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Shanghai

SHOS This is a notice of the treatment of tax treaty to

JFC

This document announce that “Japan Finance Corporation” can acquire the duty
free policy.
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SHO06 Notice about the shut down the preferential

policies on the Income Tax for Foreign Investment.

This document is for the unqualified investments which violate the preferential
policies such like invest period, products export etc. They will be drawing back
their allowance , preferential tax and related preference.
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SHO7 Notice about Cancel and revised some process
of administrative examination and approval
This document is for cancel the process of some government administration flow

and procedures. It aims to progress the performance and efficient of the
government work.
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SHO08 Notice about the free VAT on the importing
equipment which the project investment is loan from
Foreign government or international finance
organization.

This document is for the free VAT on the import machinery, not only to the funds
from investors themselves but also to the loan by foreign finance organizations.
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JS01 Preferential Tax Policy Guidance For Enterprises

with Foreign Investment and Foreign Enterprises

www jsgs.gov.cn 2004 4209 A 21 H 11:34:03
Preferential Tax Policy Guidance For Enterprises with Foreign Investment and Foreign
Enterprises
Preferential Turnover Tax Policy
Items shall be exempt from VAT
Preferential tax policies for agricultural means of production
Preferential VAT policies for part of the products made through muttiple utilization of
resources
Preferential consumption tax policies for scented soap and vehicle tire
Preferential Tax Policies of EFls and FEs Income Tax
Taxation at reduced rates
Taxation on enterprise income at 15%
Taxation on enterprise income at 24%
Fixed term tax reductions and exemptions
Two year's exemptions adjoining three year's 50% reduction
Other fixed term tax reductions and exemptions
Tax refund on reinvestment
Comprehensive regional tax incentives
Other tax incentives
Withholding tax
Profit (Dividend)
Interest
Royalty
Rentals
Benefits Received from Transfer of Property

Preferential Turnover Tax Policy

I. tems shall be exempt from VAT:

1. Self-produced agricultural products sold by agricultural producers;

2. Contraceptive medicines and devices,

3. Antique books;

4. Instruments and equipment imported which is directly used in scientific research,
experiment and education,

5. Materials and equipment imported from foreign government and international
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organizations as assistance free of charge;

6. Equipment and machinery required to be imported under contract processing, contract
assembly and compensation trade,

7. Afticles imported directly by organizations for the disabled for special use by the
disabled;

8. Sale of goods which have been used by the sellers.

11. Preferential tax policies for agricultural means of production:

1.Following goods are exempted from VAT:

i. Forage, including large amount unitary forage, mixed forage, compound feed,
concentrated forage,

ii. Agricultural fims;

iii. Certain kind of chemical fertilizer;

iv. Agricultural pesticides within designated scope produced and sold by pesticide
factories,

v. Seeds, seedling, chemical fertilizer, pesticide and agriculture machinery marketed by
whole sales and retail.

Ill. Preferential VAT policies for part of the products made through multiple utilization of
resources:

1. The construction building materials, which combined with content of 30% coal gangue,
stone coal, powdered coal and furnace slag (not including blast furnace wet slag), should
be exempted from VAT,

2. The gold extracted from liguid waste and offscum should be exempted from VAT.

IV. Preferential consumption tax policies for low pollution emission vehicles:

Beginning from Jan. 1st 2000, cars, cross-country vehicles and mini-buses with low
pollution emission will be granted with 30% reduction of the consumption tax.

V. Preferential consumption tax policies for scented soap and vehicle tire:

1. Beginning from Jan. 1st, 2001, scented soap listed in the taxation item of “Skin & Hair
Care Product” would be exempted from consumption tax.

2. Beginning from Jan. 1st, 2001, “radial tire” listed in the vehicle tire taxation item will be
exempted from consumption tax. The renovated tire will be free from consumption tax.
The consumption tax on the rest of the tires will be levied at 10%.

Part Il Preferential Tax Policies of EFIs and FE Income Tax

1. Taxation at reduced rates

1. Taxation an enterprise income at 15%

A 15% Enterprise Income Tax rate shall apply to those EFIs located in Special Economic
Zones, Foreign Enterprises (hereinafter referred to as FE) with establishments or fixed
places in Special Economic Zones engaged in production and business operation, as well
as those EFI of production nature which have establishments in Economic and
Technological Development Zones.

The Enterprise Income Tax on EFt in Coastal Economic Open Zones, in old urban districts
of cities where the Special Economic Zones or the Economic and Technological

-
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Development Zones are located, or other places specified by the State Council, may be
imposed at the reduced rate of 15%, provided that the operation activities of those
enterprises are centered on power and energy, transportation and communication, harbor
and port, dock and wharf, and other projects inspired by the State Council. The specific
rules shall be stipulated by the State Council.

(Section 1, 3 of Article 7, the Tax Law)

The application of 15% reduced Enterprise Income Tax rate mentioned in paragraph 1 of
article 7, Tax Law, is limited to incomes procured by enterprises from production and
business operation in the respective areas specified in paragraph 1, article 7.

(Section 1 of Article 71, the Detailed Rules)

The Special Economic Zones mentioned in paragraph 1.article 7, refers to those special
areas sanctioned by the State Council including Shenzhen, Zhuhai, Shantou, Xiamen,
Hainan Island, the Economic Technological Development Zones refers to areas set up in
coastal port cities which are under the approval of the State Council.

(Article 69, the Detailed Rules)

The enterprises that may enjoy 15% of the reduced income iax rate, as stipulated in
paragraph 3, article 7 of the Income Tax Law, are mainly listed below:

1. EFls of production nature which have establishments in the old urban districts of the
cities where the Coastal Economic Open Zones, Special Economic Zones, the Economic
Technological Development Zones are located, and which are engaged in the following
projects:

a. Technology intensive or knowledge intensive projects;

b. Projects with foreign investment of $30 million or more, and with a long period of
recovery of investment;

c. Projects engaged in energy, transportation and communication, port constructions

2. Foreign-Chinese Equity Joint Ventures engaged in the construction of ports and docks;
3. Foreign banks, Foreign-Chinese Joint Invested Banks and other financial institutions
located in Special Economic Zones or other places approved by the State Council, with
the capital provided by foreign investors or operation funds acquired from the
headquarters of foreign banks totaling no less than $10 million; and at the same time with
an operation period of ten years or more;

4. EFls of production nature set up in Pudong New Area, Shanghai; and any EFl engaged
in energy exploitation and transportation construction projects such as airports, ports,
railways, highways, and electricity power stations;

5. The accredited high technological EFls set up in New and High-Technology Industrial
Development Zones identified by the State Council; or the accredited new technological
EFI situated in Beijing New Technology Development and Experiment Zones;

6. Any EF| established in other places specified by the State council and engaged in such
projects as encouraged by the State.

Any EFl which meet the criteria set in item 1 of this Article shall, upon the application's
having been endorsed by the State Administration of Taxation, be eligible for a reduced
income tax rate of 15%.

(Article 73, the Detailed Rules)

2.Taxation on enterprise income at 24%




Any EFI of a production nature situated in the urban district of the cities which boast a
Coastal Economic Open Zone, a Special Economic Zone or an Economic and Technology
Development Zone shall be eligible for a reduced income tax rate of 24%.

(Section 2 of Article 7, the Tax Law)

The tax objectives enjoying a 24% rate, as stated in paragraph 2, Article 7 of the Income
Law, shall only be limited to income derived from production or business operation within
the areas specified in paragraph 2, Article 7 of the Income Law.

(Section 2 of Article 71, the Detailed Rules)

The ‘Coastal Economic Open Zones' stated in paragraph 2, Article 7 of the Income Law,
refers to any coastal city, county, or district sanctioned by the State Council.

(Article 70, the Detailed Rules)

Il. Fixed term tax reductions and exemptions

1. Two year’'s exemptions adjoining three year's 50% reduction

Any EFI of a production nature intended to conduct business in China for at least 10 years
shall, from its first profits-making year, be entitled to two year's income tax exemption
adjoining three year's 50% reduction. However, such exemptions and reductions shall not

apply to those EFl engaged in the exploitation of such natural resources as oil, natural gas,

rare and precious metals, since tax policies of these lines shall be formulated separately
by the State Council. In addition, it is compulsory for those EFIs which have already
enjoyed tax exemptions and reductions to spit out the exact amount if their actual
operation period is no more than 10 years.

(Section 1 of Article 8, the Tax Law)

The tax incentives specified in paragraph 1, Article 8 of the Tax Law shall not be put on
those EFls engaged in the exploitation of such natural resources as petroleum, natural
gas, rare and precious metals, unless and until other related regulations are made by the
State Council.

(Article 78, the Detailed Rules)

Any EF| which meet the qualifications of paragraph 1, Article 8 of the Tax Law, which may
enjoy tax exemptions or concessions, shall report its line, main products, operation period,
etc to the local competent tax authorities for approval, otherwise its tax incentives shall be
denied.

(Section 2 of Article 74, the Detailed Rules)

2. Other fixed term tax reductions and exemptions

Any relevant regulation issued by the State Council prior to the effectiveness of this Law
will still hold to the extent that the relevant regulation has provided more attractive tax
treatment as of a longer period of exemption or reduction for those EFls which undertake
production and construction projects like energy, communications, harbor, docks etc, or
has provided such preferential tax treatment as exemptions and reductions for those EFls
engaged in non-production nature projects.

(Section 2 of Article 8, the Tax Law)

‘Any relevant regulation issued by the State Council prior to the effectiveness of this Law’
in paragraph 2, Article 8 of the Tax Law covers the following regulations of tax exemptions
and reductions decreed by the State Council:

a. Any Chinese-foreign equity joint ventures undertaking port or dock construction with an




operation period exceeding 15 years shall, upon its application having been endorsed by
the competent tax authorities at the provincial level, from the first year of its making profits,
be exempted from enterprise income tax for five consecutive years adjoining another five
years of 50% reduction.

b. Any EFI established in Hainan Special Economic Zone with its operation period no less
than 15 years shall, upon its application having been endorsed by Hainan provincial tax
authorities, be granted income tax exemption starting from the first profit-making year, for
5 consecutive years adjoining another 5 years of 50% tax reduction, provided that that EF|
should fall into the category of undertaking the construction of such infrastructure projects
as airports, ports, docks, railways, highways, power stations, coal mines, water
conservancy, or in the development and operation of agriculture.

c. Any EFI established in Pudong New District, Shanghai, with its operation period no less
than 15 years shall, upon its application having been endorsed by the Shanghai tax
authorities, be granted income tax exemption starting from the first profit-making year, for
5 consecutive years adjoining another 5 years of 50% tax reduction, provided that that EF!
should fall into the category of undertaking the construction of such energy and
communication projects as airports, ports, railways, highways, and power stations.

d. Any EFI of the service sector situated in Special Economic Zones, with its total foreign
investment amounting to $5 million or more, and with its operation period exceeding 10
years shall, upon its application having been endorsed by the competent tax authorities,
be granted income tax exemption for the first profit-making year, tagged along with 50%
tax reduction for the second and third year.

e. Foreign banks, Foreign-Chinese Joint Invested Banks and other financial institutions
located in Special Economic Zones or other places approved by the State Councii shall,
upon the application having been endorsed by the competent tax authorities, be
exempted from income tax for the first profit-making year adjoining another two years of
50% tax reduction, provided that the capital granted by foreign investors or operation
funds acquired from the headquarters of foreign banks is no less than $10 million, and that
those financial institutions shall conduct business in China for no less than ten years.

f. Any Chinese-foreign equity joint venture recognized as new and high-technology
enterprise and established in new and high-technology industrial development zones
approved by the State Council, with its operation period exceeding 10 years shall, upon its
application having been endorsed by the competent tax authorities, be eligible for
exemption from Enterprise Income Tax for the first and second profit-making years. To
those EFls located in the Special Economic Zones and in the Economic Technology
Development Zones, the appropriate tax incentives of those zones shall remain
applicable.

g. Any export-oriented EF| shall, after its expiration of exemption or reduction stated in the
Tax Law, be entitled to a further 50% reduction on Enterprise Income Tax at a rate
specified in the Tax Law, provided that at least 70% of its annual products have been
exported. In addition, for those export-oriented EFls which are situated in the Special
Economic Zones, the Economic Technological Development Zones or which have already
enjoyed 15% rate and exported 70% of its annual products or more, the Enterprise
Income Tax rate shall be further reduced from 15% to 10%.

LG
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h. Technological advanced enterprises with foreign investment may, upon the expiration of
the Enterprise Income Tax exemption and reduction period as stipulated by the Tax Law,
enjoy a further 50% reduction in Enterprise Income Tax for three years based on the rate
stipulated by the Tax Law, provided that they remain technologically advanced
enterprises.

i. Other regulations relating to the exemption and reduction of enterprise income tax
having been promuigated, or having been approved for promulgation by the State Council.
In applying for Enterprise Income Tax exemption or reduction pursuant to the provisions of
Item 6, and Item 7, and Item 8 of this Article, any EFI shall submit the relevant certifying
documents issued by the competent departments to the local tax authorities for
examination and confirmation.

(Article 75, the Detailed Rules)

1ll. Tax refund on reinvestment

Foreign investors of any EFI who reinvest directly in the same EF| with his (her) share of
profits so as to increase registered capital, or use his share of profits as capital investment
to set up other EFls whose operation period is no less than 5 years shall, upon the
investors' application having been approved by the relevant competent tax authorities, be
refunded 40% of Income Tax already paid on the reinvestment amount. However, other
preferential tax regulations shall be applicable if there exist such regulations issued by the
State Council. Furthermore, a foreign investor is bound to repay his (her) refunded tax if
he (she) withdraws investment before the expiration of a period of 5 years.

(Article 10, the Tax Law)

1. Prerequisite and qualification for rebate on reinvestment

The expression of ‘reinvest directly’ mentioned in Article 10, the Tax Law, means that
foreign investors of any EFI increase their proportion of registered capital with their share
of profits derived from the same EFI or use those profits as capital to set up new EFls.

In assessing the refundable tax amount in accordance with the provisions of Article 10 of
the Tax Law, the said foreign investor shall provide supporting documents certifying the
attributable year in which the profits were reinvested; where no supporting documents can
be provided, the local tax authorities shall determine the year using appropriate methods.
Foreign investors shall, within one year from the date the funds are actually invested,
apply to the original tax collecting authorities for tax refund and submit a document
certifying the amount and duration of the added or new capital investment.

(Article 80, the Detailed Rules)

The ‘period of operation’ in Article 10 of the Tax Law shall be counted according to the
following principals: the period of operation shall be counted from the date when the
reinvestment funds are actually invested, if foreign investors in any EF| directly reinvest
the profits allocated from that EF| into the same enterprise or other EFIs who have already
started production or operations (including trial production, trial operation); however, the
period of operation shall be counted from the date when the new enterprise starts
production or operation ( including trial production or operation), if the foreign investors
reinvest in establishing new EFls.

(GUO SHUI FANO. 009 [1993))

Regarding reinvesting in China with the profits obtained from his EFI, a foreign investor
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must first use the said profits to make up his insufficient legal capital, if such is the case;
therefore, only the rest of that profit in the form of reinvestment shall be eligible for tax
refund according to relevant regulations.

(GUO SHUI HAN FANO. 304 [1990))

Any foreign investor in EFIs shall not enjoy such incentives as tax refund if the profits with
which he reinvests are derived from liquidation.

(GUO SHUI FA NO. 009 [1993))

Where a foreign partner of any Chinese-foreign equity joint venture first remits his share of
profits outside China, saves it in foreign banks or uses it as working capital for trade, and
then reinvests it in Chinese-foreign equity joint venture, the provisions for the tax refund
on reinvestment shall not apply.

(CAI SHUI WAI ZI NO. 82)

2. Repayment of 60% of tax refund

Any foreign investor making reinvestment so as to establish and expand export-oriented
or technologically advanced enterprises shall repay 60% of tax refund if he fails to meet
the standards of export-oriented enterprises in three years after starting production or
operation; or if he fails to be recognized as technologically advanced enterprises within
the said three years.

(Section 3 of Article 81, the Detailed Rules)

3. Other regulations concerning tax refund

EFls whose total shares are held by foreign investors, and who are totally engaged in
investment business shall be treated as foreign investors, thus enjoying the incentives of
tax refund specified in the Detailed Rules and other relevant regulations.

(CAI SHUI ZI NO. 083)

The preferential regulations regarding a tax refund on reinvestment stipulated in the Tax
Law and in the Detailed Rules only apply to foreign investors. EFIs in China who invest in
other places as investors are not foreign investors. The preferential regulations regarding
a tax refund on the reinvestment stipulated in the Tax Law and the Detailed Rules for
foreign investors only apply to EFIs whose total share are held by foreign investors and
who are totally engaged in investment business, since such EFls may be regarded as
foreign investors according to the provisions of Section 2 in Article 1 of CAl SHUI ZI [083}
1994 “Notice on Several Taxation Problems Regarding the Enterprises with Foreign
Investment Engaged in Investment Business” issued by the Ministry of Finance and the
State Administration of Taxation. Apart from that, no other EFIs shall be granted tax refund
on reinvestment specified in the Tax Law and its Detailed Rules.

(GUO SHUI HAN FA NO. 154 [1995))

IV. Comprehensive regional tax incentives

1.Special Economic Zones, Economic Technological Development Zones and Coastal
Open-up Cities

a. Special Economic Zones (SEC)

Income Tax shall be collected at the reduced rate of 10% on income from dividends,
interest, rentals, royalties and other sources in SEC obtained by foreign investors who
have no establishments in China except where tax exemption are carried out according to
tax laws. The SEZ People's Governments shall make decisions on more favorable tax
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exemption and reduction for foreign investors who provide capital or equipment on terms
preferential to China or who transfer advanced know-how.

b. Economic Technological Development Zones (ETDZ)

Income Tax shall be collected at the reduced rate of 10% on income from dividends,
interest, rentals, royalties and other sources in ETDZ obtained by foreign investors who
have no establishments in China except where tax exemption are carried out according to
tax laws. The People’s Government of the city where ETDZ is located shall make
decisions on more favorable tax exemption and reduction for foreign investors who
provide capital or equipment on terms preferential to China or who transfer advanced
know-how.

¢. Coastal Open-up Cities (COC)

Income Tax shall be levied at the reduced rate of 10% on income from dividends, interest,
rentals, royalties and other sources in OLD URBAN DISTRICTS obtained by foreign
investors who have no establishment in China, except where tax exemption are carried
out according to tax laws. The People's Government of the city shall make decisions on
more favorable tax exemption and reduction for foreign investors who provide capital or
equipment on terms preferential to China or whose transferred know-how is advanced.
(GUO FANO. 161{1984))

2. Coastal Open Areas

Income Tax shall be levied at the reduced rate of 10% on income from dividends, interest,
rentals, royalties and other sources in Economic Open Areas obtained by foreign
investors who have no establishment in China, except where tax exemption are carried
out according to tax laws. The People’'s Government of the provinces, autonomous
regions and municipalities shall make decisions on more favorable tax exemption and
reduction for foreign investors who provide capital or equipment on terms preferential to
China or whose transferred know-how is advanced.

(CAI'SHUI Zt NO. 091 [1988))

3. New and High technology Industrial Development Zones

According to provisions specified in Section 2 of Article 7, Section 1 of Article 8, the Tax
Law, and ltem 5 & 6 in Section 1 of Article 75, the Detailed Rules, those tax incentives
applied to New-and-High Technology EFls (NHTEF1) can be further expounded as the
following:

a. Those new-and-high technology EFls set up in New and High-Technology Industrial
Development Zones identified by the State Council, or the new technological EFls situated
in Beijing New Technology Development and Experiment Zones, shall, from the date
when their status as NHTEF| have been recognized, be levied on income tax at a reduced
rate of 15%.

b. Aside from New-and-High Technology set up in Beijing New Technology Development
and Experiment Zones (BNTDEZ), any other New-and-High Technology EFI of production
nature intended to conduct business in China for at least 10 years shall, from its first
profit-making year, be entitled to two year's income tax exemption adjoining three year's
50% reduction.

c. Where the tax year in which an EFI is recognized as New-and-High Technology EFI
comes after its profit-making year, or where the tax year in which an EFI located in
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BNTDEZ is recognized as New-and-High Technology EFI comes after its starting
operation year, the remaining tax exemption period (if any) shall still take hold. However, if
the time when an EFI is recognized as New-and-High Technology EFI comes after the
expiration of tax exemption period, no relevant tax incentives shall be available.

(GUO SHUI FANO. 151 [1994])

4. Tourist and Holiday Resort Areas

Enterprise Income Tax shall be levied at the reduced rate of 24% for EFls established in
these areas; of which the production EFIs scheduled for an operating period no less than
10 years shall, from the year it begins to make profit, be exempted from Income Tax for
the first and second years and allowed a 50% reduction of Income Tax for the third to the
fifth years.

Tax incentives already implemented in the region where the national tourist holiday resort
area is located shall be continued in the national tourist holiday resort area.

(GUO SHUI FANO. 248 [1992])

5. Provincial Capital and Coastal Open-up Cities

Income Tax shall be levied at the reduced rate of 10% on income from dividends, interest,
rentals, royalties and other sources in the said city areas obtained by foreign investors
who have no establishment in China, except where tax exemption are carried out
according to tax laws. The People’s Municipal Government shall make decisions on more
favorable tax exemption and reduction for foreign investors who provide capital or
equipment on terms preferential to China or whose transferred know-how is advanced.
(GUO SHUIFANO. 218 [1992])

6. Suzhou Industrial Park

a. According to the provisions in ‘Reply to the Relevant Questions About Development
and Construction of Suzhou Industrial Park’ (Document No. 9 [1994]) made by the State
Council (hereinafter referred to as ‘Reply’), EFIs engaged in construction projects for
infrastructure facilities regarding communication and energy resources such as the
construction of ports, docks, railways, highways and power stations shall enjoy a reduced
income tax rate of 15% according to Section 1 of Article 7, the Tax Law. The enterprise
income tax shall be levied at the reduced rate of 15% on EFls who are engaged in the
above projects and who operate outside the Suzhou Industrial Park but still in Suzhou city,
provided the said EFls conform to the provisions in ltem 1 of Section 1 in Article 73, the
Detailed Rules and at the same time get the approval from the State Administration of
Taxation.

b. On the basis of the existing tax incentives policies of the State, Chinese-foreign equity
joint ventures engaged in construction of ports and docks in Suzhou city shall enjoy
exemption from Enterprise Income Tax for 5 years from the first profit making year and a
50% reduction of the Enterprise Income Tax for the following 5 years according to Item 1
of Section 1 in Article 75, the Detailed Rules. The EFIs engaged in construction projects
regarding communication, energy resources and infrastructure such as railways,
highways, power stations and the accessory facilities in Suzhou Industrial Park shall enjoy
a fixed term tax exemption and reduction of Income Tax according to Section 1 of Article 8,
the Tax Law. However, for the very large scale and special projects which need more tax
incentives, the relevant enterprise may file a report to the competent taxation authorities
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for approval according to the provisions in Article 3 of the Reply.

¢. Chinese-Singapore Equity Development Company responsible for the development
and construction of Suzhou Industrial Park and mainly engaged in the construction of
infrastructure and public facilities in the Park may enjoy tax incentives applying to the
production EFls established in Economic and Technological Development Zones.

(GUO SHUI HAN FANO. 128 [1995]

7. Bonded Areas

The Enterprise Income Tax shall be levied at the reduced rate of 15% for production EFls
engaged in processing products for export in the bonded areas.

(GUO SHUI HAN FANO. 1123 [1991))

@ To those production EFls in Zhangjiagang Bonded Area (ZBA) who process products
for export purposes, the reduced rate of 15% shali be applicable.

No local income tax shall be levied on EFls located in ZBA.

@ Any production EFis in ZBA scheduled for an operating period no less than 10 years
shall, from the year it begins to make profit, be exempted from Income Tax for the first and
second years and allowed a 50% reduction of Income Tax for the third to the fifth years. In
addition, the export-oriented EF| shall, after its expiration of exemption and reduction
period, be entitled to a more preferential income tax rate of 10%, provided that at least
70% of its annual products have been exported. And those technological advanced
enterprises with foreign investment may, upon the expiration of the Enterprise Income Tax
exemption and reduction period as stipulated by the Tax Law, enjoy a further reduced rate
of 10% on Enterprise Income Tax for three years, provided that they remain
technologically advanced enterprises.

® Income Tax shall be levied at the reduced rate of 10% on income from dividends,
interest, rentals, royalties and other sources in the said city areas obtained by foreign
investors who have no establishment in China, except where tax exemption are carried
out according to tax laws. The People's Government of Jiangsu Province shall make
decisions on more favorable tax exemption and reduction for foreign investors who
provide capital or equipment on terms preferential to China or whose transferred
know-how is advanced.

@ Foreign investors of any EF| who reinvest directly in the same EF! with his (her) share
of profits so as to increase registered capital, or use his share of profits as capital
investment to set up other EFIs whose operation period is no less than 5 years shall, upon
the investors’ application having been approved by the relevant competent tax authorities,
be rebated 40% of Income Tax already paid on the reinvestment amount. Furthermore, if
the said profits are reinvested in order to establish or expand export-oriented enterprises
and high-tech enterprises, all the paid tax for the said profits shall be refunded.

(SU SHUI WAI FANO. 020 [1993))

8. Kunshan Economic and Technology Development Zone (KETDZ)

Any EFI| established in Kunshan Economic and Technology Development Zone shall be
levied at the reduced rate of 15% on its Enterprise Income Tax.

Aside from the above tax incentive, no other preferential tax policies applying to Economic
and Technology Development Zones in Coastal Open Cities are available for EFls
established in Kunshan Economic and Technology Development Zone.

- -
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(HUO SHUI HAN FANO. 424 {1992))

IV. Other tax incentives

1.Tax incentives concerning agriculture, forestry, animal husbandry, and tax incentives in
remote undeveloped areas

EFls engaged in agriculture, forestry and animal husbandry, or established in remote
undeveloped areas may, upon the enterprises’ applications having been approved by the
competent tax authorities under the State Council, be allowed a 15% to 30% reduction of
the amount of Income Tax payable for a period of 10 years following the expiration of the
period for tax exemption or reduction provided for in the previous provisions.

(Section 3 of Article 8, the Tax Law)

2.Tax exemption on long-term investment

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

(Article 18, the Detailed Rules)

3.Tax incentives for two kinds of enterprises

As stipulated in Section 8 of Article 1, the Detailed Rules, any technologically advanced
EFI may, upon the expiration of tax exemption & reduction on Enterprise Income, be
granted a further 50% reduction on Enterprise Income Tax for another three consecutive
years, provided that the EFI remains to be technologically advanced enterprise after the
said expiration; however, if the half reduced rate falls under 10%, the effective tax rate
shall still be 10%, according to the provisions in Section 3, Article 3 of “Implementation of
the Tax Incentives Regarding ‘Regulations on Encouraging Investment of Foreign
Enterprise’ by the State Council”.

(GUO SHUI FANO. 165 [1991])

As stipulated in Section 7 of Article 75, the Detailed Rules, any export-oriented EFI may,
upon the expiration of tax exemption & reduction as provided in the Tax Law, be granted a
further 50% reduction in Enterprise Income Tax based on the rate listed in the Tax Law,
provided that the said EFI export no less than 70% of its annual products. As regards the
determination of what makes up the total value of exported goods, some specific rules
have been laid down in “Implementation Regulation of the Ministry of Foreign Trade and
Economic Cooperation on Recognition and Confirmation of Export-oriented EFls and
Technologically Advanced EFIs” promulgated on January, 26, 1995, by the Ministry of
Foreign Trade and Economic Cooperation. Furthermore, the SAT (State Administration of
Taxation) shares the same view in this respect, which indicates that the total value of
goods exported by export-oriented EFls shall be composed of the following parts:

1. Value of goods exported by the EF| itself;

2. Value of goods exported by Imp. & Exp. Corporations as agency of the EFI;

3. Value of the goods exported by Imp. & Exp. Corporations buying those goods from the
EFI.

4. Expenses of processing materials supplied by clients outside China;

5. Value of goods exported in such approaches as recognized by the Ministry of Foreign
Trade and Economic Cooperation.
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In computation of the proportion of exported goods to total output of any EFI, some
reference can be drawn upon figures in the Performance Statements which are inspected
and confirmed by the Ministry of Foreign Trade and Economic Cooperation.

(GUO SHUI HAN FANO. 645 [1995])

1. Any EFI undertaking port-and-docks-related projects shall, upon the approval of its
application, be granted relevant tax incentives for revenues derived from such special
activities as loading or unloading of cargo. transshipment, deposit, storage. container
assembling or dismantling, transportation within port areas, fixing or maintenance of ships
within the docks etc, since such revenues can be regarded as business or operation
revenues of the said EFIl. However, activities like goods delivery outside ports, ships
maintenance outside docks, offshore rescue, productions on the basis of utilization of
waste or remnant materials shall not be considered as business or operation activities of
the foregoing EF |, hence the corresponding revenues shall be given no tax incentives and
shall be calculated and filed separately as required by Article 2 of this Circular.

2. According to relevant provisions in the Detailed Rules, tax incentives shall be given to a
port-and-dock-related EF| conducting special activities as specified above, only after it
submits its application for approval to the competent tax authorities at provincial level or
the State Administration of Taxation (SAT); no tax offices in any city or county are granted
the right of sanctioning such applications.

3. In pursuance of Article 2 of this Circular, field tax offices should submit to competent
provincial tax authorities for approval the enterprise’s methods of discriminating between
revenues & costs from common activities and revenues & costs derived from special
activities.

4. The gamut of documents presented to tax authorities by an EFI which requires tax
incentives for revenues from special activities is as follows:

a. Enterprise’s application;

b. Business license,

c. Contract or business charter,

d. Certificate for undertaking special activities,

e. Capital assessment reports by Chinese Certified Public Accountant.

(SU GUO SHUI FA NO. 440 (1995))

4.Deduction of research & development (R&D) expenses from taxable income

Recent resolution made by the State Council indicates that any EFI's actual incurred R&D
expenses shall, upon the application having been endorsed by competent tax authorities,
be allowed a 50% deduction from its annual taxable income, provided that the said EFI's
annual R&D expenses go up by 10% or more. Some specific rules concerning
implementation of the corresponding tax incentives are put as follows:

1. The filing period limit, checking or inspecting procedure and the approval rights shall be
regulated, after having taken in account of the local pragmatic situation, by the provincial
competent tax authorities with reference to the current tax laws & regulations as well as
this Circular, and shall be further reported to the State Administration of Taxation for future
reference.

The R&D expenses mentioned in the foregoing provision include: new product designing
fee or art and craft process designing fee arising from developing new products, new
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technology, and new manufacturing process; equipment performance test fee; material or
semi-products developing fee; expenses on purchasing technological books and
reference materials; periodical trial fee outside the scope of State Strategy Planning;
salaries or wages of research workers; depreciation of research equipment; other
expenses relevant to the research and development of new products and technology.
However costs of buying technology or its utilization rights from another enterprise, as well
as costs for maintenance and after-sales service of resulted technology shall fall outside
the scope of R&D expenses.

2. Where an EFI's annual R&D expenses have increased by 10% or more over the
previous year, and the 50% of the said R&D exceeds the amount of its annual taxable
income, only the overlapped amount shall be deducted, while the excess amount is
disallowed deduction in that year and the year that comes after.

In case that an EFI's annual taxable income is zero resulting from the profits being carried
over to offset its previous year's losses, as permitted by Article 11, the Tax Law, the annual
R&D expenses deduction shall not be applicable.

3. This Circular shall also apply for the R&D expenses arising from business activities or
operations of any Foreign Enterprises with permanent establishment or fixed places in
China.

4. This Circular shall be effective as of January 1st, 2000.

(GUO SHUI FANO. 173 [1999))

5. Income tax credit for investment with purchased domestic equipment

To carry out the CCCCP* and the State Council's guidelines of attracting foreign
investment and encouraging EFIs and Foreign Enterprises to utilize domestic equipment,
this regulation addressing some problems on income tax credit for investment with
purchased domestic equipment has been promulgated and made public as follows:

1. For any EFI established in China, 40% of the investment with purchased domestic
equipment may be credited from the annual increased parts of income tax on the said EFI
when purchasing domestic equipment, provided that three requirements are satisfied:

a. The value of the purchased domestic equipment must be within the total amount of
investment;

b. The purchased domestic equipment must be in the list of “encouraged category” or
“restricted category (B)" of the “Industry Guidance Catalogue for Foreign Investment”, as
stipulated in “Circular of the State Council on Adjustment of Tax Policies for Imported
Equipment”

(GUO FANO 37 [1997])

c. The purchased domestic equipment must not be in the list of catalogue of “Imported
Commaodities for Foreign Invested Projects without Tax Exemption” as stipulated in the
Circular NO 37 issued by the State Council.

This regulation shall also be applicable to Foreign Enterprises with permanent
establishment or fixed places in China.

Any purchased domestic equipment whose value is beyond the total amount of
investment, shall also enjoy 40% credit from the EFI's annual increased parts of income
tax provided that the said equipment is used for the following purposes:

To increase economic profits; raise product quality; diversify products categories; promote
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update of products; lower costs and energy consumption; utilize comprehensively the
natural resources; dispose or handle of wastes; enhance work security and safety; modify
the present facilities and production process with advanced and appropriate new
technology, new process, new equipment and new materials.

2. The purchased domestic equipment eligible for tax credit refers to any equipment
produced domestically for the purpose of business activities and operations, whereas
equipment imported from abroad or manufactured through a vehicle of “SAN LAI YI BU™
shall not be legally recognized as purchased domestic equipment.

3. Where any EFI or Fl is entitled to tax credit from its annual income as a result of
investment with domestic equipment, the amount of its annual increased taxable income
shall be the maximum credit threshold. For those EFIs whose annual increased taxable
income are insufficient for the said credit, the non-credited amount can be deferred to
subsequent years for later credit, provided that there is an annual increase in taxable
income. However, the credit period shall be no more than 5 years.

In addition, any EF| or FI eligible for tax reductions and exemptions, as stipulated in tax
laws or regulations promulgated by the Standing Committee of People's Congress, the
People’'s Congress, and the State Council, shall, during its tax exemption and reduction
period, be granted an appropriate extension of credit period with a maximum threshold of
7 years.

4. When applying for income tax credit on investment with domestic purchased equipment,

any EFI or FI shall present the competent tax authorities with invoices of domestic
purchased equipment and other relevant vouchers.

§. The original value of any domestic equipment purchased by an EFI or Fl shall not
include the refunded amount of Value Added Tax.

6. When computing taxable income, the value of purchased domestic equipment, part of
which is to be credited, can still be depreciated on the basis of its original value.

7. In case that an EF| or Fl leases or sells out the domaestic equipment within 5 years from
the date it is purchased, the said EFI or Fl shall repaid the credited amount of enterprise
income tax.

8. This regulation shall be effective as of July 1st, 1999. The detailed compliance rules
shail be regulated by the State Administration of Taxation.

