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INTERIM PROVISIONS ON GUIDANCE FOR FOREIGN INVESTMENT

(Jointly promulgated by Decree No.5 of the State Planning Commission,the State Economic and
Trade Commission and the Ministry of Foreign Trade and Economic Cooperation on June 20,
1995)

Article 1 The following provisions are formulated in accordance with the stipulations of state
laws related to foreign investment and the requirements of relevant industrial policies in order to
guide foreign investment, adapt foreign investment to Chian's national economic and social
development programs, and adequately protect the legal rights and interests of investors.

Article 2 The provisions are applicable to projects involving Sino-foreign joint ventures,
cooperative ventures and solely foreign-funded enterprises, as well as other forms of projects
involving foreign funding (hereinafter referred to as foreign-funded projects).

Article 3 The State Planning Commission, acting in concert with relevant State Council
departments, will regularly compile and intermittently amend the Industrial Catalog Guiding
Foreign Investment (hereinafter referred to as the Catalog) in accordance with the provisions and
national economic and technological development. The Catalog will be released with the approval

of the State Council.

The Catalog shall serve as the basis for guiding the examination and approval of foreign-
funded projects.
Article 4 Projects involving foreign investment shall be divided into four categories: Projects in
which foreign investment shall be encouraged, permitted, restricted or prohibited (hereinafter
referred to as Group I, Group II, Group I1I, and Group IV).

Projects in which foreign investment shall be encouraged, restricted or prohibited are
listed in the Catalog. Remaining projects in which foreign investment shall be permitted are not

listed in the Catalog,.
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The Catalog may explicitly list projects in which exclusive foreign investment shall not be

allowed and pfojects in which state-owned assets shall take a controlling or dominant position.

Article 5 Projects in which foreign investment shall be encouraged are as follows:

(1) Projects involving new agricultural technology, comprehensive agricultural development and
the development of energy, communications and essential raw materials;

(2) Projects involving new, high and advanced technology, improved products, energy and raw
materials conservation, enhanced technological and economic returns of enterprises, or the
production of new equipment and materials with high market demand which remains unfulfilled
due to inadequate domestic production capacity;

(3) Projects which meet the demand of international market, and help raise the grade of products,
open new markets, expand overseas marketing of products and increase the export volume;

(4) Projects involving new technologies and new equipment for the comprehensive use of
resources and renewable resources, and the prevention and control of environmental pollution;
(5) Projects which tap the advantages of human and natural resources in China's central and
western regions, and which fulfill the requirements of State industrial policies;

(6) Other projects encouraged by stipulations of State laws and administfative rules and

regulations,

Article 6 Projects in which foreign investment shall be restricted are as follows:

(1) Projects already developed nationally or those which have absorbed technology and developed
a production capacity capable of fulfilling demand on the domestic market;

(2) Sectors in which foreign investment is absorbed by the state on a trial basis or monopolistic
industries;

(3) Exploration and exploitation of rare and valuable mineral resources;

(4) Industries subject to overall State planning;

(5) Other projects restricted by stipulations of State laws and administrative rules and regulations.
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Projects in which foreign investment shall be restricted are classified as Category A or Category

B in accordance with State industrial policies and the requirements of macro-economic control.

Article 7 Prajects in which foreign investment shall be prohibited are as follows:

(1) Projects which jeopardize state security or harm public interest;

(2) Projects which create environmental pollution, damage natural resources or threaten the health
of the people;

(3) Those which occupy large tracts of arable land or are otherwise unfavorable to the protection
and development of land resources, as well as those which are detrimental to the safety and the
efficiency of the use of military installations;

(4) Projects involving products made with the country's specific technical processes or
technology;

(5) Other projects prohibited by stipulations of State laws and administrative rules and
regulations.

Companies, enterprises, other economic entities and individuals are prohibited from setting up

projects listed in the preceding article.

Article 8 Apart from enjoying preferential treatment in accordance with relevant State laws and
administrative rules and regulations, when approved, projects in which foreign investment is
encouraged shall be permitted to expand their pertinent business scope if they involve the
construction and management of energy and communications facilities (coal mining, power
generation, regional railway, highway and port facilities } which require large investments and
long-term recovery of investment.

Article 9 Projects in which foreign investment is restricted shall observe refevant State laws and
administrative rules and regulations, and shall be subject to the following provisions:

(1) In cases involving Sino-foreign joint ventures, time limits for operations shall be agreed upon
between pertinent parties;

(2) In cases involving foreign-funded projects listed in Category A, the fixed assets invested by

the Chinese party shall be funds or assets owned by the Chinese investor.
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Article 10 Projects in which foreign investment is encouraged or permitted shall be examined,

approved and put on file according to procedures stipulated in working regulations.

Foreign-funded projects listed in Category A shall be examined, approved and put on file in
accordance with procedures stipulated in working regulations. In cases when investment projects
in Category A are below the examination and approval level determined by the State Council,

¥
such projects shall, in accordance with their construction characteristics, be examined and
approved by the planning department or department in charge of the technical renovation of
enterprises in related provinces, autonomous regions, municipalities directly under the Central

Government or cities listed separately in state budget. The examination and approval of such

projects shall not be granted to departments at lower levels,

Should the level of investments of projects in Category B be below the examination and approval
level determined by the State Council, the letter of proposal for such projects shall be examined
and approved by the department assigned by the State Council to take charge of the specific trade
sector, while the feasibility study report shall, in accordance with their characteristics of
construction, be examined and approved by the planning department or the department in charge
of the technical renovation or enterprises in related provinces, autonomous regions, municipalities
directly under the Central Government or cities listed separately on State plans. A report shall be
submitted to the State Planning Commission or the State Economic and Trade Commission for
record. The responsibility for examining and approving such projects shall not be transferred to
any department at a lower level. However, in cases when investments in projects surpass the
examination and approval level determined by the State Council, examination and approval shall

be carried out in accordance with the procedures and methods in force.

Projects involving quotas or licenses shall apply for the quotas or licenses required from

departments in change of foreign trade and economic cooperation.

Additional stipulations on the procedures and methods for project examination and approval

provided in relevant laws or administrative decrees or regulations shall be observed.
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Article 11 In cases when foreign-funded projects in the category described in Article 6, Clause 1,
export more than 70 percent of their products, when approved, such projects shall be treated as
those in which foreign investment is permitted and shall not be subject to restrictions outlined in
Article 9. Controls may be appropriately lifted on projects which take full advantage of the
superior resources in China's central and western regions and which at the same time operate in

accordance with state industrial policies.

Article 12 With regard to foreign-funded projects in violation of these provisions, departments
examining and approving such projects shall cancel their approvals within 30 days after receiving
documents of record concerning projects concerned. The articles of association and contract of
such projects shall be invalidated, enterprise registration departments shall refuse or cancel
registration, and custom houses shall reject import or export procedures.

Article 13 Any party which uses deceit or other illegal means to win approval of foreign-tunded
project shall bear legal responsibility in accordance with law and in line with the seriousness of
the case. At the same time, the examination and approval organ shall revoke the approval. The
case shall be adjudicated by the responsible. department in accordance with law.

Article 14 Members of the staff of a department responsible for examination and approval found
to have abused their power and position, resorted to fraud for personal gain, neglected their
prescribed duties, or otherwise overstepped their authority shall be subject to administrative
discipline or shall be held criminally responsibility in accordance with the law if the case is
extremely serious and falls into requisites to constitute a crime.

Article 15 Projects funded by overseas Chinese, Hong Kong, Macao and Taiwan investors shall
be treated in accordance with the aforementioned provisions.

Article 16 The State Planning Commission, the State Economic and Trade Commission and the
Ministry of Foreign Trade and Economic Cooperation shall be responsible for organizing
implementation of these provisions.

Article 17 These Provisions shall go into effect on the date of promulgation.



85

MANUIN U,

1 3 =i = a dq.,
ATUTINNTNNU HNYASIDUAANY

1. Lﬂlﬂlﬁiﬁgﬁﬂﬁ!ﬁ‘ﬂ (Special Economic Zones: SEZs) 36 ‘ﬁ'uﬁ "!ﬁ}uﬂ'

o oA

} i
Wil 2522 Tasszuniulddszmadaduvamsygnotin luvalioss

: o 2 . NN - 4 Y
590 4 ure Ao sy 9l anulen uasduziniiy Fedsluuemeilinzndmazdueen

l& a 1 1 1 ~
@eddd TalszaunadiSeecnunnlunisfsganisasuanaetsema somnludl 2531
= ' < o o
wag 2533 Fulddsznmennizluvung (Hainan) uazsind (Pudong) Hlusunsygn ey

c:'. 13 1 o] ]
WUAUDN 2 UK LU 6 LHY

o
[

Q & ! Yo A g a a A =t
Sl 6 uatl l@sudenldill vueaissygaseeiiodinis e
= | & a1 [ 9 o =5 o 1 3 3
fareuiolndfudedns wum uagldviu Ssansosesduluaspuamlszmemaniule
¥ o
Fhusdwd  nanfe  Wuduwiudngamsamuiingaans  Gezmiuuazanulo9ngens
Y [ "4 £ 1 o ar dy
asnTdniu varylddngamsauant Fiannsaagludaza lddsil
w ¥
159334 (Shenzhen) #3ngluummanIegs (Guangdong) a3etwfimme
gpans viamnuasnieles 123 nu. dpiufivsennsday 23 dway Juduvarsughe
=y A a & o o o A A = g o o ] A 9/
Ay lingige gammassudiy fefime Bilnnselind vewdu wiedldldd
td
1 a Ao w ' < o w
LATANN IS 0B LA HENIHBITINIaUINERInuTud Ty
w o .:? e o @eooa 1
PoyuduRuiuiugrumssdadumlsznnma Tuladmsaume lug)

