fabric and
profile modeling fabric.
(20) Use new dry cement kiln to innocuously dispose combusting industry castoff and
life garbage.
15. Non-Ferrous Metallurgical Smelting and Rolling Processing Industry
(1) Praduction of diameter > 200mm silicon single crystal and polishing piece, multiple
crystal silicon.
(2) Praduction of high tech non-ferrous metaliurgical materials: new type high capability
hydrogen storing materials, lithium hydronium battery electrode materials, compound
semiconductor materials(gallium arsenide, gallium phoshpide, gallium Reexplanation,
gallium nitride), high temperature superconduct materials, memory alloy
materfaks(titanium nickel , copper and iron memory alloy materials) , super
minute(nanometer) calcium carbide and super minute(nanometer) crystal hard ally,
superhard compound materials, noble metal compound materials, aluminum foil used for
radiator, middle nnd high pressure cathode capacitance aluminum foil, special kind of
. large aluminum alloy materials, aluminum alioy precise model forge product, electrization

railway built on stilts leads, super-thin copper strip, erosion proof heat cxchanger copper
alloy material, high capability copper nickel, copper and iron alloy strip, beryllium copper
strip, thread, tube and stick process material, high temperature bearable tungsten
filament, magnesium alloy cast, non-lead solder, magnesium alloy and its applicable
products, bubble aluminum, titanium alloy strip materials and titanium jointing pipcs,
atomic energy grade sponge zirconium, tungsten and molybdenum deep machining
products.
16. Metal products industry
(1) Production of lightened car, automobile and enviranment protecting new materials
(bodywork aluminum board, aluminum magnesium alk)y materials, automaobile aluminum
alloy frame and so on).
(2) Development and production of high-grade hardware for construction, hot-water
heating equipment and hardware parts.
(3) Production and processing (including painting and processing inner and outer
surface of the products) of metal packing products (thickness < 0.3mm) used to pack
all kinds of grain, oil and food, fruits, vegetables, beverages, daily using materials and
such contents.
17. General Machine-building Industry
(1) Manufacturing of numerically controlled machine tools of high level and key spare
parts: numerically controlled machine tools which exceed quintuple linkage, digital
control coordinate spindle processing centre , digital control system which exceeds
quintuple linkage and servomechanism installations, high-speed and super-strong knifes
for exact digital control manufacturing.
(2) Manufacturing of multi-station forging forming machine of 1000 tons or more
(3) Manufacturing of equipments for braking up and smashing retired cars
(4) Manufacturing of soft FTL product line
(5) Manufacturing of vertical articulated industrial robots, welding robots and welding
equipments thereof
(6) Manufacturing of special processing machines: complete sets of laser cutting and
welding equipments, exact processing laser equipments, digital-control and low-speed
wire-cuts, submicron cracker
(7) Manufacturing of wheel or crawler crane of 300 tons or more (limited to equity joint
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r (8) Design and manufacturing of high pressure plunger pumps of pressure(35-42MPa)
and engine, design and manufacturing of low-speed big torquey engine of pressure(35-
42MPa)

(9) Manufacturing of electro-hydraulic proportion servo elements
(10) Design and manufacturing of integrated multi-path valves of pressure(2]1-31.5MPa)
» pneumatic solenoid valves of less than 0.35W high-frequency electrical control valves
of more than 200Hz
(11) Design and manufacturing of hydrostatic drive device
(12) Development and manufacturing of non-contacting gas fim seal of pressure more
than 10MPa, dry gas seal of pressure more than 10MPa (including experience device)
(13) Development and manufacturing of macromolecule material device for
automobiles(rub piece, changed phenol aldehyde plunger, non-metal liquid pressure
mother pump and so on)
(14) Manufacturing of car boss axletree of 3 and 4 generation(function elements of boss
axletrec of flange and transducer inside or outside of the axletree , digital control
machine tool or processing centre axletree of high or mid class(the processing center
should have more than three axis interlocking function and 3-4um repeated precision) |,
high-speed wire or board rolling mill axletree(assistant axletree and roller axletree of
single-wire rolling mill of more than 120m/s and of thin-board rolling mill of more than
2mm) , high-speed railway axletree(with speed of more than 200km/h) , low-noise
axletree of vibration of less than Z4(Z4, Z4AP, V4, V4P) | level P4, P2 axletree of
various axletree
(15) Production of high temperature resistant and insulation material (with F, H
insulation class), as well as insulation shaped parts
(16) Development and manufacturing of fluid pressure rubber sealing
(17) Manufacturing of high binding spares of 12.9 level or more

- (18) Menufacturing of casting and forging workblanks for-cars and motorcycles
(19) Remanufacturing of machine tools, spare parts of cars(except five matured
varieties)and project machines.
18. Special Equipment Manufacturing
(1) Manufacturing of mine trolley mining, loading and transporting device : mechanical
drive tipper for minc of 100 tons or more, mobile crusher , wheeled digger of 3000m3/b
or more , loading machine for mine of 5 m3 or more , electric driving mining machine
of 2000 kw or more and so on
(2) Manufacturing of geophysical, logging equipment: MEME geophone, digital telemetry
seismograph, digital imaging, computerized logging system, horizontal wells, directional
wells, drilling rig equipment and apparatus, MWD logging while drilling
(3) Manufacturing of oil exploration, drilling, gathering and transportation equipment:
floating drilling systems and floating production systems which will work in more than
500 meters of water depth, working depth greater than 600 meters undersea oil
production, gathering and transportation equipment, power of winch greater than 3,000
kilowatts, top driving force greater than 850 kilowatts, drilling pump morc than 1,800
kilowatts of power by deep-sea oil rig, drilling depth of 9,000 meters bove the desert
land drilling rig and oil rig, 10 million tons / year oil refining installations with 80 tons and
above Pistons edge reciprocating compressor, NC oil Sham Tseng logging, oil Drilling
Mud Hole solid operating highway tunnel monitoring equipment, ventilation, disaster
prevention and relief system equipment manufacturers
(4) Design and manufacturing of skeleton shield integrated system with diam of 6
meters, TBM system integrating with diam of 5 meters; manufacturing of large digging
drilling of caliber of | meter and depth of 30 meters, design and manufacturing of push
bench with diam of 1.2 meters or mare, manufacturing of large complete non-digging
pipeline laying device with pulling pawer of 200 tons or more, manufacturing of
consecutive wall underwater drilling machine, manufacturing of automatic vertical
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(\ (5) Design and manufacturing of large lifting machine of 100 tons or more 320hp
(6) Design and manufacturing of pedrail soil shifter of ground pressure of 0.03MPa or
less, power of 220 hp or more , large soil shifter of 520 hp or more
(7) Design and manufacturing of purge machine of 100 m3/h or more, digging device in
digging vessel of 5000 tons or more
(8) Design and manufacturing of tuffcrete diosmosing-proof wall for flood control bar
(9) Manufacturing of machine for underwater mass : soil shifter, loader and digger 9
miles under water
(10) Manufacturing of devices of road bridge maintaining and automatic testing
(11) Manufacturing of devices of road tunnel supervision, winding, disaster control and
rescuing system .
(12) Design and manufacturing of the large-scale railway construction, and operation of
large-scale road maintenance machinery end safety equipment
(13) Manufacturing of (asphalt) shingles equipment, galvanized steel and other metal
roof production equipment
(14) Manufacturing of spot spraying polyurethane waterproof thermal insulation system
equipment which couk protect environment and conserve energy, technology and
equipment of polyurethane sealant paste preparation, technology and production
equipment of modified silicone sealing paste preparation
(15) Design and manufacturing of thin-slab continuous casting machine, high-precision
strip mill (with thickness of precise 10 microns)
(16) Manufacturing of devices of direct reverting iron and liquation reverting iron
(17) Manufacturing of high power DC electric arc furnace of 50 tons or more
(18) Manufacturing of colorful panting or plating board devices
(19) Manufacturing of selecting device for multi-element, fine-powder and hard-
selecting mine
(20) Manufacturing of key devices of 800000 tons/year or more of oxene complete
devices : air compressor of pyrolysis gas, oxene and elemicin, complicated powder
making machine of 1000000 tons/year, centrifuge with diam of 800 millimeter,
unattackable pump and valve that can work under conditions of temperaturc250°C and
pressure 15Mpa, valve that can work under conditions of temperature -55°C or less and
so on(limited to equity joint ventures or contractual joint ventures)
(21) Manufacturing of large complete devices of chemical processing of coal(limited to
equity joint ventures or contractual joint ventures)
(22) Design, manufacturing and maintaining of metal product moulds(such as extrusion
moulds of pipe, stick and shape of copper, aluminum, titanium and zirconium)
(23) Design and maintaining of punching mould of cover elements of automobile
outside, clamp and test taols of automobile and motorcycle
(24) Design and maintaining of punching mould with precision of more than 0.02
millimeter (including 0.02 millimeter), precise mould with precision of more than 0.05
millimeter (including 0.05 millimeter) and mould standard elements.
(25) Design and manufacturing of nonmetal product moulds
(26) Manufacturing of beer filling device of 60000 bottles /h or more, drink mid or high
hot filling device of 5 bottles /h, asepticism filling device of 36000 bottles /h or more
(27) Manufacturing of producing technologies and key equipments for aminophenol,
zymi, food addiitive and so on
(28) Manufacturing of complete feed processing equipment of 10tons/h or more and key
parts thereof
(29) Manufacturing of light board and box device of 0.75-millimeter high or less
(30) Manufacturing of single in folio colorful lithographic printing machine with speed of
more than 16000 pages in folio /h(720x1020 millimeters) , diprosopia in folio colorful
lithographic printing machine with speed of 13000 pages in folio /h(720x1020
millimeters) , colorful lithographic in folio printing machine with speed of 13000 pages in
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(\, (31) Manufacturing of single roll lithographic printing machine with speed of more than
75000 pages in folio /h(787x880 millimeters) , diprosopin single roll lithographic printing
machine with speed of more than 170000 pages in folio /h(787x880 millimeters) ,
(32) Manufacturing of colorful soft printing machine with speed of 300meters/m or
more and coverage of 1000 millimeters or more
(33) Manufacturing of computer mass color pre-coordination systems, mass color
remote handling systems, mass speed following systems, prints quality automatic testing
and following systems, no-axis turning technologies, high-speed automatic splicer, paper
giving machine and high-speed and automatic remote handling paper foking machine,
automatic averprinting system, cooling device, silanion putting system, bias-adjusting
device and so on.
(34) Deep processing technique and equipment manufacturing of plate glass
(35) Special high-tech Industrial sewing machines manufacturing
(36) Manufscturing of complete set of new type of paper (including pulp) making
machines
(37) Meanufacturing of equipment with new technique for post ornament and pracessing
of leather
(38) Development and Manufacturing of new agriculture processing and storage
equipment: new equipment for the processing, storage, preservation, classifying,
packing, and drying of food, oil, vegetables, diried fruits and fresh fruits, flowers, meat
and aqua-products; agricultural product quality testing equipment ; the quality detection |
equipment of agricultural products' damage; Rheometer; Farinograph; ultrafine i
pulverization equipment; Highly efficient dewatering equipment ; S-grade phus high |
cfficient fruit juice condensation equipment ; equipment for Disinfection of powder food
in Media; Aseptic packaging equipment for Semi-solid and solid food; Packaging
Materials for Aseptic packaging, DVS Bacteria Starter for Dairy Production, Disc-type
Separation centrifuges
. (39) Manufacturing of Agricultural machinery: facility agriculture equipment(greenhouse !
Automatic irrigation equipment, Autocontrol configuration and fertilization Equipment of
Nutritious Liquid, Efficient vegetable nursery equipment, Soil nutricnt analysis
instruments ), Tractor and associated farm tools with 120 kilowatts and above Matching
engine power, Low fuel consumption, low noise and low-emission diesel engine, Spray
Machines with Residual fog tablets Recovery Unit matching of large tractar, High-
performance rice transplanter, Cotton harvesting machine, Adapted to a variety of row-
spacing Self-moving Maize Reaping Machine(Hydraulic drive or mechanical drive)
(40) Manufacturing of new technical forestry equipment
(41) Manufacturing of equipment for reusing in fields and comprehensive utilization of
straws and stalks of crop, Manufacturing of equipment for comprehensive utilization of
Rice Husk
(42) Manufacturing of equipment for comprehensive utilization of waste agriculture
products and waste fow! and livestock products which are bred in scale
{43) Meanufacturing of festival fertilizer, pesticide section, water-saving technical
Agriculture equipment
(44) Manufacturing of cleaning equipment for electromechanical wells and equipments
for Laundering drug production
(45) Manufacturing of electronic endoscopes
(46) Manufacturing of Fundus Cameras
(47) Manufacturing of Medical imaging equipments' Key components(high magnetic
field intensity and superconduct MRI, CT, X-ray computed tomography, type-B
ultrasonic )
(48) Manufacturing of Medical Ultrasonic Transducer(3D)
(49) Manufacturing of boron neutron capture therapy equipments
(50) Manufacturing of X-ray Stereotactic Radiotherapy System
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(-\ (52) Manufacturing of equipment for auto elisa immuno system (including the functions
of application of sample, elisa pboto meter, wash plate, incubation, data, post treatment,
etc.)
(53) New techniques of quality control of medicine products and new equipment
manufacturing
(54) New analytical techniques and extraction technologies, and equipment development
and manufacturing for the effective parts of traditional Chinese medicines
(55) Producing and manufacturing of new packing materials, new containers for
medicine, and advanced medicine producing equipment
(56) Development and Manufacturing of equipment of new type of kniiting machines,
Key parts and Textile testing, laboratory equipment
(57) Manufacturing of Computer Jacquard artificial fur machine
(58) Manufacturing of Special Equipments for solar cell production
(59) Development and Manufacturing of Pollution control equipments
(60) Manufacturing of City Waste disposal equipments and equipments for
Comprehensive Utilzation of Rural organic waste
(61) Manufacturing of Waste plastics, electronics, rubber, battery Recycling Equipments
(62) Technology of hydrophily ecological system for protectmg environment and
equipment manufacturing
(63) Development and Manufacturing of 100,000 cubic meters and above Daily
production seawater desalination and recycling cooling technology and complete sets of
equipments
(64) Manufacturing of special Meteorological observation and analysis equipments
(65) Development of Seismic station, Seismic Network, and Mobile seismological
observation technology System, and Manufacturing of equipments
(66) Manufacturing of three-drum radial tire building machines
(67) Manufacturing of Rolling resistance testing machine and Tire noise lab
(68) Manufacturing of new Heating measurement and Temperaturc Control Device
Technical equipments
(69) Manufacturing of preparation, storage and transportation equipment and inspection
systems of hydrogen energy
(70) Manufacturing of new Heavy residue gasification Atomization Nozzle, Steam
leakage rate of 0.5 percent and below efficient Steam Traps, 1000 ° C and above high-
temperature ceramic heat exchanger manufacturer
(71) Manufacturing of Comprehensive Utiliation of waste tire equipments
19. Cominunication and Transportation Equipment Industries
n Manufactunng of complete automobiles (foreign investments shall not exceed

50%)and construction of automobiles research and development organization

(2) Manufacturing of automobile engine, reused manufacture of engines and
construction of engine research and development organization : gasoline motor with
output per litre not lower than 50 kw, diesel motor with output per litre not lower than
40 kw and discharge capacity below 3 liters, diesel motor with output per litre not lower
than 30 kw and discharge capacity above 3 liters, motor driven by such new resources
as fuel cells and compound fuel
(3):Manufacturing of key spare parts for automobiles as well as research and
devebpmcnt of key téchnologies: complete disc brakes, complete driving rods,
automatic gearboxes fuel pumps of diesel engine, inhalant supercharger of engines,
adhesive axial organ(used for four-wheel drive), hydraulic tappet, electronic cluster
geuge, crankshaft and connecting bar(diesel motor above 8 liters), Anti - Lock Brake
System(ABS, ECU, valve body, sensor) , ESP, BBW, electronic braking distribution
system(EBD) , driving control system, gas generator for automobile airbags, electronic
fuel injection system, sprays technology on fuel common rail technology(utmost spray
pressure above 1600 pa), VGT, VNT, discharge control equipment of motor meeting
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s ' the pollutant discharge standard of the fourth phase of China, ITM and coupler
(\_ assembly, Steer-by-Wire System, Diesel Particukate Filter(DPF), intelligent cylinder,

special rubber automobile components
(4) Production as well as research and development of automobile electronic devices:
engine and underchassis control system as well as key spare parts, in-vehicle electronic
technology (automobile information system and navigation system) , automobile
electronic network technology (limited to equity joint ventures) , components for the
input (sensor and sampling system) and the output(actuator) of electronic control
system, EPS electronic controller(limited to equity joint ventures) , embedded electronic
integration system(limited to equity jomt ventures or contractual joint ventures) ,
electronic-controlled air suspension, ECS , electronic valve system equipment ,
electronic throttle, power cellNiH and Li-con) and control system(limited to equity joint
ventures) , integrated motor and control system(limited to equity joint ventures) ,
wheelboss mator, multifunction controller(limited to equity joint ventures) , fuel cell
and spare parts thercof, hydrogen storing systems for automobies , testing system for
experiment and maintaining of automobile and motorcycle models
(5) Manufacturing of key parts for motorcycle : technology of electrical control fuel
injection for motorcycle(limited to equity joint ventures or contractual joint ventures) ,
engine discharging device which satisfy motorcycle discharging criteria stage Ill of
China
(6) Equipment for railway transportation(limited to equity joint ventures or contractual
joint ventures) : research and development, design as well as manufacturing of
complete train and key spare parts (drive system, control system, brake system) of rapid
transit railway, railway of passenger special line, intercity railway, trunk railway and
equipment for urban railway transportation ; research and development, design as wel
as manufacturing of passenger service facilities and equipment for rapid transit railway,
railway of passenger special line, intercity railway and urban railway transportation ,
design as well as research and development of related information system in the process
of construction of information age ; research and development, design as well as
manufacturing of railway and bridge facilities and equipments for rapid transit railway,
raitway of passenger special line, intercity raitway , manufacturing of equipment and
fixtures for electrical railway, research and development of technologies for controlling
railway noise and vibrating, manufacturing of discharging equipment for trains,
manufacturing of safety monitoring equipment for railway transportation
(7) Design, manufacturing and maintaining of civil plane: those of trunk and branch
lines(Chinese part shall hold the majority of shares) , general ones(limited to equity joint
ventures or contractual joint ventures)
(8) Preduction and maintaining of spares parts for civil planes
(9) Design and manufacturing of civil helicopters : those of three tons or more
(Chinese part shall hold the majority of shares), those of less then three tons (limited to
equity joint ventures or contractual joint ventures)
(10) Production of spares parts for civil helicopters
(11) Manufecturing of ground and water effect plane(Chinese part shall hold the
majority of shares)
(12) Design and manufacturing of no-people piane and aerostat(Chinese part shall hold
the majority of shares)
(13) Design, manufacturing and meintaining of plan engines and spare parts as well as
air assistant power systems(limited to equity joint ventures or contractual Jjoint ventures)
(14) Design and manufacturing of civil air-borne equipment(limited to equity joint
ventures or contractual joint ventures)
(15) Design and manufacturing of civil rocket launcher(Chinese part shall hold the
majority of shares)
(16) Manufacturing of flight ground equipments: civil airficld facilities, support
equipment for civil airfield work, ground cquipment for flight test, equipment for flight

english.mofcom.gov.cn/.../print.shtmi...

273

1122




— PUSLIC FILE ]

29/04/20}1 english.mofcom.gov.cn/column/print.s... 2 7 Z
: simulation and practice, equipment for acronautic testing and measuring, equipment for
(\ aeronautic ground testing, comprehensive testing equipment for machines, special

equipment for aeronautic manufacturing, equipment for pilot manufacturing acronautic
materials, ground receiving and applying equipment for civil aircraft, ground testing
equipment for rocket launcher, equipment for dynamic and environmental experience for i
rocket launcher

(17) Manufacturing of mechanical and electrical products for aircrafts, temperature
control products for aircrafts, test equipment for planet products and structure and
organization products for aircrafts

(18) Manufacturing of light gas-turbine engine

(19) Design of vessels and equipment for ocean project of high and new
technologies(limited to equity joint ventures or contractual joint ventures)

(20) Maintaining, design and manufacturing of vessels (inchiding stages) and equipment
for ocean project(Chinese part shall hold the majority of shares)

(21) Design and manufacturing of diesel engine for vessel of low, mid and high
speed(limited to equity joint ventures or contractual joint ventures)

(22) Design and manufacturing of spare parts for diesel engine for vessel(limited to
equity joint ventures or contractual joint ventures)

(23) Design and manufacturing of crankshafts of low and mid speed for diesel engine
for vessel(Chinese part shall hold the majority of shares)

(24) Design and manufacturing of stateroom machine and deck machine for
vesseks(Chinese part shall hold the relative majority of shares)

(25) Design and manufacturing of communication and directing systems for vessels :
communication systems, electronic directing equipment, vessel rader, electric compass
automatic pilot, public broadcasting systems inside vessels and so on

(26) Design and manufacturing of overseas fishing vessels and cabin cruiser (limited to
equity joint ventures or contractual joint ventures)

20. Electric Machinery and Equipment Industries

(1) Manufacture of the pivotal equipment of super-critical units of over 600,000 KW ,
and over 1,000, 000KW of fire and electricity station (limited to equity joint ventures and
cooperative joint ventures): boiler-feedwater pump, circular water pump, valve of main
steam loop high temperature and pressure which is over 400°Cwork temperature and
20Mpa of work pressure

(2) Manufacture of the equipment of Over million kilowatt Nuclear-power plant (limited
10 equity joint ventures and cooperative joint ventures) Pump and valve of Nucleus,
Nucleus 1)

(3) Manufacture of the technic and equipment of Fire- electricity plant to decoke and
saltpeter, hop-pocket dust catcher

(4) Design and manufacture of the equipment of nucleus-electricity and fire-electricity
airproof

(5) Manufacture of the equipment of nuclear-power of great model casting-forge

(6) Power transmitting and transforming equipment (limited to equity joint ventures and
cooperative joint ventures): non-brilliant form transformer, high voltage implement great
bushing, high voltage on-off operation implement, and freedom integer arc contact,
direct current transmit electricity dried reactor, 6 inch direct current convertor clique
high-power grain-valve tube, electrical apparatus contact material, and non-Pb, non-Cd
solder accorded with EU command of RoHS

(7) Manufacture of the equipment of New energy electricity-power (limited to equity
Joint ventures and cooperative joint ventures): photovoltaic power , geothermal power
generation, tidal power generation, wave power generation, rubbish power generation,
methane power generation, wind power generation over 1.5M '

(8) Manufacture of stirling generating set

{9) Empolder and manufacture of straight line and plane motor and drive system

(10) Manufacture of solar air conditioning, heating system, solar dryer
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B (11) Manufacture of biomass drying pyrolysis system, biomass, gasification unit

(\ (12) Manufacture of ac-fm voltage regulation drawbar

(13) Manufacture of intelligent moulded case circuit ,{ 3800V, 10004), large praject
intelligent cabinet or drawer type circuit breaker, belt- type intelligent electronic control
distribution device
21. communication equipment, computer and other electronic equipment manufacturing
(1) Digital video camera, digital sound-playing equipment and player equipment
manufacturing
(2) Manufacture of flat panel display such as TET-LCD, PDP, OLED, FED(including
SED}) and the material of flat panel display
(3) Manufacture of such parts as optical engine, light source, projection screen, high-
resolution projection tube and LCOS module used in large screen color projection display
(4) Manufacture of digital audio and visual coding or decoding equipment, digital
broadcasting TV studio equipment, digital cable TV system equipment, digital audio
broadcast transmission equipment, digital television converter, digital television
broadcasting Single Frequency Network(SFN), satellite digital TV up-linking station,
front-emd equipment manufacturing of SMATV
(5) Manufacture of high-performance single-lens reflex with more than 6 miliion pixels
(6) Design of integrate circuit, and manufacture of large digital integrate circuit with its
wire width less than 0.18 micron, manufacture of simulated and digital analogy integrate
circuit less than 0.8 micron and the encapsulation and test of such advanced equipment
as BGA, PGA, CSP, MCM ,
(7) Large and medium-sized computer, high-performance computer with its operation
more than 100 trillion times, portable micro computer, high-rank server with is
operation more than | trillion times per second, large scale simulated system, lrge
industrial controller and the manufacture of controller
(8) Manufacture of computer digital signal process system and board card
(9) Manufacture of figure and image recognition process system
(10) Development and manufacture of large-capability optical and disk driver
(11) Maoufacture of high-speed storage system and intelligent storage equipment with
its capability more than 100 TB
(12) Manufacture of large-breath( more than 900mm) high-definition colored printing
equipment, high-definition colored printer head with its precision more than 2400dbi, and
large-breath( more than 900mm) high-definition colored Xerox equipment
(13) Manufacture of Computer Assistance Design(three-dimensional CAD) , Computer
Assisted Testing (CAT) , Computer Aided Manufacture(CAM) , Computer Aided
Engineering(CAE) and other computer application system
(14) Development and manufacture of software product
(15) Development and manufacture of specialized electronic material( excluding the
development and manufacture of optical fibre perform rod )
(16) Manufacture of specialized equipment, testing equipment, tooks and moulds
(17) Manufacture of new type electronic components and parts slice components,
sensitive components and sensors, frequency monitoring and selecting components, mix
integrated circuit, electrical and electronic components, photoelectric components, new
type components for machinery and electronics, high-density interlinked build-up board,
multilayer flexible board, flexible printing circuit board and packaging substrate
(18) High-tech green battery manufacture: dynamic zinc and nickel storage cell, zinc and
silver storage cell, lithium-jon batteries, high-capability, air-proof and repair-free lead-
acid battery, solar battery, fuel battery, coluimn-shaped zinc-air battery and etc.
(15) High-brightness LBD with its luminous efficiency more than 501m/W, epitaxial
slice LBD(blue) with its luminous efficiency more than 50Im/W, white luminous tube
with luminous efficiency more than 501 m/W and its power more than 200mW
(20) Development and manufacture of RFID chip
(21) Development and manufacture of key components and parts used in high-precision
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(22) Reproduction of read-only compact disk and manufacture of recordable compact
disk

(23) Design and manufacture of civil satellites {Chinese partner shall hold the majority of
shares}

(24) Manufacture of civil satellites effective payload (Chinese partner shall hold the
majority of shares)

(25) Manufacture of spare pans for civil satellites

(26) Manufacture of telecommunication system equipment for satellites

(27) Manufacture of receiving equipment of satellite navigation and key components
(28) manufacture of optical communication measurement and instrument and light
transceiver with its speed more than 10Gb/s

(29) Ultra Broad Band (UWB) communication equipment manufacture

(30) Manufacture of wireless Local Area Network(Wide Area Network)

(31) Manufacture of Optical Cross Connect(OXC) , Automatic Switch Optical
Network(ASON) , optical fiber communication and transmission equipment more than
40G/sSDH and Coarse Wave Division Multiplexing(CWDM)

(32) Manufacture of Asynchronous Transfer Mode(ATM) and IP digital communication
system

(33) Development and manufacture of third-generation and the following mobile
communication system mobie phone, base station, core network equipment and
network testing equipment

(34) Development and manufacture of high-end router, network switcher more than 1
kilomega

(35) Manufacture of air traffic control system equipment(limited to joint venture and
cooperation)

22. Machinery Industries for Instrument and Meter, Culture and Office

(1) Manufacture of field-bus control system and its key components and parrts

(2} Development and manufacture of large-scale sophisticated instruments: including
electron microscope, laser scanning microscope, scanning tunneling microscope, laser
with its power mare than 2kw, industrial chromatograph, GC/MS, nuclear magnetic
resonance spectrometer, energy dispersive analysis system, X-ray fluorescence
spectrometer, diffraction analysis system, industrial CT, large-scale balance measuring
machine, automatic testing system of on-line mechanical quality, ultra-speed centrifuge
with its rotating speed more than 100000r/min, large-scale metallurgical microscope,
three coordinate measuring machine, laser comparator, electrical prospecting instrument,
airborne electrical prospecting and gamma-ray spectrometry measuring instrument more
than 500 m, borehloe gravimetry and 3-dimensional magnetograph, high-precision
microgal and aviation gravity gradiometer, High-performance welding rare earth material
with permanent magnetism, portable geological radar

(3) Manufacture of high-precision digita valtmeter, current meter(with measuring range
of seven bit and a half and above)

(4) Wattless Power manufacture of automatic compensation equipment

(5) Manufacture of two-phase flowmeter and solid flowmeter

(6) Manufacture of automatic plating machine for electron gun

(7) Manufacture of industrial NDT X-ray equipment governing the volt more than 800
kv

(8) Manufacture of new technical equipment for safety production and environmental
protection :

(8) VXI bus automatic test system (in accordance with IEEE1155 international
standards)

(10) Development and manufacture comprehensive management system for under-mine
monitoring and disaster-forecasting apparatus and coal safety measurement

(11) Manufacture of the equipment for engineering measurement and global geographical
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. . observation equipment: digital triangle surveying system, Digital programmed system for 2

<\ three-dimensional topography model (acreage>1000%1000mm, horizontal error<imm,
altitude error <0.5mm), ukral wideband seismograph(p < Scm, frequency band0.01-
50HZ, equivalent quaking speed noise<10-9m/s), integrated earthquake data processing
system, extensive under-well earthquake and auspice observation apparatus,
sophisticated controllable epicenter system, engineering velocity measuring system,
high-precision GPS receiver (precision Imm + 1ppmm), INSAR graphics receiving and
processing system, absolute gravimeter with the precision less than 1 microgal, satellite
gravimeter, Doppler weather radar adopting coherent technology or double polarization
technology, visibility measuring apparatus, meteorological sensor, (including
temperature, pressure, humidity, wind, precipitation, cloud, visbility, radiation, frozen
earth, depth of snow), anti lightning stroke system, multilevel soot and dust sampler,
three-dimension supersonic anemoscope, high-precision intelligent total station machine,
three-dimensinal laser scanner, high performance diamond bit used for drilling, laser
rangerfinder without cooperative target, wind profiler(affixed with RASS) , GPS
electronic probe system, CO2/H20 general observation system, boundary hayer lser
doppler radar, granule chromatography, (3nm-20um) , high-performance data collector,
under-water glider
(12) Manufacture of new-tech equipment of environmental-protection testing
instrument: air quality testing, water quality testing, new-tech equipment of fume on-line
detecting instrument, apparatus for emergency treatment and complete-set new
differential coefficient analysis system, automatic calibration, composite, low-drift, on-
line remote measurement and remote controlled apparatus and system and etc.
(13) Manufacture of air-pollution prevention and control equipment: high-temperature-
proof and erosion-proof filtering material, wet desulfurization complete-set equipment in
coal-fueling factory, low-NOX fueling equipment, catalysts for denitrification of fuel gas
and complete set of denitrification equipment, purified equipment for the polluted organic
gas, purified equipment for gas expelled from diesekdriven automobile
(14) Manufacture of equipment for water-pollution prevention and control: horizontal
screw centrifugal dehydrator, membrane and its material, ozonizer more than 10kg/h,
NO2 gencrator with more than 10kg/h, ultravioket disinfection device, small domestic
sewage treatment device in the rural area
(15) Manufacture of the equipment for treating solid refuse: earth- leak-proof membrane
in refuse burying factory, the device for treating dangerous solid waster, methane-for-
electricity equipment in refuse burying factory, the equipment for comprehensively using
the domestic animal and fow] waste in large scale
(16) Manufacture of environment motoring apparatus: SO2 automatic sampler and
calcimeter, NOX, NO2 automatic sampler and calcimeter, O3 automatic monitor, CO
automatic monitor, automatic sampler and calcimeter for soot and dust, automatic
sampler and calcimeter for soot, portable calcimeter for harmful and toxic gas,
automatic analyzer for organic pollutants in the air, COD automatic online monitor, BOD
automatic online monitor, automatic online monitor for turbidity, DO automatic online
monitor, TOC automatic online monitor, Automatic online monitor for ammonia
nitrogen, radiation dose monitor, ray analyzer
(17) Manufacture of instrument and equipment for hydrological data collecting,
processing, transmitting and flood warning
(18) Manufacture of ocean exploring apparatus and equipment: deep-sea underwater
video camera and underwater camera, multi-beam explorer, shallow and deeper
subbottom profiler, navigation warm-salt profiler, fluxgate compass, hydraulic wire line
winch, underwater airproof electronic connector, encrgy recycle device used in
filtration-proof seawater desaltation with its efficiency more than 90%, high-pressure
pump used in filtration-proof seawater desaltation with its efficiency more than 85%,
filtration-proof seawater desaltation membrane( desaliation rate more than 99.7%), low-
ternperature multifunction distilled seawater desaltation equipment with its daily
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: production more than 20, 000 tons, Marine ecosystem inspection buoy, section probing Zég

(\ buoy, disposable measuring instrument of electrical conductivity, temperature and depth
{XCTD), on-the-spot water quality measuring apparatus, intelligent chemical transducer
for measuring the water quality of the ocean (continues work for 3-6 months),
ekectromagnetic current meter sensor, navigating acoustic Deppler current profiler(sclf-
contained, direct-read, used-in-ship), electricity conductivity rate deep-section profiler,
acoustic responding emanc ipator(set deep into the ocean)
23. Other manufacturing industries
(1) Development and utilization of clkan-coal technical product (coal gasification, coal
liquefaction, water-coal, industrial lump-coa)
(2) Coal ore dressing by washing and comprehensive utilization of powered coal
(inchuding desulphurized plaster), coal gangue
(3) Production of the all biodegradable material
IV. Production and Supply of Power, Gas and Water
1. Construction and aperation of electricity power by employing the clean fuel
technology of integral gasification combined circulation (1GCC), circulating fluidized bed
more than 0.3 million kw, Pressurized Fluidized Bed Combustion Combined
Cycle(PFBC) more than 0.1 million kw
2. Construction and operation of back pressure combined and heat power
3. Construction and management of hydropower stations with the main purpose of
power generating
4. Construction and management of nuclear-power plants (Chinese partner shall hold the
majority of shares)
5. Construction and management of new energy power plants (solar energy, wind
cncrgy, magnetic energy, geothermal energy, tide energy and biological mass energy,
etc.)
6. Utilization of sea water(dircct use of sea waler, seawater desaltation),using
industrialization to recyck industrial sewage
7. Construction and operation of urban water-supply plant
V. Communication and Transportation, Storage, Post and Telecommunication Services
1. Construction and management of grid of national trunk railways (Chinese partner shall
hold the majority of shares)
2. Construction and management of feeder raiways, local railways and related bridges,
tunnels and ferry facilities (limited to equity joint ventures or contractual joint ventures)
3. Comprehensive maintenance of infrastructurc of high-speed railway, special railway
line, intercity (Chinese partner shall hold the majority of shares)
4, Construction and management of highways, independent bridges and tunnels
5. Road freight transportation companies
6. Construction and management of public dock facilities of ports
7. Construction and management of civil airports (the Chinese party shall hold the
relative majority of shares)
8. Air transportation companies (Chinese partner shall hold the majority of shares)
9. General aviation companies for agriculture, forest and fishery (limited to equity joint
ventures or contractual joint ventures)
10. International liner and tramp maritime transportation business (the Chinese party
shall hold the relative majority of shares)
11. International containers inter-mode! transportation
12, Construction and management of oil (gas) pipelines, oil (gas) depots and petroleum
wharf
13. Construction and management of the facilities of coal delivery pipelines
14. Construction and management of storage facilities relating to transportation services
V1. Wholesale and Retail Trade Industry
1. Wholesale, retail and logistic distribution of general goods
2. Modern logistics
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: VII. Rent and business service = 7
(\/ 1. Accounting and auditing ({limited to equity joint ventures or contractual joint
ventures)

2. Information consulting agencies of international economy, science and technology,
environmental protection

3. Engaged in such information technology and business flow outsourcing services as
system application management and maintenance, information technology supportive
management, bank background service, financial settlement, human resource service,
software development, call center, data processing by means of accepting service
outsourcing .

VIIL. Scientific research, technology service and geological exploration

1. Biokgical engineering technique and bio-medical engineering technique

2. Isotope, irradiation and Iaser technique

3. Sea development and sea energy development technology, comprehensive technology
of sea chemical resources, development of the relevent products and deep-processing
technology, sea medicine and biochemical product development technology

4. Sea surveying technology( sea tidal wave, meteorology, environmental monitoring)
sea bed probing, exploration and evaluation technology of ocean resource

5. Comprehensively use the high chemical additional value technology to distill chemical
potassium, bromine, magnesium from dense sea water after desaltation and its deep
procession

6, Development of energy-saving technology .

7. Technology for recycling and comprehensive utilization of resource, development and
application of the recycling technology of the waste dispelled by enterprises

8. Technology for environment pollution treatment and monitoring

9. Energy-saving and consumption-reduction in chemical fiber production and the new
technology to deal with polluted air,water and solid waste

10. Technology for preventing from desertification and desert improvement

11. Comprehensive management technology for balancing grass and domestic animal
12. Application technique of civil satellite

13. Research and development centers

14. Incubator for hi-tech, new products developing, and incubation of enterprises

IX. Water, environment and public facility management industry

1. Construction and management of key water control projects for comprehensive
utilization (the Chinese party shall hold the relative majority of shares)

2. Construction and management of urban access-controlled roads

3. Construction and management of metro and city light rail (Chinese partner shall hold
the majority of shares)

4. Construction and management of treatment plants for sewage, garbage, the dangerous
wastes (incineration and landfill), and the facilities of environment pollution treatment
X. Education

1. Advanced educational institution (only limited to joint venturc or cooperative)

XI. Public health, sacial security and social welfare

1. Service agencies for the elderly, the handicapped and children

X1I. Culture, sports and entertainment

1. Operation of the performance site ((the Chinese party shall hold the relative majority
of shares)

2. Operation of the gymnasium, body-fitting, competition performance, sports training
and agency service

Catalogue of Restricted Foreign Investment Industries

L Farming, Forestry, Animal Husbandry and Fishery Industries

1. Breeding and seeds developing production of new train crop breed (Chinese party
shall hold the majority of shares)
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: 2. Processing of the logs of precious varieties of trees (limited to equity joint ventures or
C\/ contractual joint ventures)
. 3. Cotton (raw cotton) processing

M. Mining Industries
1. Exploring and mining of special and scarce coals exploration (Chinese partner shall
held the majority of shares)
2. Exploring and mining of barite (limited to equity joint ventures or contractual joint
ventures)
3. Exploring and mining of precious metals (gold, silver, platinum familics)
4. Exploring and mining of precious non-metals such as diamond
5. Exploring and cradling of phosphorite
6. Mining of szaibelyite and szaibelyite iron ores
7. Mining of Celestine
8. Mining of Ocean Mangenese Nodule(Chinese partner shall hold the majority of shares)
III. Manufacturing Industries
1. Farming Subsidiary Foodstuff Industry
(1) Processing of soybean, rapeseed edible oil (Chinese partner shall hold the majority of
shares), deep-processing of corn
(2) Manufacturing of biology liquid fuel
2. Beverage Manufacturing Industries
(1) Processing of green lea and special tea with China's traditional crafts
(2) Carbonic acid beverage manufacturing
3. Tobacco Industries
(1) Manufacturing of threshing and curl tobacco leaf
4. Printing and Copy of Recording Vehicle
(1) Print of publication (Chinese partmer shall hold the majority of shares, except packing
and presentation)
5. Petroleum Processing and Coking Industries
(1) Construction and management of refmeries which annual produce less than 800 ten
thousand tons
6. Chemical Raw Material Products Manufacturing Industry
(1) Sodium hydroxide and potash production
(2) Production of sensitive materials
(3) Production of benzidine
(4) Production of chemical praducts from which narcotics are easily made (ephedrine,
3, 4-idene dihydro pheny!-2-acctonc, phenyhcetic acid, 1-phenyl-2-acetone, heliotropin,
safrole, isosafrole, acetic oxide)
(5) Production of fluorine-chlorocardon, hydrogen- flucrine-chlorocardon,
tetrafluoroethylene, fluorination-aluminum and hydrofluoric acid
(6) Production of polybutadiene, emulsion polymerization buna S, thermoplastics buna S
(7) Production of sulfate process titanium dioxide, open hearth process permanganate
(8) Praduction of baron, magnesium, ron ores
(9) Barium salt production
7. Medical and Pharmaceutical Products Inidustry
(1) Production of chloramphenicol, penicillin G, lincomycin, gentamicin,
dihydrostreptomycin, amikacin, tetracycline hydrochloride, oxytetracycline, medemycin,
kitasamycin, flotyin, ciprofloxacin and offoxacin
(2) Production of analgin, paracetamol, Vitamin Bl, Vitamin B2, Vitamin C, Vitamin E
(3) Production of immunity vaccines, bacterins, antitoxins and anatoxin (BCG vaccine,
poliomyelitis, DPT vaccine, measles vaccine, Type-B encephalitis, epidemic
cerebrospinal meningitis vaccine) which included in the State's Plan
(4) Production of material medicines for addiction narcotic and A class psychoactive
drug (Chinese partner shall hold the majority of shares)
(5) Production of blood products
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: (6) Production of non-self-destructible expendable injectors, transfusion systems, blood
o transfusion systems, blood bags
’ 8. Chemical Fibre Production Industry

(1) Production of chemical fibre drawnwork of conventional chipper
(2) Production of rayon staple viscose fibre
9. Rubber Products
(1) OHd tire recondition (not including radinl tire), and production of industrial rubber
fittings of low-performance
10. Non-Ferrous Metal Smelting and Rolling Processing Industry
(1) Non-ferrous metal refining of tungsten, molybdenum, stannum (except tin
compounds), antimony (including antimony oxide and antimony sulphide)
(2) Non-ferrous metal refining of electrolytic aluminium, copper, lead, zinc and another
non-ferrous metal
(3) Smelting and separation of rare earth metal (limited to equity joint ventures or
contractual joint ventures)
11. Metal Manufacturing
(1) Manufacture of containers
12. Common Purpose Equipment Manufacturing Industry
(1) Manufacture of all kinds of general (p0) axletree and accessory (steel ball, cage),
rough
(2) Manufacture of wheeled model, crawler crane less than 300 tons
13. Special Purpose Equipment Manufacturing, Industry
(1) Production of low or middle class type-B ultrasonic displays
(2) Manufacture of equipment for producing long dacron thread and short fibre
(3) Manufacture of crawler dozers of less than 320 horsepower, hydraulic excavator
less than 30 tons, wheel loader less than 6tons, grader of less than 220 horsepower,
road roller, fork-lift truck, non-calzada dumper truck, road surface milling rework
machinery, garden machine and tools, production of commodity concrete machinery
{(pump, agitating lorry, pump vehical)
14. Manufacturing of transport and communication facilities
(1) Repairing, design and manufacture of common ship (including subsection) (Chinese
partner shall hold the majority of shares)
15. Manufacturing of Communication Apparatus, Computers and another Electric
Installation
(1) Production of satellite television receivers and key parts
(2) Manufacture of fiscal cash register
IV. Production and Supply of Power, Gas and Water
1. Construction and management of conventional coal-fired power of condensing steam
plants whose unit installed capacity is less than 300,000k W, within the small power grid
in Xizang, Xinjiang, Haman province, and the coal-fired power of condensing-extraction
steam plants with dual use unit cogeneration
2. Construction and management of power nctwork
V. Communication and Transportation, Storage, Post and Telecommunication Services
1. Railway freight transportation companies
2. Railway passenger transportation companies {Chinese partner shall hold the majority
of shares)
3. Corporate of highway passenger transport
4. Corporate of enter-leave country fleet operation
5. Corporate of water transportation (Chinese partner shall hold the majority of shares)
6. General aviation companies engaging in photographing, prospecting and industry
(Chinese partner shall hold the majority of shares)
7. Tele communication companics: telecommunication increment service {the fareign
capital less than 50 percent), motion tone and data service in basic telecom, interior
business and international business (the foreign capital less than 35 percent,49 percent
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no later than 11th in December in 2007 is permitted )

(\ VI. Wholesale and Retail Trade Industries

o 1. Commercial companies of commodity direct selling, mail order selling, Internet
selling, franchising, commissioned operation, commercial management
2. Wholesale, retail and logistic distribution of grain, cotton, vegetable oil, sugar,
medicines, tobaccos, automobiles, crude oil, capital goods for agricultural
production{Chinese should hold the majority of shares of the multiple shops which have
more than 30 branch stores and sale different kinds and brands of commeodities from
multi-suppliers)
3. Distributing and selling of audiovisual products (excluding movies)(joint venture or
Chinese should hold the majority of shares)
4. Commodity auctions
5. Ship agent {Chinese should hold the majority of shares), tally for foreign vessels
(limited to equity joint ventures or contractual joint ventures)
6. Wholesaling product oil and construction and operation of gasoline stations (Chinese
should hold the majority of shares of the multiple shops which have more than 30
branch stores and sale different kinds and brands of commodities from multi-suppliers)
VII. Banking and Insurance Industries
1. Banks, financial leasing companies, finance companies, trust investment companies,
currency brokerage companies
2. Insurance companies (the share of life-insurance companies is less than 50%)
3. Security companies (confined to A share consignment-in, B share, H share and
government and company bonds consignment-in and transaction, the foreign-capital is
less than one-third), security investment fund management companies (the foreign-
capital is less than 49%)
4. Insurance brokerage companies
5. Futures companies (Chinese shoukd hold the majority of shares)
V. Real Estate Industry
1. Development of pieces of land (limited to equity joint ventures or contractual joint
ventures)
2. Construction and operation of high-ranking hotels, villas, high-class otfice buildings
and international exhibition centers
3. Real estate transaction in second-grade market and medium and brokerage companies
IX. Leasing and Commercial Service Industry
1. Legal consulting
2. Market Research (limited to equity joint ventures or contractual joint ventures)
3. Status enquiry and grade service companies
X. Scientific Research and technical Services Industries, Geological Prospecting
1. Mapping companies (Chinese partner shall hold the majority of shares)
2. Inspection, verification and attestation companies for imported and exported goods
3. Photography service (including trick photography like airphotograph, except maping
aerial photography, limited to equity joint ventures)
XI. Irrigation, environment and public utilities management

1. Construction and management of fuel gas in big city, heating power and water supply
and sewage net

~ XTI. Education
1. Common high school education mechanism
X1I1. Public Health, Sports and Social Welfare Industries
|. Medical treatment establishments (limited to equity joint ventures or contractual joint
ventures)
XIV. Art, Sports and Entertainment Industries
1. Production and publication of broadcasting and TV programs and film-making
(limited to contractual joint ventures)
2. Construction and operation of cinemas (Chinese partner shall hold the majority of
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shares)
3. Construction and operation of large theme park

4. Brokering agency of stage performances

XV. Other industries restricted by the State or international treaties that China has
concluded or taken part in

Catalogue of Prohibited Foreign Investment Industries

L. Farming, Forestry, Animal Husbandry and Fishery Industries

1. Cultivation of China's rare precious breeds (including tine genes in plants industry,
husbandry and aquatic products industry)

2. Production and development of genetically modified plants' seeds

3. Fishing in the sea area within the Government jurisdiction and in in-land water

I0. Mining and Quarrying Industries

1. Exploring and mining of tungsten, molybdenum, tin, antimony, fluorite

2. Exploring, mining and dressing of radioactive mineral products

3. Exploring, mining and dressing of rare earth metal

IXL. Manufacturing Industry

1. Beverage Industry

(1) Processing of green lea and special tea with China's traditional crafts (famous tea,
dark tea, etc.)

2. Medical and Pharmaceutical Products Industry

(1) Processing of traditional Chinese medicines that have been listed as the Regulations
on Conservation and Management of Wild Chinese Medicinal Material Resources and
Rare and Endangered Plants in China

(2) Application of preparing technique of traditiona! Chinese medicines in small pieces
ready for decoction, like steam, frying, moxibustion, calcining, and production of the
products of secret recipe of traditional Chinese patent medicines

3. Non-Ferrous Metal Smelting and Rolling Processing Industry

(1) Smelting and processing of radioactive mineral products

4. Special Equipment Manufacture Industry

(1) Manufacture of Weapons and Ammunition

5. Electric Machinery and Equipment Manufacture Industry

(1) Manufacture of open-lead-acid cells, mercury Button Type Silver Oxide Cells, paste
dioxide-zinc battery and nickel cadmium cells

6. Industry Products and Other Manufacturing Industries

(1) tvory carving

(2) Tiger-hone processing

(3) Production of bodiless lacquerware

(4) Production of enamel products

(5) Production of Xuan-paper (rice paper) and ingot-shaped tablets of Chinese ink

(6) Production of carcinogenic, teratogenic, mutagenesis and persistent organic pollutant
products

IV. Production and Supply of Power, Gas and Water

1. Construction and management of conventional coal-fired power of condensing steam
plants whose unit installed capacity is less than 300,000kW, within the small power grid
in Xizang, Xinjiang, Hainan province, and the coal-fired power of condensing-extraction
steam plants with dual use unit cogeneration

V. Communication and Transportation, Storage. Post and Telecommunication Services
1. Companies of air traffic control

2. Companies of postal services

V1. Leasing and Commercial Service Industry

1. Social investigation

VIL Scientific Research and technical Services Industries, Geological Prospecting
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’ 1. Development and application of human stem cells and gene diagnosis therapy
technology
2. Geodetic survey, marine charting, mapping aerial photography, administrative region
mapping, relief map of map compilation and navigation electronic map compilation of
common map compilation
VIO Irrigation, environment and public utilities management
1. Construction and management of nature reserve and international signify marshy
2. Development of resources about wild animals and plants be native to domestic
protected by nation
IX. Education
1. Institution of compulsary education and special education, like military, policeman,
politics and party school
X. Art, Sports and Entertainment Industries
1. News agencies :
2. Business of publishing, producing, master issuing, and importing of books,
newspaper and periodical
3. Business of publishing, producing, master issuing and importing of audio and visual
products and electronic publications
4. Radio stations, TV stations, radio and TV transmission networks at various levels
(transmission stations, relaying stations, radio and TV satellites, satellite up-linking
stations, satellite receiving stations, microwave stations, monitoring stations, cable
broadcasting and TV transmission networks)
5. Companies of publishing and playing of broadcast and TV programs
6. Companies of films making, issuing, business
7. News website, network audiovisual service, on line service location, internet art
management
8. Video screening companies
9. Construction and management of golf course
10. Gambling industry (including gambling turf)
11. Eroticism
XI. Other Industries
1. Projects that endanger the safety and performance of military facilities
XII. Other industries restricted by the State or international treaties that China has
concluded or taken part in

State Development and Reform Commission, Ministry of Commerce 2007-10-31

(Al information published in this website is authentic in Chinese. English is provided for
reference only. )
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The Income Tax Law ofthe People's Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises

Article 1 Income tax shall be paid in accordance with the provisions of this Law byenterprises
with foreign investment within th eterritory of the People's Republic of China on their income
derived from production, business operations and other sources.

Income tax shall be paid in accordance with the provisions of this Law by foreign enterprises
on their income derived from production, business operations and other sources within the
territory of the People's Republic of China.

Article 2 "Enterprise with foreign investment” referred to in this Law means Chinese-forelgn
equity jolntvent ures, Chinese foreign contractual joint ventures and foreign-capital enterprises
that are established in China.

“Foreign enterprises” refemmed to in this Law means foreign companies, enterprises and other
economic organizations which have establishments or places in China and engage In
production or business operations, or which, though without establishments of places in
China, have income from sources withl n China.

Article 3 Any enterprise with foreign Investment which establishes its head office in China
shall payincome tax on its income derived from sources inside and outside China. Any foreign
enterprise shall payincome taxon its income derived from sources within China.

Article 4 The taxable income of enterprises with foreign investment and establishments or
places set up in China by foreign enterprises to engage in production or business operations
shall be the amount remalning from gross income in a tax year after costs, expenses and
losses have been deducted.

Article 5 The income taxon enterprises with foreign investm ent and the inome taxwhich shall
be paid by forei gn enterprises on the income of their establishmen ts or places set upin
China to engage In producti on or business operations shall be computed on taxable income
atthe rate of 30%; local income tax s hall be computed on taxable Income at the rate of 3%.

Article 6 The state shall, in accordance with the industrial policies, guide the orientation of
foreign invest ment and encourage the establishment of enterprise s with forelgn invesment
which adopt advanced tech nology and equipment and export all or the greater part of thelr
products.

Articie 7 The income tax on enterprises with foreign Investm ent established in special
economic zones, foreign enterprises which have establishments or places i n special
economic zones engaged in preduction or business operations, and enterprises with forelgn
Investment of a production nature in economic and technological development zones shall be
levied at the reduced rate of 15%.
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The income tax on enterprises with foreign investm ent of a production nature established in
coastal economic open zones, or in the old urban districts of clies where the special economic
2ones or the economic and technological development zones are located, shall be levied at the
reduced rate of 24 %.

The income tax on enterprises with foreign investm ent in coastal economic open zones, old
urban districts of cities where the special economic zones o 1 the economic and technological
development zones are located, or other reglons defined by the State Council within the scope
of energy. communicatio ns, harbour, wherf or other projects encouraged by the state, may be
levied at the reduced rate of 1 5%. The speific rules shall be reguiated by the St ate Council.

Article 8 Any enterprise with foreign investment of a produc tion nature scheduled to operate
for a period of n otless than 10 years shall , from the year In whi ch it begins to make profits, be
exampted from inc ome taxin the first and second years and allowed a 50% reduction in the
third to fifth years. Howav -er, the exemption from or reduction of Income taxfor enterprises with
foreign investment engaged I n the exploltation of resources such as petroleum, natural gas,
rare metals and precious metals shal | be regulated separately by the State Council. En
terprlises with foreign Investment which have aclua lly operated for a perod of less thanl10
years sh all repay the amount of income tax already exempte d or reduced.

The relevant regulations promulgated by the State Council before the entryinto force of this
Law, which provide preferential treatmentin the form o f exemption from or reduction of income
tax for en terprises engaged in energy, communications, harbo ur, wharf and other major
projects of a production nature for a period longer than that specified In the preceding
paragraph, or which provide prefere ntial treatment in the form of exemption from or r eduction
ofincome taxfor enterprises engaged in majar projects of a non-production nature, shall ¢
emain applicable after this Law enters into force. Any enterprise with foreign investment which
Is en gaged in agriculture, forestry or animal husbandry and any other enterprise with foreign
investment w hich is established in remote underdeveloped areas may, upon approval by the
competent department for tax affairs under the State Council of an applica tion filed by the
enterprise, be allowed a 15% to 30% reduction of the amaunt ofincome tax payable for a
perlod of 10 years following the expiration of the period for taxexemption or reduction provi ded
for in the preceding two paragraphs.

After this Law enters into force,any modification to the provsions of the praceding three
paragraph s of this Article on the exemption from or reducti on of income taxon enterprises
shall be submitted bythe State council to the Standing Committee of the National People's
Congress for decision.

Article 9 The exemption from or reduction of local income ta x for any enterprise with forelge
Investment which operates in an industry or undertakes a project e ncouraged by the state
shall, in accordance with t he actual situation, be at the discretion of the p eople’s government
of the relevant provincek, auto nomous region or municipality directly under the C -entral
Government. : ’ Co P ety

Article 10 Any foreign investor of an enterprise with foreign investment which reinvests its
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o N share of profit ob tained from the enterprise directly into that ente rprise by increasing its 2 5
O registered capital, or wh ich uses the profit as capital investmentto estab lish other enterprises
with forelgn investment to operate for a period of not less than 5 years shal |, upon approval by
the tax authorities of an app lication filed by the investor, be refunded 40% of the income tax
already pald on the reinvested amou nt Whére regulation of the State Council provide
otherwlise in respect of preferential treatment, su ch provisions shall apply, if the investor
withdra ws its reinvestment before the expiration of a per iod of § years , it shall repay the
refunded tax

Adticle 11 Losses incurred in a tax year by an enterprise wit h foreign investment or byan
establishment or pla ce set up in China by a foreign enterprise to enga ge in production or
business operations may be off -set against income of the following tax year. Sho uld the
income of the following tax year be Insufficient to offset the said losses, the balance maybe
offset agalnstincome of the next subsequent ye ar, and so on, over a period notexceeding 5
years

Article 12 Any enterprise with foreign investment shall be al lowed, when filing a consoliated
Income taxraturn , to deduct from the amount of tax payable the for eign income tax already
paid abroad in respect of income derived from sources outslde China. The ded uctible amount . \
shall not, however, exceed the amou nt of income tax other wise payable under this Law in
respect of income derived from sources outside China.

Article 13 The payment or receipt of charges or fees in busin ess transactions between an
enterprise with foreig n invastment, or an establishment or place set up in China by a foreign
enterprise to engage in prod uction or business operations, and its associated enterprises
shall be made in the same manner as th e payment or recelpt of charges of fees In busines s
transactions between independent enterprises, Wh ere the payment or receipt of charges or
fees in n ot made in the same manner as In business transactions between independent
enterprises and this resu lts in a reduction of taxable income, the tax auh orities shall have the
right to make reasonable ad justments.

Aricle 14 Where an enterprise with foreign investment or an establishment or place set up in
China by a foreig n enterprise to engage in production or busines op erations is established,
moves to a new site, merg es with another enterprise, breaks up, winds up or makes a change
in any of the main entries of regls tration, it shall present the relevant documents t o and shall
go through tax registration or a chang e or cancellation in registration with the local t ax
authorities, after the relevant eventis regist ered or a change or cancellation in registration h as
been made with the administrative agency for in dustryand commerce.

Asticle 15 Income taxan enterprises and local income tax sha Il be computed on an annual
basis and paid in adva nce in quarterly installments. Such payments shall be made within 15
days from the end of each quart er and the final settiement shall be made within § months from
the end of each tax year. Any excess payment shall be refunded and any deficiency shall be
repalid.

Article 16 Any enterprise with foreign investment and any est ablishment or place setup in
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. T China by a foreign e nterprise to engage in production or business oper ations shall file its .2 5/4—

O quartery provisional income tax returns in respect of advance payments with t he local tax
authorities within the period for eac h advance payment oftaxand shall file an annual income
taxreturn together with the final accounti ng statements within 4 months from the end of the tax
year.

Article 17 Any enerprise with foreign investment and any est ablishment or business
operations shall reportits financtal and accounting systems to the local tax authorities for
reference purposes. All accountin g records mustbe complete and accurate, with legi imate
vouchers as lhe basis for entries.

If the financial and accounting bases adopted by a nd enterprise with foreign investment or an
establ ishment or place setup in China by a foreign ente rprise to engage in production or
business operati ans contradict the relevant tax provisions of the State Council, taxpayment
shall be computed in ac cordance with the relevant tax provisions of the S tate Council.

Article 18 if any enterprise with foreign investment goes int o liquidation, and if the balance of
ita netasset s or the balance of its remaining property after d eduction of the enterprise's
undistributed profit, various funds and liquidation expensas exceeds ths enterprise's paid-in
capital, the excess portion shall be liquidation income on which income tax sh all be paidin
accordance with the provisions oft his Law.

Article 19 Any forelgn enterprise which has no establishment or place in China but which
derives profits, Inter est, rent, royalties or other income from sources in china, or which, though
ithas an establishment or place in china, derives such Income and the in come is not
sffectively connected with such establ ishment or place, shall payan income tax of 20% on
suchincome.

From the payment of income taxin accordance with the provisions of the preceding
paragraph, the Inc ome beneficiary shall be the taxpayer and the paye r shall be the withholding
agent. The tax shall be withheld from the amount of each payment by the p ayer. The
withholding agent shall, within 5 days, remitthe amount of taxes withheld on each payment to
the State Treasury and submit a withholding in come taxreturn to the local tax authorities.

An exemption from or reduction of income tax shall applyto the following Income : (1)profits
derived by a foreign investor from an e nterprise with foreign investment shali be exempte d
from income tax; (2)income from Interest on loans made to the Chine se Government or
Chinese state banks byinternatio nal financial organizations shall be exsmpted from income
tax; {3)income from interest on loans made ata prefere ntial interest rate to Chinese state
banks by fore ign banks shall be exempted from income tax; and (4)income tax on royalties for
the supply of techn ical know-how in scientific research, exploitation of energy resources,
development of the communica tions industries, agricultural, forestry and anima | husbandry
production, and the development of imp ortant technologles may, upon approval bythe comp
etint department for tax affairs under the State C -ouncil, be levied at the reduced rate of 10%.
whe re the techrology supplies Is advanced or the term s are preferential; exemptionfrom - ==« -+ -+0 . oo
income tax may be allcwed.
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Apart from the aforesaid provisions of this articl e, if preferential reatment in the from of reduct
ion of or exemption from income tax on profits, in terest, rent, royalties and other income is
requir ed, itshall be regulated by the State Council.

Aticle 20 The taxauthorities shall have the right to inspec t the financial, accountihg and tax
affairs of ent erprises with forelgn investment and establishments or places setup in China by
foreign enterprises to engage In production ot business operations, a nd shalf have the right to
inspect the taxwithhol ding of the withholding agentand its payment of t he withheld taxto the
State Treasury.

The entities and withholding agents being inspecte d must report the facts and provide
relevant infor mation. They may not conceal or refuse to report a ny facts.

When making an inspection, the taxofficials shall produce their identity documents and shall
be res ponsible for confidentality.