6. Preferential tax policies for development of software industry and integrated circuit
industry

Article 1. Tax incentives for software makers

a. Beginning from June 24th, 2000 to the end of 2010, the self-developed
&self-manufactured software products sold by any general VAT taxpayer shall, upon the
VAT having been levied at the legal rate of 17%, be granted VAT refund at a rate of 14%.
However, the amount of VAT refunded shall only be used for the purpose of developing
new software products or expanding business activities, and thus no enterprise income
tax will be imposed on that amount since it is not considered as part of taxable income of
the said taxpayer.

b. Enterprises newly established in China shall, upon having been recognized as software
makers, be entitled to an income tax exemption, starting from its first profit-making year,
for two years, and then be further granted a 50% reduction for the next 3 consecutive
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years.
c. In any tax year, those key software makers listed in the National Strategic Layout
Projects who in the mean time fail to be treated with income tax exemptions, shall be
levied at a reduced rate of 10% on enterprise income tax.

d. Remuneration of employees in any software enterprise and the training expenses can
deducted from the enterprise's taxable income on the basis of their actual incurred
amount.

e. Any purchased software whose value amounts to the standard value of fixed assets or
intangible assets, shall be treated and accounted as fixed assets or intangible assets. For
domestic enterprises buying this software, this accounting method shall be endorsed by
the corresponding competent authorities, whereas EFIs whose total investment exceeds
$30 million, such.approval shall go to the State Administration of Taxation. In addition, for
those EFls whose total investment is less than $30 million, the depreciation period or
amortization period for the purchased software may be cut short after being approved by
competent tax authorities. However the minimum depreciation or amortization period shall
be 2 years.

f. Enterprises engaged in design of integrated circuit shall be taxed as software makers,
thus enjoying relevant tax incentives for software industry.

The ‘design of integrated circuit’ refers to the process during which the design
requirements of system, logic, and properties are converted into concrete physical
process.

Article 2. Tax incentives for integrated circuit industry

a. Starting from July 24th, 2000 to the end of 2010, the self-manufactured integrated
circuit products (including single transistor silicon unit) sold by any general VAT taxpayer
shall, upon the VAT having been levied at the legal rate of 17%, be granted VAT refund at
a rate of 11%. However, the amount of VAT refunded shalf only be used for the purpose of
developing new integrated circuit products or expanding business activities, and thus no
enterprise income tax shall be imposed on that amount since it is not considered as part of
taxable income of the said taxpayer.

The 'integrated circuit products’ refers to those products whose electronic components are
integrated into a placard of semi-transistor or a ceramics plane, enclosed in certain bulks
so as to perform specific electronic or systematic functions.

For those integrated circuit products exported or sold to other export-oriented enterprlses
for export purpose, the VAT refund incentives shall not be applicable.

b. For the manufacture equipment of any domestic integrated circuit enterprise, its
depreciation period can be reduced after being approved by the competent tax authorities,
whereas the approval of manufacture equipment of any EF| with total investment no less
than $30 million goes to the State Administration of Taxation. In addition, even for EFls
whose investment is no more than $30 million, the depreciation period may still be cut
short after being endorsed by the competent tax authorities. However, the minimum
depreciation period shall be 3 years.

c. For integrated circuit manufacturers whose total investment exceeds 8 billion RMB or
whose integrated circuit line width is less than 0.25 um, the following extra tax incentives
shall be available:
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i. Sharing the same tax incentives for investment in energy and transportation and
communication projects;

ii. The imported raw materials for production purpose shall be exempted from custom duty
and VAT at imported stage.

The Custom shall facilitate the declaration process for those integrated circuit enterprises
which satisfy the above conditions.

d. Where a recognized integrated circuit enterprise introduces integrated circuit
technology, sets of production equipment or imports special equipment and apparatus for
integrated circuit, no tariff or VAT at imported stage shall be imposed; however, this
exemption shall not be applicable to those technology and equipment listed in “Imported
Commodities for Foreign Invested Projects without Tax Exemption” or “Imported
Commodities for Domestic Invested Projects without Tax Exemption” (GUO FA NO. 37
[1997)) promulgated by the State Council.

Article 3. Tax administration for software and integrated circuit industries

a. The standard for the determination of software makers shall be set jointly by the
Ministry of Information Industry, the Ministry of Science & Technology, the State
Administration of Taxation. Relevant tax incentives shall be available for those software
makers whose names are officially publicized in the list after the said software makers’
having been nominated by the Association of Software industry at city’s level and jointly
approved by the Departments of Information Industry and the Competent Tax Authorities
at the same level.

The list of key software makers within the scope of National Strategic Layout Projects
shall be jointly drawn up by the National Committee of Economic Planning & Programming,
the Ministry of Information Industry, the Ministry of Foreign Trade & Economic
Cooperation as well as the State Administration of Taxation.

b. The integrated circuit enterprise, upon its status having been recognized by the
competent government departments and approved by the tax authorities at the same level,
shall be treated with corresponding tax incentives.

The list of integrated circuit products free of tax, as specified in Section 3, Article 2 of this
Regulation shall firstly and jointly be drawn up by the Ministry of Information Industry, the
National Committee of Economic Planning & Programming, the Ministry of Foreign Trade
& Economic Cooperation as well as the General Custom, then submitted to the State
Council for final approval.

c. The recognition and administration of integrated circuit enterprises shall follow the
same procedure as that of software makers.

d. All the software makers and integrated circuit enterprises shall undergo an annual test,
those who fail the test shail forfeit the status of software makers or integrated circuit
enterprises, thus deprived of the relevant tax incentives.

The competent Custom House should be immediately informed as soon as a software
maker or integrated circuit is stripped of its tax incentive status.

Other detailed rules for the administration of software makers and integrated circuit
enterprises shall be regulated in the future.

July 1st, 2000 shall be the effective date for Articles of this Regulation where no effective
date is specified. And this Regulation shall also override any previous relevant regulations
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in which there are different provisions.

(CAI SHUI ZI NO. 25 [2000])

V. Concessions and exemptions on local income tax

For EFls engaged in industries or projects which are encouraged by the State,
governments at the provincial level are authorized to decide whether or not, as the case
may be, to give those EFIs concessions or exemptions on local income tax.

(Article 9, the Tax Law)

Regulation of Jiangsu Province

Concerning Concessions and Exemptions on

Local Income Tax for Enterprises with Foreign Investment

Article 1. This regulation is formulated in accordance with the specific conditions of
Jiangsu Province and provisions in Article 6 & 9 of the Tax Law.

Article 2. Any EFI established in Jiangsu shall abide by this regulation in order to enjoy tax
reductions and exemptions on its local income.

Article 3. EFIs of production nature shall be free of local income tax during the period of
‘two year exemption adjoining three year 50% reduction’

Article 4. Any EFI of production nature which is also recognized as an export-oriented
enterprise shall, upon the expiration of exemption on local income tax specified in Article 3
of this regulation, be further exempted from local income tax, provided that the said EF|
exports products exceeding 50% of its annual output.

Article 5. Any EFI of production nature which is also a technologically advanced enterprise
shall, upon the expiration of exemption on local income tax specified in Article 3 of this
regulation, be further exempted from local income tax for another three years.

Article 6. EF!s levied at a reduced rate of 15%, as stipulated in the Tax Law, shall be free
of local income tax, provided that those EFIs are of the following types:

1. EFls of production nature established in the Economic Technological Development
Zones.

2.EFls of production nature which have establishments in the old urban districts of the
cities where the Coastal Economic Open Zones, the Economic Technological
Development Zones are located, and which are engaged in the following projects:

a. Technology-concentrated or knowledge-concentrated projects;

b. Projects with foreign investment of $30 million or more, and with a long period of
recovery of investment;

c. Projects engaged in energy, transportation and communication, port constructions
3.Chinese-foreign equity joint ventures engaged in the construction of ports or docks.
4.The recognized high technological EFls set up in New and High-Technology Industrial
Development Zones identified by the State Council.

5.Any EFl established in other places specified by the State Council and engaged in such
projects as encouraged by the State.

Article 7. No local income tax shall be levied on EFIs situated in Development Zones, New
Industry Zones or Industry Villages established under the approval of governments at the
provincial level.

Article 8. The final say or interpretation of this regulation goes to the competent tax
authorities at the provincial level.
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Article 9. This regulation, which enters into force from the date it gets promulgated, shall
override any previous regulation containing different provisions'on the exemptions of local
income tax.

VI. The gamut of EFls of production nature

‘EFIs of production nature’ in Section 1 and 2 of Article 7 and Section 1 of Article 8, the Tax
Law, refers to the EFls engaged in the following industries:

a. Machine building and electronic industries;

b. Energy industries (not including oil and natural gas exploitation);

c. Metallurgical, chemical and building material industries;

d. Light, textile and packaging industries;

e. Medical apparatus and pharmaceutical industries;

f. Agriculture, forestry, animal husbandry, fishery and water conservancy;

g. Construction industry;

h. Communication and transportation industries (not including passenger transportation);
i. Development of science and technology, geological survey and industrial information
consultancy that directly serve production and maintenance and repair service for
production equipment and precision instruments;

j. Other industries that are recognized by the responsible department for taxation affairs
under the State council.

(Article 72, the Detailed Rules)

According to Section 10 of Article 72, the Detailed Rules, ‘other industries’ recognized as
EFIs of production nature can be further expounded as the following:

EFIs professionally engaged in the following businesses may be recognized as production
enterprises with foreign investment:

a. Those engaged in engineering design and in providing labor services (including
consultation for such projects as construction, installation and assembling);

Consultation includes technological assistance and guidance for the improvement of
existing productive technology used for projects or used in enterprises, for the
improvement of business administration, for selection of technologies and for
improvement of the function, efficiency and quality etc. of the existing manufacturing
equipment or products of the enterprise;

b. Those engaged in feeding, aquaculture (including aquatic farming), farming (including
flowers raising), raising poultry, livestock, dogs and cats etc.;

c. Those engaged in scientific research and development of manufacturing technology;

d. Those engaged in directly providing users with warehousing and transport services with
their own transport vehicles and storage facilities.

1. EFlIs professionally engaged in the following business shall not be regarded as
production enterprises with foreign investment;

a. Those engaged in indoor or outdoor preparation and decoration, or installation and set
up of indoor appliance;

b. Those engaged in advertisements, card and picture making as well as book and
magazine issuing;

c. Those engaged in food processing, mainly for sale at their own canteen or at their store
front;

25




Non-confidential attachment C-1.2.7

d. Those engaged in the maintenance and repair of domestic appliances and repair of
anticles for daily use.

2. 'Maintenance and repair of production equipment and precision instruments’ mentioned
in tem 9 of Section 1 in Article 72, the Detailed Rules, does not include the maintenance
and repair of vehicles, electrical appliances, computer monitoring systems, ordinary
instruments and ordinary meters.

(GUO SHUI FANO.109 [1992])

EFls particularly engaged in the development and management of real estate, and in the
sale of residence buildings, do not belong to production enterprise with foreign investment,
thus no tax incentives are applicable.

(GUO SHUI HAN FA NO.505 [1990])

Regulations on Determining Production Enterprises with Foreign Investment

1. The development of science and technology, geological surveys and industrial
consultations directly serving production refer to: such development whose result may
directly constitute technology for manufacturing products, or directly constitute technology
for management of the flow of production; such survey whose data may be directly used
for development and utilization of all kinds of natural resources; and consultations and
software development which are carried out specifically for the utilization of technology or
for the development and utilization of natural resources. However, the development,
surveys and consultations mentioned above do not include such services provided to
various enterprises as accounting, auditing, legal services, assets appraisals, market
information collecting and brokerage etc. as well as computer software development not
serving technology or development and utilization of resources as mentioned above.

2. All EFls, particularly engaged in sales of goods made from purchased goods in a simple
way, e.g. the purchased goods are assembled, packaged, cleaned, selected or organized,
etc, belong to those engaged in sales, if the goods on sale remain the same in shape,
function and composition as and when they are purchased. Therefore enterprises such as
the following shall not be recognized as production enterprises with foreign investment:
enterprises which sell goods simply repaired with imported or purchased sets of
appliances or equipment and parts; enterprises engaged in the sales of various purchased
beverage and foods, which are simply bottled and packed; and the trade providing such
specific services as bottling and packaging.

If enterprises with foreign investment, previously recognized as EFls, do not conform to
the principle of this Notice or if the taxation authorities find it difficult to make decisions in
the future, they shall report the case to the State Administration of Taxation, who shall give
an official written reply after examination and verification of the case.

(CAI SHUI ZI NO.051 [1994))

An investment company engaged in the investment business and other businesses
related to investment (including services such as management, training, agency, etc. for
the enterprise receiving the investment), according to the relevant laws and regulations, is
not a production enterprise as stipulated in Article 7 and Article 8, the Tax Law, and in
Article 72, the Detailed Rules, hence in this case no tax incentives regarding production
enterprises with foreign investment shall be applicable.

(CAI SHUI ZI NO. 083 [1995])
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The EFls engaged in transport activities, as mentioned in Item 8 of Section 1 in Article 72
of the Detailed Rules, include those engaged in the house moving transport business, but
does not include those engaged in the letter delivery business.

(GUO SHUI HAN FANO. 383 [1994))

On the matter of how EFlIs concurrently engaged in production and non-production types
business, shall enjoy tax incentives

1. EFIs whose business scope as defined in its business license does not cover
production, shall not be taken as production enterprises to enjoy relevant tax incentives,
whatever proportion the enterprise’s production business may take in its actual operation.
2. The following tax incentives shall be granted to EFIs whose business scope as defined
in the business license covers both production business and non-production business, or
whose business scope as defined in the business license only covers the production
business, but, who actually also conducts non-production business:

a. In the tax exemption and reduction period counted from the first profit making year of
the enterprise according to the provisions in Article 8 of the Tax Law, the EFIs engaged in
both production and non-production business may apply to the competent tax authorities
in the year when the EFI's income from production business is over 50% of its total
business income, to enjoy the corresponding tax exemption and reduction for the year,
after the examination and verification by the competent tax authorities; the EFI shall not
enjoy the corresponding tax exemption and reduction if its income from production
business is less than 50% of the total business income for that year.

b. The EFls engaged both in production and non-production businesses and established
in the areas where tax is levied at the reduced rate according to Article 7, the Tax Law, and
the relevant regulations by the State Council, shall enjoy the tax reductions starting with
the first year when income from production exceeds 50% of the total income.

(GUO SHUI FANO. 209 [1994))

The EFls engaged in specifically in land leveling business for land development and
house construction may be regarded as building enterprises defined in Item 7 of Section 2
in Article 72, the Detailed Rules, thus enjoying tax incentives applying to EFIs of
production nature.

(GUO SHUI HAN FA NO. 388 [1994])

The so called 'EFis particularly engaged in indoor and outdoor preparation and decoration,

or installation and setting up of indoor appliances who shall not be regarded as production
EFls include:

a. Enterprises engaged in installation of lifts and escalators;

b. Enterprises engaged in preparation and installation of doors and windows etc. for
buildings and structures.

(GUO SHUI HAN FANO. 389 (1994)])

EFls particularly engaged in the development and management of real estate, do not
belong to production enterprises with foreign investment as defined in Article 7 and Article
8 of the Tax Law, and they shall not enjoy the tax incentives for production enterprises with
foreign investment.

{GUO SHUIFANO. 153 [1995])
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IV.Withholding Income Tax

1. Profit (Dividend)

‘Profit’ mentioned in Article 19 of the Tax Law refers to income allocated according to the
ratio of investment and shares and other non-debt profit sharing rights.

(Article 60, the Detailed Rules)

Profits derived by a foreign investor from an enterprise with foreign investment shall be
exempt from Income Tax.

(Article 19, the Tax Law)

‘Profit derived by a foreign investor from an enterprise with foreign investment’ as
referenced in Paragraph 3 item 1, Article 19 of Tax Law refers to the profit made by an
enterprise with foreign investment after deduction of the payment of Income Tax or
reduced Income Tax, or the profit which is exempted from Income Tax, in accordance with
the stipulations of the Tax Law.

(Article 63, the Detailed Rules)

Income Tax shall not be collected on the dividends and extra dividends allocated to
foreign investors from the profits made by enterprises with foreign investment or those
allocated to foreign individuals by Chinese-foreign equity joint ventures according to the
provisions of Article 19 of the Tax Law and Section 2 of Article 5 of the Detailed Rules.
Enterprise Income Tax and Individual Income Tax shall not be levied, provisionally, on
income from dividends (extra dividends) allocated to foreign enterprises and foreign
individuals who have B shares and China’s offshore shares by enterprises in China
issuing those shares.

(GUO SHUI FA No.045 [1993])

2. Interest

(1).Scope of Interest

Interest refers to the following income received by foreign enterprises which have no
establishments or sites in China: interest derived within China such as on deposits or
loans, interest on bonds, interest on other provisional payments and deferred payments.
(ltem 2 of Article 6, the Detailed Rules)

‘Arrangement fee', ‘assumption fee' and ‘proxy fee' in loan agreements, which occurred
with the loan business, should be treated as interest and taxable income.

(CAI SHUI WAI ZI No.264 [1985))

According to the concerning items of international tax agreements and Article 19 of the
Tax Law, interest paid by branches of foreign banks when getting loans from head banks
or other financial institutions belongs to the interest derived from China by foreign banks
and other financial institutions. Therefore, Income Tax on the interest shall be withheld by
the branches of foreign banks from each interest payment.

(GUO SHUI FAN0.123 [1997])

Clarification is given as follows regarding the guarantee income tax:

A. Where a foreign enterprise has no established organization or site in China but derives
guarantee income from sources within China, or where it has such established
organizations or sites within China but its guarantee income is not really connected with
those organizations or sites, such an enterprise shall pay Income Tax on that income
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according to the Article 19 of the Tax Law.

Guarantee income derived from China mentioned above refers to the guarantee fees paid
by enterprises, institutions or individuals in China who received guarantee from
enterprises outside China in economic aclivities such as credit, transaction, goods
transportation, process, leasing, project undertaking, etc..

B. The tax rate of guarantee income should be executed according to the Tax Law,
concerning regulations, set or restricted tax rate of interest income stipulated in tax
agreements.

C. The notification shall enter into force from March 1,1998. As for those agreements
signed before the notification, tax of the guarantee fees occurred and paid afterwards
shall be exempted.

(CAI SHUI ZI No.1 [1998])

(2). Tax Deduction & Exemption of Income from Interest

Income from interest on loans made to the Chinese Government or Chinese State banks
by international financial organizations shall be exempt from Income Tax. The interest
income derived by a foreign bank from loans made to Chinese State Banks at preferential
interest rates shall be exempt from Income Tax.

(ltem 28&3 of Article 19, the Tax Law)

‘International financial organizations’ mentioned in Paragraph 3, ltem 2, Article 19 of the
Tax Law refers to international financial institutions like the International Monetary Fund,
the World Bank, the Asian Development Bank, the International Development Association,
the international Fund for Agricultural Development, etc..

‘Chinese State banks’ mentioned in Item 2&3, Paragraph 3, Article 19 of the Tax Law
refers to 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,
and other financial institutions authorized by State Council to engage in the business of
foreign exchange deposits and loans, etc. for foreign clients. (Article 64, 65 of the Detailed
Rules)

The European Investment Bank belongs to the ‘International financial organizations'
mentioned in Article 19 of the Tax Law, so it may enjoy the tax incentives stipulated in that
article.

(GUO SHUI HAN FA No.328 [1995])

According to Article 65 of the Detailed Rulss, financial institutions with foreign investment
in China, such as branches of foreign banks, banks and financial affair companies with
foreign investment, etc., do not belong to the ‘Chinese State Banks' described in ltem 3,
Paragraph 3, Article 19 of the Tax Law. Therefore, Income Tax shall be levied on the
interest of loans made to foreign financial institutions by foreign banks.

(GUO SHUI HAN No.372 [1997])

3. Royalty

(1). Scope of Royalty

Royalty refers to the income received from the provision of patents, technical know-how,
trademarks and copyright for use in China, which is derived by foreign enterprises in
China who have not established organizations or sites.

(item 2 of Article 6, the Detailed Rules)
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Clarification is given as follows regarding the Income Tax collection on income from
copyright (derived inside China) of movies, audio products and audio-video products
collected by foreign companies, enterprises and other organizations (hereinafter referred
to as ‘foreign enterprises’) who do not have establishments in China.

i. Income Tax shall be levied at the rate of 20% as stipulated in the Tax Law on income
obtained by foreign enterprises from use of the copyright of movies, audio-video products
and audio products provided by foreign enterprises to Chinese companies, enterprises
and institutions (including TV stations, broadcasting stations, film distribution and
projection companies and audio-video publishing houses) except those in the special
economic zones, economic and technological development zones and coastal economic
open zones where such Income Tax may be collected at the reduced rate of 10%
according to the relevant provisions. Income Tax shall be withheld from each payment
given by the payers of royalty fees.

ii. As for the copyrights of movies, audio-video products and audio products provided by
foreign enterprises to be used in education, scientific research, environmental protection
and medical care efc., if they are really helpful to the scientific and cultural communication
between China and other countries and the royalties are relatively low, thus needing tax
incentives such as tax exemption and reduction, the foreign enterprises may present
application to the local tax authorities via the copyright purchasers and then the
application shall be reported to the State Administration of Taxation for approval after
examination and verification by the local taxation authorities.

iii. If the foreign enterprise wha provides copyrights of movies, audio-video products and
audio products comes from a country with whom China has signed an agreement for
prevention of double taxation, the foreign enterprise may ask for and enjoy the tax
incentives on royalties at a limited rate according to the agreement.

iv. The purchasers (companies, enterprises and institutions) of the copyrights of movies,
audio-video products and audio products provided by the foreign enterprise shall withhold
tax at each royalty payment according to the provisions of the Tax Law. The taxation
authorities shall collect fines or surcharges for overdue tax payments according to the
provisions of Article 14 and 15 of the “Income Tax Law of the People’s Republic of China
on Foreign Enterprises”, if the tax is not withheld in time or the tax that should be withheld
is not withheld.

v. This notification shall enter into force from September 1, 1990. At the same time, the
notification of CAl SHUI WAI ZI No. 46 shall stop executing.

As for those copyright transfer agreements signed before the notification enter into force,
articles clearly put in agreements about tax incentives such as tax exemption and
reduction can still be executed until the deadline of agreements (not including prolonged
agreements henceforth).

(GUO SHUI HAN FA No.960 [1990])

(2).Calculation of payable royalty tax

The gross royalties obtained from the provision of patents and technical know-how include
the drawing and information fees, technical service fees, personnel training fees and other
relevant fees.

(Article 59, the Detailed Rules)
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Where a foreign enterprise has no established organization or site in China but derives
royalties from sources within China, or where it has such established organizations or
sites within China but the royalties it earns are not really connected with those
organizations or sites, such an enterprise shall deduct the business tax payment handed
in according to “Provisional Regulations of the People’s Republic of China on Business
Tax" when the enterprise income tax is calculated.

(CAI SHUI ZI No.59 [1998])

(3).Tax Exemption and Deduction of royalties

Income Tax on royalties received for the supply of technical know-how in scientific
research, exploitation of energy resources, development of the communication industries,
agricultural, foresiry and animal husbandry production, and the development of important
technology may, upon approval by the responsible department for tax affairs under State
Council, be levied at the reduced rate of 10%. Where the technology supplied is advanced
or the terms are preferential, exemption from Income Tax may be aliowed.

(Article 19, the Tax Law)

Reduction or exemption of iIncome Tax on royalties as provided for in ltem 4, Paragraph 3,
Article 19 of the Tax Law is applicable to the following:

|. Royalties obtained from the provision of the following technical know-how in farming,
forestry, animal husbandry and fishery:

i. Technology provided to improve soil and grassland, to reclaim and develop barren hills,
and to fully utilize natural conditions;

Biotechnology to nurture new species and varieties of fauna and flora and to produce high
efficient but low toxic agricultural chemicals;

iii. Technology to provide farming, forestry, animal husbandry and fishery with scientific
production and management, to preserve the ecological balance, and to increase the
capability of fighting natural disasters;

Il. Royalties obtained from the provision of technical know-how to academies of science,
colleges and universities, and other scientific research institutions to conduct scientific
research or scientific experimentation independently or cooperatively;

Ill. Royalties obtained from the provision of technical know-how for the development of
energy resources and transportation;

IV. Royalties obtained from the provision of technical know-how for energy conservation
and the prevention and controi of environmental pollution;

V. Royalties obtained from the provision of technical know-how for the development of the
following important fields of technology:

i. production of mechanical and electronic equipment;

ii. nuclear power;

iii. production of large scale integrated circuits;

iv. production of photo-integrated microwave semi-conductors and microwave integrated
circuits and microwave electron tubes;

v. manufacturing of high-speed electronic computers and micro-processors;

vi. optical telecommunications;

vii. remote ultra-high voltage direct current electricity transmission;

viii. liquification, gasification and integrated utilization of coal.
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(Article 66, the Detailed Rules)

If the foreign investors of the joint venture enterprises use the evaluated price of special
technology to invest as capital stock and do not collect royalties separately, the
withholding income tax can be exempted.

(CAI SHUI WAI ZI No.12 [1984])

4. Rentals

Income Tax shall be exempted, provisionally, on ship rentals obtained by foreign
companies or enterprises to Chinese companies or enterprises for international
transportation. However, Income Tax shall be collected according to the provision in
Aricle 11 of the Tax Law for ship rentals obtained by foreign enterprises to Chinese
companies or enterprises for coastal or inland water transportation.

(CAI SHUI ZI No.32 [1984])

Through the approval of the State Council, clarifications concerning the withholding
income tax of the rentals are given as follows:

i. Withholding Income Tax shall be exempted on airplane rentals obtained by foreign
enterprises to Chinese airline companies in accordance with rental contracts signed
before September 1,1999.

ii. Withholding Income Tax shall be collected, according to the concerning regulations of
the Tax Law and the Detailed Rules, on airplane rentals obtained by foreign enterprises to
Chinese airline companies in accordance with rental contracts signed after September
1,1999. Chinese airline companies shall withhold the Income Tax of the rentals from each
payment.

(CAI SHUI 21 No.251 [1999))

5. Benefits Received from Transfer of Property

‘Other income’ referred to in Article 19 of the Tax Law includes gains from transfer of
property including houses, buildings, structures and their attached facilities located in
China or from the assignment of right to use of land.

‘Gains from transfer of property’ referred to in the preceding paragraph means the net gain
or profit received from the balance of the transfer after deduction of the original value of
the property. The local {ax authorities shall assess the original value of the property
according to specific conditions if proper evidence on the original value cannot be
provided by a foreign enterprise.

(Article 61, the Detailed Rules)

Income Tax shall be exempted, provisionally, on the net income obtained by foreign
enterprises from transfer of their own B shares or Chinese offshore shares issued by
enterprises in China if those shares do not belong to the foreign enterprise’s
establishments or sites in China. Tax exemption also applies to the income of foreign
individuals from transfer of their own B shares or Chinese offshore issued by enterprises
in China.

If foreign enterprises and foreign individuals transfer the stock of the enterprises with
foreign investment in China, the Withholding Income Tax or the Individual Income Tax
shall be levied at 20% on the excess part of the transfer gains over the investment
according to the provisions in Document CAl SHUI WAI ZI No. 033 issued by the Ministry
of Finance (87) and in Document CAl SHUI ZI No.114 issued by the Ministry of Finance
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(84).

{GUO SHUI FA No.045 [1993))

During the period in which a company may want to reorganize towards establishing
stronger management, if foreign enterprises want to transfer their own stock of enterprises
in China or enterprises with foreign investment want to transfer stock of enterprises in or
outside China to companies with the relation of directly owned, indirectly owned or owned
100% stock by the same person, including the investment companies with that relation
inside China, they are allowed to transfer with the cost price. Income Tax shall not be
collected because no benefit or loss from transfer of stock occurs.

(GUO SHUI HAN No0.207 [1997))

“CCCCP™ is the abbreviation of “the Central Committee of Chinese Communist Party”
“SAN LAI Y| BU™ stands for 4 modes of transnational trade, which are respectively mode
of processing with materials supplied by clients outside China, mode of assembling
equipment supplied by clients outside China, mode of processing according to the
samples provided by oversea clients, and mode of compensation transactions

This English document is not an official translation and is for reference ONLY. In case of
discrepancy, the original version in Chinese shall prevail.***)
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Suzhou

S§Z02 National encouraged industry list for foreign

investment.

This document just announces a Format of confirmation report, not the
industries. Maybe some mistake on the prior translation. But the SZ03
encourage list and we digested from internet.
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S$Z03 Provisions on Guiding the Orientation of

Foreign Investment

Decree [2002] No.346 of the State Council
The Provisions on Guiding the Orientation of Foreign Investment are
promulgated and shall enter into force on April 1, 2002.

list of
is the

4

hereby
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Premier of the State Council: Zhu Rongji February 11, 2002
Enclosure: The Provisions on Guiding the Orientation of Foreign Investment

Article 1 In order to guide the orientation of foreign investment, to keep the
orientation of foreign investment in line with the national economy and social development
planning of China, and to protect of the lawfu! rights and interests of investors, these
Provisions have been formulated according to the laws and provision on foreign
investment and the requirements of industrial policies of the State.

Article 2 These Provisions shall be applicable to the projects of investment and
establishment of Chinese-foreign equity joint ventures, Chinese-foreign contractual joint
ventures and foreign-capital enterprises (hereinafter referred to all as enterprises with
foreign investment), and projects with foreign investment in other forms (hereinafter
referred to as projects with foreign investment) within the territory of China.

Article 3 The Guidance Catalog of Industry with Foreign Investment and the Catalog
of Dominant Industries with Foreign Investment of the Mid-west Region shall be
formulated by the State Development Planning Commission, the State Economic and
Trade Commission, the Ministry of Foreign Trade and Economic Cooperation jointly with
other relevant departments under the State Council, and shall be promulgated upon the
approval of the State Council; when it is needed to partly adjust the Guidance Catalog of
Industry with Foreign Investment and the Catalog of Dominant Industries with Foreign
Investment of the Mid-west Region in light of the actual situation, the State Economic and
Trade Commission, the State Development Planning Commission, the Ministry of Foreign
Trade and Economic Cooperation jointly with the relevant departments under the State
Council shall make the revision and promulgation timely.

The Guidance Catalog of Industry with Foreign Investment and the Catalog of
Dominant Industries with Foreign Investment of the Mid-west Region shall be the basis of
the application of relevant policies in directing and examining and approving projects with
foreign investment and enterprises with foreign investment.

Article 4 Projects with foreign investment fall into 4 categories, namely encouraged,
permitted, restricted and prohibited ones.

The Projects with foreign investment that are encouraged, restricted and prohibited
shall be listed in the Guidance Catalog of Industry with Foreign Investment. And the
projects with foreign investment that don't fall into the categories of encouraged, restricted
or prohibited projects shall be the permitted projects with foreign investment. The
permitted projects with foreign investment shall not be listed in the Guidance Catalog of
Industry with Foreign Investment.

Article 5 A project in any of the following situations shall be listed as the encouraged
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projects with foreign investment:

1) being of new agriculture technologies, agriculture comprehensive development,
or energy, transportation and important raw material industries;

2) being of high and new technologies or advanced application technologies that
can improve the product performance and increase the technology economic efficiency of
the enterprises or those that can produce the new equipments and new materials which

the domestic production capacity fails to produce;

3) meeting the market needs and being able to improve the product level, develop
new markets or increase the international competitive capacity of the products;

4) being of new technologies and new equipments that can save energy and raw
material, comprehensively utilize resources and regenerate resources, and prevent

environment pollutions;

5) being capable of bring into the advantages of human power and resources of the
mid-west region into full play and being in conformity to the industrial policies of the State;

6) other situations as provided for by laws and administrative regulations.

Article 6 A project in any of the following situations shall be a restricted project with
foreign investment:

1} being of technology lagged behind;

2) being adverse to saving resources and improving environment;

3) engaged in the prospecting and exploitation of the specific type of mineral
resources to which the State applies protective exploitation;

4) falling into the industries that the State opens step by step;

5) other situations as provided by laws and administrative regulations.

Article 7 A project in any of the following situations shall be a prohibited project with
foreign investment:

1) harming the State safety or impairing the public interests;

2) polluting the environment, damaging natural resources or harming human health;
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3) occupying too much farmland and being adverse to the protection and
development of land resources;

4) harming the safety and usage of military facilities;
5) using the particular techniques or technologies of China to produce products;

6) other situations as provided for by laws and administrative regulations.

Article 8 The Guidance Catalog of Industry with Foreign Investment may provide
that a enterprise with foreign investment is “limited to joint venture, contractuat venture”,
“with Chinese party at the holding position" or "with Chinese party at the relatively holding
position”.

"Limited to joint venture and operative venture" shall refer to that only
Chinese-foreign joint ventures and Chinese-foreign contractual joint ventures are allowed;
"with the Chinese parties at the holding position” shall refer to that the total investment
proportion of the Chinese parties in the project with foreign investment shall be 51% or
more; "with Chinese parties at the relatively holding position” shall refer to that the total
investment proportion of the Chinese parties in the project with foreign investment shall be
higher that the investment proportion of any foreign party.

Article 9 Apart from enjoying the preferential treatments according to the provisions
of the relevant laws and administrative regulations, the encouraged projects with foreign
investment that engage in the construction and operation of energy, transportation,
municipal infrastructure (coal, oil, natural gas, electric power, railways, highways, ports,
airports, city roads, sewage disposition, and garbage disposition, etc.) that needs large
amount of investment and long term for recovery may expand their relevant business
scope upon approval.

Article 10 The permitted projects with foreign investment of which the products are
all directly exported shall be regarded as the encouraged project with foreign investment;
the restricted projects with foreign investment of which the export sales accounts for more
than 70% of their total amount of sales may be regarded as the permitted projects with
foreign investment upon the approval of the people's governments of provinces,
autonomous regions, municipalities directly under the Central Government and
municipalities separately listed on the State plan or the competent department under the
State Council.

Article 11 The conditions may be eased for the permitted and restricted projects with

foreign investment that really can bring the advantages of the mid-west region into full
play; among which, those listed in the Guidance Catalog of Industry with Foreign
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Investment may enjoy the preferential policies for the encouraged projects with foreign
investment.

Article 12 Projects with foreign investment shall be examined and approved, and put
on record respectively by the departments of development planning and the economic and
trade departments according to the limit of authority for examination and approval; the
contracts and arlicles of association of enterprises with foreign investment shall be
examined and approved, and put on record by the departments of foreign trade and
economic cooperation. Among which, the projects with foreign investment under the limit
for restricted projects with foreign investment shall be subject to the examination and
approval of the corresponding competent departments of the people’s governments of the
provinces, autonomous regions, municipalities directly under the Central Government and
municipalities separately listed on the State plan, and shall be reported to the competent
departments at the next higher level and the competent industrial departments, the power
for examination and approval of this kind of projects may not be granted to the authorities
at lower levels. The projects with foreign investment in the service area that are opened to
the outside world step by step shall be subject to the examination and approval according
to the relevant provisions of the State.

The projects with foreign investment involving quotas and licenses must apply to the
departments for quotas and licenses first.

Where there are otherwise provisions of laws and administrative regulations on the
procedures and measures for the examination and approval of projects with foreign
investment, those provisions shall be observed.

Article 13 With respect to the projects with foreign investment examined and
approved in violation of the present provisions, the organ of examination and approval at
the next higher level shall cancel it within 30 workdays from the day of receiving the
documents for record of that project, its contract and articles of association shall be void,
the department of enterprise registration shall not register it and the customs shall not
handle the procedures for import and export for it.

Article 14 Where the applicant of a project with foreign investment manages to
obtain the approval for the project by deceiving or other illicit means, his legal liabilities
shall be investigated for according to law regarding the seriousness of the circumstances;
the organ of examination and approval shall cancel the approval for that project and the
relevant competent organs shall deal with it correspondingly according to law.

Article 15 Where any of the personnel of the organ of examination and approval
abuses his power or neglects his duties, criminal responsibilities shall be investigated for
according to the provisions of the criminal law on the crime of abusing powers or the crime
of neglecting duties; where the circumstances are not serious enough for criminal
punishment, administrative punishment of recording a special demerit or more severe

38




punishment shall be given.

Article 16 With respect to the investment projects established by overseas Chinese
and the investors from the Hong Kong Special Administration Region, Macao Special
Administrative Region or Taiwan Area, these Provisions shall be applicable by reference
in implementation.