P = A e = “a & 4 Y
dgalutlszmedn Jaelud 2543 TlSamdaneniunes 1.07 dunies whdu 20%
a = 3 =1 a o Y '8
yoiwean1sHanneuiune N lulszmeiy  uazningunsalyguaieInsdwinnda 35

¥

Buavriwe Aadudnuie 53% vealSnanisndauesislsume
1 . \g 1 9 o’ ] (] 9 =

gld  (Zhuna) eegessdmdunuil  efluwamandngs  Nilszwing

a dda., P 11 o : = a o
600,000 AW @NTAUA 13 ag.0u. udreu lWuneiuditiuiy 121 a3.0u. laonioungy

[ t 4 g d‘-d o 4 '

imesannIn vennuasnalan 110 au. ilesnnfividugundwaumnn edeaiis

b4 1
Tassedrefiugiudunsvudansemeadsdsssziiiaga) Paotai iensaiiamelniyiu

' 1 o) oo = o
msaspudningeniulsanuddansednd  omsduSep)  aen'ld

o
3
= . o c; ] cé =1 = d'.
UIEN Stella Artois 9I0A VIUUULYNNITIVAITIU Taglunsausnuasdl 2544 1lasamsh
K

td
TWamuluwarssgiviiayil 208 Tnsems @uasmy 570 Auuvioyanizd



86

4114182 (Shantou w3edae1) Hhuilesrefinzimnould eglunmma
g} ﬂ P A ] a a = 0 u al o e El
ATNAY L unildludleshmyaudyaniluefadsunaumsnnns Junnnoduadu v
Fudialdaemadnndweniend RS uuieens iy
= o o 1 o o = T o
Tuedafinmuanulownsdudewhidfyvenlsemedu udnendald
1; 4.1 = [} 3 Af = Q 9 o M []
and1aufiosInMIaneznouYnay  awaldvnzmaudy  mldvusesvesauTald
msandmSuvuseausmmen  wanteasunilidszannsvesnu o uaunn
) q ar [~ o o
24 6 Hwanilonenwlladsame srudenonudalszmeainatuinouunn it
3 P~} 1 L] _ o
Toanaedhuilesvesussnyy TaoauduTdunsunnaadlsemaiiuunnzi@umiands
A 9
g loafonsw Ivdusswygy
] - 9/ LY 1 4dy =
Pogtiumuloafiszans 4 dwan warsygioiauuvefimansonge
a = = o3 = 1 1 T ° ] = .:3!
Wngateadulwe@emnnithiiery ME12A T 154 HUALATII UT1NUAIN UBUTUITY
3
= o = a A . . =1 L) r=9Y =Y
yonnHSu N idrr i 109%u1y  OiKa-shing UM UAIEITIF0ane  lAuSe1Alku

at

afueyuia 150 AumSonyanigd

¥ b4
ar 1

Wozmiiy (Xiamen) H¥9Gondnediain Amoy Aseglunumayeu w39
o @ o o v A Qres o g
Frudumeldniu Susemng 600,000 au dwdwdesiinlivsziaanmuueauiung
luSeslasadn msdidy uazlun
[ F
Tsanuideluwaesugiomimumuidesu  Tssnulszneunsuiiunoives
a e o w o & yy o o 4 = = :
USYN Dell $760 wotansys delddladmiumadedl 2541 Hlssnuauia 12,500 as.u.
a W = d'l ] r = T 3 [} ar 9 = 1 dll
gmSumswandes mihslulszmeluuazdioon 1 Smhednlsumalndifos wu 4w
| ] =1 4 ] = a 9 o o w g/ ) ] [
aaq  @aunduiuiinduazaqugimsaddusivesldn uldiwamureaiialsanuillas
b
wiinsuaees Tuwaiidae
ar = 2 o o 1 ’ ' ¥ 1
tingsassnadezmiufewonlerfvegludsemadie wu laniu gens
¥
an¥yr oFsaeSueeni@odld aaq  1Rwwiaspuluvarsygfiviireiinaunn Tag
3 ]
Pogriumansms dalfudgalasehoiugiiesesiumsaanu Tasueeniennisiu
YMWA  Xiamen Gaogi International Awport miwaiulufngeuziian ngsnismd
go9nt N33 el <a
2 0 y ad A 4
Tvwuny (Hainan wielwwd) vszans 5 dwan Haufmnfigelu
a o asen, <3 -4 = [ P
UssArsERsAY Ao 34,000 asny. ludsyidmaniwaiuiuiiodovenanaiign
A [ c:'\ =1 ci ] 9
wsine dissnegrlnanaagediedann  Tuefnfiruulssainsveame Tnnun 14
avewldalng Faalds uazldufuduaunm
W o a s Aa o
e mmunuinduuassugvudaflininensdunuasnisugay

& 1 4 o [ 3 o
auyssl Wy s wald wSound ¥ nu aaa dwfulassadiugiy dviend



87

= ' 4 ' = . 4 g A A . A o =
BIHUTUIES 2 UHY A0 MaImasiiuIu1s e Haikou 363VUDY Haikou “h'ﬂl,‘ﬂmum
¥

a_ = 4 ' a P &
noNVBUASYFAIRENLVAE uAYmeMAeUIIYIR Sanga Aufliled Sanga Failu
diownziadiniuaineins

§A3 (Pudong) H3dsnademumien fgiuiidsennsofeagilszinm

v g = < L4 = Yy 1
1.1 Awau dufisadszana 350 as.ow, Wuguinaussegfuuazmamszniedssms

4
TaosgunaldissnoadwazlSudia lnssafetugiudmdieg Siuaunn

2, rusde amailanziany Tuoen 14 uxa (Coastal Cities)
8 r
niannlszaumaduiilunsiadusariugfofiruiiofgamsaanuunn
datlsana Sy lddaduladadowhmuroanzenziusensay 14 ifies vinmiie
[T w w ¥ ' - P 1 A o
1ald esesiumsuntedivesntsmsennalszme ieasnndisamurariliugudnang

EJ = = ] I o dy
ATUWIUTUNITU Iﬂﬂm‘ﬂﬂﬂﬁﬂ Lﬂumu

=

¥ t
(HeudY (Tianjin) Jdsymns 5.5 wau asegrninnilnis 140 nu. 3

w

roA & A (e A P [~/ e A =
wisendunisolvyfigaluseumilioveslsemey WwwahiiaTovensauuinud
¥V

=) o &

Taefifundmiuenavngsy Ao Tianjin Economic and development Area N1A74013

q

Q&

! [ o] Y = o o o 5}3 -
ampuuniassmasnoun  fudui uSin duge e lAaslssnunaae
o A A 4 R SO a a o ]
Tnsfvyidefouuy CDMA iedsean wennndidadlugiumsnidavesTimlulalsaly

Al

c.'i 9 R =1 cig 1 & =
@418 (Shanghai) {ThuuruasisegusnuasunayIavagyin

L)

-:’ 2 =1 AL ' =3 =t = YA o o
wihimsFuazaeunatsvelszme  uflesilvgfigaueidiu  wesldteiluguinn

o A [ = =]
gammvnssusaouavessamedu  TasTsauTvdaanduluvagaaveades 1aiiiulsenu

&4 a o ¥ oA 4 cw ad do
ﬂjmﬂ“lmyﬂwamnﬂuﬁ"lﬂu’lﬂn’nmwuwaaﬂs:msa’f HazusHINIBNAAY Issusznou

s | ot a 4 Yo o oA Yo & 46 g
sopud luunT@edldaudy  wennd . IndRsanuiios1dfatundsvesssnumanuuia

’lﬂﬂiﬁqmmﬂi:mﬁ%u #® Baoshan Iron and Steel

a

[~f 3 '
714197 (Guangzhow) dluifioanadswesnamaninege Avegassdimme
goany 1Auiinluse Canton Hiszanns 38 fweu winsandTuamadivezlilszing

by = ' o i =
62 fwau doiududosszanisfigmaldvedszmaly  wantluwenfimadulans

a oo =t 1 =4 ] [} a o .
wsngivshgalwede Tassmsauainisemeeisn 154 VTN First International
3 3
as ar = = ar o
Computer, Inc v84ldnTu ndslssnunin PCB uay PCBA uonnilinionig lnafay