Article 21 Income tax payable according to this Law shall be computed in terms of
Renminbl(RMB). Income In fore ign currency shall be converted inte Renminbi acco rding to the
exchange rate quoted by the state exc hange control authorities for purposes of tax paym ent

Article 22 If any taxpayer fails to pay tax within the prescribed time limit, or ifthe withholding
agent fails to remit the tax withheld within the prescribed time limit, the lax authorities shall, in
addition to setting a new time limit for tax payment, impos e a surcharge for overdue payment
equal fo 0.2% of the overdue tax for each dayin amrears, starting from the first daythe payment
became owerdue.

Aticte 23 The taxauthorities shall set a new time limit for registration or submission of
documents and may| mpose a fine of 5,000 yuan or less on any taxpayer or withholding agent
which fails to register for tax purposes or to make a change or cancellation I n registration with
the tax authorities within the prescribed time limit; submit an income tax retur n, final
accounting statements or withholding inco me tax return to the tax authorities within the pr
escribed time limit; or reportits financial and a ccounting systems to the tax authorities for refer
ence purposes.

Where the tax aulhorities have seta new time limi t for registration for submission of
documents, th ey shall Impose a fine of 10,000 yuan or less on t ax payers or withholding
agents which again fail to meet the time limit for registration or making a change in
registration with the taxauthorities, or for submitting an income tax return, final acco unting
statements or withholding income tax return to the taxauthorities. Where the ciscumstances a
re serious, the legal representative and the perso n directly res ponsible shall be investigated
for ¢ iminal responsibility by applying, mutatis mutand Is, the provisions of Atticle 121 of the
Criminal Law.

in this Law , and does not withhold or withholds an amount les s than that which should have
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been withheld, the tax authorittes shall set a time limit for the paym ant of the amount of tax that
should have been wit hheld, and mayimpose a fine up to but not exceedi ng 100% of the
amount of tax that should have been withheld.

Where the withholding agent fails to remit the tax withheld to the State Treasury within the
Prescri bed time limit, the tax authorities shall seta i me limit for remitting the taxes and may
Impose a fine of 5,000 yuan or less on the withholding agen t; if the withholding agent again
fails to meet th e time limit , the tax authorities shall pursue th e taxes according to the law and
may impose fine o f 10,000 yuan or less on the withholding agent. if the circumstances are
serious, the legal represen tative and the person directly res ponsible shall b e investigated for
criminal responsibility by app! ying, mutatis mutandis, the provisions of Article 121 of the
Criminal Law.

Article 25 Where any person evades tax by deception or concea Iment or falls to pay tax within
the time limit pr escribed by this Law and, after the tax authoritie s have pursued the payment of
tax, again fails to pay it within the prescribed time limit, the taxa uthorities shall, in addition to
recovering the ta xwhich shouid have been paid, Impose a fine up to but not exceeding 500%
of the amount of tax which should have been paid, Where the circumstances ar e serious, the
legal represent'ative and the person directly res ponsible shall be investigated for cr iminat
responsibility in accordance with the provi slons of Article 121 of the Criminal Law.

Article 26 In case of a dispute with the tax authorities in r espect of the payment of tax, any
enterprise with foreign investment, foreign enterprise or withhold ing agent must first pay tax
according to the rele vant regulations. Thereafter, the taxpayer or with holding agent may, within
60 days from the date of recelpt of the tax paymaent certificate issued by the tax authorities, apply
to the tax authorities at the next highestlevel for reconsideration. the higher tax authorities shall
make a decision with in 60 days after receipt of the application for re consideration. If the
taxpayer or withholding agen tis not satisfied with the decision, it may insti tute legal
proceedings in the people’s court withl n 15 days from the date of the notification on de cision
made after reconsideration.

if the party concerned is not satisfied with the d ecision on punishment by the tax authorities, it
m ay, within 15 days from the date of receipt of the notification on punishment, apply for
reconsldera tion to the tax authorities at the next highest le vel above that which made the
decislon on punishme nt. Where the partyis notsatisfied with the deci sion made after
reconsideration, it mayinstitute legal proceedings in the people's court within 15 days from the
date of receipt of the decision made after reconsideration. The party concerned may, ho wever,
directly Institute legal proceedings in the people's court within 15 days from the date ofrec elpt
of the decislon made after reconsideration. T he party concerned may, however, directly institut
e legal proceedings in the people’s court within 1 5 party concemed may, however, directly
institute legal proceedings In the pecple's court within 15 days from the date of receipt of the
notification on punishment. Ifthe party concerned does not ap ply for reconsideration to the
higher tax authorities or institure legal proceedings in the people's court within the time limit,
and if the decislon on punishmentis not fulfilled, the tax authoritie s which made the decision

‘on’punishment may apply to the people's court for compulsory exeeution: === i~ = « rewssnn we e e

Article 27 Where any enterprise with foreign investment which was established before the
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promulgation of this L aw would otherwise, In accordance with the provisi ons of this Law, be
subject or higher taxrates or enjoy less preferentiai traatment of tax exemptio n or reduction
than before the entryinto force of this Law, in respect of such enterprise, withini ts approved
period of operation, the law and relev ant regulations of the State Council in effect bef ore the
entry into force of this Law shall apply. if any such enterprise has no approved perlod ofo
peration, the law and relevant regulations of the State COuncil in effect before the entryinto
force of this Law shall within the period prescribed b y the State Council. Specific rules shall be
regul ated by the State Council.

Article 28 Where the provisions of taxagreements conciuded between the Govemment of the
People’s Republic of China and foreign governments are diflerent from the provisions of this
Law, the provisions of the respective agreements shall apply.

Article 28 Rules for implementation shall be formulated by th e State Coundll in accordance
with this Law.

Asrticle 30 This Law shall enter into force on 1 July 1991. Th e Income Tax Law of the People's
Republic of China for Chinese-Foreign Equity Joint ventures and the Income TaxLaw of the
People's Republic of China for Foreign, Enterprises shail be annulled as of th e same date.
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{Adopted e tbe 4th Session of the Tth Nationsl People's Congress on Apr. 9, 199) end promulgated on the
sano day on Ordes No. 43 of the Praaident of the People's Republic of China)

Antide | Enterprises with foreign investment in the People’s Republic of China sha pay incame tax on their
income Bom production, business op erations and other sources in sccordance with wbe provisions of this Low.

Foreign enterpriscs shall pay income $ax on theis income from p roduction, business operstions ond olber
saurces within the temmitory of the People's Republic of Chine in accordance with the provisions of this Law,

Article 2 “Enlerprises with foreign investment” mentioucd in this Law refar 1o Chinese-foreign equity joint
ventures, Chiinese-foreign coopesative entarprises md foreign-funded enierprises sct up within the 1erriory of
China.

“Forein exterprises” mentioned in tlris Law refer to those foeeign comp anies, anterprises and otber economic
orgmizations which have sct up esiablishments and sites cngxed in produstion or business operaions io
Chioa, and which, thengh williout establishments ead sites 30 up in Chipa, beve income from sources
Chire.

Article 3 Enterprises with foreign investment with hend offices st up in China shall pay income tax eo their
income from sources in end outside China Foreign enterprises shall pay income tax on incams from sources in
Chbina.

Asticle 4 The tomble income of an cotesprise with forsign investment or 8 foreign eoterprise with

atcblishments or sites se1 up and engaged in ioo or business ions in China sball be
amount out of its gross income in o taxy car after the coits, opentes and Ioases have been deducted.

Anicle S The emarprise income Lax to be paid by @ crigprise with foreign invesunens and the enterprise
incame tax to be paid by & forsign enterprise on the income of its eatablishrments or sites st up and engrged in
prodecticn or business operstions in Chioa shel) be astesscd  the tamnble incoms ot the rate of 30% and &
locad incoms 1ax sball be assesied on the taxabls income ot the rate of 3%.

Arsizle 6 Pursuant to China's indusirial policics, 1he Stete shall give guidence 10 foreign investors ob their

! and foreign invested that adopt advanced technology end
squipment and oport all or the greatar part of their products aw of Ching.

Anicle 7 Those enterprises with foreign mvestment in sp e¢ial sonomdc 20063, those foreign enterprises wih
esteblishments ond sites set up and engaged in production or busincss opamticns in special econotmic xones
mnd thase forcign-invested ! i9cs in econtomic and. ical devel zoucs shall
Fay enlerprise income tax ot (e reduced Lax mie of 15%.

Those farcim-invested meoufbciuring enterprises set up in open coasial econemic 2ones, and in the ofd urben
disuricts of citics with specitd economie zo0es end dities wilh economic ond technological development zones
thell pay exterprise incoror tax 0t the reduced 163 mze of 24%

Those entaprises with foreign ivestment set vp in open coastal ecooomic zoats, and in the old urban
districts of cities with special economic zoacs and cities with ecoromic end technological development 2oaes
o in other districts prescribes by the State Cound) and engsed in energy, transpontation, pemis, docks end
othe undentsking, which are escomaged by the State, shall pay enterprise incoms 1av at the redaced tax rate
of [5%. and the concrete proceduse thereol shall be defined by the Stete Coangil,

Anitle8 A forcign-ic d i ise schedvind (0 operzie for xt least 10 years shall be
ozmpled rom income tax in the first two yeary beginaing from (ke year whes it begins making [;wﬁx rad shall
pay income tox al 8 $0%% discomnt in the third y eas through the Ffll) year, but for those exploiting perrcleim,
nztural g9, rsc metals, procious merals and other similar nature! resources, the specific provisions on the
caflection of entaprise income tax shall be formulated by the Stote Council separately. If on cricrprise with
forciin invesiment fails to operate for a full 10 year, it shell repoy the anount of income tax already rehiced
or eempred.
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previous paagruph of this Law to projects of encrgy, trmspontation, parts, docks end other importam
manufectaing projenis of preferetial treziment of entaprise moome trx reduction oF exemptioa to majer non.

O ‘ prefescutial treatroent of longer period of income duction or ion than the isions m the

menufactusing projects shall continue to be implemented afier this Low comes tato effecy,

After 1he 1o for tax reduction or exmptioo provided in the previous two paragmphs has expired, thase
with faceigo i ngagd in forcstry wd wimal hubandry and those set up in

remote and economically underdeveloped regons way continue 1o enjoy & 15% 1o 30% reduction of the

emerprise incame txe in tke suceceding 10 years provided that their ap plications are spproved by

tex anthorities under the Sime Coancil

In caso any ohersiion of the provisions regurding reduction snd exmplion of enterprise income tax in the
previous three puagraphs is required following the implanemiatian of ths Lew, @ shall be reported by 1lie
Sizte Cowcil 10 the Standing Commitiee of 1be Nationa) People’s Congress 1o determine.

Anicle 9 The people's of the o regons and icpatities directly under
the Siate Coune may decide in light of the local reality en reduction kad oemptica of local income 1ax on
tboss indusuries end dems in which foreign investors are encouraged to meke invesimen,

Asticle 10 When » foreign mvestar of on enterprise with foseign investment mokes direct reinvestment in the
enaprise with Lhe profi: obtuived from the sataprise, Ihareby incrasing the registaed copitad thereof or use
tbe profits from (be enterprise to eatoblish enciber enterprise with fareign imvestment with o scheduled
opemtional pesiod of 0o less Lhen fivo y czra, the foreign investor may gt o refund of 40% of the incoms tox
aiready paid oo Uk resnvested pottion of incomo upon spproval of application by the tax authorities, ot enjoy
prefereniinl treatment orheywise preseribed by the Siare Council. I tbe reinvestarent is withdewwn i Leas than
five yesru, the refinded 1ax payment shall be peid back 10 tho tax euthoruies.

Aniclo 1] Lotses sustained by ises with fareigo ¢ orthe wnd other setops in
China of foreign entemrises engaged i proturtion of busipess operation mey be made wxp for from the incame
of lhe pext tex year; and if the income of the next taxy e is dasufBiont to meke up for the loss, it cuy

cominus yeas by year for no more than five years.

Anticle 12 When an enterprise with foreign investmant is alowed 10 pay an @ consolidated besis 1he tex on en

income from a source outside China of which the income tax has been paid outuide Ching, that incoma tex shall
be allowed 10 be deducted from the tax emount, but the desduction shall oot owced the tax amount sssessed an

his income from o overseas source in acconlancs with the provisions of this Law.

Anticle 13 Wb e ise with foreign & ot an dish of setup io Chine ol s loreign.
caprise enaged in production or business eperniions makes or collects puy orenis (or sales of oods and
chacges in business exchanges with s associated enterprises, it shall conduct thase dealingy as though wmong
independent entaprises. If such payments end collestions ere not donc ts those smong independent
entesprises 1hus casing o decrense in he \zmble incomne 1hereol, the tax sutboritics shall have the powes to
make sppropristc adjustments

Atticle 14 An ise with forcign & o e establs or scttp in China of & foreign cnterprise
engged in productins or business operations shall apply 10 the Adminisuration of Industry end Commare for
regintration, or ahaution or cencellation thareof oa eccount of the establishment, movament, merger,
sepuration, terminstion or e erntion of 1he principal tcms i the registration and the bringtic relevant

10 1be tocal tax ilies for 10 registimion o afiermtion o Tion thereol

Anticle 15 The eerprise income Lax end locd income 1ax shull be esscased on an yearly basis and quanerty
advances theresf sholf be pad within 15 days afler the end of cach qarter and setticment of ibe income tax:
shell be mads with eurplos retuwned and deficit modo up within five months after the yewr-end.

Anicle 16 An prise with foreign & oren E or selup in Chins of o forvign enuerprise
agrged in production o business op ermlicas shall B¢ tax returns with 1be Local tax euthoritics within the
prescribed time limit for advanes tox pay ment and file y car-cod tax rdurms end accounting stataments of final
sarttement within fowr months afler 1he y em-end.

Articte 17 An enterprise with foreign investment or en establishment or setup in Chino of o foreign emerprise
egzged io production or business operations sball report its financial sy s1em and eccounting sy stem 10 the
local tax amberities for the record and exminatian. The accounting records it provides should be compleie and
eccumic and bookkeeping should be besed on legtimate vouchers.

M the financial and ing basis of an ise witlt foreign oren i of seiep i
China of » foreign prise engagnd in iot or busincss ions is found of varimnce with the
relevant tpation repdations of the Stnte Council. income tax shall be essessed in eccondance wilk: the relcvant
uration reguistions of the State Councl)

Aticle 18 1f tho net esset or the remnent avser of e eoterpriss with forcgn investment remeining exceods the
ccnally contributed capital after undivided profis, funds end expenses ere deducted ai the tise of Liquidasion,
the balarco shall be tho liquidation gin Yiable to incotna taxin accondance with tle provisions of this Law.

AnE1a 101F e Maioon ctermrcien weivh on sotahilichissnt s mtlom eatiin i Mhins sl hos ahoaineml monfire
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intesests, rentals, roy ahies and other income from sources in China or it bas establishmenty o other setups in

Clrina bus has obtaioed 1he shove cited income from sources without ©ay connenticn with thase

enablishments or setups, it shall poy an evverprise incorme Imx a the e of 20%.

With regard (0 the income tax payable in gcoordace with 1he provisioas in the previous paragroph, the sciual . 1
beneGeiary shall be the wwxpeyer md the payer of those payments shell be the 1ax withbolder(s). The pryer
ahall wichhold tax rom every poytment made. Each withholder shell bend to the state treasry each
vwithholdiog within five days and file a tax withbolding s1u1cmment 10 1he Iocal tex muthonitiss.

T reduction o icn shall be i 10 ths incomes tisted befow:
1. Profus a foreign investor cbtains from an enterprise with forogt investment are Gee from income tax,

2. Jricrests an interomions) financial orgnization oblaing from loans to the Chinese govermment or 10 Chinese
notiooal buaks ere free (rom income tax,

3. Interests a foreign bank obisins from koans of preferential interest retes 10 the Chiness aational benks ere
free from mcome tax, and

4. The royaliies from technical know-bow used in scentific resenrch, exploitation of energy, development of

g duction of ogri forestry or animal husbendsy o the develop ment of major
technologies shall be chigible for the reduced rte of 10% of income tax upon approval by the competem tax
wuthorities undes the Stete Council. and royalkties from edvanced techaology o mrc obiained with specinl fovor
shall be ozmpt from income tax.

Besides thoe cited sbove, my tax reduction or exeotption to be granted lo income (rom profits, ioterests,
rontals, royaliies end other souress sheli be detemined by the State Couneil. '

Article 20 Chinese Lax aatharities have the right to iaspect e financial stale, accounting eand performance of

k% pay meot of o prise with forcign or an eateblish or sstup n China of & foragn '
ontaprise engaged in production or busiiess operations and 1o inspect the situnsion of tax withboldings by 1ax ’

'
ishhokders. The insti or individusls being inspecied shall provide Use peceasary information and sbefl X !

not refuse the mapection of concesl informarion.

Taxi seat by the tex Hties shell display ideatification €nd shall be for the
of the i jon they b i touch of.

Artiele 2| Income tax shall be paid in RM B in eccordance with 1he provisions of this Law, Payment of income
tax on income in o forcign currency shell be convanied imo the loca) currency at the official exchiange rale
quoted by the stote exchange contro) depmtment.

Articla 22 When o topayer fails 10 pay income Lax in the prescribed tane limit or o withbokies fails ta hand
oves 1o the uate the withbolding in the time i, (he tax eathorities shall sct @ 1imo Limit for e
poymant thereof and levy o dadly fins on the defarrnl @t the rate of 2% from che day pey tent deferral begins.

Articts 23 In the event of failure to moke tax regisiration or ahier or canced 13x reggistrotion with the tax
sutkorities in the preseribed 1ima limit, or foikae 1o fMe tax retums, fial aceounting settlement statements or
tax wil i t0 the tax ilies in the | ibed lisme Limit, or failure 1o provide the tex
sutborities with the financia) and accounting sy stem of its enterprise for inspection, the tax cutliarities shell
¢l atims limit 10 1be procedise and imposc a fine up to five thonsand yunn

Faiture 10 make, aher or cancel ja1mien with the t hontke io Lhe ibed timo Emil, or to fils tax
reteams, {inal ng or tax withholdi; 10thetax ties in the
prescribed tome limit despite the demand of the tax ilics for registration or ission of tke
within o prescribed time limit ahall merit a fina up to 10,000 yusn amposed by tre 1ax authorities, and if ibe
case is grove, criminal ies of the leynl rep and the person with direct responsibility shall

be sought with seflerence 1o Anicle 121 of tbe Crismina) Law of China.

Article 24 In case o tax withhokder fails to perform its obligation as provided in this Law and (ails (o withbold
the tax peyablo ot withholds oaly pan of the tax payeble, the 1z mthoritiey shall Eave it make up for the pen
oftbe tax not withhield within an imposed time limit ood may in the meanwhile imposc a fine 0o more thaw
twice Lbe smount of tho 1ax not withheld,

In ce o 1o withholder fails 10 hand over the withhz!d tax paymeni (o the siate treasury in the prescribed
time limit, the tax suthorities shall make it ond over the witbho!ding within )i prescribed tine limit and oy
in the mamwhile impase o fine of up (o 5,000 yumn: in case the withbokder still fails to hend in the money in
Lirae, the tzx muthorities shall persue the tax poymecnt aad inpesea flae of up o 10,000 yuan: end if the case
is grave eoough, 1be criminal responsibility of its Tegal represonative and the person with direct responsibiity
shall be songht with reference 10 the provisions of Artizle 121 of the Criminal Law of China.

Atticle 25 I the case of tax evasion by coneeakment or deception, ar fadure of paying tax within the
preseribed 1ime lanit as provided in this Law, sad paymant is a1il) refused within the time limit despite the

urge by theiax ities, the tex shall pursue thepay of the 1ax payeble and impoac o fine
up 10 five 1imes tho tax anannt unpaid; and in 0 gove case, tic crminal responsibitity of the Jegl

sonrmrantative wnd tha sarran switle tioant rasnane 31 ohall ha anusde 1 amnedenna miith the ameisinne of
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O - Aticle 12) of the Crimiaa) Law of China.

Article 26 In case of o dispute with the (o< suthorities over Lox paymen, an enterprise with foreign investment
or s foreign entesprise of 8 1ac withhalder shall pay the tax in accordaace with the relevent regulations before

L the higher tax suthoniics for iderstion within 60 day's after tbe receptioa of the 1ax invoice
issued by 1be lax autharities, 1fth iae with foreign i fereign enterpri
oot reeendled 10 the decision by the bigher tax sutheritics, it may tring lhe case to o people’s court within 15
days from the day the decisian on recansiderstion mrives.

of tmx wi o

Ifthe pany in question is not reconciled 10 the pensilty fmposed by the tax anhanties, it may eppezd 1o the
higher tax authorities for reconsideration witkin I3 days oa the doy tbe aotification of the penalty amives. If
the pany canceroed i nill not recondiled to Use decision of the reconsideration, it may bring the case 1o a
peoplo’s count within )5 days from the day the notification of the decision of the reconsideration amives. The
perty may dircctly bring the czse (0 @ peop ke's court within 15 days from the dzy the decision on penahy is
notified. Hthe party concerned faily 10 appeal for reconsiderntion o to bring the case (o a peaple’s court
within the prescribed time timit and refuses 10 acerpi the penahty, tbe maboritics that mete out the penshy
skall coquest the peoples court to enforce the penadty .

Anticle 27 Wherever an entaprise with foseigo invesiment that has been founUed before the promulgalico of
this Law finds ¢he raic of vcome tax provided by this Lavw is higher of tbo prefoential trextment to 1ax
reduciion ar exmption poerer than that before 1he promulgation of this Law, the low end the relevant
regulziions of the St ¢ Council prior 10 the proanilgnion of this Law shall preves in ke tenm of operation
dready spproved; if there is na approved tonm of operatioo, the law and the relevant regedations of the Stato
Council prior 10 the promulgnion of this Law shafl prevadl in the tem prescribed by the State Council. The
specific rules thoeof sball be formulaied by the Siate Council.

Anicle 28 Wherever the provisions of taxxtion the of the Peoplo’s Republic of China.
has signed with foreign governments e found st variance with the provisions of this Low, the provisions of
thoss sgreements shafl prcvln‘L

Asticke 29 The Stote Council sball formulme the cules for the tmplementation of this L.

Atticle 30 This Low shal) came into force es of July 1, 1991. The *lncome Tox Law of the People's Republic
£/ China concerning Chinare-Foreigs Equity Jobu Ventures® und the *lncome Tax Law of the Peaple's
Republic of Chian conceming Forcign Enterprises® ahall be ahroged thercfom
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Income Tax Law of the People's Republic of China for Enterprises with Foreign Investment and

Foreign Enterprises

2007-05-19 10:00
From: Article type:Original

Chapter | General Provisions

Article 1 These Rules are formulated in accordance with the provisions of Article 29
of the Income Tax Law of the People's Republic of China for Enterprises with Foreign
Investment and Foreign Enterprises (hereinafter referred to as the "Tax Law").

Article 2 "Income from production and business operations" mentioned in Article 1,
paragraph 1 and paragraph 2 of the Tax Law means income from production and
business operations in manufacturing, mining, communications and transportation,
construction and installation, agriculture, forestry, animal husbandry, fishery, water
conservation, commerce, finance, service industries, exploration and exploitation,
and in other trades.

“Income from other sources” mentioned in Article 1, paragraph 1 and paragraph 2 of
the Tax Law means profits (dividends), interest, rents, income from the transfer of
property, income from the provision or transfer of patents, proprietary technology,
income from trademark rights and copyrights as well as other non-business income.

Article 3 "Enterprises with foreign investment" mentioned in‘ArticIe 2, paragraph 1 of
the Tax Law and "foreign companies, enterprises and other economic organizations
which have establishments or places in China and engage in production or business
operations" mentioned in Article 2, paragraph 2 of the Tax Law are, unless otherwise
especially specified, generally all referred to as "enterprises” in these Rules.
"Establishments or places” mentioned in Article 2, paragraph 2 of the Tax Law refers
to management organizations, business organizations, administrative organizations
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and places for factories and the exploitation of natural resources, places for '
contracting of construction, installation, assembly, and exploration work, places for
the provision of labor services, and business agents.

Article 4 "Business agents” mentioned in Article 3, paragraph 2 of these Rules means
companies, enterprises and other economic organizations or individuals entrusted by
foreign enterprises to engage as agents in any of the following:
(1) representing principals on a regular basis in the arranging of purchases and i
signing of purchase contracts and the purchasing of commodities on commission;
(2) entering into agency agreements or contracts with principals, storing on a
regular basis products or commodities owned by principals, and delivering on behalf
of principals such products or commodities to other parties; and
(3) having authority to represent principals on a regular basis in signing of sales
contracts or in accepting of purchase orders.

Article 5 "Head office” mentioned in Article 3 of the Tax Law refers to the central
organization which is established in China by an enterprise with foreign investment
as a legal person pursuant to the laws of China and which is responsible for the
management, operations and control over such enterprise.

Income from production and business operations and other income derived by the
branches within or outside China of an enterprise with foreign investment shall be
consolidated by the head office for purposes of the payment of income tax.

Article 6 "Income derived from sources inside China" mentioned in Article 3 of the
Tax Law refers to:

(1) income from production and business operations derived by enterprises with
foreign investment and foreign enterprises which have establishments or places in
China, as well as profits (dividends), interest, rents, royalties and other income
arising within or outside China actually connected with establishments or sites
established in China by entemprises with foreign investment or foreign enterprises;

(2) the following income received by foreign enterprises which have no
establishments or sites in China:

(a) profits (dividends) earned by enterprises in China;
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(b) interest derived within China such as on deposits or loans, interest on bonds,
interest on payments made provisionally for others, and deferred payments;

(c) rentals on property leased to and used by lessees in China;

(d) royalties such as those received from the provision of patents, proprietary
technology, trademarks and copyrights for use in China;

(e) gains from the transfer of property, such as houses, buildings, structures and
attached facilities located in China and from the assignment of land-use rights within
China;

(f) other income derived from China and stipulated by the Ministry of Finance to
be subject to tax.

Article 7 In respect of Chinese-foreign contractual joint ventures that do not constitute
legal persons, each partner thereto may separately compute and pay income tax in
accordance with the relevant tax laws and regulations of the State; income tax may,
upon approval by the local tax authorities of an application submitted by such
enterprises, be computed and paid on a consolidated basis in accordance with the
provisions of the Tax Law.

Article 8 "Tax year" mentioned in Article 4 of the Tax Law begins on January 1 and
ends on December 31 under the Gregorian Calendar.

Foreign enterprises that have difficulty computing taxable income in accordance with
the tax year stipulated in the Tax Law may, upon approval by the local tax authorities
of an application submitted by such enterprises, use their own 12-month fiscal year
as the tax year.

Enterprises commencing business operations in the middle of a tax year or actually
operating for a period of less than 12 months in any tax year due to such factors as
merger or shut-down shall use the actual period of operations as the tax
year.Enterprises that undergo liquidation shall use the period of liquidation as the tax
year.

Article 9 "The competent authority for tax affairs under the State Council* mentioned
in Article 8, paragraph 3 and Article 19, paragraph 3, Item (4) of the Tax Law and
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Article 72 of these Rules refers to the Ministry of Finance and the State Tax Bureau.
Chapter li Computation of Taxable Income

Article 10 "The formula for the computation of taxable income™ mentioned in Article 4
of the Tax Law is as follows:

(1) Manufactuning:

(a) taxable income = (profit on sales) + (profit from other operations)

(b) profit on sales = (net sales) - (cost of products sold) - (taxes on sales) - [
(selling expenses) + (administrative expenses) + (finance expenses) J;

(c) net sales = (gross sales) - [ (sales returns) + (sales discounts and
allowances) J;

(d) cost of products sold = (cost of products manufactured for the period)

(e) cost of products manufactured for the period = (manufacturing costs for the
period) + (inventory of semi-finished products and products in process at the
beginning of the period) - (inventory of semi-finished products and products in
process at the end of the period);

(f) manufacturing costs for the period = (direct materials consumed in production
for the period) + (direct labour) + (manufacturing expenses).

(2) Commerce:

(a) taxable income = (profit on sales) + (profit from other operations)

(b) profit on sales = (net sales) - (cost of sales) - {taxes on sales) - [ (selling
expenses) + (administrative expenses) + (finance expenses) |;

(c) net sales = (gross sales) - [ (sales returns) + (sales discounts and
allowances) ;

(d) cost of sales = (inventory of merchandise at the beginning of the period) + {
(purchase of merchandise during the period) - [ (purchase returns) + (purchase
discounts and allowances) ] + (purchasing expenses) } - (inventory of merchandise at
the end of the period).

(3) Service trades:

(a) taxable income = (net business income) + (non-operating income) -(non-
operating expenses),

(b) net business income = (gross business income) - [ (taxes on business
income) + (operating expenses) + (administrative expenses) + (finance expenses) .
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(4) Other lines of business: Computations shall be made with reference to the
above formulas.

Article 11 The computation of taxable income of an enterprise shall, in principle, be
on an accrual basis.

The following income from business operations of an enterprise may be determined
by stages and used as the basis for the computation of taxable income:

(1) Where products or commodities are sold by installment payment methods,
income from sales may be recognized according to the invoice date of the products
or commodities to be delivered; income from sales may also be recognized according
to the date of payment to be made by the buyer as agreed upon in the contract;

(2) Where construction, installation and assembly projects, and provision of
labour services extend beyond one year, income may be recognized according to the
progress of the project or the amount of work completed;

(3) Where the processing or manufacturing of heavy machinery, equipments and
ships for other enterprises extends beyond one year, income may be recognized
according to the progress of the project or amount of work completed.

Article 12 Where Chinese-foreign contractual joint ventures operate on the basis of
product-sharing, the partners thereto shall be deemed to receive income at the time
of the division of the products; the amount of income shall be computed according to
the price sold to third party or with reference to prevailing market prices.

Where foreign enterprises are engaged in the co-operative exploration of petroleum
resources, the partners thereto shall be deemed to receive income at the time of the
division of the crude oil; the amount of income shall be computed according to a price
which is adjusted periodically with reference to the international market prices of
crude oil of similar quality.

Article 13 In respect of income obtained by enterprises in the form of non-monetary
assets or rights and interests, such income shall be computed or appraised with
reference to prevailing market prices.
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Article 14 "Exchange rate quoted by the State exchange control authorities”
mentioned in Article 21 of the Tax Law refers to'the buying rate quoted by the State
Administration of Exchange Control.

Article 15 In respect of income obtained by enterprises in foreign currency, upon
payment of income tax in quarterly instalments in accordance with the provisions of
Article 15 of the Tax Law, taxable income shall be computed by converting the
income into Renminbi according to the exchange rate quotation on the last day of the
quarter. At the time of final settlement following the end of the year, no recomputation
and reconversion need be made in respect of income in a foreign currency for which
tax has already been paid on a quarterly basis; only that portion of the foreign
currency income of the entire year for which tax has not been paid shall, in respect of
the computation of taxable income, be converted into Renminbi according to the
exchange rate quotation on the last day of the tax year.

Article 16 Where an enterprise is unable {o provide complete and accurate
certificates of costs and expenses and is unable to correctly compute taxable
income, the local tax authorities shall determine the rate of profit and compute
taxable income with reference to the profit level of other enterprises in the same or
similar trade. Where an enterprise is unable to provide complete and accurate
certificates of revenues and is unable to report income correctly, the local tax
authorities shall appraise and determine taxable income by the use of such methods
as cost (expense) plus reasonable profits.

When the tax authorities appraise and determine profit rates or revenues in
accordance with the provisions of the preceding paragraph, and where other
treatment is provided by the laws, regulations and rules, such other treatment shall
be applicable.

Article 17 Foreign air transportation and ocean shipping enterprises engaged in
international transport business shall use 5% of the gross revenues from passenger

and cargo transport and shipping services arising within China as taxable income.

Article 18 Where an enterprise with foreign investment invests in another enterprise
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within China, the profits (dividends) so obtained from the enterprise receiving such
investment may be excluded from taxable income of the enterprise; however,
expenses and losses incurred in such above-mentioned investments shall not be
deducted from taxable income of the enterprise.

Article 19 Unless otherwise stipulated by the State, the following items shall not be
itemized as costs, expenses or losses in the computation of taxable income:

(1) expenses in connection with the acquisition or construction of fixed assets:

(2) expenses in connection with the transfer or development of intangible
assets;

(3) interest on capital

(4) various income tax payments;

(5) fines for illegal business operations and losses due to the confiscation of
propenrty;

(6) surcharges and fines for overdue payment of taxes; ‘

(7) the portion of losses due to natural disasters or accidents for which there has
been compensation;

(8) donations and contributions other than those used in China for public welfare
or relief purposes;

(9) royalties paid to the head office;

(10) other expenses not related to production or business operations.

Article 20 Reasonable administrative expenses paid by a foreign enterprise with an
establishment or site in China to the head office in connection with production or
business operations of the establishment or site shall be permitted to be itemized as
expenses following agreement by the local tax authorities after an examination and
verification of documents of proof issued by the head office in respect of the scope of
the administrative expenses, total amounts, the basis and methods of allocation,
which shall be provided together with an accompanying verification report of a
certiﬂedvpublic accountant.

Administrative expenses in connection with production and business operations shall
be allocated reasonably between enterprises with foreign investment and their
branches.
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Article 21 Reasonable interest payments incurred on loans in connection with
production and business operations shall be permitted to be itemized as expenses
following agreement by the local tax authorities after an examination and verification
of documents of proof, which shall be provided by the enterprises in respect of the
loans and interest payments. Interest paid on loans used by enterprises for the
purchase or construction of fixed assets or the transfer or development of intangible
assets prior to the assets being put into use shall be included in the original value of
the assets. "Reasonable interest" mentioned in the first paragraph of this Article
refers to interest computed at a rate not higher than normal commercial lending
rates.

Article 22 Entertainment expenses incurred by enterprises in connection with
production and business operations shall, when supported by authentic records or
invoices and vouchers, be permitted to be itemized as expenses subject to the
following limits:

(1) Where annual net sales are 15 million yuan (RMB) or less, not to exceed
0.5% of net sales; for that portion of annual net sales that exceeds 15 million yuan
(RMB), not to exceed 0.3% of that portion of net sales.

(2) Where annual gross business income is 5 million yuan (RMB) or less, not to
exceed 1% of annual gross business income; for that portion of annual gross
business income that exceeds 5 million yuan (RMB), not to exceed 0.5% of that
portion of annual gross business income.

Article 23 Exchange gains or losses incurred by enterprises during preconstruction or
during production and business operations shall, except as otherwise provided by the
State, be appropriately itemized as gains or losses for that respective period.

Article 24 Salaries and wages, and benefits and allowances paid by enterprises to
employees shall be permitted to be itemized as expenses following agreement by the
local tax authorities after an examination and verification of the submission of wage
scales and supporting documents and relevant materials.

Foreign social security premiums paid by enterprises to employees working in China
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shall not be itemized as expenses.

Article 25 Enterprises engaged in such businesses as credit and leasing operations
may, on the basis of actual requirements and following approval by the local tax
authorities of a report thereon, provide year-by-year bad debt provisions, the amount
of which shall not exceed 3% of the amount of the year-end loan balances (not
including inter-bank loans) or the amount of accounts receivable, bills receivable and
other such receivables, to be deducted from taxable income of that year.

The portion of the actual bad debt losses incurred by an enterprise which exceeds
the bad debt provisions of the preceding year may be itemized as a loss in the
current year; the portion less than the bad debt provisions of the previous year shall
be included in taxable income of the current year.

Bad debt losses mentioned in the preceding paragraph shall be subject to approval
after examination and verification by the local tax authorities.

Article 26 "Bad debt losses” mentioned in Article 25, paragraph 2 of these Rules
refers to the following accounts receivable:

(1) due to the bankruptcy of the debtor, collection is still not possible after the
use of the bankruptcy assets for settlement;

(2) due to the death of the debtor, collection is still not possible after the use of
the estate for repayment;

(3) due to the failure of the debtor to fulfil repayment obligations for over two
years, collection is still not possible.

Article 27 Accounts receivable already itemized as bad debt losses which are
recovered in full or in part by an enterprise in a subsequent year shall be included in
taxable income of the year of recovery.

Article 28 Foreign enterprises with establishments or places in China may, except as
otherwise provided by the State, deduct as expenses foreign income tax, which has
been paid on profits (dividends), interest, rents, royalties and other income received
from outside China and actually connected with such establishments or places.
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Article 29 "Net assets or remaining property” mentioned in Article 18 of the Tax Law
means the amount of all assets or property following deduction of various liabilities
and losses upon the liquidation of an enterprise.

Chapter Ill Tax Treatment for Assets

Article 30 "Fixed assets of enterprises” means houses, buildings and structures,
machinery, mechanical apparatus, means of transport and other such equipment,
appliances and tools related to production and business operations with a useful life
of one year or more. {tems not in the nature of major equipment which are used for
production or business operations and which have a unit value of 2,000 yuan (RMB)
or less, or with a useful life of two years or less may be itemized as expenses on the
basis of actual consumption.

Article 31 The valuation of fixed assets shall be based on original cost.

The original cost of purchased fixed assets shall be the purchase price plus
transportation expenses, installation expenses and other related expenses incurred
prior to the use of the assets.

The original cost of fixed assets manufactured or constructed by an enterprise itself
shall be the actual expenses incurred in their manufacture or construction.

The original cost of fixed assets treated as investments shall, giving consideration to
the degree of wear and tear of the fixed assets, be such reasonable price as is
specified in the contract, or a price appraised with reference to the relevant market
price plus the relevant expenses incurred prior to the use thereof.

Article 32 Depreciation of fixed assets of an enterprise shall be computed
commencing with the month following the month in which they are first put into use.
The computation of depreciation shall cease in the month following the month in
which the fixed assets cease to be used.
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All investments made during the development stage by enterprises engaged in the |
exploitation of oil resources shall, taking the oil {(gas) field as a unit, be aggregated
and treated as capital expenditures; the computation of depreciation shall begin in
the month following the month in which the oil (gas) field commences commercial

production.

Article 33 In respect of the computation of depreciation of fixed assets, the salvage
value shall first be estimated and deducted from the original cost of the assets. The
salvage value shall not be less than 10% of the original value; any request for
retaining a lower salvage value or not salvage value must be approved by the local
tax authorities.

Anrticle 34 Depreciation of fixed assets shall be computed using the straight-line
method. Where it is necessary to use any other method of depreciation, an
application may be filed by an enterprise which, following examination and
verification by the local tax authorities, shall be reported level-by- level to the State
Tax Bureau for approvatl.

Article 35 The computation of the minimum useful life in respect of the depreciation of
fixed assets is as follows:

(1) for houses and buildings: 20 years;

(2) for railway rolling stock, ships, machinery, mechanical apparatus, and other
production equipment: 10 years;

(3) for electronic equipment and means of transport other than railway rolling
stock and ships, as well as as such fixtures, tools and furnishings related to
praduction and business operations: 5 years.

Article 36 Depreciation of fixed assets in the nature of investments during the
development stage and subsequent stages of an enterprise engaged in the -
exploitation of oil resources may be computed on a consolidated basis without
retaining salvage value; the period of depreciation shall not be less than six years.

Article 37 "Houses and buildings" mentioned in Article 35, item (1) of these Rules
means houses, buildings and attached structures used for production and business
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operations, and living quarters and welfare facilities for employees, the scope of
which is as foilows:

-- houses, including factory buildings, business premises, office buildings,
warehouses, residential buildings, canteens, and other such buildings;

- buildings, including towers, ponds, troughs, wells, racks, sheds (not including
temporary, simply constructed structures such as work sheds and vehicle sheds),
fields, roads, bridges, platforms, piers, docks, culverts, gas stations as well as pipes,
smokestacks, and enclosing walls that are detached from buildings, machinery and
equipment;

Facilities attached to buildings and structures mean auxiliary facilities that are
inseparable from buildings and structures and for which no separate value is
computed, including, for example, building and structure ventilation and drainage
systems, oil pipelines, communication and power lines, elevators and sanitation
equipment.

Article 38 The scope of railway rolling stock, ships, machinery, mechanical apparatus
and other production equipment mentioned in Article 35, ltem (2) of these Rules is as
follows:

-- "railway rolling stock" includes various types of locomotives, passenger
coaches, freight cars, as well as auxiliary facilities on rolling stock for which no
separate value is computed;

-- "ships” includes various types of motor ships as well as auxiliary facilities on
ships for which no separate value is computed;

- " machinery, mechanical apparatus and other production equipment” includes
various types of machinery, mechanical apparatus, machinery units, production lines,
as well as auxiliary equipment such as various types of power, transport and
conduction equipment.

Article 39 The scope of electronic equipment, means of transport other than railway
rolling stock and ships mentioned in Article 35, Item (3) of these Rules is as follows:
- "electronic equipment” means equipment comprising mainly integrated
circuits, transistors, electron tubes and other electronic components whose primary
functions are to bring into use the application of electronic technology (including
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software), including computers as well as computer-controlled robots, and digital- .

control or program-control systems. |
— "means of transport other than railway rolling stock and ships" includes

airplanes, automobiles, trams, tractors, motor bikes (boats), motorized sailboats, ‘

sailboats, and other means of transport.

Article 40 Where, for special reasons, it is necessary to shorten the useful life of fixed
assets, an application may be submitted by an enterprise to the local tax authorities
which following examination and verification shall be reported level-by-level to the
State Tax Bureau for approval.

Fixed assets which for special reasons as mentioned in the preceding paragraph
require the useful life to be shortened include:

(1) machinery and equipment subject to strong comosion by acid or alkali and
factory buildings and structures subject to constant shaking and vibration;

(2) machinery and equipment operated continually year-round for the purpose of
raising the utilization rate or increasing the intensity of use;

(3) fixed assets of a Chinese-foreign contractual joint venture having a period of
cooperation shorter than the useful life specified in Article 35 of these Rules and
which will be left with the Chinese party upon termination of the cooperation.

Article 41 Enterprises which acquire used fixed assets having a remaining useful life
shorter than the useful life specified in Article 35 of these Rules may, following
agreement by the local tax authorities after examination and verification of certifying
documents so submitted, compute depreciation according to the remaining useful
life.

Article 42 Where expenditures incur during the course of the use of fixed assets due
to increased value caused by expansion, replacement, reconstruction and technical
innovation of fixed assets, the onginal value of fixed assets shall be increased; where
the period of use of fixed assets can be extended, the useful life shall be
appropriately extended and the computation of depreciation adjusted accordingly.

Article 43 No further depreciation shall be allowed in respect of fixed assets which
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can be continued to be used after having been fully depreciated.

Article 44 The balance of proceeds from the transfer or disposal of fixed assets by an
enterprise shall, after deduction of the under preciated amount or the salvage value
and handling fees, be entered into the profit and loss account for the current year.

Article 45 Depreciation of fixed assets received as gifts by enterprises may be
computed on the basis of reasonable valuation.

Article 46 Patents, proprietary technology, trademarks, copyrights, land-use rights
and other intangible assets of enterprises shall be appraised on the basis of the
original value.

For alienated intangible assets, the original value shall be the actual amount paid
based on a reasonable price.For self-developed intangible assets, the original value
shall be the actual amount of expenditure incurred in the course of development.For
intangible assets used as investment, the original value shall be such reasonable
price as is stipulated in the agreement or contract.

Article 47 The amortization of intangible assets shall be computed using the straight-
line method.Intangible assets transfemed or assigned or used as investments, where
the useful life is stipulated in the agreement or contract, may be amortized over the
period of that useful life; the amortization period in respect of intangible assets for
which no useful life has been stipulated or which have been developed internally
shall not be less than ten years. '

Article 48 Reasonable exploration expenses incurred by enterprises engaged in the
exploitation of petroleum resources may be amortized against income from oil (gas)
fields that have already commenced commercial production. The amortization period
shali not be less than one year.

Where operation of a contract field owned by a foreign oil company is terminated due
to failure to find commercially viable oil (gas), and where ownership of the contract
for the exploitation of petroleum (gas) resources is not continued and management
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organizations or offices for carrying on operations for the exploitation of petroleum
(gas) resources are no longer maintained in China, reasonable exploration expenses
already incurred in respect of the terminated contract field shall, upon examination
and confirmation and the issuance of certification by the tax authorities, be permitted
to be amortized against production income of a newly owned contract field when the
new contract for cooperative exploitation of oil (gas) resources is signed within ten
years from the date of the termination of the old contract.

Article 49 Expenses incurred by enterprises during the period of organization shall be
amortized beginning with the month following the month in which production and
business operations commence; the period of amortization shall not be less than five
years.The period of organization mentioned in the preceding paragraph means the
period from the date of approval of the organization of the enterprise to the date of
commencement of production and business operations (including trial production and
trial business operations).

Article 50 Inventories of merchandise, finished products, goods in process, semi-
finished products, raw materials, and other such materials of enterprises shall be
valued at cost.

Article 51 Enterprises may choose one of the following such methods: first-in, first-
out; moving average; weighted average or last-in, first-out as the method of
computing actual costs in respect of the delivery or receipt and use of goods in
stock.

Once a method of valuation has been adopted for use, no change shall be made
thereto. Where a change in the method of valuation is indeed necessary, the matter
shall be reported to the local tax authorities for approval prior to the commencement
of the next tax year.

Chapter IV Business Dealings Between Associated Enterprises

Article 52 "Associated enterprises” mentioned in Article 13 of the Tax Law refers to
companies, enterprises and other economic units that have any of the following
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relationships with other enterprises:
(1) relationships in respect of existing direct or indirect ownership of or control
over such matters as finances, business operations or purchases and sales;
(2) direct or indirect ownership of or control over it and another by a third party;
(3) any other relationship in respect of an association of reciprocal interests.

Article 53 "Business transactions between independent enterprises” mentioned in
Article 13 of the Tax Law means business dealings carried out between unassociated
and unrelated enterprises on the basis of arm's length prices and common business
practices.Enterprises have a duty to provide to the local tax authorities relevant
materials such as standard prices and charges in respect of business dealings with
their associated enterprises.

Article 54 Where prices in respect of purchase and sales transactions between an
enterprise and its associated enterprises are not based on independent business
dealings, adjustments may be made thereto by the local tax authonties according to
the following arrangements and methods of determination:

(1) based on prices of the same or similar business activities between
independent enterprises;

(2) based on the level of profits obtained from resales in respect of unassociated
and unrelated third party prices; '

(3) based on costs plus reasonable expenses and profit margin;

(4) based on any other reasonable method.

Article 55 Where interest paid or received in respect of accommodating financing
between an enterprise and an associated enterprise exceeds or is lower than the
amount that would be agreed upon by unassociated and unrelated parties, or where
the rate of interest exceeds or is lower than the normal rate of interest in respect of
similar business, adjustments may be made thereto by the local tax authorities with
reference to normal rates of interest.

Article 56 Where labour service fees paid or received in respect of the provision of
labour services by an enterprise to an associated enterprise are not based on
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business dealings between independent enterprises, adjustments may be made
thereto by the local tax authorities with reference to the normal fee standards of
similar labour activities.

Article 57 Where the valuation or the receipt or payment of usage fees in respect of
such business dealings as the transfer of property or the granting of rights to the use
of property between an enterprise and an associated enterprise is not based on
business dealings between independent enterprises, adjustments may be made
thereto by the local tax authorities with reference to amounts that would be agreed to
by unassociated and unrelated parties.

Article 58 Management fees paid by an enterprise to an associated enterprise shall
not be expensed.

Chapter V Withholding at Source

Article 59 "Taxable income on profits, interest, rents, royalties and other income”
mentioned in Article 19, paragraph 1 of the Tax Law shall, except as otherwise
stipulated by the State, be computed on the basis of gross income. Gross royalties
obtained from the provision of patents and proprietary technology include fees for
blueprint materials, technical services and personnel training, as well as other related
fees.

Article 60 "Profits” mentioned in Article 19 of the Tax Law means income derived
from the right to profits according to the proportion of investment, equity rights,
stockholding, or other non-debt profit-sharing rights.

Article 61 "Other income" mentioned in Article 19 of the Tax Law includes gains from
the transfer of property such as houses, buildings and structures and attached
facilities within China and land-use rights."Gains" mentioned in the preceding
paragraph means the amount remaining from the receipt on transfer minus the
original value of the property.Where foreign enterprises are unable to provide correct
certification of the original value of the property, the original value of the property
shall be determined by the local tax authorities according to the specific
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circumstances thereof.

Atticle 62 "The amount of payment” mentioned in Article 19, paragraph 2 of the Tax
Law means cash payments, payment by remittances, and amounts paid by account
transfers, as well as amounts in equivalent cash value paid in non-cash assets or
rights and interests.

Article 63 "Profits obtained from an enterprise with foreign investment" mentioned in
Article 19, paragraph 3, Item (1) of the Tax Law means income obtained from profits
of an enterprise with foreign investment following the payment or the reduction of or
exemption from income tax in accordance with the provisions of the Tax Law.

Article 64 "Intemational finance organizations" mentioned in Article 19, paragraph 3,
Item (2) of the Tax Law means financial institutions such as the International
Monetary Fund, the World Bank, the Asian Development Bank, the International
Development Association, and the Intemational Fund for Agricultural Development.

Article 65 "Chinese State banks" mentioned in Article 19, paragraph 3, Item (2) and
Item (3) of the Tax Law means the People's Bank of China, the Industrial and
Commercial Bank of China, the Agricultural Bank of China, the Bank of China, the
People's Construction Bank of China, the Bank of Communications of China, the
Investment Bank of China, and other financial institutions authorized by the State
Council to engage in credit businesses such as foreign exchange deposits and
loans.

Afticle 66 The scope of the reduction of or exemption from income tax on royalties
provided for in Article 19, paragraph 3, Item (4) of the Tax Law is as follows:

(1) royalties received in providing proprietary technology for the development of
farming, forestry, animal husbandry and fisheries:

(a) technology provided to improve soil and grasslands, develop barren
mountainous regions and make full use of natural conditions;

(b) technology provided for the supplying of new varieties of animals and plants
and for the production of pesticides of high effectiveness and low toxicity;

(c) technology provided such as to advance scientific production management in

-
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respect of farming, forestry, fisheries and animal husbandry, to preserve the
ecological balance, and to strengthen resistance to natural calamities;

(2) royalties received in providing proprietary technology for scientific institutions,
institutions of higher learning and other scientific research units to conduct or
cooperate in carrying out scientific research or scientific experimentation;

(3) royalties received in providing proprietary technology for the development of
energy resources and expansion of communications and transportation;

(4) royalties received in providing proprietary technology in respect of energy
conservation and the prevention and control of environmental poliution;

(5) royalties received in providing the following proprietary technology in respect
of the development of important fields of science and technology:

(a) production technology for major and advanced mechanical and electrical
equipment:

(b) nuclear power technology;

(c) production technalogy for large-scale integrated circuits;

(d) production technology for photoelectric integrated circuits, microwave semi-
conductors and microwave integrated circuits, and manufacturing technology for
microwave electron tubes;

(e) manufacturing technology for uitra-high speed computers and
MiCroprocessors;

{f) optical telecommunications technology;

(g) technology for long-distance, ultra-high voltage direct current power
transmission; and

(h) technology for the liquefaction, gasification and comprehensive utilization of
coal. :

Article 67 In respect of income of foreign enterprises engaged in China in
construction, installation, assembly, and exploration contracting work, and provision
of labour activities such as consulting, management and training, the tax authorities
may designate the parties paying the contracted amounts and labour service fees as
tax withholding agents.

Chapter VI Tax Preferences
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Article 68 Pursuant to the provisions of Article 6 of the Tax Law, the granting of any
necessary preferential treatment in respect of enterprise income tax to enterprises
with foreign investment that are encouraged by the State shall be implemented in
accordance with the provisions of the relevant laws and administrative rules and
regulations of the State.

Article 69 "Special economic zones" mentioned in Article 7, paragraph 1 of the Tax
Law means the special economic zones of Shenzhen, Zhuhai, Shantou and Xiamen
and the Hainan Special Economic Zone established by law or established upon
approval of the State Council; "economic and technological development zones"
mentioned therein means the economic and technological development zones in the
coastal port cities established upon approval of the State Council.

Article 70 "Coastal economic open zones” mentioned in Article 7, paragraph 2 of the
Tax Law means those cities, counties and districts established as coastal economic
open zones upon approval of the State Council.

Article 71 "Imposition of enterprise income tax at the reduced rate of 15%" mentioned
in Article 7, paragraph 1 of the Tax Law shall be limited to income obtained by
enterprises from production and business operations in the respective areas so
specified in Article 7, paragraph 1 of the Tax Law. "Imposition of enterprise income
tax at the reduced rate of 24%" mentioned in Article 7, paragraph 2 of the Tax Law
shall be limited to income obtained by enterprises from production and business
operations in the respective areas so specified in Article 7, paragraph 2 of the Tax
Law.

Article 72 "Enterprises with foreign investment of a production nature” mentioned in
Article 7, paragraph 1 and paragraph 2 and Article 8, paragraph 1 of the Tax Law
means enterprises with foreign investment engaged in the following industries:

(1) machine manufacturing and electronics industries;

(2) energy resource industries (not including exploitation of oil and natural gas);

(3) metallurgical, chemical and building material industries;

(4) light industries, and textiles and packaging industries;

(5) medical equipment and pharmaceutical industries; -
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(6) agriculture, forestry, animal husbandry, fisheries and water conservation;

(7) construction industries;

(8) communications and transportation industries (not including passenger
transport);

(9) development of science and technology, geological survey and industrial
information consultancy directly for services in respect of production and services in
respect of repair and maintenance of production equipment and precision
instruments;

(10) other industries as specified by the tax authorities under the State Council.

Article 73 “Imposition of enterprise income tax at the reduced rate of 15%" mentioned
in Article 7, paragraph 3 of the Tax Law applies to the following:

(1) production-oriented enterprises with foreign investment established in the
coastal economic open zones, special economic zones and in the old urban districts
of municipalities where economic and technological development zones are located
and which are engaged in the following projects:

(a) technology-intensive or knowledge-intensive projects;

(b) projects with foreign investments of over US $ 30 million and having long
periods for retum on investment;

(c) energy resource, transportation and port construction projects;

(2) Chinese-foreign equity joint ventures engaged in port and dock construction;

(3) financial institutions such as foreign capital banks and Chinese- foreign
banks established in the special economic zones and other areas approved by the
State Council, where the capital contribution of the foreign investor or the funds for
business activities allocated by the head office bank to the branch bank exceeds US
$ 10 million, and where the period of operations is ten years or more;

(4) production-oriented enterprises with foreign investment established in the
Pudong New Area of Shanghai, as well as enterprises with foreign investment
engaged in energy resource and transport construction projects such as airports,
ports, railways, highways and power stations;

(5) enterprises with foreign investment recognized as high or new technology
enterprises established in the State high or new technology industrial development
Zones designated by the State Council, as well as enterprises with foreign investment
recognized as new technology enterprises established in the new technology

224

C-12.7



pUIlICELE 425

| SRR |

Non-confidential attachment C-1.2.7

industrial development experimental zone of the municipality of Beijing;

(6) enterprises with foreign investment engaged in projects encouraged by the
State and established in other areas stipulated by the State Council. Enterprises with
foreign investment in projects listed in Item (1) of the preceding paragraph shall,
following approval by the State Tax Bureau of an application submitted by such
enterprises, be subject to enterprises income tax at the reduced tax rate of 15%.

Article 74 "The period of business operations” mentioned in Article 8, paragraph 1 of
the Tax Law means the period commencing on the date an enterprise with foreign
investment actually begins production or business operations (including trial
production and trial business operations) and ending on the date the enterprise
ceases production or business operations.

Enterprises with foreign investment that pursuant to the provisions of Article 8,
paragraph 1 of the Tax Law may enjoy treatment in respect of reductions of or
exemptions from enterprise income tax shall submit to the local tax authorities for
examination and verification such circumstances as the lines of business in which
engaged. names of major products, and the period of operations decided upon. No
treatment in respect of reductions of or exemptions from enterprise income tax shall
be enjoyed without examination and verification and agreement thereof.

Article 75 "The relevant provisions promulgated by the State Council before the entry
into force of this Law" mentioned in Article 8, paragraph 2 of the Tax Law means the
following provisions in respect of exemptions from or reductions of enterprise income
tax promulgated or approved for promulgation by the State Council:

(1) Chinese-foreign equity joint ventures engaged in port and dock construction
where the period of operations is 15 years or more shall, following application by the
enterprise and approval thereof by the tax authorities of provinces, autonomous
regions, or municipalities directly under the Central Government of the location and
commencing with the first profit-making year, be exempt from enterprise income tax
from the first year to the fifth year and subject to enterprise income tax at a rate
reduced by one half for the sixth year through the tenth year.

(2) Enterprises with foreign investment established in the Hainan Special
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Economic Zone and engaged in infrastructure facility projects such as airports,
harbours, docks, highways, railways, power stations, coal mines and water
conservation, and enterprises with foreign investment engaged in the development of
and operations in agriculture where the period of operations is 15 years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of Hainan Province and commencing with the first profit-making year, be
exempt from enterprise income tax from the first year to the fifth year and subject to
entemprise income tax at a rate reduced by one half for the sixth year through the
tenth year.

(3) Enterprises with foreign investment established in the Pudong New Area of
Shanghai and engaged in construction projects such as airports, ports, railways,
highways and power stations where the period of operations is 15 years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of the municipality of Shanghai and commencing with the first profit-
making year, be exempt from enterprise income tax from the first year to the fifth year
and subject to enterprise income tax at a rate reduced by one half for the sixth year
through the tenth year.

(4) Enterprises with foreign investment established in the special economic
zones and engaged in service-oriented industries where the amount of the foreign
investment exceeds US $ 5 million and the period of operations is ten years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of the special economic zone and commencing with the first profit-making
year, be exempt from enterprise income tax in the first year and subject to enterprise
income tax at a rate reduced by one half for the second and third years.

(5) Financial institutions such as foreign capital banks and Chinese- foreign
banks established in the special economic zones and other areas approved by the
State Council where the capital contribution of the foreign investor or the funds for
business activities allocated by the head office bank to the branch bank exceeds US
$ 10 million and the period of operations is ten years or more shall, following
application by the enterprise and approval thereof by the local tax authorities and
commencing with the first profit-making year, be exempt from enterprise income tax
in the first year and subject to enterprise income tax at a rate reduced by one half for
the second and third years.

(6) Chinese-foreign equity joint ventures recognized as high or new technology
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enterprises and established in the State high or new technology industrial
development zones designated by the State Council where the period of operations
is ten years or more shall, following application by the enterprise and approvai
thereof by the local tax authorities and commencing with the first profit-making year,
be exempt from enterprise income tax in the first year and second year. Enterprises
with foreign investment established in the special economic zones and the economic
and technological development zones shall be governed by the preferential tax
provisions of the special economic zones and the economic and technological
development zones. Enterprises with foreign investment established in the new
technology industrial development experimental zone of the municipality of Beijing
shall be govemed by the preferential tax provisions of the new technology industrial
development experimental zone of the municipality of Beijing.

(7) Export-oriented enterprises invested in and operated by foreign businesses
for which in any year the output value of all export products amounts to 70% or more
of the output value of the products of the enterprise for that year may pay enterprise
income tax at the tax rate specified in the Tax Law reduced by one half after the
period of enterprise income tax exemptions or reductions has expired in accordance
with the provisions of the Tax Law. However, export-oriented enterprises in the
special economic zones and economic and technological development zones and
other such enterprises subject to enterprise income tax at the tax rate of 15% that
qualify under the above-mentioned conditions shall pay enterprise income tax at the
tax rate of 10%.

(8) Advanced technology enterprises invested in and operated by foreign
businesses which remain advanced technology enterprises after the period of
enterprise income tax exemptions or reductions has expired in accordance with the
provisions of the Tax Law may continue to pay for an additional three years
enterprise income tax at the tax rate specified in the Tax Law reduced by one half.

(9) Implementation of other provisions in respect of exemptions from or
reductions of enterprise income tax promulgated or approved for promulgation by the
State Council.

Enterprises with foreign investment shall, in applying for exemptions from or
reductions of enterprise income tax in accordance with the provisions of item (6),
ltem (7), or Item (8) of the preceding paragraph, submit relevant documents of proof
issued by departments in respect of the examination, verification and confirmation,
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the application shall be subjected to approval by the local tax authorities after
examination and verification.

Article 76 "The first profit-making year’ mentioned in Article 8, paragraph 1 of the Tax
Law and in Article 75 of these Rules means the first tax year in which profits are
obtained by an enterprise following commencement of production or business
operations. Where an enterprise suffers losses during the early stages after
establishment, such losses may be made up by the income of the following tax year
in accordance with the provisions of Article 11 of the Tax Law. The first profit-making
year shall be the year in which profits are obtained after such losses are made up.
The period for exemptions from or reductions of enterprise income tax specified in
the first paragraph of Article 8 of the Tax Law and Article 75 of these Rules shali be
computed continuously commencing with the year in which the enterprise begins to
make profits. The computation shall not be deferred because of losses incurred in
any of the subsequent years.

Article 77 Enterprises with foreign investment which commence operations in the
middle of a year and earn profits may, where the actual period of operations is less
than six months, choose to use the following year as the period in which to begin the
computation of tax exemptions or tax reductions; however, income tax shall be paid
in accordance with the Tax Law on profits earned during the year.

Article 78 Unless otherwise provided by the State Council, the preferential tax
provisions of Article 8, paragraph 1 of the Tax Law shall not apply to enterprises
engaged in the exploitation of such natural resources as petroleum, natural gas, rare
metals and precious metals.