Article 17 These Provisions shall enter into force on April 1, 2002. The Interim
Provisions on the Guidance of Foreign Investment Directions approved by the State
Council on June 7, 1995 and promulgated by the State Planning Commission, the State
Economic and Trade Commission and the Ministry of Foreign Trade and Economic
Cooperation on June 20, 1995 shall be nullified simultaneously.

SZ05 The Preferential Policies for Foreign Investment

in Suzhou Industrial Park.

Suzhou Industrial Park (SIP) is a cooperative project of priority between Chinese
and Singaporean governments

Start-up Procedure

Investors who wish to set up their operations in Suzhou Industrial Park may select from the following
options:

1) Buy land to build their own factories;

2) Rent ready-built factories of different types, such as: Terrace Factory, Workshops, Freestanding
Factory and Multi-storey Factory.

If the enterprise is export oriented, we recommend you consider to locate in Export Processing Zone
(EPZ), where the above options are also available.

Tax Incentives

The preferential tax incentives available to foreign manufacturing enterprises and infrastructure
developers in the park are shown in the table below.

Corporate Income Tax " Tax Rate I Reduction/Exemption Policy

Foreign Invested Enterprises of manufacturing Nature
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General

15%

Exempted from 3% Local Corporate
Income Tax.

Period of operation exceeds
10 years

15%

As above. In addition, 2 years
exemption plus 3 years half tax at the
rate of 7.5% from the first
profit-making year.

Exporting enterprises

15%

As above. After first 5 years of
enjoying the additional tax incentive,
if export value in any year exceeds
70% of output value, tax rate is
reduced to 10%.

Technologically advanced

enterprises

15%

As above. After first 5 years of
enjoying the additional tax incentive,
further 3 years of Corporate Income

Tax rate at 10%.

Others

Enterprises developing
harbors, wharves & other
infrastructure

15%

If intended period of operation
exceeds 15 years, exemption for 5
years from the first profit-making year
and reduced tax rate of 7.5% for
another S years.

Financial Institutions with
more than US$10 million
capital investment

15%

Must exceed 10 years period of
operation Exemption for 1st
profit-making year and reduced tax
rate of 7.5% for another 2 years.

Tax Rebates for re-investments

Re-investments in the same
enterprise, or a new FIE

40% Rebate

New FIE must have an operation
period of more than 5 years;Rebate
amount is 40% of corporate income

tax that has been paid on sum
re-invested.

Re-investment in
export-onented or advanced
technology enterprises

100% Rebate

New FIE must have an operation
period of more than 5 years;100%
rebate on corporate income tax that
has been paid on sum re-invested.

Withholding Tax

Dividends remitted to foreign
shareholders

0%

Complete Exemption

Interests, rental, leasing

10%

May be further reduced depending
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payment, capital gains, or on Double Taxation Agreements
franchise fees signed between China and other
countries after payment of 5%
business tax

Legal Services

There are tens of partnership law firms in Suzhou, which are recognized by China's Ministry of Law.
They are specialized in corporate law, finance (bank, securities) law, foreign investment law, property

law, and intellectual property law, etc.

Above policies in English was collected from the government website of
http:/www.cssd.com.cn/gdms.htm#1 .
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SZ06 The encourage and important List for foreign

investment in Suzhou.

This document shows that the encourage projects includes the items of your
client’s, it is the Article 15 All of the production will be exporting or no environment
pollution

SZ06 51 il SR SFRTREVE o 2l st
(2007-10:18 15:45)
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Changshu

CS01 Preferential Policies

Tax Policy

1. Income tax is 24%

2. Technology centralization, knowledge centralization enterprise; over
USD30mlillion investment; Power, communication and port building
investment. All of above will get 15% income tax.

3. it's about port building enterprise

it's for farming, forestry, animal husbandry etc.

5. After the term of preferential time, the enterprises whose 70% products will
be exported to the abroad will acquire the half tax of income, but the lowest
tax is not less than 10%.

6. If foreign investment use the profit to re-invest in China and operate not
less than 5 years, will be draw back 40% income tax from the re-invest. And
if re-invest on product export enterprise or high-tech enterprise, will be
draw back all income tax.

7. Foreign investment purchase China made machinery, can get the tax draw
back from the government.

8. If the tech-development fee increase 10% than last year, the half of real
happens can deduction the same amount of income tax.

Ground Policy,

Just announce that investment can rent four kind of ground, national owned,

collective owned, etc.

»

Talent Policy
Do not collect the municipal charge for the enterprises who employee the
graduate students, middle- technical students etc.

CSO1 RMEE
% fiiol: 2006-03-21 14:30:09
BowRT
L LAMIRPERA T A BT EIRUR I 24%. SUREITIIFE 10 5 (710 &) LL L.
MOERIAI b, 2 Gt hE 3 HRRET 0 G R IEIL AT B, )
2.0 FEIRER0 B9k S IR A ALK S R il 0T 15%E %
WL TR JF S bl B R B
WHEARR Y, Sl g mmLl ;-
QAMETFLYE (e 3000 J3 ¥ Lk b IR ) I 0I5 H
O A TN IR ET 2910 T RO
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Zhejiang

ZJ02 Provisions of the State Council concerning the
encouragement of investments by compatriots from

Taiwan

important Notice:

This English document is coming from the "LAWS AND REGULATIONS OF THE
PEOPLE'S REPUBLIC OF CHINA GOVERNING FOREIGN-RELATED MATTERS"
(1991.7) which is compiled by the Brueau of Legislative Affairs of the State
Council of the People's Republic of China, and is published by the China

Legal System Publishing House. In case of discrepancy, the original version in Chinese
shall prevail.

Whole Document (72:#1)

PROVISIONS OF THE STATE COUNCIL CONCERNING THE ENCOURAGEMENT
OF

INVESTMENTS BY COMPATRIOTS FROM TAIWAN

(Adopted by the Tenth Executive Meeting of the State Council on

June 25, 1988, promulgated by Decree No. 7 of the State Council of the

People’s Republic of China on July 3, 1988, and effective as of the date

of promulgation)

Article 1

These Provisions are formulated in order to promote economic and
technological exchanges between China's mainland and the region of Taiwan,
thereby boosting common prosperity of the two parts of the motherland on

both sides of the Straits, and to encourage companies, enterprises and
individuals on Taiwan (hereinafter referred to as "investors from Taiwan")

to make investments on China's mainland.

Article 2

Investors from Taiwan may make investments in  all provinces, autonomous
regions, municipalities directly under the Central Government, and special
economic zones on China's mainland.
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Investors from Taiwan are encouraged to engage themselves in land
development operations in Hainan Province and on the designated islands
and in areas along the coastal regions of the Provinces of Fujian,
Guangdong and Zhejiang.

Article 3

The investments made by investors from Taiwan on China’s mainland may take
the following forms:

(1) to establish enterprises with the capital wholly owned by investors

from Taiwan;

(2) to establish equity or contractual joint ventures;

(3) to carry out compensation trade, to  process supplied materials, to
assemble supplied parts, and to carry out contractual production;

(4) to purchase shares and various kinds of bonds and debentures of
existing enterprises;

(5) to purchase real estate;

(6) to obtain land use right according to law and to engage in land
development operations; and

(7) to adopt other forms  of investment permitted under the laws and
regulations.

Article 4

Investors from Taiwan may make investments in various trades in China's
mainland: industries, agriculture, service trades, and other trades that

are in conformity with the orientation of social and economic development.
Investors from Taiwan may select investment projects from the lists of
projects published by the departments concerned under various local
people's governments; they may also put forward, of their own accord,
proposals as to their investment intent and file their applications to the
departments of foreign economic relations and trade or to the examining
and approving organs designated by various local people's governments in
areas where they intend to make investments.

The State encourages investors from Taiwan to make investments in the
establishment of export oriented enterprises and of technological advanced
enterprises and gives corresponding preferential treatment to  such
enterprises.

Article 5

With respect to the various types of enterprises established with
investments by investors from Taiwan - enterprises with the capital wholly
owned by investors from Taiwan, equity and contractual joint ventures
(hereinafter referred to as "enterprises with investments by compatriots
from Taiwan"), they shall all be operated in accordance with these
Provisions; in addition to this, they may also enjoy the corresponding
preferential treatment as enjoyed by enterprises with foreign  investments
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with reference to the relevant provisions in foreign-related economic
laws, decrees and regulations of the state.

With respect to the other forms  of investment made by investors from
Taiwan on China's mainland, and with respect to those investors from
Taiwan who have not set up business offices on the mainland, but have
dividends, interest, rental, royalties and other incomes that come from
China’s mainland, in additionto the application of these Provisions,
reference shall be madeto the relevant foreign-related economic law,
decrees and regulations.

Article 6

Investors from Taiwan may make investments by using freely convertible
currencies, machinery and equipment or other physical goods, industrial
property right, and proprietary technology.

Article 7

The investments made on China's mainland by investors from Taiwan, the
assets they have purchased, their industrial property rights, their
profits from investments, and other lawful rights and interests shall be
protected by state laws, and may be transferred or inherited according to

law.

Investors from Taiwan shall, in their activities on China's mainland,
abide by state laws, decrees and regulations.

Article 8

The state shall not nationalize the investments made by investars from
Taiwan or other assets belonging to them.

Article 9

Where the state, in light of the needs of social and public interest, has

to requisition the enterprises with investments by compatriots from
Taiwan, the State shall handle the requisitioning according to  the legal
procedures and the investors concerned shall be duly compensated.

Article 10

The lawful profits gained by the investors from Taiwan from their
investments, their other lawful income and the funds after liquidation may

be remitted out of China's mainland according to law.

Article 11

Machinery and equipment imported to meet the needs of the enterprises with
investments by compatiiots from Taiwan and included in the total amount of
investment, the motor vehicles for use in production, the office
equipment, as well as the articles and means of communications for
personal use and within reasonable quantities, impored by individual
compatriots from Taiwan during the period when they work in the aforesaid
enterprises shall be exempted from Customs duties and consolidated
industrialand commercial tax, and also from application of import
licences.
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The raw and processed materials, fuels, bulk parts, spare and component
parts, primary parts, and fittings, which are imported by the enterprises

with investments by compatriots from Taiwan for the production of export
commodities, shall all be exempted from Customs duties and consolidated
industrial and commercial tax and also from obtaining import licences, and
placed under the supervision of the Customs. Incase that the aforesaid
imported raw materials and parts are used for the production of
commodities to be sold on the market of China's mainland, it is imperative

to make up the procedures for importationand to pay taxes and duties
according to the regulations. The export commodities produced by the
enterprises with investments by compatriots from Taiwan shall, with the
exception of those commodities the export of which is under restriction by

the state, be exempted from Customs duties on export goods and
consalidated industrial and commercial tax.

Article 12

Enterprises with investments by compatriots from Taiwan may obtain loans
from financial institutions of China's mainland; they may also obtain
loans from financial institutions outside China's mainland, and may use
their assets as well as their rights and interests as mortgage or
security.

Article 13

With respect to the enterprises with the capital wholly owned by investors

from Taiwan, their period of operation shall be determined by the
investors themselves; as to equity and contractual joint ventures their
period of operation shall be determined, through consultation, by the
various parties to the ventures, they may also choose not to stipulate a
period of operation.

Article 14

The composition of the board of directors of equity joint ventures and the
appointment of the chairman of the board of directors, the composition of

the board of directors or of the joint managerial organs of contractual

joint ventures and the appointment of the chairman or the appointment of
the director of the joint managerial organs, shall be determined, through
consultation, by the various parties to the equity or contractual joint
ventures in light of the proportion of investments or the terms of
contract.

Article 15

Enterprises with investments by compatriots from Taiwan shall conduct
their operational and managerial activities in accordance with the
approved contract or articles of association. The enterprises’ decision-
making power for business operations and management shall not be
interfered with.

Article 16
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The technical and managerial personnel, engaged by individuals and
enterprises investing on China's mainland may apply and obtain multiple-
journey trave! documents.

Article 17

The investors from Taiwan, who make investments on China's mainland, may
appoint their relatives or friends residing on the mainland as their
agents. The agents should hold legally effective letters of authority.

Article 18

In areas where enterprises with investments by compatriots from Taiwan are
concentrated, the investors from Taiwan may apply to the local people's
government for the establishment of the association of investors from
Taiwan.

Article 19

With respect to equity and contractual joint ventures to  be established,

on China's mainland, with investments by investors from Taiwan, the
application for the establishment of the aforesaid enterprises shall be

filed by the mainland party; as o the enterprises to be established with

capital wholly owned by investors from Taiwan, the application shall be
filed directly by the investors from Taiwan themselves, or they may
entrust their relatives or friends residing onthe mainland, or entrust

the institution providing advisory services, with the application. The
applications for the establishment of enterprises with investments by
investors from Taiwan shall be accepted and handled, in a unified manner,

by the local department for foreign economic relations and trade. or by

the examining and approving organs designated by the local people's
government. Cases concerning the examination and approval of the
application for the establishment of enterprises with investments by
compatriots from Taiwan shall be handled in accordance with the authority
prescribed by the State Council. Departments for foreign economic
relations and trade at various levels or the examining and approving
organs designated by the local people's government shall, within forty-
five days of receipt of complete application documents, make the decision

on whether the said application is approved or disapproved.

The applicants shall, within thirty days receipt of the written approval,

file an application to the department for the administration of industry

and commerce, and, in accordance with the relevant procedures for
registration and administration, go through the procedures for
registration and obtain business licences.

Article 20

With respect to the investors from Taiwan who have made investments in
China's mainland, in case that a dispute arises during the execution of,

or in connection with, a contract, the parties concerned shail try their

best to settle the dispute through consultation or mediation.
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Where the parties concerned are unwilling to settle the dispute through
consultation or mediation, or the consultation or mediation has failed,
the parties concerned may, in accordance with the stipulation of the
arbitration articles in the contract, or in accordance with the written
arbitration agreement reached by the parties concerned after the dispute
has arisen, submit their dispute to the arbitration authorities on China's
mainland or in Hong Kong for settlement.

In the event that the parties concerned did not include an arbitration
article in their contract, and on written arbitration agreement has been
reached after the dispute has arisen, then the dispute may be brought
before the people's court.

Article 21

The right to interpret these Provisions resides in the Ministry of Foreign
Economic Relations and Trade.

Article 22

These Provisions shall go into effect as of the date of promulgation.
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ZJ04 Provisions of the State Council concerning the
encouragement of Investments by overseas Chinese

and Compatriots from HongKong and Macao

Important Notice:
This English document is coming from the "LAWS AND REGULATIONS OF THE
PEOPLE'S REPUBLIC OF CHINA GOVERNING FOREIGN-RELATED MATTERS"
(1991.7)
which is compiled by the Brueau of Legislative Affairs of the State
Council of the People's Republic of China, and is published by the China
Legal System Publishing House.
In case of discrepancy, the original version in Chinese shall prevail.

Whole Document

PROVISIONS OF THE STATE COUNCIL CONCERNING THE ENCOURAGEMENT
OF

INVESTMENTS BY OVERSEAS CHINESE AND COMPATRIOTS FROM HONG KONG
AND MACAO

(Promulgated by Decree No. 64 of the State Council of the People's

Republic of China on August 19, 1990, and effective as of the date of
promulgation)

Article 1

These Provisions are formulated witha view to promoting the economic
development of our country and to encouraging overseas Chinese and
compatriots from Hong Kong and Macao (hereinafter referred to as "overseas

Chinese investors and those from Hong Kong and Macao") to make investments

in China's inland areas.

Article 2

Overseas Chinese investors and those from Hong Kong and Macao can make
investments in the various provinces, autonomous regions, municipalities

directly under the Central Government, and special economic zones in
China's inland areas.

Overseas Chinese investors and those from Hong Kong and Macao are
encouraged to engage themselves in business operations of land development

in accordance with the pertinent regulations of the state.

Article 3

The investments made by the overseas Chinese investors and those from Hong

Kong and Macao may take the following forms:
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(1) to establish enterprises with the capital wholly owned by the overseas
Chinese investors and those from Hong Kong and Macao;

(2) to establish equity joint ventures and contractual joint ventures;

(3) to carry out compensation trade, to process supplied materials, to
assemble supplied parts, and to carry out contractual production;

(4) to purchase shares and various bonds and debentures of existing
enterprises;

(5) to purchase real estate;

(6) to obtain land use right according to law and to engage in land
development operation;

(7)touse other forms of investment permitted under the laws and
regulations.

Article 4

Overseas Chinese investors and those from Hong Kong and Macao can make
investments in various trades in China's inland areas: in industries, in
agriculture, in service trades, and in other trades that are in conformity

with the orientation of social and economic development. Overseas Chinese
investors and compatriots from Hong Kong and Macao may select their
investment projects from the lists of projects made public by the
departments concerned under various local people's governments; they may
also put forward, of their own accord, proposals as to their investment

intent and file their applications to the departments of foreign economic

relations and trade or to the examining and approving organs designated by
various local people's governments located in areas where they intend to

make their investments.

The State encourages overseas Chinese investors and those from Hong Kong
and Macao to make investiments in the establishment of export-oriented
enterprises and of technologically advanced enterprises, and gives
corresponding preferential treatment to such enterprises.

Article 5

With respect to the various types of enterprises established with
investments by overseas Chinese investors and those from Hong Kong and
Macao - enterprises with the capital wholly owned by such investors
equity, joint ventures, and contractual joint ventures (hereinafter
referred to as "enterprises with investments by overseas Chinese and
compatriots from Hong Kong and Macao”), they shall all be operated in
accordance with these Provisions; in addition, they may also enjoy the
corresponding preferential treatment as enjoyed by enterprises with
foreign investments, in the light of the relevant provisions in the state

laws, decrees and regulations on external economic relations. Cases
concerning other forms of investment made by such investors in China's
inland areas, and concerning their dividends. interest, rental, royalties
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and other incomes that come from China's inland areas without establishing
business offices here, shall be handled in accordance with these
Provisions, and, if need be, with reference to foreign-related economic

laws, decrees and regulations of the State.

Article 6

Overseas Chinese investors and those from Hong Kong and Macao may make
their investments by using convertible currencies, machinery and equipment

or other physical goods industrial property rights, and proprietary
technology.

Article 7

The investment made in China's inland areas by overseas Chinese investors

and those from Hong Kong and Macao, the assets they have purchased, their
industrial property rights, the profits from their investments, and other

lawful rights and interests shall be protected by State laws, and may be
transferred or inherited according to law. Overseas Chinese investors and

those from Hong Kong and Macao shall abide by State laws and regulations

in their activities in inland areas.

Article 8

The State shall not nationalize the investment made by overseas Chinese
investors and compatriots from Hong Kong and Macao or other assets
belonging to them.

Article 9

Where the state, in accordance with the needs of social and public
interest, has to requisition the enterprises with investments by overseas

Chinese investors and those from Hong Kong and Macao, the state shall
handle the case according to the legal procedures and the investors |
concerned shall be duly compensated.

The lawful profits gained by overseas Chinese investors and those from
Hong Kong and Macao from their investments, their other lawful incomes and

the funds after liquidation may be remitted out of China's inland areas
according to law.

Article 11

Machinery and equipment imported to meetthe needs of enterprises with
investments by overseas Chinese and compatriots from Hong Kong and Macao
and, included in the total amount of investment, motor vehicles for use in
production, office equipment, as well as articles and means of
communications for personal use and within reasonable quantities, imported

by overseas Chinese and compatriots from Hong Kong and Macao during the
period when they work in the aforesaid enterprises shall be exempted from
Customs duties and consolidated industrial and commercial tax, and also
from the application for import licences.

The raw and processed materials, fuels, bulk parts, spare and component i

|
Article 10 ‘
|
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parts, primary parts, and fittings, which are imported by enterprises with
investments by overseas Chinese and compatriots from Hong Kong and Macao
for the production of export commoedities, shall all be exempt from Customs
duties and consolidated industrial and commercial tax and also from the
application for import licences and placed under the supervision of the
Customs. In case that the aforesaid imported materials and parts are used

for the production of commaodities to be sold on China’s inland markets, it

is imperative to make up the procedures for importation andto pay taxes
and duties according to the regulations.

The export commodities produced by the enterprises with investments by
overseas Chinese and compatriots from Hong Kong and Macao shall, with  the
exception of those commodities the exportation of which is under
restriction by the State, be exempt from Customs duties on export goods
and consolidated industrial and commercial tax.

Article 12

Enterprises with investments by overseas Chinese and compatriots from Hong
Kong and Macao may obtain loans from financial institutions in China’s
inland areas; they may also obtain loans from financial institutions
outside China's inland areas, and may use their assets as well as their
rights and interests as mortgage or security.

Article 13

With respect to enterprises with the capital wholly owned by overseas
Chinese investors and compatriots from Hong Kong and Macao, their period
of operation shall be determined by the investors themselves; as to equity

joint ventures and contractual joint ventures, their period of operation

shall be determined, through consultation, by the various parties to the
above-said joint ventures; they may also set nolimit to the period of
operation.

Article 14

The compaosition of the board of directors of joint ventures and the
appointment of the chairman of the board of directors, the composition of

the board of directors or of the joint management organs of contractual
joint ventures and the appointment of the chairman or the appointment of
the director of the joint management organs, shall be determined, through
consultation, by the various parties to the equity joint ventures or to

the contractual joint ventures in the light of the proportion of
investments or the terms of contract.

Article 15

Enterprises with investments by overseas Chinese and compatriots from Hong
Kong and Macao shall conduct their operational and management activities
in accordance with the approved contract or articles of association. The
enterprises' decision-making power for business operations and management
shall not be interfered with.
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Article 16

Overseas Chinese and compatriots from Hong Kong and Macao who have made
investments in China's inland areas, and the technical and managerial
personnel engaged from outside the boundaries of China's inland areas by
enterprises with investments by overseas Chinese and compatriots from Hong

Kong and Macao, may apply for multi-journey travel documents.

Aricle 17

Overseas Chinese investors and those from Hong Kong and Macao who make
investments in China's inland areas may appoint their relatives or friends

residing in the inland areas as their agents. The agents should hold

legally effective letters of authority.

Article 18

In areas where enterprises with investments by overseas Chinese and
compatriots from Hong Kong and Macao are concentrated, overseas Chinese
investors and those from Hong Kong and Macao may apply to the local
people's government for the establishment of the association of overseas

Chinese investors and investors from Hong Kong and Macao.

Article 19

With respect to equity joint ventures and contractual joint ventures to be
established in China's inland areas, with the investments by overseas
Chinese investors and those from Hong Kong and Macao, the application for
the establishment of the aforesaid enterprises shall be filed by the
inland party; as to the enterprises to be established with capital wholly

owned by overseas Chinese investors and those from Hong Kong and Macao,
the application shall be filed directly by such investors themselves, or

they may entrust their relatives or friends residing in China's inland

areas, or entrust the institution providing consultancy services, with the
application. Applications for the establishment of enterprises with
investments by overseas Chinese and compatriots from Hong Kong and Macao
shall be accepted and handled exclusively by the local department for
foreign economic relations and trade, or by the examining and approving
organs designated by the local people’s government.

The examination and approval of the applications for the establishment  of
enterprises with investments from overseas Chinese and compatriots from
Hong Kong and Macao shall be handled in accordance with the authorization
by the State Council. Departments for foreign economic relations and trade

at the various levels or the examining and approving organs designated by

the local people’'s government shall, within forty-five days of receipt of
complete application documents, make the decision on whether the said
application is approved or disapproved.

The applicant shall, within thity days of receipt of the written
approval, file an application to the department for the administration of
industry and commerce, and, in accordance with the relevant procedures for
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registration and administration, go through the procedures for
registration and obtain the business licence.

Article 20

With respect to overseas Chinese investors and those from Hong Kong and
Macao who have made investments in China's inland areas, in case that a
dispute arises during the execution of or in relationto a contract, the

parties concerned shall try their best to settle the dispute through
consultation or mediation.

In case that the parties concerned are unwilling to settle the dispute
through consultation or mediation, or the dispute cannot be settled
through consultation or mediation, the parties concerned may, in
accordance with the stipulations of the arbitration articles in the
contract, or in accordance with the written arbitration agreement reached

by the parties concerned after the dispute has arisen, submit their
dispute to the arbitration authorities in China's inland areas or
elsewhere for settlement.

In the event that the parties concerned did not specify an arbitration
article in their contract, and no written arbitration agreement has been
reached after the dispute occurs, then the dispute may be brought before
the people’s court.

Article 21

The right to interpret these Provisions rests with the Ministry of Foreign
Economic Relations and Trade.

Article 22

These Provisions shall go into effect as of the date of promulgation.

ZJ05 Using Foreign Investment to Reorganize

State-owned Enterprises Tentative Provisions

www.7139.com 20021108
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Using Foreign Investment to Reorganize State-owned Enterprises Tentative Provisions

(Promulgated by the State Economic and Trade Commission, the Ministry of Finance.
the State Administration for Industry and Commerce and the State Administration of
Foreign Exchange on 8 November 2002 and effective as of 1 January 2003.)

Article 1 These Provisions have been formulated pursuant to the PRC, Company
Law, the PRC., Contract Law and State laws and regulations concerning foreign
investment and administration of State-owned assets. in order to attract and regulate the
use of foreign investment to reorganize State-owned enterprises. promote the strategic
restructuring of the State-owned economy, accelerate the pace at which State-owned
enterprises establish modern corporate systems and safeguard social stability.

Article 2 These Provisions shall govern the use of foreign investment to reorganize
State-owned enterprises and company system enterprises with State-owned equity (with
the exception of financial enterprises and listed companies) or to establish them as
company system foreign-invested enterprises (hereafter, Use of Foreign Investment to
Reorganize State-owned Enterprises).

Article 3 For the purpose of these Provisions, the Use of Foreign Investment to
Reorganize State-owned Enterprises shall include the following:

1. the owner of State-owned property rights in a State-owned enterprise assigns all or
part of the property rights to a foreign company, enterprise or other economic
organization or individual (Foreign Investor) and the enterprise is reorganized as a
foreign-invested enterprise:

2. the owner of State-owned equity in a company system enterprise assigns all or part
of the State-owned equity to a Foreign Investor and the enterprise is reorganized as a
foreign-invested enterprise:

3. the domestic creditor of a State-owned enterprise assigns its claim to a Foreign
Investor and the enterprise is reorganized as a foreign-invested enterprise:

4. a State-owned enterprise or a company system enterprise with State-owned equity
sells all or its main assets to a Foreign Investor and the Foreign Investor uses the assets
that it purchased, alone or together with the enterprise that sold the assets, to establish
a foreign-invested enterprise: or

5. a State-owned enterprise or a company system enterprise with State-owned equity
attracts investment from a Foreign Investor to increase its capital and its shares and the

enterprise is reorganized as a foreign-invested enterprise.

Article 4 The State-owned enterprises and company system enterprises described
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inltems (1), (2), (3) and (5) of Article 3 hereof shall be termed “Enterprises
to be Reorganized”.

The State-owned property rights of State-owned enterprises and the State-owned
equity of company system enterprises shall collectively be termed “State-owned Property
Rights”. The owners of State-owned property rights and State-owned equity shall
coliectively be termed “Owners of State-owned Property Rights”.

The term “Owner of State-owned Property Rights™ means a department authorized by
the State or an organization. an enterprise owning State-owned capital or other economic
organization authorized to invest by the State. The Owners of State-owned Property
Rights, creditors of State-owned enterprises that assign their claims and enterprises that
sell their assets shall collectively be termed the “Reorganizing Party”.

Article 5 The Reorganizing Party shall select a Foreign Investor that satisfies the
following conditions:

1. having the business qualifications and technical level required by the Enterprise to
be Reorganized:

2. having a fine business reputation and management capabilities: and
3. having a solid financial position and economic strengths.

The Reorganizing Party shall require the Foreign Investor to submit a restructuring
programme to improve the enterprise's corporate governance structure and promote the
sustained growth of the enterprise. The restructuring programme shall include the
development of new products. technical transformation and a related investment plan.
measures to strengthen corporate management, etc.

Article 6 The following principles shall be complied with when Using Foreign
Investment to Reorganize State-owned Enterprises:

1. abiding by State laws and regulations and ensuring the economic security of the
State:

2. satisfying the requirements of State industrial policy: if the business scope of the
enterprise (including those enterprises in which it has a direct or indirect interest) is in an
industry in which foreign investment is prohibited by the Foreign Investment Industrial
Guidance Catalogue. Foreign Investors may not participate in the reorganization: if the
enterprise is one in which the Chinese party must have a controlling interest or a relative
controlling interest, the Chinese party shall maintain its controlling interest or relative
controlling interest after the reorganization:
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3. being beneficial in the economic restructuring effort and promoting the optimal
deployment of State-owned capital:

4. emphasizing the introduction of advanced technology and management
experience, establishing a compliant corporate governance structure and promoting
corporate technical advance and industrial upgrading:

5. adhering to the principles of openness, faimess, impartiality and good faith.
preventing the loss of State-owned assets. not evading. repudiating or suspending the
claims of banks and other creditors, not prejudicing the lawful rights and interests of staff
and workers and safeguarding the lawful rights and interests of Foreign investors: and

6. promoting fair competition and not leading to monopolization of the market.

Article 7 Prior to the assignment of the property rights of a State-owned enterprise
or a wholly State-owned company or the State-owned equity of a limited liability company
invested in and established by two or more State-owned enterprises or two or more
State-owned investment entities other than State-owned enterprises, the Reorganizing
Party shall seek the opinions of the staff and worker congress of the Enterprise to be
Reorganized. The assignment of the State-owned equity of a company system enterprise
shall require the consent of the shareholders’ meeting of the Enterprise to be Reorganized.
If claims against a State-owned enterprise are to be assigned. the consent of the Owner
of the State-owned Property Rights of the Enterprise to be Reorganized shall be required.
Prior to selling all of or its main assets, the enterprise shall obtain the consent of the
Owner of the State-owned Property Rights of the enterprise or the shareholders’ meeting
of the enterprise and notify its creditors thereof.

Article 8 The Use of Foreign Investment to Reorganize a State-owned Enterprise
shall satisfy the following requirements:

1. Prior to the reorganization of the enterprise, the Owner of the State-owned
Property Rights shall arrange for an inventory of the assets. a determination of the
property rights and a screening of the claims and debts of the Enterprise to be
Reorganized. engage qualified intermediary organizations to conduct a financial audit
and to conduct an asset appraisal in accordance with such relevant regulations as the
Administration of State Asset Valuation Procedures (State Council Order No.91), the
Several Issues Concerning the Administration of State Asset Valuation Provisions

(Ministry of Finance Order No.14), etc. After the appraisal results have been approved
or placed on the record in accordance with regulations. they shall serve as the basis for
determining the price of the State-owned Property Rights or assets.

2. If the controlling interest in the enterprise is to pass to, or if all or the main

business assets of the enterprise are to be sold to. the Foreign Investor after the
reorganization. the Reorganizing Party and the Enterprise to be Reorganized shall
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formulate an appropriate plan to settle the staff and workers that shall be subject to the
approval of the staff and worker congress. The Enterprise to be Reorganized shall use its
existing assets to pay in full all such expenses as the wages of its staff and workers.
non-refunded pooled wages. unpaid social insurance premiums. etc. The Enterprise to
be Reorganized shall offer its staff and workers two options. It shall, in accordance with
the law. execute new labour contracts with, or amend the labour contracts of,  its staff
and workers who are kept on. It shall, in accordance with the law, pay severance pay to
those staff members and workers whose labour contracts are terminated and for those
staff and workers, the responsibility for whom is transferred to the social insurance
authority, it shall pay in full in one lump sum the social insurance premiums. The funds
required shall be deducted from the net assets of the Enterprise to be Reorganized before
the reorganization or on a priority basis from the proceeds derived by the Owner of the
State-owned Property Rights from the assignment of the State-owned Property Rights.

3. If the reorganization is to be effected through the sale of assets. the original
enterprise shall succeed to the enterprise's claims and debts, otherwise the reorganized
enterprise shall succeed to the enterprise’s claims and debts. The assignment of
mortgaged or pledged State-owned Property Rights or assets shall comply with the
relevant provisions of the PRC. Security Law. The successor to the debts shall execute
rel

evant agreements for the disposal of claims and debts with the creditors.

4. The Reorganizing Party shall publish information on the reorganization. recruit
Foreign Investors extensively and investigate the Foreign Investors' qualifications.
reputation, financia! position, management capabilities, payment guarantees.
business ethics. etc. It shall give priority consideration to medium and long-term Foreign
Investors that can offer advanced technology. management experience and a high
degree of industrial compatibility.

The Reorganizing Party and the Foreign Investor shall respond to the reasonable
demands of the opposite party by providing relevant truthful and detailed information and
data, may not mislead or deceive the opposite party and shall bear the appropriate
confidentiality obligations.

5. If the enterprise reorganization is to be effected through the assignment of
State-owned Property Rights or the sale of assets. the Reorganizing Party shall
preferentially opt for an open competitive pricing method to determine the Foreign
Investor and assignment price. When selecting an open competitive pricing method of
assignment. the relevant procedures shall be carried out in accordance with the law and
the relevant details on the State-owned Property Rights to be assigned or the assets to be
sold shall be announced publicly. If assignment by agreement is opted for, such
assignment shall be conducted in an open manner.
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Regardless of the assignment method opted for, the Reorganizing Party and the
Foreign Investor shall execute an assignment agreement in accordance with the relevant
State regulations and these Provisions. The terms of the assignment agreement shall
mainly include the basic information on the State-owned Property Rights to be assigned.,
the settlement arrangements for the staff and workers, the disposal of claims and debts,
the assignment ratio, the assignment price, the method of payment and payment
conditions .  matters relating to the delivery of the property rights. corporate
restructuring, etc.

Article 9 The Use of Foreign Investment to Reorganize State-owned Enterprises
shall be effected in accordance with the following procedure:

1. The Reorganizing Party (if there are two or more Reorganizing Parties. one shall
be selected as the Reorganizing Party) shall submit a reorganization application to the
competent department in charge of foreign trade and economic cooperation at the same
level. Such documents as a feasibility study. details of the Reorganizing Party and the
Enterprise to be Reorganized, details of the Foreign Investor (including its financial
statements for the most recent three years audited by a certified accountant and the
market share accounted for by the products or services of the enterprises in the same
industry in China actually controlled by the Foreign Investor), the reorganization program

(including the arrangements for the settlement of staff and worker and for the disposal of
claims and debts and the corporate restructuring program), the business scope and
equity structure of the reorganized enterprise  (including the enterprises in which it has a
direct or indirect interest)  shall be included with the reorganization application materials.

The department in charge of foreign trade and economic cooperation that received
the application shall examine the same in accordance with the authority bestowed by the
Guiding the Direction of Foreign Investment Provisions and the relevant laws and
regulations. If an enterprise operated by the central government or Party authorities and
its wholly-owned enterprises or the enterprises in which it has controlling interest is to be
reorganized. or if the Enterprise to be Reorganized directly or indirectly holds equity in a
listed company or if the reorganized enterprise is to have total assets of not less than
US$30 million. the examination shall be conducted by the State Council department in
charge of fareign trade and economic cooperation. If the reorganization of such an
enterprise might lead to monopolization of the market or impede fair competition,
hearings shall be organized before the examination. The department in charge of foreign
trade and economic cooperation shall issue its official reply on whether or not it consents
to the reorganization within 45 working days after receipt of the reorganization application
materials. If hearings are held, the official reply shall be issued within three months.

If the State has other regulations on the use of foreign investment in the industry of
which the Enterprise to be Reorganized and the enterprises in which it has a direct or
indirect interest are a part or on the change in the nature of the State-owned shares of the
Owners of the State-owned Property Rights in a listed company arising due to the change
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in the property rights,  such regulations shall prevail.

2. The assignment agreement executed by the Reorganizing Party and the Foreign
Investor shall be submitted for approval in accordance with the relevant provisions of the
Ministry of Finance. Issue of the Circular (ref. Cai Qi [2001] No.325). The assignment
agreement shall enter into effect upon approval.