' o = = o
Idunanus Wiy Makeo lufenisdnBnqgdesismasidae

T ¥
= Q

4
dwiuiungaavnssudyluwall A9 Guangzhou Economic And

9

Eod v [
Technological Development Zone ﬁaagmwmuﬂﬁmwﬂm 35 nu. HRuUNYszue 20,000



88

15 womilu West Zone ﬁ,‘l‘l‘ﬁ 6,000 15 East Zone 4,400 19 uae Yonghe Zone Uszum
9,300 15 Peythufanuadsunsdadmionds Taeli v3imdhld v3dngiilaTudiinnin
Sudavid U3y TaTulaunviadudenid vismemnBaaa viiveund1 qaq 1l
inaanusieing

o

AunAeu (Dalian) Uszans 5 dwan Wuieslnadudy 3 veulssive
u Tﬂm’ﬂuLﬁmviWf?m%’nﬁuﬁI,mmmugfi‘mmﬂ%’ﬁ‘m%’mudw%ﬁummmﬁu’iynﬂ’u
Daquing uaﬂﬁliﬂf:é'faLﬂuﬁg\iﬂumqmﬁmmwﬁm‘%Tiaﬂé'u%ﬁ’u unawioufien  uag
gmtfﬂamm%"u ﬁwﬂ’e‘;‘ﬂﬁmﬂﬁﬁ Dalian Economi¢ and Technology Development Zone
gmgjmamﬁuﬂﬂmﬁmmﬁemmxﬁm

Swden18unnvanlsnntinamudumnnduiiry  Taonmzusinla
@m"lﬁ’gwgmmsNﬁmimﬁ?fﬁsmmsmmﬁmmmmﬁﬂumé’aé’f‘mﬁau L AGRBIGT
15 Enundesdl S 2,000 au flssrBanszanueuiTn Dalian Float Glass 49
WumsTmaanuszninuTev Asahi voefjilu UTHM Pittsburgh Plaie Glass v@3aw3ga
Uaz§§IM NI

T9¥241611  (Qinhuangao) gﬁﬂé‘vﬂﬂﬂz%ﬁﬂﬂﬂﬂlﬂﬂﬂ?ﬁﬂﬂﬁﬁ uideeiid
w

[ ¥ } 3 1
Nusouualng mezuLf’r’uvm'a'a"lwt%uitmﬁ'u%jﬂﬂmawwumu ummﬂmuﬁauﬁmmm

3
I

Wi Daging ammwﬂsinmﬂmmmmuﬂﬂﬂsmnuawmu uazifienniiseegdumiied
sumadoodulyssoufunsn Sufhumdsiouiioadae

wneddd (vantai) Uszvins 64 Aunau Fuvhdenidaluen Bo Hai
gmémuﬂawmmwamﬁama fmaselldeufiudumsse Iludnvonlszma duumds

' A - a w A o F4
NOUNYT FIUNWID FATTHUNTTUANNYAD "huuazmm

=) o . 5 A 2
AU (Lianyungun) Juyagemovomniase Weuna
o o o o3 ' 1 g [ 1 o A
azdussniuninnziuan TuflumiselngdinsunmAunguninmanaLaznIn
azJuanvelszme

#UIUNY (Nantong) Thuiloslunaima Jangsu Lﬂumaiamﬂm“lumwum
Tl ueed Menndedld 130 aw.
¥
=, ] [ a ar (=1 1 o
wildy (Ningbo) Whuffesmidlalddaniuiodaudil 2386 sdielsn
Q ] 1 o o T d’ é Qﬂ: 1 o o
o Tuszezudalicusoudsududorugod §dnseglndifed]d  dwsulasead
A’i’ P} 1A = 24 g VYo Y] = o =,
fugwie  vhiSewazennudu  fesillATuanwanbviminawuiwadusvilsldn
T LY o né [ = U o Qt ¥
noude o3 suSuves mamgsmmwauﬁmaaamm dFwiiuInsemsasquuualvylu
d’.’ =1 1 = o o a oo
el Hudui ¥3Ew CS. Aluminum Corp “NL‘?JN‘UﬁH‘VlQﬂﬂJ’ENUiH‘W Chaina Steel Y94

Y w 9 o =t 9w & a ' P T -
Tantu Tdnraenu 1,300 Auwsogy lanu ondmurivogiitiloudagu



89

W91 (Fuzhow) Yszans 5.7 dwan dudlipanaisvownma Fujian o4

¥V oo

Y o 9t o Y o ST = d) & '
ardhumeldnty  dldldsasuoniniuasmuivivounn . @iludoan

]
= 1

[ o o ar Py o - -
deesndifigiidewenlumnluiliuduiiesfifionamnssuman dame wazal
MUY (Wenzhou) ntszanns 7.1 dmau uaslindeviovudsduindy
2 r o
Heen1e vesdssinedy
o ~ . =] 24 ] a 9 g [l g/ =
$1uf89 (Zhanjiang) Wudieernlunzivld aseglndiniz vy 3
1 » ¥ ’ 3
auwdouTssiuunsnnaler  Tgaamassunduihiniy  RudTusmaoaseunsaviiodl
T '3 []
NsENIEInTIN lanaien 2
wels (Beihai) Tlszanns 14 dmau ogluvalnasetuey Guangxi
3 1 o o o 1 as
Zhuang Aalusdafe Wudleamlnddufoau
FuA1 (Quingdao) UTEINT 7 SIUAU BYUOLAIUAYNIIURI IS UR1YT

11 “gIuresuaudvetdszmeiyr Taenendvuniinuieiel 2441 UsuneRuldls

1
=

9 ¥ 9
wosudiuAaenswlanasan 1 auldutansonamiiaudall 2465 Fanousen’ly way

[t

¥ e o M & - o
ﬁﬂu?ﬂﬂﬂﬁﬂﬂﬂﬂﬂﬁﬂﬂuﬂﬂﬂlmﬂ 2481 ﬂuﬂixﬂQﬁNQQﬁQﬂi']ﬂJIﬁﬂﬂﬁ\?ﬂ 2

at ot

b4
dmfuusin  momsadieuniie St wonlszmelne  Aldunds

= d4 o g da d . o &4 v .
Tranumdauzwinaduiosiidedd soglsday ﬂﬁzﬁuﬂmuﬂ'm%msm 1N PNeA

U

94 =

sifiouTaousiniunds dowdadmilngldidodu

ﬁuﬁ@gmﬁmmm’luwmg fo  Qingdao Huanhai Economic  And
Technological Development Zone HIMIINNIDINIACIUTUATZNIN 3 AW, HIWINAUTE
a1 9 nu. unzvanndadiesdus 20 ny. Aufdssnm 4,200 13 NaIMUIINUTEN
ﬁhxflc] WU UTEN AMP, 158N Calbee Foods, Y5HN Moonstar Chemical Corporation,
USHN Ohara Paragium Chemical, USHEN Kraudia, VTN Oji Paper, UTEN Nippon Shoji

Kaisha, UTHN Benda Industries 4@

mMIdaduvAIEgnlta

o

. ] ¥
Tl 2539 Sulddsemaliuinainuguemmasuihnudidng 3 aw

']
¥

o a ooy . 1 = [y =
mm%'mﬂuwmﬁwgﬂmﬂﬂ (Open Economic Zone) Toun vShar  dhawiduesdnes
. = [ :’ = . = ' :} o =)
Yangtze River) mnmﬂmuumgmaa Pearl River) Lmz‘uﬂmﬂimmmmnmﬂmmu
X =1 ' e = 1 = [ 3 o ' = oo o
Wlesnamamaiuiusnuinugumumisnhauiidinanifnenmlunsiaud
WsHAYEY W Tnnugauanyssinumanyas Jgamunssunssaelagioy Uszsnsi

= = os/’n:! 3/ a s 1w a g ) ar ] = Yo
ATIFNEIR ‘S’)ll‘ﬂfliJﬂTIiJﬁ]mﬂf]ﬂ‘ﬂﬂ?iﬁﬂﬁ]@ﬂﬂﬂ']x‘l‘]ﬁﬂlﬂuﬂﬂﬂﬂ uﬂamumwﬂmmﬂmu



90

¥ t
anuazadnlums llamulwamaiidudniuwass sghafiryuazivaiionaoil

nzIaneiNen

¥
= g

af O s e L . ar é t
fyafesdulidmnslunsdadulooyialasimsauszdunis lagl

1 o o b =t

o d o QL i = 1 2
ufludevhusguanmesanaszduvamaiduseyli@ lnssmsilauamu iy 30

o

SrumSoanige Swfuuamareilany 10 Aurtegavwize dmfunaumadu uag

@
a’ ] [} =] o os ar sy
walnasesaweans 5 uve egnalsfiaw msamuluuafimsdnsdes]Asunseydd

s [ o =1 1 o
i)']ﬂ'i;in‘l_l’lﬁﬂﬁ'lﬂiﬂtl@]iﬁ th’J']‘ﬂgL'iJuﬂ'liﬁﬂ‘i’]u‘Uu’lﬂalﬂﬂﬂ’]ll WY @RTEUNI TN UIUR

N13NILVNITHAUIYATINNTTHINEINIANL 1UBDN
¥ »
1Sl 2542 dsgmuiiuddessenduldlsemmeieuiivininaz Tuan
& = = A;’,’ a o o =)
voalszme FaudlwwadoSouands laoauelddniuazdselomidmuntions niey

o 9/

3
fusrdelaseadafugn Judui mesallszndeunsdon wazuasuuis mase'lv
WoNTaiuNiod Qinghai
o = & b = Lo )

s Togsziamuuasiioudsdiilszanng 7 dwuan dunuihudownals
wwesduniduszeznmoun Ilugudnaemanssgiuazgamnnssudidyues
Usznalavilgiudomisanuegudaludmgaamnisnoimanu

fwiugaamnssuihwnedmiunsamulumansfuan Aegamnnssy

o 3 1 o g g = 4 I -
loma  dudun  geddnstdanseidnd  walulagmsaums 01mAny 8N
et v A s aw = T =N =Y 9/ =
malulad®inm gaa Tepiusuluisnme uladesouma wu lothdy Fald ea#
cg a 9 =4 r -:Slu dyo/ <t <3| Yo a
wasdmsud luunsdonuviall  uenvinfidelinnuiiuldnuiunlsaasesvosemny

9 ¥

prandnsezandsgunannamsauemeiuluua sy stigudy

=Y o 9 P [ 3 ol
ﬁ'lﬂwa’l'iiu'liﬂﬂi'Jll‘l]%LH‘l«lblﬂTlﬂﬁ:;’Lﬂﬂ'ﬁ]“ﬂi}ﬂlﬂﬂﬂﬁTﬂ@nuﬂN

1 ar .