Article 79 Enterprises with foreign investment that have received exemptions from or
reductions of enterprise income tax pursuant to the provisions of Article 8, paragraph
1 of the Tax Law and Article 75 of these Rules shall, where the actual period of
operations is less than the period stipulated therein, except in the case of major
losses sustained due to natural disasters or unforeseen accidents, make up the
amount of the exemptions from or reductions of enterprise income tax.
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Article 80 "Direct reinvestment” mentioned in Article 10 of the Tax Law refers to
profits received from an enterprise with foreign investment by foreign investor of that
enterprise which prior to receipt are directly used to increase registered capital, or
which following receipt are directly used to organize another enterprise with foreign
investment.Foreign investors shall, in computing the amount of tax refundable in
accordance with the provisions of Article 10 of the Tax Law, provide certificates
confirming the use of the reinvested profits for the year; the local tax authorities shall
adopt any reasonable method for the reckoning and determination thereof where
certificates cannot be provided. Foreign investors shall, in respect of the application
for a refund of tax, submit within one year of the date of the actual investment of the
reinvested amount a record of the reinvested amount and a certificate for the
investment period of the increased capital or contributed capital to the tax authorities
in the place where the taxes were originally paid.

Article 81 "Other preferential provisions of the State Council” mentioned in Article 10
of the Tax Law refers to direct reinvestment in China by foreign investors for the
organization and expansion of export-oriented enterprises or advanced technology
enterprises, as well as profits of foreign investors eamed from enterprises
established in the Hainan Special Economic Zone that are directly reinvested in the
Hainan Special Economic Zone in infrastructure projects and agriculture
development enterprises and for which the entire portion of enterprise income tax
that has already been paid on the reinvested amount may, in accordance with the
provisions of the State Council, be refunded.

Foreign investors that apply for a refund of tax on reinvestments in accordance with
the provisions of the preceding paragraph shall, in addition to completing the
requirements pursuant to Article 80, paragraph 2 and paragraph 3 of these Rules,
submit certificates issued by the examining, verifying and confirming departments
confirming the organization and expansion of export-oriented enterprises or
advanced technology enterprises.Enterprises in which foreign investors have
reinvested in respect of the organization or expansion thereof which within three
years of commencing production or operations have not achieved the standards in
respect of export-oriented enterprises or have not continued to be confirmed as
advanced technology enterprises shall repay 60% of the amount of tax refunded.




pusLIC FiLE 220

Non-confidential attachment C-1.2.7

Article 82 "Tax refunds on reinvestments” mentioned in Article 10 of the Tax Law and
Article 81, paragraph 1 of these Rules shall be computed according to the following
formula:

Amount of tax refund = Reinvestment amount v [1 - (originally applicable enterprise
income tax rate + local income tax rate)] X originally

applicable enterprise income tax rate X tax refund rate Chapter VIl Tax Credits

Article 83 "Income tax already paid abroad” mentioned in Article 12 of the Tax Law
means income tax actually paid abroad by an enterprise with foreign investment on
income from sources outside China and does not include taxes paid for which
compensation is later received or assumed by other parties.

Article 84 "The amount of tax payable computed on income from sources outside
China in accordance with the provisions of this Law" mentioned in Article 12 of the
Tax Law means the amount of tax payable computed on taxable income arising from
income from abroad of enterprises with foreign investment, following the deduction of
costs, expenses and losses allowable in accordance with the relevant provisions of
the Tax Law and these Rules attributable to that income. The limit of the amount of
tax payable that can be deducted shall be computed on a country-by-country basis;
the method of computation is as follows:Limit on deduction Total amount of tax
Amount ofof tax payable on = payable on domestic * income fromincome from
abroad income and foreign sources

income from -—---—--—----—, abroad computed Total domestic in accordance with
income and the Tax Law income from abroad

Article 85 Where the amount of income tax actually paid abroad on income from
sources from abroad by enterprises with foreign investment is less than the
deductible limit resulting from computation based on the provisions of Article 84 of
these Rules, the actual amount of income tax paid abroad may be deducted from the
amount of tax payable; where the deductible limit is exceeded. the portion in excess
shall not be deducted from tax and shall not be itemized as an expense. however,
the portion not exceeding the limit thereof may be used as a deduction against
following year's taxes; the time limit for such supplemental deductions shall not
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exceed five years.

Article 86 The provisions of Article 83 to Article 85 of these Rules shall apply only to
enterprises with foreign investment with head offices established within China.
Enterprises with foreign investment that deduct taxes in accordance with the
provisions of Article 12 of the Tax Law shall provide the original tax payment
certificates signed and issued by the foreign tax authorities in respect of the same
year, copies or tax payment certificates of different years shall not be used as tax
deduction certificates.

Chapter VIl Tax Administration

Article 87 Enterprises shall, within 30 days of completing business registration,
complete tax registration with the local tax authorities. Enterprises with foreign
investment that establish or terminate branch offices outside China shall, within 30
days of the date of establishment or termination thereof, complete with the local tax
authorities procedures in respect of tax registration, amendments to the registration,
or cancellation of the registration.Enterprises that complete registrations in the
preceding paragraph shall, in accordance with the provisions, present relevant
documents, licenses and materials.

Article 88 Enterprises that undergo important registration changes such as changes
of address, restructurings, mergers, spin-offs, terminations, as well as changes in the
amount of capital and scope of business shall, within 30 days of the completion of the
change in business registration or prior to the cancellation of registration, complete
the change in registration or cancellation of registration with the local tax authorities
with the relevant documents.

Article 89 Foreign enterprises which establish two or more business organizations in
China may use one of the selected business organizations in respect of the
consolidated filing and payment of income tax. However, the business organization
so selected shall meet the following conditions:

(1) assumption of supervisory and management responsibility over the business
operations of the other respective business organizations;




pusuicFE  </§

Non-confidential attachment C-1.2.7

(2) maintenance of complete account records and certificates which accurately |
reflect the income, cost, expense and profit and loss situations of the respective
business organizations.

Article 90 In respect of foreign enterprises which in accordance with the provisions of
Article 89 of these Rules consolidate the filing and payment of income tax, the
business organization so selected thereunder shall submit an application for approval
according to the following provisions after examination and verification thereof by the
local tax authorities:

(1) consolidated filing and payment of income tax in respect of business
organizations located in the same province, autonomous region, or municipality
directly under the Central Government shall be subject to approval by the tax
authorities of the province, autonomous region or municipality directly under the
Central Government;

(2) consolidated filing and payment of income tax in respect of business
organizations located in two or more provinces, autonomous regions, or
municipalities directly under the Central Government shall be subject to approval by
the State Tax Bureau.

Following approval for the filing and payment of tax on a consolidated basis by
foreign enterprises, such circumstances as the establishment of additional business
organizations, mergers, change of address, termination of operations, or shutdowns
shall, prior to such event, be reported to the local tax authorities by the business
organization responsible for the filing and payment of tax on a consolidated basis.
Any change in respect of the business organization filing and paying tax on a
consolidated basis shall be dealt with in accordance with the provisions of the
preceding paragraph.

Article 91 Where business organizations related to foreign enterprises that file and
pay income tax on a consolidated basis apply different tax rates in respect of the
payment of tax, the amount of taxable income of the respective business
organizations shall be separately computed on a reasonable basis and income tax
shall be paid on the basis of the different tax rates. Where the respective business
organizations mentioned in the preceding paragraph have losses and profits, tax
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shall be paid on the profit remaining after the offsetting of losses against profits
according to the tax rate applicable to the profit-making business organization. A
business organization which incurs losses shall offset losses using profits of the
subsequent year of the business organization; tax shall be paid on the profit
remaining after the offsetting of such losses according to the tax rate applicable to
the business organization; tax paid on the offsetting amounts shall be based on the
tax rate applicable to the business organization that offsets the losses incurred by the
other business organization.

Article 92 Notwithstanding the provisions of Article 91 of these Rules, where a
business organization responsible for filings and payment of tax on a consolidated
basis is unable to compute separately and reasonably the taxable income of the
respective business organizations, the local tax authorities may make a reasonable
apportionment among the respective business organizations of the gross taxable
income based on the proportion of business revenues, the proportion of cost and
expenses, the proportion of capital assets, and the proportion of the number of staff
or salaries and wages.

Article 93 Enterprises with foreign investment which establish branch offices in China
shall complete consolidated filings and payment of income tax with reference to the
provisions of Article 91 and Article 92 of these Rules.

Article 94 Enterprises that pay taxes in advance on a quarterly basis in accordance
with the provisions of Article 15 of the Tax Law shall pay in advance on the basis of
actual quarterly profits; where difficulty exists in paying in advance on the basis of
actual quarterly profits, the advanced quarterly payment of tax may be made
according to one-fourth of the taxable income of the previous year or any other
method approved by the local tax authorities.

Article 95 Enterprises, whether realizing profits or losses in a tax years, shall file
income tax returns and final statements of account with the local tax authorities within
the time limit prescribed in Article 16 of the Tax Law, and uniess otherwise provided
by the State, shall include when filing the final accounting statement an audit
statement of a certified public accountant registered in China.Where, for special
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reasons, an enterprise cannot file an income tax return and final accounting
statement within the period prescribed in the Tax Law, an application shall be
submitted within the filing period and, upon approval of the local tax authorities, the
filing period may be extended appropriately.

Article 96 Final accounting statements submitted by branches or business
organizations to head offices or business organizations that file and pay income tax
on a consolidated basis, shall be submitted at the same time to the local tax
authorities.

Article 97 Entemprises that are merged, spun off, or terminated during the year shall,
within 60 days of the termination of production or business operations, complete with
the local tax authorities procedures for the settlement of any liability for and payment
of income tax, with refunds for overpayments or supplementary payments for
deficiencies.

Article 98 Entemprises which must complete procedures for tax refunds in the case of
overpayments of tax may, where income in foreign currency has already been
converted into Renminbi according to the foreign exchange rate, convert the amount
of the tax in Renminbi to be refunded into foreign currency according to the exchange
rate in effect when the tax was originally paid, and then reconvert this amount of
foreign currency into Renminbi according to the foreign exchange rate at the date of
issuance of the tax refund certificate. Where it is necessary to complete procedures
for supplementary tax payments in the case of underpayments of tax, the amount of
supplementary tax payments shall be converted into Renminbi according to the
foreign exchange rate at the date of issuance of the certificate for supplementary tax
payments.

Article 99 Enterprises with foreign investment that undergo liquidation shall, prior to
the completion of the cancellation of business registration, complete the filing of
income tax returns with he local tax authorities.

Article 100 Except as otherwise provided by the State, enterprises shall maintain in
China accounting vouchers, books and statements that support the correct

]



pucuicFie /5

Non-confidential attachment C-1.2.7

computation of taxable income.

Accounting vouchers, books and statements, and reports of enterprises shall be
completed in the Chinese language or completed in both the Chinese language and
a foreign language.Enterprises that use electronic computers for purposes of book-
keeping shall treat the accounting records in computer storage or in printed form as
account books. All records on magnetic tape and diskette that have not been printed
out shall be completely retained.Accounting vouchers, books and statements, and
reports of enterprises shall be retained for at least 15 years.

Article 101 Invoices and certificates of receipts of enterprises shall be subjected to
approval by the local tax authorities prior to printing and use.

Administrative measures in respect of the printing and use of invoices and certificates
of receipts of entemrises shall be formulated by the State Tax Bureau.

Article 102 All enterprise income tax retums and certificates of tax payments shall be
printed by the State Tax Bureau.

Article 103 If the final day of the period for payment of tax and the period for filing of a
tax return falls on a Sunday or a legal holiday, the day following the holiday shall be
used as the last day of the period.

Article 104 Tax authorities may pay withholding agents as specified in Article 19,
paragraph 2 of the Tax Law and Article 67 of these Rules a handling fee based on a
certain proportion of the amount of tax withheld; the specific methods shall be
formulated by the State Tax Bureau.

Article 105 Local tax authorities may, according to the seriousness of the case,
impose a fine of 5,000 yuan (RMB) or less on taxpayers or withholding agents that
refuse to accept examination by the tax authorities in accordance with the relevant
provisions or that refuse to pay late payment penalties within the time limit prescribed
by the tax authorities.
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Article 106 The tax authorities may, according to the seriousness of the case, impose
a fine of 5,000 yuan (RMB) or less on an enterprise which violates the provisions of
Article 87; Article 90, paragraph 2; Article 95; Article 96; Article 97; Article 99; Article
100 and Article 101 of these Rules.

Article 107 "Tax evasion” mentioned in Article 25 of the Tax Law means the illegal
actions of a taxpayer who has intentionally violated the provisions of the Tax Law
such as by: falsifying, altering or destroying account books, receipts or accounting
vouchers; falsely itemizing or overstating costs and expenses; concealing or
understating taxable income or receipts; or avoiding taxes or fraudulently recovering
taxes already paid.

Article 108 The tax authorities shall, in punishing taxpayers or withholding agents in
accordance with the provisions of the Tax Law and these Rules, serve notice of
contravention.

Article 109 Any entity or individual shall have the right to report a failure to comply
with the Tax Law and the violators thereof. The tax authorities shall maintain
confidentiality for informants and award them in accordance with the relevant
provisions herein.

Chapter IX Supplementary Provisions

Article 110 Enterprises with foreign investment which completed business registration
prior to the promulgation of the Tax Law may, in respect of the payment of income
tax in accordance with the provisions of the Tax Law and where the liability for tax is
higher than that prior to the entry into force of the Tax Law, use the original
applicable tax rate during the approved period of operations. Where there is no
established period of operations, income tax may be paid using the original
applicable tax rate for five years commencing on the date of the entry into force of
the Tax Law. However, in respect of the above-mentioned period, if during a tax year
the tax liability is higher than that stipulated in the Tax Law, income tax shall be paid
commencing with that tax year according to the tax rate stipulated in the Tax Law.
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Article 111 Preferential treatment in terms of exemptions from and reductions of
enterprise income tax enjoyed pursuant to the laws and administrative rules and
regulations prior to the entry into force of the Tax Law by enterprises with foreign
investment which completed business registration prior to the promulgation of the
Tax Law may continue to remain in effect until the termination of the period of
exemptions and reductions.

Enterprises with foreign investment which completed business registration prior to
the promulgation of the Tax Law but which have not earmned profits or have eamed
profits for less than five years may, in accordance with the provisions of Article 8,
paragraph 1 of the Tax Law, be granted a corresponding period of treatment in
respect of exemptions from or reductions of entemprise income tax.

Article 112 Enterprises with foreign investment which completed business registration
after the promulgation of the Tax Law but prior to the entry into force of the Tax Law
may refer to the provisions of Article 110 and Article 111 of these Rules for
implementation herein.

Article 113 The Ministry of Finance and the State Tax Bureau shall be responsible for
the interpretation of these Rules.

Article 114 These Rules shall come into force on the effective date of the Income Tax
Law of the People's Republic of China for Enterprises with Foreign Investment and
Foreign Enterprises. The Detailed Rules for the Implementation of the Income Tax
Law of the People's Republic of China Conceming Chinese-Foreign Equity Joint
Ventures and the Detailed Rules for the Implementation of the Income Tax Law of
the People's Republic of China for Foreign Enterprises shall be abrogated at the
same time.
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China alert

Tax and regulatory developments

TAX

China issues updated Catalogue of incentives for foreign-invested
projects located in central and western China

In Brief

Foreign-invested projects that gained approval before the effective date of the updated
Catalogue can continue to enjoy the relevant incentives, such as reduced Corporate Income
Tax (CIT) rate and customs duty-free importation of equipment. However, they will need to
complete the relevant filing procedures with Customs before 31 December 2009.
Foreign-invested projects that remain in the construction stage can also enjoy these
incentives if they qualify under the updated Catalogue and obtain a Project Contfirmation
Letter from the relevant authorities.

Relevant regulation
discussed in this issue:

Catalogue of Foreign Investment
Advantageous Industries in Central
and Western China (2008 version),
jointly issued by the NDRC and
MOFCOM on 23 December 2008,
eftective from t January 2009
onwards

AUDIT « TAX = ADVISORY

Main changes in the updated Catalogue

The updated Catalogue 1s based on the 2004 version, as well as on the
Catalogue of Foreign Investment Advantageous Industries in Liaoning
Province. It covers 411 favoured industries in the ditferent provinces,
cities and autonomous regions and broadens the scope of industries
covered by supportive policies

e Optimising industry structure and encouraging industry
upgrade

Certain industries, such as those involved in producing electric gauges
and spare digital machinery parts, have been removed from the updated
Catalogue

Medical services. education, advanced precision manufacturing, R&D
and production of new energy equipment and production of new-type
cement with daily productivity over 4,000 tons have been added to the
updated Catalogue. In addition, manufacturing of auto parts and
machinery have been further itemised in the updated Catalogue

Valued-added telecommunication services have been added to the
updated Catalogue, but investment in that sector by foreign investors
must strictly adhere to the framework laid down in China’s
commitments on its entry into the World Trade Organisation
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¢ Protection and exploration of mineral resources

To protect and explore mineral resources more efficiently, the
production of barium salts and strontium salts, and the exploration and
processing of certain minerals such nickel, molybdenum, tungsten,
ttanium and borax have been removed. In contrast, synergistic
utilisation and deep processing of silica, non-metal minerals and
nonferrous metals have been added to the updated Catalogue

KPMG observation
e CIT incentives under West Development Policy

According to the relevant regulations issued by the State Council and
the relevant authorities, Foreign Investment Enterprises (FIEs) in
western China can enjoy the reduced income tax rate of 15 percent
from 2001 to 2010 provided they:

- fall within the industries listed in the Catalogue; and
- derive more than 70 percent of their revenue from therr main
business activities

This incentive can be enjoyed until 2010 under the new CIT Law
Potential investors planning to invest in western China should consult
the updated Catalogue to make the most of the incentive policies
available.

As a transitional measure between the updated Catalogue and its
previous version, projects under construction can adopt the updated
Catalogue. In the previous update of the Catalogue. in 2004. the policy
was to use the “updated catalogue for new enterprises, previous
catalogue for old enterprises”. The approval date of a feasibility study
report (or a contract and Articles of Association) was used to determine
which version of the Catalogue would apply. The same approach should
also be applicable to this latest update.

e Exemption of customs duty for imported equipment

Qualified FIEs involved in the industries listed in the previous Catalogue
and the Catalogue of Foreign Investment Advantageous Industries in
Liaoning Province could enjoy exemption from customs duty and value-
added tax (VAT) on the importation of equipment for self-use within
their total investment.

According 1o newly revised Provisional VAT Rules (effective from 1
January 2009 onwards). input VAT associated with purchase of
equipment can be offset against output VAT. Therefore, this implies
that the above-mentioned VAT exemption for imported equipment has
been abolished.

As mentioned in Announcement [2008] No. 43, jointly issued by the
Ministry of Finance, Customs and the State Administration of Taxation,
qualified FIEs approved before 1 January 2009 can still enjoy exemption
from customs duty for imported equipment for self-use, including the
corresponding technology, accessories and spare parts. According to
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the latest notice issued by Customs, these FIEs need to complete the
relevant filing procedures with Customs before 31 December 2009

Foreign-invested projects that remain in the construction stage and that
did not qualify under the previous Catalogue and the Catalogue of
Foreign Investment Advantageous Industries in Liaoning Province but
fall within the updated Catalogue can enjoy the customs duty-free
incentive. However, they need to obtain a Project Confirmation Letter
from the relevant authorities. These companies should therefore apply
for such a letter well in advance if they wish to import equipment free
from customs duty.

By Anthony Chau, Partner and Wayne Tan, Manager

All issues of China alert are accessible on
www.kpmg.com.cn or www.kpmg.com.hk
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Focus: China adjusts foreign investment regime
14 May 2010

In brief: The State Council of the People’'s Republic of China has released Opinions
on Further Improving the Utilization of Foreign Investment (No 9, 2010) which will
have a significant impact on foreign investors. Partner Stuart Mengler and Senior
Associate Frank Fan consider this release and its implications.

Backqround
Amendmen urrent rul

n £ n I
General comments

How does it affect you?

. Opinions on Further Improving the Utilization of Foreign Investment {Opinion No. 9). provides high-level
direction to reforming the current regulatory system in China relating to foreign investment

. Opinion No. 9 indicates proposed revisions at the policy level as well as detailed implementation rules
These changes are likely to have a significantimpact on the current and future operations of foreign investors in
China

. Opinion No 9 is Ikely be followed by a new wave of regutatory system reforms

Background

On 13 April 2010, the State Council of China published Opinion No. 9. which sets out an adjusted framework for
foreign investment in China, and should be seen as a three to five-year medium-term guideline to atiract foreign

nvestment into areas and indusiry sectors which faciltate the Chinese Government's development requirements
Opinon No. 9 also provides proposals to streamline central and local government regulatory systems in order to
improve the efficiency of the approval procedure for foreign investment

Return 1o tof
Amendments to the current rules
Opinion No. 9 sets out a target to reform the current implementing rules and guidance in connection with foreign

investment in China. Guidance and regulatory rules that will be amended include

Revising the Foreign investment Industrial Guidance Catalogue

The main purpose of amending the Foreign investment industrial Guidance Catalogue (the Foreign

Investment Catalogue). as stated in Opinion No. 8. is to identify areas to be opened up further to foreign nvestors.
provide direction to foreign investment into areas that are encouraged by the Government — such as new technology,
new energy and projects related 1o environmental protection — and at the same time set out areas where foreign
investments are more tightly restricted, such as projects that are ‘high-polluting, high-energy-consuming and
resource-dependent’

Revising Catalogue of Priority Industries for Foreign Investment in Central and Western China
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The latest amended version of the Catalogue of Priority Industries for Foreign Investment in Central and Western
China (theCentral and Western Catalogue}was promulgated on 1 January 2009. The Central and Western
Catalogue sets out specffic industries in the central and western areas of China that want to attract investment by
foreign investors. Such investors may enjoy favourable treatment in those locations. Labour-intensive projects may
also be added into the Central and Western Catalogue in the future. Opinion No 9 further confirms that income tax
preferential trealment of qualified foreign invested enterprises (FIEs) in the western areas of China will continue after
20101

Reforming the determination procedure for new and high tech FIEs

The current Administrative Measures for Determination of High and New Tech Enterprises was released by the
Ministry of Science and Technology. the Ministry of Finance and the State Administration of Taxation in 2008. These
measures provide a guideline for determining new and high technology entempnses (including FIEs) by the designated
govemment departments. New and high technology FIE s, designated as priority ndustries. will enjoy a reduced
income tax treatment of 15 per cent. Reform of the determination procedure for determining whether an FIE is a new
and high technology FIE is considered a way of attracting more foreign investment in these sectors.

Further opening of capital markets in China

Opinion No. 9 sets out a number of actions to be taken by the Government to further strengthen the opening of the
Chinese financial and capital markets. such as supporting A-share listing of qualified FIEs, and improving the ext
route mechanism for foreign private equity investments.

I{
New measures to benefit foreign investors

Although Opinion No. 9 is issued by the State Council representing the Central Government and represents general
guidance for the policy of foreign investment utilisation. it also sets out a number of detailed measures to attract
foreign investors. such as:

s The threshold for foreign investment projects that need Central Government approvalg will be increased
from US$100 million to USS300 million. Local govemment will be given more power to approve projecls
involving foreign investment. particularly in the service sector (excluding finance and telecom sectors).
which will streamline lhe review process and improve investment efficiency. However. such allocation only
applies to projects under the ‘encouraged’ or ‘permitted’ categories of the Foreign Investment Catalogue.
The threshold for projects under the restricted’ category will remain at US$50 million. above which approval
from the Central Government is required

o National industrial adjustment and revitalisation plans (NARPs) will aiso apply to qualified FIEs. The
Chinese Govemment has published a number of NARPs since 2009. in the wake of the global financial
crisis. These applied to the electronics and information. iron and steel. shipbuilding, automobile. non-ferous
metal, equipment manufacluring. textile, petrochemmical industry. and to light industries. Under these
NARPs, the Government provides detailed support measures and incentive plans, such as preferential tax
treatment for relevant industries. It was reported recently that a new NARP, relating to new energy and
resources. will be published soon
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o Incentive plans are provided for multinational companies to establish operational and management centres
in China, such as regional headquarters, R&D centres and financial management centres. Qualified foreign
invested R&D centres will be entitled to an exemption on tariffs. import VAT and service tax for importing
related scientific and development goods.

o Reduced land prices rates (70 per cent of the minimum price required by law) may also apply to foreign
investment projects under the ‘encouraged’ category of the Foreign Investment Catalogue

¢ Considening the downtum in the world economy, foreign investors that commit capital into FIEs in China. but
experience temporary financial difficulties. are permitted to extend their schedute of capital contributions.

¢ The procedure to settle the capital account funds for FIEs will be streamlined.

Return 1o i00
General comments

Opinion No. 9 seeks to emphasise the overall position of the Chinese Government of wanting 10 attract and support
foreign investment. However. it delivers a clear message that the investment direction has been altered from a
somewnhat generalist and broad approach to a more focused mode! that aims to support China’s development
requirements and benefit China's global competitiveness.

The publication of Opinion No. 8 should lead to a new wave of regulatory system reform in China Updated rules and
amendments will be published following Opinion No.9. and detailed implementing rules or guidelines will be released
to reflect the directions provided, such as the revised Foreign Investiment Catalogue and Central and Westem
Catalogue. Those reforms will significantly impact the current operations and future investment plans of foreign
companies in China

Usually, before the official publication of new or amended rules. the Government will solicit opinions from refevant
industry representalives. Of particular note. the proposed areas to be opened for wholly foreign investment. as
unofficially released by the Ministry of Commerce. may include manufacture of civil craft. educational and medical
institutions3, etc. The revised Foreign Investiment Catalogue may be published in the next three to six months and will

reflect those updates. Foreign investors who have an interest in those areas should take prior strategic action
Footnotes

1 From 2001 to 2010. the income lax rate that applies to qualfied FIEs investing in weslern areas of China is 15 per
cenl compared with the typical rate of 25 per cent,
2 Approval by the National Development and Reform Commission anc/or Ministry of Commerce. f applicable

3 Currently. foreign investment in these areas 1s imited to joint venture arrangements.
For further information, please contact:
http://www.aar.com.au/pubs/asia/foasiamayl0.htm
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New State Council Opinion:

investment in China

by Michael Tan* and Cara Meng™

On April 6, 2010 the State Council issued the Several
Opinions of the State Council on Further improving
Foreign Investment Utilization Work (Guofa No. 9,
“Opinions™). The Opinions formulate political and
strategic aims in relation to foreign investment in China
and target at improving the legal framework for foreign
investment. It is believed that the political ams of the *
Opinions will be implemented in the near future. The
related future implementing legislation will have impact on
foreign investment in China. This newsletter summarises
some major issues relevant to foreign invested
enterprises (*FIE").

Intended Adjustment of Foreign Investment Industrial
Guidance Catalogue

The Foreign Investment Industrial Guidance
Cataloguewas introduced in China in 1995. It classifies
foreign investmentinto “encouraged”, *restricted” and
“prohibited” investment projects. Foreign investment
projects in industries not listed in the catalogue are
“permitted” projects. Since its creation, the catalogue was
updated every two or three years. The amendments
reflected the policy changes in relation to foreign
investment over the years. The latest revision took effect
in 2007.

According to the Opinions, the Foreign Investment
Industrial Guidance Catalogue shall be amended again to
further open-up and encourage foreign investment in the
field of high-end manufacturing, high-tech, modem
services, new energy, energy-saving and enviranmental
protection. The Opinions also encourage multinatonal
companies to set up regional headquarters, R&D centres,
procurement centres, financing management centres,
financial clearance centres, as well as costs and profits
verification centres in China.

On the other hand, foreign investment in high-energy-
consumption, heavy-pollution, natural resources
exhausting, low-end and over-capacity industries shall be
subject to stricter control.
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The Opinions further emphasises the “go West" policy.
Foreign investment in labour intensive industries fulfilling
environmental protection requirements shall be
encouraged in Middle and Western China by revising the
Advantageous Industrial Catalogue for Foreign
nvestment in the Middle and Western Regions. Foreign
banks are also encouraged to set up establishments and
open business in these regions.

Tax Incentives

In 2008 China's enterprise income tax system was reformed. China eliminated the previous
preferential tax treatments for foreign investment production enterprises and gradually replaced them
by a new generally applicable system of tax incentives for high and new technology enterprises,
irrespective of the nationality of the investor. The Opinions reiterate these principles. But the Opinions
do not contain any clear indication of whether the presently existing high thresholds for the recognition
of high and new technology enterprises will be lowered in the future.

The Opinions also mention exemptions from import customs duties, VAT and consumption tax for
products imported by foreign investment R&D centres for scientfic research purposes. However these
preferential tax treatments are atready available under China’s present tax regime.

Cheaper Supply of Land

Foreign investors have witnessed the increasingly tightened control over land supply in China. The
central govemment attempted to curb the grant of land to all users by introduction of “tendering,
auctioning and listing” procedures and by statutory minimum land grant prices. This increased the cost
of land for all investors.

During the financial crisis in 2009, the Ministry of Land and Resources loosened the control in order to
boost economy and provided for a discount of 30% on the statutory minimum land grant price for
industrial projects which intensively use land and fall into certain industries to be developed with
priority. Against this background the Opinions now extend the scope of the 30% discount to foreign
investment projects falling into the category of projects encouraged by the State.

More Room for M&A

The Opinions signalise that the Chinese govemment encourages M&A deals by foreign investors
targeting at Chinese enterprises. The Opinions further support foreign investors to acquire a stake in
companies listed on the Chinese domestic stock market as “strategic investors™. But they do not
indicate any policy preference for acquisition of State-owned entemrises.

Legislation regarding M&A activities of foreign investors (including the anti-rust review system) shall
be further improved. In this respect the establishment of a “national security” review mechanism
applicable to cross-border M&A deals shall be sped up. Merger control has recently been discovered
as a powerful regulatory tool. Therefore foreign investors will have to be prepared for certain political
obstacles to M&A deals in sensitive areas.

Financing and Capital Markets




puousFLE <04 ‘

Non-confidential attachment C-1.2.7

FIEs in China have iimited domestic financing sources. Except for bank loans, direct financing via the
capital market has always been difficult and there were only a few successful precedents of FIEs
going public. The Opinions support qualified FIEs to broaden their financing means by issuing shares,
enterprise bonds and middle-term instruments on the domestic capital market. Bank loans to FIEs
shall also be further expanded.

The Opinions further address the feasibility of issuing RMB bonds in China by foreign entities. Such
tool, if implemented, could create a significant breakthrough in opening the Chinese capital markets to
foreign investors. On the other hand, listings of foreign companies on the Chinese stock market are
not mentioned. The so-called “international board", according to some media reports, is expected to
be set up by the end of 2010

More foreign investment via venture capital and private equity is encouraged. This corresponds to the
recent legislation pemitting foreign companies to set up partnerships in China with simplified set-up
proceduras which only require business registration but no approval. New ext mechanisms required
by such investment models are advocated.

The Opinions also mention an interesting possibility in relation to financing: lliquid foreign investors
may prolong deadlines for capital contributions to their FIEs if such FIEs have been operating legally.
Administrative legislation has already turned this into an implementable procedure[1]. it manifests
China’s pragmatic approach in addressing the continuing global financial crisis.

Delegation of Approval Competencies

An issue of high practical significance is the further delegation of approval competency for foreign !
investments by the central govemment to the local level authorities: i

* Encouraged and permitted projects up to USD 300 million {previously USD 100 million) are subject to
local government approvals, unless the project touches upon sensitive areas requiring central level
approval. This delegation of approval competency is already implemented in practice(2].

e National ministries are ako encouraged to delegate their approval power to local level authorities,
except for those reserved for central level approval as explicitly required by law.

¢ Foreign investment projects in service industries shall generally be approved at local level, except for
those engaged in the financial and telecommunications services.

In addition, the Opinions recommend simplification of approval activities of the govemments in order
to increase transparency. This includes the possibility of on-line approval procedures.

Outlook

The Opinions show a commitment of the State Council to further attract foreign investment in China, in
particular in certain industry sectors. They reflect China's pursuit of foreign investment in the field of
innovative technology and environmental protection. This is in line with the Chinese govemment's
general policy tum to have a cleaner and more sustainable economic development. But they do not
provide for new tax incentives which used to be the most attractive part of China's “open door” poticy
in the past. :

Although some statements sound very promising, the Opinions are only an indication of China's policy
in relation to foreign investment activities. Except for a few measures which are already implemented
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by new administrative regulations, the major part of the political aims formulated in the Opinions have
still to be realised by way of legislation and must then also be implemented by the govemmental
authorities.

Foreign investors should observe legal developments in order to be prepared for coming changes.

[1] See Several Opinions on Making Full Use of the Administrative Function of Industry and Commerce to Provide
Service to the Development of Foreign investment Enterprises, issued by the State Administration of Indust
Commerce on May 7,

[2] See Notice on Carrying out Properly the Delegation of Foreign Investment Projects Approval Powerissued
National Development and Reform Commission on May 4, 2010 which repeats the delegation of aj
competency.

*Dr. Michael Tan (Special Counsel, Taylor Wessing Shanghai).

Michael advises German and intemational companies on ail legal aspects related to their business
transactions in China. His experience includes advising on the establishment of foreign investment
enterprises in various industries, liquidation of foreign investment enterprises, technology and
software imports, real estate matters, intellectual property rights (in particular interet related aspects),
intemational trade, as well as corporate govemance issues. Michael has advised on several projects
in the automotive, aviation and mining sectors and has extensive experience in the restructuring of
(listed) companies limited by shares.

Michael studied law at the University of International Business and Economics in Beijing, China,
where he also completed his LLB and LLM degrees in 1997 and 2000 respectively. n 1997, Michael
was admitted to the Chinese bar. After practising in domestic law firms, he worked in the Beijing office
of a major international law firm from 2000 to 2002. In 2002, he joined Taylor Wessing in the Shanghai
office. From 2006, he has been appointed counsel.

Dissertation: "A Legal Review of the Current Technology Import Control Regime”, in the 2005 2nd
issue of Intemational Business Research (in Chinese). Michael speaks Mandarin, Fujian dialect as
well as English fluently.

**Cara Meng {Research Assistant, Taylor Wessing Shanghai)

Cara specialized in foreign direct investment, general corporate law and China-related M&A. She
advises foreign companies on all aspects of Chinese laws in relation to their strategy and business in
China and projects in various areas.

Cara studied law at East China Nomal University in Shanghai, China, where she completed her LLB
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and LLM degrees in 2006 and 2009 respectively. In 2007, Cara passed the judicial examination of
China. Cara joined Taylor Wessing in 2010. Cara speaks fluent Mandarin and English.

“Since Cara is working for a foreign law fim, she is presently not permitted to simuitaneously practice
as a Chinese lawyer.

Further improve the utilization of foreign investment the State Council on the work of a number of

views

Guo Fa [2010] 9

Provinces, autonomous regions and municipalities, wagons, directly under the agency:

Foreign investment is China's basic national policy of opening up an important part. Since reform
and opening, China attract foreign investment and promote industrial upgrading and technological
progress, foreign-invested enterprises have become an important part of the national economy. At
present, the advantages of foreign investment is still significant. To improve the quality and level of
foreign investment, better play in the promotion of technological innovation and foreign investment,
industrial upgrading. regional development and other positive role, is to make the following
observations:

First, optimize the use of foreign investment

(A) According to China's economic development needs, combined with the national industrial
restructuring and revitalization planning requirements, amendments, "Catalogue for the Guidance of
Foreign Investment Industries”, open more sectors to encourage foreign investors to invest in high-
end manufacturing, high-tech industries, modern service industry, new energy and Energy-saving
environmental protection industry. Strictly limit the "two high and one capital” and low surplus
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production capacity expansion projects on.

(B) of the national industrial restructuring and revitalization of the policy measures applied equally to
qualified foreign-invested enterprises.

(C) of the land intensive foreign investment projects encouraged by the state give priority to the
supply of land, the land transfer in determining the upset can do no less than the relative location of
land should be "the lowest standard of the national industrial land transfer,” 70% of the execution.
(D) to encourage foreign investment in high-tech enterprises to develop, improve and perfect the
work to identify the high-tech enterprises.

(E) to encourage foreign enterprises to strengthen R & D cooperation, support of eligible foreign-
invested enterprises and domestic enterprises, state Ke Ji Yan Jiu institutions for development
projects in cooperation, capacity-building projects Chuang Xin Deng, Zhong Xin identified for the
establishment of National Technology.

(F) to encourage muitinational companies to locate their regional headquarters, R & D centers,
procurement centers, financial management center, settlement center, and the cost and profit center
accounting and other functional agencies.in the December 31, 2010 before meeting the conditions of
foreign R & D technology development center is really necessary imported goods exempted from
import duty and import VAT and consumption tax.

(Vii} implement and improve support for policies to encourage foreign investment in service
outsourcing industry, the introduction of advanced technology and management experience, to
improve the intemational competitiveness of China's service outsourcing.

Second, to guide foreign investment to central and westem regions and to increase investment

(8) According to the "Catalogue for the Guidance of Foreign Investment Industries,” the revision, the
revisions "Midwest Industrial Catalogue for Foreign Investment”, increase the labor-intensive project
entry, td encourage foreign investors in central and westem areas of labor-intensive industries
comply with envionmental requirements.

(9) to meet the requirements of the western region to foreign enterprise income tax preferential
policies to attract foreign investment in the western region to maintain a good momentum of
development.

(10) foreign-funded enterprises in east to central and westem regions, to increase the matching
funds policy, opening up and technical suppon, while improving the administrative service, in the
process of industry and commerce, taxation, foreign exchange, and social insurance, to facilitate
clearance .Encourage and guide foreign banks to the central and westem areas of the body and set
up a business.

(11) in eastem and westem regions to encourage market-oriented, by company management,
investment cooperation and other means, in accordance with the complementary, industry linkage,
the principle of shared interests build zone.
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Thind, promote the diversification of foreign investment

(12) to encourage foreign investment in shares, mergers and acquisitions, etc. involved in the
reorganization and transformation of domestic enterprises, and mergers and acquisitions. Support
the introduction of A-share listed companies and overseas strategic investors. Regulate foreign
investment in domestic securities investment and mergers and acquisitions. Anti-monopoly law
review, and accelerate the establishment of M & safety review system.

(13) make good use of foreign capital markets, continue to support eligible enterprises to national
development strategies and their development needs to the overseas listing, the full use of the two
markets and two resources, and constantly improve their competitiveness.

(14) and accelerating foreign investment guarantees for SMEs and corporate pilot. Encourage
foreign investment venture capital company, active use of private equity funds, improving exit
mechanisms.

(15) support eligible enterprises with foreign investment within the public offering, issuing corporate
bonds and medium-term notes, expand financing channels, to guide financial institutions to continue
to increase credit support to enterprises with fareign investment. Steadily expanding in the domestic
issuance of RMB bonds outside the main range.

Fourth, deepen reform of foreign investment management

(16) "Foreign Investment Industrial Guidance Catalogue” in total investment (including capital
increases) of 300 million U.S. dollars less encouraged and permitted projects, in addition to
"govemment approved Investment Projects” required the approval by the relevant departments of
the State Council, made up approved by the local govemment authorities. In addition to clearly
defined laws and regulations approved by the relevant State Council departments, the premise of
strengthening the supervision of the State Council departments may be responsible for the
examination and approval departments for approval delegated local govemment in the service
sector of the establishment of foreign invested enterprises (financial, telecommunications services
excluded) accordance with relevant regulations by the local govemment for approval.

(17) approval to adjust the content, simplify approval procedures, minimizing approval, approval of
scope to enhance the transparency of approval.Comprehensive clean-up issues related to foreign
investment approval, to shorten the processing time. Improved processing methods, and lessons
leamed in the pilot based on the gradual implementation of foreign-invested enterprises in the
national contract, articles of association approved format, and vigorously implement the
administrative licensing online, standardize administrative actions.

Fifth, create a favorable investment environment

(18) regulating and promoting the development zone, play zone in the system of innovation,
technology lead, industry concentration, land-intensive aspects of the role of the camier and
ptatform. Support eligible provincial level development zones in support of qualified national and
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provincial development zones expanding area and adjust the location, development of border
economic cooperation zones, to speed up the support of policy measures.

(19) to further improve the foreign investment foreign exchange management, simplify capital of
enterprises with foreign investment foreign exchange settlement procedures. Operate according to
law, on time and funding constraints can not be funded by temporary foreign-invested enterprises, to
allow extension of the enterprise.

(20) to strengthen investment promotion, for the key countries and regions, promoting key industries
attract investment to increase efforts to publicize China's foreign investment policy. Actively involved
in many bilateral investment cooperation, "bringing in" and "going out”, we promote the continuous
improvement of cross-border investment policy environment.

State Council departments, local govemments must work, persist in the principle of active and
effective use of foreign capital, insisted we take the initiative, merit selection information, the
promotion of "Investment” and "talent recruitment”, we constantly improve the quality of using foreign
capital. To sum up the experience of reform and opening, with the new situation and new
requirements, and further increase innovation, improve the level of facilitation to create a more open
and more optimized the investment environment, and compre hensively improve the level of
utilization of foreign investment.

State Department
To—ofF YA SH
2010-04-13
Guangzhou AutoMobile Industry

Source’ INVEST GUANGZHOU
26/052010

Automobile Industry

|. The Current Development

The automobile industry is one of Guangzhou's pillar industries. In 2009, the automobile output in the city
exceeded one million units  (reaching 1.1302 million units) for the first time, accounting for 8.2 percent of the
national total. In the same year, the gross output value of the city's auto companies above the designated size
reached RMB 228.06 billion yuan, taking up 30.4 percent of that of all same-sized industrial companies. The
percentage raised from 15.91 percent in 2008 to 18.24 percent in 2009. In a word, Guangzhou automobile
industry takes the lead in China in terms of composite economic indicators..

The Automobile industry clusters have been emerged. By the end of 2009, as many as 430 auto and auto
parts projects had been introduced in Guangzhou, with the total investment value of USD 7.508 billion. The
automobile industry clusters were established, with Guangzhou Honda in the east, Dongfeng Nissan and
Guanggi Hino in the north, and Guangzhou Toyota Motor Co.,Ltd. (hereinafter referred as GTMC) and
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Guangzhou Automobile self-developed brand in the south. Furthemore, six areas were approved as
Guangzhou branches of the State Automobile and Auto Parts Export Base, including Huadu Distinct, Nansha
Development Zone, Guangzhou Development Zone, Panyu District, Zengcheng City and Conghua City, thus
forming three automobile industry clusters.”

Guangzhou's automobile industry tumed out to be one of the best of China in export volume and it has gained
a strong development momentum in import trade. In 2009, Guangzhou's exports of auto and auto parts ranked
No.2 among all state-level auto and auto parts export bases. Some 27,900 whole vehicles were exported,
making up one-thirteenth of the total 370,700 automobiles exported by the country. There were 343
enterprises which actually exported autos and auto parts.

The year of 2009 saw the imports of auto and auto parts reaping USD 2.581 billion, up by 10. .36 percent year
on year. Seven enterprises imported over one million US dollars of auto and auto parts. Self-developed brand
automobiles produced by Auto Engineering Research Institute of Guangzhou Automobite Industry Group met
the Euro IV Exhaust Emission Standards. They were unveiled in the 2009 China (Guangzhou) Intemational
Automobile Exhibition and put into market before the 2010 Asian Games. Moreover, the electric vehicle
developed by Guangzhou Langqing Electric Vehicle Co. Ltd became the designated serwvice vehicle of the
2008 Beijing Olympic Games.Purely electric-driven urban buses developed by Guangzhou Denway Bus
Co.Ltd * were chosen as the designated vehicles for the Guangzhou Asian Games. Guangzhou Honda
Technology Research and Development Center and Dongfeng Nissan Passenger Vehicle Technology Center
were also established during this period of time. South China Tire & Rubber Co.,Ltd possesses the China well-
known brand “Wanli Tier". And Guangzhou Anda Bearing Co. Ltd owns the independent intellectual property
right over a national leading engine bearing China National Electric Apparatus Research Institute could offer
testing evaluation and technical support covering more than 300 standards of six major categories for various
auto and auto parts . The institute also received recognition and authorization of over 20 domestic and foreign
authoritative organizations or renowned auto enterprises like China Quality Certification Center, General
Motor, Volkswagen and Nissan. Guangzhou Mechanical Engineering Research Institute established six project
labs for projects like engine, cleaner and gear box inspections, providing preferential inspection services for
automobile enterprises. The two institutes rank top among their domestic competitors in terms of technical
capacity. .

China (Guangzhou) Intemational Automobile Exhibition has enhanced its brand reputation. The Seventh
China (Guangzhou) International Automobile Exhibition of 2009 covered an area of 150,000 square meters,
up by 20 percent as compared to the last session. Exhibitors, including nearly 70 whole vehicle manufacturers
and more than 600 auto parts and accessories producers, displayed over 720 auto models, attracting neary
600,000 visitors. The exhibition has grown into one of the three major auto shows in the country.

Il Automobile Industry Bases
Guangzhou Automobile Industry Base, with a planned area of 135 square kilometers, comprises three main
parts, namely, eastem, southem and northern automobile industry clusters. In September 2007, the city of
Guangzhou was entitled of “State Auto and Auto Parts Export Base” by the Ministry of Commerce and the
National Development and Reform Commission. In March 2008, Guangzhou Municipal Govemment identified
Huadu District, Nansha Development District, Guangzhou Development District, Panyu District, Zengcheng
County-level City and Conghua County-level City with “Guangzhou Sub-base of State Auto and Auto Parts
Export Base”.
i Eastem Automobile Industry Cluster
The cluster is composed of the The Automobile Industry Base of Guangzhou Development District, Huangpu
Automobite Industry Park and Zengcheng Automobile Industry Base. Priority is given in the cluster to the
production of sedans and business vehicles sidelined with the development of supporting industries such as
manufacturing and trade of auto parts and logistics. It is planned to build functional zones including the
production zone of whole vehicles and auto parts, the zone of auto research and development, the zone of
auto logistics, the zone of auto testing and the zone of auto exhibition.
(i) Automobile Industry Base of Guangzhou Development District
The base has been built with an investment of RMB 3.5 billion yuan. Nowadays it boasts of over 120 auto and
auto parts enterprises as well as an auto parts supply chain serving three Japan. related auto giants
(Guangqi Honda, Dongfeng Nissan and GTMC) , General Motor, Ford, Volkwagan, Opel and Mazda from

8
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Europe and the US, as well as Hyundai from South Korea. In 2009, the base seized a gross value of auto
industrial output of RMB 17.7 billion yuan. The value is expected to reach RMB 19 billion yuan in 2010. -

(i) Huangpu Automobile Industry Park

Covering a total area of five square kilometers, the park is home to Guangqi Honda No.1 Plant and Dongfeng
Honda Engine Plant. In 2009, it reaped the gross value of auto industrial output of RMB 66.4 billion yuan. The
number is estimated to reach RMB 70.2 billion yuan in 2010. An automobile industry base incorporating
manufacturing, sales and distribution of various auto parts to serve for auto production and logistics is planned
to be built here.

(i) Zengcheng Automobile industry Base

With a planned area of 22 square kilometers, the base owns more than 80 auto and auto parts enterprises.
Guangqi Honda No.2 Plant possesses the annual production capacity of 120,000 sedans in its Phase 1 project
and the number will reach 240,000 in the Phase ‘11 project.— Nearly 20 famous enterprises like Fuyao Group,
Denso and Guangqi Honda (Zengcheng) , SP Logistics Center have settled down in the base. The base
gained the gross value of auto industrial output of RMB 25.553 billion yuan in 2009. The number is estimated
to reach RMB 28 billion yuan in 2010.™:
iic Southem Automobile Industry Cluster
The Southem Automobile Industry Cluster consists of Nansha Development Zone Automobile Industry Base
and Panyu Automobile Industry Base. The former, headed by GTMC, gives priority to research, development
and production of whole vehicles and auto parts, sidelined with related service industries like auto logistics and
trade. The latter lays emphasis on supporting the development of self-developed brand vehicles and auto
related products in the Auto Production Base of Guangzhou Automobile Group Co. Ltd (hereinafter refers to
GAGC) inPanyu.

(i) Nansha Development Zone Automabile Industry Base

The base is divided into Section A and B. Section A, led by GTMC projects, including GTMC complete vehicle
and engine projects as well as Denso projects, will boast of the annual production capacity of 700,000 auto
engines and 400,000 sedans in 2010. Section B is a high ..standard auto parts industrial park. Enterprises who
are to settle down inside the park may either purchase lands and build plants by their own, or make
investments by renting the existing plants .The base achieved the gross value of auto industrial output of RMB
56.394 billion yuan in 2009. The number is estimated to reach RMB 70 billion yuan in 2010. Furthermore, the
base sets up Nansha Automobile Dock of Guangzhou Por, the first dock especially for automobiles in the
country, with an area of 420,000 square meters. The dock is equipped with a container yard of 370,000 square
meters, 48 container loading terminals and a parking lot with the capacity of 3,600 vehicles, which has made it
the largest marine auto logistics hub in Asia. ™"

(i) Panyu Automobile Industry Base
Covering 4.55 square kilometers, the base is made up of Auto Base of Panyu Modem Industrial Park and
Wanzhou Auto Parts Industnial Park. Projects introduced in the area were worth of RMB 6.8 billion yuan in
total, including GAGC's auto research and development project in Panyu. In the project, the land for
research and development occupies 0.3 square kilometers with the investment of RMB 3 billion yuan; the
whole vehicle plant takes up 1.2 square kilometers, with the production capacity of 100,000 vehicles per year
in the phase one project and 200,000 vehicles per year in the phase two project; the engine plant can tum out
100,000 units per year in the phase one period and 250,000 units per year in the phase two period; the first
product of the project is a safe, eco-friendly and energy-saving sedan of medium and high grade, which will
come on the market before the 2010 Guangzhou Asian Games. Wanzhou Auto Parts Industrial Park, located
in southem Panyu, will accommodate internationally renowned entemrises like Guangzhou Koito Automotive
Lamp Co.Ltd and Guangzhou JFE Steel Sheet Company Ltd. The year of 2009 witnessed the total auto
industrial gross value of roughly RMB 10 billion yuan in the park. The number is estimated to reach RMB 10.8
billion yuan in 2010.7
iiiZ Northern Automobile Industry Cluster
The Northem Automobile Industry Cluster comprises Huadu Automobile Industry Base (hereinafter referred
as Huadu Auto City) and Conghua Vehicle and Auto Parts Industry Base. Huadu Auto City, led by Passenger
Vehicle Company of Dongfeng Motor Co.,Ltd will top its priority to research, development and production of
auto parts and related services.” Consequently, the whole vehicle production zone, the auto parts industry
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park, the auto trade service zone, the auto logistics center, the auto institute, the auto research and
development zone, the motorcycle and parts production base and the corresponding supporting facilities are
mainly built here. Conghua Auto and Auto Parts Industry Base will build itself into a modemized industry base
focused on research, development and manufacturing of business cars, trucks and parts by accelerating the

construction of business vehicle projects with emphasis on the production of high-grade heavy truck, tractors, .

radial tires, car seats, air conditioners, interior accessories, stamping parts and car lamps. ©.

(i) Huadu Automobile Industry Base
The base has introduced 116 auto-related projects from Fortune Global 500 Enterprises including Nissan,
Alpha Automotive parts, Unipres, Hitachi Unisia Automotive and Calsonic Kansei. It achieved the gross value
of auto industrial output of RMB 78.893 billion yuan in 2009 and the number is expected to hit RMB100 billion
yuan in 2010. Purely electric-driven vehicles will be put on the market in 2011. By 2012, Passenger Vehicle
Company of Dongfeng Motor Co.,Ltd will increase its production capacity to 600,000 vehicles and its output of
engines will rise to 600,000 units from current 360,000 units.”

(i) Conghua Vehicle and Auto Parts Industry Base
The production project of Guangqi Hino and 23 auto parts manufacturers have set their feet here. The gross
value of auto industrial output amounted to RMB 2.3 billion yuan in 2009 and the number is predicted to
increase to RMB 4 billion yuan in 2010. -

Il Development Priorities
i Development Objectives
By 2010, the annual auto output will reach 1.3 million units with the gross value of auto industrial output
totaling RMB 300 billion yuan. By 2020. the annual auto output will achieve 3 million units and Guangzhou will
be built into an innovation center for the automobile industry, a stage for intemational exchanges and
cooperation, as well as an intemational auto manufacturing base and logistics center.:
ii. Proposed Projects for Investment

(i) New Energy Auto Projects
Projects proposed mainly cover the fields of purely electric-driven cars, plug-in hybrd cars, ordinary hybrid
cars, fuel cell electric cars, hydrogen engine cars, other new energy cars, design optimization technologies,
mass production technologies and cost-control technologies for auto-specific engines and power control
madule, and design and development of special parts for hybrid cars and new fuel cars. |

(i) The Catalogue of Encouraged Auto Industries
The catalogue will be as follows: the design and the development of systems for whole vehicles, engines and
key parts, the automatic transmission production, the auto light weight technology of automobiles, the
production of eco-fiendly new materials, the precision forging of key auto parts, mutti-stage molding and
casting, the development and manufacturing of detecting systems for automobile testing and maintenance, the
development and manufacturing of diesel motors for vehicle use, the development and manufacturing of urban
low-floor buses, the development and manufacturing of fully unitized passenger cars, the development and
manufacturing of passenger car chassis and key parts, the development and manufacturing of chassis
especially for high-peformance vehicles, the design and manufacturing of vehicle body molds, the
development and manufacturing of hi-tech automobile electronic products, and the high-performance anti-theft
products. .

Investment Promotion Focus:The introduction of projects from Japan, South Korea and West Europe should
be strengthened. The investment promotion emphasis shall be laid on whole vehicle projects of Guangqi
Honda, Dongfeng Nissan, GTMC, Guangqi Hino, Guangqi Changfeng and independent GAGC brands. New
energy car-related projects shall be actively introduced and investment increase and production expansion of
passenger car project, be supported.” Guangzhou auto and auto parts enterprises shall be encouraged to
launch joint ventures and cooperation and the auto parts industry chain shall be extended to meet whole
vehicle manufacturers'’demands. The investment promotion for supporting industries will mainly cover the
fields of electronic parts like electronic chips, control system, driving system, information system, sensing
system, operation system, design system, key technologies for automobile mold production and whole vehicle
design, engine parts, chassis parts, vehicle body and accessories, general pars, parts meeting the demands
for safety, environmental protection and energy conservation during the modern automobile production
process, and the products related to automobile petrochemical.
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" WORLD TRADE

G/SCM/N/123/CHN
13 April 2006

ORGANIZATION

(06-1762)

Committee on Subsidies and Original: English
Countervailing Measures

SUBSIDIES

New and Full Notification Pursuant to Article XVI:1
of the GATT 1994 and Article 25 of th Agreemen

PEOPLE'S REPUBLIC OF CHINA

The following communication, dated 11 April 2006, is being circulated at the request of the
Delegation of the People's Republic of China.

The following notification constitutes the People’s Republic of China’'s new and full
notification of information on programmes granted or maintained at the central government level in
China. In general, the period to which the following information applies is 2001 to 2004.

Insofar as the notification obligation is a transparency-orientated provision that, pursuant to
Article 25.7 of the Agreement, carries no legal weight as to the actual identification or measurement
of a subsidy, its action ability status, or its trade effects, China has included certain activities in this
notification which arguably are not (or are not always) “specific subsidies” within the meaning of the
Agreement.
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1. Title of the subsidy programme

Preferential tax policies for foreign-invested enterprises

2. Period covered by the notification

2001-2004

3. Policy objective and/or purpose of the subsidy

To encourage foreign investment

4. Background and authority for the subsidy

Ministry of Finance (MOF), State Administration of Taxation (SAT), Ministry of Commerce
(MOFCOM)

5. islation under which it i nte

Income Tax Law of the People’s Republic of China for Enterprises with Foreign Investment
and Foreign Enterprises (the Tax Law);

Rules for the Implementation of the Income Tax Law of the People’s Republic of China for
Enterprises with Foreign Investment and Foreign Enterprise:

State Council Circular Guo Fa No. 37 of 2000

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

(1) Any enterprise with foreign investment of a production nature scheduled to operate for a
period of not less than ten years shall, from the ycar beginning to make profit, be exempted from
income tax in the first and second years and allowed a fifty per cent reduction in the third to fifth
years (“two years of exemption and three years fifty per cent reduction™). (2) Any foreign investor of
an enterprisc with foreign investment which reinvests its share of profit obtained from the enterprise
dircctly into that enterprise by increasing its registered capital, or uses the profit as capital investment
to establish other enterprises with foreign investment to operate for a period of not less than five
years, may be refunded forty per cent of the income tax already paid on the reinvested amount.
(3) For direct reinvestment in China by foreign investors for the organization and expansion of export-
oriented enterprises or advanced technology cnterprises, the entire portion of enterprises income tax
that has been paid on the reinvested amount may be refunded. (4) Any foreign enterprise which has
no establishment or place in China but derives profit, interest, rental, royalty and other income from
sources in China, or though it has an establishment or a place in China, the said income is not
effectively connected with such cstablishment or place, may, since January 1 2000, be levied at the
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reduced income tax rate of ten per cent, but the income tax of the profit that the foreign investors
made out of the foreign invested enterprises are exempted. (5) Income tax of the royalty received for
the supply of technical know-how in scientific research, exploitation of energy resources,
development of the communications and transportations industries, agricultural, forestry and animal
husbandry production, and the development of important technologies may be levied at the reduced
rate of ten per cent. Where the technology supplied is advanced or the terms are preferential,
exemption from income tax may be allowed.

8. bsi r unit, or in cases where this is not ible, the total amount or the annual am

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits atiached o it
1991-present, while item (4) 2000-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

IL
1. Title of the subsidy programme

Preferential tax policies for foreign-invested export enterprises
2. Period cover: he notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To encourage foreign investment
4. ‘Background and authority for the subsidy
MOF, SAT, MOFCOM
5. Legislation under which it is granted
Income Tax Law of the People's Republic of China for Enterprises with Foreign Investment
and Foreign Enterprises;,

Rules for the Implementation of the Income Tax Law of the People’s Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

Export-oriented enterprises invested in and operated by foreign businesses for which in any
year the output value of all export products amounts to scventy per cent or more of the output value of
the products of the enterprise for that year may pay enterprise income tax at the tax rate specified in
the Tax Law reduced by one half after the period of enterprise income tax exemption or reduction has
expired in accordance with the provisions of the Tax Law. However, export-oriented enterprises in
the special economic zones and economic and technological development zones and other such
enterprises subject to enterprise income tax at the tax rate of fifieen per cent that qualify under the
above-mentioned conditions shall pay enterprisc income tax at the tax rate of ten per cent.

8. ubsi r_unit, or_in cases where this is not ible, th 1 amount or the annual amount

budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
1991 -present
10. Statistical data permitting an ment of the trade effects of a subsid

Not available

1L
1. Title of the subsidy programme

Preferential tax policies for foreign-invested enterprises engaged in agriculture, forestry or
animal husbandry and foreign-invested enterprises established in remote underdeveloped areas

2. Period covered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage foreign investment into agriculture, forestry or animal husbandry, and into
remote underdeveloped arcas

4, Background and authority for the subsidy

MOF, SAT, MOFCOM

9,
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5. Legislation under which it is granted

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

6. Form of th i

Preferential tax treatment
7. To whom how the subsidy is provi

Any foreign-invested enterprises engaged in agriculture, forestry or animal husbandry and
foreign-invested enterprises established in remote underdeveloped areas may be allowed a fifteen to
thirty per cent reduction of the amount of income tax payable for a period of another ten years

following the expiration of the period for tax exemption or reduction.

8. Subsidy per unit, or in wh his is n ssible, the total amount or the annual amoun

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-]imits attached 1o it

1991 -present

10.
Not available
Iv.
1. Title of the subsidy programme

Preferential tax policies for foreign-invested enterprises engaged in energy, transportation
infrastructure projects

2. Period covered by the notification
2001-2004
3. Policy objective and/or pu f the subsi

To encourage foreign investment into infrastructure construction

4, Background and authority for the subsidy

MOF, SAT, MOFCOM

(90
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S. Legistation under which it is granted

Income Tax Law of the People’s Republic of China for Enterprises with Foreign Investment
and Foreign Enterprises,

Rules for the Implementation of the Income Tax Law of the People's Republic of China for

Enterprises with Foreign Investment and Foreign Enterprises.
State Council Circular Guo Fa No.13 of 1999

6. Form of the subsidy

Preferential tax treatment
7. To whom and how the subsidy is provided

The incomc tax of foreign-invested enterprises engaged in energy and transportation
infrastructure projects such as harbour and wharf projects may be levied at the reduced rate of fifeen
per cent. The implementing scope of the policy stipulated in Art.73.1.1.3 of Rules for the
Implementation of the Income Tax Law of the People's Republic of China for Enterprises with

Foreign Investment and Foreign Enterprises is enlarged to nationwide.