Such documents as the State-owned Property Rights Registration Certificate .
information on the approvat or record filing of the audit report and asset appraisal report of
the Enterprise to be Reorganized, the staff and worker settlement program. the claim
and debt agreement. the corporate restructuring program, the relevant resolutions of the
Reorganizing Party and the Enterprise to be Reorganized. the opinions or resolution of
the staff and worker congress of the Enterprise to be Reorganized. etc. shall accompany
the assignment agreement.

3. The Reorganizing Party or the Enterprise to be Reorganized shall, on the strength
of the approval documents for the reorganization application and assignment agreement,
carry out examination and approval procedures for foreign-invested enterprises in
accordance with the law. If the reorganized enter

prise is to be a company limited by shares, matters shall be handled in accordance with
the relevant provisions of the PRC Company Law.

4. The reorganized enterprise or the investors shall, on the strength of the approval
documents specified in ltems (1) and (3) of this Article and in accordance with laws
and regulations on the administration of registration, carry out registration procedures
with the original registration authority. if it has the authority to register foreign-invested
enterprises, or the registration authority with the authority to register foreign-invested
enterprises of the place where the enterprise is located. If the reorganized enterprise is to
be a company limited by shares. matters shall be handled in accordance with the
relevant provisions of the PRC Company Law.

5. The Reorganizing Party shall, on the strength of the approval documents for the
reorganization application and assignment agreement, the foreign investment exchange
registration certificate and the relevant documents, carry out the procedures for the
delivery of State-owned Property Rights and the procedures for registration of the change
of ownership in accordance with relevant provisions and engage a certified accountant to
issue a capital verification report in accordance with the law. If the land to be used by the
reorganized enterprise is State-owned allocated land, the procedures for the examination
and approval and granting of leaseholds shall be carried out in accordance with the law.

6. The foreign exchange proceeds derived by the Reorganizing Party from the
assignment of State-owned Property Rights or claims or the sale of assets shall be settled
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after reporting to the foreign exchange department for its approval on the strength of the
approval documents for the reorganization application and assignment agreement and the
relevant documents.

If the Enterprise to be Reorganized is to be reorganized through a capital and share
increase effected through the attraction of investment from Foreign Investors. it may.
subject to the approval of the foreign exchange department, open a foreign exchange
capital account to retain the foreign exchange funds injected by the Foreign Investors.

7. The reorganization applications, assignment agreements and the approval
certificates therefor of key State enterprises. enterprises whose debt to equity swaps
have been approved by the State and enterprises in the restricted category of industries in
the Foreign Investment Industrial Guidance Catalogue that are under the investment limit
and that are subject to the examination and approval of local departments in charge of
foreign trade and economic cooperation and finance shall be submitted to the State
Council departments in charge of foreign trade and economic cooperation and finance
respectively for the record.

Article 10 Foreign Investors shall pay the assignment price or make their capital
contributions in the form of a freely convertible currency or other lawful property rights
remitted from overseas. Subject to the approval of the foreign exchange department.
they may also pay the assignment price or make their capital contributions in the form of
net Renminbi profits or other lawful property rights obtained in China. The
afore-mentioned other lawful property rights shall include the following:

1. property obtained by Foreign Investors originating from the liquidation of, the
assignment of the equity of, the advance recovery of investment from or the reduction in
the capital of other foreign-invested enterprises established by them in China:

2. the State-owned Property Rights or assets of State-owned enterprises or company
system e nterprises with State-owned equity acquired by Foreign Investors:

3. the claims acquired by Foreign Investors of creditors of State-owned enterprises:
and

4. other capital contribution methods specified in laws and regulations.

When a certified accountant conducts a capital verification for a Foreign Investor, he
shall carry out the capital verification procedure and issue a capital verification report in
accordance with the Ministry of Finance and State Administration of Foreign Exchange,
Further Strengthening the Work of Capital Verification for Foreign Investment Enterprises
and Improving the System of Registration of Foreign Capital and Foreign Exchange
Circular (ref. Cai Kuai [2002] No.1017). '
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Article 11 If the reorganization is effected through an assignment,  generally, the
Foreign Investor shall pay the entire price within three months after the date on which the
foreign-invested enterprise is issued its business licence. In the event that the Foreign
Investor truly experiences difficulty in doing so. 60% or more of the total price shall be
paid within six months after the date of issuance of the business licence. security shall be
provided for the remaining amount and such remaining amount shall be paid in full within
one year.

Article 12 If the controlling interest in the enterprise is to pass to. or if all or the
main business assets of the enterprise are to be sold to, the Foreign Investor after the
assignment of the State-owned Property Rights, the Reorganizing Party has the right,
prior to the Foreign Investor paying the price in full.  to be kept informed of and supervise
the production. operational and financial situation of the reorganized enterprise and the
Foreign Investor and the reorganized enterprise shall appropriately facilitate the
Reorganizing Party's staying informed and supervising.

Prior to using the acquired assets to invest in and establish a foreign-invested
enterprise. the Foreign Investor may not use the aforementioned assets to engage in
business activities.

Article 13 The proceeds derived from the assignment of State-owned Property
Rights or assets shall be received by the Reorganizing Party and managed and used in
accordance with the relevant provisions of the State Council department in charge of
finance.

Article 14 The share of the net profits of the reorganized enterprise obtained by the
Foreign Investor, proceeds it derives from an equity assignment, the share of the funds
that it obtains after the expiration of the business term or termination of the enterprise and
other lawful revenues may be remitted abroad in accordance with the law or.  subject to
the approval of the foreign exchange department. may be reinvested in China.

Article 15 In the course of Using Foreign Investment to Reorganize State-owned
Enterprises. tax policies in respect thereof shall be handled in accordance with relevant
State laws and administrative regulations on taxation and fee policies in respect thereof
shall be handled in accordance with the State Development Planning Commission. State
Economic and Trade Commission, Ministry of Supervision. Ministry of Finance,
Auditing Administration and the Office for Checking Unhealthy Tendencies in Business
Activities of the State Council, Reduction or Exemption of Charges for Enterprises
Undergoing Reform, Reorganization or Restructuring Circular (ref. Ji Jia Fei [1998]
No.1077).

Article 16 If a member of the personnel of the Reorganizing Party or the Enterprise
to be Reorganized acts ultra vires, is derelict in his duties, secretly colludes with the
Foreign Investor, practises graft or accepts bribes thus prejudicing the lawful rights and
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interests of the State. creditors, staff members and workers, he shall be subjected to
administrative penalties and sanctions by the relevant department in accordance with the
law: if a criminal offence is constituted, his criminal liability shall be pursued in
accordance with the law.

Article 17 If a member of the working personnel of a government authority
responsible for examination and approval violates these Provisions by granting approvals
without authorization or uses his authority in the examination and approval process for
private gain thus prejudicing the lawful rights and interests of the State, creditors. staff
members and workers, the administrative liability of the person directly in charge and the
personnel in authority shall be pursued by the relevant authority in accordance with the
administrative authority of cadres: if a criminal offence is constituted. criminal liability
shall be pursued in accordance with the law.

Article 18 The participation of investors from the Hong Kong Special Administrative
Region. the Macao Special Administrative Region and Taiwan and of established
foreign-invested enterprises in the reorganization of State-owned enterprises shall be
handled with reference to these Provisions.

Article 19 The State Economic and Trade Commission, the Ministry of Finance.
the State Administration for Industry and Commerce and the State Administration of

Foreign Exchange are in charge of interpreting these Provisions.

Article 20 These Provisions shall be implemented as of 1 January 2003
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ZJ06 Interim Provisions on the Takeover of Domestic

Enterprises by Foreign Inverstors

August 8, 2006

Contents

Chapter | General Provisions

Chapter |l Basic Systems

Chapter lil Examination, Approval and Register

Chapter IV Equity-payment-based Takeover of Domestic Companies by Foreign Investors
Section 1 Conditions for Equity-payment-based Takeover
Section 2 Application Documents and Procedures

Section 3 Special Provisions on Special-purpose Companies
Chapter V Antitrust Review

Chapter VI Supplementary Provisions

Chapter | General Provisions

Article 1 For the purposes of promoting and regulating foreign investors’ investments in
China, absorbing advanced technologies and management experiences from abroad,
improving the level of utilizing foreign investments, realizing the reasonable allocation of
resources, ensuring employment, as well as maintaining fair competition and state
economic security, these provisions are formulated in accordance with the laws and
administrative regulations on foreign-funded enterprises, the Company Law and other
relevant laws and administrative regulations.

Article 2 The phrase “takeover of a domestic enterprise by a foreign investor” as
mentioned in the present provisions means that the foreign investor purchases by
agreement the equities of the shareholders of a domestic non-foreign-funded enterprise
(hereinafter referred to as “domestic company”) or subscribes to the increased capital of a
domestic company, and thus changes the domestic company into a foreign-funded
enterprise (hereinafter referred to as “share right takeover™); or, a foreign investor
establishes a foreign-funded enterprise, and through which it purchases by agreement the
assets of a domestic enterprise and operates its assets, or, a foreign investor purchases
by agreement the assets of a domestic enterprise, and then invest such assets to
establish a foreign-funded enterprise and operate the assets (hereinafter referred to as
“asset takeover”).

Article 3 To take over a domestic enterprise, a foreign investor shall abide by the laws,
administrative regulations, and rules of China, comply with the principles of fairness,
reasonableness, making compensation for equal value, as well as good faith, and shall
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not cause excessive centralization, exclude or limit competition, or disturb the social
economic order, or damage the public benefits, or result in any loss to the state-owned
assets.

Article 4 To take over a domestic enterprise, a foreign investor shall satisfy the
requirements of the laws, administrative regulations, and rules of China concerning the
qualifications of investors, and shall comply with the policies on the industry, land,
environmental protection, etc.

For the industries where solely foreign-owned operation is not permitted by the “Catalog of
Industries for the Guidance of Foreign Investment”, the takeover shall not lead to the
consequence of a foreign investor's holding all the equity rights of the enterprise; for the
industries where it is required for a Chinese party to control or relatively control the shares,
the Chinese party shall, after an enterprise in such industries is taken over, still control or
relatively control the shares of the enterprise; for the industries where foreign investors
are prohibited from operation, no foreign investor shall take over any enterprise in such
industries.

The business scope of any enterprise invested by the domestic enterprise prior to the
takeover shall meet the requirements in the industrial policies on foreign investments. If it
does not, adjustment shall be made.

Article 5 If the takeover of a domestic enterprise by a foreign investor involves the transfer
of state-owned property rights of the enterprise and ﬁwanagement of state-owned property
rights of listed companies, the relevant provisions on the management of state-owned
assets shall be followed.

Article 6 Where a foreign investor intends to establish a foreign-funded enterprise by
merging a domestic enterprise, it shall, in accordance with these Provisions, be subject to
the approval of the examination and approval organ and modify the registration or go
through the establishment registration in the registration administrative organ.

If the enterprise to be taken over is a domestic listed company, it shall, pursuant to the
Measures for the Administration of Strategic Investment in Listed Companies by Foreign
Investors, go through the relevant formalities in the securities regulatory institution of the
State Council.

Article 7 All parties concerned to the takeover of a domestic enterprise by a foreign
investor shall pay taxes under Chinese tax laws and accept the supervision of the tax
organs.

Arlicle 8 All parties concerned to the takeover of a domestic enterprise by a foreign

investor shall abide by the laws and administrative regulations of China on the
administration of foreign exchange. They shall timely go through the approval, register,
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archival filing and modification formalities in the foreign exchange control organs.
Chapter |l Basic System

Article 9 For a foreign-funded enterprise established after takeover by a foreign investor, if
the foreign investor's proportion of investments exceeds 25% of the registered capital of
this enterprise, this enterprise shall be entitled to enjoy the treatments to foreign-funded
enterprises.

For a foreign-funded enterprise established after takeover by a foreign investor, if the
foreign investor's proportion of investments is less than 25% of the registered capital of
this enterprise, this enterprise shall not enjoy the treatments to foreign-funded enterprises
unless it is otherwise provided for by any law or administrative regulation. It shall follow
the relevant provisions on borrowing foreign loans by non-foreign-funded enterprises
when it borrows foreign loans. The examination and approval organ shall issue to it a
Foreign-funded Enterprise Approval Certificate (hereinafter referred to as the Approval
Certificate™) with the remark “The proportion of foreign investments is less than 25%". The
registration administrative organ and the foreign exchange control organ shall respectively
issue to it a Foreign-funded Enterprise Business License and a Foreign Exchange
Register Certificate with the remark “The proportion of foreign investments is less than
25%".

Where a domestic company, enterprise or natural person takes over a domestic affiliated
company in the name of an overseas company it lawfully established or controls, the
foreign-funded enterprise so established shall not enjoy the treatments to foreign-funded
enterprises, except that this overseas company subscribes to the increased capital of the
domestic company or that it increases the capital of the enterprise established after
takeover and the proportion of the capital increase exceeds 25% of the registered capital
of the enterprise so established. For a foreign-funded enterprise established in either of
the forms as mentioned in this paragraph, if the proportion of investments made by a
foreign investor, who is not its actual controller, exceeds the 25% of its registered capital, it
shall be entitled to enjoy the treatments to foreign-funded enterprises.

The treatments to a foreign-funded enterprise which is established after a foreign investor
takes over a domestic listed company shall be governed by the relevant provisions of the
state.

Article 10 The term “examination and approval organ” as mentioned in these Provisions
refers to the Ministry of Commerce of the People’s Republic of China (hereinafter referred
to as the MOFCOM) or the provincial commerce administrative departments (hereinafter
referred to as the provincial examination and approval organs”). The term “registration
administrative organ™ refers to the State Administration for Industry and Commerce
(hereinafter referred to as the SAIC) or its authorized local administrations for industry and
commerce. The term “foreign exchange control organ” refers to the State Administration of
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Foreign Exchange (hereinafter referred to as the SAFE) or its branches.

Under the provisions of laws, administrative regulations, and rules, if a foreign-funded
enterprise established after takeover falls within any special category or sector of
foreign-funded enterprises which are subject to the examination and approval of the
Ministry of Commerce (hereinafter referred to as the MOFCOM), the provincial
examination and approval organ shall forward the application materials to the MOFCOM
for examination and approval. The MOFCOM shall make a decision of approval or
disapproval in pursuance of law.

Article 11 Where a domestic company, enterprise or natural person intends to take over its
domestic affiliated company in the name of a company which it lawfully established or
controls, it shall be subject to the examination and approval of the MOFCOM.

The parties concerned shall not dodge the aforesaid requirements by making investments
within China through the foreign-funded enterprise, or by other ways.

Article 12 Where a foreign investor intends to obtain the actual controlling power of a
domestic enterprise it plans to take over, and if any important industry is concerned, or if it
has an impact on or may have an impact on the national economic security, or it will lead
to the transfer of the actual controlling power of a domestic enterprise which holds a
famous trademark or China Time-honored Brand, the parties concerned shall file an
application with the MOFCOM.

If the parties concerned fail to do so, but its takeover has had or may have a serious
impact on the national economic security, the MOFCOM may, jointly with the relevant
departments, demand the parties concerned to terminate the transaction or transfer the
relevant equities / assets or take other effective measures to eliminate the takeover's
impact on the national economic security.

Article 13 For an equity-based takeover by a foreign investor, the foreign-funded
enterprise established after takeover shall succeed to the credits and debts of the
domestic company it takes over.

For an asset-based takeover by a foreign investor, the domestic enterprise which sells its
assets shall undertake its former credits and debts.

The foreign investor, the domestic enterprise to be taken over, the creditors and other
parties concerned may enter into a separate agreement on the disposal of the credits and
debts of the domestic enterprise to be taken over, provided that this agreement shall not
impair the interests of any third party or public interests. An agreement on the disposal of
credits and debts shall be submitted to the examination and approval organ.

A domestic enterprise to sell assets shall, not later than 15 days before the investor
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submits the application documents to the examination and approval organ, send a notice
to the creditors and shall publish an announcement on a provincial newspaper or above,
which is circulated nationwide.

Article 14 The parties to a takeover shall determine the transaction price on the basis of
the assessment result of the equities to be transferred or of the assets to be sold, which is
given by an asset assessment institution. The parties to a takeover may agree on an asset
assessment institution lawfully established within China. A common international
assessment method shall be adopted for the asset assessment. It is prohibited to divert
any capital abroad in any disguised form by transferring any equities or selling assets at a
price which is obviously lower than the assessment result.

The takeover of a domestic enterprise by a foreign investor, which may cause the
modification of any equity formed by investments to state-owned assets or transfer of the
property right of state-owned assets, shall satisfy the relevant provisions on the
management of state-owned assets.

Article 15 The parties to a takeover shall state whether there is a connected relationship
between the parties to the takeover. If both parties belong to a same actual controller, the
parties shall disclose their actual controller to the examination and approval organ and
make an explanation about whether the purpose of takeover and the assessment result
conform to the fair value of the market. The parties shall not dodge the aforesaid
requirements by trust, holding shares on behalf of others, or by other means.

Article 16 To establish a foreign-funded enterprise by taking over a domestic enterprise, a
foreign investor shall, within 3 months from the date of issuance of business license to the
foreign-funded enterprise, pay all the considerations to the shareholders who transfer the
equities or to the domestic enterprise which sells the assets. In the case of any particular
circumstance under which it is necessary to extend the time limit, the foreign investor shall,
upon the approval of the examination and approval organ, pay 60% or more of the
consideration within 6 months as of the date of issuance of the business license to the
foreign-funded enterprise, and pay off the balance of consideration within one year, and
distribute the proceeds according to the proportion of investments it has actually
contributed.

Where a domestic company subscribes to the increased capital of a domestic company,
the shareholders of the limited liability company or of the domestic joint stock limited
company established by way of promotion shall pay at least 20% of the newly increased
registered capital when the company applies for a business license for foreign-funded
enterprise. The time to pay the other newly increased registered capital shall be in line
with the Company Law, the laws on foreign investments and the Regulation on the
Administration of Company Registration. If it is provided for in any other law or
administrative regulation, such law or administrative regulation shall prevail. Where a joint
stock limited company increase the registered capital by issuing new stocks, the
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shareholders shall subscribe to the new stocks in accordance with the relevant provisions
on the payment for shares in the establishment of a joint stock limited company.

Where a foreign investor carries out an asset takeover, it shall stipulate the time limit for
contribution of investments in the contract and articles of association of the foreign-funded
enterprise to be established. Where the foreign investor establishes a foreign-funded
enterprise, and through which purchases the assets of a domestic enterprise and
operates such assets, it shall contribute the investments equivalent to the consideration of
the assets within the time limit for payment of consideration as provided for in Paragraph 1
of the present Article. As for the remaining investments, the time limit for contribution shalt
satisfy the relevant provisions on the capital contribution for the establishment of
foreign-funded enterprise.

Where a foreign investor establishes a foreign-funded enterprise by merging a domestic
enterprise, if its investment proportion is less than 25 % of the registered capital of the
enterprise and if it plans to make investments in cash, it shall make full contribution within
3 months from the day when a business license is issued to the foreign-funded enterprise;
if it plans to make investments in kind or industrial property, it shall make full contribution
within 6 months from the day when a business license is issued to the foreign-funded
enterprise.

Article 17 The means of payment for the consideration shall conform to the relevant laws
and administrative regulations of the state. If the foreign investor uses the Renminbi
assets it lawfully owns as a means of payment, it shall obtain the approval of the
department of foreign exchange control. If the foreign investor uses the shares over which
it has the right of disposition, it shall comply with Article 4 of these Provisions.

Article 18 After a foreign investor purchases the equities of a domestic company by
agreement, and the domestic company has been modified into a foreign-funded
enterprise, the foreign-funded enterprise’s registered capital shall be the registered capital
of the original domestic company, and the proportion of investments contributed by the
foreign investor shall be the proportion of the purchased equities in the original registered
capital.

Where a foreign investor subscribes to the capital increase of a domestic limited liability
company, the registered capital of a foreign-funded enterprise established after the
takeover shall be the summation of the registered capital of the former domestic company
and the amount of capital increase. As to the foreign investor and other shareholders of
the former domestic company it takes over, their respective proportion of capital
contributions to the foreign-funded enterprise shall be determined on the basis of the
assessment of the assets of the domestic company.

Where a foreign investor subscribes the capital increase of a domestic joint stock limited
company, the registered capital shali be determined under the Company Law.
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Article 19 For an equity-based takeover by a foreign investor, the upper limits on the total
investments to the foreign-funded enterprise after takeover shall be determined according
to the following rates, unless the state provides otherwise:

(1)If the registered capital is less than US$ 2.1 million, the total investments shall not
exceed 10/7 of the registered capital;

(2)If the registered capital is not less than US$ 2.1 million but not more than USS$ 5 million,
the total investments shall not exceed two times the registered capital;

(3) If the registered capital is not less than US$ 5 miltion but not more than US$ 12 million,
the total investments shall not exceed 2.5 times the registered capital; and

(4)If the registered capital is more than US$ 12 million, the total investments shall not
exceed 3 times the registered capital.

Article 20 For an asset-based takeover, the foreign investor shall, according to the
transaction price for the purchased assets and the actual production and operation scale,
determine the total investments to the foreign-funded enterprise to be established. The
proportion between the registered capital and total investments of the foreign-funded
enterprise to be established shali conform to the relevant provisions.

Chapter |l Examination, Approval and Registration

Article 21 For an equity-based takeover, a foreign investor shall, pursuant to the total
investments of the foreign-funded enterprise to be established after the takeover, the type
of the enterprise and the industry it engages in, submit the following documents to the
competent examination and approval organ in accordance with the laws, administrative
regulations, and rules on the establishment of foreign-funded enterprises:

(1) A resolution of the shareholders of the domestic limited liability company or of the
domestic joint stock limited company on the full consent to the equity-based takeover or
asset-based takeover by the foreign investor;

(2)An application for the establishment of the foreign-funded enterprise;

(3)An contract and the articles of association of the foreign-funded enterprise to be
established after takeover;

(4) An agreement on the foreign investor’s acquisition of equities of shareholders of the
domestic company or on the foreign investor’s subscription of the capital increase of
domestic companies;

(5) The previous-year financial audit report of the domestic company taken over;

(6)The certification documents for the identity, registration and credit standing of the
investor that have been notarized and certified according to law;

(7)The descriptions about the enterprises invested by the domestic enterprise taken over;
(8) The (duplicates) of the business licenses of the domestic company taken over and
enterprises it invests in;

(9) The proposal on the settlement of employees domestic enterprise taken over;

(10) The documents to be submitted as required by Articles 13 through 15 of the present
provisions.




]

Non-confidential attachment C-1.2.7° "~ :

If the business scope, scale, obtainment of land use right of a foreign-funded enterprise
established after takeover are subject to the license of the relevant government
departments, the relevant licensing documents shall be submitted along with the
documents as listed in the preceding Paragraph.

Article 22 An equity purchase agreement, or domestic company capital increase
agreement shall be governed by Chinese law and shall contain the following contents:
(1)The status of each party to the agreement, including The status of each party to the
agreement, including the name and domicile of each party, the name, position and
nationality of each legal representative;

(2)The proportion of price of the equities purchased or capital increase subscribed;
(3)The time period of the agreement, and the method of execution thereof;

(4)The rights and obligations of each party to the agreement;

(5)The liabilities for breach of contract, and settlement of disputes; and

(6)The time and place for the conclusion of agreement.

Article 23 For an asset-based takeover, the foreign investor shall, pursuant to the total
investments of the foreign-funded enterprise to be established after the takeover, the type
of the enterprise and the industry it engages in, submit the following documents to the
competent examination and approval organ in accordance with the laws, administrative
regulations, and rules on the establishment of foreign-funded enterprises:

(1)A resolution of the property right holders or power authority of the domestic enterprise
on the consent to the sale of assets;

(2)An application for the establishment of a foreign-funded enterprise;

(3)A contract and the articles of association of the foreign-funded enterprise to be
established;

(4)An asset purchase agreement signed by the foreign-funded enterprise to be
established and the domestic enterprise, or by the foreign investor and the domestic
enterprise;

(5)The articles of association and the business license (duplicate) of the domestic
enterprise it has taken over,;

(6)The notice of the domestic enterprise taken over, cenrtifications of the creditors
announced, and statement about whether the creditors have raised any objections;

(7) )The certification documents for the identity, registration and credit standing of the
investor that have been notarized and certified according to law;

(8)The proposal on the settlement of employees of the domestic enterprise that is taken
over, and

(9)The documents as required by Articles 13 through 15 if these Provisions.

If the business scope, scale, obtainment of land use right of a foreign-funded enterprise
establishment after takeover involve licensing of the relevant government departments,
the relevant licensing documents shall be submitted along with the documents as listed in
the preceding Paragraph.
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Where a foreign investor purchases the assets of a domestic enterprise by agreement and
invests such assets in establishing a foreign-funded enterprise, it shall not, prior to the
establishment of the foreign-funded enterprise, carry out any business activities with such
assets.

Article 24 The agreement on the purchase of assets shall be governed by Chinese law
and shall contain the following main contents:

(1) The status of each party to the agreement, including the name and domicile of each
party, the name, position and nationality of each legal representative;

(2)A list of the assets to be purchased and the price thereof;

(3)The time period and method for the execution of the agreement;

(4) The rights and obligations of each party to the agreement;

(5) The liabilities for breach of contract, and settlement of disputes;

(6)The time and place for the conclusion of the agreement.

Article 25 Where a foreign investor intends to establish a foreign-funded enterprise by
taking over a domestic enterprise, unless it is otherwise provided for in these Provisions,
the examination and approval organ shall, within 30 days after the examination and
approval organ receives the complete set of documents as required, it shall make a
decision of approval or disapproval. If it decides to make a decision of approval, the
examination and approval organ shall issue to the foreign investor an approval certificate.

For a foreign investor which intends to purchase the equities of a domestic company by
agreement, if the examination and approval organ makes a decision of approval, it shall
simultaneously send a copy of the relevant approval documents to the foreign exchange
control departments of the places where the equity transferor and the domestic company
are located, respectively. The foreign exchange control department of the place where the
equity transferor is located shall handle the foreign exchange registration for
equity-transfer-based foreign investments, which indicates that the consideration to the
foreign investor's equity takeover has been fully paid.

Article 26 For an asset-based takeover, the foreign investor shall, within 30 days after it
receives the approval document, apply to the registration administrative organ for
establishment registration so as to fetch a foreign-funded enterprise business license.

For an equity-based takeover by a foreign investor, the domestic company taken over
shall apply to the original registration administrative organ for modifying its registration in
accordance with these Provisions. If the original registration administrative organ has
registration jurisdiction, it shall, within 10 days after it receives the application documents,
transfer these application documents to the competent registration administrative organ
and simultaneously accompany them by the registration files of the domestic company.
When the domestic company taken over applies for modifying the registration, it shall
submit the following documents and shall be responsible for their genuineness and
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validity:

(1)An application for modifying registration;

(2)An agreement on the purchase of equities of the domestic company or on the
subscription of increased capital of a domestic company by a foreign investor;

(3)The post-revision articles of association or revisions to the original articles of
association, and the foreign-funded enterprise contract which shall be submitted in
pursuance of law;

(4)The foreign-funded enterprise approval document;

(5)The cenification for the qualifications of the foreign investor as the subject, or the
identity certification of the foreign investor as a natural person;

(6) The post-revision name list of the members of the board of directors, the documents
which state the name and domicile of the newly increased directors, and the documents
on the appointment of the newly increased directors;

(7)Other relevant documents and certificates as required by the State Administration for
Industry and Commerce.

The investor shall, within 30 days after it receives a foreign-funded enterprise business
license, go through the registration formalities in the tax, customs, land administration and
foreign exchange administration departments.

Chapter IV Equity-payment-based Takeover of Domestic Companies by Foreign Investors
Section 1 Conditions for Equity-payment-based Takeover

Article 27 The term “equity-payment-based takeover of a domestic enterprise by a foreign
investor” means that the shareholders of an overseas company purchase the equities of a
domestic company by paying the equities of the overseas company it holds, or that an
overseas company purchases the increased capital of a domestic company by paying its
increased shares.

Article 28 The term “overseas company” as mentioned in this Chapter shall be a lawfully
established company, there is a sound system of company law in its registration place,
and the company and its management level have no record of punishment by the
regulatory institution within recent 3 years. Except for special-purpose companies as
mentioned in Section 3 of this Chapter, an overseas company shall be a listed company
and there shall be a sound securities dealing system in the place where it gets listed.

Article 29 The equities of the domestic and overseas companies involved in the
equity-based takeover of a domestic company by a foreign investor shall meet the
following conditions:

(1)They are lawfully held by the shareholders and may be transferred in accordance with
the law;

(2)There is no dispute over their ownership, they are not held in pledge and they are not
subject to any other limit of right;
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(3)The equities of an overseas company shall be listed publicly in an overseas lawful
securities exchange market (excluding the over-counter exchange market); and

(4)The transaction price of the equities of the overseas company in the recent 1 year
remains stable.

The Items (3) and (4) of the preceding Paragraph is inapplicable to the special-purpose
companies as mentioned in Section 3 of this Chapter.

Article 30 For an equity-based takeover of a domestic company by a foreign investor, the
overseas company or its shareholders shall hire an intermediary institution registered
within China to serve as a consultant (hereinafter referred to as the “takeover consultant”).
The takeover consultant shall make duteous investigations to the genuineness of the
takeover application documents, the financial status of the overseas company as well as
whether the takeover meets the requirements of Articles 14, 28 and 29 of these Provisions,
shall make a takeover consultant report and shall put forward express professional
opinions on each of the aforesaid items.

Article 31 A takeover consultant shall satisfy the following conditions:

(1)Having a good reputation and having relevant practicing experiences;

(2)Having no record of serious violation of any law or regulation; and

(3)Being capable of investigating and analyzing the legal systems of the registration place
of the overseas company and the place where the overseas company is get listed, as well
as the financial status of the overseas company.

Section 2 Application Documents and Procedures

Article 32 An equity-based takeover of a domestic company by a foreign investor shall be
subject to the examination and approval of the MOFCOM. The domestic company shall
not only submit the documents as required in Chapter 11l of these Provisions, but also the
following documents:

(1)A statement of the changes of equities and important changes of assets of the domestic
company within the recent 1 year;

(2)A takeover consultant’s report;

(3)The business opening certifications or identity cenrification documents of the relevant
domestic and overseas companies and their shareholders;

(4)Descriptions about the equities held by the shareholders of the overseas company, and
the name list of the shareholders who hold 5 % or more of the equities of the overseas
company;

(5)The articles of association of the overseas company and a description about the
guaranties it provides to outsiders; and

(6)The recent annual financial statements upon audit and a report on the stock dealings of
the overseas company in the recent half year.

Article 33 The MOFCOM shall, within 30 days after it receives a complete set of
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documents, examine a takeover application. If the relevant requirements are satisfied, it
shall issue to the applicant an approval document, which is given the remark that “For the
equity-based takeover of a domestic company by a foreign investor, it will be valid for 6
months as of the date of issuance of a business license.”

Article 34 The overseas company shall, within 30 days after it receives an aforesaid
approval document, it shall modify the registration in the registration administrative organ
and the foreign exchange control organ. The registration administrative organ and the
foreign exchange control organ shall respectively issue to it a foreign-funded enterprise
business license and a foreign exchange register certificate which are giventhe remark
that “To be valid for 8 months as of the date of issuance”.

When a domestic company goes through the registration modification formalities in the
registration administrative organ, it shall, in advance, submit an equity change application,
the revised articles of association, the equity transfer agreement and other documents
signed by the legal representative of the domestic company, which are aimed to resume
the structure of equities.

Article 35 Within 6 months as of the date of issuance of a business license, the domestic
company and its shareholders shall, in regard to the matters relating to the overseas
company's equities it plans to hold, apply to the MOFCOM and the foreign exchange
control organ for going through the formalities for the examination, approval and
registration of investments to run an enterprise abroad .

The parties concerned shall not only submit to the MOFCOM the documents as required
in the Provisions on the Examination and Approval of Investment to Run Enterprises
Abroad, but also a foreign-funded enterprise approval certificate with the said remark and
a foreign-funded enterprise business license with the said remark. After the MOFCOM
examines and approves the overseas company's equities to be held by the domestic
company or its shareholders, it shall issue to the applicant a Chinese enterprise overseas
investment approval certificate and replace the foreign-funded enterprise approval
certificate with a remark by one with no remark.

After a domestic company obtains a foreign-funded enterprise approval certificate without
a remark, it shall, within 30 days, apply to the registration administrative organ and the
foreign exchange control organ, for replacing the foreign-funded enterprise business
license and the foreign exchange register certificate with a remark by new ones with no
remark.

Article 36 With 6 months as of the date of issuance of a business license, if the domestic
and overseas companies fail to finish the equity modification formalities, the approval
certificate with a remark and the Chinese enterprise overseas investment approval
certificate shall be invalidated automatically. The registration administrative organ shall,
according to the equity modification registration application documents submitted by the
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domestic company in advance, examine and approve the modification registration and
shall make the equity structure of the domestic company resume to the state prior to the
takeover of equities.

In the case of failure to acquire the shares increased by a domestic company, before the
registration administrative organ examines and approves the modification registration
under the preceding Paragraph, the domestic company shall, pursuant to the Company
Law, reduce the registered capital correspondingly and publish an announcement on a
newspaper.

If the domestic company fails to go through the relevant registration formalities according
to the preceding Paragraph, the registration administrative organ shall punish it in
accordance with the Regulation on the Administration of Company Registration.

Article 37 After a domestic company obtains a foreign-funded enterprise approval
certificate with a remark and a foreign exchange register certificate with a remark, it shall
not distribute its profits to its shareholders, nor provide a guaranty to any connected
company, nor make any payment to any outsider for the capital items such as the equity
transfer, capital decrease or liquidation.

Article 38 A domestic company or its shareholders may, upon the strength of approval
document with no remark and the business license with no remark issued by the
MOFCOM and the registration administrative organ, go through the tax modification
registration in the tax organ.

Section 3 Special Provisions on Special-purpose Companies

Article 39 The term “special-purpose company” refers to an overseas company which a
domestic company or natural person directly or indirectly controls for the purpose of
making its actual domestic company equities get listed abroad.

The provisions of this Section shall apply to a special-purpose company, which, for the
purpose of getting listed abroad, its shareholders or the special-purpose company
purchase (purchases) the equities of the shareholders of a domestic company or the
share increase of a domestic company by paying with the equities of the special-purpose
company it holds or by paying with the share-increase of the special-purpose company.

If the parties concerned makes an overseas company, which holds any equities of a
special-purpose company, serve as a subject to get listed abroad, this overseas company
shall satisfy the relevant requirements for the sp'ecial-purpose company as described in
this Section.

Article 40 The transaction for the overseas listing of a special-purpose company shall be
subject to approval of the securities regulatory institution of the State Council.
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The country or region where the special-purpose company gets listed shall have sound
legal and regulatory systems, and securities regulatory institution of this country or region
shall have signed a memorandum of cooperation and understanding with the securities
regulatory institution of the State Council of China and keep an effective cooperation in the
regulatory work.

Article 41 A domestic company with its equities listed abroad as mentioned in this Section
shall satisfy the following conditions:

(1)lts property right is clear. There is no dispute or potential dispute over its property right;
(2)It has a complete business system and a good sustainable operation capacity;

(3)It has a sound corporate governance structure and internal management system; and
(4)The company and its main shareholders have no record of serious violation of any law
or regulation.