AU NYAD
= a A g iy 9/ = A =g
madan Tamassygfafiswastu1yld TasmwziivssemeanduaTuiusznoums
' ? (] o = J & o
Entrepreneur) ganinlszmaduq litwaiunmdld fnldd wielne anq dileds
' o’: @ = @ o A 3 3
maniuihlfifaigimviudn q MRy TadesIaEnnnug

3. Ao ailla3uuaiiiuegad (Open Cities on Yangtze River) 31 6 Wuh ldun

Wuhu Jiujiang
Huangshi Wuhan

Yueyang Chongging
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4, aiieanalaveaaugilan (Capital Cities in Inland Areas) & 19 Wi leiun

Harbin Changchum
Taiyuan Hefei
Zhengzhou Wuhan
Chengdu Guiyang
ELhasa Chongqing
Lanzhou Xining
Urumgi

Huhhot
Nanchang
Changsha
Kunming
Xi’an

Yinchuan

5. el ydlauuamaay (Open Cities on Border Land Areas) i 13 Wih leiun

Heihe City of Heilongjiang Province

Wanting of Yunnan Province

Ruili Hekou

Dongxing Suifenhe City

Tumenjiang City Erlianhaote

Yining, Tacheng Huichun City of Jilin Province

Bole of Xinjiang Uygur Autonomous Region
Pingxiang of Guangxi Zhuang Autonomous Region

Manchuri of Inner Mongolia Autonomous Regions

6. wmmmgﬁaﬁ]mmwwﬁa (Coastal Economic Open Regions) AS9UARY

A Y y [ =
30 mu'ﬂi]iﬂﬂlﬂﬂjmuu’nﬂﬁlﬂmz’MBaﬂmmﬂu

7. Yangtze River Three Gorges Economic Open Zone

4 '
&

HUN
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mmmmi'mﬁaﬂNmsygﬁmsmmmmu {(Frontier Economic Cooperation Zones)

Suifenhe City Ruili

Dandong City Tumenjiang City
Erlianhaote Yining
Dongxing Hekou

Wanting of Yunnan Province

Huichun City of Jilin Province Erlianhaote

Heihe City of Heilongjiang Provinc

Manchuri of Inner Mongolia Autonomous Regions
Pingxiang of Guangxi Zhuang Autonomous Region

Tacheng and Bole of Xinjiang Uygur Autonomous Region

9. ramINmuIrsugnosazmalulad  (Economic-Technological

W 1
Zones) 5 32 #uh 1dun

Development

Dalian Qinhuangdao Tianjin
Yantai Qingdao Lianyungang
Nantong Minhang Honggiao
Ningbo Fuzhou Guangzhou
Zhanjiang Harbin Changchum
Shenyang Yingkou Weihai
Kunshan Hangzhou Xiaoshan
Wenzhou Dongshan Wuhu

Wuhan Chongqing Beijing
Urumgi Cachejing of Shanghai

Daya Bay of Huizhou
Nansha of Guangzhou

Ronggiao of Fuqing
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Wuxi(including Yixing Environment Protection Industrial Park)

10. wamaacsunaluladuasqaavnssadvs  (High and  New
Industries Development Zones) 1152 ‘Iﬁ’uﬁ 1&un
Beijing Wuhan Nanjing
Shenyang Tianjin Xi’an
Chengdu Weihai Zhongshan
Changchun Harbin Changsha
Fuzhou Guangzhou Hefei
Chongging Hangzhou Guilin
Zhengzhou Lanzhou Shijiangzhuang
Jinan Shanghai Dalian
Shenzhen Xiamen Hainan
Suzhou Anshan Changzhou
Huizhou Zhuhai Qingdao
Weifang Zibo Kunming
Guiyang Nanchang Taiyuan
Urumgi Nanning Baotou
Xiangfan Zhuzhou Luoyang
Daging Baoji Jilin
Mianyang Baoding Nanning

Technology

a A duwy
11. Bonded Areas 31 15 Wu# JAL0

Tianjin
Guangzhou
Zhangjiagang

Qingdao

Futian
Xiamen
Haikou

Shantou

Yantiangang of Shenzhen

Waigaogiao of Shanghai

Shatoujiao of Shenzhen

Dalian
Fuzhou
Ningbo

Zhuhai
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12, WANRNUBINNoURAe7 (Tourist Resort Areas) 31 11 Wuf ldun

Hengsha Island of Shanghai Zhijiang of Hangzhou

Mount Wuyishan of Fujian Meizhou Island of Fujian
Nanhu Lake of Guangzhou Dianchai Lake of Kunming
Silver Beach of Beihai

Yalong Bay of Sanya in Hainan
Shilaoren of Qingdao

Jinshitan of Dalian Shilaoren of Qingdao

4
Taihu Lake of Jiangsu (5U%14 Taihu Lake of Suzhou 18% Wuxi)
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MAFHUIN 8.
maigsnolulszinadu
Doing Business in the PRC ~

The following information is designed to give some background on doing business in
China, together with other relevant information which will be of assistance to organisations
considering establishing a business there.

The most common way of doing business is through joint ventures, wholly foreign-
owned enterprises and representative offices of foreign companies. This information has been
produced mainly with these entities in mind. Some entities such as banks and insurance
companies are subject to special regulations, which are not dealt with in this bulletin.

It is essential that advice be obtained from local professional sources before any business
is undertaken. This bulletin contains only brief notes and includes legislation in force as of 1

January 1999,

KEY FEATURES
General
Population

At the end 1999, China's total population was recorded at 1.2 bn people

Language

Putonghua (Mandarin} is the official language. But there are dialects such as Shanghainese,
Cantonese or Fukienese. After Chinese, English is the second most widely taught and spoken
language, especially among younger people. Russian is quite commonly understood by more

senioi citizens.

Currency
The official currency is Renminbi (RMB), which is only convertible in Hong Kong (within limit)

and is not freely convertible in other international exchange markets.
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International Airports
There are international airports in major cities such as Beijing, Shanghai, Chengdu, Kunming,

Tianjin, Shenzhen and Guangzhou.

Weather

Beijing - average 30°C in summer, -5°C in winter
Shanghai - mild, average annual 15°C

Guangzhou - average 32°C in summer, 15°C in winter
Visas

Required for all foreign visitors.

Economy

Gross domestic product per capita (approx.)

US$804 (1999)

Major industries

Textiles, fuel and energy resources, agriculture and light industry
Major imports

Steel, chemicals, machinery, vehicles and aircrafts

Major exports

Textiles, agriculture and toys

Principal trading partners

Hong Kong, Japan, United States and European Economic Community
Workforce

Standard employment

5-day week, 40 hours per week, legal holiday according to relevant regulations.

Trade unions

Membership in a trade union is not compulsory but foreign investment enterprises have to support

trade unions with necessary facilities.
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THE GOVERNMENT
China is a socialist state.
The highest authority of the nation is the National People's Congress (NPC) which

exercises legislative power via the Standing Committee of the NPC.

The State Council is the government of the China. It executes policies laid down by the NPC.

THE LEGAL AND ACCOUNTING ENVIRONMENT
Legal system

China has established a formal legal system since its creation in 1949,

China operates a civil law system. TheTe are three levels of courts : the local people's court,

special courts and the supreme court.

Accounting requirements

The governing body of the accounting profession is the Chinese Institute of Certified
Public Accountants which is controlled and administered by the Ministry of Finance.

In recognition of the changing environment due to economic reform and the ‘open door’
policy, accounting laws and regulations have been formulated for enterprises with foreign
investment. These accounting regulations are generally close to internationally recognised
accounting standards, although differences exist.

Audits are required for enterprises with foreign investment.

WTO IMPACT
The imminent accession of China to WTO is expected to bring the general legal and

accounting environment more in line with the western system.

CONTROL ON FOREIGN INVESTMENT

Exchange controls
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These are monitored by the State Administration of Exchange Control and the People's
Bank of China.

For foreign investment enterprises and individuals, revenue and expenses in foreign
currencies have to be deposited with or withdrawn from their accounts with the Bank of China or
other authorised banks. After tax profits or income of foreign investment enterprises or

individuals can be remitted outside China.