8. si unit, or in cases where this js not possible, the total amount or the annual amoun
budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attach i
1999-present

iO. tatistical da itting an ment of the tr. ffects of a subsi

Not available

1. Title of th idy programme

Preferential tax policies for Chinese-foreign equity joint ventures engaged in port and dock
construction

2. Period covered by the notification

2001-2004

/gg
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3. Policy objective and/or purpose of the subsidy
To encourage foreign investment into infrastructure construction
4. Background and authority for the subsidy
MOF, SAT, MOFCOM
5. Legislation under which it js granted

Rules for the Implementation of the Income Tax Law of the People's Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises

6. Form of the subsidy

Preferential tax treatment
7. To whom gnd how the subsidy is provided

Chinese-foreign equity joint ventures engaged in port and dock construction may be imposed
of enterprise income tax at the reduced rate of fifteen per cent, and where the period of operations is
15 years or more may be exempt from enterprise income tax from the first year to the fifth year
starting from the year beginning to make profit and subject to enterprise income tax at a rate reduced

by one half for the sixth year through the tenth year.

8. Subsid nit, or in where this is not possible, the total amount or the annual amount
budgeted for th: i

Not available

9. Duration of the subsidy and/or any other time-limits attached to it
1991-present

10. istical data permitting an assessment of the trade effects of a subsid;
Not available

VI

1. Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment which are technology-
intensive and know!ledge-intensive

/68
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2. Period covered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage foreign investment
4, Background and authority for the subsidy

MOF, SAT, MOFCOM, Ministry of Science and Technology (MOST)
5. Legislation under which it is granted

SAT Circular Guo Shui Fa No.139 of 1995, SAT Circular Guo Shui Fa No.135 of 2003
6. Form of the subsidy

Preferential tax.treatment
7. To whom and how the subsidy is provided

Enterprises with foreign investment which are technology-intensive and knowledge-intensive
and whose major products are enlisted in the “Catalogue of High and New Technology Products of
China” promulgated by MOST and the sales revenue of these products of that year accounts for over
fifty per cent of the total annual sales revenue of the enterprise, may be imposed a reduced enterprises

income tax rate of fifteen per cent.

8. Subsid nit, or in cases where this is not possible, the total amount or the annual amount
budg for that subsi

Not available

9. Duration of the subsidy and/or any other time-limits attached 1o it

1991-present

Not available.

VIL
1. Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment in the border cities
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2. Period covered by the notification
2001-2004

3. Poli jective and/or ose of the subsi .

To encourage foreign investment into border cities and expand the open-up policy and
enhance the development of the border areas !

4. ack nd and authority for th i
MOF, SAT, MOFCOM
S. Legislation under which it is granted
SAT Circular Guo Shui Han Fa No.1412 of 1992
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided
The enterprise income tax of the foreign-invested cnterprises of a production naturc
established in 12 border cities, countics or towns (note 1) may be levied at a reduced rate of twenty-

four per cent.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount

budgeted for that subsidy

Not available
9. Duration of th idy and/or any other time-limi h it

1992-present

Not available

VIIL
18 Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment recognized as high or new
technology enterprises established in the State high or new technology industrial development zones,
and for advanced technology enterprises invested in and operated by foreign businesses
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2. Period covered by the notification

2001-2004

3. Policy objective and/or purpose of the subsidy

To encourage high and new technology industrial development and enhance the technology
progress.

4. Background and authority for the subsidy

MOF, SAT, MOFCOM, MOST

5. Legislation under which it is granted

Rules for the Implementation of the Income Tax Law of the People's Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises

6. FEorm of the subsidy
Preferential tax trecatment
7. To whom and how th: idy is provided

(1) The enterprise income tax of the enterprises with foreign investment recognized as high or
new technology enterprises established in the State high or new technology industrial development
zones may be levied at a reduced rate of fifteen per cent. The Chinese-foreign equity joint ventures
recognized as high or new technology enterprises and established in the State high or new technology
industrial development zones of which the operation period is ten years or more may be exempt from
the enterprise income tax in the first and second years from the year beginning to make profit.
Foreign-invested enterpriscs established in the high or new technology industrial development zones
which arc located in the special economic zones and the economic and technological development
zones shall be governed by the preferential tax provisions of the special economic zones and the
economic and technological development zones. (2) Advanced technology enterprises invested in and
operated by foreign businesses which remain advanced technology enterprises after the period of
enterprise income tax exemption or reduction has expired in accordance with the provisions of the
Tax law may continue to pay enterprise income tax for an additional three years at the tax rate
specified in the Tax Law reduced by one half.

8. Subsid unit, or in cases where this is not ible, the total amount or the annual amount
budgeted for that subsidy

Not available
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9. Duration of the subsidy and/or any other time-limits attached to it
1991 -present

10. atistical itting an a; ment of the trade effects of a subsi

Not available

Title of the subsidy programme

Preferential tax policies for enterprises recognized as high or new technology enterprises
established in the State high or new technology industrial development zones

2. Period covered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage high and new technology industrial development and enhance the technology
progress

4. Background and authority for the subsidy
MOF, SAT, MOST
S. Legislation under which it is granted
MOF Circular Cai Shui Zi No.001 of 1994
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provi
(1) The cnterprise income tax of the enterprises recognized as high or new technology
cnterprises cstablished in the State high or new technology industrial development zones may be

levied at a reduced rate of fifteen per cent, and may be exempt from the enterprises income tax in the
first and second years from the year beginning production.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the gnnual amount
budgeted for thai subsidy

Not available

/8 4-
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9. Duration of the subsidy and/or any other time-limits attached to it

1994-present

10. Statistical ittin sessment of the trade effects of a subsid

Not available

Title of the subsi rogramme

Preferential tax policies for enterprises with foreign investment cstablished in special
cconomic zones (excluding Shanghai Pudong area)

2. Period cover he notification
2001-2004
3. Polic jective and/or purpose of the subsi

To absorb foreign investment and expand the open-up policy and enhance development of the
arcas

4, Background and authority for the subsidy
MOF, SAT, MOFCOM
S. Legislation under which it is granted

Income Tax Law of the People's Republic of China for Enterprises with Foreign Investment
and Foreign Enterprises,

Rudes for the Implementation of the Income Tax Law of the People's Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided .
(1) The income tax on cnterprises with foreign investment established in Shenzhen, Zhuhai,
Shantou, Xiamen and Hainan special economic zones and foreign enterprises which have
establishments or places in these special economic zones engaged in production or business
operations shall be levied at the reduced rate of fifteen per cent. (2) The income tax on enterprises
with foreign investment of a production nature cstablished in the old urban districts of cities where the
above-mentioned zones are located shall be levied at the reduced rate of twenty-four per cent.
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(3) The income tax on the production-oriented enterprises with foreign investment established in the
old urban districts of cities where the above-mentioned zones are located and which are engaged in
the following projects: (a) technology-intensive or knowledge-intensive projects, (b) projects with
foreign investments of over US$30 million and having long periods for return on investment, (c)
energy resources, transportation and port construction projects, shall be levied at the reduced rate of
fifteen per cent. (4) Enterprises with foreign investment established in the Hainan special economic
zones and engaged in infrastructure projects such as airports, harbours, docks, highways, railways,
power stations, coal mines and water conservation, and enterprises with foreign investment engaged
in the development of and operations in agriculture where the period of operations is fifteen years or
more, shall be exempt from enterprise income tax from the first year to the fifth years starting from
the year beginning to make profit and subject to enterprise income tax at a rate reduced by one half tor
the sixth year through the tenth year. (5) The foreign investors who reinvest the profit made from the
enterprises established in Hainan special economic zones into the infrastructure construction projects
of, or agricultural development enterprises in, the Hainan special economic zones may be refunded
the entire portion of the enterprise income tax that has been paid on the reinvested amount.

8. Subsi i in cases
budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to it
1984-present, while item (5) 1991 -present

10. Statistical dat itting an assessment of the trade effects of a subsid

Not available

1. Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment established in the costal
economic open areas and in the economic and technological development zones

2, Period covered by the notification
2001-2004
3 Policy objective and/or purpose of the subsidy

To absorb foreign investment and expand the open-up policy and enhance development of the
areas

/82




[T R AN L I o

G/SCM/N/123/CHN ot e
Page 14

4, Background and authority for the subsidy

MOF, SAT, MOFCOM

5. Legislation under which it is granted

Income Tax Law of the People's Republic of China for Enterprises with Foreign Investment
and Foreign Enterprises,

Rules for the Implementation of the Income Tax Law of the People's Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises

6. Form of the subsidy
Preferential tax treatment
7. To whom and how th idy is provid

(1) The income tax on enterprises with foreign investment of a production nature established
in the economic and technological development zones shall be levied at the reduced rate of fifteen per
cent. (2) The income tax on enterpriscs with foreign investment of a production nature established in
the coastal economic open areas (note 2) and in the old urban districts of cities where the economic
and technological development zones are located shall be levied at the reduced rate of twenty-four per
cent. (3) The income tax on the enterprises with foreign investment of a production nature established
in the coastal economic open areas and in the old urban districts of cities where the economic and
technological development zones are located and which are engaged in the following projects: (a)
technology-intensive or knowledge-intensive projects, (b) projects with foreign investments of over
US$30 million and having long periods for return on investment, (c) energy resource, transportation
and port construction projects, shall be levied at the reduced rate of fitteen per cent.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to it

1984- present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

/8
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XIL
1. Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment established in Pudong area of
Shanghai

2. Period covered by the notification

2001-2004

3. Policy objective and/or purpose of the subsidy

To absorb foreign investment and expand the open-up policy and enhance development of the
area

4. Background and autharity for the subsidy

MOF, SAT, MOFCOM
S. Legislation under which it is granted

Income Tux Law of the People's Republic of China for Enterprises with Foreign Invesiment
and Foreign Enterprises:

Rules for the Implementation of the Income Tax Law of the People’s Republic of China for
Enterprises with Foreign Investment and Foreign Enterprises.

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

The income tax on enterprises with foreign investment of a production nature established in
Pudong area of Shanghai as well as enterprises with foreign investment engaged in energy resources
and transport construction projects such as airport, ports, railways, highways and power stations shall
be levied at the reduced rate of fifteen per cent. Enterprises with foreign investment engaged in
energy resources and transport construction projects such as airport, ports, railways, highways and
power stations where the period of operations is fifteen years or more may be exempt from enterprise
income tax from the first year to the fifth year starting from the year beginning to make profit and
subject to enterprise income tax at a rate reduced by one half for the sixth year through the tenth year.

s.

budgeted for that subsidy

Not available

/80
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9. Duration_of the subsidy and/or any other time-limits attached to it

1991 -present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available
XIIL
1. Title of the subsidy programme

Preferential tax policies for enterprises with foreign investment established in the Three
Gorges of Yangtze River Economic Zone

2. Peri vered by the notification
2001-2004

3. Policy objective and/or purpose of the subsidy

To absorb foreign investment and expand the open-up policy and enhance development of the

areas

4. Background and authority for the subsidy
MOF, SAT, MOFCOM

S. Legislation under which it i n

MOF Circular Cai Shui Zi No.034 of 1995

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

(1) The income tax on enterprises with foreign investment of a production nature established
in the Three Gorges of Yangtze River Economic Zone (note 3) shall be levied at the reduced rate of
twenty-four per cent. (2) The income tax on enterprises with foreign investment established in the
Three Gorges of Yangtze River Economic Zonc which are engaged in energy resources,
transportation, harbour and wharf projects or other projects encouraged by the State, shall be levied at
the reduced rate of fificen per cent. (3) The income tax on the enterprises with foreign investment of
a production nature cstablished in the old urban districts of the open cities along the Yangtze River
such as Yichang, Wanxian and Fuling and etc., shall be levied at the reduced rate of twenty-four per
cent. (4) Among the enterprises mentioned in item (3), those engaged in technology-intensive or

/7
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knowledge-intensive projects, or projects with foreign investments of over US$30 million and having
long periods for return on investment, or energy resources, transportation and port construction
projects shall be levied at the reduced rate of fificen per cent.

8. Subsid, nil, or in cases where this is nof ible_the total amount or the annual amount
ed for id;

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
1995-present
10. Statistical data permitting an assessment of the trade effects of a subsid
Not available
XIV.
1. Title of the subsidy programme
Preferential tax policies in the western regions
2. Period covered by the notification
2001-2004
3. Polic jective and/or purpose of the subsi
To accelerate the development of the western regions, expand the opening up, lessen the
imbalance of economic development among different areas and accelerate the development of the
regions
4. Background and authority for the subsidy
MOF, SAT, MOFCOM and other relevant authorities under the State Council
S. Legislation under which it is granted
State Council Circular Guo Fa No. 33 of 2000;
General Office of State Council Circular Guo Ban Fa No. 73 of 2001;

MOF Circular Cai Shui No. 202 of 2001;
SAT Circular Guo Shui Fa No. 172 of 1999,

6. Form of the subsidy

Preferential tax treatment

/78
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7. To whom and how the subsidy is provided

(1) The income tax on enterprises, domestic and foreign-invested, established in the western
regions (note 4) which are engaged in industries encouraged by the State shall be levied at the reduced
rate of fifieen per cent from the year 2001 to 2010. For domestic enterprises, industries encouraged
by the State refer to those listed in the “Catalogue of the Industries, Products and Technologies
Particularly Encouraged by the State”, and the enterprises must have the items included in the
Catalogue as its major business which should account for over seventy per cent of total revenue. For
foreign-invested enterprises, industries encouraged by the State refer to those listed as encouraged in
the “Catalogue for the Guidance of the Foreign Investment Industries” and listed in the “Catalogue for
the Guidance of the Advantageous Industries in Central and Western Regions for Foreign
Investment”, and the enterprises must have the items as listed in the two Catalogues as its major
business which should account for over seventy per cent of total revenue. (2) The enterprises,
domestic and foreign-invested, which are newly established in the western regions and engaged in
business such as transportation, electricity, water conservation and etc., of which the revenuc accounts
for over seventy per cent of total revenue, shall be, from the year beginning production or operation
for domestic enterprises and from the year beginning to make profit for foreign-invested enterprises
with the period of operations of ten years or more, exempt from the income tax for the first and
second years and subject to enterprise income tax at a rate reduced by one half for the third year
through the fifth year. (3) Income from production of agricultural specialty products which is a result
of returning cultivated land to forests and returning grazing land to grassland for the sake of
environmental protection shall be exempt from the agricultural specialty tax for 10 years from the
year beginning to generate revenue. (4) The land taken to construct highways in westen regions is
exempt from the farmland occupation tax. (5) The domestic and the foreign-invested enterprises
established in the western regions and engaged in the encouraged industries respectively as mentioned
above in item 1) are exempt from the tariff and import VAT for the imported equipments for self uses
within the total amount of the capital invested, except for those listed in “Catalogue for the imported
products not subject to tax exemption in foreign invested projects” or in the “Catalogue for the
imported products not subject to tax exemption in domestic invested projects”. (6) Since
January 1 2000, the foreign-invested enterprises established in nineteen provinces, autonomous
regions and municipalities directly under the Central Government in central and western regions,
namely Shanxi Province, Jilin Province, Heilongjiang Province, Anhui Province, Jiangxi Province,
Henan Province, Hubei Province, Hunan Province, Chongging Municipality, Sichuan Province,
Guizhou Province, Yunan Province, Tibet Autonomous Region, Shaanxi Province, Gansu Province,
Ningxia Hui Autonomous Region, Qinghai Province, Xinjiang Uygur Autonomous Region, Inner
Mongolia Autonomous Region, Guangxi Zhuang Autonomous Region, which are engaged in the
industries encouraged by the State as enlisted in the “Catalogue for the Guidance of Foreign
Investment Industries” as well as engaged in the advantageous industries and projects approved by the
State Council, shall be imposed the income tax at a reduced rate of fifteen per cent for another three
year following the expiration of the period for “two years excmption and three years of fifty per cent
reduction”.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budg for that subsi

Not availablc

/77
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Duration of the subsidy and/or any other time-limits attached to it

2001-2010

Statistical data permitting an assessment of the trade effects of a subsidy

Not available

Title of the subsidy programme

Preferential tax policies for enterprises established in the poverty stricken areas

Peri Vi he notification
2001-2004
Poli jective and/or purpose of the subsid

To encourage the alleviation of poverty and accelerate the economic development of the

poverty stricken areas

4,

Background an thority for the subsi

MOF, SAT, Office of Poverty Alleviation under the State Council, and National Development

and Reform Committee (NDRC)

S.

Legislation under which it is granted
MOF Circular Cai Shui Zi No.001 of 1994
Eorm of the subsid

Preferential tax treatment

To whom and how the subsidy is provided

The income tax of the enterprises newly cstablished in the old revolution base arcas during

the revolution era, areas with ethnic groups residence, remote areas and poverty stricken areas may be
exempt or reduced for three years.

8.

Subsidy per unit, or in cases where this is not possible, the totat amount or the annual amount
budgeted for that subsidy

Not available

74
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9. Duration of the subsidy and/or any other time-limits attached to it

1994-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XVL
1. Title of the subsidy programme

Fiscal funds to alleviate poverty

2. Period covered he notification
2001-2004
3. Poli jective and/or purpose of th

To improve the production and living conditions and increase the income of the poverty
stricken population, and to enhance the economic and social development of the poverty stricken
areas.

4. Background and authority for the subsidy

MOF, Office of Poverty Alleviation under the State Council, NDRC
5. Legislation under which jt is granted

MOF Circular Cai Nong No.18 of 2000
6. Eorm of the subsidy

Financial appropriations
7. To whom and how the subsidy is provi

The funds are allocated by MOF to local governments according to the allocation
programmes which are approved by the State Council Lcading Group of Poverty Alleviation. The
funds arc used by local governments to provide subsidies to individuals and organizations for

individual subsidization, infrastructure construction and training programmes in the poverty stricken
areas.




S ne o
" v FILE

o st waned
G/SCM/N/123/CHN
Page 21

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total
9,090 9,590 10,390 11,177 40,247

9. Duration of the subsidy and/or any other time-limits attached to it

1980-presént
10. tistical data permitting an assessment of the trade effe f I

Not available

XVII.
1. Title of the subsidy programme

Specific subsidy on agricultural production and construction in the poverty stricken areas of
Hexi and Dingxi of Gansu Province and Xihaigu of Ningxia Hui Autonomous Region

2. Period cover the notification
2001-2004
3. Polic jective and/or pu e of th i

To accelerate economic and social development of the poverty stricken arcas of Gansu
Province and Ningxia Hui Autonomous Region

4. Backyround and authority for the subsidy
MOF, Office of Poverty Alleviation under the State Council, NDRC
5. Legislation under which it is granted
MOF Circular Cai Nong No.67 of 2001
6. Form of the subsidy
Financial appropriations
7. To whom and how the subsidy is provided

The funds arc allocated by MOF to the local governments of Gansu Province and Ningxia Hui
Autonomous Region to provide subsidics to individuals and organizations for individual

(74
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subsidization, infrastructure construction, training programmes and transmigration and resettlement
programmes in the poverty stricken areas. Prior to 2004, the two provincial governments would
submit programmes applying for the subsidy first. The funds would be allocated after the
programmes were jointly approved by MOF, Office of Poverty Alleviation under the State Council
and NDRC. From 2004 on, funds are allocated first to the two provincial governments which are
required to submit programme later for record only instead of for approval.

8. sid unit, or in where this is n ible, the total amount or the annual amoun

budgeted for that subsidy

Unit. million RMB
[ 2001 2002 2003 2004 Total
{200 200 200 200 300

9. Duration of the subsidy and/or any other time-limits attached to it
1983-2008
10. Statistical rmitting an assessment of the {r. {fe f i

Not available

XVIIL
1. Title of the subsidy programme

Interests discount of poverty alleviation loans
2. Period cover he notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To improve the production and living conditions and increase the income of the poverty

stricken population, and to enhance the economic and social development of the poverty stricken
areas

4. Background and authority for the subsidy
MOF, Office of Poverty Alleviation under the State Council, People’s Bank of China
S. Legislation under which it is granted

People’s Bank of China Circular Yin Fa No.185 of 2001
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Form of the subsidy

Interests discount

To whom and how the subsidy is provided

Agricultural Bank of China collects and submits the information on loans provided to

individuals and organizations in the poverty stricken areas on programmes of infrastructure
construction and development of planting, breeding and processing, etc. After local financial
authorities and local Offices of Poverty Alleviation jointly review and approve the programmes, MOF
settles the interests discount with the headquarter of Agricultural Bank of China. Since 2004, the
tunds of this interests discount are partially appropriated to the governments of the poverty stricken
counties which will independently choose the financial institutions to provide poverty alleviation
loans and negotiate on the terms of interests discount settlement.

8.

XIX.

idy per unit, or in cases where this is n ssible, the total am or the annual amount

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total
524.50 530 530 613.29 2197.79

Duration of the subsidy and/or any other time-limits attached to it

1986-present

Not available

Title of the subsidy programme

Preferential tax policies for enterprises which utilize the waste materials
Period covered by the notifi

2001-2004

Policy objective and/or purpose of the subsidy

To protect the environment and encourage the recycling of resources

Background and authority for the subsidy

MOF, SAT
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5. Legislation under which it is granted
MOF Circular Cai Shui Zi No.001 of 1994
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided

The income tax of the enterprises which use the waste materials such as waste water, waster
residue and waste gas as major materials for production may be exempt or reduced within five years.

8. i unit, or in ¢ where this is not possible, the total amount or the annual amoun

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits attached 1o jt
1994-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available
XX.
1. Title of the subsidy programme
Preferential tax policies for enterprises suffering from natural disasters
2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To reduce the losses due to natural disasters

4, Background and auithority for the subsidy

MOF, SAT




PUTLIS FILE
G/SCM/N/123/CHN
Page 25

Legislation under which it is granted

MOF Circular Cai Shui Zi No.001 of 1994

Form of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

The income tax of the enterprises suffering from natural disasters such as floods, fire or

carthquakes etc. may be exempt or reduced for one year.

8.

ubsi r unit, or in cases where this is n ssible, the 1 amount or the annual amount

budgeted for that subsidy

Not available

Not available

Title of the subsidy programme

Preferential tax policies for welfare enterprises

Period covered by the notification

2001-2004

Policy objective and/or purpose of the subsidy

To encourage increase of job opportunities and help the employment of the disabled pcople
Background and authority for the subsidy

MOF, SAT

Legislation under which it is granted

SAT Circular Guo Shui Fa No.155 of 1994

[7p
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6. Form of the subsidy

Prefcrential tax treatment

7. To whom and how the subsidy is provided

(1) The income tax paid by the enterprises in which employees with disabilities such as
blindness, deafness, dumbness and physical deformities are over 50% of total employces may
be one hundred per cent refunded. (2) The income tax paid by the enterprises in which
employees with disabilities such as blindness, deafness, dumbness and physical deformities
are over 35% but less than 50% of total employees, if at a loss, may be partially or totally
refunded to the extent to compensate the loss.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for i

Not available
9. Duration of the subsidy and/or any other time-limits attached to i
1994-present

10. Statistical ermitting an asscssment of the tr it f a_subsid

Not available

XXIL
1. Title of the subsidy programme

Preferential tax policies for enterprises making little profits
2. P

i vered by the notification

2001-2004

3. Policy objective and/or purpose of the subsidy

To reduce the burden of the enterprises making little profits to maintain job opportunities

4, Background and authority_for the subsidy

MOF, SAT
3. Legislation under which it is granted

MOF Circular Cai Shui Zi No.009 of 1994

/169
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Eorm of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

(1) The income tax enterprises whose annuai taxable income is less than RMB 30,000 may be

levied at a reduced rate of eighteen per cent. (2) The income tax of enterprises whose annual taxable
income is less than RMB 100,000 but more than RMB 30,000 may be levied at a reduced rate of
twenty-seven per cent.

8.

XXIIL

Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Not available

Duration of the subsidy and/or any other time-limits attached to it
1994-present

Statistical rmitting an assessment of the trade eff f Si

Not available

Title of the subsidy programme
Preferential tax policies for township enterprises
Period covered by the notification

2001-2004

Policy objective and/or purpose of the subsidy

To reduce the burden of township enterprises due to the imperfect social security system and

to encourage the township enterprise to improve the living and working conditions of their employees.

4.

Background an hority for the subsi
MOF, SAT
Legislation under which it is granted

MOF Circular Cai Shui Zi No.001 of 1994

/68
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6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided

Ten per cent of the income tax payable by the township enterprise may be exempted to
subsidize the social security expenses.

8. i ni in cages where this is n ible, the total amount or the annual amoun|
budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to it

1994-present

Not available

XXIV.
1. Title of the subsidy programme

Preferential tax policies for enterprises which provide employment for unemployed people

[S]

Period covered by the notification

2001-2004

3. Poli jective and/or_pu of the subsid
To increase and encourage employment

4. Background and authority for the subsi
MOF, SAT

S. Legislation under which it ig granted

MOF Circular Cai Shui Zi No.001 of 1994
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6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided
(1) The income tax of the newly established urban enterprises which employ unemployed
people over sixty per cent of total employees within the year may be exempted for three years.
(2) The income tax of the above mentioned enterprises which newly employ unemployed people over
thirty per cent of original total employees within the year may be reduced by one half for an

additional two years after the three years period of income tax exemption has expired.

8. idy per unit, or in where this is n ssible, the total amount or the annual gmoun
bud for id '

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
1994-present
10. Statistical itting an ment of the trade effects of i
Not available
XXV,
1. Title of the subsidy programme
Preferential tax policies for scientific research institutions under transformation
2. Peri vered by the notification
2003-2004
3. Policy objective and/or purpose of the subsidy

To push forward the scientific research institutions to reform under the conditions of market
economy

4. Background and authority for the subsidy
MOF, SAT

S. Legislation under which it i granted

MOF Circular Cai Shui No.137 of 2003
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

The income tax of the 242 scientific research institutions subordinate to the former 10
National Bureaus administrated by the former State Economic and Trade Commission (SETC) and the
134 scientific research institutions subordinate to 11 Ministries such as Ministry of Construction
which transformed into enterprises or be integrated into enterpriscs, as well as the scientific research
institutions subordinate to the organizations under the State Council which transformed into

enterprises or be integrated into enterprises after reviewed and approved by MOST and MOF, shall be
exempted for five years since the day of the transformation registration.

8. i unit, or in where this is n ible, th al amount or the annual amoun

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to it
2003-present

10. istical data permitting an ment of the trade eff f 3 subsid:
Not available

XXVI.
1. Title of the subsidy programme

Prefercntial tax policies for the research and development of enterprises

2. Peri vered by the notification
2003-2004
3. Policy gbjective and/or purpose of the subsidy

To encourage the research and development of enterprises

4. Background and authority for the subsidy

MOF, SAT

/65
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S. Legislation under which it is granted
MOF Circular Cai Shui No.244 of 2003 i
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the idy is provi
The actual cxpenses of domestic industrial enterprises, regardless of the ownership, on
rescarch and development of new products, new technologies and new crafts which has increased ten

per cent or more from the previous year, may be offset by 150% from the taxable income of the year.

8. sidy per unit, or in cases wh his is not possible, the total amount or the annyal am

budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2003-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XXVIL
1. Title of the subsidy programme

Preferential tax policies for the research and development of forcign-invested enterprises

2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage the research and development of enterprises
4. Background an hority for the subsi

MOF, SAT
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Legislation under which it is granted

SAT Circular Guo Shui Fa No.173 of 1999

Eorm of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

The actual expenses of foreign-invested enterprises on research and development conducted

in China, which has increased ten per cent or more from the previous year, may be offset by 150%
from the taxable income of the year.

8. Subsi ni in cases where this is not possible, the total amount or the annual amount
budgeted for ubsid
Not available

9. Duration of the subsidy and/or any other time-limits attached to it
1999-present

10. §lali§1i'g_al data permitting an assessment of the trade effects of a subsidy
Not available

XXVIIL

1. Title of the subsidy programme
Preferential tax policies for enterprises transferring technology

2. Period covered by the notification
2001-2004

3. Policy objective and/or purpose of the subsidy
To encourage the transfers of technology

4. Background and authority for the subsidy

MOF, SAT
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5. Legislation under which it is granted
MOA Circular Nong Jing Fa No.8 of 2000;
MOA Circular Nong Jing Fa No.10 of 2000;
SAT Circular Guo Shui Fa No. 124 of 2001.

6. Form of the subsidy
Preferential tax treatment

7. To whom and how the subsidy is provided
The income of the key leading enterprises, and of their holding subsidiary companies,

obtained from planting, animal and fish farming, and preliminary processing of agricultural and forest

products may be exempt from income tax.

8. ubsidy per unit, or in cases where this is n sible, the total amount or the annual amoun
budgeted for that subsid

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2001 -present
10. istical data permitting an a ment of the trade effects of sid,

Not available

XXX.
1. Title of the subsidy programme

Preferential tax policies for the enterprises engaged in forestry
2. Period covered he notification

2001-2004

3. Policy objective and/or purpose of the subsidy
To encourage the development of forestry

4. Background angd authority for the subsi

MOF, SAT, State Forestry Administration (SFA)
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5. Legislation under which it is granted

MOF Circular Cai Shui No.171 of 2001,
MOF Circular Cai Shui No.49 of 1997

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided
The income of the enterprises and institutions obtained from production of forestry, forestry
seeds as well as from preliminary processing of forestry products may be exempt from income tax

since January 1 2001.

8. i unit, or in cases where this is n ible, the total amount or the annual amount

budgeted for that subsidy .
Not available

9. Duration of the subsidy and/or any other time-limits attached to it
2001 -present

10. tatistical data permitting an assessment of the tr. ccts of a subsid

Not available

XXXI.
1. Title of the subsidy programme

Funds for supporting technological innovation for the technological small and medium-sized
enterprises (SMEs)

2. Period covered by the notification
2001-2004

3 Policy objective and/or purpose of the subsidy

To support the SMEs in technology innovation and encourage the industrialization of the
science and technology achievements

4. Background and authority for the subsidy

MOF, MOST

/60
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5. Legislation under which it is granted

General Office of State Council Circular Guo Ban Fa No. 47 of 1999

6. Eorm of the subsidy

Financial appropriations or loan interests discount

7. To whom and how the subsidy is provided

In the projects of financial appropriations, the SMEs of science and technology nature receive
firstly seventy per cent of the total assisting amount approved to be granted to the enterprises. In the
projects of interest discount, the SMEs of science and technology nature receive firstly eighty per cent
of the assisting fund for interest discount in accordance with the interest settlement document
provided by the enterprises. The rest of the grant or assisting fund for interest discount shall be paid
after the projects being completed as well as checked and accepted. Each project shall receive no
more than RMB 1 million and in particular cases no more than RMB 2 million.

8. 1 unit, or in cases where this is n ible, the total amount or the annual amount

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total
800 500 500 500 2300

9. Duration of the subsidy and/or any other time-limits attached to it

1999-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XXXII.
i. Title of the subsidy programme

Development funds for SMEs
2. Period covere: he notification
2004

3. Policy objective and/or purpose of the subsidy

To support the SMEs development

/5‘7
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Background and authority for the subsidy

MOF, NDRC

Legislation under which it js granted

Law of the People’s Republic of China on Promotion of Small and Medium-sized Enterprises
Form of the subsidy

Financial appropriations or loan interests discount

To whom and how the subsidy is provi

For the enterprises who invest into the project mainly with self-owned capital, the aid is given

in the form of grant of no more than RMB 2 million or within the limit of the self-owned capital
investment. For the enterprises who invest into the project mainly with loans, the aid is given in the
form of interest discount with a rate decided by the amount of loans and the interest rate in the same
term published by People’s Bank of China. The period of each project enjoying the interest discount
should be no more than two years and the total amount each project receives in the form of interest
discount should be no more than RMB 1.5 million.

Subsidy per unit, or in ¢ases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2004 Total
100 100

Duration of the subsidy and/or any other time-limits attached to it

2004-present

Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XXXIIL

1.

Title of the subsidy programme

Fund for international market exploration by SMEs

Period covered by the notification

2001-2004

/59
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3 Policy objective and/or purpose of the subsidy

To assist SMEs to explore the international market

4, Background and authority for the subsidy

MOF, MOFCOM

5. Legislation under which it is granted

MOF Circular Cai Qi No.467 of 2000,
MOFTEC (MOFCOM) Circular Ji Cai Fa No.270 of 2001

6. Form of the subsid
Financial appropriations
7. To whom and how the subsidy is provided

The fund is provided 10 SMEs or enterprises and organizations which provide services to
SME:s for the purpose of: (1) holding or participating in overscas exhibitions, (2) accreditation fee for
quality management system, environment management system or for the product, (3) promotion in the
international market, (4) exploring a new market, (5) holding trainings and syfnposiums, (6) overseas
bidding. The enterprises receive partial support to its international market exploration fees and the
grant is allocated on the basis of the approved application for fund afier market exploration activities
are completed.

8. Subsidy per unit, or in cases where this is ngt_possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

560 480 400 1000 2440

9. Duration of the subsidy and/or any other time-limits attached to it

1999-present
10. Statistical data permitting an assessment of the trade effé f i

Not available

/57
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XXXIV.
1. Title of the subsidy programme

Special fund for establishment of service system for SMEs

2. Period covered by the notification
2003-2004
3. Policy objective and/or e of th i

To assist entities to provide better services to SMEs

4, Background and authority for the subsidy

MOF
5. Legislation under which it is grani

Law of the People's Republic of China on Promotion of Small and Medium-sized Enterprises
MOF Circular Cai Jian No.124 of 2004

6. Form of the subsidy

Financial appropriations

7. To whom and how the subsidy is provided

The fund is provided as grant to entities which provide services to SMEs. For those who
provide training services to the SMEs, rent charges of training venue, payments to the lecturer and
expenses on teaching materials may be fully subsidized by the fund, and accommodations incurred by
the training services may be subsidized at a maximum of RMB 150 person/day. For thosc who
provide credit services to the SMEs, the actual expenses may be subsidized as appropriate. For those
who provide services for SMEs to start business, the actual expenses may be subsidized as
appropriate. For those who provide management consulting services for SMEs, the actual expenses
may be subsidized as appropriate.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2003 2004 Total

50 50 100




G/SCM/N/123/CHN Rt
O Page 42
7. To whom and how the subsidy is provid
The fund is provided to youngster farmers of rural arcas. MOF and MOA jointly review the

application for fund submitted by ocal governments. After approval of the application, fund is
granted by the MOF.

8. I er_unit, or in cases where this is not possible, the total amount or the annual amount

budgeted for that subsidy

Unit: million RMB

2001 2002 2003 | 2004 T Total
30 30 50 | 50 I 160
9. Duration of the subsidy and/or any other time-limits attached to it

1999-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XXXVIL

1. Title of the subsidy programme

Fund for specialized cooperatives of farmers

2. Period covered by the notification
2003-2004
3. Polic jective and/or purpose of the i

To support and facilitate the development of specialized cooperatives of farmers

4, Background and authority for th sid
MOF
S. Legislation under which it is granted

MOF¥ Circular Cai Nong No.87 of 2004
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XXXV,

Duration of the subsidy and/or any other time-limits attached to it

2003-present
Statistical itting an assessment of the trade effects of a subsid

Not available

Title of the subsidy programme
Fund for subsidizing the training of the rural migrant labour force
Period covered by the notification

2004

Policy objective and/or purpose of the subsidy

To improve the quality and the employment capabilities of the rural migrant workers, to

facilitate the migration of the rural labour force and increase rural incomes

4.

Background and authority for the subsidy
MOF, MOA

Legislation under which it is granted
MOF Circular Cai Nong No.38 of 2004
Form of the subsidy

Financial appropriations

To whom and how the subsidy is provided

The fund is provided to individuals, training institutions or other organizations chosen

through bidding procedures to provide training services to farmers. MOF and MOA jointly review the
application for fund submitted by local governments. After approval of the application, fund is
granted by the MOF.
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S. zislation under which it is granted
MOF Circular Cai Shui Zi No.001 of 1994
6. Eorm of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

The income tax of enterprises profiting from technology transfers as well as from providing
technology consultation, technology services and technology training in the transfer, may be exempt
where the annual net income of the enterprises is less than RMB 300,000, and where the annual net

income is more than RMB 300,000, the exceeding part shall be levied at the regular rate.

8. i r unit, or in cases where this is not possible, th | amount or the annual amount

budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2001-present

10. tatistical data permitting an ment of the trade effi f i

Not available

1. Title of the subsidy programme

Preferential tax policies for the key leading enterprises engaged in agricultural
industrialization

2. Period covered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage the agricultural industrialization

4. Background and authority for the subsidy

MOF, SAT, Ministry of Agriculture (MOA)

162
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8. S i in cas
budgeted for that subsidy
Unit: million RMB
2004 total
250 250
9. Duration of the subsidy and/or any other time-limits attached to it
2004-present
10. Statistical data permitting an assessment of the trade effects of a subsidy
Not available
XXXVIL

1. Title of the subsidy programme

Outlay for training of youngster farmers on science and technology

2. Period covered he notification
2001-2004
3. Poli jective and/or purpgse of the subsid

To assist the youngster farmers to obtain the knowledge on science and technology and to

improve their management capacity

4. Background and authority for the subsidy

MOF, MOA

5. Legislation under which it is granted

MOA Circular Nong Ke Jiao Fa No.8 of 1999

6. Form of the subsidy

Financial appropriations

154
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6. Form of the subsidy

Financial appropriations
7. To whom and how the subsidy is provided

The fund is provided to qualified specialized cooperatives of farmers. MOF reviews the
application for fund submitted by local governments and grants the fund after approval of the

application.

8. id unit, or in cases where this is not ible, the total amount or the annual am
budgeted for that subsid

Unit: million RMB

2003 2004 Total
20 50 70
9. Duration of the subsidy and/or any other time-limits attach I

2003-present

10. Statistical data permitting an assessment of the trade effects of a subsidy
Not available

XXXVIIL

1. Title of the subsidy programme
Subsidy for popularization of agricultural technologies

2. Period covered by the notification
2001-2004

3. Policy objective and/or purpose of th sid

To popularize advanced and practical agricultural technologies

4. Background and authority for the id;
MOF
5. Legislation under which it is granted

MOF Circular Cai Nong No.81 of 2004

162
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6. Form of the subsidy

Financial appropriations
7. To whom and how the subsidy is provided
The fund is provided to projects which embody geographic advantages and can serve as a

model to other areas. MOF reviews the application for fund submitted by local governments and
grants the fund after approval of the application.

8.

Unit: million RMB

budgeted for that subsidy

2001 2002

2003

2004

Total

135 175

175

I

200

685

9. Duration of the subsidy and/or any other time-limits attached to it

1999-present

LL o I B R T
(ORI |

10. Statistical data permitting an assessment of the trade effects of 4 subsidy

Not available

XXXIX.

I. Title of the subsidy programme

Subsidy for growing superior grain cultivars

[S]

2002-2004

Period covered by the notification

3. Policy objective and/or purpose of the subsidy

To accelerate the upgrade of grains and crops, increase the output of agricultural products,
improve the quality of agricultural products and guarantce food security.

4. Background and authority for the subsidy

MOF, MOA

fH

-

L=

/5




Pr LA IEE o a1 E
[SRPEIVRE 35T 0N 0 /5©
G/SCM/N/123/CHN
Page 45
S. Legistation under which it is granted
MOF Circular Cai Nong No.16 and17 of 2004
6. Form of the subsidy
Financial appropriations
7. To whom and how the subsidy is provided
The fund is provided to grain cultivars supply enterprises in major crop-producing provinces
chosen through bidding procedures. MOF and MOA jointly review the application for fund submitted

by local governments. After approval of the application, fund is granted by the MOF.

8. Subsi r unit, or in cases where this is n ssible, th al amount or the annual amount
b for ubsid

Unit: million RMB

2002 2003 2004 Total
100 300 2852 3252
9. Duration of the subsi nd/or any other time-limits attached to i

2002-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

XL.
1. Title of the subsidy programme
Subsidy for purchasing agricultural machinery and tools
2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To enhance the contribution of agricultural science and technology, and push forward the
development of agriculture and rural economies

[
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4. Background and authority for the subsidy

MOA, MOF
5. Legislation under which it is granted

MOA Circular Nong Cai Fa No.6 of 2004
6. Form of the subsid

Financial appropriations
7. To whom and how th idy is provided

The fund is provided to individual farmers or services providers on agricultural machinery
and tools that purchase agricultural machinery and 100ls through bidding procedures. MOF and MOA
jointly review the application for fund submitted by local governments. After approval of the

application, fund is granted by the MOF.

8. St cr_unit, or in cases where this is n sible, the total amount or the annual amoun

budgeted for that subsidy

Unit: million RMB
I 2001 2002 2003 2004 Total

I 20 20 40 70 150

9. Duration of the subsidy and/or any other time-limits attached to it

1999-present
10. istical rinjiting an_asscssment of the trade effe f a_subsid:

Not available

XLIL
1. Title of the subsidy programme

Subsidy for actualizing agricultural technology
2. Period covere he notification

2001-2004

/f/ﬁ
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Policy objective and/or purpose of the subsidy

To accelerate the actualization of agricultural technological achievements in agriculture,

forestry, water conservation and irrigation, and improve the capacity of agricultural innovation

4.

Background and authority for the subsidy
MOF, MOST

islation under_which it i nted
MOST Circular Guo Ke Ban Cai Zi No.417 of 2001
Form of the subsidy -
Financial appropriations
To whom and how the subsidy is provi

The fund is provided to individuals or enterprises that are the right-holders for new

agricultural technology. MOF and MOST jointly review the application for fund submitted by local
governments. Afier approval of the application, fund is granted by the MOF.

8.

XLIL

Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit; million RMB
2001 ' 2002 2003 2004 Total

400 i 200 200 250 1050

Duration of the subsidy and/or any other time-limits attached to it

2001 -present

Statistical data permitting an assessment of the trade effects of a subsidy

Not available

Title of the subsidy programme

Fund provided for agricultural industrialization

I 48
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Period covered by the notification

2001-2004
Policy objective and/or purpose of the subsidy

To increase rural income, increase the scale and modernization of agricultural operation, and

to improve the efficiency of agriculture in general

4.

Background and authority for the subsid:
MOF

Legislation under which it is granted
MOF Circular Cai Nong No.88 of 2004
Form of the subsidy

Financial appropriation

To whom and how the subsidy is provided

The fund is provided to qualified enterprises. The MOF reviews the application for fund

submitted by local governments and grants the fund after approval of the application.

8.

I er_unit, or in cases where this is n ible, the total amount or the annual amount

budgeted for that subsidy

Unit: million RMB

2001 2002 2003 2004 Total
70 100 100 100 370

Duration of the subsidy and/or any other time-limi tached to it
1998-present
istical data permitting an assessment of the trade effects of a subsid:

Not available
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XLIIL

Title of the subsidy programme

Fund for agricultural disaster relief

Period covered by the notification
2001-2004

Policy objective and/or e of the subsi
To prevent and control agricultural disasters as well as provide disaster relief
Background and authority for the i
MOF, MOA

1egislation under which it is granied

MOF Circular Cai Nong No.232 of 2001
Form of the subsidy

Financial appropriations

To whom and how th idy is provide

The fund is provided to individuals or organizations that fight against disasters and resume

production afterwards. MOF and MOA jointly review the application for fund submitted by local
governments. After approval of the application, fund is granted by the MOF.

8.

Subsidy per unit, or in where this is n ible, the total amount or the annual amount

budgeted for that subsidy

Unit: million RMB

[ 2001 2002 2003 2004 I Total
942 635 735 905 | 3217
1
Duration of th idy and/or any other time-limits attach it

1999-present
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10. tatistical rmitting an assessment of the trade effects of a subsid
Not available
XLIV.

1. Title of the subsidy programme

Fund provided to exempt from or reduce agriculture tax on farmers suffering from poor
harvest after disasters

2. Peri ver. he notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To relieve tax burden of farmers who suffered from disasters

4, Background and authority for the subsid
MOF, SAT
S. Legislation under which it is grante

Regulation of the People's Republic of China on Agricultural Tax,
MOF Circular Cai Nong No.132 of 2001

6. Form of the subsidy
Financial appropriations
7. To whom and how the idy is provided
The fund is provided to farmers who suffered from poor harvest due to natural disasters. MOF

and SAT jointly review the application for fund submitted by local governments and grant the fund
after approval of the application.

8. Subsidy per unit, or in cases where this is not possible, the {otal amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

4,000 1,000 2,000 1,500 8,500




XLV.

LT S e B L
Pv.../...:'v b oloes

G/SCM/N/123/CHN
Page 51

Duration of the subsidy and/or any other time-limits attached to it

Period when agriculture tax exists
tistical data itting an assessment of the trade effects of a subsid

Not available

Title of the subsidy programme

Subsidy for major flood control and drought resistance
Period covered by the notification

2001-2004

Poli jective and/or_purpose of th si

To assist areas that suffer from major floods or drought, to prevent or fight against the

disasters, and to assist the flood control of major rivers and lakes directly supervised by the central
government.

4.

Background and authority for the subsidy

MOF. Ministry of Water Resources (MOWR)

Legislation under which it is granted
MOF Circular Cai Nong No.30 of 2001
Form of the subsidy

Financial appropriations

To whom and how the subsidy is provided

The fund is provided to enterprises or related organizations. MOF and MOWR jointly review

the application for fund submitted by local governments. After approval of the application, fund is
granted by the MOF.
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8. ubsidy per unit, or in ¢ where this is not ible, the total amount or_the annual amount

budgeted for that subsidy

Unit: million RMB

| 2001 2002 2003 | 2004 Total
i 950 1364 1342 ] 93] 4587
9. Duration of the subsi nd/or any other time-limits attached to i

1953-present
10. istical data permitting an ment of the trade effe f a subsi
Not available

XLVL
1. Title of the subsidy programme

Fund for construction of small irrigation facilities in rural areas

2. Peri ver he notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To support the projects which are closely related to working and living conditions of rural
population such as rural water supply, rural energy supply, small forestry, small projects on water and
soil conservation and small irrigation facilitics.

4. Background and authority for the subsi

MOF, MOWR
S. Legislation under which it is granted

MOF Circular Cai Ban Nong No.74 of 2001

6. Form of the subsidy

Financial appropriations
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7. To whom and how the subsidy is provided

The fund is provided to individuals, enterprises or related organizations. MOF and MOWR
jointly review the application for fund submitted by local governments. After approval of the
application, fund is granted by the MOF.

8. idy per unit, or in ¢ where this is n ible, the total am r the annual amoun

budgeted for that subsidy

Unit: million RMB
2001 | 2002 2003 2004 Total

100 l 100 100 100 400
Il

9. Duration of the subsidy and/or any other time-limits attached 1o it
2001-present
10. tatistical data permitting an ment of the trade effects of i
Not available
XLVIL
1. Title of the subsidy programme
Fund for construction of small ecological facilities in rural areas
2. Period cover: he notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To support the projects which are closely related to working and living conditions of rural
population such as rural water supply, rural encrgy supply, small forestry, small project on water and
soil conservation and small irrigation facilities.
4. Background and authority for the id
MOF, SFA
5. Legislation under which it is granted

MOF Circular Cai Ban Nong No.74 of 2001




R e B /4’/
G/SCM/N/123/CHN (NS W i T
“ Page 54

P

6. Form of the subsidy
Financial appropriations
7. To whom and how the subsidy is provided

The fund is provided to rural forestry arcas. The MOF reviews the application for fund
submitted by local governments and grants the fund after approval of the application.

8. Subsidy per unit, or in ¢cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB

2001 2002 2003 2004 Total
100 100 100 100 400
9. Duratiof the subsidy and/or any other time-limi ached 1o i

2001-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available
XLVIIL
1. Title of the subsidy programme
Fund for projects on collection, reservation and utilization of rainfall

2. Period covered by the notification

2004
3. Poli jective and/or se of the subsid

To support construction of rural irrigation infrastructure, improve rural living conditions and
rural productivity

4, Background and authority for the subsidy
MOF, MOWR
s, Legislation under which it is granted

MOF Circular Cai Nong No.138 of 2004
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6. Form of the subsidy

Financial appropriations

7. To whom and how the subsidy is provided

The fund is provided to individuals, enterprises or related organizations. MOF and the
MOWR jointly review the application for fund submitted by the local governments. Afier approval of
the application, fund is granted by the MOF.

8. i nit, or in cases where this is n ible, the total amount or the annyal amount

budgeted for that subsidy

Unit: million RMB
2004 Total

I 100 100

9. Duration of the subsidy and/or any other time-limits attached to it

2004-present

Not available

XLIX.
1. Title of the subsidy programme

Fund for interest discount of loans for the purpose of agricultural water-saving irrigation

2. Period covered by the notification
2001-2004
3. Poli jective and/or_purpose of the subsid

To support water-saving irrigation technology and the construction of arcas using water-
saving urrigation

4. Background and authority for the subsidy

MOF, MOWR
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S. Legislation under which it is granted
MOF Circular Cai Yu No.388 of 2001
6. Form of the subsidy

Interest discount

7. To whom and how the subsidy is provided

The fund is provided to individuals, enterprises or related organizations. MOF and MOWR
jointly review the application for fund submitted by local governments. Afier approval of the
application, fund is granted by the MOF.

8. i r unit, or in cases where this is n ible, the total amount or the annual amount

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

46.5 46.5 46.5 46.5 186

9. Duration of the subsidy and/or any other time-limits attached to it

1997-present

10.
- Not available

L. o
1. Title of the subsidy programme

Subsidics for national key construction projects on water and soil conservation
2. Period covered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To assist small scale farmland irrigation and water and soil conservation projects in rural
areas
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Background and authority for the subsid
MOF, MOWR

Legislation under which it is granted
MOF Circular Cai Nong No.402 of 1987
Form of the subsidy

Financial appropriations

To whom and how the subsidy is provided

The fund is provided to enterprises or related organizations. MOF and MOWR jointly review

the application for fund submitted by local governments. After approval of the application, fund is
granted by the MOF.

8.

idy per unit, or in where this is not possible, the 1 amount or the annual amou

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

50 50 50 50 200

Duration of the subsidy and/or any other time-timits attached to it

1983-present

Not available

Title of the subsidy programme
Special fund for projects on protection of natural forestry
Period covered by the notification

2001-2004

Policy objective and/or purpose of the subsidy

To protect natural forestry resources and improve eco-cnvironment
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Background and authority for the subsidy

MOF, SFA

islation under which it is gran

MOF Circular Cai Nong No.151 of 2000

Form of the subsidy

Financial appropriations

To whom and how the

bsidy is provi

L::.r LR LI Pl ':'.‘QL"" /\3\7
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The fund is provided to state owned forestry enterprises which are subject to timber
production reduction or Jumbering ban to transfer and settle down the laid-off workers. MOF reviews
the application for fund submitted by local governments and grants the fund afier approval of the

application.
8. 1 unit, or in ¢ where this is not possible, the total amount or the annual amount
budgeted for that subsidy
Unit: million RMB
200t 2002 2003 2004 Total
7146.95 7663.22 4966.52 4675.4 24452.09

LIL

Duration of the subsidy and/or any other time-limits attached to it

1998-2010

atistical

Not available

crmitting an assessmen

Title of the subsidy programme

f the trade cffects of a subsi

Cash subsidy for returning cuitivated land to forests

Peri vered

2001-2004

he notification
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3. Polic jective and/or se of the subsi

To improve the ecological environment, and to subsidize the farmers who return cultivated
land to forests for their necessary expenses such as medical care, education and daily expenses.

4, Background and authority for the subsidy

MOF, SFA

5. Legislation under which it is granted

State Council Circular Guo Fa No.10 of 2002

6. Form of the subsidy

Financial appropriations

7. To whom and how the subsidy is provided

The fund is provided to farmers who complete the retuming of cultivated land to forests and
are examined as qualified. MOF reviews the application for fund submitted by local governments and
grants the fund after approval of the application.

8. Subsi nif, or in cases wh his is pot possible, the 1 amount or the annual amount

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

361.82 1155.82 2165.82 2365.82 6049.28

9. Duration of the subsidy and/or any other time-limits attached to it

2000-present
10. Statistical rmitting an assessment of the trade effects of a subsi

Not available

LIIL
1. Title of the subsidy programme

Compensation fund for forestry ecological benefits
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2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To protect key forestry resources and ensure ecological security
4. Background and authority for the subsidy
MOF, SFA
S. Legislation under which it is granted

MOF Circular Cai Nong No.7 of 2001 (abolished);
MOF Circular Cai Nong No.169 of 2004

6. Form of the subsidy
Financial appropriations
7. To whom and how the subsidy is provi
The fund is provided to entities that manage the key national commonweal forests. MOF

reviews the application for fund submitted by tocal governments and grants the fund after approval of
the application.

8. Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

1000 1000 1000 2000 5000

9. Duration of the subsidy and/or any other time-limits attached to it

2001-2003 as pilot project
2004-present

10. istical data permitting an a ment of the tr; flects of i

Not available

135




LIV,

(3%

-
e RS RN

PTG wiest G/ISCM/N/I23/CHN
Page 61

Title of the subsidy programme
Interest discount for loans for the purpose of desertification prevention in forestry

Period covered by the notification

2001-2004
Policy objective and/or purpose of the subsidy

To encourage investment into the construction of forestry ecological environment, to facilitate

the implementation of key forestry projects such as protection of natural forest resources, the
returning cultivated land to forests etc.

4.

Background and authority for the subsid
MOF, SFA

Legislation under which it is granted
MOF Circular Cai Nong No.137 of 2002
Eorm of the subsid

Interest discount

To whom and how the subsidy is provided

The subsidy is provided to qualified forestry loans granted to individuals, enterprises and

other organizations. MOF reviews the application for fund submitted by central and local authorities
administering forestry and grants the fund after approving the application.

8.

Subsid I unit, or in ¢ whi his is n sible, th 1 amount or the annual amoun

budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Toral

56 192.10 213.67 114.697 576.467

Duration of the subsidy and/or any other time-limits attached to it

1986-2004

I3¢-
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10. Statistical data permitting an assessment of the trade effects of a subsidy
Not available
LV.
1. Title of the subsi rogramme
Subsidy for prevention from and control of pest and disease in forestry
2. Period covered by the notification
2001-2004
3.

Policy objective and/or purpose of the subsidy

To strengthen the disease, pest and rat prevention and control in forests, woods, seedling and

bamboo forest.

4.

Background and authority for the subsidy

MOF, SFA

Legislation under which it is granted
MOF Circular Cai Nong No.69 of 2002
Form of the subsidy

Financial appropnations

To whom and how the subsidy is provided

The fund is provided to individual, enterprises and organizations engaged in forestry for the

purpose of hazardous creaturc control. An application for fund is submitted by local government.
MOF and SFA jointly review the application and determine the amount of the subsidy. After
approval of the application, the MOF grants the fund.

8.

Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Unit: million RMB
2001 2002 2003 2004 Total

75 80 91 92 338

/23
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9. Duration of the subsidy and/or any other time-limits attached to it

1980-2004
10. tstical data permitting an sment of the trade effccts of bsid

Not available

LVL

1. Title of the subsidy programme

Subsidy for grass seed sowing by airplanes

2. Peri vere he notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To support the airplane sowing of grass seed in major grassland arcas

4 Background and authority for the subsidy

MOF, MOA

5. Legislation under which it is granted

MOF Circular Cai Nong No.139 of 2004
6. Form of the subsidy
Financial appropriations
7. To whom and how the subsidy is provided
The fund is provided to organizations which carry out airplane sowing of grass seeds. MOF

reviews the application for fund submitted by local governments and grants the fund after approval of
the application.
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8. ubsid nit, or in cases where this is not possible, the total amount or the annual amoun

budgeted for that subsidy

Unit: million RMB

F 2001 2002 2003 2004 Total

9 9 9 9 36
|

9. Duration of the subsidy and/or any other time-limits attached 1o it

1984-resent

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LVIL
1. Title of the subsidy programme

Preferential tax policies for integrated circuit industry

2. Peri vered by the notification
2001-2004
3. Polic jective and/or purpose of the subsid

To encourage the development of integrated circuit industry
4. Background and authority for the subsi

MOF, SAT

S. Legislation under which it is granted

MOF Circular Cai shui No.25 of 2000,
MOF Circular Cai shui No.70 of 2002,
MOF Circular Cai shui No.136 of 2002,
MOF Circular Cai shui No.140 of 2002,
MOF Circular Cai shui No.174 of 2004,
MOF Circular Cai shui No.40 of 2004

6. Form of the subsidy

Preferential tax treatment




rn \"‘“|'| rﬁ ["'”| r’“
“GAEMANSICN
Page 65

7. To whom and how the subsidy is provided

(1) Investor of integrated circuit producing or packaging enterprise who reinvests its share of
profit obtained from the enterprise, after paying income tax, directly into that enterprise by increasing
its registered capital, or uses the profit as capital investment to establish other integrated circuit
producing or packaging enterprises to operate for a period of not less than five years, shall be
refunded forty per cent of the income tax already paid on the reinvested amount.

(2) Domestic or foreign cconomic organizations investing its share of profit obtained inside
China, after paying the income tax, into integrated circuit producing or packaging enterprises located
in the western regions as capital investment to operate for a period of not less than five years, shall be
refunded eighty per cent of the income tax already paid on the reinvested amount.

(3) Integrated circuit producing enterprises with investment more than RMB § billion or
producing integrated circuit with a line width lesser than 0.25 um shall enjoy the same preferential tax
treatment as to encourage the foreign investors who invest into energy and transportation sectors.

(4) Accredited integrated circuit producing enterprises producing integrated circuit with a line
width of 0.8 micron or less shall, from the year beginning to make profit, be exempted from income
tax in the first and second years and allowed a fifty per cent reduction in the third to fifth years.

(5) The VAT of enterprises as normal taxpayers selling independently designed integrated
circuit products shall be refunded the portion over six per cent from June 2000 till the end of year
2001. and be refunded the portion over three per cent from year 2002. This policy ceased on April 1
2005.

(6) The import VAT of domestically designed integrated circuit with self-owned intellectual
property rights when processed overseas, shall be refunded the portion over six per cent from July 1
2000 till 1 October 2004.

(7) The imported raw materials for self production and expendables of the integrated circuit
producing enterprises established in China with investment more than RMB 8 billion or producing
integrated circuit with a line width lesser than 0.25 um shall be exempted from tariff and import VAT,

(8) The imported integrated circuit producing technology and whole set of producing
equipment, and the separately imported special equipment and apparatus to produce integrated circuit
by the accredited integrated circuit producing enterprises shall be exempt from tariff and import VAT.
The above mentioned cquipment and technologies shall excluded those listed in the “Catalogue for
the imported products not subject to tax exemption in foreign invested projecis” or in the “Catalogue
for the imported products not subject to tax exemption in domestic invested projects”.

8. i r unit, or in cases where this isn sible, the total amount or the annual amoun

budgeted for that subsidy

Not availabie

(30




[ Baad
Fpesyf R T
i A Y

G/SCM/N/123/CHN
Page 66

9. Duration of the subsidy and/or any other time-limits attached to it
(1) 2002-2010; (2) 2002-2010; (3) 1 July 2000-present; (4) 2002-present;

(5) 24 June 2000-1 Aprit 2005; (6) 1 July 2000-1 October 2004; (7) | July 2000-present;
(8) 1 July 2000-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LVIIL
1. Title of the subsidy programme

Preferential tax policies for foreign invested enterprises and foreign enterprises which have
establishments or place in China and are engaged in production or business operations purchasing
domestically produced equipments .

2. Peri ver the notification
2001-2004
3. Polic jective and/or purpose of th id

To attract foreign investment and support technology renovation.

4, Background and authority for the subsidy

MOF, SAT
S. Legislation under which it is granted

MOF Circular Cai Shui No.49 of 2000, SAT Circular Guo Shui Fa No0.90 of 2000

6. Form of the subsidy

Preferential tax treatment
7. To whom and how the subsidy is provided

For the investment projects listed as encouraged category in the “Cataloguc for the Guidance
of the Forcign Investment Industries” of forcign invested enterprises and foreign enterprises which
have establishments or place in China engaged in production or business operations, forty per cent of
the expenses on purchasing domestically produced equipments within the total investment of the
project, or beyond the total investment of the project but for the purpose of upgrading the existing
equipments and crafts, shall be deducted from the increment of income tax of that year compared to
the previous year. Herein the “domestically produced equipments” do not include those imported
dircctly by other enterprises or those produced by processing trade and compensatory trade. The
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deducted portion shall not exceed that year’s total increment of income tax, and in the case where the
total increment of income tax is less than forty per cent of such expenses, the exceeding part of the
deductible expcnses can be deducted from the next year’s increment of income tax. Such
postponement of deductibility shall not last for more than five years.

8. ubsi r unit, or_in ¢ases where this is not possible, the total amount or the annypal amount

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached 1o it

1 July 1999-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LIX.
1. Title of the subsidy programme

Preferential tax policics for domestic enterprises purchasing domestically produced
equipments for technology upgrading purpose

2. Period covered by the notification
2001-2004
3. Poli jective and/or purpose of the subsid

To encourage domestic investment and support the technology upgrading of enterprises
4. Background and authority for the subsid
MOF¥, SAT
S. Legislation under which it is granted
MOF Circular Cai Shui No.290 of 1999
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided
For the technology upgrading projects which are consistent with the state industrial policies of

the domestic enterprises, forty per cent of the expenses on purchasing domestically produced
equipments shall be deducted from the increment of income tax of that year compared to the previous
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year. In the case where the total increment of income tax is less than forty per cent of such expenscs,
the exceeding part of the deductible expenses can be deducted from the next year’s increment of
income tax. Such postponement of deductibility shall not last for more than five years.

8.

LX.