Article 42 To set up a special-purpose company abroad, an overseas company shall apply
to the MOFCOM for going through the examination and approval formalities. When doing
so, the domestic company shall not only submit to the MOFCOM the documents as
required in the Provisions on the Examination and Approval of Investment to Run
Enterprises Abroad, but also the following documents:

(1)The identity certification documents on the final controller of the special-purpose
company;

(2)The business plan on the overseas listing of the special-purpose company; and

(3)The assessment report made by the takeover consultant on the price of the stocks to
be issued by the special-purpose company to get listed abroad in the future.

After the party who establishes or controls a special-purpose company obtains approval
document for Chinese enterprise to make overseas investment, it shall apply to the
foreign exchange control organ of the place where it is located for going through the
formalities for the register of overseas investments.

Article 43 The total value of the stocks of a special-purpose company listed abroad shall
not be lower than the value of the equities of the domestic company upon the assessment
of the relevant asset assessment institution.

Article 44 Where a special-purpose company intends to take over a domestic company by
equities, the domestic company shall not only submit to the MOFCOM the documents as
required in Article 32 of these Provisions, but also the following documents:

(1)The approval documents and certificate for the investor to run an enterprise abroad at
the time of establishment of the special-purpose company;

(2)The foreign exchange register form for the overseas investments of the
special-purpose company;

(3) The identity certification documents on the final controller of the special-purpose
company, or the business opening cerification or articles of association of the
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special-purpose company;

(4)The business plan on the overseas listing of the special-purpose company; and

(5)The assessment report made by the takeover consultant on the price of the stocks to
be issued by the special-purpose company to get listed abroad in the future.

If the parties concerned makes an overseas company, which holds the equities of a
special-purpose company, serve as a subject to get listed abroad, the domestic company
shall, apart from the aforesaid documents, submit the following documents:

(1)The business opening certification and the articles of association of the overseas
company; and

(2)The arrangement of the special-purpose company and the overseas company for the
transaction of the equities of the domestic company taken over, as well as the detailed
descriptions of the method to convert the equities to money.

Article 45 If the MOFOCOM approves the documents as required in Article 44 of these
Provisions upon preliminary examination, it shall issue a letter of in-principle approval.
The domestic company shall, upon the strength of the letter of in-principle approval,
submit to the securities regulatory institution of the State Council the application
documents for getting listed. The securities regulatory institution of the State Council shall
make a decision of approval or disapproval within 20 working days.

After the domestic company obtains an approval, it shall apply to the MOFCOM for an
approval certificate. The MOFCOM shall issue to it an approval certificate with the remark
“For holding equities of overseas special-purpose company, it shall be valid for 1 year as
of the issuance of a business license”.

If the takeover causes the change of equities of the special-purpose company, the
domestic company or natural person holding the equities of the special-purpose company
shall, upon the strength of the foreign-funded enterprise approval certificate with a remark,
apply to the MOFCOM for going through the formalities for the examination and approval
of the change of the overseas investment to run an enterprise abroad and shall apply to
the local foreign exchange control organ for modifying the foreign exchange register of
overseas investments.

Article 46 The domestic company shall, within 30 days after it receives an approval
document with a remark, apply to the registration administrative organ and the foreign
exchange control organ for maodifying the registration. The registration administrative
organ and the foreign exchange control organ shall respectively issue to a foreign-funded
enterprise business license and a foreign exchange register certificate with a remark “To
be valid for 14 months as of the date of issuance”.

When the domestic company handles the modification registration in the registration
administrative organ, it shall, in advance, submit the equity change application, the
revised articles of association, the equity transfer agreement and other documents signed
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by the legal representative of the domestic company, which are aimed to resume the
structure of equities.

Article 47 The domestic company shall, within 30 days after the special-purpose company
or its connected overseas company realizes the overseas listing, report to the MOFOCOM
about the information about the overseas listing and its plan on the transfer-back of the
raised funds and apply for a unremarked foreign-funded enterprise approval certificate. At
the same time, it shall, within 30 days after the realization of overseas listing, report to the
securities regulatory institution of the State Council the information about the overseas
listing and provide it with the relevant documents for archival purposes. It shall also submit
to the foreign exchange control organ its plan on the transfer-back of the raised funds and
execute this plan under the supervision of the foreign exchange control organ. It shall,
within 30 days after it receives an unremarked approval certificate, apply to the
registration administrative organ and foreign exchange control organ for replaying its
foreign-funded enterprise business license and foreign exchange register certificate with a
remark by a new unremarked one.

If the domestic company fails to report to the MOFCOM within the aforesaid time limit, its
approval certificate with a remark shall be invalidated automatically, its equities structure
will resume to the state prior to the equity-based takeover and it shall go through the
formalities for modifying the registration in accordance with Article 36 of these Provisions.

Article 48 The funds of a special-purpose company raised from overseas listing shall,
according to the transfer-back plan submitted to the foreign exchange control organ for
archival purposes, be transferred back into China according to the existing foreign
exchange control provisions. The raised funds may be transferred back into China by:
(1)providing commercial loans to the domestic company:

(2)setting up a new foreign-funded enterprise within China; and

(3)taking over a domestic enterprise.

To transfer back the funds of a special-purpose company raised overseas under the
aforesaid circumstances, the relevant parties shall abide by the laws and administrative
regulations on the administration of foreign investments and on foreign debts. If, as a
consequence of the transfer-back of the funds a special-purpose company raised
overseas, the domestic company or natural person who holds more equities of the
special-purpose company or the net assets of the special-purpose company increase, the
parties concerned shall faithfully disclose the relevant information and apply for
examination and approval. After it finishes the examination and approval formalities, it
shall go through the formalities for modifying the foreign exchange register of foreign
investments and the register of overseas investments.

The profit, bonus and capital change income in a foreign currency obtained by the

domestic company or natural person from the special-purpose company shall be
transferred back to China within 6 months after the date of obtainment. The profit or

81




Non-confidential attachment C-1.2.7

dividends may enter into the foreign exchange account for current items or may be
converted into RMB. The capitai change income in a foreign currency may, upon the
examination and approval of the foreign exchange control organ, be deposited in a special
capital account opened for it or be converted into RMB.

Article 49 Within 1 year after the date of issuance of a business license, if the domestic
company fails to obtain an unremarked approval certificate, the approval certificate with a
remark shall be invalidated automatically. The domestic company shall go through the
formalities for modifying the registration.

Article 50 After the special-purpose company has realized the overseas listing and the
domestic company has obtained an approval certificate and a business license with no
remark, if the relevant party concerned continues to take over this domestic company by
paying its equities, the provisions of Sections 1 and 2 of this Chapter shall apply to this
case.

Chapter V Antitrust Review

Article 51 If the takeover of a domestic company by a foreign investor is under any of the
following circumstances, the investor shall report the relevant information to the MOFCOM
and the State Administration for Industry and Commerce (hereinafter referred to as the
SAIC):

(1)The current-year business volume of any party to the takeover in the Chinese market
exceeds RMB 1.5 billion yuan;

(2)The foreign investor has accumulatively taken over more than 10 enterprises in the
domestic relevant industries;

(3)The market share of any party to the takeover has reached 20% in China; and

(4)The takeover leads to the fact that the market share of the party to the takeover has
reached 25% in China.

When the foreign investor fails to meet the conditions as mentioned in the preceding
Paragraph, but upon request of a domestic enterprise of competitive relationship, a
relevant functional department or industrial association, the MOFCOM or the SAIC
believes that the takeover by the foreign investor involves a huge market share, or that
there are other major factors which seriously impact market competition, it may also
demand the foreign investor to prepare a report.

The aforesaid merging party includes the connected enterprises of the foreign investor.

Article 52 If the takeover of a domestic company by a foreign investor is under any of the
circumstances as mentioned in Article 51 and if the MOFCOM and the SAIC believe that it
may lead to excessive concentration, hamper fair competition or impair the interests of the
consumer, they shall, within 30 days as of the receipt of all the documents as required,
either solely convene through negotiation or jointly convene the relevant departments,
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institutions, enterprises and other interested parties and hold a hearing, and shall make a
decision of approval or disapproval in accordance with the law.

Article 53 Where an overseas takeover is under any of the following circumstances, the
parties to the takeover shall, before announcing the takeover proposal or when submitting
the said proposal to the competent authority in the country of its locality, submit the
takeover proposal to the MOFCOM and the SAIC. The MOFCOM and the SAIC shall
examine whether it will lead to excessive centralization in the domestic market, hinder
domestic fair competition, or damage the domestic consumers’ benefits, and shall make a
decision on whether approve the proposal or not:

(1) The overseas party to the takeaver owns more than RMB 3 billion Yuan of assets
inside the territory of China;

(2)The business volume of the overseas party to the takeover in the Chinese market is
more than RMB 1.5 billion yuan in the current year;

(3) The market share of the overseas party to the takeover and its connected enterprises
in China has reached 20%;

(4) The market share of the overseas party to the takeover and its connected enterprises
in China has reached 25% due to the overseas takeover; or

(5) Due to the overseas takeover, there will be more than 15 foreign-funded enterprises in
the relevant domestic industries with direct or indirect shares of the foreign-funded
enterprises.

Article 54 Where a takeover is under any of the following circumstances, the parties to the
takeover may apply to the MOFCOM and the SAIC for exemption of examination:

(1)The takeover may improve the conditions for fair competition in the market;

(2) A loss-making enterprise is taken over and the employment is ensured;

(3) The takeover helps the absorption of advanced technologies and management
personnel and is able to improve the enterprise’s international competitiveness; or

(4) The takeover may improve the environment.

Chapter VI Supplementary Provisions

Article 55 Where an investment company established by a foreign investor within China
intends to take over a domestic enterprise, it shall be governed by these Provisions.

Where a foreign investor intends to purchase the equities of a foreign-funded enterprise
within China or to subscribe to the increased capital of a foreign-funded enterprise within
China, it shall be governed by the existing laws and administrative regulations on
foreign-funded enterprises as well as the relevant provisions on changes of equities of
investors of foreign-funded enterprise; if any matter is not covered by the aforesaid laws,
administrative regulations or provisions, it shall be governed by these Provisions.

Where a foreign investor intends to combine with or take over a domestic enterprise
through a foreign-funded enterprise established by it within China, it shall be governed by
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the relevant provisions on the combination and split-up of foreign-funded enterprises and
the relevant provisions on domestic investments of foreign-funded enterprise; if any
matter is not covered by the aforesaid provisions, it shall be governed by these
Provisions.

Where a foreign investor takes over a domestic limited liability company, if it transforms it
into a joint stock limited company, or if the domestic company is a joint stock limited
company, it shall be governed by the relevant provisions on the establishment of a joint
stock limited company; if any matter is not covered by the aforesaid provisions, it shall be
governed by these Provisions.

Article 56 For the submission of documents, an applicant or declarer shall classify the
documents into different categories under these Provisions and accompany them with a
list of documents. All documents required to be submitted shall be written in Chinese.

Article 57 A Chinese natural-person shareholder of a domestic company taken over by
equities may, upon approval, continue to be a Chinese investor of the foreign-funded
enterprise established after modification.

Article 58 If a natural-person shareholder of a domestic company changes his nationality,
the enterprise nature of the company will remain unchanged.

Article 59 The functionaries of the government organs shall be duteous, shall perform their
duties in pursuance of the law, shall not seek any improper benefit by taking the
advantage of their positions, and shall keep confidential the commercial secrets they have
access to.

Article 60 Where an investor from Hong Kong Special Administrative Region, Macao
Special Administrative Region or Taiwan Region intends to take over a domestic

enterprise of any other region, it shall be governed by these Provisions.

Article 61 These Provisions shall come into force as of September 8, 2006.
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Ningbo

NBO04 Preferential Policy on foreign investment in

Ningbo Science & Technology Zone.

This document includes the preferential policy on Ningbo Science & Technology
Zone, Ningbo Economic and Technical Development Zone , Ningbo High-tech
Industry Park, so this document is adapt the $Z04, SZ08 and SZ09.

2005-05-11 14:54:38

Income Tax for Enterprises with Foreign Investment and Foreign Enterprises:

It is prescribed by the State that the income tax on enterprises with foreign investment
shall be computed on taxable income at the rate of 30%.

The income tax on the productive enterprise with foreign investment of a productive
nature established in Ningbo proper and the areas within its jurisdiction shall be levied at
the reduced rate of 24%. (The income tax on enterprises with foreign investment in
Ningbo Economic and Technical Development Zone, Daxie Island Development Zone,
Ningbo Free Trade Zone, Ningbo High-tech Industry Park, the projects within the scope of
energy, communications, harbour, wharf, or other projects encouraged by the State, the
projects with foreign investment exceeding USD 30 million and with long period of
investment recovery, may be levied at the reduced rate of 15%), among which those with
an operational period of more than 10 years shall be exempted from income tax within the
first two profit-making years, and allowed a half reduction of income tax from the third to
the fifth year.

Foreign invested enterprises which is engaged in Agriculture, forestry, animal husbandry
may, upon approval by the competent department for tax affairs under the State Council of
an application filed by the enterprises, be allowed a fifteen to thirty percent reduction of
the amount of tax-payable income for a period of another ten years on the expiry for tax
exemption and reduction as provided in the preceding paragraphs.

In the years following the expiration of the period for tax exemption or reduction, the
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export enterprises with annual value of export products covering 70% or more of the
annual value of the total products shall be levied at the reduced rate of 12%. (The
enterprises in Ningbo Economic and Technical Development Zone, Daxie Island
Development Zone, Ningbo Free Trade Zone and Ningbo High-tech Industry Park will be
levied at the reduced rate of 10%).

Technologically advanced enterprises shall be levied at the reduced income rate of 12%
for an extension of 3 years following the expiration of the period for tax exemption or
reduction. (The enterprises in Ningbo Economic and Technical Development Zone, Daxie
Island Development Zone and Ningbo Free Trade Zone and Ningbo High-tech Industry
Park shall be levied at the reduced rate of 10% for an extension of 3 years).

Re-investment Tax Reimbursement

Any foreign investor of an enterprise with foreign investment who reinvests its share of
profits obtained from the enterprise directly into that enterprise by increasing its registered
capital, or who uses the profit as capital investment to establish other enterprises with
foreign investment to operate for a period of no less than 5 years shall, upon approval by
the tax authorities of an application filed by the investor, be refunded 40% of the
reinvested amount of the income tax that has already been paid. Those who reinvest in
the export enterprises or technologically advanced enterprises may obtain a refund of all
the reinvested amount of the income tax that has been already paid.

Withholding Income Tax

Any foreign enterprise that has no establishment or place in China but derives profits,
interest, rent, royalties or other income from sources in Ningbo, may be levied at the
reduced rate of 10% (except for exemption of the income tax prescribed by law). And
those provide advanced technology, or the terms of capital or equipments are preferential,
exemption or reduction may be allowed upon approval.

Income Tax Concerning Remittance

The income tax shall be exempted for the amount of profits gained by the foreign investors
from the enterprises in Ningbo when they are remitted out of China.
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Customs Duties

The customs duties and import-related value-added tax shall be exempted on the
equipment for self-use (except for those stipulated in "Catalogue of !mported
Commodities not Entitled for Tariff Exemption for Projects with foreign Investment”)
imported by foreign investment project in accordance with "the Encouraged Foreign
Investment Industries and Restricted Foreign Investment Industries (B) of the Catalogue
for the Guidance of Foreign Investment Industries (promulgated on 1, April, 2002)".
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NB08 Preferential Policy on foreign investment in

Ningbo Science & Technology Zone
This document was familiar with NB04
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NB09 Preferential Policy on foreign investment in

Ningbo Economic & Technology Development Zone.

This document was familiar with NB04
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NB11 Preferential Policy in Ningbo Export &
Processing Zones

This document announce that it’ll be acquire preferential policy to the investment
which enter into the Ningbo Export & Processing Zones, the policies include:
--duty free on machinery import;

--VAT drawback similar with export when the goods enter into this Zone;

--duty free on import materials which used on the export products and made in
China;

--duty free on export goods

--don’t need reporting or register the payment to the abroad on foreign exchange
--the goods can enter or exit the Zone freely, don’t need any other admit

--income tax is 15%

--no VAT

--manufacturer will be get allowance from the government depend on the
investment size and term.
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NB13 Tax Decrate on Declaring Technology Contract
by Foreign Invest Company.

This document is to the “authorized excise charge” for the import technology, the
foreign investor get profit from this excise charge, the income tax will be decorate
or draw back to the enterprise from government.
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One Additional Policy of Ningbo

Provisions Of Ningbo Municipality on investment Administration Made by Investors
of Enterprise With Foreign Investment

2005-04-21 10:55:41

(Promulgated by Ningbo Municipal Government on May 16th ,1994 Yong Zheng
[1994]No0.9 Document)

Article 1.These Provisions are formulated in accordance with the several Provisions of
SAIC concerning the investment made by the various parties to Chinese - Foreign Equity
Joint Venture, approved by the State Council, and other pertinent laws and regulations,
meanwhile in terms of practical condition of this city, in order to protect the lawful rights
and interests of investors to Enterprise with Foreign Investment and to promote sound
development of Enterprise with Foreign Investment.

Article 2. Enterprise with Foreign Investment, mentioned in these Provisions, means
Chinese - Foreign Equity Joint Ventures, Chinese - Foreign contractual Joint Ventures,
Foreign-capital enterprises.

Article 3. In case that Enterprise with Foreign Investment is established within the district
of Ningbo, the investors must comply with these Provisions.

Article 4.The total amount of investment made by Enterprise with Foreign Investment
refers to the total sum of capital which required to establish a Enterprise with Foreign
Investment, namely, the sum total of foundational construction capital (or fixed assets) and
current funds required by the production and operation scale.

Article 5. The registered capital of a Enterprise with Foreign Investment refers to the total
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sum of capital agreed to be contributed by all parties and registered by the Administrative
Authorities for Industry and Commerce for establishment.

The registered capital of a Enterprise with Foreign Investment should be suit to its the
production and operation scale. The proportion between registered capital and the total
amount of investment should comply with the pertinent regulations.

Article 6.The investment contributed by investors to Enterprise with Foreign Investment
(hereafter referred to as “investors") must be contributed in cash and owned by the
investors themselves, or in form of physical goods, industrial property rights ,proprietary
technology and so on, which owned by the investors themselves and have not been used
to establish an security interests.

In case where physical goods, industrial property rights and proprietary technology are
used as investments at the evaluated price, the investors shall present valid documents to
demonstrate their proprietary and their right of disposal.

Article 7 If such physical goods as machinery equipment, are used by foreign investors as
investment at the evaluated price, the examination and appraisal should be made by
Ningbo Import-Export Commodity Inspection And Bureau, and the certification of price
appraisal should be issued thereafter.

Article 8 . No investor to Enterprise with Foreign Investment may use loans, rented
equipment or other assets that have obtained in the name of the Enterprise with Foreign
Investment or assets of persons other than the investors as its own investment
contribution to Enterprise with Foreign Investment; nor may it use assets or right and
interests of the Enterprise with Foreign Investment, or assets or right and interests of the
other parties to Enterprise with Foreign Investment as warranty for its investment
contribution to Enterprise with Foreign Investment.

Article 9. The investors shall set the time limit of investment in Application And
Registration Form Of Enterprise With Foreign Investment, contract and regulations. The
investors should pay up their respective investment contributions to Enterprise with
Foreign Investment on schedule.

Article 10. If the contract and regulations stipulates that investment contributions shall be
paid up in one lump, the investors shall make the full payment of their respective
investment contributions within 6 months from the date the business license is signed and
issued.

If the contract and regulations stipulates that investment shall be paid by installments, the
first installment paid by the investors shall not be less than 15% of the total amount of their
respective investment contributions and be paid with 3 months as the date the business
license is signed and issued.

Article 11. After the investors have paid the first installment, the remaining instaliment ,if
registered capital is less than $600.000 (including $500,000) should be paid up within
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6months ; if the registered capital is more than $500,000 but less than $2,000,000
(including $2.000,000) should be paid up within 1 year ; if the registered capital is more
than $2,000,000 but less than $10,000,000 (including $10,000,000)should be paid up
within 2 years ; if the registered capital is more than $10,000,000 should be paid up within
3 years.

If one or two especially big Enterprise with Foreign Investment can not be performed in
accordance with the said Provisions, they shall be approved by the original examining and
approving authorities, in conjunction with the Administrative Department for Industry and
Commerce.

Article 12.In the event that the Enterprise with Foreign Investment demands to defer
investment for due reason, the director board of the Enterprise with Foreign Investment
should pass a resolution and raise application, and such application should be approved
by the original examining and approving authorities, in conjunction with the Administrative
Department for Industry and Commerce.

Article 13. After paying every installment, Enterprise with Foreign Investment shall appoint
an accountant registered in China to check and examine the accounts, and the report of
assessment issued thereafter shall be submitted to the Administrative Department for
Industry and Commerce as well as the original examining and approving authorities.
Failure to pass the examination of the accounts, or the examination in unconformity with
the relevant State regulations, the Enterprise with Foreign Investment shall not be
considered to invest.

Article 14.In the event that the investors, within the time limit prescribed in Article 10, fail to
make the full payment without good cause, the Enterprise with Foreign Investment shall
be considered to be dissolved of its own accord, and the approval certificate for the
Enterprise with Foreign Investment shall automatically cease to be effective. Enterprise
with Foreign Investment shall go through the procedures for cancellation of registration
with the Administrative Department for Industry and Commerce, and submit its business
license for cancellation. If the Enterprise with Foreign Investment fails to go through the
procedures for cancellation of registration and submit its business license for cancellation,
the Administrative Department for Industry and Commerce shall revoke its business
license and make announcement to the public.

Article 15.The remaining installment, after the first installment, should be paid up by
Enterprise with Foreign Investment as scheduled. Without good causes Chinese - Foreign
Equity Joint Venture, Chinese - Foreign contractual Joint Venture delaying for 3 months ,
and Foreign-capital enterprises delaying for 1 month , fail to pay investment or fail to full
investment, the Administrative Department for Industry and Commerce shall notify the
investors of request of payment of investment within 1 month.

If the investors still fail to pay up the investment within the time limit stipulated in the said
notice, the original examining and approving authorities has the right to revoke the
approval certificate for the said enterprise, and demand it to settle claims and debts within
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time limit.

The said enterprise shall go through the procedures for cancellation of registration with
the Administrative Department for Industry and Commerce, and submit its business
license for cancellation. If the Enterprise with Foreign Investment fails to go through the
procedures and submit its business license for cancellation, the Administrative
Departments For Industry And Commerce have mandatory right to revoke its business
license and announce this to the public.

Article 16.The Enterprise with Foreign Investment failing to pay up investment on
schedule should be limit to various license by the respective authorities concerned, not be
granted with the registration on enlarging the management scope or establish new
branches by the Administrative Department For Industry And Commerce, not be given
preferential duties like tax reduction or tax free on its import equipment and appliance by
the Customs Office, not obtain loan from banks, not be allowed the distribution of profit by
fiscal authority, and not be allowed to participate in foreign exchange adjustment by
foreign control department and pertinent banks pointed.

Article 17.Establishment of a Enterprise with Foreign Investment by the companies in
Ningbo, the enterprises and other economic organizations or individuals from Hong Kong,
Macao and Taiwan, and Chinese citizens living abroad shall be handled with reference to
these provisions.

Article 18. The right to interpret these provisions resides with Ningbo Administrative
Department For Industry And Commerce.

Article 19.These provisions shall go into effect on the date of promulgation.

Another additional explain on the Preferential Policies
of Ningbo
Q&A of Policies of Customs on Tax Reduction and Exemption in Ningbo

2010-03-26 09:29:08

Q: What are the documents that foreign-funded enterprise should submit to the customs
for tax reduction or exemption?

A: 1, The original copy of the Confirmation of Domestic-Funded or Foreign-Funded
Projects Encouraged by the State for Development issued by the department in charge; 2,
The approval document for the project’s feasibility report; 3, The approval document for
the project issued by the foreign economic and trade department; 4, The approval
certificate issued by the foreign economic and trade department for the foreign-funded
enterprise or the enterprise funded by an overseas Chinese in Hong Kong, Macao or
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Taiwan; 5, The copy of business license issued by the industrial and commercial
administrative department; 6, The project's feasibility report; 7, The enterprise's contract
or articles of association; 8, Other documents required by the customs, for example, the
capital verification report.

Q: What are the documents that foreign-funded enterprise should submit to the customs
for tax reduction or exemption for imported equipment?

A: 1, The photo copy of the Confirmation of Domestic-Funded or Foreign-Funded Projects
Encouraged by the State for Development issued by the department in charge; 2, The
contract for the import; 3, the invoice for the import and the packing list; 4, The copy of
business license issued by the industrial and commercial administrative department; 5,
The approval centificate issued by the foreign economic and trade department for the
foreign-funded enterprise or the enterprise funded by an overseas Chinese in Hong Kong,
Macao or Taiwan; 6, Other documents required by the customs, for example, the
instructions.

Q: What is the time limit for the handling of an application for the tax reduction or
exemption for imported equipment?

A: If the application materials are complete and accord with the statutory form, the
customs department in charge should make the decision on the approval or denial of the
application with ten work days after the acceptance of the application. For delay under
special circumstances, the customs department in charge should explain it to the
applicant.

Q: What is the longest period of validity the Certificate of Tax Collection or Exemption for
Imported or Exported Goods?

A: The longest period of validity the Certificate of Tax Collection or Exemption for Imported
or Exported Goods is six months from the time it is printed.

Q: Can the period of validity the Certificate of Tax Collection or Exemption for Imported or
Exported Goods be prolonged?

A: The period of validity the Certificate of Tax Collection or Exemption for Imported or
Exported Goods can be prolonged. The application should be made before the expiration
of the period of validity and it should be made for only once. The validity period is
extended from that day and the extension should be no more than six months.

Q: Can a change be made to the Certificate of Tax Collection or Exemption for Imported or
Exported Goods?

A: For a certain reason when an applicant needs to make a change to the destination port,
the number of the contract and the certificate of origin in the Certificate of Tax Collection or
Exemption for Imported or Exported Goods, the authorized customs department should
verify and approve the written application of the applicant. the change should not be made
until with the approval of the department. When an applicant needs to change other items,
the authorized customs department should verify and approve the written application of
the applicant, invalidate the Certificate of Tax Collection or Exemption for Imported or
Exported Goods and then re-examine and approve the application.

Q: What should one do when the Certificate of Tax Collection or Exemption for Imported or
Exported Goods is lost?

A: When the Certificate of Tax Collection or Exemption for Imported or Exported Goods is
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lost and an application is made. The authorized customs department should verify and
approve the written application of the applicant, to make sure the Certificate of Tax
Collection or Exemption for Imported or Exported Goods has not been used. After the
three-level examination, the Certificate of Tax Collection or Exemption for Imported or
Exported Goods should be invalidated and then the application should be re-examined
and approved.

Q: What is the period of supervision of goods entitled to duty exemption or reduction?

A: The periods of supervision of goods entitled to duty exemption or reduction are: eight
years for ships, airplanes; six years for automobiles; five years for other goods.

The periods are counted from the day of clearance.

Q: Can goods in the periods of supervision be transferred?

A: If for a certain reason an applicant needs to transfer goods entitled to duty exemption or
reduction in the periods of supervision, the applicant should submit written application and
related documents to the authorized customs department for verification and approval.
When approved, procedures should be gone through for the carrying-over and tax
making-up.

Q: When the periods of supervision of goods entitled to duty exemption or reduction is
over, should the goods be supervised by the customs?

A: For goods entitled to duty exemption or reduction whose period of supervision is over,
the applicant should submit written application the authorized customs department
verification and approval When the application is approved, the authorized customs
department should grant the certificate of the termination of supervision of goods entitled
to duty exemption or reduction. In case that the period is over and the application is not
made, the authorized customs department should regard it as automatic termination of
supervision.

Q: Can goods entitled to duty exemption or reduction be the mortgage for loans?

A: An applicant who needs to have morigage loans for his goods should submit written
application to the authorized customs department for examination and approval. Without
the approval of the customs, the mortgage of goods under the supervision of the customs
or the use of the goods for covering debts, the owner of the goods shall be subject to
penalty according to related regulations.

Q: What documents should be presented for application for morigage loans?

A: 1, Written application form; 2, list of goods; 3, the Certificate of Tax Collection or
Exemption for Imported or Exported Goods, the import customs declaration form, the
contract, the invoices (all photo copies); 4, agreement with seals of the enterprises and
bank on loans on goods entitled to duty exemption or reduction specified by the customs;
5. other documents required by the customs, for example, the letter of commitment for the
tax payment.

Q: What is the maximum maturity of the mortgage loans for goods enjoying duty reduction
or exemption?

A: The maximum maturity of the mortgage loans for goods enjoying duty reduction or
exemption is one year. In case that a person applies to extend the loans, the authorized
customs department should re-calculate the taxes and the credit ceiling and go through
related formalities, the maturity of the extended loans is one year.
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Q&A of Policies of Customs Clearance

2010-03-26 09:27:32

Q: What is paperless customs clearance?

A: Paperless customs clearance is an application of the China e-customs and the modern
customs information management system. Different from the traditional customs
clearance procedure that is based on the written the customs declaration and affixed
papers submitted by the import and export enterprise, the papertess customs clearance is
a customs procedure in which the customs clearance is based on the verification of the
digital data submitted on-line by the import and export enterprises about the goods it
reports.

Q: What are the formalities before the procedure of the paperless customs clearance?

A: Before the procedure of the paperless customs clearance, the import and export
enterprise should make an application to the customs. After the acceptance of the
application, the local customs should examine the application and organize the enterprise,
the customs, and China e-port data center to sign an agreement on the paperless
customs clearance.

Q: How does an enterprise declare a paperless customs clearance?

A: An enterprise can make the declaration by itself or trust it to a customs agent and the
entrusted agency relation should be registered on the e-port. The enterprise or the agent
should fill in declaration form on China e-port system, and fill in other forms required by
the customs. The enterprise should make sure that the data are up to related
requirements and the accuracy and validity of the data, and it shall assume related legal
responsibility.

Q: What is the post submission of the customs declaration paper?

A: As is required by the customs, an enterprise should submit the customs clearance
declaration paper to the customs within seven days of the clearance. An enterprise that
fails to do so or fails to do so within seven days after call notice shall be suspended by the
customs the paperless customs clearance.

Q: What is the territorial declaration and release at a different port?

A: An enterprise that meets the related requirements by the customs and is listed in the
A-grade enterprises can choose to make the customs declaration to the territorial customs
and go through the clearance procedure at the customs where the import or export goods
are released.

Q: What goods are not applicable to the territorial declaration and release at a different
port?

A: The territorial declaration and release at a different port does not for the time being
apply to the goods whose declaration and clearance must be made at the territorial
customs as is stipulated by the customs or the import and export license administration.
Q: What are the conveniences of the territorial declaration and release at a different port
for enterprises?
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A: There are four conveniences of the territorial declaration and release at a different port
for enterprises. Firstly, time saving. This mode of “one-time declaration, one-time
examination and one-time release” has less clearance procedures and therefore saves
time. Secondly, it reduces the cost on logistics for the enterprises. By means of the mode
of the territorial declaration and release at a different port, an enterprise can make choices
of the vehicle, route and time for the goods, with no restriction that it must choose the
vehicle appointed by the customs. With less procedures, this mode accelerates the goods
and capital turnover and reduces the cost on logistics for the enterprises. Thirdly, it
guarantees the safety of the documents and capital of the enterprises. An inland
enterprise can submit much fewer original copies of business documents and therefore
there is less risk for the documents sent by post. An enterprise that does not pay taxes
and fees through the internet payment is no longer required to remit the capital to the
agent’s account in advance and this ensures that safety of the capital. Fourthly, this
reflects the principle of “convenience to the law abider”. In the mode of the territorial
declaration and release at a different port, the customs offers timely consuiting advice to
the enterprises and give them priority in the procedures of the customs clearance.

Q: What enterprises can have the services of the convenient and rapid customs release?
A: The following enterprises can apply to one of several services stipulated in the Circular
of the General Administration of Customs and the Ministry of Foreign Trade and Economic
Cooperation on Some Issues about the Development of the High and New Technology
Industry. 1, The enterprises with good credit standing, lawful operations, strict and
standardized administration, no smuggling or regulation violation in half a year, and with
sufficient assets or capital for the guarantee of the liabilities for the services of the
convenient and rapid customs release. 2, An enterprise with the status of an independent
legal entity, engaged in hi-tech industry and its products are on the list of the Export
Catalogue of China's New High-tech Products by the Ministry of Science and Technology,
the Ministry of Foreign Trade and Economic Cooperation, the Ministry of Finance, the
State Administration on Taxation and General Administration of Customs. 3, An enterprise
with import and export operation right and registered at the customs. 4, An enterprises
with its annual export turnover (including processing trade and defective return after
bonded transfer for deep processing) exceeding 100 million US dollars.

Q: What is the maximum maturity of the mortgage loans for goods enjoying duty reduction
or exemption?

A: The maximum maturity of the mortgage loans for goods enjoying duty reduction or
exemption is one year. In case that a person applies to extend the loans before the
expiration, the authorized customs department should re-calculate the taxes and the
credit ceiling and go through related formalities. The maturity of the extended loans is one
year.

Q: Can goods enjoying duty reduction or exemption be claimed to send out of China?

A: In case one applies to send the goods enjoying duty reduction or exemption out of
China within the customs surveiliance period, the authorized customs department should
verify and approve the written application of the applicant. After the goods are sent out of
China, the authorized customs department should dispose the procedures of the duty
reduction or exemption.
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“Letiers to Editor »  (Guo Han No.58 [1988]), shall be implemented continuously. Projects with

TTTTTTTTTTT total mvestment of $30 million or more, which do not invalve charged
Learning Chinese operations and are capable of independently balancing thei construction and
Learn to Cook prod! operation conditions, shall be ined and approved by the
Ciinese Diches provincial government, with relevant matters submitted to the State

lor Plinning C ission (SDPC), the State Economic end Trade
Exchango Rates Commission and the Ministry of Forcign Trade and Economic Cooperation for
Hotel Service the record. Prajecis with total investment of less than $30 million shall be
China Calendar exemined and approved by governments of prefectures and citics at the same

fevel (bereinofter referred lo as "prefectures/cities”). Departments/bureaus

directly under the provincial govemment shall be responsibk for examining

and approving the forcign mvestment projects of enterprises under their
Hot Links Jurisdiction, in accordance with the regubtions on the competence of
prefectures/cities.

and construction of housing geared to low-icome urban residents, ordinary
cinl housing, office buidings and industrial factory buildngs, with

Chinuse Erbasewn

total investment of less than $10 million (exchuding $10 milkion), which do not

mvolve the projects listed in Part B of the State’s Catalog of Industries
Restricting Foreign Investment, shall be examined and approved by the
governmeats of prefectures/cities. The corresponding examipation and
approval powcers of the province's Develcp Planning C X
Foreign Economic and Trade Department, Construction Department,

Department of Land and Resources end relevant competent departments shall

also be delegated.

2. Qverhauling nen-tax charges.

3) Any charge involving foreign-invested enterprises should be collected in
accordance with the "List of Non-tax Charge Items in Relation to Foreign-
Invested Enterprises of Fujian Province” promulgated by the provincial

government. Measures shell be taken to strictly control mitiation of new non-

tax charge items for foreign-mvested enterprises. Items that are truly
recessary sholl be agreed by the Provincial Finance Department, jointly with

the Provincial Price Bureou and the SDPC. In the future, an official document

shall be released for any new charge item relating to forcign-invested

enterprises, and levies may begin only ofter three months or more of publicity

and explnations.