On 1 January 1994, China undertook a reform of its foreign exchange control system and
unified the then existing dual exchange rates, namely the official rate and SWAP market rate, into
a managed floating rate. Since then, Renminbi has been floating steadily in the range ¥8.4-8.7 to

the US dollar.

Finance and Banking
All local banks are controlled by the State through the Ministry of Finance and the
central bank, the People's Bank of China. Under the supervision of the central bank, a number of

specialised banks have been formed to deal with specific areas. For example :- -

The Bank of China - international and foreign exchange transactions

The Industrial and Commercial Bank - commercial banking acﬁvities

The Agricultural Bank - provision of funds to agricultural Bank communes, co-
operatives and farmers

The People's Construction Bank - major state capital construction projects In addition to
the specialised banks, there are trusts and investment companies engaging in a wide range of
financial and related services. |

Two stock exchanges have been established in Shanghai and Shenzhen,

Incentives for business activities

In general, foreign investors are encouraged to engage in the following areas :

production and manufacturing.

developing export markets.
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businesses with high and innovative technology.

infrastructure projects.

development of communications industries.

exploitation of energy resources, agricultural, forestry and animal husbandry production.
operations in remote locations.

Incentives available to the above investments are provided in regulations and circulars issued by
the State Council and other relevant authorities. These include tax incentives and other

preferential treatment.

WTO Impact

The imminent accession of China to WTO means that China will have to open up the domestic

market in the following areas:

Import and export trade

Textile market

Automobile manufacturing

Information Technology

Service industries including banking, insurance, telecommunications and professional services.
FORMS OF BUSINESS ORGANISATION FOR FOREIGN INVESTORS

Equity joint venture

Co-operative joint venture

Wholly foreign-owned enterprise

Representative office

Equity Joint Venture

An equity joint venture is a limited liability Chinese legal entity formed by one or more
Chinese parties and one or more foreign parties under the Sino-foreign Equity Joint Venture
Enterprise Law. It is a distinct and separately taxable legal entity. Basically, at least 25% of the
joint venture's shareholding has to be held by foreign investor(s). The joint venture will be

managed by a board of directors with appointees from both sides.
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Investors in an equity joint venture share profits and losses strictly in accordance with

their respective contributions to the registered capital of the venture.

Co-operative Joint Venture

A co-operative joint venture is sometimes referred to as a contractual joint venture. The
establishment of a co-operative joint venture is governed by the Sino-Foreign Co-operative Joint
Venture Enterprise Law. It may be formed as a separate legal entity with limited liability, or an
entity similar to a partnership. Investors in a co-operative joint venture share profits and losses in

accordance with the provisions in the co-operative contract.

Wholly Foreign-owned Enterprise
This kind of enterprise is 100% owned by foreign investors. The establishment of a
wholly foreign-owned enterprise is governed by the Foreign Enterprise Law. It is a distinct and

separately taxable legal entity.

Representative Office

A representative office can be set up by a foreign company to render services such as
liaison, negotiation, co-ordination, market survey and provision of consultancy services on behalf
of its home office and clients. It is important to point out that no sales activities are permitted by a

representative office. Please see our separate bulletin on "Setting up a Representative office in

China."

TAXATION
Taxation of Companies - Income Tax

From 1 July 1991, all foreign investment enterprises ("FIEs") including equity joint
ventures, co-operative joint ventures and wholly foreign-owned enterprises, and all foreign
enterprises ("FEs") with or without establishments in China deriving profits from China are
subject to Enterprise Income Tax ("EIT") in accordance with Foreign Investment Enterprises and

Foreign Enterprises [ncome Tax Law.
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All FIEs are subject to EI'T at a rate of 30% and a local surtax of 3% on income derived

from sources outside and in China.

Any FE with an establishment in China is subject to EIT at a rate of 30% and a surtax

rate of 3% on income derived from China.

A ny FE without an establishment in China is subject to EIT at a rate of 20% on income

derived from China.

Taxable income includes capital gains. No withholding tax will be levied on remittances
of after-tax profits of an FIE.

Tax losses can be carried forward for 5 years but cannot be carried back.

Preferential tax treatment eg reduced tax rates and tax holidays, are available depending
on the location of the establishment and the nature of business. In particular for enterprises of a
productive nature, they can enjoy a 100% profits tax holiday starting from the first year of profits

for two years, and a 50% tax holiday on the following three years.

Tax year

The calendar year is used. An enterprise may adopt its own accounting date only with the

approval of the tax bureau.

Accounts

Accounts are to be prepared in Chinese or in Chinese with a recognised foreign language and

must be kept for at least 15 years.

Tax returns
Any FIE and FE with an establishment in China must file quarterly provisional income tax returns

and make advanced payment of tax within fifteen days from the end of each quarter. An annual
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return together with audited accounts should be filed within four months after the tax year. Final

settlement should be made within five months after the tax year.

Withholding tax (subject to treaty variations)

dividends, interest, rental, royalties and other income paid to non-residents - 20%. Dividend
income from a foreign investment enterprise (EJV, CJV or WFOE) is specifically exempted from
Withholding Tax under the China Income Tax Law for Foreign Investment Enterprises and
Foreign Enterprises.

preferential tax treatment is available folr income from Special Economic Zones and for certain
interest and royalties income as approved by the State Council.

Thin capitalisation

Minimum ratio of Registered Capital to Total Investment of FIE

total investment (US$'000,000) minimum ratio or registered capital
up to 3 70%

over 3 less than 4.2 US$2.1 million

4.2 10 10 50%

over 10 less than 12.5 US3$5 million

12.5 to 30 40%

over 30 less than 36 US$12 million

from 36 1/3

Taxation of Individuals

Individual Income Tax Law ("IIT Law"}, which came into force on 1 January 1994

provides that the IIT shall be levied on the following income :

wages and salaries; taxed at 20% maximum
income from individual household business;
income from contracting for or leasing operation of enterprises or institutions;

income from personal services;
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income from author's remuneration;

royalties;

interest, dividends and bonuses;

income from the lease of property;

income from the transfer of property;

casual income;

remuneration in terms of securities for the part that is over the volume of market value;

and other income specified as taxable by the State Council.

A monthly deduction of RMB¥800 (RMB¥4,000 for foreigners) is allowed in calculating the
amount of IIT payable on wages and salaries. II'T is levied on wages and salaries at the

progressive rates from 5% to 45%, as follows :

The progressive tax rates are : Monthly taxable income Tax rate (%)
Not exceeding RMB¥500 5

That part exceeding RMB¥500 but not exceeding RMB¥2,600 10

That part exceeding RMB¥2,000 but not exceeding RMB¥5,000 15
That 'part exceeding RMB¥5,000 but not exceeding RMB¥20,000 20
That part exceeding RMB¥20,000 but not exceeding RMB¥40,000 25
That part exceeding RMB¥40,000 but not exceeding RMB¥60,000 30
That part exceeding RMB¥60,000 but not exceeding RMB¥80,000 35
That part exceeding RMB¥80,000 but not exceeding RMB¥100,000 40
That part exceeding RMB¥100,000 45

Note: For the purpose of the above table, the term "monthly taxable income" means the monthly

income less RMB¥800 or less extra deductions for expenses.

Where a non-China domiciled individual working in China receives wages and salaries from a
foreign employer and the payment is not ultimately borne by an establishment in China, his IIT

exposure depends on length of residence in China in a year as follows :
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Not more than 90 days - exempt from [IT

More than 90 days but less than 5§ years - China-source income during the period of residence in
China is subject to liT

Over 5 years - From the 6th year, worldwide income is subject to II'T

In addition, bilateral tax treaties in some cases provide an additional source of rules for
interpreting the term "residence”. For example, under the China-US Double Tax Treaty, an
individual will generally be subject to IIT only if his stay in China is more than 183 daysina
calendar year. Where there is a conflict between the IIT Law and the term of a tre‘aty, the treaty

will prevail over the [IT Law.

An individual will be required to file IIT returns with the local tax office and pay tax on a
monthly basis, either personally or through his employer within seven days after each month. In
some cases it is possible to arrange for more favourable treatment, depending upon negotiations

with the local tax office, eg filing of IIT returns on a quarterly basis.

Turnover Tax
On 1 January 1994, China implemented a turnover tax system which comprises of value

added tax (VAT), business tax (BT) and consumption tax (CT).

Value Added Tax (VAT)
According to the China Provisional Regulations for Value Added Tax ("Provisional
Regulations"), VAT applies to individuals and enterprises on importation of movable goods into

China, sale of movable goods in China and provision of processing and repairing services in

China.

Rate

17% basic rate

13% grains, edible plant oil, utilities, publications and certain agricultural products

0% export
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VAT payable
VAT payable = output VAT - input VAT during the period

Output VAT = turnover X tax rate

However, not all input VAT paid is deductible or refundable in the determination of the amount
of VAT payable.
Small scale taxpayers as defined in the Provisional Regulations are chargeable to VAT at 6% on

their turnover without any deductions.