Subsidy per unit, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy

Not available
Duration of the subsidy and/or any other time-limits attached to it

1 July 1999-present

Statistical data permitting an assessment of the trade effects of a subsidy

Not available

Title of the subsidy programme

Exemption of tariff and import VAT for the imported technologies and equipments

Period covered by the notification

2001-2004
Policy objective and/or purpose of the subsidy

To reduce the investment cost of importing technologies or equipments, and to attract foreign

investment and to encourage domestic investment

4.

Background and authority for the subsidy

MOF, SAT, MOFCOM, General Administration of Customs (GCA)
Legislation under which it is granted

State Council Circular Guo Fa No.37 of 1997

Form of the subsidy

Preferential tax treatment
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7. To whom and how the subsidy is provided

For the foreign invested projects listed as encouraged category in the “Catalogue for the
Guidance of the Foreign Investment Industries”, the cquipments purchased for sclf-use within the
total investment of the project, excluding those listed in the “Catalogue for the imported products not
subject to tax exemption in foreign invested projects™, shall be exempted from tariff and import VAT.
For the domestic invested projects listed in the “Catalogue of the Industries, Products and
Technologies Particularly Encouraged by the State”, the equipments purchased for self-use within the
total investment of the project, and the technologies, accessories and spare parts imported with the
equipments as provided in the coniract, excluding those listed in the “Catalogue for the imported
products not subject to tax excmption in domestic invested projects”, shall be exempted from tariff
and import VAT. For the projects using the loans provided by foreign governments or by
international financial organizations, the equipments purchased for self-use within the total
investment of the projects, excluding those listed in the “Catalogue for the imported products not
subject to tax exemption in foreign invested projects”, shall be exempted from tariff and import VAT.

8. i r_unif, or in cases where this is n ible, the 1 amount or the annual amoun

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits attached to it

1997-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LXI1.
1. Title of the subsidy programme

Preferential tax policies for enterprises of grain or oil reserves
2. Peri vered by the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To ensure food security

4. Background and authgrity for the subsidy

MOF, SAT
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5. Legislation under which it is granted
MOF Circular Cai Shui Zi No.198 of 1999
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided

The sales of grain and edible oil by the statc-owned enterprises which carry reserves of grain
and oils for food security purposes arc exempted from VAT.

8. bsi r_unit, or in cases where this is not ible, the total amount or the annual amount

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits attached to it

1999-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available
LXII.
1. Title of the subsidy programme

Preferential tax policies for the imports of China Grain Reserves Corporation for the purpose
of rotation of grain reserves

~

Period covered by the notification

2001-2004

3. Policy objective and/or purpose of the subsidy
To secure food safety

4. Background and authority for the subsi

MOF, SAT, GCA
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Legislation under which it is granted

MOF Circular Cai Shui No. 13 of 2001,
MOF Circular Cai Shui No. 74 of 2004

Form of the subsidy

Preferential tax treatment

Lo whom and how the subsidy is provided

The collected import VAT on imported grain and oils imported by China Grain Rescrves

Corporation for the purpose of alternation or rotation of reserves shall be fully refunded.

8.

LXIIIL

ubsi r_unit, or in cases where this is n ible, th al amount or the annual amount
buy for th; id

Not available
Duration of the subsidy and/or any other time-limits attached o it
2001-2005

atigtical hitting an assessment of the trade effects of a subsi
Not available

Title of the subsidy programme

Preferential tax policies for the relief grain and disaster relicf grain, compensation grain for
retumfng cultivated land to forests and to grass land, and the grain rations for the migrants
from the reservoir areas.

Period covered by the notification
2001-2004

Policy objective and/or purpose of the subsidy

To ensure the functioning of special social responsibilities such as disasters relicf and to

realize social development objectives such as environmental protection

4.

Background and authority for the subsidy

MOF, SAT

T
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5. Legislation under which it is granted

MOF Circular Cai Shui Zi No. 198 of 1999,
SAT Circular Guo Shui Fa No. 131 of 2001

Form of the subsidy

Preferential tax treatment
To whom and how the subsidy is provi

VAT on the relief grain and disaster relief grain, compensation grain for returning cultivated

land to forcsts and to grassland, and the grain rations for the migrants from the reservoir areas
operated by grain enterprises shall be exempted.

8.

Subsi er_unit, or in cases where this is n sible, the total amount or the annual amount

budgeted for that subsidy

Not available

Duratjon of the subsidy and/or any other time-limits attached to it

1999-present, and for compensation grain for returning cultivated land to forests and to

grassland 2001 -present

10.

LXIV.

Statisti ta permitting an asscssment of the trade effects of a i

Not available

Title of the subsidy programme

Preferential tax treatment for tea sold in the border areas

Period covered by the notification

2001-2004

Policy objective and/or purpose of the subsidy

To ensure the supply to the border areas with minority ethnic groups residence.

Background and authority for the subsidy

MOF, SAT
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Legislation under which it is granted

MOF Circular Cai Shui Zi No. 60 of 1994, MOF Circular Cai Shui No. 71 of 2001

Form of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

The VAT on tea sold in the border areas produced by designated enterprises and distributed

by designated distribution entities shall be exempted.

8.

LXV.
1.

poppies

2.

Subsi T_unit, or in where this is n ible, the total amount or the annual amount

budgeted for that subsidy

Not available

Duration of the subsidy and/or any other time-limits attached to it

1994-2005

Statistical data permitting an assessment of the trade effects of a subsidy

Not available

Title of the subsidy programme

Preferential tax treatmemt for imported products for the purpose of replacing the planting of

Period covered he notification

2001-2004
Policy objective and/or purpose of the subsidy

To support the replacement of the planting of poppies
Background and authority for the subsidy
MOF, SAT, GCA

Legislation under which it is granted

MOF Circular Cai Shui No. 63 of 2000
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6. Form of the subsidy
Preferential tax treatment
7. To wh nd how the subsidy is provided

Tariffs and import VAT on imported products within the approved scope for the purpose of
replacing the planting of poppies in the border arcas in Yunnan province shall be exempted.

8. i r_uni in cases where this is n ssible, the total amount or the annyal amoun

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits attached to it
2000-present

10. istical data permitting an ment of the trade effects of a subsid

Not available

LXVL
1. Title of the subsidy programme

Preferential tax policies on imports of seeds (scedlings), breeding stock (fowl), fish fries
(breeds) and non profit-making wild animals and plants kept as breeds during the period of the “Tenth
Five-Year Plan™

2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To introduce and promote improved breeds, to strengthen the protection of species resources,
and to develop high-quality, productive and efficient agriculture and forestry industries.

4, Background and authority for the subsid
MOF, SAT, MOA, SFA
5. Legislation under which it is granted

MOF Circular Cai Shui No. 130 of 2001
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6. Form of the subsidy

Preferential tax trcatment

7. To whom and how the subsidy is provided

The import VAT for imported seeds (seedlings), breeding stock (fowl), fish fries (breeds) and
non profit-making wild animals and plants kept as breeds which are listed in the approved list of tax-
free items within the approved quantity shall be exempted.

8. bsi nit, or in cases where this is n ssible, the total amount ot annual amount
budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attachéd to it
2001-2005

10. Statistical itting an assessment of the e effects of a subsi

Not available

LXxvi.
1. Title of the subsidy programme

Preferential tax treatment for specimens of endangered wild animals and plants returned by
the government of Hong Kong, China to the Office of the Administration of Import and Export of
Endangered Species.

2. Period covered by the notificatio!
September 2000
3. Polic jective and/or pu of the subsid

To facilitatc the implementation of the Convention on International Trade in Endangered
Species of Wild Fauna and Flora and to protect specimens of wild animals and plants.

4. Background and authority for the subsidy

MOF, GCA, SFA
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5. Legislation under which it is granted

MOF Circular Cai Shui No. 120 of 2000
6. Form of the subsidy

Preferential tax treatment
7. To whom and how the subsidy is provided

Tariff and import VAT on specimens of endangered wild animals and plants of the approved
species and approved quantity which are returned by the Agriculture, Fisheries and Conservation
Department under the government of Hong Kong, China to Office of the Administration of Import

and Export of Endangered Species under the SFA shall be exempted.

8. Subsidy per unit, or in cases where this is n ible, the total amount or the annual! amount
budgeted for that subsi

Not available

9. Duration of the subsidy and/or any other time-limits attached to it
September 2000
10. atistical data permitting an ment of the tr; ffects of a subsi

Not available

LXVIIIL.
l. Title of the subsidy programme

Preferential tax treatment for endangered wild animals and plants as well as their products

returned by foreign governments, by the government of Hong Kong, China or the government of
Macao, China to the Office of the Administration of Import and Export of Endangered Species

2. Period covered by the ngtification
2002-2004

3. Policy objective and/or purpose of the subsidy

To facilitate the implementation of the Convention on International Trade in Endangered
Species of Wild Fauna and Flora and to protect wild animals and plants as well as their products.

//7
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Background and authority for the subsidy

" MOF. GCA, SFA

islation under which it is granted
MOF Circular Cai Shui No. 8 of 2003
Eorm of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

Tariff and import VAT on the endangered wild animals and plants as well as their products

which are listed in the appendix to the Convention on International Trade in Endangered Species of
Wild Fauna and Flora, returned by foreign governments, by the government of Hong Kong, China, or
by the government of Macao, China to the Office of the Administration of Import and Export of
Endangered Species under the SFA shall be exempied.

8. Subsidy per unil, or in cases where this is not possible, the total amount or the annual amount
budgeted for that subsidy
Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2002-present
10. Statistical data permitting an assessment of the trade effects of a_subsidy
Not available
LXIX.
1. Title of the subsidy programme
Preferential tax treatment for building material products produced with integrated utilization
of resources
2. Period covered by the notification
2001-2004
3. Poli jective and/or purpose of the subsid

To encourage the integrated utilization of resources and protect the environment

/'8
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4. Background and authority for the subsidy
MOF, SAT
5. Legislation under which it is granted
MOF Circular Cai Shui Zi No. 44 of 1995, MOF Circular Cai Shui Zi No. 20 of 1996
6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided
The VAT on building material products made from waste residues shall be exempted.

8. i nit, or in cases where this is not ible, the total amount or the annual amount

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to it

1995-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LXX.
1. Title of the subsidy programme
Preferential tax treatment for other products produced with integrated utilization of resources
2. Period covered by the notification
2001-2004A
3. Policy objective and/or purpose of the subsidy

To encourage integrated utilization of resources and protect the environment

4. Background and authority for the subsidy

MOF, SAT
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5. Legislation under which it is granted
MOF Circular Cai Shui No. 198 of 2001, MOF Circular Cai Shui No. 25 of 2004

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

(1) The VAT on products produced with integrated utilization of resources such as clectric
power produced from urban waste shall be refunded. (2) The VAT on electric power produced with
wind power and some of the new-type wall-building materials produced from coal gangue, slush, oil
shale shall be levied at a rate reduced by onc half.

8. ubsi r unit, or in cases where this i ssible, the total amount or the annual amoun

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to i
2001 -present
10. Statistical rmifting an assessment of the tr f a_subsid;

Not availabie

LXXIL
1. Title of the subsidy programme

Preferential tax treatment for imported products for scientific and educational purposes
2. Peri vere the notification

2001-2004
3. Policy objective and/or purpose of the subsidy

To promote the development of scientific research and educational causes

4, Background and authority for the subsidy

MOF, GCA

A
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S. Legislation under which it is granted

State Council Circular Guo Han No. 3 of 1997

6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

The tariff, import VAT and excise tax of products directly used in scientific research and
education which are imported by scientific research institutions and schools for non profit-making
purposes shall be exempted.

8. ubsi r_unit, or in cases wh his is not ible, th 1 amount or the annual amount
budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
1997-present

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available
LXXIL
1. Title of the subsidy programme
Preferential tax treatment for impoﬁed products cxclusively uscd by the disabled people
2 Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy
To facilitate the recovery of the disabled people

4. Background and authority for the subsidy

MOF, GCA
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Legislation under which it is granted

State Council Circular Guo Han No. 3 of 1997

Eorm of the subsidy

Preferential tax treatment

To whom and how the subsidy is provided

The tariff, import VAT and excise tax on imported products exclusively used by the disabled

people within the stipulated scope shall be exempted.

8.

Subsi T uni in cases where this is not_possible, th | amount or the annual amount

budgeted for that subsidy

Not available

Duration of the subsidy and/or any other time-limits attached to it

1997-present

Not available

LXXUI

1.

Title of the subsidy programme

Preferential tax treatment for products for the disabled people
Period covered by the notification

2001-2004

Policy objective and/or purpose of the subsidy

To facilitate the recovery of the disabled people

Background and authority for the subsidy

MOF, SAT

Legislation under which it is granted

MOF Circular Cai Shui Zi No. 60 of 1994
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6. Form of the subsidy
Preferential tax treatment
7. To whom and how the subsidy is provided

The VAT on artificial limbs, wheelchairs, orthopaedic appliances including those for upper
limbs, lower limbs and spinal bend and lean etc. shall be exempted.

8. 1 it, or in cases where this is nof sible, the total amount or the annual amount

budgeted for that subsidy

Not available

9. Duration of the subsidy and/or any other time-limits attached to 1t
1994-present

10. istical data itting an ment of the trade effects of a subsi
Not available

LXXIV.

1. Title of the subsidy programme

Preferential tax treatment to anti-HIV-AIDS medicine

2. Period covered by the notification
2002/2003-2004
3 Policy objective and/or pu f the subsi

To push forward the prevention and cure of HIV-AIDS
4. Background and authority for the subsidy

MOF, SAT
5. Legislation under which it is granted

MOF Circular Cai Shui No. 181 of 2003, MOF Circular Cai Shui No. 160 of 2002
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

(1) From 1 January 2002 to 31 December 2006, tariffs and import VAT and VAT in
domestic circulation stages on imported anti-HIV-AIDS medicine shall be exempted. (2) From 1 July
2003 to 31 December 2006, VAT in production and circulation stages on domestically produced anti-

HIV-AIDS medicine produced by designated domestic producers shall be exempted.

8. i nit, or in cases where this is n ible, the total amount or the annual amoun
el r that subsid

Not available

9. Duration of the subsidy and/or any other time-limits attached to it
2002/2003-2006

10. tatistical rmifting an assessment of the tr. ffects of a subsi
Not available

LXXV.

1. Title of the subsidy programme

Refund of import VAT of raw copper materials

2. Period covered by the notificati
2003-2004
3. Poli jective and/or purpose of the subsi

To promote technology upgrading of enterprises

4. Background and authority for the subsidy
MOF, SAT

S. Legislation under which it is granted

MOF Circular Cai Shui No. 81 of 2003, MOF Circular Cai Guan Shui No. 12 of 2005
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

Thirty per cent of import VAT on copper concentrate, waste copper and unrefined copper
imported within the approved quantitative scope by copper refineries with production or refining
capacity of electrolytic copper over 30,000 tons and which meet the criteria of environmental

protection shall be refunded afier collection.

8. bsidy per unit, or in where this is no ible, the total amount or the annual amount

budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2003-2005

10. Statistical data permitting an assessment of the trade effects of a subsidy

Not available

LXXVIL
1. Title of the subsidy programme

Preferential tax treatment for casting and forging products
2. Period covered by the notification

2003-2004

3. Polic jective and/or purpose of the s

To encourage the technology upgrading of enterprises and the research and development of
the casting and forging products

4. Background and authority for the subsidy
MOF, SAT
5. Legislation under which it is granted

MOF Circular Cai Shui No. 96 of 2003
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

From | January 2003 to 31 December 2005, the VAT on the casting and forging products
which are used in producing machinery, manufactured and sold by the 284 specialized casting and
forging enterprises listed in the annex to the Circular shall be collected according to stipulations at

first, and then thirty-five per cent of the actually collected VAT shall be refunded.

8. Subsid nit, or in cases where this is n ible, the total amount ¢r the annual amount

budgeted for that subsidy
Not available

9. Duration of the subsidy and/or any other time-limits attached to it
2003-2005

10. Statistical da rmitting an assessment of the trade eftects of a subsid
Not available

LXXVIL
1. Title of the subsidy programme

Prefcrential tax treatment to dies products

2. Period covered by the notification

2003-2004
3. Policy objective and/or purpose of the subsidy

To encourage the technology upgrading of enterprises and research and development of dics
products

4. Background an hority for the subsid
MOF, SAT

5. Legislation under which it is granted

MOF Circular Cai Shui No. 139 of 1998, MOF Circular Cai Shui No. 95 of 2003
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided
From 1 January 2003 to 31 December 2005, the VAT on the dies products manufactured and
sold by the 160 specialized dies manufacturing enterprises listed in the annex to the Circular shall be

collected according to stipulations at first, and then seventy per cent of the actually collected VAT
shall be refunded.

8. id nit, or in ¢; where this is not ible, the total amount or the annua} amount
budgeted for that subsidy

Not available
9. Duration of the subsidy and/or any other time-limits attached to it
2003-2005
10. istical data permitting an assessment of the trade effects of a subsid
Not available
LXXVIL.
i Title of the subsidy programme
Preferential tax treatment to numerically controlled machine tool products
2. Period covered by the notification
2001-2004
3. Policy objective and/or purpose of the subsidy

To encourage cnterprises to conduct research and development of numerically controlled
machine tool products

4, Background and authority for the subsidy
MOF, SAT
S. yislation under which it is granted

MOF Circular Cai Shui No. 47 of 2000,
MOF Circular Cai Shui No. 119 of 2001,
MOF Circular Cai Shui No. 97 of 2003
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6. Form of the subsidy

Preferential tax treatment

7. To whom and how the subsidy is provided

From 1 January 1999 to 31 December 2005, the VAT on numerically controlled machine tool
products produced and sold by certain numerically controlled machine tool manufacturing enterprises
shall be refunded afier collection.

8. Subsi unit, or in cases where this is pot possible, the total amount or the annual amount
budgeted for that subsidy

Not available

9.
1999-2005
10. istical data permitting an assessment of the trade effe f a_subsid
Not available
Note:
1. ‘The 12 border cities. counties or towns refer to Heihe, Suifenhe in Heilongjiang Province, Hunchun in

Jilin Province. Manzhouli in Inner Mongolia Autonomous Region, Yining, Bole, Tacheng in Xinjiang Uygur
Autonomous Region, Pingxiang, Dongxing in Guangxi Zhuang Autonomous Region, Wanting, Ruili and Hekou
in Yunnan Province.

2, The costal economic open areas firstly refer to the 14 coastal open cities of Dalian, Qinhuangdao,
Tianjin, Yantai, Qingdao, Lianyungang. Nantong, Shanghai. Ningbo, Wenzhou, Fuzhou. Guangzhou,
Zhanjiang, Beihai. In 1985 the Yangtze River Delta, the Pearl River Delta and the triangle area in south Fujian
Province of Xiamen, Zhangzhou and Quanzhou were open to be included in the costal economic open areas. In
1988 the arca was further expanded to the Liaodong Peninsula, Shandong Peninsular and etc. to include 153
citics and counties in Tianjin Municipality. Hebei Province, Liaoning Province, Jiangsu Province, Zhejiang
Province, Fujian Province, Shandong Province and Guangxi Zhuang Autonomous Region. In 1990 the city of
Jinan was open. In 1992 5 cities along the Yangtze river namely Chongqing, Yueyang, Wuhan, Jiujiang, Wubu,
6 provincial capital cities in border and coastal provinces and autonomous regions namely Harbin, Changchun,
Hohhot. Shijiazhuang. Nanning and Kunming and 11 provincial capital cities of inland provinces and
autonomous regions namely Taiyuan, Hefei, Nanchang. Zhengzhou, Changsha, Chengdu, Guiyang, Xi'an,
Lanzhou, Xining and Yinchuan began to implcment the policies of the costal economic open areas. In 1993 the
city of Huangshi along the Yangtze River also began to implement the policies of the costal economic open
areas.

3. The Three Gorges of Yangize River Economic Zone refers to Yichang County, Zigui County and
Xingshan County under the Yichang City of the Hubei Province, Badong County of the Enshi Tujia and Miao
Autonomous Prefecture of the Hubei Province, Wushan County. Wuxi County, Fengjic County, Yunyang
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County, Kai County and Zhong County under the Wanxian City of Sichuan Province, Shizhu County under the
Qianjiang Prefecture and Fengdu County. Wulong County under the Fuling Prefecture of the Sichuan Province,
and Changshou County. Jiangbei County, Ba County and Jiangjin City under Chongqing Municipality.

4, The western regions refer 10 Chongging Municipality, Sichuan Province, Guizhou Province., Yunan
Province. Tibet Autonomous Region, Shaanxi Province, Gansu Province, Ningxia Hui Autonomous Region.
Qinghai Province, Xinjiang Uygur Autonomous Region, Inner Mongolia Autonomous Region, Guangxi Zhuang
Autonomous Region.
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Tax circulars

The turther clarification of certain Issues related to the imptementation of
transitional arrangements of Corporate Intome Tax preferential treatments
(Guoshuihan [2010] No. 157)

Symopsis

On 21 April 2010, the State Administration of Taxation (SAT) issued Clrcular
Guoshuihan [2010) No. 157 (Circular 157) to further clarify issues rélated to
the implementation of transitlonal arrangements of Corparate Income Tax (CIT)
preferential treatments based on Clrcular Calshul [2009]) No. 69 -(Circular 69)
which addressed certain Issues related to the implementation of CIT

preflerential policies.

Circular 157 further darifies the following:

cognized High-and-New Technology Enterprises (HNTES) that are also
ligible for the tax transitional arrangements of CIT preferential treatments,
e.g., the "two plus three” or “five plus five” tax holidays with two or flve
year CIT exemption followed by three or five year CIT S50% reduction, can
choose to enfoy either the tax hollday with the applicable CIT rate
according to Circutar Guofa (2007) No. 39 (Circular 39) or the 15%
preferential CIT rate of HNTESs without any reduction.

~  Simllar to the abave, the HNTEs, which are also eligible for the tax
preferential treatment of 50% CIT reduction with fixed term due to the
status of qualified software companies or semiconductor comganies, can
choose to enjoy elther the tax holiday with the 50% CIT reduction at the
25% statutory rate or the 15% preferential CIT rate for HNTEs without any
reduction.

> The tax resident enterprises (TREs) that generate revenue stipulated in
Articles 86, 87, 88 and 90 of the Implementation Regulatlons of the CiT
Law of the People’s Republic of China (“New CIT Law”} should book such
revenue separately and enjoy the S0% CIT reduction at the statutory rate
of 25%.
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Any prior HNTEs which have Iost the HNTE status since 1 January 2008 should report CIT at the rate of 25% from
2008.

Branches of the TREs, which were eligible for the preferential CIT rate according to Circular Guoshuifa [1997) No. 49
(Circular 49) can enjoy the transitional arrangements of preterentiat CIT rates until maturity; the branches should
then foltow the requirements of Article 16 of Circular Guoshuifa [2008]) No. 28 (Circular 28) on provisional CIT filing
and payment upon completion of preferential treatment.

Our observations

After the issuance of Clrcular 39, different ministries or departments issued their special notices, such as Circular
Guokefahuo {2008] No.362 (Circular 362 ) and Circular Caishul {2009) No.69 (Circular 69). The ditferent levels of
authorities behind the different circulars as well as the different understandings from the different enterprises and tax
authorities cause obscurity In tax administration execution. Many discusslons were carried out on this topic. The new
Circular 157 has further confirmed the scope of the implementation of transitional arrangements of CIT preferential
treatment so that it provided a uniform execution standard for different tax authorities and at the same time guidelines and
indications for taxpayers to project over their tax preferential treatments. Taxpayers should consider the implication behind
and take special attention as to manage the possible increase of tax cost after the tax preference transitional period.

Per the reading of Circular 157, enterprises may be able to maximize their tax benefits by having been recognized as HNTEs
during this transitional period, they will also be able to apply for the most beneficial preferential treatments. it would be best
for tax efliciency if the enterprises’ status of HNTES can be assessed before the end of 2012. And for qualified soflware
companies or semiconductor companles, it wili be best if they can be granted with the status of HNTEs before the expiration
of the “two plus three” tax holiday.

This circular Is also important for companies with branches of different appficable tax treatments. Under the former CIT
systern, tranches were divided into two groups: independent accounting branches and non-independent accounting
branches. Between the two, only the independent branches are principal CIT payers, New CIT law removed such clause and
disregarded the CIT payer status of all branches, where all branches would only consalidate their results with headquarters
for tax filing purposes. Circular 157 basically resumes the old arrangement and provides rooms for independent acccunflnq
branches to enjoy transitional arrangements of CIT preferential treatments, if any. Those companies with branches entitled
to preferential treatments would certainiy find this beneficial.

You may click this link to access the fuli content of Circutar 157:
ov.cn/n {s] 337537/n8138502/968 4.htm

‘You may cHck this link to access the full content of Circular 69:
. n 9230943 . htm|
You mav click this link to access the full cantent of Circular 39:
2w -1 t

You nny click this link to access the full content of Impiementation Regulations of the New CIT Law:
2wak,

You mav click thls link to access the full content of Circular 49:
v,cn/n480462 8609.himit

You may click this link to access the full content of Circular 28:

The launch of tax speclal | tion (n 2010 ( [2010] No. 35)

Synopsls

In order to further regulate taxatlon procedures for developing a better tax environment and stabilizing tax collection, on
16 April 2010, SAT announced a circular regarding the launching of speciat tax inspection In 2010, i.e.. Circular
Guoshuifa [2010] No. 35 (Circular 35). Clrcular 35 provides a list of targets (including Industries, activities and entitles)
that will be subject to tax Inspections, the time table, and other requirements. Some highlights on Circular 35 include:

= Inspectoral Activities
Industrles subject to special tax Inspection
Instructional Inspection
Real estate and construction
Pharmaceutical distribution
Transporstation
Non-resident taxation
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Recommended Inspection

For-protit medical and educational institutions

Individual income tax filing status for individuals with annual taxable income of mare than

RMB120,000

Activities specialized in different regions

In addition, all tax bureaus in different locations would continue to perform the inspection on reporting of sales-
restricted stock disposal in 2009,

Reglonal specialized Inspection

All tax bureaus in different locations would perform Inspections on the areas that created a lot of canfuslons and
unlawful practices over taxatlon; special focuses would be paid on falsification of transportation invoices and
delrauding tax return for export refund. The SAT would pick some areas that tax collection is particularty
challenging to supervise and investigate directly,

<. Theinspection of key taxpayers
»  The SAT would unitarily investigate all major taxpayers and their branches.

+  The SAT will unitarily inspect 50 to 100 taxpayers with greater scale of business operations for the
implementation of self-inspections.

2. The SAT would specify the enterprises for tax inspections

Details regarding items ¢ and d above will be announced in the future.
\

Time table

The implementation of special taxation Inspection for specified Industrles and locatlons has commenced in the
beginning of March 2010, lasting till the end of October 2010. And for the key taxpayers' inspection, timing will be
declded separately.

» Requirements

The circular also specifies the SAT's requirements on the various levels of tax authoritles aver the tax Inspection
exerclse, which include intenslfying organizational leadership, scientific and thorough planning, improving working
mechanism and creative methodologies.

Our observations

The SAT has been having & practice to plan on the tax inspection exercise an a yearly basis. Although Circular 35isa
directive from the SAT to the lower level tax autharities, it provides a good reference for taxpayers to keep themselves
alert on the direction of tax inspection so that they can get themselves prepared. In fact, some of the items as listed in
Circuler 35, e.g., the sell-inspections on certain large-sized enterprises have already been taken place recently. Taxpayers
who are within the scope of inspection should take cautlons of this; if necessary, an internal heaith check would be

helpful to get better prepared and necessary actions should be taken to rectify any Issues identified before the tax
authoritles come knock on the door.

You may click this iink to access the full content of the circular 35:
. l | id=

Implem tion of tax policies to further lerate the de t of energy conservation and emission reduction
(Guoshulhan {2010} No. 180)

Synopsls

On 6 May 2010, the SAT issued a notice regarding the implementation of tax policies to accelerate the development of
energy conservatlon and emission reduction, i.e., Circular Guoshuthan {2010] No. 180 (Clrcular 180) ordered by the State
Department. Circular 1BO specifies four key elements detailing reasons and procedures for tax authorities to execute.

Develop the understanding of using taxation as a means to achieve energy conservation and emissian reduction; since
2010 is a cruclal year in the Eleventh Flve-Year-Plan for the success of such initiative.
~  Strengthen the implementation of tax policies that would enhance energy conservatian and emission reduction.

«  Strict Implementation of the promotlon, consuftation and tralning plan of the tax policies over energy conservation
and emission reduction.

= Strengthen the tax collections over taxpayers with high energy consumption and high emission, and over production.
The local tax bureaus should consider targeting these taxpayers for tax inspection purposes. For entities which have
* been already targeted by the SAT to pertorm speclal lnspectlon.;tne inspection should be intensified. o "

China Tax & Investment Express 3
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Our observations

Circular 180 Is a good demonstration of how taxation can play an important rofe over the development direction of the
country. While energy conservation and emission reduction is on the top of the agenda in many countries, China, as a
general practice, uses taxation as a means to achieve the goal over this initiative. The interesting point of Circular 180 is its
mixed effect; it emphasizes the incentives that the government has put into place and at the same time guides the tax
authorities to keep an eye on those who may not have behaved very well and encourages the authorities to use taxation as a
negative enforcement to increase the awareness of the relevant taxpayers. Taxpayers that may be entitled to the benelits
should take proper action to apply for the respective benefits and for those who are at the edge of facing challenge should
take immediate action to avoid any negative consequence.

You may click this link to access the full content of the circular 180:
; t

The 2010 investigation on the sources ot Cerporate Income Tax (Caishul [2010] No. 28)
Synopsls

On 5 May 2010, the Ministry and Finance (MOF) and the SAT jointly issued Clrcular Caishul {2010 No. 28 (Clrcular 28)
regarding the 2010 investigation on sources of CIT.

Circular 28 stipulates that the range, the content, the arrangement and the requirements of the investigation. As an
additlon compared to the 2009 version, this circular inciuded a new article about speed investigation of key sources of CIT
nation-wide. The following is the details:

The range of the speed Investigation :

Principles of selecting enterprises for investigation: !

r

No less than 10 enterprises and no less than 3 industries will be Investigated in each province (autonomous
regions and municipalities)

.

Main economic characteristics should be reflected

Large-scale enterprises with strong correlation with the national economics should be selected

7

The amount of actual tax paid in the previaus year is on top place of the province (autonomous regions and
municipalitles)

Y

Instead of Investigating the listed companies, the groups which hold the Iisted companies should be Investigated

The provinclal finance department should select representatives of key enterprises based on the above principles and
submit the list of key enterprises to the Ministry of Finance for confirmation.

L The contents of the speed investigation:

Documentatlon subject to speed investigation: corporate quarterty linancial report, *return on the provislonal CIT paid
through quarterly tax fliings" business-related accounting items, and other Information. Detalls should be filled in
accordance with the "Form of speed investigation of key CIT sources” and the "Analysis form of reasons for changes
in key indicators of natlonal key corporates®.

+  The schedule of the investigation:

Each region should complete the setection of enterprises and report to the taxation department of Ministry of Finance
before 31 May 2010. The speed Investigation of key CIT sources began from the first quarter of 2010. Every
provinclal firance department should report to the Ministry of Finance within 30 days from the date of quarter end.
And the pariod for the reporting of enterprises and lower level financial departments will be decided by the provinclal
tinance department. Data of 2010 01 could be submitted simultaneously with the 02 data within 30 days from the
date of the end of 201002 .

Circular 28 took effect on 5 May 2010.

You may click this link to access the full content of the circular 28:
; . cl inxi

f 005/t20100512 588,htm!
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Further Clarification or More Confusion on Transitional
Corporate Income Tax Treatments for New/High
Technology Enterprises?

In late December 2007, the State Councll issued an important tax circular,
Guofa (2007] No.39 (‘Circular 39"), to address the transitional treatments of
tax incentives available to old enterprises established prior to the Promulgation
of the new Corporate Income Tax (“CIT™) Law ("Old Enlerprises”)’. There is
ane important principle explicitly slipulated In Circular 38 that an Old
Enterprise has to make an irrevocable choice between the transitional
treatments and the preferential policles under new CIT regime, to prohibit
overlapping of tax incentives. Nevertheless, during the past two years,
confusion kept coming when some Old Enterprises, particufarly New/High
Technology Enterprises (“NHTEs"), were required to choose between the
available transitional treatments and preferential treatments under the new CIT
regime, as there were different interpratation adopted by different local-level
tax bureaux on this principle of Circular 39.

The State Administration of Taxation (“SAT™) has issued several circutars to
make clarification®. The latest one is a tax circular, Guoshuihan [2010] No.157
("Circular 157") promulgated in April 2010, attempting to clarify the transitional
CIT treatments for NHTEs and some other important scenarios. However,
while this Circular 157 is providing further clarification, it also helps add more
confusion.

In this issue of News Flash, we would like to share the salient points of this
new circular as well as our observations.

Salient Points of Circular 167
« Applicable CIT rate for NHTEs

The following table summarizes the applicable CIT rate for NHTESs based
on the relevant articles of Circular 157.

! According to Circular 39, the enterprises entitled 10 tax benefils from the transitional preferential
policies shoutld be Chinese enterprises established prior to 16 March 2007. The scope of
projects ellgible to tax benefils from transltional preferential policles was defined In the list
attached 1o Clrcular 39.

2 Circular Calshui [2008] No. 21, Calshul {2008} No. 69, and Circular Guoshuihan [2009] No.203.
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Preferential

for Old NHTEs approved
under the Foreign
Enterprise Income Tax
(“FEIT") regime

New NHTE Applicablte CIT rate Remarks
treatments availabie unsdt::l:\saw Option 1 Option 2
CiT regime

Half-rate reduclion of Yes Half of the applicable 15% Half-rate reduction
unutilized tax holiday for phase-in rates, l.a., 9%, cannot be applied on the
0Old Enterprises (e.g. 10%, 11%, 12% snd preferential rate of 15%
*2+3 holiday” and "5+5 12.5% for 2008 to 2012 for New NHTEs as per
holiday”) with respectively Circular 157.
transitional phase-in No Half of the applicable Not avallable
rates’ phase-in rates, i.e., 9%,

10%. 11%, 12% and

12 5% for 2008 to 2012
Half-rate reduction of Yes 12 5% under the hall- 15% Half-rate reduction
unulilized tex holiday for rate reduction period cannot be appiled on the
Old Enterprises (e.9. preferential rate of 15%
“2+3 holiday” and “5+5 for New NHTEs as per
holiday”) without Circular 157.
transilional phase-in No 12.5% under the half- Not available
rates rate reduction period
Half-rate reduction of tax Yes 12.5% undar the half- 15% Half-rate reduction
holiday for "Software rate reduction pariod cannat be applied cn the
production enterprises” preferential rate of 15%
and "IC production for New NHTEs as per
enterprises” Clrcular 157.

No 12.5% under the half- Not avaltable

rate reductlon perod

Preferentlal rete of 15% No 25% Not available Old NHTE, where it Is

not qualified as NHTE
under new CIT regime, is
not eligible to neither the
transitional phase-in
rates nor the preferental
CIT rate of 15% for New
NHTEs under new CIT
regime.

« Half-rate treatment on preferential profects under CIT regime: Where a tax resident enterprise ("TRE"} is

applying the half-rate reduction on Income generated from the following projects as stipulated in the Detailed
Implementation Rules (*"DIRs") to the CIT Law, it shall segregate the income for these projects and apply the
reduced half-rate of 12.5% (half of the statutory CIT rate of 25%) to such Income.

+ Cultivation of flower, crop for tea and other beverage and spice crop

Sea water fish farming, fresh water fish farming
Public basic infrastructure projects
Environmental protection, energy and water conservation projects
Transfer of technology (portion of income lhat exceeds RMBS million)

o Transitional treatments for head office and branches: Where branches of Old Enterprises were subjectto a
lower income tax rate under the FEIT regime®, the branches may separately enjoy the transitional phase-in rates
available in their regions until the end of the transitional period. During such period, they may adopt
“independent accounting” to account for their relevant profits. After such period, the branches should follow the

profit allocation methods as stipulated in a specific circular, Guoshuifa (2008) No. 28.

3 Clrculer 39 generally aflows certain qualified entemrises to: 1) enjoy phase-in rate from 18% to 26% during the 5-year period from

2008 to 2012; and 2) contlnue to use the unuliized tax holldays untl expiry.

* Such pelfcy was In accordance with Circular Guoshuifa [1997) No.49 {“Circular 49" )
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PwC Observations

Implications for NHTEs

The stipulation of “prohibition of overlapping tax incentives” under Circular 39 has been an unclear issue for
many Old Enterprises who are eligible to both transitional treatments and preferential treatments under the new
CIT Law. There have been controversies about under what circumstances the incentives would be regarded as
“overlapping”. One of the key concems of those Old Enterprises who have obtained the NHTE qualification was
whether they should be allowed to apply the unutilized tax holiday based on the preferential rate of 15% for
NHTEs, resulting In 7.5%. Now, Circular 157 swept away such uncertainty but not in a favourable way.

We believe the rationale behind it is that even for the newly established NHTEs in those designated areas in
2008 or beyond, they could only be eliglble for the half-rate reduction based on 25% over their “2+3 tax holiday”,
instead of haif of 15%°. So, it would not be sensible to give more preferential benefit of 7.5% to the Old NHTEs.
Circular 157 is essentially requiring Old NHTEs to make an eltection between the CIT incentives for NHTEs (i.e.,
flat rate at 15%) and transitional treatments for other qualifications (e.g., 5-year transitional phase-in rates
coupled with “2+3 holiday” for manufacturing FIEs).

Old NHTESs would not face a grandfathered “half-rate reduction” for their qualification of NHTE under most
cases". The only exception where Old NHTES could encounter a grandfathered “haif-rate reduclion” is those

. located in Beijing Zhongguancun Area I“BJ ZGC"Y which were entitled to *3+3 holiday”. We observed that for

the Old NHTEs In 8J ZGC, the Beijing local-level tax bureau is holding the view that the relevant provisions in
Circular 157 do not apply to these NHTEs there. Rather, the Belling local-level tax bureau has allowed the 7.5%
rate during the half-rate reduction holiday for Old NHTEs in BJ ZGC. In the absence of further clarification on
this issue from the SAT, these NHTEs are highly recommended to carefully study and assess the possibility of
change to their adopted tax rate. Timely communication with their in-charge tax bureaus is also advisable.

Another uncertainty was haw to interpret the stipulation of "an irrevocable election between the transitional
treatments and the preferential policies under new CIT regime” as per Circular 33. Now Circular 157 has
dlarified that once the NHTE elected to adopt the transitional phase-in rates until the 5-year period expires before
they could apply the 15% preferentlal rate. However, in practice, NHTEs may encounter more complex
situations than that having been addressed by Circular 157. For instance, what if an enterprise which was only
qualified as NHTE in 2008, but it had already adopted the 5-year transitional phase-in rates in 2008; and then
shall it still be allowed to make an election for 2009 and beyond? So far, we observed that there are different
interpretation and treatments applied by different local-level tax bureaus to such situation.

The eligible preferential CIT policies (including both tax holiday and reduced CIT rate) respeclively for NHTEs
and Software Production Enterprises ("SPE")/ IC Production Enterprises (‘ICPE") under the new CIT regime are
summarized as follows:

Preferential Policies
NHTEs «_Reduced CIT rate at 15%°
Newly establishod NHTEs in + Raduced CIT rate at 15%
designated arcas « °243 lax holiday”, while hali-rata reductlon shall be

d based on the standard rate of 25%°
Newly established SPEs and ICPEs | » “2+3 lax hollday™

® As per Article 2 of Circular Guofa (2007] No. 40

® As per Item 24 and 30 in the appendix to Clrcular 39
TAs per Item 25 in the appendix to Circular 39

8 Article 28 of the CIT Law

® Atticle 2 of Circular Guofa [2007] No. 40

' Article 1.2 of Circutar Caishul (2008] No.1
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Circular 157 addresses the situation where an Old Enterprise is qualified as both an NHTE and an SPE (or ICPE)
and has to elect between the 15% rate for NHTE or half of the standard rate of 25% during the half-rate

reduction period available by virtue of their qualification of SPE / ICPE. Such stipulation is not surpassing the tax
benefits for NHTEs or SPEs / ICPEs offered by previous tax circulars s stated in the above table. It also
reinforces the principle that half-rate reduction treatment shall not be applied to the 15% rate for NHTEs.

« Last but notleast, Circular 157 has confirmed that the preferential CIT rate for NHTEs is one of the preferential
policies where the qualifying criteria have changed under the new CIT regime. This explains why such benefit
had not been covered In the list of transitional preferential policies under Circular 39, but on the other hand, the
unutilized tax holidays for NHTEs under FEIT regime could be grandfathered. Please be noted that Old NHTEs
with unutilized tax holidays are required to be qualified as New NHTEs based on the qualifying criteria under the
new CIT regime before they could be eligible for the grandfethered tax holidays'®. In view of the above,
obtaining the NHTE status under the CIT regime should be the top priority for Old NHTEs in securing the
available preferential treatments.

Effective date of Circular 157

¢ The effective date is not specified in Circular 157. It seems different than the approach in the prior SAT circulars
related to the CIT regime which usually stated the effective date to be 1 January 2008. It is possible that the
SAT doss not intend to bring Circular 157 effective retrospectively. As such, enterprises adopting positions
different than those set out in Circular 157 in the prior two years would not be required to make retrospective
adjustments. This view appears to echo the stance set out in the SAT's Order [2010] No.20'? issued early this
year, which regulates the adminlstrative procedures for formulation of tax circulars within the Chinese tax
organisation. This stance of “non-retrospective sffact” is considered fair and practical to taxpayers.

Conclusion

* Up to this stage, the Chinese tax authorities are stifl struggling with the transitional treatments for the tax
incentives brought forward from the FEIT regime over to the new CIT regime over 2008. It is something
inevitable due to the rather complex tax incentive schemes generously allowed under the FEIT regime. Itisa no
easy task for the SAT to come up with a coherent, reasonable, and simple alignment of all of them. Even
Circular 157 has left some issues unanswered or even added more confusion.

¢ Such situation has caused uncertainlies and even risks to taxpayers who wish to enjoy the tax incentives. We
would recommend Old Enterprises, especially NHTESs to carry out careful analysis and examination as follows:

» To review and assess the eligibility to the transitional tax treatments or preferential tax treatments based on
the latest tax rules;

To ensure that income subject to tax incentive under the new CIT regime has been accounted for separately;
Ta review whether the tax policies adopted comply with the latest tax rules;

To keep the dialogue with the in-charge local-level tax bureaus to appreciate their local implementation; and
To closely monitor the development of the uncertain CIT policies from the SAT.

*! Ag per Circular Guoshuihan [2009] No. 203
12 As per Article 13 of SAT's Order [2010] No.20, tax circulars shall not take retrospactive effect, unless it is fos the benefils and rights
of the targels (l.e. taxpayers In relevani cases).
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Provinces, autonomous regions, municipalities, separately listed cities (bureaus), state and local taxation
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ibureaus of Customs Guangdong Branch, directly under the Customs:
To reflect the focus of state support for the western region, fully implement the "State Council on the
;lmplementauon of a number of western development policy measures of the notice" (Guo Fa [2000] 33) and
the "State Council forwarded the State Council Western Development Office on a number of western
ldevelopment policy measures to implement the views of the notice "(Guo Ban Fa [2001] 73) spirit, now the
Western Development to notify the preferential tax policies are as follows:

First, the scope

The scope of this policy, including Chongging, Sichuan, Guizhou, Yunnan, Tibet Autonomous Region,
iShaanxi Province, Gansu Province, Ningxia Hui Autonomous Region, Qinghai Province, Xinjiang Uygur

‘Autonomous Regjon, the Xinjiang Production and Construction Corps, the Inner Mongolia Autonomous
IRegion and Guangxi Zhuang Autonomous Region ( these areas collectively, the "West™). Tujia and Miao
:Autonomous Prefecture in Hunan Province, Enshi Tujia and Miao Autonomous Prefecture, Jilin Province,

'Yanbian Korean Autonomous Prefecture, can, according to the implementation of preferential tax policies for.
the western region.

Second, the specific content

.enterprises in the 2001-2010 period, the rate of 15% enterprise income tax.

.encouraging the development of industries, products and technologies catalog (2000 Amendment)” in the

|

Prowsnons of the industrial projects as the main business, its main business income accounted for 70% of
total income over the enterprise. ( This provision has been repealed)

Forelgn Investment Industries” in the project and encouraged provided by the State Economic and Trade
ICommnssnon State Development Planning Commlssxon and the Ministry of Foreign Trade and Economic
.Cooperation jointly issued the "Foreign Investmem in Central and Western Regions Industry Directory "

[(Decree 18) in industrial projects under the main business, its main business income accounted for 70% of

js-n-tax.gov.cn/Page/StatuteDetail.as...
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1. On the-western countries in industries encouraged domestic enterprises and foreign invested i

!
i Encouraged by the state enterprises with foreign investment refers to the "Catalogue for the Guidance of:
i

Encouraged by the state-owned enterprises within the industry refers to "the current national focuson  :
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totgl income over the enterprise.

i ;
i 2. Appraved by the provincial government, domestic enterprises in national autonomous areas can be
regularly reduced or exempted enterprise income tax, foreign investment enterprises can be reduced or
! exempted from local income tax. Corporate income tax relief for the central approval authority and
gprot:edures under the existing relevant regulations.

i 3. For in the western region in transport, power, water conservancy, postal services, radio and telewsson
:cnterpnscs business income accounted for these projects over 70% of total income, can enjoy preferential
:t.orporale income tax as follows: domestic enterprises from the date of the operation starts the first year to
;second year exemption from corporate income tax, the third to fifth year corporate income tax; foreign-
!mvested enterprises operating period of 10 years or more, since the profitable year, the first year to second
year exempted from corporate income tax, the third to fifth year corporate income tax.

‘ Transport enterprises newly established office of its investment in new roads, railways, aviation, ports,
iterminal operators and pipeline transportation business. Electricity is the newly established Office of
linvestment in new businesses operating in power. Water is the newly established investment company in the i
5 ewly established comprehensive management of lakes and rivers, flood control waterlogging control,
E’ﬁgation, water supply, water conservation, hydroelectric power, soil conservation, river dredging, levee
construction and other development Hohai water, prevention of water damage business. New Post Office to
:do business is the investment in new enterprises in the postal operators. New radio and television companies
'do is ivest in new office in radio and television operations of the enterprise.

4. For the protection of ecological environment, returning farmland to forest (ecological forest should be :
iubove 80%), the grass output of the agricultural product revenue, revenue from the year within 10 years
‘made special agricultural product tax exemption.

5. On the western area of national, provincial construction land, mutatis mutandis, railways, civil
aviation construction land shall be exempted from land occupation tax. Arable land occupation tax exempt
from the construction site is limited to specific road routes, road lines on both sides of ditches occupied by
arable lend, yard heap along the road, road maintenance road classes, checkpoints, project teams, car wash
;and other land not occupied by duty-free list. !
Western area of national, provincial highway other than construction sites are exempt from land usc tox,
the provinces, autonomous regions and municipalities decide.
i The tax-free land, where the change of use, no longer belong to the scope of tax exemption, it shall i
'repay the date change the use of land occupation tax.

6. On the western region encouraged domestic industry, encouraged foreign investment industries and
icompetitive industries within the total investment projects imported self-use equipment, in addition to
{"domestic investment projects are not duty-free import catalogs (2000 Revision)" and "foreign not duty-free
fimpons of investment goods directory "listed in the commodities, customs duties and import VAT. Foreign |
Ecompetitive industries by State Economic and Trade Commission, State Development P lanning Commission :
‘and the Ministry of Foreign Trade and Economic Cooperation jointly issued the "Midwest Industrial |
fCatalogue for Foreign Investment” (Decree 18) implementation. '

The tax-free policy in accordance with “the State Council on Adjustment of Imported Equipment !

Taxallon Policies” ( GuoFa(1997)No.17 ) of the relevant regulations.

1s-n-rax.govm/Page/StatuteDeralI.as..‘ 2/3
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(_\Th‘ird, the specific implementation measures by the State Administration of Taxation, Customs General

‘Aw.tinistration.

Fourth, this notice from January 1, 2001 implementation date.

Ministry of State Administration of Taxation Genera! Administration of Customs

! December 30, 2001

!

! Related links: Ministry of Finance State Administration of Taxation on tax incentives for western
fdevelopment issues notice directory changes ( Cai Shui (2006] No. 165 )
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INCOME TAX LAW OF YHE PEOPLE'S REPUBLIC OF CHINA
FOR ENTERPRIGES WITH FOREIGN INVESTMENT
AND FOREIGN ENTERPRISES
(Adoptad 81 the Forh Sexdon of (he Savenih Ralensl Peapie’'s Congress
and promulgated by Order No, 45 of Uw Pregident of the
Peopia’s Repudiic of Chins on Aprl €, 1891}
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TEXT;
Anids 1 Income mx that] bs pald In with the A UNslsw by taraign wiCUA the taaiiorny of the Pscpie‘’s Republie of China en

(heirincome Senvad Fom produclon, Dusns g CPAIALoNs SAd other DuTe

Income Lax $haf] be pald In accomanca with the provisons ol tis Law by fomign enterpd ess on thelr income dedwed from production, bugnam operaticns and other surces
‘within (ne taatioy of 1he People's Republic of China.

ArSdie 2; “EnMom with fomign Invagment' mfsmdd 1o In Tis Law mes:s Qinacs-(omign equity oind ventures, Chinew forsi gn contreciund joint vanturss and
torelon-capils! entorprims hat e euedlithod in Chins.

“Foraign antepéme” ralemad (0 in tUs Law Il have
sngage in producion or bud nes oparalians or which, though wioul owadblishmenls o'unculn China, heve income trom ouzsswithin Chins.

placasin China end

Arids 3: Ay sctemna with foreipn nvesmant which edsbilshes is head sflcs in Chuns dhalt pay income tax on e income daftved 1M sourcas indda and outdde Crina.
Any foreign onismrm shall pay Income tax on itsincome destved rom Buas within Chine.

Arocie 4: The tazabls Incoms of teraign plnmlmlupmctlnl!ywnmﬂ-lh *NpaQe In produclion or buline s
opamalions chail be the emount smaining tom gramincome in 8 hu yoof after cosla expenmsand lazas have been

Asgde 5: The Income fax en sALAPses with foreips Invegmant snd iha Incoms tax which sl be pald by forsign srapAmaon the Intanme of ihalr sdaslinmens or places
et up [n Ching 1o engags In ROJUCHoN or busness opertiorns hall be comELied on texsbie Incoms at the mis of 30%; locad Incomae tax el be compuied on tavbdle
Income at the rote of 3%.

Articse 8: The stata shall, in accorInnCe Wit the Industnael poiltien guids the ot lorign and he of foreipn
Invemani which adopt stvanced tachncicgy end squipment ond export all orthe graster past of thelt products.

Argcie 7. The Incams mx on foreign In pecisl fomlgn have placosin oedial
sconomic zonas engaged in ond tarign ofo nlhnI |-n ecenamic, and tochnatogical devslapment

zonas shalt be tevied et Ure reduced rl|n ol 15%.

The Income toraign ofa nawm tn caa<sl aconoroic open Zones of In the old urten dignct of diaswhere Lhe
pedal economic zones of tha €conomic ang Wchndloglical davelopment 2ones A ocated, dhall be levted ot Lhe reduced rta of 24%.

Tha lncoms tax on sntarpses wit forelgn Investment In coa23] BEONDMIE OPEN ZONAR 01 UTDSN Katsdets of il aswher Lhe $Hec 8] SCONOMIC Z0N0a Of T1o #tunoTiC and
tachnalogical development zones ase located, of other regions defined by the State Countll within tha xxps of snamy, communicalions hamor, whert arother pazects
encoutaged by ihe ®ats, may ba levied a1 the recucad rale of 15%. The pecfic nias chall be reguistad by Lhe State Coundl.

Afide B’ Any ontepd: wih lorwign invextmani of 3 producon nature echadulsd 10 0perats for 8 peried of Aol loxs San 10 ysars sl from the yoar In which It beginsto
meto profits, be exemplod kom licome tax in the frd end tecond yaarsand sl'owsd 8 SO% mdudion in the Med to Atth yesr Howevar, the exampion from or reduciion of
income tax (o7 anlarprises wilh fomign rveamant eng: the explomien of eouUTes uch 01001 , nawrel gas 1B meisia ncdis matsia ote, hall be reguiaied
@parstaly by e Stats Counds!. Emarpims with forelge Invastment have sctusily speraled for o dedod of (sz3then 10 yesrs shall repay the amount of incoms Lox slready
oxempied of Mducsd.

‘The relevant mgulatons promuigeted by the Sull Cound beford [he anty inta tores of INs Law, which provide pretaraniial trestment In the torm of examption fom or
reductien of [ncome tax for n Y. hartaur, whart snd olhar major projecis of e proguiion noture far 8 ceded longer thas thet
spadned In the precsding psragmaph, of which pmvtu. peismnist rectment In the torm of sxampticn kom of mduction of lncema Wx for entapdms engagod In majar
projociact 8 nonprduction natue, thall renain aopilcotie aftar Lhis Law entacs Inlo forcs.

Any snterprim with forsign which In Imuyw.nlmn humbnndry snd any othar snisAm with foreigh invezmant which s eabiloned in
mote undsmaveloped areas may, upon agpval by the tor tha Siste Cound! of an application filed by the enwprm, e ollowed &
15% 10 30% reducion of the amounl of Incams tax paysble tof 8 perdod of 10 mmmwu the oxpirslion of Lhe period for tax exemplisn or mducien, pmvlu.u(uvln he
pracading two parsgraphs

ARac this Lew snlessinto fores. oy modification to the providansof Uhe precading three paragraphs of (s Aritcie on the exampyan trom or eduction of Incams tax on
anterpd ws shall be midbmittad by e State Cauncll ko the Standing Commilise of the Na¥ons! People’s Congross ior deddon,
Aside @ The sxsmption from of mduction of local Income tax kr any enlapace wilh kmign which an Indudry ar 1]

by
the #ode chall, in accorence with the actusl dtustion, be a1 Lhe Sixetion of the pacpls’s govemment of (he Isvant prOVnce, srlonomous regIoN nvmunmplm' ity
under the central govemment

Anide 10: Any (orelgn Inmvamor of an entarpries Wit fersign Invesiment walch rotnvests Hs thore of profil obinined (rm Lhe ontorpd se directly into Lhat antorpras by Inereating
1inragistarnd caplisl, of whikch us the profit 83 capitel Invedtmant to eztablizh olier eniemd ms with loreign Invedment ta oporate fer @ gertod of nol lag 1zen § yesrs all,
upoen opproval by the tox sulharies of an appiication fllod ty the tnvedcr, be reRndod 40% of In epect fo prafaranys! Lastment, wich providons thatl apply, If Bie lavetor
withdrows Its ceievestmant bators the explcation of 8 pedod of 5 ysar It hall ropay the mtfurded fax

Afide 11: Lexes lcued In a tax yea? by an entemriso with forign Investment or by sn egeblifument or place @t up in Cuns by 8 faralgn enterpri W engage In
producticn of bunom opersuons may bo ool ogatngt Incema of he 1aNowing tax year, Should the Incoms of tho lalamng Inx yeas ba Inzutfident 1o off:nl tha woid lowes
iho balenca mey be cfisot againd incoro of ha next aubooquenl yoar, and 1 on, aver o padod not excsading 5 yoars

Amde 12: Any entopAm Wih fomign trvogment thall be cilowsd, whan filing @ conx!Idalod [rtome Lox retum, 10 deduct ttm the amount of tax payatls the erlgn

novexcn.com/icm_tax_for_invst_91.ht... 1/3




non confidential attachment C-1.2.7

29/04/2011

&

ram) e T
INCOME TAX LAW OF THE PEOPLE'S ... ""L"'L’C v 92

intome lax sleedy pald sbroad In med fo Income dertved tOm urcas ouldde Chiina. The deductibia amount shall not, howswer, axcasd the smount of incame tax
oiNorwim paysdle uhoor tis Lewin rspec lo incomae denvod fom murmsas suisde Chine.

Arids 13 The psymant or recaipt of chages or toesin an aniemss wilh loreign cran orplace mtvpin Cina by a
forign anterpnm 10 engage in ar and its axxcisted ;xil be made In the z3me mannet s the paymani or receipt of chagesol
fsesin Whare the paymani or mceipt of chagesor in nol mads (n Lhe same manner a3 ln buliness Ianoctions

Datween & mduciion ol axable income, e tax AUNANTES el heve e fipht 1o matD ramnatis adjriments.

Amide 14: Whem an entepdm wilk [3reign investment of an egabiiimani o pleca mt up In Chiine by & foreign enterpAm Lo engegs In production or bufnem opesations|s
-l-um-u MOVeILO & few K8, MapEsWIEY memnummn baaksup, or majes 8 changoe in eny of the mein entea of regigration. it thall presant the retevant

cauments 1o and shall go through tax witn 8 19cal Lax sulhorUan aRet the mievant avent |sreglgered or s changs or
umal-nun in regtaralion hasbesn made with m -umwmm sgency {of Induttry and commens.

ArUcte 15: Income tax on anterprises end local incoms tax Znall ba computed on sn annusl beds and paid In a3vance In quanary Ingafimenis Such payments chell ba
made within 1S dsyt fom e and of 43ch quenter snd the finsi midemen hali be Madn within 3 MotSHOM e end Of 88ch LX Y9ar. Aty aiTes payment thall bs
funded and any daficiancy Thail be repald.

Aslde 18 Any snlarpdm with toml| and any or place st up in China by 8 foreign entarprise 10 8NGOS in POOULYON of busines opersiens thall
(ile Its quattady providond Income tax mtums(n MO to advancs p: oo local tex e penod fof each acvancs payment cf tax and thafl Me
80 snnus! income M rolum togather with the Ainol sccouniing uumcnu within 4 mantha from the end of (he tax yesr,

Atice \7: Any snteqpdm with fomign Invesmant end any eaabithmenl o7 place mt up tn China by a forwign enterprim to anpags In producticn or busnemopersiona thall
report its financinl and 8ccountng KEEmE 0 the 10781 tax refarence pupoma All mconts Mus be COMpIeto and scourals, with leg:Umals wouchomn
asthe bave lor enides

1t Tha ftrancial and accounting bams sdoptad By 8n entapm with lorign investment or an establifment of piaca sl up [N ChIRa by 8 foreign sntorpdm to engegs In
he alevant iax he State Counddl, tax gayment #isll be computad In @CCOTANCE with s rejovant tax prvdons of

{he Biste Coundl.

Astidie 10; 12 any srterpdes with forslgn I nvestmant goes into liquidalion, end If the baisnce ol Ity ns) ageta cr Tis balance of Its Rmaining properly afer deduction of tho
atd4dn capliel, the arion shall be Income on which

profil,
Incore tax shell te pakd In sccordance with the providons of Ruslaw.

Anics 10 Any toreign sntaprioe which has no srtadlishment or place in China but which derives pfita, Intsresl, mnt, oysities of cther INCOmS 10N WUrTes In Ching, or
which, though It heaor axabilfiaem or place In Ching, Gertves auch income and e Incoma Lsnio! siTectively CONNEcied with euch exablihment of piece, thail pay an
Incoms tax of 20% on Rich incom:

From the peyment of incoms tax k0 accordancs with the paavivons of te prcading pamgraph. e income benaficiory dhall be (he Laxpoyer and e paysr sall bethe
withtolalng sgent The thx sl ba withheld fom (e smoun! of sach payment by the payer. Ths withholding sgenl sisll, within § days wihholding income tax (o the
@govemnmant and retum income tax mport te the local tax suthorlies

An sxzmpiion fom or mducon of income tax hall apply to the Kllowing Income:

(1) profits darived by & forsign Invedor e en sntepds with foreign investment chall be exempiad from income 18X

2) Income trom narest on loansmeds to he Chinem Gavammant or Chinam dats barda by Anancial ehall ba exampied fom lncoms WBx:

{3} income from (nams on loansmade at & prafereniial Intaret rate 10 Chinesm wate banks by (amign banks shall de exampted fom ncome Wax, and

{4} \ncome tax on royattes meaived tor the aipply of tachnical lno-n-vln wisntifio manerch, expialtaion of snerpy ey, davelopment of the communicaloss
industites, aghcultuml, foredry and animel of impenant UooN opproVEL by Lhe Blsvan: depasman kor tax
aftairs under the State Courdl, be lovad st he nuuud nis ol 10\ w-- the technotagy supplies [s advanced of 1he tarms ase proferenlal, exempdon from Inceme tax
may be sliowed

Apon from the atorezald provigons of Uis eride, It preforsnyal treatment In the form of reductian ol or sxsmption from income Lix on proflis, Inls, Fant. roysitiss snd other
Income, s requind, Il €red be reguisled by the Stats Council.