4) The following exemptions and reductions shall be implemented for foreign-

mvested enterprises as of the dote of p Igation of these Regulati

a. Exempting all employees of foreign-investcd enterprises from the temporary

residence management fees;
b. Exempting the fire equipment instaolintion fees;
c. Exempting the employment regulatory fees for employment of local

HOME
| weamizr
| crana These Regulations arc formulated in accordance with the siate policies for
_INTERNATIONAL  further encouraging forcign investment and expanding export, and related
| _BUSINESS policies of this pravince, with an aim of utilizing foreign capital more actively,
| CULTURE rationally and effectively, and promoting the sound devel of foreign
|_GOVERNMENT nvestment in Fujian.
|_scz-recu
—::;::NNENT 1. Delegating more examination/approval powers to lower levels:
_:x:o!na 1) The policies inchided in the document, Written Reply of the State Council
[T TRAVEL to the Proposaks of Fujion Province on Deepening Reform, Expandi

WEEKLY REVIEW  Opening-Up and Accelcrating the Development of Outward-Looking Economy

2) Foreign-invested real estate projects involving renovation of old city proper,

hinaarg.cn Gals | Deutsch | B 7% | Pycomatt smux | Espaiiol | w2 | Esperanto | BIGS
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Inborers, and reduzing the fees by half for hiring bborers from outside the
province;

d. Exempting all enterprises {rom social under:aking development fees as of
January 1, 2002;

e. Reducing any otber charges involving foreign-invested enterprises, except
for the cost of certificates and licenses, by half based on their standard rates
set by the provincial government;

f. Collecting at the lowest rate the charges explcitly prescribed in the state
aws and regulations of the State Council, the Ministry of Finance and the
SDPC.

Governments at all levels should suppert the work i relation to the fec
exemptions and reductions.

5) The intermediary service charges involving foreign-invested enterprises
shall be regulated. Charges linked with transferred government department
functions are probibked. Price departments shall lead m thoroughly
overhauling and rectifying, together with reloted departments, intermediary
service charges involving foreign-invested enterprises.

The Office of the Provincial Customs and Coastal Defense Managerment
Committee, and the Department of Communications shall join the Price
Department to overhaul port operational charges. Arbitrary charges shall be
banned, repetitive charges be climinated, and the general level of charges in the
process of impart and export be lowered.

3. Encouraging foreign-invested enterprises to engage in technological
development and innovation.

6) Regurding foreign-t d i in projects listed in the
"Catalog of Industries E Fomg,n 1 “ orin "Part B of the
Catalog of Industries Rcsuiclmg }orexgn Investment,” foreign-invested
enterprises, research and development (R&D) centers of technologically
advanced or export-oriented, shall be exempted for the cquipment they
imported for their own use in the technical updating and transformation with
sclf-possessed funds beyond the fimit of their total mvestment, shall be
excmpted import tax and relative value-added tax of the equipment and related
technologies, accessories and spure parts, in case they cannot be made
domestically, or the performance of domesticeRly mede products falls short of
demand, except for the items listed in the "Cutalog of Lmport ltems by -
Domestic Investment Projects Not Eligible for Duty Exemption™.

T) Forcign-funded companics producing items lisied in the "State Cotalog of
High and New Technology Products" arc exempt import dutics and vahe-
odded tox for. their import of technologies, rccessories and spare parts when
they are imported together with the equipment under cortract.

In case o foreign-invested enterprise bas to pay software fees to overseas
exporter under coniract when it imports the advanced technoiogy as described
in the "State Catalog of High and New Technology Products,” customs duty
ond mport-stage VAT shall be excmpted for the imported technology.

8) If the products exported by a foreign-mvested enlerprise are listed in the
"Catalog of Chincse Hi-tech Export Products” promulgated by the Mistry of
Science and Technobogy and the MOFTEC, and the export rebates rote is

lower than the tax rate, rebates shall be paid in accordance with the tax rate
and Lhe curTent export rebates lnti with Lhe ination
and approval of the State Administration oanxnnon after the products have
been exported.

9) ‘A foreign-invested enterprise, which engages in the projects listed in the
"Catalog of Industries Ei ging Foreign In " or in "Part Bof the
Catalog of Industrics Restricting Foreign Investment,” shall have VAT paid for
-domestically made equipment refunded of the full amount, if the imports of
the same type of equipment ore subject to duty cxemption.

10) The R&D expenses that a foreign-invested enterprise finances to non-
related scienlific research institutions or universities and colleges shab be dealt
with in accordance with the provisions on taxation relating to donations
prescribed in the Income Tax Law of the People’s Republic of China for
Enterorises with Foreion Investment and Forcitn Enterorises. The full smount




shall be deducted whea the enterprise, which provides the aid, computes its
texoble income.

11) A fereign-invested enterprise shall be exempted from business tax for
technology transfer into the province; it shall be exempted from business
income tax with the sppraval of the compelent tax department, if the
technolcgy is advanced or is transferred ot fovorable terms. Forcign-invested
enterprises, including R&D centers, shall be exempted from business 1ax on
the income derived from technology transfer, technology development, and
related technicnl consultancy and services.

12) When e foreign-invested enterprise's technology development spending
increases 10 percent or more over that of tke previous year, another deduction
shall be.allowed for its taxable mcome of the year at a rate of 50 percent of
the amount of actual expenditures on technology develop with the
approval of the competent tax deparoment. This shall be implemented in
accordance with the “Provisions for Management of Deduction of Entcrprises’
Technology Development Expenditures Before Tax."

4, Strengthening financial and moaetary support for foreign-invested

enterpriscs
13) Other preferential policies for encouraging foreign investment issucd by
this province before promulgation of these Regubtions shall be impl

continuously. The preferential pokicies for encouraging expansion of export
shall be applicoble to any foreign-invested enterprise. The province's special
funds, such os that for encouraging foreign trade, venture capital for science
and technology ang funds for pillar industries; which have been estnblished by
the provincial government, are cligible for any foreign-mvested enterprise
encouraged for development by this province.

14) Foreign businesses are encouraged to invest m mountainous areas for
agricubural projects. o lins with the principle of non-overlapping and non-
cross levying of the agricultural tax and the agricultural special product tax,
only the special product tax shall be levied on the special products yielded
from the taxable land subject to non-agricultural taxes, and the agricultural tax
shall be levied atone on the special products yielded from the toxable land
subject to the agricultural tax.

15) Whea o forcign-invested cnterprise raises junds through financing within
the temitory of Ching, Chinese-capilal commercial banks shall be allowed to
accept the guarntee of a foreign shareholder. Foreign-invested enterprises
shall be aliowed to apply for an RMB loan, with foreign exchange es pledge,
from an appointed Chinese-capital foreign exchange bank in China. All foreign
exchange funds of a forcign-invested enterprise may be used as a pledge.
Fancisl institutions outside China or forcign-invested fmancial institutions i
Chino may provide credit security for the RMB loan under foreign exchange
guarantee. Specinl restrictions on the procedures of registration of loans under

foreign exchange pledge and guarantee and on the credit rating of the foreign-
capital bank that provides foreign exchange guarantee shall be withdrawn. The
RMB loans secured by a foreign shareholder or foreign exchanges shall
conform to the trade policics. They may be used for meeting the needs of
fixed assets mvestment and fund circukbtion, but may oot be used for buying
foreign exchange.

Financial institutions shall appropriately raise the iine of credit for foreign-
invested enterprises within the permitted scope of policies.

16) Chinese-capital commercial banks in China are allowed to grant medium-
term circubting fund credit to foreign economic and trade enterprises that
perform wel with good creditabiity and repayment guaraniee, in accordance
with the lending provisions concerning Chinese mvestors in joint ventures,
17} A foreign-invested enterprise within the territory of China is allowed to
offer the overseas assets of its foreign investor to the overseas branch of a
Chinese-capital bank in China as a mortgage for loans granted by cither
oversens or domestic branches of the Chinese-¢apital commercial bank.

18) Foreign-invested enterprises shall be vigorously supported to raise funds
through capital market. An eligble foreign-invested enterprise shall be
cncouraged to apply for A- or B-share issues to expand sources of funds.

19) With approval, insurance services, such as that lor political risk and
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forcign investors i the energy, commumcahons and other key industrics
encouraged by the State.

20) Chirese-capitol commercial banks in China shall, i accordance with the
‘Interim Provisions cn Management of Closed-End Lcans for Foreign
Economic and Trode Enterprises,” grant closed-end loans for the export of an
eligible foreign-invested enterprise. Regarding the export of o forcign-mvested
enterprise, which is suffering from losses for the time bemg, but has orders
and repayment guarantce, the commercial banks may support it through such
credit means as packing credit and negotiation of export bill.

21) Examination and verification of the export proceeds collection, foreign
cxchange settlement and entry into the account book of enterprises shall be
withdrown. Enlerprises may diectly go through the procedures at banks for
settlement and entry of exchange receipts under current account inlo account
books.

Convenience shall be given to enterprises who have acquired a high rating in
the appraisal of export proceeds collection. The quota of exchange that may
be retained in the foreign exchange settlement sccount shell be increased from
15 percent to 30 percent of the total export vahie of the enterprise.

22) The offer of export verification and cancellation forms shafl be Uberolized
50 as to solve the difficulty for enterprises to get them. Procedures shall be
simplified and intermediate Inks reduced, to increase the efficiency of
examining and verifying the genuineness of transactions under curvent
account. The online declaration form mnation system for ination and
verification of the genuineness of exchange sales under current sccount shall
be further improved, 10 skorten the time for the examination and verification.
Regarding those that need ination through correspond instead of the
online declaraticn form examination system due to special circumstances, the
pace of ination shall be quickened, and fees on verification and
carcellation forms shall be withdrawn. A foreigo-mvested enterprise may go
through the proced: of exchange sale and p for technology import,
by the technology transfer agreement and approval documents at its
establishmeat. Within a set quota, foreign-invested enterprises may switch the
savings in their exchange settlement account into fixed term deposit. In
accordance with the principle of focal management, the power to examine and
approve the settlement of foreign exchonge receipts under copital account
shall be delegated. The record filing and registration system for the foreign

cxchange reccipt settlement under cepital account shall be elminated.

S. Furtber defining and implementing the preferential policies for land
use -

23) Regarding foreign-invested projects in agricukture, infrastructure, hi-tech,
pillar industries and key industrizl projects for development, designated by the
competent foreign economic and trede department, related land use fees shall
br. collected at thc lower rate of charge standards prescribed by the state.
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24) The foreign-invested cnlerpnsc that has acquired the land-use right by
means of purchase shall not need to pay the land-use fee.

25) Regarding those, which had been estoblished before the issue of the
"Circular of the Central Committee cf the Communist Party of China and the
State Council on Further Strengtbening Land M o C ientiously
Protect Cultivated Land" {Zhong Fa No 11 Document [1997]) but have not yet
gone through thé kand-use examination and approval procedures, the hnd
department shall toke active measures to solve the remnant problems
according to law as soon as possible, to meet the needs of foreign-invested
enterprises for development.

6. Further improving management and services for forcign-invested
enterprises.

26) The variety of equipment imported by foreign-invested enterprises subject
to compulsory value appraisal shall be reduced stepwise and appraisal methods




shall be onproved. ‘i he cqupment mmpoeried by an exclusively toreign-mvyesied
enterprise shell be free from compulsory valie appraisal. A registration and
secord filing system shall be implemented and value appraisal charges shall be
withdrawn. The property value appraisal shall be confined to the physical
assets contributed as mvestunent by the overseas investor (nchding those
from Hong Kong, Macao and Taiwan) of an equity joint venture or a
contractual joint venture, or the assels purchased abroad with mvestment
funds by a foreign investor entrusted by the fereign-invested enterprise.

Any equipment imported by a foreign-invested enterprise, which has been
approised abrood by agencics designated by the State Administration for
Entry-Exit Inspection and Quarantime (now the General Administration of
Quality Supesvision, Inspection and Quarantine of China [AQSIQ]) and has
been cxamined and verified by the AQSIQ agencies of the debvery areas, shall
be confirmed and be free from any other value appraisals within the territory
of Chinn.

27} Ficlds for forcign investment shall be broodencd continuously. Competitive
industries sholl be further opened up and the scale of utilization of forcign
copitol in petrochemical and construction industries shall be expanded. Foreign
capital shall be absorbed into projects of development and utilzation of mineral
1esources in a discriminative manoer, with priority given to key projects. The
opening up of the service trade shall be accelernted stepwise and experimeats
with utilization of foreign capita) m such ficlds as tourism ond waterway
tronsportation, shall be conducted vigorously. Active efforts shall be made to
try out the opeaing up of domestic commerce, [oreign trade and travel
services in selected enterprises. Service sectors such as eccounting, legal
consuhancy, air ransportation and agency business shall open wider. The
experiments in the financial and tclecommunication sectors shall be conducted
step by step in a conrolled manner and an effective regulatory mechanism
shall be established and strengthened.

28) An ivestment company shall be allowed to sell products made by its

invested enterprise on both domestic and overseas markets by means of
ageacy or commission sale. Such companics shall be allowed to provide their
mvested cnterprises with comprehensive scrvices including transportation and
storage, end permitted to purchase coramodities not subject to export quota
and licensing centrol for export.

29) The environment for customs clearance shall be further improved.
Management procedures for various import and export links shail be
simplified. On the premisc of strict control, customs and inspection and
quarantinc departments shall conscicnliously implement the "Notice of the
Fujian Provincial Government on Endorsement of the Measures Formuhted by
the Customs Office of the Fujian Provinciol Government and the Inspeclion
Department on Improving Service and Optamizing Customs Clearance
Environment,” enbantce the sense of service, improve service quality and
quicken the poce of clearance.

30) For every US$500,000 of actual investment i Fuiian, an overseas investor
moy bave ooc of his or her relatives or fricnds in Fujion Province ncquire
registered permanent residence in cities of the area where the investment was
made; but for each investor, no more than five people can have their urban
permanent residence registered in this way.

When a forcign-invested enterprisc's annual self-managed exports reaches
over USS2 million in the coastol area and over USS1 million in the
mountainous aren, or the exports by ils entrusted export agent in the province
exceeds $2.5 milion, its Chinese managers may apply to the public security
department or the foreign affars department for a multiple entry-exit pass to
Hong Kong and Macao, or a multiple entry-cxit viss ta the Hong Kong Specinl
Administrative Region.

When the annual exports of a foreign-invested enterprise reaches over US$)
million, or the exports by its entrusted export agent in the province exceeds
$1.2 million, one to three of the Chinese staff members of the enterprise may
apply for o multiple entry-cxit business viss 1o Hong Kong.

31) Governments at all ievels and departments in relation to cxamination,
approval und mansgement of foreign investment shall strictly regulte
administration, cnhance service functions, simplify working procedures and
ncrease efficiency. Systems of post respansibility, publication of working
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in a comprehensive way. Any working pracedures, basis, requirements,
standards and time limit in relation to the examination, approval and

of foreign investiment affairs must be made known to the public.
The post resporsibility, name and post of each office workers and complint
matters must be publicized, so as ta receive supervision and provide foreign
investors with a regubtted, transparent, highly efficient and high-quatity
mvesiment environment.
Violators of these regulations shall be given corresponding administrative
warning or disciplinary sanction by the supervisory department according to
relevant regubtions.
32) Within one month es of the date of promulgzlion of these Regulations, the
province's Develop Planning Ci ission, E ic -ond Trade
Commission, Department of Science and Technology, Public Sccurity
Department, Depariment of Justice, Finance Department, Department of
Labor and Social Security, Depariment of Land and Resources, Constructioa
Depastieent, Department of Cc ications, Foreign E ic and Trade
Deportment, Local Taxation Bureau, Price Bureou, Tourisin Bureau, Office of
the Customs and Coastol Defense Management Commitee, Civil Aviation
Bureau, Bureau of Posts and Telecommunications, Fuzhou Ceatral Branch of
People’s Bank of China, Fuzhou Branch of the State Administration of Foreign
Exchange and General Fire Farce, and other relevant departments must issue
specific rules for implementation in accordance with these Regulations and

their respective functions.

33) The right to interpret these Regulations resides, in the Fujian Provincial
People's Government.

34) These Regulations shall go into effect on the day of their promulgation.
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Tax Incentives and Foreign Direct Investment: A Global Survey (j:/ &7 Leord

2. China ;

(a)  Regional incentives

Special inﬂves are granted for inv?a‘ﬁent in Shantou, Shenzhen, and Zhuhai
in Guangdong province; in_Xiamen in Fujia province; and on the island of Hainan. These
areas are known as special economic zones (SEZs). The rate of income tax levied on
production-oriented forelgn investment enterprises (FIEs) in SEZs is 15 per cent. An FIE is
defined as a Chinese-foreign equity joint venture, a Chinese foreign cooperative joint
venture, or a wholly foreign-owned enterprise established in China.

Similar reduced rates are granted for foreign investments in ecoriomic and technological
development zones (ETDZs), which include the following coastal cities: Beihai, Beijing,
Dalian, - Euzheu, Guangzhou, Lianyungang, Nantong, Ningbo, -Qingdao, Qinhuangdao,
Shanghai, Tianjin, \Werzhou, . Yantai, and Znanfiang.  Other regions are following the
successful models of the SEZs and ETD2s. For example, the Pudong new development
area, adjacent to the city of Shanghai, was approved In 19390 to offer incentives to foreign
investors, and six free trade zones have been established, one each in Dalian, Guangzhou,
Shanghai, and Tianjin and two in Shenzhen. Areas throughout China are being designated
as high- or new-technology development zones. Zones similar to the ETDZs are to be
created in the mid-western regions.

(b)  Sectoral incentives

Foreign investment enterprises scheduled to operate for at least 10 years, and engaged in
production-oriented activities, are entitled to an exemption from income tax for two years,
starting with the first profit-making year. This is followed by a 50 per cent reduction of the
usual income tax rate (30 per cent, 15 per cent, or 24 per cent) over the subsequent three
years. However, the State Council is authorized to issue separate exemption and reduction
regulations for FIEs engaged in the exploitation of resources such as petroleum, natural gas
and rare or precious metals.

Foreign investment enterprises engaged in agriculture, forestry, or animal husbandry, or
located in a remote undeveloped area may, with the approval of the State Council, be
allowed a 15 - 30 per cent reduction in the usual income tax rate for a further 10 years after
the expiration of the intial tax exemption and reduction period described above.

Those FIEs that the Ministry of Foreign Trade and Economic Cooperation has certified to be
technologically advanced enterprises may be granted a 50 per cent reduction of the usual
income tax rate in the three years following the expiration of the initial tax exemption and
reduction period, provided they remain technologically advanced. A technologically advanced
enterprise must possess technologically advanced production techniques and equipment,
and these techniques and equipment must either be in short supply in China or the
enterprise must develop new products, products that replace existing domestic products, or
products that will expand exports or serve as import substitutes.

If foreign investment exceeds US$ 5 million, an FIE that is established in an SEZ, that is
engaged in a service industry, and that has a scheduled term of operation of at least 10
years may, on approval by the tax authorities of the SEZ, be granted an exemption
from income tax in its first profit making year, followed by a 50 per cent reduction of the usual
income tax rate in the next two years.
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A Chinese-foreign equity joint venture with a scheduled term of operation of at least 10
years, that is confirmed as a high- or new-technology enterprise and that is established in a
high- and new-technology development zone may, on approval by the local tax authorities,
be granted an exemption from income tax for two years, starting with the first profit-making
year.

Subject to conditions, tax exemption and reduction periods are also available to Chinese-
foreign equity joint ventures engaged in harbour and wharf construction, and to foreign bank
branches and Chinese-foreign joint venture banks set up in SEZs, FIEs established in the
Pudong new development area and engaged in construction projects, and FIEs engaged
in infrastructure projects or agricultural development in the Hainan SEZ.

(] Export incentives and free trade zones

Export-oriented enterprises (FIEs that produce goods mainly for export and balance their
foreign exchange revenue and expenditure or that eam a foreign exchange surplus) may
also be entitled to further tax reductions after the expiration of the initial tax exemption and
reduction period. In any year in which the FIE exports at least 70 per cent of its total output,
it may be granted a 50 per cent reduction of the usual income tax rate. If, however, the FIE
is established in a SEZ or ETDZ in which the rate is already 15 per cent, it will pay tax at 10
per cent instead of at 7.5 per cent.

Free trade zones are entitled to the following advantages:

?7 Goods Imported into the zone from abroad are exempt from customs duty. However,
the goods are subsequently transferred to another part of China that is not a free trade
zone, customs duty will be levied; and

?? Products manufactured in a free trade zone are exempt from customs duty when sold
inside the free trade zone or shipped outside China.

(d)  Otherincentives

A foreign investor that directly reinvests its share of profits derived from a FIE may obtain a
refund of 40 per cent of the tax already paid by the FIE on the reinvested amount, subject to
the approval of the tax authorities. To obtain the refund, the foreign investor must either use
its share of the profits (before the profits have been distributed) to increase the capital of the
FIE or use the profits (after distribution) as capital to establish another FIE. The profits must
be reinvested for at least five years. If the reinvested amounts are withdrawn within five
years, the foreign investor must repay the tax refunded. A 100 per cent tax refund is granted
to foreign investors if profits are reinvested in an expom-oriented enterprise or a
technologically advanced enterprise.

(e) Tax incentives legisiation highlights

Income tax law of the People's Republic of China for enterprises with foreign investment and
foreign enterprises, Articles 7 to 10.

Detailed rules for implementation of FEIT Law, Articles 69, 73, 75, and 80-82.
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0 Statutory tax rate

The standard income tax rate applicable to enterprises with foreign investment in China is 30
per cent. The local governments and municipalities levy a 3 per cent tax on net taxable
income in all areas other than the SEZs. This may be waived or reduced at the discretion of
the local governments. The effective corporate tax rate is therefore 33 per cent (30 per cent
income tax plus 3 per cent municipaf tax).

In principle, withholding tax at the rate of 20 per cent is levied on dividend income received
by foreign companies, enterprises and other economic organizations that do not have
permanent establishments or sites in China. However, dvidends received from FIEs are
exempt from tax on that income which is not effectively connected with a permanent
establishment.

Withholding tax on interest is 20 per cent. Interest payments made to international finance
organizations on loans granted to the Government of China or China's state banks, and on
interest payments made to foreign banks on loans granted at a preferential interest rate (as
defined) to China's state banks may be exempt from tax.

The rate of withholding tax on royalties is 20 per cent. Royalties paid for the use of
technology that is held to be advanced, or provided on preferential terms, may be exempt
from tax. The rate is reduced to 10 per cent on royalties paid for the use of certain proprietary
technology for specific important development areas and paid by foreign investment
enterprises located in specified investment zones.
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This is the location of one of YHI's China factories. List of benefits included below.

Xinzhuang Industrial Zone
AfmEtR : 2007-2-1521:12:26

L) Brlefing Introduction

Shanghai Xinzhuang Industry Park, a municipal level industry park, was eslablished in August 1985 with
the approval of Shanghai Municipal government. it is situated in the center of Shanghai, with a planning
area of 13.65 square kilomelers. The Administrative Committee of Shanghal Xinzhuang Industry Park dnd
the Economic'and Technologlcal Dewelopment Co., Ltd., authorized by the Minhang District Govefnment,
are in chérge oftﬁe developmentand construction of the park. it has aways been our objective to create
an Industry Park with biological typed green environment, and now we have been certified under the
certificate of ISO14001 environment management system ISO8001 quality management system and
OHSAS18001 Occupational Health and Safety Assessment Serles. This makes us become the first
industry zones in China with triple excellent certificates.

° Advantages

1. Expressway for Customs clearance

With approval of Shanghai Customs Administration Bureau, SHXIP is able to provide enterprises settled in
the industry park with expressway for customs clearance. For some specific induslry, importer/exporter can
clear customs within one day with the help of the Commodity Inspection & Quarantine Station in

the Industry Park.

245 7/SPAN>Advantages Geographic Location and Convenient transpaortation

Lying in the southwest of Shanghai downtown, Shanghai Xinzhuang Indusiry park enjoys an advantageous
geographic location with 18 km to the Peoplel4# Square. Xinzhuang Interchange is a transportation pivot
in the surrounding area. Besldes that, Xinzhuang industry Park also enjoys an convenient transportation
with 12 km to Honggiao Airpart, 35 km to Pudong Airport, with 6 km to Container Whart of Longwu Port
which have eight 10000-ton berths, with 36 km to Wusong { ZhangHuaBing ).with 7 km fo Xinlonghua
Cargo Marshal Station. The state nighways in the sumounding area, such as Siate Highway No0.312,
Ne.318 and No.320, lead to different big cities across the country. Shanghai-Nanjing Expressway and
Shanghai-Hangzhou Expressway are just within 15 minutes and 5 minutes # ?ride respectively. The
terminal of Metro Line 1 is connected to Xin-ning light railway al Xinzhuang Station$§?/SPAN>Yindu Station
and Zhuanqiao Station.

3. Abundant Human Resources

With more and more corporalions developing from labor-oriented to lechnology-oriented, the modern theory
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of profit growth lays great emphasis on the role of human capitat accumulation. When new technological
developments give some organizations a competitive advantage, their rivals try to catch up by adopting and
tmpraving on the new technologies. This is, however, largely depending on the human resource
departments of the companies, who are responsible for hiring pecple with the knowledge to bring new

technologyinto a company.

The Minhang Districthas rich in human resources with a registered population of 720,000, many of which
are high-level talents, skilled workers and experienced technicians, who can be human resources to all
enterprises settled down in the District. The main structure of human resources is as follows:

(1). There are universities and institutes of higher learning surrounding in the district. These universities
and institutes are currently seeking the integrated way of producing, studying and researching, thus
fostering a lot of high-level talents in management, research and technology.

(2). Surrounded by the state-level Chaohejing Hi-tech Park, Minhang Economic and Technologlical
Development District, Honggiao Economic and Technological Development Zone the area has been
developed very well. High-level tatents in science and technology, management, and technicians and
skilled workers are available in the areas.

(3). As a veteran base of electric machinery and aerospace industries, there are plenty of experienced and
skilled workers, providing a strong quality [abor force.

(4). According to the plan of the municipal government, Minhang Districtgk 8 population Is increasing by
40,000 to 50,000 annually, as one of the major resetilements. Al kinds of talents and labors from the city
are attracted to the Xinzhuang Park, and setile down because of different kinds of beautiful residential

buildings and convenient traffic condition.
[} Industry Charactertstics

With the joint effort of the canstructors and investors in the area, Shanghai Xinzhuang Industry Parkhas set
itsslf on a sound pace of development By December 2004, 280 domestic and foreign investment
enterprises have settled down in the area, of which about 217 are foreign investment enterprises. A group
of transnational companles, 29 of which are Fortune 500 have set up their enterprises in the area. With 60
companies having an investment over USD 10 million, the total foreign investment volume In the indusiry
park has exceeded USD 3.21 billion. The three major industries have taken shape in the Park, including
information and the related industry, electric appliance and auto pars induslry, and new materal industry.

@

o DeveEi;\a-;}oject
Stepping into the new century, the land with a history of 4000 years, where Xinzhuang Industry Park is
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located, will display its unprecedented dynamic and vitality. We are striving to buitd the area into an urban ) S} .

industry park with the investment center for transnational corporations, research and development center
and sales center grouping together.

Based on the & ?TFT-LCD&L?production line, Industry Park will greatly develop FPD Industry, forming a
Photoelectric industry Base. With the Aviation New Area settled, SHXIP will construct an Aviation Industry
Base concentrated Aviation Industryf ?/SPAN>satellite implementation and sun-enesgy electricity

industries.

L] Environmental Investment

1. Triple excellent certificates

Xinzhuang Industry Park are certified under triple excellent certificates(ISO9001 Quality management
systems §§?2/SPAN>I5014001 Environmental management systems and OHSAS 18001 Occupational
heaithy and safety assessment series ) ?/SPAN>that makes us become the first industry zones in China

with three triple excellent certificates

2. Ralional layout and infrastructures

The government and public utilities have formed a complete supporting outfit since Industry Park was
established, such as electricity, water, rain drainage, sewage, natural gas, steam, telecommunication in
some areas in the Park. Besides the governmant and public utililies, within the industry park, there is a
complete system of senvice facilities ranging from inspection & quarantine, finance, industry & commerce
administration, taxation, postal, entertainment§&?/SPAN>residential quarters.

3. Timely, efficient and value-added Service

Chamber of Commerce Shanghai Xinzhuang Industry Park (CCXIP) was established in June 28th €87
ISPAN>2002 Itis a non-governmental organization formed by settled enterprises. Itis a bridge and pivot
between government functional departments and enterprises. The mission of CCXIP is doing senice to all
the members, enhancing connections in every possible field between the enterprises in SHXIP, modifying
the environmental investment and promoting the development of settled enterprises.

The Shanghai Xinzhuang Industry Park Enterprise Development Co. Lid. (EDC) is aiming to provide all kind
of senices to the enterprises in the SHXIP, the senice item include: Consulting , Constructing and
maintaining, Heating Supplying, Environment protection, Laundry and cleaning Logistics and Expressing,
Business Affairs and Advertising, Security Supporting, Auto Senices.

The Xinzhuang Talent Service Center is affiliated to Shanghai Minhang Talent Service Center, which Is
affiliated to Shanghai Minhang District Personal Bureau. According to the concerned policy of Shanghai
Minhang Personat Bureau and the principle of g lasy access, convenienceft?

theXinzhuang Talent Service Center provides recruiting senvces to all enterprises.

Specializing in providing clients with policy consulting service on company establishment, taxation, labor
resource, etc., help them choose the-best investment project and make decision of investment. 1. To
conduct registration of enterprises and go through all related formalities for investors. 2. To go through alf
related form alities during basic construction period for enterprises. 3. To help Investors coordinate
relations with departments of different functions. 4. To provide different supporting senvices for enterprises
Invested in the industry park. 5. To provide expressway of customs clearance for enterprises. 6. To help
investors seek chance of cooperation on the basis of the enterprises in the induslry park..
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® Preferential Policies

Preferential Pollcles for Enterprises Invested

1. Ménufactun'ng enterprises invested by foreign investors (including extent ones), whose taxes are’
collected by Minhang Dislrict, couid enjoy the encouragement as three-year exemplion and four-year half
rate of cooperate income tax from the first profitable year for local proportion.

2. The com panies registered with capital over US$ 10 million in Minhang District, or their predominant party
of forelgn investment listed in Fortune 500 in or after 2002, could e_"rgj'oy the encouragement as three-year
exemption and six-year half rate of cooperate income tax from the first profitable year for local proportion.

3. For foreign investors to reinvest as second phase investment after incentive ended up, if the amount of
new increasing investment of the manufacturing enterprises exceeds US$ 1 million, and the business has
been run more than 5 years, the first reinvestment regarding the companyincome tax of the year before
increasing as coefficient, 70% of tr_]e exceeding part which is local proportion be returned as bonus to

foreign invested enterprises for next 5 years. -

Preferential Policy On Reglonal Headquarters

1. TaxIncenlive Plans Adopl case by case policy

2. Foreign Curmency Freely wire transfer foreign currencyin China

3. Foreign Trade Joint venture Engaged in foreign trade, wholesale and retall

4. Finance Centralized internal management system Establish financiat co. to offer ﬁnandal',suppon and,
managemenlto subsidiary co.

5. Customs Bended warehouse Expressway for Customs clearance

6. Distribution Sell products manufactured by either subsidiary or related co.

7. Import Equipments required by production of subsidiary co. Products as pre-marketing in Chinafrom
parent co., Relevant parts and assembled by subsidiary co. for final sale. Al parts used for after-sale
senvice.

8. Export All commodities except that involved with quota and export license.

Preforontlal Policles for Foreign-Invested R&D Centers- '

a. Self-use equipment and matching technology. parts and components (excluding the commodities
spéa’ﬁeﬂ in the Catalogue of No-Tax-Exemption Import Commodities for Foreign-invested Enterprises,
Vessels, Aircraft, Special Kinds of Vehicles and Construction Machinery) imported within the total amount of
investment shall be exempled from the import tariff and the import-stage taxes, Ifthey are used only by
laboratories that do notreach a production scale or fall inte the scope oflnlermedrala experiment.

b. Far technology renovation by way of using their own funds, imports of self-use equipment and matching
technology, parts and companents within the previously approved scope of business that meet the
conditions specified in the preceding paragraph shall be exampted from the import tariff and Import-stage
taxes.

¢. Proceeds obtained from transfer of technology developed as a result of their own research and
develdpment shall be exempted from the business tax.

d. If the expenditure fdr teﬁhnology dewelogmentincreases by over 10 percent (including 10 percent), 50
percént of the actual amount of technology development expenditure can be used to deduct the current
years amount of taxable income with the approval of the taxalion authorities.

e. Other incentives is provided by the state.

Preferential Policies for Foreign investment Commercial Falds

http://mail.google.com/a/roh.com.auy...
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| The allowed business activilies for foreign investment commercial-oriented enterprises: -8 ‘

1) brokerage. 2)wholesales;  3) retail; 4) franchised tax

Foreign investment commercial-oriented companies may engage in one or above sales aclivities after
approved by the competent government authorities. The commodity variety should be specified in the
business scope of the contract and Aricle of Associate.

Il The validation commerces from Dec 11 2004.

Il The other foreign investment companies should modify its business scope if they intend to engage in

the commercial activity as specifiegin I.

° Famous Transnational Companles in Xinzhuang Industry Park
SAINT-GOBAIN ADVANCED CERAMICS 5 ?/SPAN>SHANGHAIES ?/
SPAN> CO., LTD
SHANGHAI HERCULES CHEMICALS CO.,LTD

EAGLE OTTOWA (CHINA) CO., LTD.

SHANGHAI MICROSEMI SEMICONDUCTOR CO., LTD.

SHANGHAI STAL PRECISION STEEL CO., LTD.
SHANGHAI SVANEC LIQUID CRYSTAL DISPLAY CO., LTD.
SHANGHAI DAIKIN AIR-CONDITIONING CO.,LTD.

DAIKIN FLUORO COATINGS (SHANGHAI) CO., LTD.

SHANGHAI DIC INK CO., LTD.

SHANGHAI NISSAN GAS CO., LTD.

SHANGHAI KANEBO COSMETICS CO.,LTD.

SHANGHAI ZITENG PACKAGE MATERIAL CO,, LTD

POLYMATECH (SHANGHAI) CO.,LTD.

SIKOKU KAKEN (SHANGHAJ) CO., LTD.

SHANGHAI RIKEN TECHNOS CORPORATION

TOSHIBAMECHINE (SHANGHA!) CO,, LTD

TOYOTA INDUSTRIES (CHINA) CO,, LTD
SHANGHAI MATSUSHITA ELECTRIC WORKS INFORMATION

EQUIPMENT CO., LCD
SACHS AUTOMOTIVE COMPONENTS & SYSTEM (SHANGHAI) CO.,
LTD.
BASF SHANGHA! COATINGS CO., LTD
ZF INVESTMENT (CHINA) CO., LTD.
HERAEUS MATERIALS TECHNOLOGY SHANGHAI LTD
RHODIA (CHINA) CO., LTD.
SHANGHAI XIN WEI SPORTS CO., LTD.
SHANGHAI ALSTOM TRANSPORT ELECTRICAL EQUIPMENT CO.. LTD
SHANGHAI SEB ELECTRIC APPLIANCES CO., LTD.
AIR INTERNATIONAL (SHANGHAY) CO., LTD
SHANGHAI DBTEL INDUSTRY CO., LTD
UNIVERSAL ELECTRONIC (SHANGHAJ) CO,, LTD.
ICP ELECTRONICS INC
" YHI MANUFACTURING (SHANGHAY) CO., LTD
ITAL SOFA (SHANGHAJ) CO., LTD
SICPA SHANGHA INKS CO., LTD.
CLARIANT MASTERBATCH (SHANGHAJ) CO., LTD.
http://mail.google.com/a/roh.com.au/... 5/7
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SARNAFIL WATERPROOFING SYSTEMS (SHANGHAI) CO.,LTD . . _

FIRMENICH AROMATICS (CHINA) CO,, LTD. '

HUNTER DOUGLAS INDUSTRIES (CHINA) CO LTD. .~ SO

ENGAL MACHINERY (SHANGHAI) CO., LTD
AT&S (CHINA) CO., LCD

HILTI (SHANGHA}) LTD
SHANGHAI SUNWIN BUS CORPORATION

[} The Investment Promotion Projects
Land Leasing
Within China, any companies, enterprises, and other inslitutional or individual investors athome and
abroad (except for those stipulated by law otherwise) are entitled to get the right to use and operate the land
development in the form of land leasing in accordance with the laws and regulations conceming land
jetting or transferring.
The maxmum leasing term for different usage is as follows:

;:-b_e.rmlsslcn of

eri the Ieaé.lng contract explires, e_m::pt sllpulated“l
the municipal planning, the grantee may apply for the extension of the right. If the grantee from the foreign
enterprise is an overseas investor, he shall not fulfill the stipulation on jeasing fees for [and using in the
document "The Administration of Land Use for Jointly-funded Business Establishment of Shanghai”, but
just paythe fee forland using, Which includes two parts: land fee and the facility fee, the former is paid
directiy to the municipal government, and the latter is charged by Xinzhuang Industry Park.

e contract otherwise or outside

Standard Factory Bullding Leasing

Inventors may choose a variety of standard factory buildings for production provided by the IndustryPark.
They need to pay for the rental of the factory buiidings & construction site, initial installment fees and
material and equipment management fees.