Consumption Tax

Consumption Tax is levied on individuals or entities who manufacture, subcontract or import into
China, chargeable items as specified in the China Provisional Regulations for Consumption Tax.
Those chargeable items include cigarettes and tobacco, liquor and alcohol, cosmetics, skin and
hair care products, precious jewelry, firecrackers, gasoline, diesel oil, motor vehicle tyres, motor
cycles and motor vehicles.

Rates

3-45% depending on the chargeable items; export sales are exempt from Consumption Tax.
Business Tax

Any individual or entity who engages in the provision of services (other than processing and
repairing), transfers intangible assets or sells immovable properties in China is subject to Business
Tax in accordance with the China Provisional Regulations for Business Tax.

Rates

3-20% depending on the nature of services. The majority are taxed at 3-5%.

Other Taxes

Other principal taxes levied on foreign investors include :

customs duty

land appreciation tax .

registration fees

stamp duty

urban real estate tax
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vehicle and vessels operation licence tax

For your Horwath International contact in China please initially contact :

Note : This bulletin contzins only brief notes on doing business in China. It is essential that
professional advice be sought before any business is undertaken.

The information on this website is for your general guidance only. Before taking any action or
making any decision based upon this information you should obtain professional advice which
will have due regard for your specific circumstances, Horwath International, its affiliates,
associates and partners do not accept any responsibility for, loss occasioned, or liability arising in

connection with information provided on this web site.

Copyright© Horwath International and FinDatSys (HK) Ltd 1996, 1997, 19998, 1999, 2000,
2001
~ Retail Joint Ventures in China ~
Following efforts to open up the Chinese market and accelerate China's entry into the World
Trade Organisation, the government has allowed foreign investors to set up retail outlets in 300
cities throughout China. These projects are currently on trial in Beijing, Shanghai, Guangzhou,
Dalian, Tianjin, Qingdao, Shenzhen, Shantou, Zhuhai, Xiamen and Hainan.

The main criteria for establishing a retail business in China are as follows:

the investment vehicle must be an Equity or Contractual Joint Venture
No Wholly Foreign Owned Enterprises are allowed as yet, to conduct retail activities in China.
the foreign joint venture partner should:
contribute at least 25% of the registered capital of the joint venture;
have advanced trade management experience;
be financially strong;
enjoy a good reputation;
be a large company with a big network of sales channels and worldwide branch outlets;
introduce not only foreign funds, but also advanced trade management, operational experience

and advanced marketing skills and facilities to China.
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the Chinese joint venture partner should:
be financially strong;
have trade management and operational experience;
enjoy relatively good economic results; and
be large state-owned or collectively owned department stores or enterprises.
the following is generally permitted for retail joint ventures:
the retail of general merchandise (no wholesate allowed); - the manufacture and process of
merchandise and to do compensation trade;
to import and export goods which do not require quota or licensing;
to export more than import;
to be able to balance its foreign exchange;
not to act as agents for import and export;
the main merchandise should be domestically manufactured, excellent in quality and quantity of
imported goods shall be limited.
This is a very welcome development in the opening up of the Chinese markets.
If you require advice on joint ventures in China or other matters please contact one of the
following Horwath professionals who will be pleased to assist you :
Clement Chan (852) 2901 2128
Alex Cho (852) 2867 0352
Yik Mei Ling (852) 1867 0363

Email horwath{@horwath.com.hk
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INCOME TAX LAW OF THE PEQPLE'S REPUBLIC OF CHINA FOR ENTERPRISES
WITH FOREIGN INVESTMENTS AND FOREIGN ENTERPRISES
UltraChina.com {07/14/2000}
INCOME TAX LAW OF THE PEOPLE'S REPUBLIC OF CHINA FOR
ENTERPRISES WITH FOREIGN INVESTMENTS AND FOREIGN
ENTERPRISES
(Adopted on April 9, 1991 at the fourth Session of Seven National People's

Congress)

Article 1. Income tax shall be paid in accordance with the provisions of this Law by
enterprises with foreign investments within the territory 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. "Enterprises with foreign investments” referred to in this Law means Chinese-
foreign equity joint ventures. Chinese-foreign contractual joint ventures and foreign
capital enterprises that are established in China.
"Foreign enterprises” referred to in this Law means foreign companies, enterprises and
other economic organizations which have organizations or establishments in China and
engage in production or business operations, and which, though without organizations or
establishments in China, have income sources within China.
Article 3. Any enterprise with foreign investments which establishes its head office in
China shall pay its income tax on its income derived from sources inside and outside
China. Any foreign enterprise shall pay its income tax on its income derived from
sources within China,

Article 4. The taxable income of an enterprise with foreign investments and an
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organization or establishment set up in China to engage in production or business
operations by a foreign enterprise, shall be the amount remaining from its gross income
in a tax year after the costs, expenses and losses have been deducted.

Article 5. The income tax on enterprises witl: foreign investments and the income tax
which shall be paid by foreign enterprises on the income of their organizations or
establishments set ub in China to engage in production or business operations shall be
computed on the taxable income at the rate of thirty percent; local income tax shall be
computed on the taxable income at the rate of three percent.

Article 6. The state shall, in accordance with the industrial policies, guide the orientation
of foreign investments and encourage the establishment of enterprises with foreign
investments which adopt advanced technology and equipment and export all or greater
part of their products.

Article 7. The income tax on enterprises with foreign investments established in Special
Economic Zones, foreign enterprises which have organizations or establishments, in
Special Economic Zones engaged in production or business operations, and an enterprise
with foreign investments of a production nature in Economic and Technological
Development Zones, shall be levied at the reduced rate of fifteen percent.

The income tax on enterprises with foreign investinents in other regions
defined by the State Council, within the scope of energy, transportation, Harbour, wharf
or other projects encouraged by the state, may be levied at the reduced rate of fitteen
percent. The specific rules shall be regulated by the State Council.

The income tax on enterprises with foreign investments of a production
nature established in coastal economic open zones or in the old urban districts of cities
where the Special Economic Zones or the Economic and Technological Development
Zones are located, shall be levied at the reduced rate of twenty four percent.

Article 8. Any enterprise with foreign investments of a production nature scheduled in
operate for a period of not less than ten years shall, upon examination and verification by
the tax authorities of an application filed by the enterprise, from the year beginning to
make profit, be exempted from income tax in the first and second years and allowed a

fifty percent reduction in the third to fifth years. However, the income tax on enterprises
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with foreign investments engaged in the exploitation of resources such as petroleum,
natural gas, rare metals, and precious metals shall be regulated separately by the State
Council. Enterprises with foreign investents which bave actually operated for a period
less than ten years, shall repay the amount of income tax exempted or reduced already.

The relevant regulations, promulgated by the State Council before the entry
into force of this Law, which provide preferential treatiment of exemption from or
reduction of income tax on enterprises engaged in energy, transportation, Harbour, wharf
and other major projects of a production nature for a period longer than that specified in
the preceding paragraph, or provide preferential treatment of exemption from or
reduction of income tax on enterprises engaged in major projects of a non-production
nature, shall remain applicable after this Law enters into force.

Any enterprise with foreign investments which is engaged in agriculture,
forestyy or animal husbandry and any other enterprise with foreign investments which is
located in remote underdeveloped areas may, upon approval by the competent
department for tax affairs under the State Council of an application filed by- the
enterprise, be allowed a fifieen to thirty percent 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 as provided for in the preceding two paragraphs.

After this Law enters into force, any modification to the provisions on the
exemption or reduction of income tax on enterprises of the preceding three paragraphs of
this Article shall be submitted by the State Council to the Standing Committee of the
National People's Congress for decision.

Article 9. The exemption or reduction of local income tax on any enterprise with foreign
investments which operates in an industry or undertakes a project encouraged by the state
shall, in accordance with the actual situation, be at the discretion of the people's
government of the province, autonomous region or municipality directly under the
Central Government.

Acrticle 10. Any foreign investor of an enterprise with foreign investments which
reinvests its share of profit obtained from the enterprise directly into that enterprise by

increasing its registered capital, or by making the profit as capital investment to establish
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other enterprises with foreign investments to operate for a period of not less than five
years shall, upon approval by the tax authorities of an application filed by the investor, be
refunded forty percent of the income tax already paid on the reinvested amount. Where
other preferential provisions are provided by the State Council, such provisions shall
apply. If the investor withdraws its reinvestment before the expiration of five years, it
shall repay the refunded tax.

Article 11. Losses incurred by any enterprise with foreign investments and by an
organization or establishment set up in China by a foreign enterprise to engage in
production or business pperations in a tax year may be made up by the income of the
following tax year. Should the income of the following tax year be insufficient to make
up for the said losses, the balance may be made up by its income of the further
subsequent year, and so on, over a period not exceeding five years.

Article 12. Any enterprise with foreign investments shall be allowed to deduct from the
amount of tax payable the foreign income tax already paid abroad in respect of the
income derived from sources outside China when filing a consolidated income tax return,
The deductible amount shal_l, however, not exceed the amount of income tax otherwise
payable under this Law in respect of the income derived from sources outside China.
Article 13. The payment or receipt of money or fees in business transactions between an
enterprise with foreign investments or, an organization or establishment set up in China
by a foreign enterprise to engage in production or business operations, and its associated
enterprises, shall be made in the same way as the payment or receipt of money or fees in
business transactions between independent enterprises. Where the payment or receipt of
money or fees in not made in the same way as that in business transactions between
independent enterprises and results in a reduction of the taxable income, the tax
authorities shall have the right to make reasonable adjustment.