MISI20‘Th.mwlnolll'lﬁlllhmlh.ﬂthhlnvldh‘lunﬂlﬂ ano v faies o) foroign ond placas @t up
In China by engego in and thal) have he fight © InDect he tax withhalding of tha withhalding agem sndits
poyment of the wilhhald tax to ths Sisle Tressay. The mm.um withholding agenis being inspacted mus repart tho facts and provids relevant Informatan. Thay may not
concas! of fusm to repad any faca

When makng en Ingsection, B tax offi clals hall produce their Identty nc dall be tar

Aride 21: income tax paysbls samiding 10 Ute Law thall be computad In tern s ol Renmindl (RMB). tncoma In toreign currency el be converied into Renminbl sccorting
o the axchangs MW quotsd by he date exchangs contrl suthostiss for pupomsof tax payment

Anido 22: If sy taxpoyer falis to poy tox within the prescribed time RemlL, or ) e withhokeing agon folle 1o remit tho tex withirald within the SEKIbd Uma IEmi, t tax
authontos diall, In sddiUon to mung e new Ume 1imit for tax pRymeny, I/Mpo M o Xharge for Cvemiue paymem squel to 0.2% of the ovaxtus tax for sach dey in sqesm,
darting 0 Lhe firz day the payment becans ovardus,

Aricio 23: The tax suthorties shell mt 3 new Umas [Imit for at may Impam @ fine 01 5,000 yusn of (889 0n any taxpayer or
withholding agant which falls to regietes for tax purposes of to mn-m-m.. n with the tax he ¥ms Aenit, asbmit an
Incoms tax retum, §nal accounting

datenents or withholding Income 183 M (o e Lax suthodtes within the prEted Yme limiL or repart Its kncaciel 8nd 83COUNUNG SRS to tha tax auhodties o
mieEnce pupoms

Where Lhe tax authoriUes have ml o new Uma limit lor or of they chall |mpc--nr-n'|nmy«motl-lon taxpaysmsorwithholeing
agonia which again fail to mesl b §me limit (o7 AQIEMIKN of MaNNg o changs In with he ax ot on Income tax elum, Anel
ta o7 withholding Income tax M Lo he lax autheriles Where the draumeancss sre mrious the ll 8l repreeaniotve end tho parmn diredtly

for cAming! y 8ppiyIng, he Arude 121 of the CAminal Law.

Aricke 24; Whos the withholding apent feils to AN ILs oatigation 1o wilhho!d Lax a3 provided Ly (1 Law, and Joes no! withhold or Mithihntds gn amount lem then that which
#hould have Dasn wihhald, the tax suthori tlias dholl aal 8 fime 1imit for the peymant of ihe amount of tax (hot thoutd have been withhold, and moy Inpom a fine w to bul
not excaeding 100% of the amount of tax 1hat thotdd hove bron wiltheld,

WWhere the withhelding agent fails o mmlt (ha tax withhold to the Stale Tresaxy witnin the prescided dme fimil, the (ax suthanties atl mt & Ums limil for rmitdag the
tanosang may Imposs a fine of 5,000 yuan or les an the withholding agent; 11 the wiliholding agont 89aln fafs 10 mes! tho Uma limiy, the tax suthordtss il pumie the

thxas acEoning 1o (he law and may Impom fins of 10,000 yusn of lss &0 the agont ifhe mdous, the lsgel and the permn
dimaty shall be foredminel by sppiytng. he i Articss 121 of tha Caminal Low.

Al 25: Whare eny peron evaxes lax by decspiian or concaatman) cr fsils 10 pay 18x within Ihe Bmo Himit presaided by this Law and. sfter the tax suiodtios heve
purod e paymont of (ox, 2gein Lalls 1o pay H within Ihs prescated imae Umit, the tax n additlen 1o Uhe 1ax which should heve besn psid,
Imposs a Nne up ta bt not excasding 500% of the Nlml\ldlllmﬁmll have baen paid. \hers the senouy, the lagal ang the parmn
dtrectly il be tor eiminal with the Asticto 121 of the CAmInct Law,

Asicse 26: in coem of o digputo with the tax authodlesin respeci ©© Ihe paymert of tax, any sntempias with forsign foreign enterrm of sgent mua
first pay lex actording 1o he risvenl regulationa Thematiar, the tazpayer or wilhholdng -ncm may, w'ihin 80 amlm the data of mcaipt ol the tax peymen centlNcols
lemsed by the taz apply to e tax racelpl of the the lxpoysr o wiltholding egeni (s not @BisIed with the

daddon, }t may Ingitule legal pracasdings n the people’s court within 15 days frem the nuu u recalpt of e nolmunm on dscidon made aftar econddention.

I the penty concamed 18 nol DUdad wilh tha decidon on punizZimen) by tha tax authodiey It may. wilhin 13 doys fom the dar of recip! of fha notification on punishment,
apply lor meondderatan lo the tax authodilas et the nexi highes 18ve) above the which made the dadsion onr punisharent \Whers (ke party tsnot @tigled with the decidon
made after reconsderation, Il mey Inglituie [ogsl procaodingsin the people's court within 15 daystrom the data of RCeipt of the dedHon mads sfles mcongderayan, The
oty Concamed may, howewar, dirscily (nditute lognl Procasdings in ins pecpls'scourt wihin 18 days kum ®o dalo of recelpt of the dacidon mads slier mconddaration.
The pany contemad moy, howsves, direcly Inditute legal pracosdingsin tho peapie’s count within 15 days from the dote of roceip! of the notificalien on puntdiment. If the

deesnat oppty for 15 18 higher tax natitie legol the paople’s coust Wil the Ume Umit, endif e dacidon on
pun!mmnl fe ot fuliiled, the tax suthonlios which mado tha decison on puniiment moy 8ppiy 10 the PeoAIN's coun far compuimry exacution,

Arude 27: Wham eny enterpdee st forign which bofcro the of this Law would oTankias, in accordance win tho prowdonsaf this
Law, be subjsct to Righer 1ox rates of enjoy | veament of tox o raduction Bion beform the entry Into ferca ef thisLaw, In mpedt b aich sntepdm.
within ls 8pprovad penod af openation, tho law and relovant reguiolions of tha Stets Councll In efiedt bators the eniry In‘o forco of tiaLaw the!l 0pply. If 80y uch anlemis
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NBINO SPOMOVE0 PEKOU O OPArRLON, UK |Fw SN E:BVERL MGUISUANE 01 NG 5180 LOUnGi in e1Tect BEYMS ¢ ANTY 1D FOTE 01 Uig LBW mhall apply wathun (N8 pencd
prascinod by the State Council. Spatiic nies shall be mpuiatad by ine State Cound.

Aicte 28: Ve the tax betwoon the of the Penpiss Republic of China and toreign govemmants ore different bom the
provisons of tisLaw, the provizans of the repective ogreements shell spply.

Arucle 29 Rulesfor mplem entation shall bs farmulated by the State Councdl in accondance with this Law.

Arddda 30. This Law shail enter Inio forea on | July 1991, The incomo Taxaf the Pecple’s Repudlic of China for Chinem Forsign Equity Joini Veniures end the Inccme Tax
Law ot the People’ e of Chine for Foretgn be anmsd asof the mme date.

Agpendx Relevant Atida in Cdminal Law

Aride 121; In the mricus am of violsting, sveding ordaing the tax law, he offendar will Be sntenced 1o 3 yean of lom ImpAsonment of dalenton (n cusiody ks fabor
mMce.

novexen.com/icm_tax_for_invst_91.ht... 3/3




non confidential attachment C-1.2.7
| :

.,

&

r

General Administration of Customs of the PRC. National Development and Reform Commission of the
PRC 2009-07-07

Circular on Some Issues Concerning Execution. of
Preferential Policies on Enterprise Income Tax
. -/Cai Shui [2009] No.69

Financial departments (bureaus), state tax bureaus and local tax bureaus of provinces,
autonomous regions, municipalities directly under the Central Government and separately
planning cities and the Bureau of Finance of Xinjiang Production & Construction Corp.,

According to the relevant provisions of the Enterprise Income Tax Lavw of the People s Republic
of China (hereinafter referred to as the Enterprise Income Tax Law) and the Inplementing
Regulations of the Enterprise Income Tax Law of the People's Republic of China (No. 512 Decree of the State
Council, hereinafter referred to as the Implementing Regulations), the issues concerning execution
of preferential policies on enterprise income tax are hereby notified as follows:

Eﬁzc]baﬂ The enterprises that enjoy the transitional preferennal policies as provided in
the. ercular of the State Council on Implementation of the Transitional Preferenhal Pahcxes on -
Enlerpme Income Tax(Guo Fa [2007] No.39) arid the preférential policies conceming the

‘western developmem, may pay half of the'tax payabl¢ calculated accordmg to the apphcable tax
rate of. lhe emerpnses within the half- reductlon period of regular tax reduction and. exempnon In’

other cxrcumstances of regular tax: reductlon and cxempuon cntcrpnscs shall pay half of tax ;

E-mcE.‘A The tax preferentlal circumstances where enterprises shall not receive duplicate
preferences, for which no change is allowed after the enterprise has made the choice as provided
for in Paragraph 3 of theCircular of the State Council on the Implementation of the Transitional
Preferential Policies on Enterprise Income Tax (Guo Fa [2007] No. 39) shall be limited to the
tax preferences under the categories of regular tax reduction and exemption and reduction of tax
rates as provided for in the Transitional Preferential Policies on Enterprise Income Tax and

the Enterprise Income Tax Law as well asImplementing Regulations thereof.

For tax preferences provided for in the Enterprise Income Tax Law and the Implementing
Regulationsthereof, enterprises mect the conditions provided may enjoy them at the same time.

ATtiGIEZ3 Where an enterprise is in any circumstance of consolidation, division or restructuring
when enjoying the transitional tax preferences, it shall be handled according to the provisions of
the Circular of the Ministry of Finance and the State Administration of Taxation on Some Issues
concerning Handling of Enterprise Income Tax for Enterprises Reconstructing Businesses (Cai
Shui [2009] No.59).

éf._‘ft]’c_l'e;__'g‘ After January 1, 2008, the distribution of the equity investment gains such as dividend
and bonus from the accumulative undistributed profits in 2007 and previous years among
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resident enterprises shall be handled according to Article 26 of the Enterprise Income Tax
Law and Article 17 and 83 of the/mplementing Regulations.

BHigles With respect to the branch of an enterprise, which was established before Mer.16, 2007,
and has separately enjoyed relevant tax preferences according to the preference provisions
provided in the formal income tax laws for domestic and foreign enterprises, if it satisfies the
policy conditions listed in the Circular of the State Council on Iinplementation of Transitional
Preferential Policies on Enterprise Income Tax (Guo Fa [2007] No.39), the branch may

separatelyenjoy. the transitional preferenual pohcxes on enterpnse income 1ax provided in the -
aforésaid Circular.

m The international financial institutions prescribed in Item (2) of Article 91 of

the Implementing Regulations include the International Monetary Fund, the World Bank, the
Asian Development Bank, the International Development Association, the International Fund for
Agricultural Development, the European Investment Bank and other international financial
institutions specified by the Ministry of Finance and the State Administration of Taxation. The
preferential loans refer to loans with interest rates lower than the interest rates in the
corresponding periods for the same kind of loans.

é»? tiicfezZ The number of employees referred in Item (1) and (2) of Article 92 of the Jmplementing
Regulations refers to the sum of the number of employees who have established labor
relationship with the enterprise and the number of persons under labor dispatch received by the
enterprise. The indicator for the number of employees and total assets shall be determined
according to the average value of monthly average values of the enterprise in a year. The specific
calculation formula is as follows:

Monthly average value = (value at the beginning of the month + value at the end of the
month) +2

Average value of monthly average values of the year = sum of the monthly average values of
the year + 12

For an enterprise opens or terminates its business activities in the middle of a year, its actual
business period shall be taken as the taxable year to determine the above-mentioned indicators.

IATHCIER The treatments for small-scale enterprises with meager profits as prescribed in Article
28 of theEnterprise Income Tax Law shall be applicable to the enterprises with conditions for
establishing and accounting its taxable incomes. The enterprises that pay their enterprise income
tax according to theMeasures for Deciding and Collecting Enterprise Income Tax (Guo Shui Fa
{2008] No.30) shall temporarily be inapplicable to the applicable tax rates for smail-scale
enterprises with meager profits before they obtain the conditions for accurately accounting their
taxable incomes.

it fidletd The software and 1C production enterprises established before the end of 2007 may
enjoy the preferential policies on reduction and exemption of enterprise income tax within a
specified period according to the Circular of the Ministry of Finance and the State
Administration of Taxation on Some Preferential Policies on Enterprise Income Tax (Cai Shui
[2008] No.1) after recognition. The enterprises that have obtained profits and started to enjoy the
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preferential policies on reduction and exemption of tax within a specified period in 2007 or
previous years may continue to enjoy the policies since 2008 until expiration.

IRTHEIEa10 The special equipment for environmental protection, energy and water conservation
and safe production that purchased and actually used as prescribed in Article 100 of

the fmplemnenting Reguiationsincludes the ebove-mentioned special equipment which is leased
by enterprises as the lessee by means of financing lease and the ownership of which will
transferred to the enterprises as the lessee after expiration of the lease period as agreed in
financing lease contracts, and which satisfies prescribed provisions. If the ownership of the
rented equipment is failed to be transferred to the enterprises as the lessee after expiration of
financing lease period, the enterprises as the lessee shall stop the enjoy the preferences of
deduction of enterprise income tax and pay the deducted enterprise income tax.

EHicitzal The over-two-year investments in unlisted medium and small-scale hi-tech enterprises
as prescribed in Article 97 of the fmplementing Regulations include the investments that have
reached two years before Jan. 1, 2008. The medium and small-scale hi-tech enterprises refer to
the enterprises with annual sales and total assets less than RMB200mn respectively and
employees less than 500, which have acquired the qualifications for hi-tech enterprises according
to the Measures for Administration on Recognition of Hi-tech Enterprises (Guo Ke Fa Huo
[2008] No. 172). Among them, the enterprises that have obtained the qualifications for hi-tech

enterprises before the end of 2007 do not need to go through re-recognition within the prescribed
validity period.

ISHICIEE This Circular shall be executed from January 1, 2008.

Ministry of Finance
State Administration of Taxation
April 24,2009

Circular of the State Administration of Taxation onthe T3
Issues Concerning Implementation of the Preferential
Income Tax for Hi-Tech Enterprises

Guo Shui Han [20609] No. 203

The state tax bureaus aqd _lgca]_ tax _bu;ct_m_s"z_)f p_rovimes, autenomous regions, municipalities directly under the
Central Govérniment and separately planning cities, -~

Far the purpose of implementing the preferential income tax of hi-tech enterprises and transitionally
preferential policies, in eccordance with the Enterprise Income Tax Law of the People's Republic of
China (hereinafter referred to as Enterprise Income Tax Law) and the /mpl jon Regulations of the

Enterprise Income Tax Law of the People’s Republic of China (hereinafier referred to as Implementation
Regulations) and related taxation provisions, the related issucs are hereby notified as follows:

[REGEIESE In case of any hi-tech enterprise whose enterprise income tax may be levied at the reduced tax rate of
15% in a year or which enjoys the transitional taxation preference in accordance with the Circular of the State
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Council on Implementing Transitional Preferential Taxation for Hi-Tech Enterprises in Special Economic
Zones and Shanghai Pudong New Area (Guo Fa [2007) No. 40) and whose requirements for tax reduction or
exemption change in the same year when the relevant preferential taxation is actually implemented, tax
treatment shall be done in accordance to Paragraph 2 of Article 9 of the Circular of the Ministry of Science and
Technology, the Ministry of Finance and the State Administration of Taxation on Printing and Distributing
Mecsures for the Administration of Identification of Hi-Tech Enterprises (Guo Ke Fa Huo [2008] No. 172).

AX{ig]E:3 The hi-tech enterprises that originally enjoy the regular deduction or exemption of enterprise income
tax within the prescribed period eccording to law and simultaneously conforms to the qualifications of Article
1 of this Circular may, in accordance with the M es for the Administration of Identification of Hi-Tech
Enterprises and related provisions of the Circutar of the Ministry of Science and Technology, the Ministry of
Finance and the State Administration of Taxation on Printing and Distributing the Guidance on Identification
of High-New Technology Enterprises (Guo Ke Fa Huo [2008] No. 362), enjoy the transitional policies on
implementing the regular tax deduction or exemption that are not mature till the expiration thereof as of
January 1, 2008 after acquiring the hi-tech enterprise qualification certificates issued by accrediting agencies
based on new standards.

For the hi-tech enterprise that was established in the period from January 1, 2006 to March 16, 2007
but still failed to make profits (the amount of taxable income is zero after making up for the loss of previous
years) by the end of 2007, after it has acquired the hi-tech enterprise certificate issued by accrediting agencies
based on new standards in accordance with the related provisions of the Measures for the Administration of
Identification of Hi-Tech Enterprises and the Guidance on Identification of High-New Technology

Enterprises, the period for its tax exemption shall be computed as of January 1, 2008 according to the
provisions of Article 57 of the Enterprise Income Tax Law.

Zﬁ@ Any qunhﬁed hi-tech enterpnse after identification (rc-exammanon) may apply for preferential
enterprise income tax from the ycar when the npproval of identification (r:;&nmmanon) is valid. After
acquiring the hi-tech enterprise certificate issued by hi-tech enterprise identification administration agencies of
provinces, autonomous regions, municipalities directly under the Central Government and separately planaing
cities, e hi:tech enterpnse may hold the “}u-tech enterprise certificate” and its copies and relevant materials to
apply to the competent tax authonty for handlmg the formalities of reduction or exemption of tax. .
Consequenﬂy, the hi-tech enterpnse may make prc-dcclmuon of enterprise income tax payment or enjoy *
transitional preferentml taxation at the tax rate of 15%.

@E During the peried from the expiration of tax year to the time when the annual tax retumn is submitted,
the hi-tech enterprise that has gone through the formalities of deduction or exemption of tax shall go to the
competent tax authority for recordal of the following materials:

(1) Stetement on the scope of products (service) belonging to High and New Technology Fields under Key
Support of the State;

(1) List of annual enterprise research and development expenses (sce the attachment);

(LIT) Statement on the proportion of the revenues of hi-tech products (service) of the current year among the
gross revenues of enterprise; and
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Prior to 2008, China had two Corporate Income Tax {"CIT") systems. One applied to foreign enterprises
and Chinese enterprises with foreign investment of 25 percent or more; the other applied to all other
enterprises. Different tax incentives were provided under the two systems. On March 16, 2007, China
passed the Corporate Income Tax Law (the "CIT, Law’), which came into effect on January 1, 2008. The

CIT Law has

unified the two CIT systems, reduced the CIT rate from 33 percent to 25 percent, and '

provided unified tax incentives to both domestic and foreign-invested enterprises. The Detailed Rules for
the Implemantation of Corporate Income Tax Law (the *CIT Rules”) and various tax circulars were issued
to clarify the tax incentives offered by the CIT Law.

Ente’rpﬁ;es established prior to March 18, 2007, are eli

period, including:

gible for certain types of relief during a transition

s Ifan enterprise enjoyed a 15 percent CIT rate under the old tax laws andvregulations, the

applicable rates will be 18 percent, 20 perce

20089, 2010, 2011, and 2012 respectively.

nt, 22 percent, 24 percent, and 25 percent for 2008,

¢ If an enterprise was granted a tax holiday or reduced rate for a fixed pericd under the old laws
and regulations, it can continue the tax holiday or reduced rate during the fixed period. However,
If the enterprise did not start the tax holiday in 2007 due to a lack of profits, 2008 will be deemed
to be the first profit-making year.

What CIT incentives other than the transitional relief are available? What CIT incentives are available to
Chinese resident enterprises established today? The table below summarizes the major CIT incentives
provided by the CIT Law, the CIT Rules, and tax circulars published through June 30, 2008.

} Area Incentive Criteria Authority
S E O N : e
Inge_r_eSt from Tax exemption Interest derived from the state treasury debts CIT Law Art. 26
state treasury issued by the finance department of the State 11
debts Council. :
CiT Rules Art.
82
-
| Dividends paid Tax exemption Dividends, profit distributions, and other CiT Law Art. 26
i between resident returns on equity investments derived by a (2)
enterprises resident enterprise from its direct investment in |
another resident enterprise, except dividends | ¢iT Rules At
derived from publicly issued and traded shares 83
of a resident enterprise that are held for less
than 12 consecutive months.
Agriculture, Tax exemption Income derived from the following projects: CIT Law Art. 27
forestry, animal M
husbandry, * Growing of vegetables, grains, tuber

(7.
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fishery crops, oil plants, beans, cotton, hemps, ’I CiT Rules Ant,
sugar crops, fruits, and nuts 86 (1)

e The selection and cultivation of new
agricultural species

e The growing of Chinese medicinal
herbs

* The cultivation and growing of forests
e The rearing of livestock and poultry
* The harvesting of forestry products

e lrrigation, preliminary processing of
agricultural products, veterinary
services, promotion of agricultural !
technologies, operation and
mainterance of agricultural
machineries, and similar agricultural,
forestry, animal husbandry, fishery
services projects

» Fishing on the high seas. !

i 50% reduction in { Income derived from the following projects:” i CIT Law Art. 27
CIT rate (4}
* The grawing of flowers, tea plants, and i
other crops used for beverages and CIT Rules Art.
spices; 86 (2)
* Seaand inland water aquaculture.

T T R B
Public 3-year Ports and wharfs, airports, railways, highways, | CIT Law Art. 27
infrastructure exemption and urban public transportation, electric power, 1(2)

3-year 50% water suppliers, etc. as prescribed in the

reduction, Catalog of Public Infrastructure Projects 1 CIT Rules Ant.
starting from the | Eligible For Preferential Corporate Income Tax 1 g7

year in which the | Treatment.

project first

i | generates

| operating

i income

! Synergistic 10% revenue Revenue derived from the use of the resources | CIT Law Art. 33

| utilization of exclusion in prescribed in Catalogue of Preferential

{ resources computing Corporate Income Tax Treatments for CITRules Art.

taxable income | Synergistic Utillzation of Resources as the raw g9
i materials In the production of goods. The
proportion of the amount of raw materials used
: in production shall not be lower than the

1b
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| criteria prescribed in the catalogue.

Security
investment funds

Environmental
protection and
energy or water
conservation

Small-scale
enterprises with
low profitability

20%

for the year shall not exceed RMB300,000,
total number of employees shall not exceed
100, and total assets shall not exceed RMB30
million.

For all other enterprises, the taxable income
for the year shall not exceed RMB300,000,
total number of employees shall not exceed
80, and total assets shall not exceed RMB10
million.

Temporary tax Income derived by securities funds from Cai Shui (2008)
exemption securities market, including stock and bond No.1 Art. 2
trading, dividends, interest, and other income. |
Income derived by investors from securities
funds.
Galn darived by investment securities fund
managers from trading stocks and bonds using |
the funds. |
3-year includes public sewerage treatment, public CIT Law Art. 27
exemption and refusa treatment, synergistic development and (3)
3-year 50% utilization of methane, technological innovation ’
reduction, In energy conservation and emission reduction, CIT Rules Art,
starting from the | sea water desaiination, and similar projects. | gg
year in which the | The gualification criteria and the scope shall be
project first ' formulated by the departments of the State
generates Councll in charge of finance and taxation in
operating conjunction with relevant departments of the
income State Council, and shall be promulgated and
implemented with the approval of the State
X Council.
10% of the Purchase and actual usage of specialized CIT Law Art. 34
amount invested | equipment for environmental protection,
In specialized energy or water conservation, and safe CIT Rules Art.
equipment may | production as prescribed in Catalogue of 100
be credited Preferential Corporate Income Tex Treatments
against tax for Specialized Equipment in Environmental
payable for the Prolection, Catalogue of Preferantial Corporate
current year, the | Income Tax Treatments for Specialized
excess cradit Equipment in Energy or Water Conservation,
may be carried and Catalogue of Preferentlal Corporate
forward for 5 income Tax Treatments for Spacialized
years Equipment in Sa‘e Production. Tax benefits will
be clawed back if the enterprise subsequently
1 transfers or leases the equipment within 5
| years.
Reduced rate of § For industrial enterprises, the taxable income | CIT Law Art. 28

CIT Rules Art.
92

36




Employment of
disabled
| employees

Venture capital

Additional The relevant rules of the Law on Safeguard of | CIT Law Art. 30
deduction of Disabled Persons shall apply with respect to (2)
100% of salaries | the determination of the qualifications of the
paid to disabled | disabled personnel. CIT Rules Art.
employees g5
! 70% of qualified } A venture capital enterprise has invested, in CIT Law Art. 31
investments may | the form of equity investment, in a medium- to
ba set off against | small-sized high and new technology CIT Rules Art.
the taxable enterprise that has not been listed on a stock | o7
income; the exchange for more than 2 years. K
excess amount
can be carried 1
forward |

Waestern Region

Reduced rate of

An enterprise set up in the Western Region

Guo Fa (2007)

{Chonggqing, 15% through { with main business in encouraged industries iNo.39 Art. 2
Sichuan, December 31, according to ralevant investment catalogues.
Guizhou, 2010 For a domestic enterprise, 70% or more of its ' Cai Shul (2001)
Yunnan, Tibet, revenue should be derived from the business No0.202
; Shanxi, Gansu, | listed in The Catalogue of Industries, Products, )
i Ningxia, Qinghai, and Technologies Whose Development Are
Xinjiang, Inner Currently Encouraged by the State (ravised in
Mongolian, and 12000); for a foreign-invested enterprise, 70%
the Guangxi; or more of its revenue should be derived from
also applies to | the business listed in The Catalogue of
| Xiangxi Tujia- Industries for Guiding Foreign Investment and
Miao the Catalogue of Preferred Industries for
Autonomous Foreign Investment in Central and Westem
Prefecture in Region.
Hunan Province, - =
Enshi Tujia-Miao | 2-year An enterprise set up in the Western Reglon for |
Autonomous exemption and which at least 70% of its total revenue is
Prefecture in 3-year 50% derived from the transportation, electricity,
Hubei Province, | reduction from water conservancy, post, broadcasting, and
and Yanbian the first profit- tetevision industries. i
Korean making year for |
Autonomous foreign-invested
Prefecture in enterprises and
Jilin Province) | from the first
operating year
for domestic
enterprises
Ethnic Reduction or Determined by autonomous prefectures and | CIT Law Art. 29
autonomous exemption for counties subject to approval of the government
fegions the part of CIT at the provincial levet. 1 ¢IT Rules Art.
as retained by | 194
the ethnic
autonomous
regions
(r Technology Tax exemplion Income from technolagy transfer that does not { CIT Law Art, 27

i transfer

exceed RMBS million in a year.

—. —




i 50% reduction

' Income from technology transfer that exceeds

RMBS million in a year.

High and new
technology
enterprise

Reduced rate of
15%

(@

CIT Rules Art.
190

Must meet all of the following
qualifications:

Registered in China for at least one
year.

Owns IP right or exclusive right to use
the IP of core technology in connection
with the main products (services) of
the enterprise.

Products or services must be within

the scope of the Catalogue of High

and New Technology Areas

Specifically Supported by the State.
These areas are electronic information
technology, biological and medical
technology, aviation and space
technology, new materials technology,
high-tech services, new energy and
energy conservation technology,
resources and environmental
technology, and the transformation of
traditional sectors through new high-
tech. ;

At least 30% of the enterprise's k
employees should be collage

graduates (three-year program or
above), among the qualified staff, at
least 10% of the total number of
employees should be engaged in R&D |
activities, |

R&D expenditures for the last three
accounting years should at least 6%,
4%, and 3% of total revenue if prior-
year revenue is below RMBS0 million,
RMBS0 million to 200 miltion, and
more than RMB 200 miilion,
respectively. At least 60% of the
minimum R&D expenditure must be
incurred in China.

Cument-year income from high and
new technology products (services) is
at least 60% of total revenue.

Meets all requirements respecting the

1 CIT Law Art. 28
1)

§ CIT Rulas Art
el

| Guo Ke Fa Huo

(2008) No.172"
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2-year High and New Technology Enterprises 4 Guo Fa (2007)
exemption, 3- established in Shenzhen, Xiamen, Zhuhai, No.40
{year 12.5% Shantou, Hainan, and Shanghai Pudong New
reduction, and Area on or after January 1, 2008, ]
then 15%, |
starting from the
year in which the
project first
generates
operating
income
R&D 150% deduction | R&D expenditure for development of new 4 CIT Law Art. 30
expenditures or amortization technologies, new products, and new 11 (1)
. 1 based on 150% technological process. !
f of capitalized CIT Rules An.
expenses i 95
rFixed assets Shorten Fixed assets that are upgraded and replaced CiT Law Art. 32
depreciation depraciable frequently due to advancement in technologles |
period by 40% or ! or are exposed to constantly high levels of 1CIT Rules Art.
accelerated | vibration or corrosion, 98
depreciation
. 2-year Acquired software and ' Cai Shul (2(’)08)j
depreciation or 1 No.1 Art. 1 (5)
amortization Approval of tax authority.
Shorten Manufacturing equipment for integrated circuit | Cal Shui (2008)
| depreciable production enterprises and 1 No.1Ar. 1(7)
period to ;
| minimum 3 years | Approval of tax authority.
Software; CIT exclusion of

Integrated circuit
‘ design

rating of R&D management, the
capacity to convert R&D outcomes, the

sales and total assets as provided in
Administrative Working Guidelines of
Assessment of High and New
Technology Enterprises.

number of IP rights, and the growth of |

VAT refund

Software enterprises and integrated circuit
design enterprises;

VAT refund is in connection with the sale of
self-developed software products; and

The refund is used for software R&D and the
expansion of production,

2-year
exemption and
3-year 50%

1 Cal Shui (2008)
INo.1Art. 1(1)&
e

Newly established software enterprises or
newly established integrated design

Cai Shui (2008)

enterprises.

reduction from

1 No.1 At 1(2) &
(6)

4/7
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the first profit-
making year

[

Reduced rate of
10%

Employee
training
expenses can be
deducted as

Key software/integrated circuit design
enterprises included In the State plan, if not
otherwise eligible for CIT exemption that year.

Software enterprises and integrated circuit
design enterprises {staff education expenses
for other enterprises are fimited to 2.5% of total
salary).

Cal Shui (2008)
No.1 Art. 1(3) &
(6)

Cai Shui (2008)
No.1Ad. 1 (4) &
(6)

Integrated circuit
production

Reduced rate of
15%

Integrated circuit production enterprise with a

| total investment exceeding RMB8 billion or

whose Integrated circuit width is less than
0.25um

Cai Shui (2008)
No.1 Art. 1 (8)

S-year
exemption and
S-year 50% rate
reduction from
the first profit-
making year and
then reduced
rate of 15%

Integrated circuit production enterprise with a
total investment exceeding RMBS billion or
whose integrated circuit width is less than
0.25um, with an operating perlod of no less
than 15 years.

Cai Shui (2008)

No.1 Art. 1 (8)

2-year
exemption and
3-year 50%
reduction from
first profit-
making year

Integrated circuit production enterprise whose
circuits are less than 0.8um. :

| Cai Shui (2008)

No.1 An. 1 (9)

Refund of 40%

of tax paid on
profit reinvested
from January 1,
2008, to
December 31,
2010

Refund of 80%
of tax paid on
profit reinvested
from January 1,
2008, to
December 31,
2010

An investor in integrated circuit production or
packaging enterprise reinvests after-tax profits
in 1) the same enterprise by increasing
registered capital or 2) other integrated circuit
production or packaging enterprises by

period shall not be less than & years.

the after-tax profits from domestic enterprises
as capital to establish integrated circuit
production enterprises, integrated circuit
packaging enterprises, or software production
enterprises in the Western Region; the
reinvestment period shall not be less than 5
years,

| estabiishing new enterprises; the reinvestment :

| Investors that are economic organizations use |

. .
Cai Shui (2008)
No.1 Art. 1 (10)

The content of this article is intended to provide a general guide (o the subjfect matter. Specialist advice
should ba sought about your Specific circumstances.

7/7
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at the provincial level, except for thase that are subject to the approval of the relevant departments of the State
Council as prescribed in the Caralogue of Investment Projects Authorized by the Government.

Strict administration of projects. After delegating power to approval, the issues concerning project
application report and the contents, conditions and procedures of spproval shall be still subject to the Interim
Measures for Administration of Foreign-invested Projects (No.22 Decree of the National Development and
Reform Commission). The power to approve the projects under the category of restriction in the Catalogue for
the Guidance of Foreign Investment Industries is not delegated temporarily. If there are special provisions on
preject approval in state laws and regulations and the documents of the State Council, those provisions shall
prevail.
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1 ;The projects [eatunng by hxgh energy and resource consumption and serious pol]uuon
and those at low level with overcapacity or repeated construction shall be strictly restricted.

Simpliﬁcation of the procedures for approval of projects. Development and reform commissions at various
levels shall, when regulating the appraval of foreign-invested projects according to approval conditions,
proactively simplify the procedures for approval, shorten the pericd for approval and increase the transparency
of approval. The approved projects, in principl!:, shall be open to the public by different means.
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Enhancing of the supervision and examination of projects. Development and reform comumission at various
levels together with the relevant departments shall strengthen analysis on situation and tendency of foreign
investment, focus on major issues, timely help foreign investors to solve difficulties and report main issues to
the National Development and Reform Commission in a timely manner.

Development and reform commissions at various levels shall, by taking into consideration of local reality,
publicize and carry out the Some Opinions of the State Council on Doing a Good Job in Utilization of Foreign
Investment(Guo Fa [2010] No.9). Those commissions shall adhere to the principle of proactive and effective
utilization of foreign capital and enhance efforts on refarm and innovation to create a more open and optimal
investment environment and comprehensively improve the level of utilization of foreign capital.

National Development and Reform Commission
May 4, 2010
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Guo Shui Han [2009] No.399 -~

Gansu Provincial Office of SAT,

Your Reguest for Instructions on Taxation Issues concerning the Calalogue  for Guiding Foreign Investment in
Industries (Gan Guo Shui Fa [2009] No. 97) has been received. Accordmg to the Circular o/ the State Council
on Implemenlatron of Interim Enterprise Income Tax Preference Polictes (Guo Fa.{2007] No.39), the ;
cnterprise income tax preferc.ncc polrcxes fur the Wcstem Development as provrded in the Crrcr pf thié
Mmrsrry omeance, the State Administration ofT i  and the General Admir _' '_ ration, of{‘ toms on’
Pre/aenc Policies for; the Western Developmenl (Car Shm [2001] No .202) shall

ntin 10°be execiited until expu-anon The reply to the issues concerning applicable catalogue to the
enterpnse income tax preference pohcres for the Westem Development after implementation of the Enterprise
Income Tax Law of the People s Republic of China are herein given as follows:

E Issues concerning applicable catalogue and linkup for domestic enterprises engaged in industries under state

encouragement that share enterprise income tax preference policies for the Western Development shall

continue to be subject to the provisions prescribed in the Circular of the Ministry of Finance and the State

Administration of Taxation on Issues conceming Modification of the Applicable Catalogue to Tax Preference
. Policies for the Western Development {Cai Shui [2006] No. 165).

ZE Issues concerning applicable catalogue and linkup for foreign-invested enterprises engaged in industries
under state encouragement that share enterprise income tax preference policies for the Western Development
shall conform to the following principles:

(1) Since Jan. 1, 2008, the Catalogue for Guiding Foreign In in Industries in the No. 202 document
of the Ministry of Finance in 2001 shall be subject to the Catalogue for Guiding Foreign I in
Industries(revised in 2007) promulgated by the National Development and Reform Commission. Since
Jan. 1, 2009, theSuperior Industry Catalogue for Foreign Investment in the Central and Western Areas in
the No.202 document of the Ministry of Finance in 2001 (No. 18 Decree) shall be subject to the Catalogue
of Superior Industries in the Central and Western Areas (revised in 2008) prom\ﬂgalcd by the National
Development and Reform Commission and the Ministry of Commerce.

@

~

A foreugn-mvested enterprise enjoying enterprise income 'tax preference policies accarding to the
catalogues as provrded in the No. 202 document of the Mrmstry of Finance in 200 before mcdrf cation of
the relevant catnlogues may continue to'e enjoy the preference unul ‘expiration; linless the enlerpnse
engaged in any xpdustry under the categoncs of rcsmcuon or prohlbmon of forelgn investment accordmg
to lhe Caralague for Gurdmg Fe oreign Investment in Industries (revised in 2007). For any enterprise
engaged in industries under categories of restriction or prohibition of foreign investment as provided in
the Catalogue for Guiding Foreign In in Industries (revised in 2007), the enterprise income tax
preference policies for the Western Development shall be stopped to be executed as of the date of
implementation of the new Catalogue.

‘As for any enterpnse that does not satisfy the standards for category under encouragement accordmg to
lhe ongmal Catalogue yet satisfies that according to the new one, it may enjoy tax preferences for the rest
of the period for tax preference calculated according to the enterprise income tax preference polrcles for
!he Weslem Development since the implementation of the new Catalogue.

State Administration of Taxation
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Tax circulars

~  Notice regarding the applicable indust tatog for the Corporate
Income Tax preferential policies concsrnlnq Western Reglon develapment
(Guoshulhan [2009] No. 399)

Synopsis:

As part of the "Go West" strategy, qualifying domestic enterprises (“DEs”) and
foreign invested enterprises (“FIEs") located in the Western Region within the
encouraged industry catalogues may enjoy a reduced Corporate.Income Tax
(CIT) rate of 15% during the perlod-from 2001 to 2010, according to a
previous tax circular, namely, Calshui:{2001} No.-202:(~Circular 202*). As a
result of revisions to the various industry catalogues, the State Administration
of Taxatlon (SAT) issued Circular Guoshuihan [2009] No. 399 (“Circular
399") on 27 July 2009 to clarify the applicable catalogues for such tax
incentives.

= For DEs engaged in encouraged industries, the provisions.sét-out:in. Caishui
[2006)-No. 165 should continue to apply in the determination of the
applicable encouraged industry catalogue.

» For FiEs engaged in encouraged industries:

1. Starting from 1 January 2008, the industry Catalogue for the
Guidance of Foreign Investment (“ICGFI") mentioned In Circular 202
means the 2007 revised version. Starting {rom 1 Januvary 2009,
the Priority Industries Catalogue for Foreign Investments in the
Central-Western Region (“PICCW") mentioned in Circular 202 means
the 2008 revised version.

2. If FIEs had been granted tax incentives under the old catalogues
prior to the revisions, such FIEs may continue to enjoy the tax
incentives, except for those falling Into the prohibited and restricted
industries in the 2007 version of the ICGF!.

Clrcular 399 atso clarifies that for companles qualifying as encouraged
Industrles according ta the new catalogues, but not so according to the otd
catalogues, the tax preferential treatment should apply in the remaining period
from the year in which the updated version was implemented.

ENERNST&YOUNG ... ... . . - . ...
=2 ik




C

'~

3a 76

You may click this link to access the full.content of Circular 399:
Ly j oV, 0 1 53 8 922481 7.htm]

You may click kh:s link to access the lull content of Circuiar 202
v, atuy Il.as

You may click this link to access the full content of Calishui [2006) No. 165:
;£ viwwi whas.gov.cnfcms/whas03/1aws/05/030205/20061 1160 Lh

You may click this link to access the full content of the 2007 version of the ICGFl:
ww,ndrc.gov.cnfz2cib/zebl/20071ing/t20071107 171058, htm

You may click this link to access the full content of the 2008 version of the PICCW:
hitg.//yevew.ndrc.qov.cn/zcfbizeibl/20081ing/120081224 253113 him

Notice regarding the detalled measures on the further reinfor t of tax collection and ration
(Guoshuita [2009) No. 114)

Synopsis:

To enhance tax revenue coliection and meeting the fiscal budget, the State Administration of Taxatlon (SAT) has issued a
notice on 29 April 2009, namely Guoshuifa {2009] No. 85, to relnfarce the administration of various taxes (please refer to
our China Tax & Investment Express issue number CTIE2009006 dated 18 May 2009). On 27 July 2009, the SAT Issued
Guoshulfa [2009] No. 114 to provide detalled quldance and speclfic Instructions to Its subordinate bureaus. According to
this notice, tax authorities at all levels should focus on the foliowing areas to collect tax revenue, including:

= Corporate Income Tax (CIT) administration on consolidated filing by cross-region branches and headquarters
The SAT reiterates that the second-tier branches which have stand-alone manutacturing and/or business capacities
shall submit the Tax Payment Allocation Return Form. Otherwise, penalties may be imposed.

»  CIT administration on tax deductible items and taxable revenue
Loca! tax authorities are required to scrutinize non-monetary revenue and unreasonable costs which clearly deviate
fram the industry average.

= Tax administration on service agencies, including accounting firms and real estate appralsal firms
The SAT polints out that CIT on a deemed basis should not be levied on these types of taxpayers.

> Non-protit organizations
The recognition and assessment process should be expedited.

= Tax administration on share transactions

The SAT Instructs local tax authorities ta obtain relevant transaction Informatlon by focusing on reviewing application
for changes in resident companies’ tax registrations, and emphasizes the need to investigate the substance of a
transactlon to avoid treaty shopping.

£ Tax administration on overseas-listed companies which are recognized as Chinese resident companies ( “Overseas
Chinese Resident Companies™)

The SAT reiterates that tax bureaus should strengthen the tax administration on Overseas Chinese Resident
Companies in accordance with the etfective management criteria set out in Guoshuifa [20C9] No. 82 (please refer to
our China Tax & Investment Express issue number CTIE2009003 dated 4 May 2009).

~  Anti tax-avoidance investigations

The SAT provides a detailed list of target companies and situations inctuding, but not limited to, fast expanding
companies with losses or marginal profits, highly-leveraged highway construction campanies, intangible asset
valuations of pharmaceutical manufacturers, autbound inter-company charges of chain hotels and single function
loss-making entitles, etc.

S Tax administration on real estate and construction/instatlation Industries
The tax administration on these industries should be strengthened.

=~ Tax administration on nen-residents ("NRs")

The SAT emphaslzes the need to step up the investigation of services, including management, design, certification
and consultation services performed by employees sent by NRs into China. Furthermare, speciat tax audits on certain
business activities carried out by NRs, including of key engineering projects, dividends and interest distributed or pald
to NRs, and equity transfers of NR companies.

China Tox 8 Investment Express
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China Law Update March 19, 2009 i¢wrese is anything what T can do for you, please feel free to contact me. Thank you for your
kind ottention.

Foreign Investment Catalogues and Investment Environment in China

©On 23 December 2008, the National Development and Reform Commission (“NDRC”) and Ministry
of Commerce (“MOFCOM?) of People’s Republic of China jointly issued * ‘Catalogue of Foreign
Investment Advantageous Industries in .Central ‘and Western China” (“Central and
Western Catalogue”), which became effective on 1 January 2009. This marks the second revision to
the Central and Westem Catalogue since its first promulgation in 2000 (the previous revision
occurred in 2004). The Central and Westem Catalogue was issued 1o supplement the Foreign
Investritent” Industrial Guidance -Catalogue (*Guidance Cntalogue ") which was jointly revised by
NDRC and MOFCOM on 31 October 2007 and became effective on 1 December 2007. Guidance
Catalogue was first promulgated in 1995 with updating in 1997, 2002, 2004 and most recently in
2007.

Guidance Cotalogue and Central and Western Catalogue are the basic blueprint for foreign
investment in China. Sectors falling within different categories have different investment policies for
foreign-invested enterprises. There arc three basic categories in the Guidance Catalogue:
“encouraged”, “restricted”, “prohibited”. Industries not listed in Guidance Catalogue are deemed to
be “permitted”, all industries listed in Central, and Western Catalogue shall be deemed as encouraged
categories. In addition, the aforementioned two catalogues have different application scope,
Guidance Catalogue is appllcable in full China, Central and Western Catalogue is only applicable in
21 provinces, autonomous regions and municipalities located in central and western China.

Catalogues Consequences

The two catalogues affect the tax incentives, approval requirements and market entries for foreign
investors dramatically by classifying the sectors in which foreign investors intend to invest.

1. Tax Incentives

Foreign-invested enterprises in the sectors failing into encouraged categories can enjoy certain tax
preferences. Foreign-invested enterprises cngaged in the industries falling into the encouraged
categories of Guidance Catalogue or listed in Central and Western Catalogue can enjoy exemption
from customs duty for imported equipment for self-use, including the corresponding technology,
accessories' and ‘spare parts. Moreover, foreign-invested enterprises in central and western China
belonging to the industries listed in the Centrat and Western Catalogue can enjoy the reduced income
tax rate of 15% from 2001 ‘to 2010, ‘provided that their major business income at least account for
70% of their total income.

2. Approval Requirements

Current foreign investment approval pracedure in China mainly based on twa indispensable approval
procedures of NDRC or its local counterparts and MOFCOM or its local counterparts. If foreign
investment involves any other industrial competent authority, it is necessary for foreign-invested
enterprises to obtain the approval from the competent authority. For example, foreign investors
intending to invest in education scctor in China need to apply for the approval from Ministry of
Education or its locat

1 Emoil: liengtoonvx@! 63.com Blog: http:/awnwx. fyfz.cnfblog/lawrwx/China Law UpdncharCh 19, 2009 iftherc is anything what
can do for you, plcasc feel frce 10 contact me. Thank you for your kind ottention.
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counterparts besides NDRC and MOFCOM, foreign investors intending to invest in listed company
also need to obtain the additional approval from China Security Regulatory Commission.

It is subject to a simpler approval procedure to set up foreign-invested cnterprises in the sectors
falling into encouraged or permitted categories than restricted categories. For foreign-invested
enterprises in encouraged or permitted industries, if the total investment is US$ 500 million or mare
the approval from National Council is required, if the total investment is US$ 100 million or more
the approval from NDRC and MOFCOM is required, if the total investment is below US$ 100
million only the approval from local counterparts of NDRC and MOFCOM is required. By contrast,
for foreign-invested enterprises in restricted industries, approval from National Council is required
when the total investment is US$ 100 million or more, approval from NDRC and MOFCOM is
required when total investment is US$ 50 million or more, and the approval from the local
counterparts of NDRC and MOFCOM is required when total investment is below US$ 50 million.
The approval procedure is simpler and more time saving to obtain the approval from lower level
govermnment than higher.

3. Market Entries

According to the two catalogues, in some of the sectors falling within encouraged or restricted
categories, foreign-invested enterprises are subject to certain restrictions regarding market entries.
For example, in the foreign-invested enterprises engaged in the sector of special and scarce coal
exploration and mining, Chinese party must take a majority stake. Foreign-invested enterprises
engaged in accounting and audit shall only be made in form of co-operative joint venture or
partnership with Chinese party. Moreover, it is worthy to note that foreign investors cannot invest in
any sectors falling within the prohibited categories.

Catalogues Changes
1. Guidance Catalogue

Therc are 478 sectors in sum listed in Guidance Catalogue including 351 encouraged sectors, 87
restricted sectors and 40 prohibited sectors. Compared with its 2004 counterparts, 94 cncouraged
sectors, 9 restricted sectors and 5 prohibited sectors have been added in the Guidance Catalogue.

In order to update China’s industry structure, Guidance Catalogue paid more attention on high-end
technology and value added industries. For example, “manufacturing of the coloured metal materials
with new and high technology” has been added into the encouraged categories. In contrast, certain
manufacturing industries in which Chinese enterprise have obtained strong capacity would no longer
be encouraged or permitted for foreign investors, eg., the sector of “repairing, designing and
manufacturing of the common ship” has been downgraded into restricted categories from encouraged
categories.

China had taken certain measures to impulse its service industry, the revised Guidance Catalogue
was one of them. “Information technology outsourcing and business process

2 Email: lianguaorwx@163.com Blog: hup/Aawrwx. fyfz.enblogawnvw/China Low Updaic March 19, 2009 it therc is anylhing what 1
can do for you, please feel free to contact me. Thank you for your kind attention.
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outsourcing™ and “modem logistics” has been listed in the encouraged categories to improve China’s
service industry, create more high quality job positions and conform to China’s WTO commitments.
In addition, “future company” and “construction and management of grid” was first opened to
foreign investors through upgrading from prohibited categories to restricted categories.

Energy saving and environmental protection is one of the most important objectives embodied in the
Guidance Catalogue. “Use of sea water, treatment and recycling of industrial wastewater” and
“development technology of bio-energy” had been listed into encouraged categories. On the other
hand, some scarce non-renewable minerals were no longer encouraged, e.g., “development of the
coal and its accompanying resource” had been downgraded from encouraged to permitted.

The Guidance Catalogue heavily affected real estate industry. To calm down the overheated real
estate market in 2007, the Guidance Catalogue generally downgraded the real estate related
industries for foreign investors. The sector of “development and construction of the ordinary
residential” had been downgraded from encouraged categories to permitted categories. Foreign-
invested enterprises in secondary real estate market and firms engaged in real estate intermediates
and brokerages would be restricted instead of permitted. To tighten the real estate foreign investment
policy, “construction and operation of the golf course™ is downgraded to prohibited categories from
restricted categories.

2. Central and Western Cataloguc

In the Central and Western Catalogue, 411 encouraged sectors were listed with an increase of 126
sectors comparing with its 2004 counterparts. Besides the 2004 version of the Central and Westemn
Catalogue, Catalogue of Foreign Investment Advantageous Industries in Ligoning Province was also
integrated into the new revised Central and Western Catalogue. It is worthy to note that the particular
catalogue for each province, autonomous region and municipality had been set forth in the Central
and Western Catalogue. There is no unified catalogue for the 2! provinces, autcnomous regions and
municipalities located in central and western China.

To promote industries updating, certain industries in which Chinese enterprises had matured were
removed from the Central and Westermn Catalogue, e.g., “manufacturing of electric instruments”,
“manufacturing of films for electrical purposes” and “producing of numerical control cutting tools”.
Meanwhile, many industries had been added into the Central and Western Catalogue, such as,
“manufacturing of the high performance tire”, “automobile financial service”, “vocational education
institutions” and “medical institutions”.

“Deep processing of tungsten and molybdenum”, “producing of barium salt” and “deep processing of
manganese” was removed from the Central and Western Catalogue to protect the environment in
central and western China. On the other hand, “restoring of the ecosystem in the mined-out and
subsidence area of mining” was listed in the Central and Western Catalogue. It is clear that
environmental protection is a key concern when China’s government guides the direction of foreign
investments.

3 Email; Viangloonvx@163.com Blog: hup:/Aawrwx. fyfz.cn/bloglownwa/China Law Update March 19, 2009 1t therc is anything what |
can do for you, pleasc feel free to comact me. Thank you for your kind anention.
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Cosnclusion

1t is no doubt that China’s market will continue 10 boom in a long-term look. Foreign investors who
want to share the benefit of China’s growth shall select their investment area carefully. The foregoing
two catalogues will be the fundamental Jegal documents controlling foreign investment in China at
least several years in future until next revising. Foreign investors intending to enter China market
should better conduct a comprehensive check on the foregoing catalogues and relevant updated
provisions regarding foreign investment incentives and restrictions. Existing foreign investors also
need to check the foregoing catalogues and provisions to ensure regulatory compliance while they
are seeking for additional investment.

4 Emati: langtaorwn®163.com Blog: hitp://lawrws.fyfz cn/biok/lawrwa/
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Issue 13, February 2009

China issues updated Catalogue of incentives for foreign-invested
projects located in central and western China T‘)L

In Brief

" Foreign-invested projects that gained approval before the effective date of the updated
Catalogue can continue to enjoy the relevant incentives, such as reduced Corporate income
Tax {CIT} rate and customs duty-free importation of equipment. However, they will need to
complete the relevant filing procedures with Customs before 31 December 2008.
« Foreign-invested projects that remain in the construction stage can also enjoy these
incentives if they qualify under the updated Catalogue and obtain a Project Confirmation
Letter from the relevant authorities.

Maln ch in the updated Catalog

The updated Catalogus is based on the 2004 version, as well as on the
Catalogue of Foreign Investment Advantageous Industries in Ligoning
Province. It covers 411 favoured industries in the different provinces,
cities and autonomous regions and broadens the scope of industries
covered by supportive poliicies.

* Optimising industry structure and encouraging industry
upgrade

Centain industries, such as those involved in producing electric gauges
and spare digital machinery parts, have been removed from the updated
Catalogue.

Medical services, education, advanced precision manufacturing, R&D
and production of new energy equipment and production of new-type
cement with daily productivity over 4,000 tons have been added to the
updated Catalogue. In addition, manufacturing of auto parts and
machinery have been further itemised in the updated Catalogue.

Valued-added telecommunication services have been added to.the
updated Catalogue, but investment in that sector by foreign investors
must strictly adhere to the framewaork laid down in China's
commitments on its entry into the World Trade Organisation.
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¢ Protection snd exploration of mineral resources

To protect and explore mineral resources more efficiently, the
production of barium salts and strontium saits, and the exploration and
processing of certain minerals such nickel, molybdenum, tungsten,
titanium and borax have baen removed. In contrast, synergistic
utitisation ‘and‘déep’processing of silica, hor-metal minérals and
nonferrous metals have been added to the updated Catalogue.

KPMG observation
e CIT incentives under West Development Policy

According to the relevant regulations issued by the State Councit and
the relevant authorities, Foreign Investment Enterprises (FIEs) in
western China can enjoy the reduced income tax rate of 15 percent
from 2001 to 2010 provided they:

~ fall within the industries listed in the Catalogue; and
~ derive more than 70 percent of their revenue from their main
business activities.

This incentive can be enjoyed until 2010 under the new CIT Law.
Potential investors planning to invest in western China should consult
the updated Cetalogue to make the most of the incentive policias
available.

As 8 transitional measure between the updated Catalogue and its
previous version, projects under construction can adopt the updated
Catalogue. In the previous updatae of the Catalogue, in 2004, the policy
was to use the “updated catalogue for new enterprises, previous
catalogue for old enterprises”. The approval date of a feasibility study
report {or a contract and Articles of Association} was used to determine
which version of the Catalogue would apply. The same approach should
also be applicable ta this latest update.

e Exemption of customs duty for imported equipment

Qualified FIEs involved in the industries listed in the previous Catalogue
and the Catalogue of Foreign Investment Advanmgeous Industries in
Liaoning Province could enjoy exemption from custorms duty and value-
added tax (VAT) on the importation of equipment for self-use within
their total investment.

According to newly revised Provisional VAT Rules (effective from 1
January 2009 onwards), input VAT associated with purchase of
equipment can be offset against output VAT. Therefore, this implies
that the above-mentioned VAT exemption for imported equipment has
been abolished.

As mentioned in Announcement (2008] No. 43, jointly issued by the
Ministry of Finance, Customs and the State Administration of Taxation,
qualified FIEs approved before 1 January 2009 can still enjoy exemption
from customs duty for imported equipment for self-use, including the
corresponding technology, accessories and sparg parts. Accarding to
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the latest notice issued by Customs, thase FIEs need to complete the
relevant filing procedures with Customs before 31 December 2009.

Foreign-investad projects that remain in the construction stage and that
did not qualify under the previous Catalogue and the Catalogue of

_Forelgn Investment Advantageous Industries in Liaoning Province but

fall within the updated Catalogue can enjoy the customs duty-free
incentive. However, they need to obtain a Project Confirmation Letter
from the relevant authorities. These companias shou!d therefore apply
for such a letter well in advance if they wish to import equipment free
from customs duty.

By Anthony Chau, Partner and Wayne Tan, Manager

All issues of China alert are accessible on
www.kpmg.com.cn or www . kpmg.com.hk
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Order of the President of the People's Republic of China
No. 63

The Enterprise Income Tax Law of the People's Republic of China has been adopted at }he 5th Session of the
10th National People’'s Congress of the }Ze’é’@'s Republic of China on March 16, 2007 t-'
promulgated and shall go into cffccgve_a; oﬁ"?lanuary 1,2008.

“Fresident of the People's Repubyc’of' Ghma Hu Jintao
N %March 16,2007

Enterprlse I rﬁe Tax Law of thel‘eop]e s Republic of

-~

'/

N &t 2 &
(Adopted at the %’thi_gsslon of the 10th National People's Congressfof the People's Republic of China on
March 16, 2007)
(T
Chapter I Genern! Rules
Chapter 1 Taxable Income Amount
Chepter UI Poyable Tax Amount
Chapter IV Preferential Tax Treotments
Chopter ¥ Withholding by Scurces
Chapter VI Specin} Adjustments to Tax Pnyﬂents
Chopter VII' Administration of Tax Levye3i' ) o~ ’C"
Chapter VII Supplementary Rules 3 R

Article 1 The et
enterprises) withi .‘ﬁi ;lw e1Tito:
and shall pay their anmme income taxes according to the present

The sole individual proprietorship enterprises and partnership enterprises are not governed by the present law.

Article 2 Enterprises are classified into residen ,an,d non-resident enterprises.

The term "resident enterprise” nsmenuonqgi

Chinese law within the territory of Chm or se! up under the law of a foreign countér,‘y’t(‘

s

€ ntioned in the present Law means,z;g:eu erpr?;e which is set up under

actual management organ is within 75?;’ & mtory of China. kLt )
The term "non-resident enterpn;eﬁ,i ; \?’

the law of a foreign counu'y“(sg-ni;n and whose actual management orgn;nzls ?bva?lun the territory of China
blnshments within the lcmlory of C a;

but who bas organ or
establishment withlys fiie
Article 3 For its inc
shall pay the cnlerpnsc income tax.

who.ddes not have any organ or

In case a non-resident enterprise sets up an organ or establishment within the territory of China, it shall pay
enterprise income tax on its incomes sourced inside the territory of China and incomes’sourced outside the
territory of China but actually connected with the said organ or establishment.
In case a non-resident enterprisc has o organ or establishment within the territory of China, or its incomes
have no actual connection to its organ or establishment inside the territary of China, it shall pay enterprise
income tax on the incomes sourced inside the territory of China.
Article 4 The enterprise income tax shall be levied ot the rate of 25%.

" In case a non-resident enterprise obtains incomes as mentioned in Paragraph-3,.Article 3 of the present Law,

1/8
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the tax rate shall be 20%.

Chapter II Taxable Income Amount

Article S The balance after the tax-free and:tax-exemp: incomes, each deduction item:asiwell as the permitted
remedies for losses of the previous yca:(s)\aemg,deducted from an enterprise's totals foome,_mount of each
tax year shall be the taxable mcommmi‘)\m .{g i &

Article 6 An enterprise's total mcomé amount refers to the monetary and nou-égneté'ry incomes from various
sources and includes: (A;\ & . ~ T

(1) income from sellmg gpods

(2) income fromL Eg?yj?hg lnbor services;
(3) income fromi{rans: 1¢iTilig property;

(4) equity investm! i
(5) interest incomes;

'gdins, such es dividend, bonus,

(6) rental income;
(7) royalty income;

(8) income from accepting donations; mdr ‘; -
(9) other incomes.

A

i L oA
atmg f the taxable income amount, the reRESEﬁ?le expenditures which actually happened
and have actual connection with the business operations of an enterprise, including the costs, expenditures,
taxes, losses, etc. may be deducted. .
% 'hun 12% of the

Article 9 As regards an enterprise’s :xpcn%s :?%"\for public welfare donations, the pomo
tota] annual profits is permitted to be dedurted., G4

Article 10 When calculating the tnxg}i]c;mcv
deducted: (\5"
(1) Such equity mthmenl_g% a’s dmdcnd bonus paid to the investor;
(2) Payment for entcx"pnsé 11.1 !')\:‘, ax, ;
(3) Late fee for tax
(4) Pecuniary pum‘ ncs, and losses of confiscated prope (]
(5) Expenditures forc'laonauons other than those prescribed in Arddie’s]
(6) Sponsorship expenditures;

(7) Unverified reserve expenditures;

(8) Other expenditures in no relation to the obtainment of revenues;

Article 11 An enterprise's depreciations of fixed assets, which are calculated pursuant to the related
provisions, are permitted to be deducted in the calculation of the taxable income amount.

As regards any of the following fixed assets, no depreciation may be calculated for deduction:

(1) The fixed assets which have not yet been put into use, among which houses and buildings are not
included;

2/8
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(2) The fixed assets which are rented in through commercial lease;
{3) The fixed assets which are rented out through finance leasing;
(4) The fixed assets for which depreciation has been fully allocated but which are still in use;
(5) The fixed assets in no relation to the business operations; ),
(6) The land which is separately eva]uate/d‘and eptered into account as en item of ﬁg(edwssct and
(7) Other fixed assets for which no- deytgagon may be calculated for dcducnuaf‘*‘:
Article 12 An enterprise is allov(ed: deﬁﬁct the amortized cxpcndmxres of i mhgxble assets calculated under
the related provisions when calculanngo the taxable amount of incomes.

For the following mtangﬁﬂeﬁsc‘ts’ “no amortized expense may be calcula(éd ~:‘

(1) The intangibleassets, wh:cg are dcveloped by the enterpris nSle aqd‘the expenditures have been
Jeeay (5

deducted when:

(2) The self-creat -t

(3) The intangible assets in no relation to the business operations; and

{4) Other intangible assets for which no amortized expense may be calculated for deduction.

Article 13 The following expenditures mcurred by an enterprise shall be deemed as long\farm deferred

expenditures when calculating the mxnb]c;,

ess reputation;

1Co n;e’amo\mt Those amortized pursuant‘l{),);ﬁacsrclated provisions

are permitted to be deducted: : :
(1) The expenditures for rebuddm%tgxg: d«assct, for which depreciation hastbec LIlallocated;
(2) The expenditures for rcbua}y g 5{ retited fixed asset, p
(3) The expenditures for y:ievx y’ repmnng a fixed osset; and
(4) Other expem{mnes\ A 1
Article 14 WheniCaltu anpg the taxable income amount, ank J mny not deduct the costs of the
investment assets’ :

Article 15 In cese an entcrpnso uses or sells its inventories, it is pcnmttcd 10 deduct the costs of the
inventories calculated purm:mt to the related provnstons when calculnlmg the texable i mcome amount.

e &sses of its overseas business organé t
domestic business organs in the on(s nieted calculation of its enterprise mcom%jdi‘eqa
7 enterpnsc during a tax year may be canch f&rward and made up by the

incomes during subs
Article 19 In case.
present Law, the followjng"approachcs shall be adopted in calcul

(1) As regards dividends; bonuses and other equity investment gnms, mterests rentals and royalties, the
taxable income amount shall be the total income amount;

(2) A¢ regards incomes from assigning property, the taxable income amount shall be the balance of the total
income amount less the net value of the property; and o S
(3) As regards other incomes, the taxable income amount shall be calculated according to the approaches as
mentioned in the preceding two items by analogy.