Before the Premises are handed-over to the invastors, the investors should asked the qualified
departments related to assess on the factory building and provide #35nvironment Assessment Report#k?

Customized Factory Bullding Leasing
For investors who may have special requirements on workshops, the industry park shall build the
workshops for the investors according to their requirements and then rent the factory buildings to them. The

rental shall depend on the cost of the workshops.

° Service systems
Xinzhuang Industry Park provides one stop efficient senvice §§?/SPAN>expressways for the project approval
and senvice.

http://mail.google.com/afroh.com.ayy... 6/7
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. ' Ways of connection

Leader in charge: Mr. Chen Jianping
Responsible departiment: Investment Consulting Dept.
Person in charge: Ms. Jenny Wang

Telephone: 54421111 54425442 ext. Investment Consulting Dept.

(Quoted text hidden)

Bill Davidson

il - Catalogue of F...

54421547
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Home

About Us

What We Do

Laws &
Regulations

Invest in
Shanghai

Our Clients

Contact Us

Site Map

P+ 2 4

® Email ® Cooperalive company

Shanghai CCTong Legal Consulting Co...

Hoze About us  Fhet 7e do Lew & Regulationtuwest in Shexglei Our Clients  Contact us
Shanghai Songjiang Industrial Zone - 43
INTRODUCTION

Shanghai Songjitang Industrial Zone (SdlZ) is the first municipal-level industrial zone
approved by the People's Government of Shanghai. It is located in the southwest of
Shanghai and in the east of downtown Songjiang----—-a 1,000-year-old city. The
planned area of SJIZ is 27 square kilometers, since faunching in July 1992 , 25 square
kilometers' area has been developed. The zone is completely equipped with all
necessary infrastructure facilities such as water, power, telecommunication and so on.
By June 2003, more than 400 foreign-funded projects have been approved here, with
a total investment of over US$ 5 billion. B5% of those enterprises are already built up
and under operation, with exceflent economic performance. Among ali the investors,
more than 60 are world-famous multinationals and over 50 are listed the Fortune 500
corporations around the worid.

Authorized by the People's Government of Songjiang, Industrial Zone Management
Committee exercises integrated administration over the whole zone. The Foreign
Investment Service Company provides a complete set of services on project
application, registration, modification, annual check and so on. The enterprises here
can enjoy the whole set of services and handle all relative formalities without gaing out
of the zone. .

PREFERENTIAL POLICIES COMPARISON

TEM SJEPZ SJIZ AND SJSTP

Enterprise|Tax irst and Exempted for Exempted for
ncome xemptionisecond year imanufacturing imanufacturing enterprises
ax nd after making [enterprises with a with a business term of

reduction [profit business term of over over 10 years.

period [10 years
hird, forth  Half reduction Half reduction
and fifth year
fter making
rofit

iTax reduction in a

normal year

[Tax rate is reduced to
10% if the export value
§n this year is over
[70%

ITax rate is reduced to
12% if the export value in
fthis year is over 70%

Extended tax reduction

Enterprises classified
s hi-tech titles by the
hanghai Science
ommission should
xtend 3 years for half
eduction

Enterprises classified as
hi-tech titles by the
IShanghai Science
ICommission should
lextend 3 year for half
[deduction

VAT

Exempted for export

" IFull refund for export,

17% for domestic sales

cctong.com/english/.../songjiang.htm
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. [Taxation

Shanghai CCTong Legal Consulting Co...

aw materials, parts
and components used
or export processing
re fully bonded

Deposit funds are

required for each

classification of raw

materials, parts and
omponents imported for
xport processing

IThe machinery,
lequipment, modules,
lconstruction materials,
office articles for self-
use in SJEPZ are
exempted from duties

iCustoms duty(s) shall be
evied on the import. Only
elf-use manufacturing
acilities for the projects
encouraged by the State
and for 100% export-
oriented enterprises will
enjoy duty free.

iProcessed products
shall be re-exported,
or levied as finished
products if approved
for domestic sales.

Imported materials for
domestic sales shall be
flevied accordingly.

Supervision

No deposit or bonded
booklet will be
required for
nrocessing. EDI
declaration is adopted.

Deposit booklets and are
required. The contract
ffiling management will
nclude four related
departments.

Customs declaration

Once declaration is
required by the
customs. Once revlew
of documents and
once inspection of
commodities will be
done at customs. 24-
hour customs
declaration services

re available.

Declaration in

dvance and express
delivery to the airport”
s applied to reduce
ﬁhe time at customs to
he minimum.

Regular declaration
formalities for non-local
nd transferred products
re complicated.

Refund declaration

Refunded immediately
fter getting into the
Eone.

Refunded after final
Lexport

Foreign currency policy

No clearance
formalities are
needed. Enterprises
can keep all its foreign
currency in full

mount.

Clearance and settling
are required.

cctong.com/english/.../songjiang.htm

" " For more Iinformation, please feel free to callus :

86-21-52110188, 52110388
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'\'or the appﬂcallnn prdudure. and tn lr_npr
d part qualgn " f

el S QO ves
: n aé_dnlq.n to:the above stimulus, there are savaral econamic zones located in suburban parts O No
. ‘of‘Sh,ar.\ghal and these are stil providing Incentives to entarprises that choose to register there.
. K e lhis opportunlly to check and update thelr business sliategy and Viav Results {_vorts Jt
ncanth Such as, on or fik-out all X along..' Polldaddy.com A
: w vadous vabates are belng offered. Outlined below are some furlher examples of other-
i y thal are applicable from time to time, though it should be noted that lhgse i

hlng autslde of Olngpu The Intangible assets contrlbution s part of the capital Injecll ' '
aly hmned to no higher than 20%.

1 Jinshan, ‘an axpovl company and/or a high- lech enlerpnse can enjoy (ha same low
' uhl:ty fees as a state-owned enlerprise. In addilion, these lypes of enterprise may =slahlsh a’

e ————

ST




h:a:smoother process Ihiough a,gr y . h
Bank of China. '

nershlp of the various laxes am
la_x amounts. Local govemmenl
then decides how these funds ara m;hze

Chart 1

Chongming Island

-l Jinshan, Dlstrict and
o ang:dan District

v
Mirhang District, Jiading District,
‘|Qingpu District, Nantut District, and
Songjlang District \/

10%-16%

_The tex refund rate is flexible based on the
business nature’ of the company lhal
take advantage from sl these Incentlvas w en i The same Incentives are not
usually avaliabla for invesiment outside of lhe : B

Therefore, despile the various changes chh are lrylng o standardlse the various regula!lons :
it can ba seen from the above examples ihat ‘here are p&sslbiulas fnr companles to lake .
advanlage of various rebates and allcwancas lhal ore st bafng used to attract mveslmem Inlo :
China. It is strongly recommended that wmpan helr currant sltuation and what is
currently on utfer to see if there s any- pos: tage of these items, y(hich'h
""to Improve either thelr cosl position or t RN

‘In light of lhe various chsnges taking plnw. companles 5hould also consider saeklng
profssslonal advice. which could assist ln rew lng and compaving lha pessiblities that may b
open to them, and of course to '\eb msganta on lhuse
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The Latest Insight | Recent e-Newsletters | Upcoming LB Events | Services of LehmanBrowin | Conlact Us | Poll Resulls

Upcoming LB Eve

crisis - budget makin,
evaluation -

i :
{{nd purpdsey of 1 Apr2008 the pahies v ‘Gamparison  betweon
fates. . R : : Chinese GAAP

T o . Venue: Singapore & Malaysia
This Is the sixth time the Chinese government has Increasad expon VAT refund raes since Dates: 215t & 22nd July 2009

the second half ol 2008. Under Circular 43, the nd]uslmenl affacts a number of commodmes
M el .

Commoditics affected by Clrcular43 7 °
Under Citcular 43, the following commodilles can enjoy higher ai:p_o_rt VAT refund rates:
o Export refund rates for CRT cojour lelevisions, cimain tolavision spase parts and

components, optical fiber cables. snd unlnterrupled power suppllers would be ralsed.
lo 17%; . :

Export refund rates for textile produdls and gérméﬁlé w'blild be ralsed 10 16%;

Export fefund rates for ‘contaln *chemical produots such as sodlfnh
hexafluoroaluminate, perfume, certaln rubbav prcduc{s certaln Iealher productu
paper products such as envelopes, articlas made wllh porcalaln or china, certain
glass producis such as glass mou!ds !cv CRT dlsplsy. stoel producls such as
precise welded steel, non-ferrous metai p 5 such as alumin -proﬁles.cenaln :
rock drilling tools end meta)l lumnuva would be mlssd 10 13%,; : -

Export refund rales for malhanol (malhyl alcohol), cenaln plastlc produas and )
products made from plaslc, den p o such as frames for photos,

The following resulls were raglslued In
response to the quesllon. :

Iy

glass products such as rear-view mirrors for vahicles would be ralsed to 11%;




e Export refund rates for cenai amlcal prod cis, ceramlr.s used for eonslmcilon .
sanitary ceramics, finished S| ch as padlocks and Iocks copper plates and -
imitation Jewelry would be ra

Car} Poon, Tax Director, L

Measures for Delermining Va
Customs Regulations :
The Oblectives and Benefils 01 an‘intémal Audit -

New transfer pricing regulations’and thelr impact on fora!gn businesses in China
Business Tax - Enlargement of scope of charge

Shanghai: New provision on the eslabllshment of raglonal HQs by forelgn MNCs

Allsights reserved © LehmanBrown .
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Entarprises income Tax

1. The income taxrate of the productive foreign-funded enterprises is 24%. A sduced rate of
15% is granted in the enterprise income tax for the technology-intensive and knowledge-
intensive projects, projects wilh the foreign investment over US$30 million, projects with a
long return period and for the projects of enargy, communications and harbor construction.
Areduced rate of 15% in the enterpris e income taxand &xamption from local income tax
are grantad for the procuctive foreign-funded enterprises locatad in the Economic and
Technical Development Zone. Areduced rate of 15% s granted In the enterprise income
tax for foreign-funded enterprises that are confirmed o be high and new technology
anterprises satup in High and New Technology Development Zone.

. The productive forelgn-funded enterprises with actual operation term of over 10 years are

exempt from the enlerprise income tax for he first two years and are granted a 50%
duction of the enterprise | taxfrom tha third through the fith year since the profit-

making year on.

After the period of ption and reduction of- rise Income taxgranted in accordance

with the stipulations of the tax law, a reduction of 50% is granted in the enterprise Income

tax for the export-oriented foreign-funded enterprises whose value of exportad products
accounting for ovar 70% of the output value of the products for the same year. The
entarprises thet accord with the above demands may paytha entarprise income tax ata
reduced rate of 10% if they have paid taxat a rate of 15%, and atthe same time they are
exempt from local income tax.

. Technology-advanced forelgn-funded entarprises may continue to enjoy an exended
three-ysar-period of a 50% reducton in the enterprise income tax when they are still
tachnology-advanced enterprises after the period of exemption from or reduction of

prise | lax g d ding to the slipulations of the taxlaw. If the taxraleis
lowar than 10% when the entarprises enjoy a 50% reduction, they should pay the
enterprise income tax ata rate of 10%, and atthe same lime they can enjoy an exsmption
from local income tax

. With the application of the enterprisas and the approval of the tax authorities, 40% of the
enterprise income tax already paid for the reinvestment shall be returned to the foreign
investiors in case that the foreign investors investinto the existing entarprises so as lo
incraase the ragisterad capltal or set up another foreign-fundad enlarprise by means of
the shared-profit If the direct rei tmentis for the establish tor expansion of an
export-oriented and a tachnology-advanced enterprise, Lhe iolsl of the enterprise income
taxalready paid for the minvestmant shall be returnad.

7. The foreign investors are exempt from income tax for the profits gained from the foreign-

funded enterprises, no matter if they remit the moneyout of China.

N
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Taxation Preferentiat Policies

o Enterprises Income Tax
o Local Income Tax

e Texation on lhe Imported Equipment
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Locaiincome Tax

The foreign-funded productive enterprises are exempt from the local income taxif they are
related with the projects of energy, communications and harbor construction and with the projects
belongling to any of the following indus tries:

Machinary building and electronics :metallurgy, chemistry and building materials ;light industry,
texiles and packing ;medical 18 & ins and medicine production;

Agriculture, forestry, animal husbandry, cultivating & processing; architecture

b Comprehansie

Seonomy

¥ [ndusiry
Taxation Preforontial Policios
vllurs

o Enterprises Income Tax
e LocalIncome Tax

e Taxation on the Impcrted Equipmant '

rant Proecis

Y meimani Froceavies

Fhstuides
* Scenic Spots
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* Svecisl Resouices For the foreign-invested project belonging to the encouragad o restricted B project of the
> bap clwelos guiding catalogue for the foretgn-invested industry and involving the technology transferring, the

imported equipment with the price less than the total investment of the project can be exampt
from the cusioms duty and the impart vaiue added tax except for those equipment listed in the
catalogue ofthe non-duty free imported commaodities.

* Comprehensis
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} Consolidated Statement of Cash Flows -

Faor the year ended 31 March 2010

85,083

66,034
1775
330,265

398,074

iiing 1he year, paie 3

the ye of HK$3,420,000 inchutéd Ir
" sisbsldiary as capital contribution. e
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China-Singapore Suzhou Industrial Park Development Co., Ltd

Start-up Procedure
Investors who wish to set up thelr operations in Suzhou Industrial Park may select from
the following cptions:

1) Buy land to build their own factories;
2) Rent ready-built factorles of different types, such as: Terrace Factory, Waorkshops,
Freestanding Factory and Multi-storey Factory.

If the enterprise is export oriented, we recommend you consider to locate in Export
Processing Zone (EPZ), where the above oplions are alsc available.

Tax Incentives

The preferentlal tax incentives available to forelgn manufacturing enterprises and infrastructure developers
in the park are shown In the tabte below.

-:Carporate Income Tax: i |- - TaxRate

"] = Rediction/Exemption Palicy=: <

Farelgn invested Enterprises of manufacturing Nature

Genera) 15% Exempted from 3% Local Corporate

Income Tax.
: cee As adbove. In addition, 2 years exemption
Perlod of oper:an’t;n e ds 10 15% plus 3 years half tax at the rate of 7.5%
y from the flrst profit-meking year.
As above. After first § yaars of enjoying
Exporting enterprises 15% the additional tax incentlve, If export value

in any year exceeds 70% of output value,
tax rate Is reduced to 10%.

As above. After first § years of enjoying

Technolagically edvanced 15% the adaltional tax Incentive, further 3 years

enterprises of Corporate Income Tax rate at 10%.
Othera
if intended period of operation exceeds 15
Enterprises developing harbors, 15% years, exemption for 5 years from the first
wharves & other Infrastructure profit-making year and reduced tax rate of
7.5% for another 5 years.
. . . Must exceed 10 years period of cperation
ﬁr:g:r?%lslr;:tgl::m:\asnr;g?re 15% Exemption for 1st profit-making year and
i reduced tax rate of 7.5% for another 2
nvestment
years.
Tax R for re
New FIE must have an operation period of
Re-investments in the same 40% Rebate more than 5 years;Rebate amount is 40%
enterprise, or a new FIE of corporate Income tax that has been
paid on sum re-invested.
: New FIE must have an operation period of
Re-investment In export-oriented N
or advanced technology 100% Rebate mors than 5 years;100% rebate on

corporate income tax that has been paid

enterprises on sum re-invested.

Withholding Tax




Dividends remitted to foreign

franchise fees

shareholders 0% Complete Exemption
i May be further reduced depending on
;:;;ﬁ::%};fg:::’;;?gf 10% Double Taxation Agreements signed

between China and other countries after
payment of 5% business tax

Legal Services

There are tens of partnership law firms in Suzhou, which are recognized by China's Ministry of Law. They are
speclalized in corporate lsw, finance {bank, securities) law, foreign investment iaw, property law, and inteltectual

property law, atc.
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Zhapu Economic Development Zone

2004-5-12

Brief Introduction of liaxing Port & Development Zone

Jiaxing Port & Development Zane includes Zhapu Economic Development Zone, Zhapu
Port and Zhapu Town with 54-square- kilometer governing area.

Zhapu Economic D Zone: Zhapu o} Zone 15 one of the
first provincial development zones ratfied by Zhejlang Muniipal Government with
16.1-square-kilometer planned area. Four Industrial parks with unique characteristics
have been established as following: Zhejiang Zhapu Petrochemical Industrial Park,
Metal Products Industrial Park, Timber Processing Park and Garment Processing &
Exporting Park. There are 389 enterpnises in the zone, among which 12 foreign funded
and Chinese-foreign enterprises.

Zhapu Port: It has 70.5-kilometer-long coastiine, of which ports and 100 berths can

be on 4 -long Zhapu Port is a natural excellent one with annuat handling capacity over
10mullion ton as a first class opening port. There are 10 berths of 1 thousand to 10 thousand tons for LPG, coal and general
cargoes.

Zhapu Town: It has the reputation of “Throat of West Zhejiang® and "Important Town of Southeast China® with §1.8-square-
kilometer area. In 2000, GNP of the town 1s over RMB 0.1 tilion, of which the second industry makes up 80%, developing very
fast at an added ration of 30%. The total populaton of the town ts 53 thousand. In zone, there are complete organizations e.g.,
port affalrs, customs, commercial inspection and marine affarrs, government functions such as national tax, local & x, industrial
& Commerctal Administration, finance. Basic facilities such as hospiwal, school and accommodation are available. Jiaxing
Municipal Government is applying for Zhapu Processing & Exportation Area, inventing more condibons for the extra ward-
onented enterpnses.

Taxation

Forergn-invested enterprises in Ching or foreign enterprises receiving income from China are liable to pay some of the foilowing
taxes: Foreign-invested enterprises (FIE) corporate income tax, Value Added Tax, Business tax, Consumpton tax, Contract tax,
Real estate tax, Land value appreciation tax, stamp tax, Vehicle and vessel license tax; moreover, customs duties should be
paid in case of mport and export business. State Taxation Bureau 1s responsible for Foreign-invested Enterprise Income Tax,
Value Added Tax and Consumption Tax. The Local Taxation Bureau is responsible for Business Tax, Land Value Appreciation
Tax, Individual Income Tax, Real Estate Property Tax, Vehicle and Vessel License Tax, Contract Tax and Stamp Duty. Customs.
rs responsible for Customs Duttes and Value Added Tax on importation.

Categones
FI1E Corporate Income Tax

Taxation Foresgn-invested enterprises in China or foreign enterprises receiving income from China are liable to pay some of the
following taxes: Forelgn-invested enterprises (FIE) corporate income tax, Value Added Tax, Business tax, Consumption tax,
Contract tax, Real estate tax, Land value appreciation tax, stamp tax, Vehicle and vessel license tax; moreover, customs duties
should be paid in case of impart and export business. State Taxation Bureau i1s responsible for Forelgn-invested Enterprise
Income Tax, Value Added Tax and Consumption Tax. The Local Taxation Bureau 1s responsibte for Business Tax, Land Value
Appreciation Tax, Individual Income Tax, Real Estate Property Tax, Vehicle and Vessel License Tax, Contract Tax and Stamp
Duty. Customs s responsible for Customs Duties and Value Added Tax on importation. Categories Categones FIE Corporate
Income Tax [n general, FIEs in China pay an income tax rate of 33%, comprising 30% of national tax and 3% of local income
tax. [n JXPDZ the ;ncome tax rate 15 15% and the local income tax rate is 1.5%. 1) Major items which are deductible from the
net income for enterprises income tax accounting purpose are: Rea! asset depreclation, Amortisation of intangible assets,
Amortisation of pre-operating expenses, Administrative . Interest . Enter pe {wathin imits},

Irrecoverable bad debt, Exchange rate losses on business transaclions, Staff welfare. The following items are not deductible:
Acquisition of fixed assets, Costs of intangible assets, Interest on loans for capital contnbutions, Income tax payments,
Donatlons other than those for public weifare or relief In China, Royalties paid to head office, Expenses not related to the
company’s business, Compensated losses, Overseas soclal security payments for staff, Fines and surcharges for ilegal business
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operations and losses due to confiscation of property, Management fees (except for non-investment set-ups paying
management fees to thelr head office), Overdue fines and other fines for tax payment, Other expenses not related to the
producton and business operations.2) Depreciation and Terms In general, depreciation is computed using the straight line
method. No further depreciation can be provided for fixed assets which have been fully depreciated. The minimum asset
depreciation periods are:Buildings and structures 20 years Machinery and other productive equipment 10 years, Electronic
equipment, means of transport (except train and ship), other apphiance and tools, and furmshings related to production or
business operations 5 years3) Corporate income Tax Incentives The income tax rate of foreign-funded enterpnses in JXPDZ is
15%. Foreign-funded enterprises with production nature with an operation term exceeding 10 years 1s exempted from the
corporate income tax for 2 years starting from the first profitable year and allowed for 3 S0% reduction for the following 3
years. The income tax paid from the 3rd to Sth profitable year will be refunded.inHigh-tech enterprises identified by Zhejiang
provincial government with an operation term over 10 years, 1S exempted from the income tax for 2 years starung from the
first profitable year and allowed for a 50% reduction for the following successive 3 years, the part paid from the 3rd to 5th
profitable year will be refunded. The income tax paid from the 6th to 10th profitable year will be refunded at a rate of 50%.
inWhen the granted incentives term is expired, export-onented enterprises (70% of the praducts exported) will continue to
enjoy 8 reduced rate of 10% Foreign-funded enterprises engaged in service industnes such as tourtsm, amusement business,
communication and transportation, storage and freight agent, informavon etc., with an no less than § 2
million and an operation term over 10 years are to be fully refunded the income tax paid in the 1st and 2nd profit-making year
and enjoy a S0% rebate for the following 3 years.ixThe local income tax rs paid at a reduced rate of 1.5%. Enterprises of
production nature are exempted from the local income tax for S years starting from the first profitable year. Export-oriented
and high-tech enterpnises are exempted from the local income tax.

Value Added Tax (VAT)

VAT is levied on the transfer of taxable goods and services at each stage of the production and sales process. It is also charged
an goods imported into China. VAT i1s payable under the following circumstances:

When a company sells 1ts goods in China, the seller collects the VAT from the buyer.

When a company snports goods from overseas, it has to pay VAT to customs, which collects on behalf of the National Taxatron
Bureau.

1) The VAT Rate

The VAT rate for most goods 1s 17%. The excepbons are:

Basic necessities such as foodstuff, edible oil, drinking water, heating, books, newspapers, magazines, animal feed, fertlizers
etx which are subject to a VAT rate of 13%.

Small scale taxpayers which are subject to a VAT rate of 6%. Small scale taxpayers are manufacturing (100% or majority)
enterprises with less than RMB 1 million in annual sales, or trading companies with less than RMB 1.8 million in annual sales
2) VAT Computation - General Formula

VAT Liability = VAT payable on domestic sales + VAT payable on export sales - VAT paid on locally-sourced materals (1) - VAT
{deemed paid) on bonded raw matenals {I1) VAT Rebate = VAT rebatable on export sales {111)- VAT rebatable on bonded raw
materials

(1): Includes utdities costs but not depreciation costs

(1I}: Raw matenals may be imported bonded 1.e. free of Import duty and exempted from VAT if they are on consignment to
fulfill an export order. This involves an additionsl customs procedure in the “Processing Trade Logbook”

(111): The current rate of rebate of most manufactured goods s 13-17%.

Business Tax

1) The business tax i1s payable by enterprises that provide taxable services, assign intangible assets and sell immovable
property.

Taxable Items * Business Tax

ConstructionCultural activities and sportsPost and telecommunications Transportation 3%

Assignment of intangible assets 5%

Dancing Hall, Bar, Karaoke, etc. 13%

Video Game, Billiards Ball, Golf, Bowling, etc. 10%

* Exempted for enterprise-operated kindergartens, hospitats, chinics, schools etc.

2) Business Tax Incentive:

Projects with an operation term over 10 years as following: high-tech enterprise with a investment no less than $ 2 million,
project encouraged by state with an investment no less than $ S million and others with Investment no less than $ 10 million,
will be refunded 50% of the business tax which paid tn the 1st to Sth operation year starting when the registered capital is
contributed.
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3) VAT incentive.

Projects with an operation term over 10 years as following: high-tech enterprise with a investment no less than § 2 million,
project encouraged by state with an investment no less than $ 5 mdlion and others with investment no less than $ 10 mullion,
will be refunded 50% of the VAT of local remains which paid in the 1st to Sth operation year starting when the reqistered
capital 15 contributed. (Note: VAT collected 75% goes to the State government, 5% goes to the provincial government, 20% for
local use, 1.e. the rebate rate: 17%1A20%1A50% = 1.7%)

Consumption Tax

Consumpthkon tax 1s a tax imposed on producers or smporters of luxurious products, products considered as bad for health or
bad for the society at large, etc. Examples of products affected are: cigarettes, alcobol, cosmetics, jewelry, firecrackers,
freworks, cars, motorcycles, petrol, diesel ail, car tyres, skin-care products and hair-care products.

Products Consumption Tax

Alkcohol 5-25% RMB 220- 240 per ton

Cars 3-8%

Car tyres 10%

Cigarettes, clgars and tobacco 30-45%

Cosmetics 30%

Diesel o1l RMB 0.10 per liter

Jewelry 10%

Motorcycles 10%

Petrol RMB 0.20 per liter

Skin-care an hair-care products 17%

for enterp tens, clhinics, schoals etc.

1) Business Tax Incentive

Projects with an operation term over 10 years as following: high-tech enterprise with a investment no less than $ 2 mullion,
project encouraged by state with an investment no less than § S million and others with investment no less than $ 10 million,
will be refunded 50% of the business tax which paid in the 1st to Sth operabon year starting when the registered capital s
contnbuted.

Real Estate Tax or Property Tax

Property tax is an annual tax on the value of properties, payable by the property owner. The payable tax rate 1s 1.2% of the
assessed value of the property, or 18% calculated on the basis of rent.

2) Investors in )XPDZ who construct or purchase a new building for their own use can be exempted from the tax for 5 years.

Land Appreclation Tax

The Land Appreciation Tax is imposed an the transfer of land use rights. The tax rates varies according to the sellers’ gains on
a transfer of land

Appreciation Amount Tax Rate

< 50% of cost 30%

> 50% but < 100% of the cost 40%

> 100% but < 200% of cost S0%

> 200% of cost 60%

Contract Tax or Deed Tax

The once-off contract tax is payable whenever there is a change in the ownership or the right to use land/properties through
sale, mortgage, gift or exchange. The tax rates are as follows:

Transaction Contract/Deed Tax
Sale 3% of the sales price

Mortgage 3% of mortgage price
Gut 3% of current price of land/property
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Exchange Exempted if the two properties are of same price. Tax is collected on pnce difference if any,
Stamp Duties

Enterpnses or Individuals who execute or receive legal documents may be subject to stamp dutes. Dutiable documents
include:

Contracts on sale of goods, processing, constructon, leasing of properties, transporation of goods, warehousing, loan,
insurance, technology transfer.

Documents on transfer or subdivision of copynghts, trademarks and patents

Business books of account

Permits and licenses including sales permet, trademark license, land use certificate.

Other documents as stipulated by the Ministry of Finance

Stamp dubes differ for different documents and Vehicle and Vessel License Tax The Vehicle and Vessel License Tax 1s imposed
on owners/users of vehicles and vessels. The tax rates are determined by individual Provincial Government. Tax Table (omitting
vessels) i
Categories RMB per year per set

Passenger Vehicle No more than 7 seats 180

8 to 30 seats 220

More than 31 seats 240

Motor Tricycle «i 60

Motorcycle ii 48

Truck 1i RMB 56/tonimyear

The tax i1s computed based on:imnumber of vehicles including passenger cars, two and three-wheeled motorcycles and

motorised vehicles..atonnage of vehicle/vesset - ¢.g., trucks and motorised vesselsix

tonnage carried - non-motorised vessels.Customs Duties ) Customs duties are collected at the point of imported goods entry in
China. The amount payable is based on the assessed value of imports, which 1s the final price inclusive of price of yoods,
transportation charges, insurance and Other Fees before unioading. The duty rate of goods varles significantly. The average
rate is about 17%.2) Incentivesix

Foreign-funded enterpnses engaged in *encouraged forexgn investment industries® or *restricted foreign investment ndustries
{B)*" that enumerated in "Catalogue for the Guidance of Foreign Investment Industries® may import production equipment
within the volume of investment for their own use and the related technology, auxillary matenals, spare parts according to the
Impart contract without paying customs duty and VAT (exciuding those listed in *Catalogue of Imported Commodities not
Enutied for Tanff Exemption for Projects with Foreign i ).Catalogue of C not Entitled For Tariff
Exemption Far Projects with Foreign Investment:

1 Tetevision

2 Video Camera

IVCR

4 Video Player

S Stereo System

6 Alr-conditioner (Excluding Centralized Air-conditioner)
7 Refngerator

8 wash Machine

9 Camera

10 Copy Machine

11 Digiml Telephone Switch Board
12 Micro-computer and Attachment
13 Telephone

14 Beeper

15 Fax Machine

16 Electronic Calculator

17 Typewriter and Word Processor
18 Automobile

19 Motarcycle

20 Other
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Al H.S. codes of Chapter 1-83 and 91-97 in China Import Customs Duty Regulations (Excluding the attached technology,
auxiiary materials, spare parts imported with equipment of the project)

The above policy 1s also applied on projects using whole fareign funds of loans from foreign government or international
financial organizations (such as World Bank} and enterprises importing non-fixed price equipment for processing trade.Export
products is exempted from export 1ax except those restricted by the state government.

Other Tax Incentives

1} Tax-refund for Reinvestment

An exisung foreign-funded enterprse making reinvestment with its profits to add registered capital or set up a new foreign-
mvested enterprise with operation peniod of no less than S years will receive a 70% rebate on the corporate income tax paid on
the basis of the amount reinvested with the approval by the tax ation When the above s
made for establishment of an export-oriented or high-tech enterprise with an operabon period of no less than S years will
obtan a full rebate of the corporate income tax pard on the amount reinvested.

2) withholding [ncome Tax

Foreign investors with no operatons in Chind have income on interest, rent charge, royalty for the right of special permission
and other resources in JXPDZmay pay income tax at a reduced rate of 10% besides those exempted by law.

3) Remittance Abroad Income Tax

Fareyn investors remit abroad their profit from their ¢ n IXPDZ is from the ¢ abroad income tax
4) Preferential Pollaies Applied on High-tech Projects by the Zhejiang Provincial Government

From 1999 to 2002, high-tech projects recognized by Zhejiang prowvincial govemment can be exempted from paying to the local
the net profit of the land transfer fund and the volume increasing fee for power supply as well as water, steam etc during the

construction stage.

Abungant Tourlsm Resources

Nine-dragon Mountain Scenic Spot lies in the development zone £-which is honored as *South Beidai River® wath hills, 1stand
and beaches together. In here, there are verdant forest, singing birds and fragrant flowers. The fishing vessels are sailing on
the rippling and sparkling lakes. Within the spot, there 1s State-owned Forest Park, Anaent Artillery Fort, The Memorial Pavilion
ett. On the Whole, It rs a besutiful Tourism Spot with entertainment, vacationing and recuperation. Beside «t, around the
development zone, there 1s Pinghu Danghu Scenery Area famaus for the Manor Mo, Jiaxing Nanhy Tourism Area with Nanhy
Scene as the center, Haining Qianjiang Tide Spot of the tde culture, Haiyan South&North Entertainment Area with the sea
scenes, Tongxiang VIP culture Tourism and Jiashan Lakes Tourism Area

Basic Facilities

Basic Gedities are avadable for the antevprises to settle 0 Zhapu Economic Developmens Zooe
1) Road
Great Orenual Rosd. Longwang Read, 7hapa Road, Yashana
Read, Zhongshan Road Hangnn Express Way of &0-60 meters wide
having been esablished
2) Power
There 152 220KV substation, and 2 35KV one whuch will be buasted to 110K V. Anatber 110KV substation will be
bult There 3 Quashan Nuctear Power Plans of 6 9mulbonk W and Jaxing Power Plam of $.2millioaK W neas the
wa
3) Tekeommunation
Availabl are such services as C3 local net and motale aet, DDA, DDD, IDDD, P telephonc, tekex, Hr. mobie
pbone 10d waeless calhng, EMS and 30 0n. The tekephone capacity n Zhap Area is SOthousand, which
wth mose than 18 and regioms 10 the warld and over 200 domestic citics.

4) Water Supply
A There is » 10thousand-ten sur ace water plant and 2 ground water plara of duty capacity of 10thousand tons. A
S0housand sus tace water plant wil be estableshed for indusural and life use of the enterprses soon
B Hydraulie pressure -3 Skgs.
$) Waste dispostion
Janing Wastewater Disposition Plnt with 300thousand toms per day 15 3kms s away Sam Zhapu Asea There 13
wasiewater pipe net of which the diameter 15 450cen, ressure 0.05MPA. water 1poed 0 635M/S

6) Vapor

A 4712000KW heas & power plare which can prowde 400T/N gas for the enterpruses.




Non-confidential attachment C-1.2.7

Ningbo E ic and Technological Devel t Zone
2004-5-11
The lifeline of Ningbo D hes in the attraction, which is obviously the top prionity among all our

responsibilities and cares. As our industrial develkopment strategy focus evenly on the development of modern port Industries
and high-tech industries, we have been trying to captivate investments by taking active measures such as making door-to-
door presentation, sending invitations, undertaking collective investment attraction efforts for one type of trade or industry,
strengthening the business attraction network and improving investment attraction team etc. As a result, our efforts paid off
for we have achieved great success in investment captivation. Ningbo Development Zone has now become the strategic area
and important base to captivate foreign investments in Ningbo and Zhejiang province. The zone has also been densely

by ! I ¢ . large-scale projects, high-tech enterprises and laiwanese enterprises.

By the end of 2001, over 4700 enterprises have settled in Ningbo Development Zone. We have approved investments from 39
countries and regions and the accumulated investments reach 5.86 bilion USD, among which 4.59 billion USD are the stated
figures in the contracts and 1.68 billion USD are actually acquired investments. We have also observed the following features
of foreign investment actiwties here:

1) There are many large-scale foreign investment projects. We have 112 large-scale foreign investment projects that are worth
10 mithon USD and 64 comparauvely large-scale foreign investment projects that are warth between S million and 10 million
usD. .

2) Taking advantage of the near-by harbor, conglomeration of modern industries has come inte being and has brought deep
impact on the industnal restructuring in Ningbo and Zhejiang.