Article 14. Where an enterprise with foreign investments and an organization or
establishment set up in China by a foreign enterprise to engage in production or business
operations is established, moves to a new site, merges with another enterprise, breaks up,
winds up or makes a change in any of the main entries of registration, it shall present the

relevant documents to and go through tax registration with, the local tax authorities
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Withir.l thirty days after the relevant event is registered with or a change or cancellation in
registration in made by the administrative agency for industry and commerce.
Article 15. Income tax on enterprises and local income tax shall be computed on an
annual basis and paid in advance in quarterly installments. Such payments shall be made
within fifteen days from the end of each quarter and the final settlement shall be made
within five months from the end of each tax year. Any excess payment shall be refunded
and any deficiency shall be repaid.
Article 16. Any enterprise with foreign investments and any organization or
establishment set up in China by a foreign enterprise to engage in production or business
operations shall file lits quarterly provisional income tax return in respect of advance
payments with the local tax authorities within the period of each advance payment of tax,
and it shall file an annual income tax return together with the statement of final accounts
within four months from the end of the tax year,
Article 17. Any enterprise with foreign investments and any organization or
establishment set up in China by a foreign enterprise to engage in production or business
operations shall submit a report on its financial and accounting systems to the local tax
authorities for reference. All accounting records must be complete and accurate, with
legitimate vouchers as the basis for entries.

If the procedures for financial management and accounting of an enterprise
with foreign investments and an organization or estabiishment set up in China by a
foreign enterprise to engage in production or business operations contradict the relevant
tax provisions of the State Council, tax payment shall be computed in accordance with

the relevant tax provisions of the State Council.

Article 18. When any enterprise with foreign investments goes into liquidation, and if the
balance of its net assets or the balance of its remaining property after deduction of the
enterprise's undistributed profit, various funds and liquidation expenses exceeds the
enterprise's actually paid capital, the excess portion shall be income from liquidation on
which income tax shall be paid in accordance with the provisions of this Law.

Article 19. Any foreign enterprise which has no organization or establishment in China
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but has gained dividend, interest, rental, royalty and other income from sources in China,
or though it has organizations or establishments in China, the said income is not actually
connected with any of its organizations or establishments, shall pay an income tax of
twenty percent on such income.

For the payment of income tax in accordance with the provisions of the
preceding paragraph, the income receiver shall be the taxpayer and the payer shall be the
withholding agent. The tax shall be withheld from the amount of each payment by the
payer. The withholding agent shall, within five days, turn the amount of taxes withheld
on each payment over to the State Treasury and submit a withholding income tax return

to the local tax authorities.

Income tax shall be reduced or exempted on the following income:

(1) the profit derived by a foreign investor from an enterprise with foreign investinents
shall be exempted from income tax;

(2) income from interest on loans made to the Chinese government or Chinese state
banks by international financial organizations shall be exempted from income tax;

(3) income from interest on loans made at a preferential interest rate to Chinese state
banks by foreign banks shall be exempted from income tax; and

(4) income tax of the royalty received for the supply of technical know-how in scientific
research, exploitation of energy resources, development of the communications
industries, agricultural, forestry and animal husbandry production, and the development
of important technologies may, upon approval by the competent department for tax
affairs under the State Council, be levied at the reduced rate of ten percent. Where the
technology supplied is advanced or the terms are preferential, exemption from income
tax may be allowed.

Where, the preferential treatment of reduction and exemption of income tax on
dividend, interest, rental, royalty and other income other than those provided for in this
Article is required, it shall be regulated by the State Council.

Article 20. The tax authorities shall have the right to inspect the financial, accounting

and tax affairs of enterprises with foreign investments and organizations or
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establishments set up in China by foreign enterprises to engage in production or business
operations, and have the right to inspect tax withholding of the withholding agent and its
payment of the withheld tax into the State Treasury. The entities inspected must report
the facts and provide relevant information. They may not refuse to report or conceal any
facts.

When making an inspection, the tax officials shall produce their identity
documents and keep the inspection secret.
Article 21. Income tax payable according to this Law shall be computed in terms of
Renminbi (RMB). Income in foreign currency shall be taxed on the equivalent amount
converted into Renminbi according to the exchange rate quoted by the State
Administration of Exchange Control.
Article 22. If any taxpayer fails to pay tax within the preseribed time limit, or if the
withholding agent fails to turn over the tax withheld within the prescribed time limit, the
tax authorities shall, in addition to setting a new time limit for tax payment, impose a
surcharge for overdue payment, equal to 0.2 percent of the overdue tax for each day in
arrears, starting from the first day payment becomes overdue.
Article 23. The tax authorities shall set a new time limit for registration or submission of
documents and may impose a fine of five thousand yuan or less on any taxpayer or
withholding agent which, in violation of the provisions of this Law, fails to go through
tax registration or make a change or cancellation in registration before the tax authorities
within the prescribed time limit, tails to submit income tax return, statement of final
accounts or statement of income tax withheld to the tax authorities within the prescribed
time limit, or fails to submit statement of its financial and accounting systems to the tax

authorities for reference.

Where the tax authorities has set a new time limit for registration or submission of
documents, they shall impose a fine of ten thousand yuan or less on the taxpayer or
withholding agent which fails to meet the time limit for going through registration or
making a change in registration before the tax authorities, or for submitting income tax

return and statement of final account or statement of income tax withheld to the tax
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authorities; if the circumstances are serious, the legal representative and the person
directly responsible shall be prosecuted for their criminal liability, by applying mutates
mutants the provisions of Article 121 of the Criminal Law.
Article 24, Where the withholding agent fails to fulfill its obligation to withhold tax as
provided in this Law, does not withhold or withholds an amount less than that should
have been withheld, the tax authorities shall set a time limit for the payment of the
amount of tax that should have been withheld, and may impose a fine up to but not
exceeding 100 percent of the amount of tax that should have been withheld.

Where the withholding agent fails to turn the tax withheld over to the State
Treasury within the prescribed time limit, the tax authorities shall set a time limit for
turning over the taxes and may impose a fine of five thousand yuan or less on the
withholding agent; if the withholding agent fails to meet the time limit again, the tax
authorities shall pursue the taxes according to law and may impose a fine of ten thousand
yuan or less on the withholding agent. If the circumstances are serious. the legal
representative and the person directly responsible shall be prosecuted for their criminal
liability by applying mutates mutants the provisions of Article 121 of the Criminal Law.
Article 25. Where any person, in violation of this Law, evades tax by deception or
concealment or fails to pay tax within the time limit prescribed by this Law and, after the
tax authorities pursued the payment of tax, fails again to pay it within the prescribed time
limit, the tax authorities shall pursue payment of the tax which should have been paid and
may impose 2 fine up to but not exceeding five hundred percent of the amount of tax
which should have been paid; if the circumstances are serious, the legal representative
and the person directly responsible shall be prosecuted for their criminal liability by
applying mutates mutants the provisions of Article 121 of the Criminal Law.
Article 26. Any enterprise with foreign investments, foreign enterprise or withholding
agent, in case of a dispute with the fax authorities on payment of tax, the taxpayer or
withholding agent must pay tax according to the relevant regulations first. Thereatter, the
taxpayer or withholding agent may, within sixty days from the date of receipt of the tax
payment voucher issued by the tax authorities, apply to the higher tax authorities for

reconsideration. The higher tax authorities shall make a decision within sixty days after



116

receipt of the application for reconsideration. If the taxpayer or withholding agent is not
satisfied with the decision, it may institute legal proceedings in the people's court within
fifteen days from the date of receipt of the notification on decision made after
reconsideration.

If the party concerned is not satisfied with the decision on punishment by
the tax authorities, it may, within fifteen days from the date of receipt of the notification
on punishment, apply for reconsideration to the tax authorities at the next higher level
than that which made the decision on punishment. Where the party is not satisfied with
the decision made after reconsideration, it may institute legal proceedings in the people's
court within fifteen days from the date of receipt of the decision made after
reconsideration. The party concerned may, however, directly institute legal proceedings
in the people's court within fifteen days from the date of receipt of the notification on
punishment. If the party concerned does not apply for reconsideration to the higher tax
autherities or institute {egal proceedings in the peopie's court within the time limit, and if
the decision on punishment is not fulfilled, the tax authorities which made the decision
on punishment may apply to the people's court for compulsory execution.

Article 27. Where any enterprise with foreign investments which was established before
the promulgation of this Law would, in accordance with the provisions of this Law,
otherwise be subject to higher tax rates or enjoy less preferential treatment of tax
exemption or reduction than before the entry into force of this Law, in respect to such
enterprise, within its approved period of operation, the laws and relevant regulations of
the State Council in effect before the entry into force of this Law shall apply. If any such
enterprise has no period of operation, the laws and relevant regulations of the State
Council in effect before the entry into force of this Law shall apply within the period
preséribed by the State Council. Specific rules shall be regulated by the State Council.
Article 28. Where the provisions of the tax agreement concluded between the
government of the People's Republic of China and foreign governments are different
trom the provisions of this Law, the provisions of the respective agreement shall apply.
Article 29. Rules for implementation shall be formulated by the State Council in

accordance with this Law.