Article 20 The specific scope and standards of revenues and deductions, as well as the concrete tax treatment
methods of assets as prescribed in this Chapter shall be constituted by the treasury and tax administrative
departments under the State Council.
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Article 21 If the enterprise's financial or accounting treatment method does not comply with any tax law or
administrative regulation when calculating the taxable income amount, the tax law or administrative
regulation shall prevail.

Article 22 The payable tax amountl all’bedhe balance of the taxable amount gmﬂnpgedby thc applicable tax
rate minus the tax amounts dcducted d' exempted as prescribed in the prcse%_,La
Article 23 In case an enlerpnsmh A alrcady paid overseas the cuterpns 'fxm onghc “following incomes, it may

amount on suchlmccﬁﬁw alcﬁated under the present Law. T

‘_b,ne

tax amount which® ght o be offset in the current year: -

during the five spbsi ‘years, be offset from the balanccm& it of tax credit of each year minus the

(1) A resident enterprise's taxable incomes sourced from outside the territory of China; and

(2) Taxable incomes obtained outside the territory of China by a non-resident enterprise baving organs or

establishments inside the territory of Chma, ;{t baving actual connection with such organs or establishments.

Article 24 As regards the dividends, bonnsg‘& and\other equity investment gains eagnk’é’%\'

China by a resident enterprise from n’fol‘cx ‘emerpnse which it controls directly
: ( "i‘em'tory of China by the foreign

‘tg)dc the territory of
"'ct]y, the pomon of

TS5 The imporiant industries and projects whose developraent is supported and encouraged by the state
shall enjoy the preferential treatments in enterprise income tax.

Ar:r_f;f_.:z%igm enterprise's following incomes o sHall be tax-free ones:
(1) The interest incomes from treasury bon<d/s

& g
(2) Dividends, bonuses ang other eqm ‘c%tmcnt gains generated between quali %d?g‘?ldem enterprises;
3) Dmdcnds, bonuses and othere u'_ &imcm gams which are obtmncd ﬁ:om a_res: ent enterprise by a

i‘_d! m the engagement in agnculmreg??)r' | ,Tﬁilsbandry and fishery;
(2) The incomes generated from investment in and business opcrnnons of the important public infrastructure
projects supported by the state;

(1) The incomes gen

(3) The income generated from the projects of environmental protection, energy and water saving and -
satisfying the related requirements;

(4) The incomes generated from transferring technologics and satisfying the related requirements; and
(5) The income as provided for in Paragraph 3, Article 3 of the present Law.

'-‘é'l‘?ﬁ_'g'l_éfzs';“ﬁiéf'regurds a snall meagre-profit enterprise satisfying the prescribed conditions, the enterprise

income tax shall be levied at a reduced tax rate of 20%.

As regards important high-tech enterprises necessary to be supported by the state, the enterprise income tax N
N T T e T S e N L R D L R N T T RIsu ANt
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shall be levied at the reduced tax rate of 15%.
A{_gsleZB‘Thc autonomous organ of an sutonomous region of ethnic minorities may determine to reduce or
exempt the enterprise income tax by enterprises within the said autonomous region. In case the decision on
deduction or exemption is made by an autonomous prefecture or county, it shall be reported to the people's
government of the proviuce, autonomous)reglon, or municipality directly under the &c’éh'algovemmem for
approval. — \f\ ’f’f" 3L

’i

Article 30 An enterprise may addmoga]ly'calculate and deduct the fol]owmg y cnd;nues in the calculation
Y o

of the taxable income amoum

(1) The expenditures for} {cscarc mg and developing new tcchnologﬂ:s\ w/pmducls and new techniques; and
(2) The wages pmd t’lé)e dlsatﬁed employees or other emploxj oumgcd to hire by the State.

Arti‘" cﬂlgig’cascfgs?xrtup investment enterprise engages i m*'un % tartup investments necessary to be
suppnned and chou_l;aged by the state, it may deducl a cena%g portion of the investment amount from the
taxable income amount.

rA:rucle*BZ"Ixr case an enterprise surely needs to accelerate the depreciation of any fixed asset by virtue of
tcchnologlcal progress or for any other nuso , it may curtail the term of deprecmnon or: udopt a method for
accelerated depreciation. f

PR

‘le‘33‘As:egnrds the incomes egxm

calculation of the amount of tpxnblc:lnc(;mes ;
A"ic]é%'ﬁ‘:As»régards m&h\oﬁgof an enterprise's mvestmcnt in pur

,N,._-n-u.

.'a-/'
)

naeesxm’é’ b

'Amcle_gsg%e'smc Conncxl may constitute special prefcrcnna] pohmcs on the enterprise income tax in case
the national economic and social dcvclcpment so requues or the business operahona of cnterpnscs have been

Paragraph 3, Articlé 3. o the® }esent'l.aw shall be withheld by sourcés,’ wxlh th‘e pay:r acting as the obligatory
withholder, who shall vh ld thc tax amount from ecach payment;c?ip 'ym nt due.

Article 38 As regar 5 ble income taxes on the incomesiabtaIRE by a non-resident enterprise within
the territory of China fnﬁn indertaking engincering projects or ﬁrovxamg labor services, the payer of the

project price orr ation may be designated es the obligatory withholder by the tax organ.
Article 39 In case the obligatory withholder bas failedto withhold the income tax which ought to be withheld
according to Articles 37 and 38 of the present Law or is unable to perform the withholding obligation, the

taxpayer shall pay them et the place where the income has occurred. In case the taxpayer fails to do so, the tax
organ may recover the payable tax of the enterprise from its other income items within the territory of Chine
which ought to be paid by the payer.

Article 40 A obligatory withholder shall, within 7 days after the date of withholding, tum over to the state
treasury the tax payments which it withholds every time and submit a form of rcport on the withheld
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teritory of China, the tax payment place shall be the place at the locality of its actual management organ. ..

enterprise income taxes to the local tax organ.

Chapter VI Special Adjustments to Tax Payments

Article 41 As regards a transaction betwce%an enterprise and its affiliated parties, in casil.be taxable revenue
or income of the enterprise or its aﬁihatéd pamcs reduces by virtue of the failure tgkconformlo the arms
length principle, the tax organ way,f «a *reasonable method, make an adjushnent.-\

As regards the costs of an enterprj'se ns affiliated parties for jointly develdpir g o%cccptmg intangible
assets, or jointly providing onacc‘ipgng labor services, they shall, whcn/ \} ﬁgﬁ‘g’ the taxable income
amount, apportion tham Eﬁo\?dm’g to the arms length pnncxplc . & \s@

Article 42 An cntcrpr{ cmny‘propose the pricing princip! ‘:. ¥l
between it and i ﬁ :j‘pama to the tax organ, the (ax.gf

and confirmation,

achieve an advance pricing m;’ijlgmncnt. TR

Article 43 When an enterprise submits its annual enterprise income tax returns to the tax organ, an annual
report on the affiliated transactions betweea it and its affiliated parties shall be sttached.

When the tax organ investigates into the aﬂih ted transactions, the enterprise and its affiliated parties, as well

as other enterprises in relation to the nﬂi]J%l d gansacuons under investigation, shal'ééfcordmg to the related

provisions, provide the related mat;u"ls N ) .

Article 44 In case any cmcrpnsc‘? s’ tg’ submit the materials on transactj
and its affiliated parties, or pr’é}:des{_a}y false or incomplete material,
Ve

S

sactions cannot be rcﬂcctcd, the

information about th:
taxable income
Articte 45 As ref

n)-where the actual tax burden is
apparently lower thantthie

e cle 4 of the present Law by a resident
enterprise or controlled by an resident enterprise or by a Chinese resident, in case it fails to distribute the
profits or decreases the distribution not by virtue of reasonable business operations, the pomon of the

aforesaid profits attributable to this rmden%eq\(e;p ise shall be included in its incomes zjﬁ@’\current period.
?l

Article 46 As regards an enterprise's inl

nditures for any credit mvcslmemshn equity investments
accepted from its affiliated partxs m ci’" g_o?thc prescribed criterion, the enteg) $ mg)ﬂmt deduct them

; nable commezcial purpose,
which causes the de through a reasonable method,

make an adjustment:

X tble revenue or income, the’ tax 'rgnn

AR

V=T g

Article 48 In case theg*%g’ an makes an adjustment to & uxx pa 'entq 'ursuant to the provisions in this
Chapter so that it is necessn}y to recaver the tax payment in am:ars it slmll do so and charge an additional
interest according to the provisions of the State Council.

Chapter VII Administration of Tax Levy

Article 49 The administration for levying enterprise incame taxes shall be subject to the Law of the People's
Republic of China op Administering Tax Levy in addition to the present Law.

Article 50 The tax payment place of a resident enterprise shall be its registration place unless it is otherwise
provided for in any tax law or administrative regulation. But in case its registration place is outside the
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As regards a resident enterprise which has set up operational organs without legal person status inside the
territory of China, it shall, on a consalidated basis, celculate and pay its enterprise income taxes.

Article 51 In case a non-resident enterprise earns any income es prescribed in Paragraph 2, Article 3 of the
present Law, the tax payment place shail be,!hc place at the locality of the organ or establishment. In case a
non-resident enterprise has set up two @, }no;e organs or establishments within the Lemito ry_h__{

choose to have its main organ or esta 11§hmént make a consolidated payment ofith’e"ent; ‘%sc income tax

h.).. }

oD ST

upon the examination and appro'(;«q ISt héax organ.

As regards a non-resident cptﬁp‘ngc Which earns ‘Sny income as prescril 3 _‘.P afagraph 3, Article 3 of the
present Law, the place at:ﬁx\c Ibcglxty of the obligatory withholder sl\x\x}k-bc ”t’nx payment place.

Article 52 Entcrpmq ygﬁt pay their enterprise income {axes 1dated basis unless it is otherwise

prescribed by the" S'ﬁd Councnl

Article 53 Entcrpnsc;ncomc taxes shall be calculated on the b\as)s‘ﬁ)f 8 tax year, which is from January 1 to
December 31 of the Gregorian calendar year.
In case an enterprise's business operations are started or terminated in the middle of a tax year, which leads to

its actual business operation period in this tax. year being shorter than 12 months, its nctual business operation

period shall constitute a tax year. 3
‘When an enterprise is under hqmdnng_n)zge _(dmg to law, the liquidation period; sha%e’g\&x year. '
Article 54 Enterprise income taxes 1;3111 ou t.hc monthly or quarterly basis vﬁeu d iny‘:édvance

An enterprise shall submft anren[etpesc income tax return for advance p{% qﬁe tax organ and pay the
tax in advance within 15-dgys &f

An enterprise shall~sup{n 1 ax{aﬁ’nual enterprise income tax rftum or the

ettlcmcm of tax payments to the tax
organ and settle yable or refundable amount of taxes S m,

t.hs after the end of each year.
When an enterpris subﬁilts ‘an enterprise income tax rctum e —'.nncml statements and other related
materials shall be attached in accordance with the related provisions.

¢rAlie end of 2 month or quarter.

Article 55 In case an enterprise terminates its busmces operation in the middle of & year, it shall apply to the
1660 days after the

tax organ for calculating and paying the ent sc mcomc taxes of the current period wit

s
o

actual date for terminating its business

Before the deregistration formalities arg}:yand]fﬂ, an enterpnse shall make a dec]m’%bn lo{ihe tax organ and
pay the env.erpnsc income taxes o ; 'bnms of the income of the hqmdauon» TR ‘_\(.\

' , hapter VIII Supplenié_ ?a‘fy Rules

Article 57 In case an enterprise has already been set up before the promulgation of the present Law and
enjoys low tax rates in accordance with the provisions of the tax laws and administrative regulations in force
at that time, it may, in accordance with the j)'rovisions of the State Council, continue to enjoy the preferential
treatments within five years as of the promulgation of the present Law and gradually transfer to the tax rate as
prescribed in the present Lew. In case an enterprise enjoys the preferential treatment of tex exemption for a
fixed term, it may, after the promulgation of this Law, continue to enjoy such treatment in accordance with the
provisions of the State Council until the fixcd term expires. However, if an enterprise has failed to enjoy the
preferential treatment by virtue of failure to make profits, the tenm of preferential treatment may be counted as
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of the year when the present Law is promulgated.
As regards high-tech enterprises which are newly established with the key support of the State within the
particuler areas set up by law for developing foreign economic cooperation and technological exchanges or
the areas enjoying the abovementioned spccinl policies as provided for by the State Council, they may enjoy
transitional preferential {ax treatments. ’E}e{‘s‘)}"mﬁc measures thereof shall be consnm&

& K (‘.
Council. ‘f" )
As regards other enterprises fnlllgg \(v:thm ¢ encouraged category as alnadxﬁ?m ed by the State
Council, they may, according’ t:fihe provmous of the State Council, enjlg?rth -prefercnual treatment of tax

reduction or exempuon. & ,Q, 7 &

by the State

eenihe ggw.mmenl of the People's Republic of

3,2

ptcsent Law, the provision in the said
treaty shall prw:#m':ﬁ !
Article 59 The State Council shall constitute & regulation for mplementmg the present Law.

Article 60 The present law sball go into effect as of January 1, 2008. The Income Tax Law of the People's
Republic of China Concerning Forelgn-ﬁm;:l&d Enterprises and Foreign Enterprises as ndupted on April 9,
1991 at the 4th Session of the Stanrlmg Cn
Regulation of the People’s chubh_c,'oﬂﬁg
December 13, ,’993 by the State,G¢

tige of the 7th National People's Con%ss\nnd the Interim

hi & Conceming Enterprise Income Ta mulga(cd on

giall be concurrently abolished.
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Mew Enteiprise Income Tax Law in China

by Robert J. Wagner, (I, partner of 8KD, w», Michas!
To, execuiive diractor and Newton Shum, tax man-
‘ager of Mazars Tax Services Limiled. 8KD, i and
Mazars Tax Senvicas Limited are mambers in Praxily,
AIS8L, @ giobat allance of indapendent frms.

n China, 2007 was an important year

for enterprise income tax reform. This
article aims at providing you with back-
ground information of the recent devel-
opment of the new enterprise income tax
law during 2007 and highlightirg key
elements you should be aware of when
considering investing in China.

Background

On March 16, 2007, the National
Peoples’ Congress in China passed the
New Enterprise Income Tax Law (NEITL),
effective January 1, 2008.

The issuance of the NEITL is viewed
as a milestone for China's enterprise
income tax reform and brought China's
corporale tax regime in Jine with other
developed countries.

Before the issuance of the NEITL,
domestic enterprises (DE) and foreign
invested enterprises (FIE) in China were
taxed under different enterprise income
tax laws. The NEITL unified the enter-
prise tax law applicable to both DE and
FIE.

The NEITL is a relatively short notice
{it only contains 60 articles) and mainly
sets cut a framework guiding the future
evolvement of China's enterprise income
tax regime. 1t introduces a number of
significant rules, o.g., types of tax incen-
tives available, anli-avoidance provisions,
etc., without providing much detail.

On December 6, 2007, the State
Council approved the detailed Enterprise
Income Tax Law Implementalion Rules
{EITLIR), and it was publicly released on
December 11, 2007. The EITLIR contains

Beyond Your K

133 articles and further elaborates some
of the terms and rules mentioned in the
NEITL.

As of yel, the EITLIR is far from com-
plete, and further notices will be issued
by various Chinese authorities from time
to lime addressing specific lax areas thal
have not yet been covered by the EITLIR.
As of today, the State Council has passed
and issued two additional notices, GuoFa
{2007) n0.39 and GuoFa (2007} o.40 on
December 26, 2007, regarding the transi-
tional and grandfathering treatments in
respect to tax incentives offered under the
old tax laws.

Key Issues Affecting
Foreign Investors

U you plan to invest in China, you
need to know how the NEITL and the
EITLIR will affect your investment, and
the degree of impact. In this section, we
highlight the key areas contained in the
NEITL and EITLIR that you should be
aware of when formulating your China
investment plan.

1. Enterprise Income tax (EIT) rate

EIT rates effective January 1, 2008
are as follows: ’

Unlfied EIT rate
effective January 1, 2008 25%

Small-scalefiow-profll enterprises 20%
Highfnew lechnotogy entarprises 15%

Important - Although detalls regarding
1he qualification ot high/new tochnology
enterprises have not yet heen released,

investors should consider the technical

contents of thelr investment which may

heve the potential to quality for a lowar

preferential tex rate.

2. “Tax resident enterprise” and
“non-tax resident enterprise”

The NEITL segregates enterprises into
two categories: tax resident enterprises
and non-tax resident enterprises. Tax
resident enterprises wilt be subject to EIT
on worldwide basis, while non-tax resident
enterprises will only be subject to EIT on
China sourced income.

The NEITL defines the meaning of
“tax resident enterprises” to include enter-
prises incorporated outside China, e.g., a
company incorporated under the laws of
Hong Kong, with their place of effective
management situated in China,

The “place of effective management”
is elaborated in the EITLIR. Instead of
merely looking at where the board of
directors meetings of an enterprise are
held, the EITLIR adopts a more compre-
hensive, but at the same time quite vague,
approach to define the place of effective
management as “the place where a sub-
stantive averall management and control
of the production and business operation,
personnel, accounting, properties, etc.,
of an overseas enterprise is situated.” No
universal rules are available to ascerlain
the tax residency of overseas enterprises,
and each case will be assessed by reviewing
its own facts,

Important — Forelgn investors should
plan carefully when formulating thelr
Investment in China to onsure that the
overall management and contro] func-
tions ot their overseas business ac-
tivities/units aro not shuated in China.
PpProp es may be adopl
1o minimize the risk ot being considered
as a tax resident enterpriss in Chins.
Othernwise, their overseas business ac-
tivilles/unite may be desmed as a “tax
(] and hence
to worldw(de tax [n China.
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3. Withholding tax

Before January 1, 2008, dividends
remitted to foreign investors from FIEs in
China are exempt from withholding tax.

The NEITL indicates that effective
from January 1, 2008, outbound China
sourced passive income (including
dividends, royalties, interest, etc.) will be
subject to withhalding lax at 20%. The
EITLIR reduces the withholding tax rate to
10%.

Important ~ The removal of the with-

g 1ax on divid, can
Increase foreign Investors’ overall global
tax labliity. Theretore, they should con-
sider Investing tnto China via intermed!-
ato halding companies set up In coun-
trles having favorable tax treatios with
China. The Investment slructure should
consider the Invastors’ exil etrategy.

4. Tax Incentives

The NEITL provides a number of tax
incentives, including exemption or reduc-
tion in EIT rates, reduction in taxable
income or tax payable and extra deduction
on certain types of expenses. The EITLIR
further elaborates the details of these tax
incentives. However, many details are stitl
pending further clarification.

Some of the tax incentives are dis-
cussed in detai! below:

High/New Technology Enterprisas — As men-
tioned above, qualifying highvnew technol-
ogy enterprises may enjoy a reduced EIT
rate at 15%. According to the EITLIR, in
order to obtain the “high/new technology
enterprises” qualification, an enterprise is
required to passess several characteristics,
e.g., R&D personnel should be more than
a prescribed percentage of total number of
employees, which details wilt be promul-
gated later.

One of the characteristics is that a
qualifying high/new technology enterprise
should own a core preprietary intellec-
tual property, which foreign investors are
often reluctant to hold in China, given
the inherent challenges with protecting
intellectual property in China. Currently,
it is uncommon for multinational corpora-

@com

tions to transfer the ownership of their
core proprietary intellectua) properties to
their Chinese subsidiaries due to various
reasuns, including intellectual properties
protection concermns. In addition, there
are potentially severe U.S. income tax
consequences assaciated with transfer-
ring intellectial property to a foreign
corporation.

Important ~ Even the NEITL provides
such preferential EIT rate to quallly-
Ing high/new technology entarprises,
Farelgn Investors should consider the
prog and cons before transferring the
ownership of their core proprietary
intellectual properties to thelr Chinese
subsidiaries,

Venture Capilal Enterprises — A venture
capital enterprise investing in the equity
of a non-listed sma!l or medium high/new
technology enterprise for more than two
years can credit 70% of its investment
amount against its taxable income with
an indefinite carry-forward period.

Tax Exernption/Reduction on incoms from
Encouraged Projecis — Sorne general pref-
erential tax treatments granted under the
old tax laws are na longer available under
the NEITL. Instead, preferential tax treat-
ments are granted depending on the types
of projects invested by investors.

Income derived from eligible encour-
aged projects can either be exernpted
from EIT or enjoy a reduced EIT rate.

Encouraged projects include those in
Table 1 betow.

Detailed requivements regarding the
qualification of these projects have not
yet been promulgated.

§. Grandtather rules

‘The State Council has passed and
issued two notices, GuoFa (2007) no.39
and GuoFa (2007) no.40 on December
26, 2007, regarding the transitional and
grandfathering treatments in respect lo
tax incentives offered under the old tax
laws.

GuoFa (2007) n0.39 - This notice provides
the grandfathering treatment for enter-
prises (both DEs and FIEs), which have
obtained business licenses before March
16, 2007 and are entitled to preferential
tax treatments under the old tax laws.
This notice confirms the following:

a. Enterprises subject to a reduced tax
rate of 159 before 2008: The EIT
rate will increase gradually over five
years according to the following

table:
Year E[T rate
2007 15%
2008 18%
2009 20%
2010 2%
2011 24%
2012 25%

b. Enterprises subject to a reduced tax
rate of 24% before 2008: The EIT
rate will increase to 25% in 2008.

c.  Varlous tax halidays under otd tax
laws {most of the tax holidays were
only available to FiEs, while some
were also available to DEs):

* For those enterprises that have
already started their tax holidays

before 2008, they are able to enjoy

the remaining tax holidays until
expiration

Table 1 - Encouraged Projects & Tax incentives Available

Type of projects

Tax incentives available

Agricuttural, forestry, animal husbandry and sty | Exemption from EST o 50% tax reduction
ery projects
Inlrasinuture projects
Three yaars from EIT, plus threa year

Enmvirenmental protecton, energy and water oon-
servation projects

hail tax reduction period
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¢ For those enterprises that have
not yet starled their tax holidays
before 2008, the tax holidays will
be deemed to start from January
1, 2008, and they are able to enjoy
the remaining tax holidays until
expiration

Guofa (2007) no.40 - This natice mainly
addresses the tax incentives available to
high/new technalogy enterprises newly
established, i.e., established after January
1, 2008, in certain locations, as stipulated
under Article 57 of the NEITL. Details as
follows:

W There are six zones, including five
economic zones {Shenzhen, Zhuhai,
Shantou, Xiamen and Hianan) and
Shanghai Pudong New Area

8 These newly established high/new
technology enterprises should com-
ply with the requirements stipulated
by the NEITL and EITLIR (discussed
in Section 4 above)

m  Tax incentives available to these en-
terprises are “2 years exemgtion fol-
lowed by 3 years hall tax reduction.”
The tax holiday will commence in
the year when the enterprise starts
generating income

6. Antiavoldance provisions

The NEITL introduces a number of
anti-avoidance provisions and the EITLIR
further elaborates the same.

Anti-avoidance rules include:

n  Compulsery transfer pricing (TP)
documentation requirement

’  Thin capitalizaticn provision

@ Controlled foreign corporation (CFC)
provision

Of the above anti-avoidance provi-
sions, TP may pose the biggest chailenges
to foreign investors. After the issuance of
the NEITL and EITLIR, it is expected that
the Chinese tax authorities will turn their
focus to TP regulations and enforcement.

Important - When formulsting the
investment plen in China, forelgn in-
vestors should consider the basis and
Iculat] hods of Inter
pricing adopted in transactions with
related companies. (n addition, forelgn
investors need to ensure related party
transactions are properly supported by
documenta. Asslistance from a protes-
slonat is highly recommended. Related
party service fees may be d

the Chinese tax authorities will be an-
nounced from time to time. During this
transitional period, we expect that foreign
investors investing in China will likely be
facing uncertainties on various tax posi-
tions over many important areas.

We will closely follow future develop-
ments of the China enterprise income tax
reform. Questions will arise after reading
this atert Further professional opinion
may be required.

Contact
Robert Wagner, Partner

Phone: 1.317.3834187
Emaft: rwagner@hkd.com

but such fess should be arm’s longth
and suppotted with proper transter pric-

ing documentation.
f

7. Deductions

According to the NEITL and EITLIR,
deductibility of some expenses are limited
to certain levels or restricted to certain
conditions. See Table 2 below.

Closing Comment

The issuance of the NEITL and
EITLIR marks the Jaunch of China's
enterprise income tax reform, but there
is still a long way to go. There are still
a lot of uncertainties surrounding the
NEITL, and further explanations from

Table 2 - Deductibility of Some Expenses
is Limited or Restricted

®  Ceneral anti-avoidance provision

tailed elaboration of the above rules, and
further guidance will likely be issued sub-
sequently.

Typo of oxpense Treatment
Entertainment expensas 60% of expenses are tax deductle, subject to a cap of 05% of
annual humaver
Goodwil acquired Not deductible untd dispasal or liquidat
Advertising and pi Capped &t 15% of annual umaver and remained portion can bs
5 cammied forvard for future daduction
EITLIR does nat provide a very de- Emplayoe walkaro axponses Deducible up 0 14% ol ol slares
L ducats Deductbla up to 2.5% of otal sdlarias
Charitable donations Deductibls up to 12% of eccounting profit

@com
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2007 was an important year for
China’s enterprise income tax reform.
This Newsletter aims at providing you
with background information of ‘the
recent development of the new
enterprise income tax law during
2007, and highlighting key elements
that you should be aware %

consider investing in China. %




New tax incentives:

High / new technology enterprises
Venture capital enterprises

= Encouraged projects

= Extra-deduction on R&D costs and disabled employees’
sala

Tax credit for the acquisition of equipments enhancing
environment protection, energy or water saving, and
production safety
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» Agricultural, forestry, animal husbandry and
fishery projects

Exemption from EIT or 50% tax reduction

e Infrastructure projects

& Envirenmental protection, energy and water
conservation projects

3 years exemption from EIT plus 3 years half tax reduction
period

5..Grandfather rules

The State Council has passed and issued two notices, Guofa
(2007) no.39 and GuoFa (2007) no.40 on 26 December 2007
regarding the transitional and grandfathering treatments in
respect of tax incentives offered under the old tax laws,

GuoFa [2007) ne.39

This notice provides the grandfathering treatment for
enterprises (both DEs and FIEs) that have obtained business
licenses before 16 March 2007 and are entitled to
preferential tax treatments under the old tax laws.

This notice confirms the followings:

a. Enterprises subject to a reduced tax rate of 15% before
2008: the EIT rate will Increase gradually over S years
according to the foilowing table:

2007 15%
2008 18%
2009 20%
2010 22%
201 24%
2012 25%

b. Enterprises subject to a reduced tax rate of 24% before
2008: the EIT rate will increase to 25% in 2008.

c. Various tax holidays under old tax laws (most of the tax
holidays were only available to FIEs, while some were also
available to DEs}:

€ For those enterprises which have already started their tax
holldays before 2008, they are able to enjoy the remaining
tax holidays until explry

8 for those enterprises which have not yet started thelr tax
holidays before 2008, the tax holidays will be deemed to
start from 1 January 2008 and they are able enjoy the
remaining tax holidays until expiry

GuioFa {2007) no.40

This notice mainly addresses the tax incentives available to
high / new technology enterprises newly established {i.e.
established after 1 January 2008) in certain locations as
stipulated under Article 57 of the NEITL. Details as follows:

= There are 6 zones, including the 5 economic zones
(Shenzhen, Zhuhai, Shantou, Xiamen and Hianan)-and
Shanghai Pudong New Area

& These newly estatlished high / new technology enterprises
should comply with the requirements stipulated by the
NEITL and EITLIR {discussed in Section 4 above)

o Tax incentive available to these enterprises Is “2 years
exemption followed by 3 years half tax reduction”. The tax
holiday will commence in the year when the enterprise
starts generating income







60% of expenses are tax deductible,
SMbJBCf toa cap of 0.5% of annual turnover

Not deduct/ble urm/ disposal or hquldauon

ST

Capped at 15% of annual turnover and remamed

portion can be carried forward for future dsducuon

s Employee welfare expenses

SIS TR T A

Deductlble up to 14% of total salaries

2 Employee educauon expenses

Deduct:ble up to 2. 5% of total salanes

Deductible up to 12% of accountmg prof i
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Issus 1, January 2008

Grandfathering treatments under the Corporate Income Tax Law

In brief

s The State Council issued two circulars to (':larify transitional and grandfathering rules with
respect to old tax incentives.

The State Council passed two 1ax circulars - Circutar 39 and Circular 40
- on 26 December 2007 to clarify the grandfathering treatment provided
under Article 57 of the new Corporata Income Tax (CIT) Law.

Qi_[c_qla; 39

In this circular, the State Council stipulates the grandfathering treatment
for existing enterprises (i.e. enterprises with business licenses dated
prior to 16 March 2007) that are entitled to preferential tax treatments
under the old Enterprise Income Tax (EIT)/Foreign Enterprise Income
Tax (FEIT) laws. The grandfathering treatments are:

I. CIT rates

(a) Transitional treatment for the reduced tax rate of 15 percent under
the old laws will be as follows:

2007 2008 2008 2010 2011 2012
15% 18% 20% 22% 24% 25%

{b) The 24 percent reduced rate will transit to the standard CIT rate of
25 percent from 2008.

il. Tax holidays
Tax holidays (e.g. “two-year exemption followed by three-year 50

percent reduction” or “five-year exemption followed by five-year 5C
percent reduction”), will be treated as follows:

{a) Unutilised tax holidays can continue until expiry
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{b} Tax holidays will be deemed to start from 1 January 2008, even if
the company is not yet turning a profit.

{il. Scope of the grandfathering treatments

Circuler 39 sets out the details of the “old" incentives that are eligible
for the grandfathering relief. We note that, compared with the old FEIT
Law and Implementation Rules, the following incentives are not
included in the list:

* Reduced tax rate and tax holiday for foreign-invested banking
institutions

= Extended tax holiday for export-oriented foreign-invested
enterprises (FIEs) and advanced technology FIEs

» Discretional extended tax reduction for FIEs engaged in agriculture,
forestry or animal husbandry, or FIEs located in remote
underdeveloped areas.

1

IV, Other important messages

The State Council also stipulates that enterprises qualified for both the
aforementioned grandfathering treatments and tax incentives under the
new CIT Law can choose to recgive the most favourable tax incentives.
However, there is no duplicate entitlement in respect of the incentives.
A company cannot change its entitlement to incentives once a choice is
made.

The State Council clarifies that the existing preferential EIT/FEIT policy
pertaining to the development of western China shall continue to be
effective.

According to Article 57 of the CIT Law, hi-tech enterprises established
on or after 1 January 2008 in six zones can enjoy a five-year tax holiday
of two years tax exemption followed by three years 50 percent
reduction starting from the first revenue generating year. In this notice,
the State Council clerifies the conditions for the entitlement to the tax
holiday:

1. The six zones include five special economic zones {Shenzhen,
Zhuhai,"Shantou, Xiamen and Hainan) .and Shanghai Pudong New
Area’

2. Companies classified as “newly-established encouraged hi-tech
enterprises” should comply with Anticle 93 of the Implementation
Rules of the CIT Law. In addition, they should be recognised in
accordance with the “Administrative Rules for the Recognition of
Hi-tech Enterprises” {to be issued by the authorities)

3. If an enterprise fails 1o qualify to be classified as an “encouraged hi-
tech enterprise” in any year during the five-year tax holiday, from
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that particular year it can no longer receive the remaining tax holiday,
even if it re-qualilies as a hi-tech enterprise in a later year

4. A company is required to separately account for income and
expenses from businesses inside {i.e. entitled to the holiday) and
outside {i.e. not entitled to the holiday) the six zones to calculate its
entitlement to the tax holiday.

By Lewis Lu, Partner and Flame Jin, Senior Manager

All issues of China alert are accessible on
www . kpmg.com.cn or www.kpmig.com.hk
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Clrcular of the State Council on im plementing transitional preferential
policy on enterprise income tax

Guofa (2007) No. 39

To people's governments of various provinces, autonomous regions and municipalities, various ministries and '_
commissions of the State Council and various departments directly under the State Council. i

The Enterprise Income Tax Law of the People's Republic of China (PRC) and the Implementation Regulations on
the Enterprise income Tax Law of the PRC will enter into force as of Januiary 1, 2008 spontaneously. Following
is the circular on the transitional preferential policy on enterprise income tax which is formulated in line with the
provision of article 57 of the new tax law.

1.Transitional methods of tax concession for enterprises approved and founded before the publication of the new
tax law

Enterprises enjoying enterprise income tax (EIT) preferential treatment according to the old taxation law,
administrative regulatlcns and documems with admlmstra‘nve Iaw shall follow the followung transnion methods

Slamng from January 1,/2008, enterprises which have enjoyed preferenual tax treatment at a low tax rate shall
gradually transfer to implemenlation ‘of the statutory tax rate in five'years. Of this, enterpnses enjoylng a 15%

rate of EIT-shall lmplement an’18% tax rate in 2008, 20% in 2008, 22% in 2010 24%:in-2011:and 26%% In
20'12;:and" enterprises’ enJoying a 24% tax rate shall Implement the 25% rate as of 2008.

Starting from January 1, 2008, enterprises which hawe enjoyed fixed-term preferential tax treatment of two years
of tax exemption and three years of 50% tax reduction, and five years of tax. exemptlon and five years of 50%
tax_reduction shall continue to enjoy the preferential tax treatment until the term'is due according to the former
law admmistratwe regulations and relevant documents on taxation, bit for those, which have not started

enjoying the preferenhal tax policy because no profits have been’ made ‘the preferentlal treatment shall be .’
counted as of 2008.

Enterprises enjoying the abovementioned preferential policies refer to enterprises which are founded and
registered with the administration department of industry of commerce befote ‘March 16, 2007; and the projects
and scope of implementation of the transition preferential tax policies shall follow the Table on Implementation of
the Transition Preferential Policy on Enterprise Income Tax (see attachment).

2.Continuing to implement the preferential tax policy on westem development

In line with the spirit of the documents on deve)opment of westem China, the preferential tax policy on EIT fof
westem development stipulated in the Circular.on Preférential Tax Policy for Waestem Development Jointly.issued
by the Ministry of Finance, the National Admlmstratlon of Taxation and the General Administration of Customs
(Document code: Caishui (2001) No. 202) shall.continue.

3.0ther policies on implementing the transition preferential tax policy

Enterprises enjoying the transition preferential policy on EIT shall compute the taxable income amounts
according to provisions on income and deduction of the new EIT Law and the implementation regulations, and
enjoy the tax concession in accordance with the computing methods in the first part of this circular.

When there are crossed contents of the preferential tax policy between the transitional methods of tax

concession and the new EIT Law and the implementation regulations, the enterprises can choose the best

preferential policy in implementation, not allowing for duplicated preferential treatment. Once the enterprises
. make the choice, they shall-not change.

State Council
December 26, 2007
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Attathed: Document names and relevant policies on implementation of the transition preferential tax policy:

A>:ede first provision of article 7 of the Law on Income Tax of Foreign-Invested Enterprises and Foreign
‘Enterprises of the PRC: Foreign-invested enterprises in special economic zones, foreign enterprises founding
establishment and places for praduction and sales in special economic zones, and production-type foreign-
invested enterprises in econemic and technological development zones enjoy reduction of enterprise income tax
(EIT) at a rate of 15%.

. 2. The third proMsion of article 7 of the Law on Income Tax of Foreign-Invested Enterprises and Foreign

" Enterprises of the PRC: foreign-invested enterprises founded in ald towns of cities where coastal economic open
zones, special economic zones and economic and technological development zones are located, or other areas /
stipulated by the State Council can enjoy reduction of EIT at a rate of 15% for their projects of energy, transport,
harbours or others encouraged by the state.

3. The first part of the first provision of article 73 of the Detailed Implementation Rules for the Law on Income Tax
of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Foreign-nvested production-type
enterprises established in old towns of cities where coastal economic open zones, special economic zones and
economic and technological development zones are located can enjoy reduction of EIT at a rate of 15% in
launching the following projects: Technology- and intellectual-intensive project; projects with foreign investment
of more than US$30 million and a long period of recovering investment; and energy, transport and harbour
construction projects.

4. The second part of the first provision of article 73 of the Detailed Implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Sino-foreign joint venture enterprises
engaging in port and harbour construction can enjoy reduction of EIT at a rate of 15%.

5. The fourth part of the first provsion of article 73 of the Datailed Implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of PRC: production-type enterprises founded in the
Shanghai Pudong New Zone, and foreign-invested enterprises engaging in energy and transport construction
projects such as airport, harbour, railway, highway and power station can enjoy reduction of EIT at a rate of
15%.

:6..Approval documents of the State Council on Shanghai Wai Gacqiao, Tianjin Port, Shenzhen Futian,
‘Shenzhen Shatoujiao, Dalian, Guangzhou, Xiamen Xangyu, Zhangjiagang, Haikou, Qingdao, Ningbo, Fuzhou,
Shantou, Zhuhai and Shenzhen Yantian Bonded Zone (Document code: Guohan (1891} No. 26, Guohan (1 991)
No. 32, Guohan (1992) No. 43, Guohan (1992) No. 44, Guohan (1992) No. 148, Guohan (1992) No. 150, Guohan
(1992) No. 158, Guohan (1992) No. 179, Guchan (1992) No. 180, Guohan (1992) No.181, and Guohan (1993)
No. 3): Production-ty pe foreign-invested enterprises can enjoy reduction of EIT at a rate of 15%.

'i.xApprovaI of the State Councll on Establishment of Taiwan Investment Zone in Coastal Areas of Fujian
Province: Talwan-funded enterprises in the Xiamen Taiwan Investment Zone enjoy reduction of EIT at a rate of
15%; Taiwan-funded enterprises in the Fuzhou Taiwan Investment Zone enjoy reduction of EIT at a rate of 15%,
and non-production-type Taiwan-funded enterprises enjoy reduction of EIT at a rate of 24%.

8. Circular of the State Councll on the Further Opening up of Nanning, Chongqing, Huangshi and Yangtze River
Three Gorges Economic Open Zones and Beijing (Guohan (1992) No. 62, Guohan (1992) No. 93, Guohan (1993)
No. 19, Guohan (1994) No. 92, and Guohan (1995) No. 16): Foreign-invested production-type enterprises in
cities (capital cities) of provinces and open cities along the Yangtze River enjoy reduction of EIT at a rate of 15%
when engaging in the following projects: Technology- and intellectual-intensive projects; projects with foreign
investment of more than US$30 million and a long period of recovering investment; and energy, transport and
harbour construction projects.

- 8. Approval of the State Council an Development and Construction of Suzhou Industry Park (Guohan (1994) No.
9): Foreign-invested production-type enterprises in the Suzhou Industry Park enjoy reduction of EIT at a rate of
15%.

10. Circutar of the State Council on Expansion of Applicable Scope of Preferential Tax Palicy for Foreign-
Invested Enterprises Engaging in Energy, Transport Facililies Projects (Guofa {1999) No.13): Starting from
January 1, 1988, the policy on reduction of EIT at a rate of 15% for foreign-invested production-type enterprises

.engaging in construction.of energy and transport facilities stipulated in 3 item of (1) of article 73 of the detailed
tules on the tax law of foreign-funded enterprises will expand to the whole country.

.11.Special Economic Zone Regulations of Guangdong Province (adopted for implementation at the 15th session

tpwebapp.hktde.com/print/print.asp?u... 2/4
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of the Standing Committee of the 5th National Pecple's Congress (NPC) on August 26, 1980: The ET rate in

SC zhen, Zhuhai and Shantou special economic zones of Guangdong Province is set at 15%.

.12, ‘Approval of Fulan Province on Founding Xiamen Special Economic Zone (Guohan (80) No. 88): The ETl rate
in the Xiamen Special Economic Zone is set at 15%.

13. Regulations on Encouraging investment in the Development of Hainan Islands issued by the State Council
(Guofa (1988) No. 26): The income of enterprises launched in Hainan Islands (excluding state banks and
insurance companies) from production, sales and other business enjoy an EIT rate of 15%.

14. The second provision of article 7 of the Law on Income Tax of Foreign-Invested Enterprises and Foreign
Enterprises of the PRC: Foreign-invested production-type enterprises established in old towns of cities where
coastal economic open zones, special eccnomic zones and economic and technological development zones
are located enjoy a reduction of EIT at a rate of 24%.

15. Circuler of the State Council on Founding National Tourism and Holiday Zones for Trial Operation (Guofa
(1992) No. 46): Foreign-funded enterprises in national tourism and holiday zones enjoy a reduction of EIT at a
rate of 24%.

16. Circular of the State Council on Further Opening up of Border Cities including Heihe, Yining, Pingxiang and
Erenhot (Guohan (1992) No. 21, Guohan (1992) No. 61, Guchan (1992) No. 62 and Guohan (1892) No. 94):
Foreign-invested production-type enterprises enjoy a reduction of EIT at a rate of 24%.

17. Circular of the State Council on the Further Opening up of Five Border Cities including Nanning, Kunming
and Pingxiang (Guohan (1992) No.62): Pingxiang, Dongxing, Wanding, Ruili and Hekou cities (county and town)
are permitted to found border economic cooperation zones in eligible cities (county and town), and domestic
production-type enterprises mainly engaging in export-based production in the border economic cooperation
zones enjoy reduction of EIT at a rate of 24%.

18. Circular of the State Council on Further Opening up of Nanning, Chongqing, Huangshi and the Yangtze River
Three Gorges Economic Open Zones and Beljing (Guohan (1992) No. 62, Guohan (1992) No. 93, Guchan (1993)
No. 19, Guohan (1994) No. 92, and Guchan (1985) No. 16): Foreign-funded production-type enterprises in
capital cities (capital) of provinces and open cities along the Yangtze River enjoy reduction of EIT at a rate of
24%.

.19..The first provision of article 8 of the Law on Income Tax of Foreign-Invested Enterprises and Foreign
‘Enterprises of the PRC: Production-type foreign-Invested enterprises which have an operation term of more than
10 years enjoy EIT exemption for the first and second years starting from the profit-making year, and 50%
reduction of EIT for the following three years.

'20. The fourth part of the first provision of article 75 of the Detailed Implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Sino-foreign joint venture enterprises
engaging In construction of port and harbour with an operation term of more than 15 years, with approval from
the taxation department of local provinces, autonomous regions and municipalities enjoy EIT exemption for the
first five years starting from the profit-making year, and 50% EIT reduction for the following five years.

21. The second part of the first provision of article 75 of the Detailed Implementation Rules for the Law on
Income Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Foreign-invested enterprises in
Hainan Special Economic Zone engaging in infrastructure facilities projects such as airport, port, harbour,
railway, highway, power station, coalmine and water conservancy and enterprises engaging in agricultural
development with operation temn of more than 15 years, with approval from the taxation department of Hainan
province, enjoy EIT exemption for the first five years starting from the profit-making year, and 50% EIT reduction
for the foflowing five years.

22. The third part of the first provision of article 75 of the Detailed implementation Rules for the Law on income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Foreign-invested enterprises In
Shanghai Pudong New Area engaging in energy and transport construction projects such as airport, po,
harbour, railway, highway and power station with operation term of more than 15 years, with approval from the
taxation department of Shanghai, enjoy EIT exemption for the first five years starting from the profit-making year,
and 50% EIT reduction for the foliowing five years.

23. The fourth part of the first provision of erticle 75 of the Detailed Implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Foreign-invested enterprises in special
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economic zones engaging in senice trade with foreign investment of more than US$5 million and operation tem

of rm than 10 years, and with approval from the taxation department of special economic zones, enjoy EIT

ex mptlon for the first year starting from the profit-making year, and 50% EI[T reduction for the following two

years.

-24. The sixth part of the first provision of article 75 of the Detailed implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC: Sino-foreign joint venture enterprises
which have been recognized as high and new technology enterprises and founded in state high-tech industry
dewvelopment zones fixed by the State Council, with operation term of more than 10 years, and with approval

from the local taxation department, enjoy EIT exemption for the first two years starting from the profit-making
year.

25: The sixth part of the first provision of article 75 of the Detailed Implementation Rules for the Law on Income
Tax of Foreign-Invested Enterprises and Foreign Enterprises of the PRC, and Approval of the State Councit on
provisional Rules on the New-Technology Development Experiment Zone of Beijing Municipality (Guohan (1988)
No. 74): Foreign-invested enterprises founded in the Beijing New-Technology Development Experiment Zone
shall carry out the preferential tax policy for the experiment zone.

New technology enterprises in the experiment zone enjoy EIT exemption for three years starting from the date of
founding. Those gaining approval from the designated department by the Beijing Municipal Govemment can
enjoy 50% EIT reduction on the basis of 15% or 10% for the following three years.

26. The first provision of article 8 of the Prowvisicnal Regulations on Enterprise Income Tax of the PRC:
Enterprises in autonomous regions needing support and encouragement enjoy fixed-term tax reduction or
exemption as approved by the people's govemment of province level, but the transition preferential treatment
shall not exceed five years.' !

27. Regulations of the State Council on Encouraging Investment in the Development of Hainan Islands (Guofa
(1988) No.26): Enterprises launched in Hainan Islands (excluding state banks and insurance companies)
engaging in development and operation of infrastructure facilities such as port, harbour, airport, highway, railway,
power station, coalmine and water consenancy, and enterprises engaging in agricultural development and
operation, with operation term of more than 15 years enjoy EIT exemption for the first five years starting from the
profit-making year, and 50% EIT reduction in the following five years.

28. Regulations of the State Council on Encouraging Investment in Development of Hainan islands (Guofa (1988)
No.26): Production-type enterprises launched in Hainan Islands (excluding state banks and insurance
companies) engaging in industrial production and transport, with operation term of more than 10 years, enjoy
EIT exemption for the first two years starting from the profit-making year, and 50% EIT reduction in the following
three years.

29. Regulations of the State Council on Encouraging Investment in the Dewelopment of Hainan Islands (Guofa
(1988) No.26): Enterprises launched in Hainan Islands (excluding state banks and insurance companies)
engaging in senice trade, with total investment exceeding US$5 million or RMB 20 million and operation term of
more than 10 years, enjoy EIT exemption for the first year starting from the profit-making year, and 50% EIT
reduction for the following two years.

v ’;5. Circular of the State Council on the Supporting Policy on Implementation of the National Medium- and Long-

" Term Outline on Development of Science and Technology (2006-2020) (Guofa (2006) No.6): After strict
verification, newly-founded high and new technology enterprises in the state high and new technology
dewelopment zones enjoy EIT exemption for the first two years as starting from the profit-making year.

URL : http://info.hktdc.com/report/reg/reg_080402 . htm
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Issue 1, January 2008
Grandfathering treatments under the Corporate Income Tax Law

In brief

* The State Council issued two circulars to élarify transitional and grandfathering rules with
respect to old tax incentives.

The State Council passed two tax circulars - Circular 39 and Circular 40
- on 26 December 2007 to clarify the grandfathering treatment provided
under Article 57 of the new Corporate income Tax (CIT) Law.

Circular 39
In this circular, the State Council stipulates the grandfathering treatment
for existing enterprises {i.e. enterprises with business licenses dated
prior to 16 March 2007} that are entitled to preferential tax treatments
under the old Enterprise Income Tax (EIT)/Foreign Enterprise Income
Tax (FEIT) laws. The grandfathering treatments are:

1. CiT rates

(a) Transitional treatment for the reduced tax rate of 15 percent under
the ald laws will be as follows:

2007 2008 2008 2010 2011 2012
15% 18% 20% 22% 24% 25%

{b) The 24 percent reduced rate will transit to the standard CIT rate of
25 percent from 2008.

Il. Tax holidays
Tax holidays (e.q. "two-year exemption followed by three-year 50

percent reduction” or “five-year exemption fallowed by five-year 5C
percent reduction”), will be treated as follows:

{a) Unutilised tax holidays can continue until expiry
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{b) Tax holidays will be desmed to start from 1 January 2008, even if
the company is nat yet turning a profit.

fll. Scope of the grandfathering treatments

Circutar 39 sets out the details of the "old” incentives that are eligible
for the grandfathering relief. We note that, compared with the old FEIT
Law and Implementation Rules, the following incentives are not
included in the list:

* Reduced tax rate and tax holiday for foreign-invested banking
institutions

= Extended tax holiday for export-oriented foreign-invested
enterprises (FIEs) and advanced technolopy FIEs

» Discretional extended tax reduction for FIEs engaged in agriculturs,
forestry or animal husbandry, or FIEs located in remote
underdeveloped areas.

+

IV. Other important messages

The State Council also stipulates that enterprises qualified for both the
aforementioned grandfathering treatments and tax incentives under the
new CIT Law can choose to receive the most favourable tax incentives.
However, there is no duplicate entitlement in respect of the incentives.
A company cannot change its entitlement to incentives once a choice is
made.

The State Council clarifies that the existing preferential EIT/FEIT policy
pertaining to the development of western China shall continue to be
effective.

Circular 40 -

According to Article 57 of the CIT Law, hi-tech enterprises established
on or after 1 January 2008 in six zones can enjoy a five-year tax holiday
of two years tax exemption followed by three years 50 percent
reduction starting from the first revenue generating year. In this notice,
the State Council clerifies the conditions for the entitlement to the tax
haliday:

1. The six zones include five special economic zones (Shenzhen,
Zhuhal Shantou, Xiamen and Hainan) and Shanghai Pudong New
Area’

2. Companies classified as “newly-established encouraged hi-tech
enterprises” should comply with Article 93 of the Implementation
Rules of the CIT Law. In addition, they should be recognised in
accordance with the “Administrative Rules for the Recognition of
Hi-tech Enterprises” {to be issued by the authorities)

3. If an enterprise fails to qualify to be classified as an “encouraged hi-
tech enterprise” in any year during the five-year tax holiday, from
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that particular year it can no longer receive the remaining tax holiday,
even if it requalifies as a hi-tech enterprise in a later year

4. A company is required to separately account for income and
expenses from businesses inside (i.e. entitied to the holiday) and
outside {i.e. not entitled to the holiday) the six zones to calculate its
entitiement to the tax holiday.

By Lewis Lu, Partner and Flame Jin, Senior Manager

All issues of China alert are accessible on
www.kpmg.com.cn or www.kpmg.com.hk
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PRC Tax
China Enterprise Tax Reform Serics

Tax Incentive Developments

Guidance in this Chinese past-tax reform period has'been coming in fits and starts. While some of the
developments have represented unexpectedly good news for many investors, many would have
appredated earlier announcement of these developments.

So what's new?

e Exemption from 10% dividend withholding tax when pre-2008 earnings are distributed

» Refunds for reinvestment of profits

« Prior incentives allowed “grandfathering” transition benefits

« Final phase-in "grandfathered” tax rates and adjusted phase-in tax rates for companies qualified for
"grandfathering” of both a *2+3-type” Incentive and the prior 15% incentive rate

« 2008 tax rate to be used by companies that held high and new-tech status in 2007

2007 Tax Returns and Settlement Arrangements

Continued application of certain interest and royalty withholding exemptions

Effect of post-2007 disqualification on certain pre-2008 tax incentives

New locatlon-specific incentive for companies holding high and new-tech status

« New software and integrated clrcult {*IC") design incentives

« New IC production industry incentives

* New security investment fund Incentives

In connection with the 1 January 2008 implementation of China’s new Unified Enterprise Income Tax
Law (the "New Law"), the State Council, both directly and through the State Administration of Taxation
("SAT") and Ministry of Finance ("MOF"), has been issulng guidance on issues of immediate Importance.

This Tax Analysis covers the more important of these issues.

Those Interested in China should expect continued guidance and some surprises as the goverrnment
slowly deals with each open issue and publishes its decisions.

Audit.Tax.Consulting . Financial Advisory.
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Dividend Withholding Tax Exemption

Caishui [2008] No. 1 announced at the end of February the much anticipated confirmation that China’s
new 10% withholding tax on dividends would not be imposed In certain situations. In brief, where a
foreign Invested enterprise (*FIE") pays a dividend from pre-2008 earnings to any non-resident
shareholder, that dividend is exempt from Chinese withholding tax.

This circular does not provide any guidance regarding how the year(s) of the earnings from which the
dividend is pald will be determined. Dividends declared during 2008, as a practical matter, will only be
out of 2007 and prior. years' earnings. As such, for such dlvidends, this will not be an Issue. {While not
common in China, it Is of course possible that a company could dedlare in 2008 an interim dividend out
of the current year’s earnings. Such a dividend would be subject to withholding tax.)

From 2009, deslgnating the years’ retained earnings from which a dividend Is paid will become a
significant issue. In the absence of any “ordering rules* or other guidance that might be Issued by the
autherities in the future, we suggest that each FIE (or former FIE if that status has been lost) that
plans to declare a dividend initiate from 2009 a procedure to identify within the resolution that declares
the dividend the years’ earnings out of which the dividend will be paid.

From solely a Chinese perspective It will always be best to choose the pre-2008 retained earnings first,
which we belleve should be acceptable, since that would defer the payment of withholding tax.
However, it is possible that an investor's home country foreign tax credit rules might sometimes
suggest otherwlise. As such, some home country analysls should be conducted before dividends are
actually declared.

Refunds for Raeinvestment of Profits

An Important feature of the pre-tax reform tax incentives system was the ability of forelgn investors to
receive refunds of taxes paid by the companles in which they invested by reinvesting the profits either
in those companles paying the dividends or in other companies.

Although the New Law has eliminated this tax refund procedure for the future, Guoshuifa {2008] No. 23
issued on 27 February 2008 provides transition rules for claiming refunds related to 2007
reinvestments, (See below under the heading "New IC Production Incentives” for a limited continuing
relnvestment refund procedure.)

In brief, foreign investors that have completed thelr reinvestment transactions and relevant registration
procedures with the State Administration for Industry and Commerce {or its local branches) prior to the
end of 2007 may apply for their tax refund in accordance with the old tax law. Interestingly, this
circular makes clear that no tax refund will be granted for any reinvestment that is made from a 2007
interim dividend.

While there is no stated time limit in the circular for making the tax refund application, we suggest that
Investors initlate their applications soon.

Prior Incentives Allowed “Grandfathering” Transition Benefits

Guofa [2007] No.39 ("Circular 39"), issued at the end of December 2007, listed 30 incentives avallable
under the old tax regime that would receive transition benefits. What Is interesting Is not what was
Included, but rather what was missing from this list that arguably should have been Inctuded, given the
broad mandate for transition relief found In the New Law.

These missing items included, for example, certain forelgn banks, Sino-foreign joint banks and other
financial institutions established in Special Economic Zones or other districts approved by the State
Coundli and FIEs qualifylng as high and new-tech companles located In high-tech parks. Caishul [2008]
No. 1 eliminates any hope that these types of missing items will receive any transition benefit. As a
result, they will pay enterprise income tax ("EIT") from 1 January 2008 at a 25% rate and will not be
allowed the transition phase-in rates.

Also not expressly induded in the transition benefits listing were certain old law holidays and benefits
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granted to software and IC companies. Because of technical legal drafting considerations, it is not
perfectly clear that either or both of these had to be “expressly” included In the listing to arguably be
covered by Circular 39. As a result, there has been considerable controversy.

Interestingly, as covered in more detall below, Calshui [2008] No. 1 announced very favorable
Incentlves for these two industries. This circular, though, was silent on this controversial issue of
whether these two industries would recelve transition benefits. This therefore remains an open issue.

Certain preferences allowed by Caishui [2001) No. 202 focused on development of China's Western
Region will continue to be implemented.

It may happen that a company qualifying for transition benefits under Circular 39 also qualifies for
some new benefit granted under the Mew Law and implementation rules. For example, say that a
company Invoived In harvesting forestry products sees that it will be exempt from tax from 2008 under
the New Law. It Is also listed in Circular 39 as qualifying for transition benefits.

Circular 39 provides that if any transitional benefit overtaps with New Law/Iimplementation rule
Incentives, a company may choose the more favorable policy, but cannot enjoy both, Further, once a
dedision is made, the chosen poficy cannot be changed. In the example of the forestry company, it
would logically choose the new exemption rather than the less beneficial transition relief.

Final Phase-In Tax Rates and Adjusted Phase-In Tax Rates

After considerable internal governmental discussion, Circular 39 finalized the transition phase-in tax
rates for qualifying companies previously paying tax at a 15% rate as follows:

2008 18%
2009 20%
2010 22%
2011 24%
2012 & 25%
thereafter

For those that had paid tax at a 24% rate, they move immediately to a 25% tax rate In 2008.

An Issue of some controversy was what tax rates would apply to companies qualified for
“grandfathering” of both a tax holiday/50% reductlon-in-rate incentive (e.g. the “2+3" Incentive) and
the prior 15% incentive rate. This issue was recently resoived by Caishui [2008] No. 21.

Under this new circular, the tax rate within the half-rate reduction period shall be calculated as 50% of
the transition phase-In rates stipulated In Circular 39. This means that the following rates will apply if
the indicated year Is a half-rate year for a particular company.

2008 5%
2009 10%
2010 11%
2011 12%
2012 12.5%

For companies previously eligible for both the 24% tax rate and a half-rate reduction, the tax rate for
each half-rate year Is 12.5%, calculated as 50% of 25%.

Former High and New-Tech Status Companies -

The New Law provides that companies qualifying for high-new technology status from 2008 will pay tax
at a beneficial 15% rate.

In Guoshutfa [2008) No. 17, the SAT clarified that companles holding this high-new technology status

prior to 1 January 2008 must use the normal 25% tax rate in their quarterty tax filing In 2008. They

may not use the beneficlal 15% until they have received a new 2008 qualification.

Due to the considerably higher 2008 requirements for this status, It is expected that many companies
3
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qualifying in prior years wiil be unable to continue this status in 2008 and beyond. For many FIEs that
only license technology from abroad and that do not either legally or economically own their own
technolagy, quallification will be very unlikely due to the 2008 requirement of ownershlp of “core
intellectual property”.

2007 Tax Returns and Settlement Arrangements

Under Guoshuihan [2008] No. 85, the SAT requires that old tax laws and regulations apply for both
domestic companies and FIEs regarding their final settlement of EIT and the filing of their 2007 tax
returns. However, the tax return filing deadline will be as set under the New Law at five months after
the end of the tax year. This represents a one-month later fling deadline.

Certain Interest and Royalty Withho!ding Tax Exemptions

Guoshuifa [2008] No. 23 provides transition guidance for certain royalties and interest that had
exemptions from withholding tax under the old tax law. In brief, any applicable tax exemption shall
continue to apply during the contract period as long as the contract was signed prior to the end of
2007. For any period of extension of the original contract, the exemption will be lost.

Post-2007 Disqualification on Pre-2008 Tax Incentives

Under Guoshulfa [2008] No. 23, if an FIE enjoying an exemption/reduction {e.g. "2+3" tax holiday
Incentive), under the old tax law is disqualified for the incentives due to changes occurring in 2008 or
later (say, due to changes In its business nature or operational period), the FIE must repay to the
government the amount of tax that would have been paid previously had the incentive not been
granted. The refund will include any benefits realized during the transition period.

Location-Specific Incentive for Companies Holding High and New-Tech Status
Although termed a “transition tax Incentive”, in Guofa [2007] No. 40, the State Council has

unexpectedly continued to a limited extent the prior geographic focus of tax incentives. Applicable only
to Pudong and five Special Economlc Zones (*SEZs” and Including Shenzhen, Zhuhal, Shantou, Xiamen

.and Halnan), this new incentive applies only to companies newly established from 1 January 2008.

Where such companies also hold high and new-tech status, they are granted a “2+3” tax holiday. As a
result, they will pay tax at the following rates from their first year of revenue:

To achieve and continue these tax rates, a company will have to re-qualify each year as being high and
new-tech status.

New Software and IC-Design Incentives

Consistent with the Innovation/high-tech goals of the government generally and its long-term 15-year
innovation-focused plan (2006-2020), Caishul [2008] No. 1 provides a comprehensive approach to
strongly encouraging the software production industry in China. Under this clreular, this approach is
also applied to IC-design companies.

In particutar, this circular includes:
s “2+3"incentive for newly established approved software production companies ("SPCs") beginning

from the first profit-making year (i.e., two years of tax hollday followed by three years of 50%
reduction-in-rate)

38
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It should be noted that the inltiatlon of this tax holiday (as well as that below for IC production

companles} in the first profit-making year is more favorable than the general rule as found for other

tax holidays Included in the New Law’s implementation rules issued In December 2007. There, the

holiday period begins In the first year of revenue, even if net taxable losses are being incurred. \

10% tax rate for key SPCs listed in government plans in any taxable year not otherwise eligible for
tax exemption

Certain value added tax refunds recelved by SPCs exempt from EIT

Full deduction for employee training expenses (in contrast to the 2.5% of total employees’ salary
and remuneration limitation that otherwise would apply)

Two year depreciable life for approved capitalized purchased software (thls benefits the SPCs’
customers)

Western reglon 80% reinvestment incentive for investment in SPCs (see under “*New IC Production
Incentives” below)

New IC Production Incentives

Caishul [2008) No. 1 provides a comprehensive approach to strongly encouraging the IC production
industry in China.

In particular, this clrcular includes: 1

"2+3” incentive for approved IC production companles beginning from the first profit-making year
when ICs have a width of less than 0.8um (i.e., two years of tax holiday followed by three years of
50% reduction-in-rate)

This incentive is not applicable for any company that has previously used a “2+3" tax holiday. In
contrast to the above described software production and IC-design incentive that requires a newly
formed company, this Indicates that an existing IC production company that has not previously
benefited from a "2+ 3 tax holiday under old law can qualify under the New Law.

An approved IC production company could potentially qualify as a high and new tech status
company, thereby having a 15% tax rate. It Is as yet not clear if, in such a case, the three 50%
reduction-in-rate years will be taxed at 7.5% or 12.5%.

"S+5" Incentlve far IC production companies with a 15-year or more operation period beginning
from the first profit-making year when total Investment exceeds RMB 8 biillon or where produced
ICs have a wldth of less than 0.25um (i.e., five years of tax hollday followed by five years of 50%
reduction-in-rate)

Interestingly, the circular does not include for this *5+5" incentive a similar prohibition .against
benefiting from two or more series of tax holidays as Is mentloned above for the "2+3" incentive.
As such, it Is perhaps possible that an existing IC production company that qualified for, and
benefited from, a tax holiday previously could again benefit from this new "5+5" incentive under
the New Law.

Where such a company does not qualify for the spedial "S+5” holiday (say due to a less than 15
year operation perlod) or In years not covered by a holiday, 2 15% rate will apply. This 15% rate
raises the issue of whether a 7.5% rate or a 12.5% rate will apply in the five 50% reduction-in-rate
years. -At present, there Is no guidance on this Issue.

For the three calendar years from 2008 through 2010, refund of 40% of the tax paid by an IC
production or assemnbly company that relates to any profit distributions (i.e. dividends) paid to an
investor in that company that reinvests its after-tax share of profits (i) directly back into that
company by Increasing registered capltal or (il) as caplital investment into a newly established IC
production or assembly company. A five year operating period is a requirement for both
alternatives.

This and the following reinvestment benefits apply to both domestic and foreign Investors. The
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former recelve dividends from other resident companies free of any EIT. The latter, though, are
subject to the 10% dividend withholding tax to the extent the profits distributed were earned In
2008 or later years. As covered earlier in this Tax Analysis, any dividends pald out of earlier years’
earnings are pald free of this 10% withholding tax. Interestingly, the circular does not include for
foreign investors for this reinvestment benefit or for the following one any exemption from this 10%
withholding tax. That presumably is still payable.

Note also that If an investor sells all or a partion of its investment or withdraws all or a portion of Its
reinvested amounts prior to the end of five years for this or the following reinvestment incentive,
any tax benefits relating to the sold or withdrawn portion must be repald to the government. This
treatment Is based on old law that we do not expect will.change.

For the three calendar years fram 2008 through 2010, refund of 80% of the tax pald by any
Chinese company that relates to any profit distributions {I.e. dividends) paid to an investor In that
company that reinvests its after-tax share of profits as capital Investment into a newly established
company in China’s western region that will operate for five years or more and that is engaged In IC
production or assembly or that qualifies as an SPC

Appropriately reduced depreclation periods as short as three years for approved IC production
equipment

Security Investment Fund Incentives

In addition to the above new “hi-tech” focused incentives, the government has chosen to encourage the
continued growth of Chinese security investment funds. As a result, Caishui [2008) No. 1 includes
“temporary” exemptions from EIT for security Investment funds and their investors.

In China, in addition to pure domestlc security investment funds, there are also several spedal
categories. These include:

Qualified foreign Institutional investors (*QFIIs")—Mechanism for foreign investors to invest In the
Chinese domestic markets

Qualified domestic institutiona! investors (*QDIIs")—Mechanism for Chinese investors to access
foreign securities markets

To date, there have been no clear tax rules for the taxation of foreign investors investing through QFlls
or Chinese investors investing through QDIIs. Due to the general language of Caishul [2008] No. 1, it
Is unknown whether Its temporary exemptions cover QFIls, QDIs and their investors.

For more informatlon, please contact:

National Technical Centre
atc@deloltte.com.cn

E-mall:

Eastern Reglon Narthern Reglon

Zhang U Guo, Natlonal Director & Partner Angela Zhang, Partner

Tel: + 86 {21) 6241 1038 Tel: + 86 (10) 8520 7526

Fax: + 86 (21) 6335 0003 Fax: + 86 {10) 8518 1326

Ematl: ligzhang@dsloitte.com.c Emall: angelazhana@deloltte.com.cn
Southern Reglion (Chinese Malnland) Southem Reglon (Hong Kong SAR)
Mlao Zh! Cheng, Director Davy Yun, Director

Tel: + 86 (755) 3331 0993 Tel: +852 2852 6538

Fax: + 86 (755) 8246 3222 Fax: +852 2520 6205

Emall: zmlag@deloltte.com.co Email: dyun@deloltte.com.hk
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Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients
spenning multiple industries. With a globally connected network of member firms In 140 countries,
Deloitte brings world-class capabilities and deep local expertlise to help clients succeed wherever they
operate. Deloitte's 150,000 professionals are committed to becoming the standard of excellence.

Deloitte's professionals are unified by a collaborative culture that fosters integrity, outstanding value to
markets and dlients, commitment to each other, and strength from cultural diversity. They enjoy an
environment of continuous learning, chalienging experiences, and enriching career opportunities.
Deloitte's professionals are dedicated to strengthening corporate responsibility, building public trust, and
making a positive impact in their communities.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and Its network of member
firms, each of which is a legally separate and independent entity. Please see

for a detalled description of the legal structure of Deloitte Touche
Tohmatsu and its member firms.

Deloitte’s China practice provides services through a number of legai entities and those entities are
members of Deloitte Touche Tohmatsu (Swiss Verein).

We are one of the leading professionat services providers in the Chinese Mainland, Hong Kong SAR and
Macau SAR. We have 7,000 people in ten offices including Beljing, Daltan, Guangzhou, Hong Kong, Macau,
Nanjing, Shanghal, Shenzhen, Suzhou and Tanjin.

As early as 1917, we opened an office In Shanghal. Backed by our global network, we deliver a full range
Jof audit, tax, consuliting and financial advisory services to national, multinatiopal and growth enterprise
clients In China.

We have considerable experience In China and have been a significant contributor ta the development of
China’s accounting standards, taxation system and local professlonal accountants. We also provide
services to around one-third of all companles listed on the Stock Exchange of Hong Kong.
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Chapter | General Provisions

Article 1 These Rules are formulated in accordance with the provisions of Article 29
of the Income Tax Law of the People's Republic of China for Enterprises with Foreign
Investment and Foreign Enterprises {hereinafter referred to as the "Tax Law").

Article 2 "Income from production and business operations” mentioned in Article 1,
paragraph 1 and paragraph 2 of the Tax Law means income from production and
business operations in manufacturing, mining, communications and transportation,
construction and installation, agriculture, forestry, animal husbandry, fishery, water
conservation, commerce, finance, service industries, exploration and exploitation,
and in other trades.

"Income from other sources" mentioned in Article 1, paragraph 1 and paragraph 2 of
the Tax Law means profits (dividends), interest, rents, income from the transfer of
property, income from the provision or transfer of patents, proprietary technology,
income from trademark rights and copyrights as well as other non-business income.

Article 3 "Enterprises with forelgn investment” mentioned in Article 2, paragraph 1 of
the Tax Law and "foreign companies, enterprises and other economic organizations
which have establishments or places in China and engage in production or business
operations” mentioned in Article 2, paragraph 2 of the Tax Law are, unless otherwise
especially specified, generally alt referred to as "enterprises” in these Rules.
"Establishments or places” mentioned in Atticle 2, paragraph 2 of the Tax Law refers
to management organizations, business organizations, administrative organizations
and places for factories and the exploitation of natural resources, places for
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contracting of construction, installation, assembly, and exploration work, places for
the provision of labor services, and business agents.

Article 4 "Business agents” mentloned in Amcle 3, paragraph 2 of these Rules means
companies, enterprises and other economlc orgamzatlons or individuals entrusted by
foreign enterprises to engage as agents in any of the following:

(1) representing principals on a regular basis in the arranging of purchases and
signing of purchase contracts and the purchasing of commodities on commission;

(2) entering into agency agreements or contracts with principals, storing on a
regular basis products or commodities owned by principals, and delivering on behalf
of principals such products or commodities to other pérties; and

(3) having authority to represent principals on a regular basis in signing of sales
contracts or in accepting of purchase orders. !

Article 5 "Head office” mentioned in Article 3 of the Tax Law refers to the central
organization which is established in China by an enterprise with foreign investment
as a legal person pursuant to the laws of China and which s responsible for the
management, operations and control over such enterprise.

Income from production and business operations and other income derived by the
branches within or outside China of an enterprise with foreign investment shall be
consolidated by the head office for purposes of the payment of income tax.

Article 6 "Income derived from sources inside China" mentioned in Article 3 of the
Tax Law refers to:

(1) income from production and business operations derived by enterprises with
foreign investment and foreign enterprises which have establishments or places in
China, as well as profits (dividends), interest, rents, royalties and other income
arising within or outside China actually connected with es'iabliéhments or sites
established in China by enterprises with foreign investment or foreign enterprises;

(2) the following income received by foreign enterprises which have no
establishments or sites in China:

(a) profits (dividends) earned by enterprises in China;

{b) interest derived within China such as on deposits or loans, interest on bonds,

.33
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interest on payments made provisionally for others, and deferred payments;

(c) rentals on property leased to and used by lessees in China;

(d) royalties such as those received from the provision of patents, proprietary
technology, trademarks and copyrights for use in China;

(e) gains from the transfer of property, such as houses, buildings, structures and
attached facilities located in China and from the assignment of fand-use rights within
China;

(f) other income derived from China and stipulated by the Ministry of Finance to
be subject to tax.

Article 7 In respect of Chinese-forelgn contractual joint ventures that do not constitute
legal persons, each partner thereto may separately compute and pay income tax in
accordance with the felevant tax laws and regulations of the State; income tax may,
upon approval by the local tax authorities of an app!icatiori submitted by such
enterprises, be computed and paid on a consolidated basis in accordance with the
provisions of the Tax Law.

Article 8 "Tax year” mentioned in Article 4 of the Tax Law begins on January 1 and
ends on December 31 under the Gregorian Calendar.

Foreign enterprises that have difficulty computing taxable income in accordance with
the tax year stipulated in the Tax Law may, upon approval by the local tax authorities
of an application submitted by such enterprises, use their own 12-month fiscal year
as the tax year.

Enterprises commencing business operations in the middle of a tax year or actually
operating for a period of less than 12 months in any tax year due to such factors as
merger or shut-down shall use the actual period of operations as the tax
year.Enterprises that undergo liquidation shall use the period of liquidation as the tax
year.

Aricle 9 "The competent authority for tax affairs under the State Council" mentioned
in Article 8, paragraph 3 and Article 19, paragraph 3, ltem (4) of the Tax Law and
Article 72 of these Rules refers to the Ministry of Finance and the State Tax Bureau.
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Chapter It Computation of Taxable Income

Article 10 "The formula for the computation of taxable income" mentioned in Article 4
of the Tax Law is as follows:

(1) Manufacturing: )

(a) taxable income = (profit on sales) + (profit from other operations)

(b} profit on sales = (net sales) - {cost of products sold) - (taxes on sales) - [
(selling expenses) + (administrative expenses) + (finance expenses) |;

(c) net sales = (gross sales) - [ (sales returns) + (sales discounts and
allowances) J;

(d) cost of products sold = (cost of products manufactured for the period)

(e) cost of products manufactured for the period = (manufacturing costs for the
period) + (inventory of semi-finished products and products in process at the
beginning of the period) - (inventory of semi-finished products and products in
process at the end of the period);

(f) manufacturing costs for the period = (direct materials consumed in production
for the period) + (direct labour) + (manufacturing expenses).

(2) Commerce:

(a) taxable income = (profit on sales) + (profit from other operations)

(b) profit on sales = (net sales) - (cost of sales) - (taxes on sales) - [ (selling
expenses) + (administrative expenses) + (finance expenses) J;

(c) net sales = (gross sales) - [ (sales returns) + (sales discounts and
allowances) J;

(d) cost of sales = (inventory of merchandise at the beginning of the period) + {
(purchase of merchandise during the period) - [ (purchase returns) + (purchase
discounts and allowances) ] + (purchasing expenses) } - (inventory of merchandise at
the end of the period).

(3) Service trades:

(a) taxable income = (net business income) + (non-operating income) -(non-
operating expenses);

(b) net business income = (gross business income) - [ (taxes on business
income) + (operating expenses) + (administrative expenses) + (finance expenses) ].

(4) Other lines of business: Computations shall be made with reference to the
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above formulas.

Article 11 The computation of taxable income of an enterprise shall, in principle, be
on an accrual basis.

The following income from business operations of an enterprise may be determined
by stages and used as the basis for the computation of taxable income:

(1) Where products or commodities are sold by instaliment payment methods,
income from sales may be recognized according to the invoice date of the products
or commodities to be delivered; income from sales may also be recognized according
to the date of payment to be made by the buyer as agreed upon in the contract;

(2) Where construction, installation and assembly projects, and provision of
labour services extend beyond one year, income may be'recognized according to the
progress of the project or the amount of work completed;

(3) Where the processing or manufacturing of heavy machinery, equipments and
ships for other enterprises extends beyond one year, income may be recognized
according to the progress of the project or amount of work completed.

Article 12 Where Chinese-foreign contractual joint ventures operate on the basis of
product-sharing, the partners thereto shall be deemed to receive income at the time
of the division of the products; the amount of income shall be computed according to
the price sold to third party or with reference to prevailing market prices.

Where foreign enterprises are engaged in the co-operative exploration of petroleum
resources, the partners thereto shall be deemed to receive income at the time of the
division of the crude oil; the amount of income shall be computed according to a price
which is adjusted periodically with reference to the international market prices of
crude oil of similar quality.

Article 13 In respect of income obtained by enterprises in the form of non-monetary
assets or rights and interests, such income shall be computed or appraised with

reference to prevailing market prices.

Article 14 "Exchange rate quoted by the State exchange control authorities"
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mentioned in Article 21 of the Tax Law refers to the buying rate quoted by the State
Administration of Exchange Control.

Articla 15 In respect of income obtained by enterprises in foreign currency, upon
payment of income tax in quarterly instalments in accordance with the provisions of
Article 15 of the Tax Law, taxable income shall be computed by converting the
income into Renminbi accerding to the exchange rate quotation on the last day of the
quarter. At the time of final settlement following the end of the year, no recomputation
and reconversion need be made in respect of income in a foreign currency for which
tax has already been paid on a quarterly basis; only that portion of the foreign
currency income of the entire year for which tax has not been paid shall, In respect of
the computation of taxable income, be converted into Renminbi according to the
exchange rate quotation on the last day of the tax year. !

Article 16 Where an enterprise is unable to provide complete and accurate
certificates of costs and expenses and is unabie to correctly compute taxable
income, the local tax authorities shall determine the rate of profit and compute
taxable income with reference to the profit level of other enterprises in the same or
similar trade. Where an enterprise is unable to provide complete and accurate
certificates of revenues and is unable to report income correctly, the local tax
authorities shall appraise and determine taxable income by the use of such methods
as cost (expense) plus reasonable profits.

When the tax authorities appraise and determine profit rates or revenues in
accordance with the provisions of the preceding paragraph, and where other
treatment is provided by the laws, regulations and rules, such other treatment shall
be applicable.

Article 17 Foreign air transportation and ocean shipping enterprises engaged in
international transport business shall use 5% of the gross revenues from passenger
and cargo transport and shipping services arising within China as taxable income.

Article 18 Where an enterprise with foreign investment invests in another enterprise
within China, the profits (dividends) so obtained from the enterprise receiving such
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investment may be excluded from taxable income of the enterprise; however,
expenses and losses incurred in such above-mentioned investments shall not be
deducted from taxable income of the enterprise.

Articie 19 Unless otherwise stipulated by the State, the following items shall not be
itemized as costs, expenses or losses in the computation of taxable income:

(1) expenses in connection with the acquisition or construction of fixed assets;

(2) expenses in connection with the transfer or development of intangible
assets;

(3) interest on capital;

(4) various income tax payments;

(5) fines for illega!l business operations and losses due to the confiscation of
property; ' : '

(6) surcharges and fines for overdue payment of taxes;

(7) the portion of losses due to natural disasters or accidents for which there has
been compensation;

(8) donations and contributions other than those used in China for public welfare
or relief purposes; )

(9) royaities paid to the head office;

(10) other expenses not related to production or business operations.

Article 20 Reasonable administrative expenses paid by a foreign enterprise with an
establishment or site in China to the head office in connection with production or
business operations of the establishment or site shall be permitied to be itemized as
expenses following agreement by the local tax authorities after an examination and
verification of documents of proof issued by the head office in respect of the scope of
the administrative expenses, total amounts, the basis and methods of allocation,
which shall be provided together with an accompanying verification report of a
certified public accountant. A

Administrative expenses.in connection with production and business operations shall
be allocated reasonably between enterprises with foreign investment and their
branches.
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Article 21 Reasonable interest payments incurred on loans in connection with
production and business operations shall be permitted to be itemized as expenses
following agreement by the locat tax authorities after an examination and verification
of documents of proof, which shali be provided by the enterprises in respect of the
loans and interest payments. Interest paid on loans used by enterprises for the
purchase or construction of fixed assets or the transfer or development of intangible
assets prior to the assets being put into use shall be included in the original value of
the assets. "Reasonable interest” mentioned in the first paragraph of this Article
refers to interest computed at a rate not higher than normal commercial lending
rates.

Article 22 Entertainment expenses incurred by enterprises in connection with
production and business operations shall, when supported by authentic records or
invoices and vouchers, be permitted to be itemized as expenses subject to the
following limits:

(1) Where annual net sales are 15 million yuan (RMB) or less, not to exceed
0.5% of net sales; for that portion of annual net sales that exceeds 15 million yuan
(RMB), not to exceed 0.3% of that portion of net sales.

(2) Where annual gross business income is 5 million yuan (RMB) or less, not to
exceed 1% of annual gross business income; for that portion of annual gross
business income that exceeds 5 miilion yuan (RMB}), not to exceed 0.5% of that
portion of annual gross business income.

Article 23 Exchange gains or losses incurred by enterprises during preconstruction or
during production and business operations shall, except as otherwlse provided by the
State, be appropriately itemized as gains or losses for that respective period.

Article 24 Salaries and wages, and benefits and allowances paid by enterprises to
employees shall be permitted to be itemized as expenses following agreement by the
local tax authorities after an examination and verification of the submission of wage
scales and supporting documents and relevant materials.

Foreign social security premiums paid by enterprises to employees working in China
shall not be itemized as expenses.




Article 25 Enterprises engaged in such businesses as credit and leasing operations
may, on the basis of actual requirements and following approval by the local tax
authorities of a report thereon, provide year-by-year bad debt provisions, the amount
of which shall not exceed 3% of the amount of the year-end loan balances (not
including inter-bank loans) or the amount of accounts receivable, bills receivable and
other such receivables, to be deducted from taxable income of that year.

The portion of the actual bad debt losses incurred by an enterprise which exceeds
the bad debt provisions of the preceding year may be itemized as a loss in the
current year; the portion less than the bad debt provisions of the previous year shall
be included in taxable income of the current year.

T ' ' i
Bad debt losses mentioned in the preceding paragraph shall be subject to approval
after examination and verification by the local tax authorities.

Article 26 "Bad debt losses" mentioned in Article 25, paragraph 2 of these Rules
refers to the following accounts receivable:

(1) due to the bankruptcy of the debtor, collection is still not possible after the
use of the bankruptcy assets for settlement;

(2) due to the death of the debtor, collection is still not possibie after the use of
the estate for repayment;

(3) due to the failure of the debtor to fuifil repayment obligations for over two
years, collection is still not possible. ’

Article 27 Accounts receivable already itemized as bad debt losses which are
recovered in full or in part by an enterprise in a subsequent year shall be included in
taxable income of the year of recovery.

Article 28 Foreign enterprises with establishments or places in China may, except as
otherwise provided by the State, deduct as expenses foreign income tax, which has
been paid on profits (dividends), intérest, rents, royalties and other income received
from outside China and actually connected with such establishments or places.
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Article 29 "Net assets or remaining property" mentioned in Article 18 of the Tax Law
means the amount of all assets or property following deduction of various liabilities
and losses upon the liquidation of an enterprise.

Chapter lll Tax Treatment for Assets

Article 30 "Fixed assets of enterprises" means houses, buildings and structures,
machinery, mechanical apparatus, means of transport and other such equipment,
appliances and tools related to production and business operations with a useful life
of one year or more. ltems not in the nature of major equipment which are used for
production or business operations and which have a unit value of 2,000 yuan (RMB)
or less, or with a useful life of two years or less may be itemized as expenses on the
basis of actual consumption. ! !

Article 31 The valuation of fixed assets shall be based on original cost.

The original cost of purchased fixed assets shall be the purchase price plus
transportation expenses, installation expenses and other related expenses incurred
prior to the use of the assets.

The original cost of fixed assets manufactured or constructed by an enterprise itself
shall be the actual expenses incurred in their manufacture or construction.

The original cost of fixed assets treated as investments shall, giving consideration to
the degree of wear and tear of the fixed assets, be such reasonable price as is
specified in the contract, or a price appraised with reference to the relevant market
price plus the relevant expenses incunred prior to the use thereof.

Article 32 Depreciation of fixed assets of an enterprise shall be computed
commencing with the month following the month in which they are first put into use.
The computation of depreciation shall cease in the month following the month in
which the fixed assets cease to be used.

All investments made during the development stage by enterprises engaged in the

25
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exploitation of oil resources shall, taking the oil (gas) field as a unit, be aggregated
and treated as capital expenditures; the computation of depreciation shall begin in
the month following the month in which the oil (gas) field commences commercial

production.

Article 33 In respect of the computation of depreciation of fixed assets, the salvage
value shall first be estimated and deducted from the original cost of the assets. The
salvage value shall not be less than 10% of the original value; any request for
retaining a lower salvage value or not salvage value must be approved by the local
tax authorities.

Article 34 Depreciation of fixed assets shall be computed using the straight-line

method. Where it is necessary to use any other method of depreciation, an '
application may be filed by an enterprise which, following examination and

verification by the local tax authorities, shall be reported level-by- leve! to the State

Tax Bureau for approval.

Article 35 The computation of the minimum useful life in respect of the depreciation of
fixed assets is as follows:

(1) for houses and buildings: 20 years;

(2) for railway rolling stock, ships, machinery, mechanical apparatus, and other
production equipment: 10 years;

(3) for electronic equipment and means of transport other than railway rolling
stock and ships, as well as as such fixtures, tools and furnishings related to
production and business operations: 5 years. '

Article 36 Depreciation of fixed assets in the nature of investments during the
development stage and subseguent stages of an enterprise engaged in the
exploitation of oil resources may be computed on a consolidated basis without
retaining salvage value; the period of depreciation shall not be less than six years.

Article 37 "Houses and buildings” mentioned in Article 35, ltem (1) of these Rules
means houses, buildings and attached structures used for production and business
operations, and living quarters and welfare facilities for employees, the scope of
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which is as follows: .

- houses, including factory buildings, business premises, office buildings,
warehouses, residential buildings, canteens, and other such buildings;

- buildings, including towers, ponds, troughs, wells, racks, sheds (r{ot including
temporary, simply constructed structures such as work sheds and vehicle sheds),
fields, roads, bridges, platforms, piers, docks, culverts, gas stations as well as pipes,
smokestacks, and enclosing walls that are detached from buildings, machinery and
equipment;

Facilities attached to buildings and structures mean auxiliary facilities that are
inseparable from buildings and structures and for which no separate value is
computed, including, for example, building and structure ventilation and drainage
systems, oil pipelines, communication.and power lings, elevators and sanitation
equipment.

Article 38 The scope of railway rolling stock, ships, machinery, mechanical apparatus
and other production equipment mentioned in Article 35, Item (2) of these Rules is as
follows:

- "railway rolling stock” includes various types of locomotives, passenger
coaches, freight cars, as well as auxiliary facilities on rolling stock for which no
separate value is computed;

— "ships" includes various types of motor ships as well as auxiliary facilities on
ships for which no separate value is computed;

-- " machinery, mechanical apparatus and other production equipment” includes
various types of machinery, mechanical apparatus, machinery units, production fines,
as well as auxiliary equipment such as various types of power, transport and
conduction equipment.

Article 39 The scope of electronic equipment, means of transport other than railway
rolling stock and ships mentioned in Article 35, Item (3) of these Rules is as follows:
- “electronic equipment” means equipment comprising mainly integrated
circuits, transistors, electron tubes and other electronic components whose primary
functions are ta bring into use the application of electronic technology (including
software), including computers as well as computer-controlled robots, and digital-
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control or program-control systems.

- "means of transport other than railway rolling stock and ships" includes
airplanes, automobiles, trams, tractors, motor bikes (boats), motorized sailboats,
sailboats, and other means of transport.

Article 40 Where, for special reasons, it is necessary to shorten the useful life of fixed
assets, an application may be submitted by an enterprise to the local tax authorities ]
which following examination and verification shall be reported level-by-level to the
State Tax Bureau for approval. ’

Fixed assets which for special reasons as mentioned in the preceding paragraph
"require the useful life to be shortened include:

(1) machinery and equipment'subject to strong corrosion by acid or alkali and
factory buildings and structures subject to constant shaking and vibration;

(2) machinery and equipment operated continually year—round for the purpose of
raising the utilization rate or increasing the intensity of use; :

*(3) fixed assets of a Chinese-foreign contractual joint venture having a period of
cooperation shorter than the useful life specified in Article 35 of these Rules and
which will be feft with the Chinese party upon termination of the cdoperation.
Article 41 Enterprises which acquire used fixed assets having a remaining useful life
shorter than the usefui life specified in Article 35 of these Rules may, following
agreement by the local tax authorities after examination and verification of certifying
documents so submitted, compute depreciation according to the remaining useful
life.

Article 42 Where expenditures incur during the course of the use of fixed assets due
to increased value caused by expansion, replacement, reconstruction and technical
innovation of fixed assets, the original value of fixed assets shall'bs increased; where
the period of use of fixed assets can be extended, the useful life shall be
appropriately extended-and the computation of depreciation-adjusted accordingly.

Article 43 No further depreciation shall be allowed in respect of fixed assets which
can be continued to be used after having been fully depreciated.
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Article 44 The balance of proceeds from the transfer or disposal of fixed assets by an
enterprise shall, after deduction of the under preciated amount or the salvage value
and handling fees, be entered inta the profit and loss account for the current year.

Article 45 Depreciation of fixed assets received as gifts by enterprises may be
computed on the basis of reasonable valuation.

Article 46 Patents, proprietary technology, trademarks, copyrights, land-use rights
and other intangible assets of enterprises shall be appralsed on the basis of the
original value.

For alienated Intangible assets, the original value shall be the actual amount paid
based on a reasonable price.For self-developed intangible assets, the original value
shall be the actual amount of expenditure incurred in the course of development.For
intangible assets used as investment, the original value shall be such reasonable
price as is stipulated in the agreement or contract.

Article 47 The amortization of intangible assets shall be computed using the straight-
line method.Intangible assets transferred or assigned or used as investments, where
the usefu! life is stipulated in the agreement or contract, may be amortized over the
period of that useful life; the amortization period in respect of intangible assets for
which no useful life has been stipulated or which have been developed internally
shall not be less than ten years.

Article 48 Reasonable exploration expenses incurred by enterprises engaged in the
exploitation of petroleum resources may be amortized against income from oil (gas)
fields that have already commenced commercial production. The amortization period
shall not be less than one year.

Where operation of a contract field owned by a foreign oil company is terminated due
to failure to find commercially viable oil (gas), and where ownership of the contract
for the exploitation of petroleum (gas) resources is not continued and management
organizations or offices for carrying on operations for the explojtation of petroleum

2/




{gas) resources are no longer maintained in China, reasonable exploration expenses
already incurred in respect of the terminated contract field shall, upon examination
and confirmation and the issuance of certification by the tax authorities, be permitted
to be amortized againsf production income of a newl'onwned contract field when the
new contract for cooperative exploitation of oil (gas) resources is signed within ten
years from the date of the termination of the old contract.

Article 49 Expenses incurred by enterprises during the period of organization shall be
amortized beginning with the month folloWing the month in which production and
business operations commence; the period of amortization shall fot be less than five
years.The period of organization mentioned in the preceding paragraph means the
period from the date of approval of the organization of the enterprise to the date of
'‘cdmmencement of production and busmess operations (mcludlng trial production and
trial business operations).

Article 50 Inventories of merchandise, finished products, goods in process, semi-
finished products, raw materials, and other such materials of enterpnses shall be
valued at cost.

Article 51 Enterprises may choose one of the following such methods: ﬁrst-ih, first-
out; moving average; weighted average or tast-in, first-out as the method of
computing actual costs in respect of the delivery or receipt and use of goods in
stock.

Once a method of valuation has been adopted for use, no change shall be made
thereto. Where a change in the method of valuation is indeed hebéssary, the matter
shall be reported to the local tax authorities for approval prior to the commencement
of the next tax year.

Chapter IV Business Dealings Between Associated Enterprises
Article 52 "Associated enterprises" mentioned in Article 13 of the Tax Law refers to

companies, enterprises and other economic units that have any of the following
relationships with other enterprises:
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(1) relationships in respect of existing direct or indirect ownership of or control
over such matters as finances, business operations or purchases and sales;

(2) direct or indirect ownership of or control over it and another by a third party;

(3) any other relationship in respect of an association of reciprocal interests.

Article 53 "Business transactions between independent enterprises" mentioned in
Article 13 of the Tax Law means business dealings carried out between unassociated
and unrelated enterprises on the basis of arm's length prices and common business
practices.Enterprises have a duty to provide to the local tax authorities relevant
materials such as standard prices and charges in respect of business dealings with
their associated enterprises.

Article 54 Where prices in respect of purchase and sales transactions between an
enterprise and its associated enterprises are not based on independent business
dealings, adjustments may be made thereto by the local tax authorities according to
the following arrangements and methods of determlnaﬁqn:

(1) based on prices of the same or similar business activities between
independent enterprises;

(2) based on the level of profits obtained from resales in respect of unassociated
and unrelated third party prices; ’

(3) based on costs plus reasonable expenses and profit margin;

(4) based on any other reasanable method.

Article 55 Where interest paid or received in respect of accommodating financing
between an enterprise and an associated enterprise exceeds or is lower than the
amount that would be agreed upon by unassociated and unrelated parties, or where
the rate of interest exceeds or is lower than the normal rate of interest in respect of
similar business, adjustments may be made therseto by the local tax authorities with
reference to normal rates of interest.

Article 56 Where labour service fees paid or received in respect of the provision of
labour services by an enterprise to an associated enterprise are not based on
business dealings between independent enterprises, adjustments may be made

19




thereto by the local tax authorities with reference to the normal fee standards of
similar labour activities.

Article 57 Where the valuation or the receipt or payment of usage fees in respect of
such business dealings as the transfer of property or the granting of rights to the use
of property between an enterprise and an associated enterprise is not based on
business dealings between independent enterprises, adjustments may be made
thereto by the local tax authorities with reference to amounts that would be agreed to
by unassociated and unrelated parties.

Article 58 Management fees paid by an enterprise to an associated enterprise shall
not be expensed.

Chapter V Withholding at Source

Article 59 "Taxable income on profits, interest, rents, royalties and other income™
mentioned in Article 19, paragraph 1 of tha Tax Law shall, except as otherwise
stipulated by the State, be computed on the basis of gross income. Gross royalties
obtained from the provision of patents and propiietary lechno|ogy include fees for
blueprint materials, technical services and personnel tralnlng, as well as other related
fees.

Article 60 "Profits" mentioned in Article 19 of the Tax Law means income derived
from the right to profits according to the proportion of investment, equnty nghts
stockhalding, or other non-debt profit-sharing rights.

Article 61 "Other income" mentioned in Article 19 of the Tax Law includes gains from
the transfer of property such as houses, bulldlngs and structures and attached
facilities within China and land-use nghts "Gains" mentloned in the precedlng
paragraph means the amount remaining from the receipt oh transfer minus the
original-value of the property. Where forelgn enterpnses are unable to provide correct
certification of the original value of the property, the original value of the property
shall be determined by the local tax authoritles accordmg to the speCIf ic
circumstances thereof. o
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Article 82 “The amount of payment’ mentioned in Article 19, paragraph 2 of the Tax
Law means cash payments, payment by remittances, and amounts paid by account
transfers, as well as ameunts in equivalent cash value paid in non-cash assets or
rights and interests.

Article 63 "Profits obtained from an enterprise with foreign investment" mentioned in
Article 19, paragraph 3, Item (1) of the Tax Law means income obtained from profits
of an enterprise with forelgn investment following the payment or the reduction of or
exemption from income tax in accordance with the provisions of the Tax Law.

Article 64 "International finance organizations” mentioned in Article 19, paragraph 3,
Item (2) of the Tax Law means financial institutions such as the International
Monetary Fund, the World Bank, the Asian Development Bank, the International
Development Association, and the International Fund for Agricultural Development.

Article 65 "Chinese State banks" mentioned in Article 19, paragraph 3, ltem (2) and
Item (3) of the Tax Law means the People’s Bank of China, the Industrial and
Commercial Bank of China, the Agricultural Bank of China, the Bank of China, the
People's Construction Bank of China, the Bank of Communications of China, the
Investment Bank of China, and other financial institutions authorized by the State
Council to engage in credit businesses such as foreign exchange deposits and
loans.

Article 66 The scope of the reduction of or exemption from income tax on royalties
provided for in Article 19, paragraph 3, ltem (4) of the Tax Law is as follows:

(1) royalties received in providing proprietary technology for the development of
farming, forestry, animal husbandry and fisheries:

(a) technology provided to improve soil and grasslands, develop barren
mountainous regions and make full use of natural conditions:

(b} technology provided for the supplying of new varieties of animals and plants
and for the production of pesticides of high effectiveness and low toxicity;

(c) technology provided such as to advance scientific production management in
respect of farming, forestry, fisheries and animal husbandry, to preserve the

ME




ecological balance, and to strengthen resistance to natural calamities:

{2) royalties received in providing praprietary technology for scientific institutions,
institutions of higher learning and other scientific research units to conduct or
cooperate in carrying out scientific research or scientific experimentation;

(3) royalties received in providing proprietary technology for the development of
energy resources and expansion of communications and transportation

(4) royalties received in provndlng proprietary technology |n respect of energy
conservation and the preventron and contiol of environmenital pollutlon

(5) royalties received in provrdlng the followmg propnetary technology in respect
of the development of important fields of séiehce and techno!ogy

(a) production technology for major and advanced mechanical and electrical
equipment:

{b) nuclear power technology; '

() production technology for large-scale integrated circuifs;

(d) production technology for photoetectric intég"rated'circuit's' microwave semi-
conductors and microwave integrated circuits, and manufacturlng technology for
microwave electron tubes;

(e) manufacturing technology for ultra-high speed computers and
mlcroprocessors

(f) optical telecommunications technology.

(g) technology for long-distance, ultre-hlgh voltage dlrect current power
transmission; and

(h) technolegy for the liquefaction, gasification and comprehensive utilization of
coal.

Article 67 In respect of income of foreign enterprlses engaged in China in
construction, installation, assembly, and exploration contractlng work, and provision
of labour activities such as consultmg, management and trammg. the tax authorities
may designate the parties paying the contracted amounts and Iabour service fees as
tax withholding agents.

Chapter VI Tax Preferences

Article 68 Pursuant to the provisions of Article 6 of the Tax Law, the granting of any
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necessary preferential treatment in respect of enterprise income tax to enterprises
with foreign investment that are encouraged by the State shall be implemented in
accordance with the provisions of the relevant laws and administrative rules and
regulations of the State. .
Article 69 "Special economic zones" mentioned in Article 7, paragraph 1 of the Tax
Law means the special economic zones of Shenzhen, Zhuhai, Shantou and Xiamen
and the Hainan Special Economic Zone establlshed by Iaw or established upon
approval of the State Council; "economic and technological development 2ones”
mentioned therein means the economic and technologlcal development zones in the
coastal port cities established upon approval of the State Council.

Article 70 "Coastal economic open zones" mentioned in Article 7, paragraph 2 of the
Tax Law means those cities, counties and districts establishe_d as coastal economic
open zones upon approval of the State Council. -

Article 71 "Impositlon of enterprise income tax at the reduéed raie of 15%" mentioned
in Article 7, paragraph 1 of the Tax Law shall be limited to income ‘obtained by
enterprises from production and business operations in the respeclive areas so
specified in Article 7, paragraph 1 of the Tax Law, “Imposition of enterprise income
tax at the reduced rate of 24%" mentioned n Article 7, paragraph 2 of the Tax Law
shall be limited to income obtained by enterpnses from produchon and busmess
operations in the respective areas so specified in Article 7, paragraph 2 of the Tax
Law.

Article 72 "Enterprises with foreign investment of a production nature” mentioned in
Article 7, paragraph 1 and paragraph 2 and Article 8, pa'r_é;gvrgphj of the Tax Law
means enterprises with foreign investment engaged ih the following indpstr_ies:

(1) machine manufacturing and electronics |ndustnes

(2) energy resource industries {not including explonatlon of oil and natural gas);

(3) metallurgical, chemical and building material industries:

(4) light industries, and textiles and packaging industries;

(5) medical equipment and pharmaceutical industries:

(6) agriculture, forestry, animal husbandry, fisheries and water conservation;
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(7) construction industries;

(8) communications and transportation industries (not including passenger
transport); ]

{9) development of science and technology, geological survey and industrial
information consultancy directly for services in respect of production and services in
respect of repair and maintenance of production equipment and precision
instruments;

(10) other industries as specified by the tax authorities under the State Council.

Article 73 "Imposition of enterprise income tax at the reduced rate of 15%" mentioned
in Article 7, paragraph 3 of the Tax Law applies to the following:

(1) production-oriented enterprises with foreign investment established in the
coastal economic open zones, special economic zones and in the old urban districts
of municipalities where economic and technological developiment zones are located
and which are engaged in the following projects:

(a) technology-intensive or knowledge-intensive projects;

(b) projects with foreign investments of over US $ 30 million and having long
periods for return on investment;

(c) energy resource, transportation and port construction projects:

(2) Chinese-foreign equity joint ventures engaged in port and dock construction;

(3) financial institutions such as foreign capital banks and Chinese- foreign
banks established in the special economic zones and other areas approved by the
State Council, where the capital contribution of the foreign investor or the funds for
business activities allocated by the head office bank to the branch bank exceeds US
$ 10 million, and where the period of operations is ten years or more;

(4) production-oriented enterprises with foreign investment established in the
Pudong New Area of Shanghai, as well as enterprises with foreig'n investment
engaged in energy resource and transport construction prbjects such as airports,
ports, railways, highways and power stations;

(5) enterprises with foreign investment recognized as high or new iechnology
enterprises established in the State high or new technology industrial development
zones designated by the State Council, as well as enterprises with foreign investment
recognized as new technology enterprises established in the new technology
industrial development experimental zone of the' municipality of Beijing;
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(6) enterprises with foreign investment engaged in projects encouraged by the
State and established in other areas stipulated by the State Council. Enterprises with
foreign investment in projects listed in Item (1) of the preceding paragraph shall,
following approval by the State Tax Bureau of an application submitted by such
enterprises, be subject to entefp-rises income tax at the reduced tax rate of 15%.

Article 74 "The period of business operations" mentioned in Article 8, paragraph 1 of
the Tax Law means the period commencing on the date an enterprise with foreign
investment actually begins production or business operations (including trial
production and trial business operations) and ending on the date the enterprise
ceases production or business operations.

Enterprises with foreign investment that pursuant to the provisions of Article 8,
paragraph 1 of the Tax Law may enjoy treatment in respect of reductions.of or
exemptions from enterprise income tax shall submit to the local tax authorities for
examination and verification such circumstances as the lines of business in which
engaged, names of major products, and the period of operations declded upon. No
treatment in respect of reductions of or exemptions from enterpﬁse income tax shall
be enjoyed without examination and verification and agreement thereof.

Article 75 "The relevant provisions promulgated by the State Council before the entry
into force of this Law" mentioned in Article 8, paragraph 2.of the Tax Law means the
following provisions in respect of exemptions from or redy,ct_i‘o‘ns of enterprise income
tax promulgated or approved for promulgation by the State Councit:

(1) Chinese-foreign equity joint ventures engéged in port and dock construction
where the period of operations is 15 years. or more shall, following application by the
enterprise and approval thereof by the tax authorities of provinces, autonomous
regions, or municipalities directly under the Central Government of the location and
commencing with the first profit-making year, be exempt from enterprise income tax
from the first year to the fifth year and subject to enterprise income tax at a rate
reduced by one half for the sixth year through the tenth year.

(2) Enterprises with foreign investment established in the Hainan Special
Economic Zone and engaged in infrastructure facility projects such as airports,




harbours, docks, highways, rallways, power stations, coal mines and water
conservation, and enterprises with foreign investment engaged in the development of
and operations in agriculture where the period of operations is 15 years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of Hainan Province and commencing with the first profit-making year, be
exempt from enterprise income tax from the first year to the fifth year and subject to
enterprise income tax at a rate reduced by one half for the sixth year through the
tenth year.

(3) Enterprises with foreign investment established in the Pudong New Area of
Shanghai and engaged in construction projects such as airports, ports, railways,
highways and power stations where the perlod of operations is 15 years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of the municipality of Shanghai and commencing with the first profit-
making year, be exempt from enterprise income tax from the first year to the fifth year
and subject to enterprise income tax at a rate reduced by one half for the sixth year
through the tenth year. o

(4) Enterprises with foreign investment established in the special economic
zones and engaged in service-oriented industries where the amount of the foreign
investment exceeds US $ 5 million and the period of operations is ten years or more
shall, following application by the enterprise and approval thereof by the tax
authorities of the special economic zone and commencing with the first profit-making
year, be exempt from enterprise income tax in the first year and subject to enterprise
income tax at a rate reduced by one half for the second and third years.

(5) Financial institutions such as foreign capital banks and Chinese- foreign
banks established in the special economic zones and other areas ap'broved by the
State Council where the capital contribution of the foreign investor ‘or the funds for
business activities allocated by the head office bank to the branch bank exceeds US
$ 10 million and the period of operations is ten years or more shall, following
application by the enterprise and approval thereof by the local tax authorities and
commencing with the first profit-making year, be exempt from enterprise income tax
in the first year and subject to enterprise income tax at a rate reduced by one half for
the second.and third years. T

(6) Chinese-foreign equity joint ventures recognized as high or new technology
enterprises and established in the State high or new technology industrial
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development zones designated by the State Council where the period of operations
Is ten years or more shall, following application by the enterprise and approval
thereof by the local tax authorities and commencing with the first profit-making year,
be exempt from enterprise income tax in the first year and second year. Enterprises
with foreign investment established in the special economic zones and the economic
and technological development zones shall be governed by the preferential tax
provisions of the special economic zones and the economic and technological
development zones. Enterprises with foreign investment established in the new
technology industrial development experimental zone of the municipality of Beijing
shall be governed by the preferential tax provisions of the new technology industrial
development experimental zone of the municipality of Beijing.

(7) Export-ariented enterprises invested in and operated by foreign businesses
for which in any year the output value. of all export products amounts to 70% or more
of the output value of the products of the enterprise for that year may pay enterprise
income tax at the tax rate specified in the Tax Law reduced by one half after the
period of enterprise income tax exemptions or reductions has expired in accordance
with the provisions of the Tax Law. However, export-oriented enterprises In the
special economic zones and economic and technological development zones and
other such enterprises subject to enterprise income tax at the tax rate of 15% that
qualify under the above-mentioned conditions shall pay enterprise income tax at the
tax rate of 10%.

(8) Advanced technology enterprises invested in and operated by foreign
businesses which remain advanced technology enterprises after the period of
enterprise income tax exemptions or reductions has expired in accordance with the
provisions of the Tax Law may continue to pay for an additjonal three years
enterprise income tax at the tax rate specified in the Tax Law reduced by one half.

(9) Implementation of other provisions in respect of exemptions from or
reductions of enterprise income tax promulgated or approved for promulgation by the
State Council.

Enterprises with foreign investment shall, in applying for exemptions from or
reductions of enterprise income tax in accordance with the provisions of ltem (6),
Item (7), or Item (8) of the preceding paragraph, submit relevant documents of proof
issued by departments in respect of the examination, verification and confirmation,
the application shall be subjected to approval by the local tax authorities after

.
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examination and verification.

Article 76 "The first profit-making year" mentioned in Article 8, paragraph 1 of the Tax
Law and in Article 75 of these Rules means the first tax year in which profits are
obtained by an enterprise following commencement of production or business
operations. Where an enterprise suffers losses during the early stages after
establishment, such lesses may be made up by the income of the following tax year
in accordance with the pravisions of Article 11 of the Tax Law. The first profit-making
year shall be the year in which profits are obtained after such losses are made up.
The period for exemptions from or reductions of enterprise income tax specified in
the first paragraph of Article 8 of the Tax Law and Article 75 of these Rules shall be
computed continuously commencing with the year in which the enterprise begins to
make profits. The computation shall not be deferred because of losses mcurred in
any of the subsequent years.

Article 77 Enterprises with foreign investment which commence operations in the
middle of a year and eam profits may, where the actual period of operations is less
than six months, choose to use the following year as the pericd in which to begin the
computation of tax exemptions or tax reductions; however, income tax shall be paid
in accordance with the Tax Law on profits earned during the year.

Article 78 Unless otherwise provided by the State Council, the preferential tax
provisions of Article 8, paragraph 1 of the Tax Law shall not apply to enterprises
engaged in the exploitation of such natural resources as petroleum natural gas rare
metals and precious metals. '

Article 79 Enterprises with foreign investment that have received exemptions from or
reductions of enterprise income tax pursuant to the provisions of Article 8, paragraph
1 of the Tax Law and Article 75 of these Rules shall, where the actual period of
operations is less than the period stipulated therein, except in the case of major
losses sustained due to natural disasters or unforeseen accidents, make up the
amount of the exemptions from or reductions of enterpnse income tax.

Article 80 "Direct reinvestment" mentioned in Article 10 of the Tax Law refers to
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profits received from an enterprise with foreign investment by foreign investor of that
enterprise which prior to receipt are directly used to increase registered capital, or
which following receipt are directly used to organize another enterprise with foreign
investment.Foreign investors shall, in computing the amount of tax refundable in
accordance with the provisions of Article 10 of the Tax Law, provide certificates
confirming the use of the reinvested profits for the year; the local tax authorities shall
adopt any reasonable method for the reckoning and determination thereof where
certificates cannot be provided. Foreign investors shall, in respect of the application
for a refund of tax, submit within one year of the date of the actual investment of the
reinvested amount a record of the reinvested amount and a certificate for the
investment period of the increased capital or contributed capital to the tax authorities
in the place where the taxes were originally paid.

Article 81 "Other preferential provisions of the State Council” mentioned in Article 10
of the Tax Law refers to direct reinvestment in China by foreign investors for the
organization and expansion of export-oriented enterprises or advanced technology
enterprises, as well as profits of foreign investors earned from enterprises
established in the Hainan' Special Economic Zone that are directly reinvested in the
Hainan Special Economic Zone in infrastructure projects and agriculture
development enterprises and for which the entire portion of enterprise income tax
that has already been paid on the reinvested amount may, in accordance with the
provisions of the State Council, be refunded.

Foreign investors that apply for a refund of tax on reinvestments in accordance with
the provisions of the preceding paragraph shall, in addition to completing the
requirements pursuant to Article 80, paragraph 2 and paragraph 3 of these Rules,
submit certificates issued by the examining, verifying and confirming departments
confirming the organization and expansion of export-oriented entesprises or
advanced technology enterprises.Enterprises in which foreign investors have
reinvested in respect of the organization or expansion thereof which within three
years of commencing production or operations have not achieved the standards in
respect of export-oriented enterprises or have not continued to be confirmed as
advanced technology enterprises shall repay 60% of the amount of tax refunded.
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Article 82 "Tax refunds on reinvestments” mentioned in Article 10 of the Tax Law and
Article 81, paragraph 1 of these Rules shall be computed according to the foilowing
formula: -

Amount of tax refund = Reinvestment amount v {1 - (originally applicable enterprise
income tax rate + local income tax rate)] X originally

applicable enterprise income tax rate X tax refund rate Chapter VIi Tax Credits

Article 83 "Income tax already paid abroad" mentioned in Article 12 of the Tax Law
means income tax actually paid abroad by an enterprise with foreign investment on
income from sources outside China and does not include taxes paid for which
compensation is later received or assumed by other parties.

Article 84 "The amount of tax payable computed on income from sources outside
China in accordance with the provisions of this Law" mentioned in Article 12 of the
Tax Caw means the amount of tax payable computed on taxable income arising from
income from abroad of enterbrises with foreign investment, following the deduction of
costs, expenses and losses allowable in accordance with the relevant provisions of
the Tax Law and these Rules attributable to that income. The limit of the amount of
tax payable that can be deducted shall be computed on a country-by-country basis;
the method of computation is as follows:Limit on deduction Total amount of tax
Amount ofof tax payable on = payable on domestic * income fromincome from
abroad income and foreign sources I

income from —-—-———-abroad computed Total domestic in accordance with
income and the Tax Law income from abroad : ‘

Article 85 Where the amount of income tax actually paid abroad on income from
sources from abroad by enterprises with foreign investment is less than the
deductible limit resulting from computation based on the provisions of Article 84 of
these Rules, the actual amount of Income tax paid abroad may be deducted from the
amount of tax payable; where the deductible limit is exceeded, the bonion in excess
shall not be deducted from tax and shall not be itemized as an e_xpénse, however,
the portion not exceeding the limit thereof may be used as a deduction against
following year's taxes; the time limit for such supplemental deductions shall not
exceed five years. : ' ‘
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Article 86 The provisions of Article 83 to Article 85 of these Rules shall apply only to
enterprises with foreign investment with head offices established within China.
Enterprises with foreign investment that deduct taxes in accordance with the
provisions of Article 12 of the Tax Law shall provide the original tax payment
certificates signed and issued by the foreign tax authorities in respect of the same
year; copies or tax payment certificates of different years shall not be used as tax
deduction certificates.

Chapter VIl Tax Administration

Article 87 Enterprises shall, within 30 days of completing business registration,
complete tax registration with the local tax authorities. Enterprises with foreign
investment that establish or terminate branch offices outside China shall, within 30
days of the date of establishment or termination thereof, complete with the local tax
authorities procedures in respect of tax registration, amendments to the registration,
or cancellation of the registration.Enterprises that complete reglétrations inthe
preceding paragraph shall, in accordance with the provisions, present relevant
documents, licenses and materials.

Article 88 Enterprises that undergo important registration changes such as changes

of address, restructurings, mergers, spin-offs, terminatiohg, as well as changes in the

amount of capital and scope of business shall, within 30 days of the completion of the

change in business registration or prior to the cancellation of registration, complete

the change in registration or cancellation of reglstratioh with the local tax authorities
~with the relevant documents.

Article 89 Foreign enterprises which establish two or more business organizations in
China may use one of the selected business organizations in respect of the
consolidated filing and payment of income tax. However, the business organization
so selected shall meet the following conditions:

(1) assumption of supervisory and management responsibility over the business
operations of the other respective business organizations;

(2) maintenance of complete account records and certificates which accurately

2\
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reflect the income, cost, expense and profit and loss situations of the respective
business organizations.

Article 90 In respect of foreign enterprises which in accordance with the provisions of
Article 89 of these Rules consolidate the filing and payment of income tax, the
business organization so selected thereunder shall submit an application for approval
according to the following provisions after examination and verification thereof by the
local tax authorities:

(1) consolidated filing and payment of income tax in respect of business
organizations located in the same province, autonomous regibh, or municipality
directly under the Central Government shall be subject to approval by the tax
authorities of the province, autonomous region or municipality diréctly under the
Central Government; ' '

(2) consolidated filing and payment of income tax in respect of business
orgaﬁizations located in two or more provinces, autonomous regions, or
municipalities directly under the Central Government shall be subject to approval by
the State Tax Bureau.

Following approval for the filing and payment of tax on a consolidated basis by
foreign enterprises, such circumstances as the establishment of additional business
organizations, mergers, change of address, termination of operations, or shutdowns
shall, prior to such event, be reported to the local tax authorities:By the business
organization responsible for the filing and payment of taxona consolldated basis.
Any change in respect of the business organization fi llng and paymg tax on a
consolidated basis shall be dealt with in accordance with the provns]ons of the
preceding paragraph.

Article 91 Where business organizations related to foreign enterpnses that file and
pay income tax on a consolidated basis apply different tax rates in respect of the
payment of tax, the amount of taxable income of the respechve busmess
organizations shall be separately computed on a reasonable basns and income tax
shall be paid on the basis of the different tax rates.Where the respectlve business
organizations mentioned in the preceding paragraph have losses and profits, tax
shali be paid on the profit remaining afier the offsetting of losses againist profits
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according to the tax rate applicable to the profit-making business organization. A
business organization which incurs losses shall offset losses using profits of the
subsequent year of the business organization; tax shall be paid on the profit
remaining after the offsetting of such losses according to the tax rate applicable to
the business organization; tax pai& on the offsetting amounts shall be based on the
tax rate applicable to the business organization that offsets the losses incurred by the
other business organization.

Article 82 Notwithstanding the provisions of Article 91 of these Rules, where a
business organization responsible for filings and payment of tax on a consolidated
basis is unable to compute separately and reasonably the taxable income of the
respective business organizations, the local tax authorities may make a reasonable
apporticnment among the respective business organizations of the gross taxable
income based on the praportion of business revenues, the proportion of cost and
expenses, the proportion of capital assets, and the proportion of the number of staff
or salaries and wages.

Article 93 Enterprises with fbreign investment which establish branch offices in China
shall complete consolidated filings and payment of income tax with reference to the
provisions of Article 91 and Article 92 of these Rules.

Article 84 Enterprises that pay taxes in advance on a quarterly basis in accordance
with the provisions of Article 15 of the Tax Law shall pay in advanbe on the basis of
actual quarterly profits; where difficulty exists in paying in adyance_ on the basis of
actual quarterly profits, the advanced quarterly payment of tax may be made
according to one-fourth of the taxable income of the previous year or any other
method approved by the local tax authorities.

Article 95 Enterprises, whether realizing profits or losses in a tax years, shall file
income tax returns and final statements of account with the local tax authorities within
the time limit prescribed in Article 16 of the Tax Law, and unless otherwise provided
by the State, shall include when filing the final accounting statement an audit
statement of a certified public accountant registered in China.Where, for special
reasons, an enterprise cannot file an income tax retum and 'ﬁnal,accounting




statement within the period prescribed in the Tax Law, an application shall be
submitted within the filing period and, upon approval of the local tax authorities, the
filing period may be extended appropriately.

Article 96 Final accounting statements submitted by branches or business
organizations to head offices or business organizations that file and pay income tax
on a consolidated basis, shall be submitted at the same time to the local tax
authorities.

Article 97 Enterprises that are merged, spun off, or terminated during the year shall,
within 60 days of the termination of production or business operations, complete with
the local tax authorities procedures for the settlement of any liability for and payment
of income tax, with refunds for overpayments or supplementary payments for
deficiencies.

Article 98 Enterprises which must complete procedures for tax refunds in the case of
overpayments of tax may, where income in foreign currency has already been
converted into Renminbi according to the foreign exchange rate, convert the amount
of the tax in Renminbi to be refunded into foreign currency according to the exchange
rate in effect when the tax was originally paid, and then récohvert this amount of
foreign currency into Renminbi according to the foreign exchange rate at the date of
issuance of the tax refund certificate. Where it is necessary to complete procedures
for supplementary tax payments in the case of underpayments of téx, the amount of
supplementary tax payments shall be converted into'Renminbi according to the
foreign exchange rate at the date of issuance of the certificate for supplementary tax
payments.

Article 99 Enterprises with foreign investment that undergo liquidation shall, prior to
the completion of the cancellation of business registration, complete the filing of
income tax returns with he local tax authorities.

Article 100 Except as otherwise provided by the State, enterprises shall maintain in
China accounting vouchers, books and statements that support the correct
computation of taxable income.
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Accounting vouchers, books and statements, and reports of enterprises shall be
completed in the Chinese language or completed in both the Chinese language and
a foreign language.Enterprises that use electronic computers for purposes of book-
keeping shall treat the accounting records in computer storage or in printed form as
account books. All records on magnetic tape and diskette that have not been printed
out shall be completely retained.Accounting vouchers, books and statements, and
reports of enterprises shall be retained for at least 15 years.

Article 101 Invoices and certificates of receipts of enterprises shall be subjected to
approval by the local tax authorities prior to printing and use.

Administrative measures in respect of the printing and use of invoices and certificates
of receipts of enterprises shall be formulated by the State Tax Bureau.

Article 102 All enterprise income tax returns and certificates of tax payments shall be
printed by the State Tax Bureau.

Article 103 If the final day of the period for payment of tax and the period for filing of a
tax return falls on a Sunday or a legal holiday, the day following the holiday shall be
used as the last day of the period.

Article 104 Tax authorities may pay withholding agents as specified in Article 19,
paragraph 2 of the Tax Law and Article 67 of these Rules a handling fee based on a
certain proportion of the amount of tax withheld, the specific methods shall be
formulated by the State Tax Bureau.

Articie 105 Local tax authorities may, according to the seriousness of the case,
impose a fine of 5,000 yuan (RMB) or less on taxpayers or withholding agents that
refuse to accept examination by the tax authorities in accordance with the relevant
provistons or that refuse to pay late payment penalties within the time limit prescribed
by the tax authorities.

Article 106 The tax authorities may, according to the seriousness of the case, impose
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a fine of 5,000 yuan (RMB) or less on an enterprise which violates the provisions of i
Article 87; Article 90, paragraph 2; Article 95; Article 96; Article 97; Article 99; Article
100 and Article 101 of these Rules. i

Article 107 "Tax evasion” mentioned in Article 25 of the Tax Law means the illegal
actions of a taxpayer who has intentionally violated the provisions of the Tax Law
such as by: falsifying, altering or destrbying account books, receipts or accounting
vouchers; falsely itemizing or overstating costs and expenses; coﬁdéa’ling or

understating taxable income or receipts; or avoiding taxes or fraudulently recovering

taxes already paid.

Article 108 The tax authorities shall, in punishing taxpayers or withholding agents in
accordance with the provisions of the Tax Law and these Rules serve notice of
contravention.

Article 109 Any entity or individual shall have the right to report a failure to comply

with the Tax Law and the violators thereof. The tax authorities shall maintain

confidentiality for informants and award them in accordance W|th the relevant '
provisions herein.

Chapter IX Supplementary Provisions

Article 110 Enterprises with foreign investment which completed business registration
prior to the promuigation of the Tax Law may, in respect of the payment of income
tax in accordance with the provisions of the Tax Law and where the liability for tax is
higher than that prior to the entry into force of the Tax Law, use the original
applicable tax rate during the approved period of operations. Where there is no
established period of operations, income tax may be paid using the original
applicable tax rate for five years commencing on the date of the entry into force of
the Tax Law. However, in respect of the above-mentioned period, if during a tax year
the tax liability is.higher than that stipulated in the Tax Law, income tax shall be paid
commencing with that tax yeér accdrding to the tax rate stipulated in the Tax Law.

Article 111 Preferential freatment in terms of exemptions from and reductions of




enterprise income tax enjoyed pursuant to the laws and administrative rules and
regulations prior to the entry into force of the Tax Law by enterprises with foreign
investment which completed business registration prior to the promulgation of the
Tax Law may continue to remain in effect until the termination of the period of
exemptions and reductions.

Enterprises with foreign investment which completed business registration prior to
the promulgation of the Tax Law but which have not earned profits or have earned
profits for less than five years may, in accordance with the provisions of Article 8,
paragraph 1 of the Tax Law, be granted a corresponding period of treatment in
respect of exemptions from or reductions of enterprise income tax.

Article 112 Enterprises with foreign investment which completed business registration
after the promulgation of the Tax Law but prior to the entry into force of the Tax Law
may refer to the provisions of Article 110 and Article 111 of these Rules for
implementation herein.

Articte 113 The Ministry of Finance and the State Tax Bureau shall be responsible for
the interpretation of these Rules.

Article 114 These Rules shall come into force on the effective date of the Income Tax
Law of the People's Republic of China for Enterprises with Foreign Investment and
Foreign Enterprises. The Detailed Rules for the Implementation of the Income Tax
Law of the People's Republic of China Concerning Chinese-Foreign Equity Joint
Ventures and the Detailed Rules for the implementation of the Income Tax Law of
the People’s Republic of China for Foreign Enterprises shall be abrogated at the
same time. o