117

Article 30. This Law shall enter into force on July 1, 1991. The Income Tax Law of the
People's Republic of China for Chinese-Foreign Equity Joint Ventures and the Income
Tax Law of the People's Republic of China for Foreign Enterprises shall be annulled on

the same date.

APPENDIX: _

ARTICLE OF THE CRIMINAL LAW AFFECTED BY THIS LAW

Article 121. In cases of tax evasion or refusal to pay taxes in violation of tax laws and
regulations, if the circumstances are serious, the taxpayer shall be ordered to pay the tax
due and may be fined in accordance with the tax laws and regulations; the person directly
responsible shall also be sentenced to fixed-term imprisonment of not more than three

years or criminal detention.
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China's New Policies Encouraging Foreign Investment

UltraChina.com (07/1 4/20005
-—-- New Frame of China's Policies Encouraging Foreign Investment -—-
China has recently promulgated a package of new policies to further encourage foreign
investment.

These policies, together with those issued in the past have formed a new frame of policies
concerning foreign investment, covering a full spectrum of areas, such as financial, taxation and
foreign exchange control, additional preferential treatment specially for foreign investment in the

central and western parts of the country.

Finance:

1) If foreign-funded enterprises seek financing within the territory, Chinese capital commercial
banks are permitted to accept guarantee by shareholders of the foreign side; Foreign-funded
enterprises are permitted to apply for Renminbi loans from Chinese capital foreign exchange
banks in the Chinese territory with foreign exchange as hypothecation.

2) In order to ease capital inadequacy of the Chinese side when Sino-foreign joint ventures
expand capital, special industriat investment funds will be set up, and Chinese capital banks
within the territory are permitted to grant loans for share capital to the Chinese side.

3) Foreign-funded enterprises in China are permitted to apply for loans from Chinese capital
banks with overseas assets of their foreign partners as mortgages.

4) Foreign-funded enterprises are permitted to apply for A- or B-stock issues.

5) Insurance services may be provided to foreign investments in some fields.

Taxation:
1} Income tax may be levied at a concessional rate of 15% or 24%.

2) The income tax rate may be reduced for special industrial projects in some regions.
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3) Regular preferential treatment will continue to be implemented, such as exemption (of
enterprise income tax) for the first three years of operation and 50% reduction for another two
years".

4) Foreign investors are encouraged to launch enterprises that are export-oriented and use
advanced technology, transfer advanced technologies, and expand investment. There are lots of

preferential treatment, such as tax reduction, exemption and refunding, in this aspect.

5) The newly promulgated policies provide that turnover tax may be exempt on technology
transfer from foreign enterprises to domestic units, and if the technology is advanced or the terms
are preferential, the enterprise income tax may, after approval, be exempted. Under given
conditions, foreign-funded enterprises that buy domestic equipment may be exempted from the
income tax or have the value added tax paid refunded.

6) The new policies greatly expand the scope in which import duty and import link tax are

exempted on imported equipment,

Foreign exchange administration:

1) Foreign-funded enterprises were included in the bank settlement system in the ~buying and
selling of foreign exchange in 1996, and in December of the same year, Renminbi became
convertible under current account.

2) In 1999 the foreign exchange for mortgage purpose of foreign invested enterprises is extended
to capital funds and foreign exchange income under current account, from being limited to
foreign exchange under foreigr} debt account only formerly.

3) In 1999 the registration for the record of foreign exchange income settlement under capital
account was abolished. There are also policies specially to encourage foreign investment in the

central and western areas in China; s foreign investment policies.

They cover four aspects:
a.} Each province, municipality or autonomous region in central and western China is permitted to

select one already established development zone in its provincial capital as a candidate for state-
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class economic and technological development zone in which such preferential taxation treaiment
as 15% income tax rate and three years; s tax exemption and two years' tax reduction is enjoyed.
b.) Foreign-funded enterprises that are encouraged in central and western China'may enjoy the
concessional 15% income tax rate within three years after the general preferential policies are
implemented.

c.) Catalogues of advantageous industries and projects using foreign investment formulated by the
provinces, municipalities and autonomous regions in central and westermn China shall be
implemented after approval by the state. The projects within such catalogues may enjoy the state
policies granted to projects encouraged by the state, and the equipment and supporting
technologies, parts and fittings imported by foreign-funded enterprises in the projects within the
investment catalogues for their own use, if they are unable to be produced domestically or the
function of the domestically produced ones is unable to satisfy the demand, are exempted from

import duty and import link tax.

d.) When a foreign-funded enterprise re-invesis in central and western China, if the proportion of
foreign capital is above 25%, it may enjoy the treatment granted to foreign-funded enterprises.
Foreign-funded enterprises in the coastal areas are permitted to contract for opel'afion and
management of foreign-funded enterprises and domestic enterprises in central and western China.
The fields for absorbing foreign investment and the conditions for setting up foreign-funded

enterprises in central and western China are eased.
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MANKIN N,

NangrInamiainsveswItnsamguly
29 April 2002 China Drafting Rules for Taxation of FIEs' Holding Companies

The Chinese State Administration of Taxation (SAT) is drafting provisional guidelines
on the taxation of Chinese holding companies (CHCs) of forcign investment enterprises (FIEs).
The guidelines are expected to contain strict rules applicable to CHCs that have net operating
losses and/or that provide services or otherwise engage in business transactions with foreign and
Chinese affiliates. In addition, and independent of the guidelines, local tax authorities have
initiated several rigorous audits of a number of CHCs. Under current Chinese tax law and
regulations, dividends received by the CHCs of FIEs from their Chinese subsidiaries arc exempt
from income tax in China. Related investment expenses and/or losses are not tax-deductible,
however. Income derived from noninvestment business activities is still subject to income tax.
Under the transfer pricing rules, CHCs providing services to their foreign parent companies
and/or to Chinese subsidiaries must charge arm's length prices for those services. In the
opinion of Chinese tax authorities, most CHCs charge little or nothing for services provided to
foreign parent companies and Chinese affiliates, violating China's transfer pricing rules and
leading to a continuous loss position for the CHCs. To combat that practice, the SAT likely will
propose the following in the CHC guidelines: [ L] The CHC must clearly distinguish between
investment income and service income and between investment expenses and service expenses;
U 01t must provide documentation on the scope of services provided and the content of the
contract; OOt may not allocate investinent costs (custodial costs) incurred by the CHC to the
Chinese subsidiaries; _] [ |Service charges must be based on a reasonable mark-up, using the
cost-plus method; and [J [JIf a CHC cannot distinguish between its investment costs and
service costs, tax authorities have the diseretion to make the distinction. In addition to the pending
guidelines, it should be noted that the Chinese tax authorities have introduced measures to
strengthen and improve administration, including their ability to monitor compliance,
Consequently, CHCs are likely to be targeted for future investigation, and their risk of taxation
will increase substantially. Inadequate or incorrect responses during a tax investigation can

negatively affect a CHC, as tollows:
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[ {JPossible double taxation : a transfer pricing adjustment may be made to the CHC's income
without a corresponding adjustment to the income of the CHC's subsidiaries and foreign affiliates;
i Impairment of the reputation and investment of the foreign parent company : a transfer
pricing adjustment may attract the attention of tax authorities responsible for other subsidiaries of
the CHC in China, thus creating a transfer pricing adjustment chain reaction; L [ Disclosure of
sensitive information : if documentation and/or evidence is released improperly, business secrets
or confidential information may be leaked to the public; [l [JExposure of internal deficiencies :
inaccurate tax information provided to tax authorities may lead to the discovery of other tax
deficiencies, and ultimately, an audit; and [J _! Economic loss : inadequate or incorrect responses
during an investigation may result in an erroneous conclusion that could result in tax penalties. To
avoid such consequences, CHCs should consider undertaking a self-assessment on potential
transfer pricing risks for prior years; careful tax planning based on the self-assessment and future
business plans; and the use of effective tax strategies and the preservation of supporting records to
prepare for a potential tax audit. These measures will minimize CHCs' transfer pricing tax
exposure and may create a more advantageous position for CHCs to reduce their overall tax
burden. Because CHCs are still relatively new in China, tax administration of those entities
continues to be in its formative stage. However, with China's accession to the World Trade
Organization, the tax authorities are reinforcing their administrative efforts by adopting stricter,
more formal guidelines, such as the CHC guidelines. Enterprises that may be affected by the
guidelines should reexamine their tax situations now and adopt appropriate measures. The
information contained herein is for general purposes only and is not intended, and should not be
construed, as legal, accounting or tax advice or opinion provided by Deloitte Touche Tohmatsu to
the reader. This material may not be applicable to, or suitable for, the reader's specific
circumstances or needs. Therefore, the information should not be used as a substitute for
consultation with professional accounting, tax, legal or other competent advisers. Please contact
your local Deloitte Touche Tohmatsu professional before taking any action based upon this
information. Copyright 2002 Deloitte Touche Tohumatsu. All rights reserved. For more
information on this tax alert, please contact: Zhang Li-Guo, Ligzhang@deloitte.com.hk or

your local Deloitte Touche Tohmatsu transfer pricing specialist.
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