3) High-tech industries are guiding the industrial development in an ever more discernible way. Since 2000, we have witnessed
active investments happen in the area of high-tech industries.

4) Worldwide leading multi-national enterprises have showed special favor for our Development Zone. 16 out of TOP 500
worldwide multi-national companies set up their ventures here, which includes Esso, Dow Chemical (from US), Mitsui,
Mitsubishi Itochu, Marubeni, Asashi Chemical, Kanematsu, Sumitomo, Iwai (from Japan), Hoechst, Mannesman (from
Germany) and Samsung (Korea) etc.

S) Our Development Zone has been a new focus for T; after Dongg and Southern Jlangsu.

6} Enterpnses here have showed strong desires to make additional investment because of their successful performance.,
Therefore, their healthy growth has been attracting more ang more foreign investments

Port Industries

By fully utilizing the advantge of Beitun Harbor, the deep-water harbor near by, we have been concentrating our efforts on
developing port industries and now formed a gigantic industrial belt alongsige the coastline, which means that we have started
having an Industrial conglomeration. The leading industries in this port industrial structure cover power generation, chemical,
stainless steel, shipyard, automobile, modern paper-mill, electrical, textiles, grain and o products, plastic & rubber and
construction materials etc.

Power Generation Industry: 1) Ningbo Beilun Power Generation Plant, the key project in the 8th and 9th national five-year
plans, that has 3 million KW as total power generating capacity, has now completed 12.37 billion RMB-worth investments. 2)
We have been also building two thermo-power stations in the key industnal areas here. The picture shows Beilun Thermo-
power Generating Co., Ltd in Sifang area, Da Gang, which generates 144 million KWH annually and provides 0.533 million MKC
heat.

Chemical Industry: 1) Exxon Moblle Group (US) totally invested 67million USD on the of 3 projects
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tubricant, asphalt and hquid gas here. 2) Zhepang Pacific Chemical Co., Lid, 3 sole-venture of Dow Chermical (US) 15 3 65.89
million YSD-worth project. 3) He Qiao Chemical Co., Ltd, established by Jian Long Chemical Co., Ltd {Taiwan} and other
investors, decided to make an additional investment (20 millron USD) to build 8 new He Qiao Chemical Co., Ltd, which will be
in gperation in the first quarter of 2001. 4) Tian An Corporation {(Hangzhou) and Messer Gambh (Germany) founded the Messer
Sunshine (Ningbo) Gas Products Co., Ltd.

Staintess Steel Industry: Ningbo Bo Xin Stainless Steel Co., Ltd, which has 210 million USD investments in total and produces
80,000 MT cold-rolled steel plates, has just started its 2nd phase construction to double 1ts production scale.

Shipbuilding Industry: Samsung Heavy Industries (Ningbo) Co., Ltd. was set up by Samsung Heavy Industries Co., Ltd (Korea)
atone. The 1st phase project (23 million USD in total), which mainly produces steel structures and hull parts, has been
completed and put into operation. The 2nd and 3rd phase projects will be concentrating on the building and repainng of shps.

Automobile Industry: 1) Ningbo Meiri Automobile Manufacturing Co., Ltd 1s the first private enterprise that assemble whole
vehicles in China. The 1st phase project costs 1 billion RMB and produces 50,000 units of cars for family use. 2) Taiwanese
investors have established machinery companies such as Mingfu Machinery, Yunmin Machinery and Xintar Machinery etc and
formed the production base for key automobile spare parts.

Modern Papermaking Industry: Asian Paper & Pulp Co., Ud founded 3 companies including Ningbo Asia Paper Products, Paper
Packaging and Green Paper Products. Its total investment exceeds 70 million USD

Electnical Industry: 1) Fitters Investment Co., Ltd (US) and Ningbo Xin Le Air Conditioner Plant established their joint-venture-
Fitters Xin Le Co., Ltd, which produces 0.5 million units of air condioners annually. 2) Ningbo Ubukata-Hengdian Electnca!
Co., Ltd. a Sino-Japanese Joint Venture, produces key spare parts for air conditioners.

Textile Industry: 1) Reward (Ningbo) Woo! Industrial Co., Ltd., established by Mr. Ying Changji from Taiwan, produces 6,000
MT of wool top and carbon wool. 2) Ningbo Shenzhou Weaving Co., Ltd is one of the largest knitwear manufacturing companies
1n China and produces over 5.6 million units of vanous knit wears a year. 3) Koyo Zhedong (Ningbo) Blanket Co., Ltd, 8 Sino-
Japanese Joint Venture, 1s one of the largest acrylic fiber blanket makers in Asia and produces 1.5 million pieces of blankets.
annually. 4} Ningbo Nishidashin Dyeing and Weawing Co., Ltd, established solety by Nrshidashin Co., Ltd (Japan) produces |
mullion preces of acrylic fiber blankets.

Food and Qil Product Industry: 1) Chia Tai Co., Ltd. (Thailand) snvested BO million USD to establish Ningbo Chia Tai Food Ol
Co., Ltd. 2) Dorian Investment Co., Ltd (UK) & the sole owner of Golden Foodstuff (Ningbo) Co.. Ltd. 3) Peijie Development
Co., Ltd.(Hong Kong) alone invested 40 million USD to set up Ningbo Malt Co., Ltd, which produces 200,000 MT malt annually.

Plastic & Rubber Industry: 1) Ningbo Chia Ta: Samsonite Trunk and Bag Co., Ltd produces *Samsonite® trunks and bags, which
are renowned to be top brand in US. 2) Ningbo Formosa Rubber Co., Ltd. invested 27.6 million USD to establish Ningbo
Formosa Co., Ltd. and mainly produces rubber products ang ar-filling products.

Construction Matenals Industry: Ningboa Conch Cement Co., Ltd, whose total investment 1s 397 milion RMB, has just decided
o make 3 50mdlion RMB additional investment 1n order to add another 800,000 MT to the present 690,000MT production
capacity

Visions and Plans

Regional function and target of Ningbo Development ione are set as
follows: first class development zone of national tevel, Important
energy, raw maternal, chemical industry base in Eastern China and
Important wing for Shanghai International Transportation Center,
important base for foreign investment attract and an important
display window for opening to the world in Ningbo and Zhejiang, a
Modet area for conversion of scientfic research results and technical
nnovation, and new of socialist modern international port city.

The major index of the Development Zone's 10th five-year plan: urban population: 0.25 milon. Industrial output value: 50
billion RMB. GDP:15.5billion RMB, among which the service sectar will have S billion RMB as output value. Export will be 1.2
billion USD and accumulated actual foreign investment 2.6 billion USD.

By 2020, Ningbo Development Zone's long term plan is to convert here Into a modern, international port city and a mode!
show case area that s well incorporated Into the global economy, which has sound economy, advanced technalagy and
beautiful environment. The target are in the following details:

1) completed the construcbon of infrastructure for the D Zane n the main, In the economic
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General Information

Approved by Chinese Central Government, Ningbo Free Trade Zone
{NFTZ) was established on Nov. 19, 1992. In compliance with the
commaon practice of free trade zones defined in * International Kyoto
Treaty”, NFTZ enjoys speca! policies of “exempt from tax, exempt
from license, bonded tax® and has economx functions of
internabonal trade, /Mport & export processing, bonded
warehousing and etc. NFTZ 15 a special economic area operating in
the way of "inside the boundary, outside the customs®. In one word,
1t 15 50 far the most opened area 1n China to the outside world with
most preferential policies. With the current developed area of 2.3
Square kms, NFTZ is expecting its expansion in the near future. 10 years effort has built NFTZ into a hot spot for foreign investors in
East China Great Shangha! Economic Region with ¢ infrastructure, ™ economy, satsfied investors, and accumulated
capital. Up to the end of 2001, there have been mare than 3700 enterprises incorporated, invested fram 35 countnes and territones,
with the total investment of USD2.52 bilhon.

Ningbo Free Trade Zone was approved by State Council on 19 Nov., 1992, vested with special polcies of “Tax-free, Bonded tax and
license-free”. Its major function comprises expart processing, foreign trade, bonded warehousing. So far, as the only free Trade Zone
1n Zhejiang Province, Ningbo Free Trade Zone 1s among the regions with the highest

level of openness in Mainland China.

Backed against the largest deep- berth in China, Sh, hai Ningbo Beilun
Combo Port, adjacent to the "Golden Waterway*, Yangtze River, supported by the
economically developed Yangtze Deita Region, Ningbo Free Trade 2ane boasts a highly
favorable Investment chmate. Ningbo Free Trade Zone is within 3 stone's throw from
Berlun Port and strategic aliance has demonstrated its momentum at the current stage.
With a-half to 3-hour traffic arcle stand 4 internatonal airports and now direct customs-
clearance vehicle system has linked Shanghai Pudong Airport with Ningbo Free Trade
Zone. Through the green channel, logistics efficiency 1s greatly improved.

Ningbo Free Trade Zone has witnessed rapid development during the past decade. By the end of 2001, 0.48 bilion RMB has been

utlized for the purpose of infrastructure construction, with 1.98 milion square meters developed, and basic utilities instailed. Now,

more than 3000 enterprises have set up thelr factonies and offices in NFTZ, of whikh 500 enterprises are foreign funded with a total

investment value hiting $1.61 billlon, contractuat foreign investment reaching $1.22 billion and factual investment amounting to

$0.45 billion. In the year 2001 alone, NFTZ has realized its GDP £x2.58 billion and import & export volume of $0 76 billion, of which

$0.41 billion export-bounded. NFTZ has become the new economic growth point for Ningbo municipality with its special status as the
main area for foreign invesiment absorption.

Aiming at the process of project-ratification, construction, and management, NFTZ has
es@ablished economic service center, construction item service center, foreign
investment service center and human resources service center with service agency
system, 24-hour service system, ime-limit service system in an effort to provide
enterprises with whole-process, whole-perspective service on a toll-free basis.

In the past years, NFTZ is aiming at developing hi-tech industry and modern logistics,
eleconics informati park, tor tric park,

international software park, overseas scholar pioneering park and modern logisbcs

center. The above-mentioned parks have introduced some 80 hi-tech enterpnses with

- total investment exceeding $0.9 billion.

Pursuant t international practice, aiming at creating worldclass investment climate, NFTZ welcome enterprises at home and abroad
to invest and pursue a brighter future.
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Development Plan

Ningbo Free Trade Zone aims to promote the economy and trade in the Zone and boost
the export-onented economy of its surrounding area. Through a thorough and creative
implementation of special policies granted by the State, the Zone follows the market
mechanism and international practices in a wide spectrum of flexible cooperation with
domesbic and overseas customers. [t1s determined to build the Zone into a first class
free trade zone that s geared to both the domestic and international market and that
has the complete and efficient service facilties, a zone that serves 8s an important
center of compyter manufacturing and 1C packaging and testing in Zhejiang, the largest
production base of monocrystalline silicon and polycrystalline siicon in China and a
distnbution center for modern logistics of Zheyang

Investment Orientations

Ningbo Free Trade Zone encourages overseas businesses to invest in internstional
trade, export-oriented processing, modern logistics and other related services in the
Zone.

Key export-ariented industries to be promoted: 17, auto parts, precision equipment &
machinery, biological engineering, fine chemicals and other high-tech or high value-
added industries; light industry, textile, foodstuff, machinery and other tradivonal
industries using advanced equipment and onented toward export

Key international trade operations to be promaoted: processing from imported material,

entrepat trade and import and export of general goods.

Key logistics facilities and operations to be developed in the Zone: logistics parks, independent logisbcs service, international
transportation and shipping, stonng and processing of bulk cargo, import & export warehousing and other related services.

ADMINISTRATIVE COMMITTEE OF NINGBO FREE TRADE ZONE

Add.: Free Trade Zone Mansion, Ningbo, P.R.C.
Post Code£°315800

Tet.£986-574-86884850, 86880139
Fax£086-574-86883518

E-mail£onfz @nftz.gov.cn

Websitef Shtp:// www.nftz.com/

Backing policies

NFTZ locates i1n the middle of China's East Coastline. Adjacent to the Metropolitan,Shanghai, and the most developed Yangtze River
Delta{East China Economic Zone), NFTZ is the key area for by the central government of China
Domesocally, NFTZ is accessidle to the most prosperous market of East China and Mid-China, including 9 Provinces and 1 city :
Shandong,Jiangsu, Zhejiang, Jiangxi, Anhui, Fujian, Henan, Hunan, Hube! and Shanghal. Overseas, NFTZ s accessible to the East

Asia and the Paaific region.
Cities nearby

NFTZ 1s adjacent to Shanghai(the metropolitan city In China and Hangzhou(the world-renown TRIPist city).

Shanghai
--- the most prosperous international metropolitan in China;
---- famous international financlal center, trade center, and shipping center;
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--+- 3 window for NFTZ enterprises to penetrate China market;

Hangzhou
--- world famous TRIPist city in the heaven, there is paradise, on the earth, there 1s Suzhou & Hangzhou
---- 8 good TRIPist resort for entrepreneurs in NFTZ;

Ningbo

---- an important seaport for Yangtze River Delta, an important part of Shanghai International Shipping Center; an international port
city in the East Coasthine; total area:9,365 km2; population:5.3 milkon

---- 3 strategic key area tor opemng up to the outside world, under the direct jurisdctron of the Central Government; enjoy the same
right as that of a province in economic management and stipulating local laws

---- economic center, financial center and shipping center of east China;

---- a histonc cultural ¢ty in China; the birthplace of Hemudu Culture dating back 7000years;famous for business and trade since the
ancient ime,over 300 thousand successful businessmen living in more than 60 countries and regions

---- famous TRIPist resorts(Putuoshan Mountain-the famous Buddha resort, Tiantong Temple, A Yuwang Temple, Xikou Scenx Spot,
Dong Qian Lake Scemic Spot)

Transportation Port

NFTZ 15 Adjacent to Beilun Port, an important port to Shanghar International Shipping Center and enjoying the fame of East
Rotterdam. It has 24 ten thousand tonnage berths and direct voyage to 519 ports in more than 100 countries and regions. In 1999
the handling capacity of goods to 100 billion ¢ s 1 million TEU, ranking the second in China. The container
wharf(north to NFTZ) with 3 mition TEU of designed handling capacity is under construction

--- the best container port for big tonnage c s (50,000-80,000 %

--- the biggest port for loading and unloading ore in China(300,000tonnage);

--- the biggest crude o1l port in China{250,000tonage);

--- the biggest liquid chemical port 1in China($0,000tonnage);

Highway

- Westward, it takes 1.5 hours to reach Hangzhou and 3 hours to reach Shangha! by expressway,
Southward, there are expressway leading to Fujian and Guangdong,
Northward, it takes 1 hours to get to Shanghai through Ningbo -Shanghai Sea Bndge(under construction);
Southwestward, Ningbo -Jinhua Expressway connects Beiing -Kowloon raiway.

Raillway
--- Xiaoshan-Ningbo double railway has stretched to NFTZ wharf.and 1s incorporated into China railway net.

Airport

--- S international aimorts can be reached within 1 to 2.5 hours, including Lishe Airport, Xiaoshan Airport, Jianqiao Airport, Hongqiao
Awport, and Pudong Airport; they have both national and internauaonal voyages and can provide the mast convenient transportation
services.

--- Concerning special characteristics of free trade zone, the Provincial and Municipal Government has established Green Path for
goods delivered from overseas through Lishe airport and Xiaoshan Arrport to NFTZ
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Backing Industnes

Energy, raw matenal industry: power, steel, chemical and other heavy industries are quite developed, which can provide ample
energy and raw material supply to ight industry;

1T Industry

development base for semi-canduct material {mono-crystal silcon,chips)in China; R&D and processing base for mobile communiatian
and family communication products; R&D and processing base for computer products and parts & components; processing base for
other IT products and parts & components;

Automobile Industry

the production and R&D base for whole-car (German Volkswagen-Shangha: Santana, Amernican GM-Shanghai Buick, Japan Nissan-
Dongfeng Biuebirg, American Ford-liangling Coach). The whole car R&D has driven the of auto parts pr .and
thus provides a nice upstream and downstream automobile industry.

Machinery Industry
developed plastc njection machinery, sewing machine, and parts processing.

Plastc Industry
with the fame of Plastic Kingdom, Ningbo is the area mostdeveloped in plastic injection and moulds processing

Biotech-pharmacy
one of the important R&D and production bases of biotech- pharmacy industry.

other Industries
processing of textile and fashion.

Market

--- the most prosperous market and most complete market system in China

. with the most market

--- the highest GDP per capita;is the most

Personnel

--- Has more than 100 famous higher institutes, among which Zhejiang University,one of the leading universities in China, has the
largest number of students & faculty, the mast complete subjects and research institutes;

--- Has mare than 100,000 college graduates of all majors each year

--- Has a [arge amount of skilled workers with high qualification, as the result of prosperous market economy and developed
processing trade

Ningbo Daxie Development Zone

2004-5-11




Non-confidential attachment C-1.2.7

with approval of the State Council, Ningbo Daxie Development Zone was set up as 8 State-level development zone on March S, 1993,
ang China International Trust and Investment Corporation (CITIC) undertakes its overalt develapment,

Situated 3t the east of Ningbo Gity, Ningbo Daxie Development Zone is 40 Km distant to the downtown area. Naturally sheitered by
Zhoushan Archipelagoes and backed by the southern mainland that is less than 500m away, it i1s in the middle of the harbor area of
Beilun, one of the four noted deepwater transshipment harbors in China, and in immediate approximation o the internationat
navigavon route. By a mere strip of water, 1t 1s separated from Ningbo Economic and Technical Develapment Zone and Ningbo Free
Trade Zone. Daxie [stand alone has an area of 30.84 Km2, and boasts 10.7 Km deepwater coastline with 150m offshore draft up to
20-30 meters. Daxie water area features in deep water, smooth current and mild wave, and is free from ice or silt all year long. What
rs boasted by Daxie makes 11 a perfect spot for development of mega-port and port-related industrial projects.

Ever since CITIC initiated Daxie development, large amount of capita) has been directed in infrastructure facilities ike water and
power supply, road, bridges, telecommunication and etc. With investment enviranment improving in general, Daxie sea-spanning rail
and highway bridge, the landmark project, opened to traffic in 2001. Daxe, 2 Class-A opening port approved by the country, 1
faciitated with all the institutions related. Daxe Customs Administration and Daxie Maritme Superintendence Authonty formally
started operation in April 2001. Office for Iike y inspection and quarantine authonty, frontier inspection
authority and etc. are to be put Into use one after another in the year 2002. Daxie's advantage in foreign-oriented economy is

growing on a daily basis.

Daxie, the former sea island, turns out to be a hot development spot for international investors. 1t has made great breakthroughs in
attraction of investment in port anad related industrial projects: so far, projects settled includes the BP LPG terminal for East China
from the UK, the crude oil transshipment base by SINOPEC and Ningbo Port Autharity, the high-grade bitumen project by Liwan
Petrochemicals, and etc. In Daxie Industnal Park, which s oriented to light Industries, dozens of manufacturing projects from
domestc and abroad are settled, covering the fields of medicine, fine chemicals, new matenal, mechanic, home appliances and etc.

Development Plan

CITIC’s target 1s to turn Daxie into an international mega-port and world first class foreign-onented economic zone, which is to be
headed by port, based on industry, and supported by export processing, domestic and foreign trade, storage and transportation; it 1s
to be sound in environment, ratonal in layout, fully funcuonal, and with pretty developed tertiary industry. Rong Yiren, former Vice
Presxdent of China, rather briefly outtined the scheme as “Turn Daxie into a first-rate economic and trade zone with world first-class
port®. Specifically, the master plan is reflected in the following aspects:

1. Through exploration of the port advantage, set up port-related zones for giant industries, for high tech and for export processing.
2. Establish large-scale transshipment bases for liquid chemicals, crude oil, oil products and other matenats.

3. Turn Daxie, along with the construction of Beilun Port, into the pivotal port for container transportation of Shanghai International
Shipping Center, and the large-scate ransshipment base for international container transportation.

4. Vigorously develop the terbary industries such as finance, commercial and trade, storage, tourism, etc., and make Daxle 8

b economic and al zone

S. Endeavor to perfect facibities, beaudfy environment, upgrade service, create friendly investment environment, and pursue
economic efficiency, and turn Daxie into a foreign-oriented cconomic zone.
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The planned functional areas are: Administrative and Commaercial Area; Harbor and Storage Area; industrial Area; Living and
Residential Area; Recreation and Holiday Area. Thirty berths ranging from 20,000 to 300,000 DWT are planned, with annual
throughput of 100 milion tons, in which container throughput is 3.15 million TEUs. Tourist-catering spots and facilities, such as an
oceanic tounism zone, golf caurts, willas, etc. are also planned.

Encouraged investnent

infrastructures

Harbor, wharves, warehousing, transportation and transfer
Storage and distribution of crude o, oil products and liquid chemicals
Building and repainng of ships and containers

O refimng, metallurgy, mechanical and electrical facliities
Construction matersals

Telecommunxation faciites and biographical technology
Environment protection technology and information technology
Fine chemical engineering and textile

Grain, plant oil, and aquatxc products processing

Real estate

Toursm and other tertiary industries.

Major Projects

LPG Break-bulk Terminal Project for East China

Total investment USD 96.5 millian, with BP as the major share-holder. [t covers an area of 23.6 hectares, including two 250,000 m3
underground caverns, one SG,000 DWT berth, two 5,000 DWT berths, and relevant supporting facilities. It 1s designed to import LPG
1.6 million tons per year, being the largest LPG terminal in Asia. It was put into operation tn June 2002

Crude Transshipment Termina! for Ningbo Port It is a joint venture between Ningbo Port Authonty and SINOPEC. It covers an area of
51.8 hectares, including one 250,000 DWT crude oil jetty, one 50,000 DWT oil Jetty, one 20,000 DWT jetty, and a tank farm of
2,000,000 m3. Phase I of the project, which covers one 250,000 DWT crude oil jetty and six 55,000 m3 tanks with investment RMB
500 million, has been completed in September 2001. Phase 11, which includes five 100,000 m3 tanks, i1s Lo be completed in
September 2002. With operation of the project phase by phase, Daxie 1s to be the od concentration and distribution center for East
Chuna and the reaches of the Yangze River

tHigh-grade Bitumen Project by Liwan Petrochemicals

Invested by Hong Kong Liwan Group and using imported Olumulsion crude from Venezuela and home produced $236-1 crude as feed,
1t is to produce 0.3 MMTPA high-grade bitumen for highway paving, of which 0.106 MMTPA is SBS modified bitumen. Covenng a total
area of 11 hectares, it 1s to build a 80,000 DWT oil jetty, 200,000 m3 tank farm and bitumen processing units. Investment for Phase
1, which 1s 10 be put Into operation in March 2003, 1s USD 10 million.

20,000 OWT General-purpose Jetty It was putinto aperation in May 2002. Ships up to 50,000 OWT can be received by this jetty.

Soken Chemiats

Itis a joint venture between the Japanese Soken Chemicals Co. and CITIC Daxie D Co tapes of
various kinds. Total investment for Phase | is USD 9,400,000. Phase 11, which involves investment of USD 4,200,000 for production of
specalty glues used in Iiquid crystal and plasma monitors, Is In construction.
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Jianxin Medicine
It rs 3 sole investment of USD 30,000,000 by Hong Kong 8aoshan (Holding) Group, covering an area of 15 hectares. The product 1s 3
State-level new injection of Class C for curing asthma

Chengnian Medicine

Invested by Beiing Chengnian Medicine Science and Trade Co., it covers an area
of § hectares for Phase [ and involves an investment of USD 10,000,000. It s to
be developed into 3 Chinese Medicine Park integrating R&D and marketing, with its
Chengnian capsules for curing diabetes and hyperthyrotdism (State-level new
medxcine of Class C) as the main products. Phase [ is to be put into trial
production in September 2002. Phase 11 and Phase 111 are targeted at
establishment of 3 modern medkine industry park with main orientation in bio-
medxine and oceanic medicine.

Add.: Ningbo Daxie Development Zone, Ningbo, China
Post Code: 315812

Tel.: 86-574-86768458, 86768969

Fax: 86-574-86768433

E-mail: cibcdx@mail.nbptt.z).cn

Website: http://www.ciic-daxie.com/

Infrastructure

island-mainland Communicabion

A sea-spanning floating brigge with allowed access vehicle weight 80 tons was buiit in 1995. Daxie Sea-spanning Highway & Railway
Bi-funcbonal Bridge started construction 1n April, 1937, and will open to traffic in the

second half of 2000

Water and Power Supply

The present water supply capacity 1s 20,000 tons per day, and will be expanded to
130,000 to 150,000 tons per day when Daxe Sea-spanming Rail & Highway Bridge, with
which two 1 m steel water pipelines are installed, 1s completed. For the power needed by
Daxie, 1t 1s provided via the Eastern China Etectricity Gnd. The present operattonal
substation in Daxie 15 35 kV, and a 110KV substation for Daxie s s00n to be built. As
planned, a 220kV substation will be set up In the middle term of Daxie development.

Road
The road network reaching every major areas has covered the whole Daxe Island

Telecommunication
The present programmable switchboard in Daxie can serve 8,000 hines, another 60,000 line communication cable has been laid, and
15 ready for use any time. The wireless communication station and DDN network are in service.

Locavon

Daxie Island locates in the middie section of China's coastiine, at which the golden waterway of the Yangtze River intersects with the
golden seashare of the country. [n mumcipality, Daxie Island belongs to Ningbo City, Zhejiang Province, China. It 1s about 40 km east
10 the downtown of Ningbo, and 100 km south to Shanghai. East to Daxie Island s the East Sea, and west to Daxie Island 1s the
famous Beitun Port. Looking across Daxie Island to the north is the Zhoushan Archipelagoes, and the southern end of Daxie Island is
less than 500m off the mainland. Daxie Isiand 1s immediate proximate to the international sea route.

Investment guide

Preferential corporate income tax rate of 15% for production-oriented projects by foreign investors.
Corporate income tax 1s exempted for the first two profit-earning years and half reduced to 7.5% for the forthcomeng three
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years,provided the operation period of the investment project is above 10 years

For investment in infrastructure like port, Jetty, bridge, highway, railway, and etc, corporate income tax is exempted for the first five
profit-earming years and half reduced to 7 5% from the sixth to the tenth year, given the operation pernod of such an investment
project 15 above 10 years.

For production-oriented foreign investment, local income tax 15 exempted for the first five profit-earning years; provided the operation
perod 15 above ten years and criteria for local income tax exemption 1s met, local iIncome tax can be exempted for the next five years
subject to the approval of the taxabon authonty of NDDZ

Profit gained by foreign investors from the investment enterprise can be remitted outside China, free of income tax.

for re-investment in NDDZ with profit gained by a foreign investor from its investment enterprise, given the operation perod of the
reinvestment project 1s above 5 years,40% of the income tax previously levied on the re-investment pottion can be refunded;
provided the re-investment is on export-oriented production or hi-tech enterprises (n NDDZ, all the income tax previousty fevied on
the reinvestment portion can be refunded

For investment falking into the category of the Encouraged and the Restricted(B) in the National Industry Direction Drrectory, customs
duty and import-related value added tax are free for import of self-contained production equipment that is within the total sum of
investment

For production-oniented projects that are coherent to the master plan of Daxie development and industry direction, Daxie local frscal
authority 1s to grant a variety of financial support.

Encouragement areas.

Infrastructures

Harbor, wharves, storage, warehousing, transportation and transfer
Storage and transfer of crude oil, o1l products and hquid chemicals
Manufacture and maintenance of ships and contatners

Ol refining, metallurgy, mechamical and electrical facilities
Construction materials

Power, telecommunication faohues, biographical technology, environment protection technology, and infarmation technology
Fine chemical engineering, plant oil, and aquatic products processing
Real esate

Toursm and other tertiary industries

Other

hou E ic and Technological D 1

2004-5-11

8rief Introduction

Wenzhou Economic & Technological Development Zone(WETDZ), ratified by the State Council on March 16th, 1992, is the only state-
level development zone in the south of Zhejing Province. After ten years development, a planned area of 5.11 square kilometers have
been completely developed and become the modern industnal base and new economic growth paint in Wenzhou The total domestx
production 1n 2001 reaches RMB 3 billion Yuan, total industral output value reaches RMB 7.5 billion Yuan and financial revenues
reaches RMB 500 million Yuan
The administrative committee of WETDZ, on behaif of Wenzhou municipal government, exercise the leadship of the zone, Wenzhou
Hi-tech Industrial Park and Binhai Industnal Park.

Economic & T o] Zone has formed three service systems- “a coordinate process” service system on
introduction of projects; all- round service system on development of projects; regular service system on operation of projects.
“Is it not a joy to have friends come from afar?* This oid saying 15 given a new meaning by WETDZ. We are making our great efforts
to create a better environment with our great enthusiasm and excellent service. Warmly welcome entrepreneurs from home ang
abroad to invest in WETDZ for a promising future!

Infrastructure
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Water Supply: the present water supplying capacity in the Zone is 30 thousand tons per day,jointly supplied by Zhuangyuan
Waterworks and Wenzhou East waterworks.

Power supply: the power in the Zone 10 directly supplied by the East China Power
Network. There are two transformer substations in the Zone One has a capacity of 35
thousand volts and the other 220 thousand volts.

Communication: the Zone has built a branch of the postal and telecommunicabons
bureau, boasting 15000 program-cantrolled telephones and a comptete set of moedem
postal and telecommunications equipment.

Drainage: the Zone has developed a perfect drainage system according to the principle
of spht-flow of rainwater and sewage.

Preferentiat Policies of State-Level Development Zone

1. Foe foreign-funded productive enterprises, the income tax Is pa:d at the reduced rate of 15%, of which the enterpnses with the
business operation of over ten years, the lax will be free for two year starting from the profit-making year and reduced to S0 percent
and levied at 7.5 percent of the rate from the third to the fifth year.

2. After the expiration of the aforesaid reduction and exemplion period, for the technically advanced enterprises, the perod of income
tax payment at 50 percent of the rate wil be extended for another three years. And for export-oriented enterpnises, if their annual
exports amount to 70% or plus of their yearly turnover, the income tax will be paid at 10% of the rate.

3. For foreign-funded producuve enterprises, the local income tax will be paid at the reduced rate of 1.5% and will be free for tow
years starbng from the profit-making year and reduced to 0.75% of the rate from the third to he fifth year.

4. If 3 foreign-funded enterprise has suffered a loss for a given year, the deficit can be made up for by drawing the same amount
from the profit earned in the following year. If this 1s not sufficient to cover the loss, the compensation can be contnued i the same
manner for following five years

S. 1f foreign investors reinvest the profit earned n this or other enterprise with the operation period of over five years n the
development zone after paying he enterprise income tax, they will have a draw-back 40% of the income tax already paid for the
reinvestment amount. If they reinvest in the enterprises manufactunng products for export or providing advanced technology in the
development zone, they will have a total draw-back of the income tax already paid for the reinvestment amount.

6. The products manufactured for export by enterprises are free from export dubies and value added tax, except that other
regulations will be stipulated by the state.

7. The products manufactured by foreign enterpnses can be sold in China through approval.

8. The rates for state land lease are lowered by RMB 10,000 to 50,000 Yuan per mu depending on the size of investment and status
of pad-in capital, and for such hi-tech projects as confirmed by the Provincial or Municipal Scientific Commission, the rates can be
fowered by RMB 30,000 Yuan to 60,000 Yuan per mu.

9. Enterprises can apply for ralsing 8 mortgage on foreign currencies or fixed assets tn accordance with regulations stipulated by
banks. The funds needed by enterprises manufacturing products for export or providing sdvanced technology can be granted
preterentially from banks.

10. Enterprises have the right for recrutment of he workforce on their own according to laws. They have he right to decide on he
establishment of set-ups and personnel, the right to hire or dismiss workers and staff members, the right 1o decide on the forms of
wages, the pay scales and the rewards, penalties and subsidies for their workers and staff members. Enterprises implement the
contract work system,

11. Enterpnses can simultaneously enjoy a series of preferential terms stipulated by the state, provincial and municipal taws and
regulations. In addition to the above preferential terms, the enterpnses funded by overseas Chinese and Hong Kong and Taiwan
compatriots will be allowed to make proper arangement for the employment of their relatives, whase residence registration can be
changed from the countryside to the development zone, according to the state regulations concerned.

12. Internally joined enterprises in the development zone can also enjoy certan preferential policies in accordance with the concerned
regulations and with reference to foteign-funded enterprises.

Department

Wenzhou Economic & Technological Development Zone{WETDZ}, ratifled by the State Council an March 16th,1992, is the only state-
level development zone in the south of Zhejing Province. After ten years'development, & planned ared of 5.11 spuare kilometers have
been completely developed and become the modern industnal base and new economic growth point in Wenzhou. The total domestic
production in 2001 reaches RMB 3 billion yuan, total rndustnal output value reaches RMB 7.5 billion yuan and financial revenues
reaches RMB 500 million yuan.

The administrative committee of WETDZ, on behalf of Wenzhou municipal government, exercise the leadship of the zone, Wenzhou
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Hi-tech industral Park and Binhar Industrial Park,

& T al D Zane has formed three service systems- “a coordinate process” service system on
introduction of projects; all- round service system on devetopment of projects; regular service system on operation of projects.
*Is 1t not 3 joy to have friends come from afar?* Thrs old saying is given a new meaning by WETDZ. We are making our great efforts
o create 3 better environment with ours great enthusiasm and excellent service. Warmiy welcome entrepreneurs from home and

abroad to invest in WETDZ for a promising future!

Investment Orientation

Electromechanical Equipment Industry:
Hi-tech printing machines, packing machines, electronic medical equpment,
energy-5aving motors,micro motoes, low-voltage electrical apparatuses,

control and devices,
control systems, precision moulds, etc.
Electronic and c ation M 1y ing Industry;

Computer peripheral equipment, applied software,
micro-electronics and elements, new sensory,
office auts t . and data etc

Chemical and Pharmaceutical industries
Fine chemicals of new technologies and vaneties, including dyes,
auxiharies, aluminum-sikcon and catalytic agents, moteculars sieves,
rubder products,f ood and beverage additives, anti-staling agents,

. blomedicines, ype specific chinese and
western patent medicines, diagnostic reagent and medicine,
blood hemodialysis system etc.

Construction Matenal industry:

Building ceramics, fiber glass reinforced products,

granite products, and other new-type and light-duty building materals.

Testle Industry:

Export-onented shoes and leather products, luggage cases, hardware,nfine arts and crafts, plastics, clothing, foodstuffs and packing

matertials etc.

Real Esiate Development and Urban Inban Infra-structural Facilives:
industnal workshops, ports and docks, storage and service faciies, sewage processing projects,etc.

Find the Right Type of Industrial Zone in China
Know which zones offer the incentives that fit your business

by Patnck Nawa. Asla Paafic Propertes on Wed. 2009-04-08 15 00

China industrid park
Chnaindustnal real estato
Chinaingustnd Zones
Chinainvestmen incentives

Featura story
Free Trade Zone Export Processing Zone. High-Tach industrial Developmant Zone. The different fypes of industrial zones and parks can be confusing
8ven lo axparienced invesiors Patrick Nawa, a drector 8t Asia Pacific Propenties’ Shangha: office advises on how (0 lind the type of investment
environment that IS your needs and ensure that your company gots the biggest incentves




How Industrial Zones Developed in China
inthe early 1980s. China jump-started its economy by encowaging manufacturing and trade in Special Economic Zones. The Specat Economic Zones
staned n 14 coasial cties n which special incentves such as decreased tax rates and exemptions from other govemment fees and dut:es wero
offered to foreign investors to encourage investment,
Since then, the government has developed new and more specialized forms of indusinal zones to encourage particular industnes or groups of
investors. There are now soveral types of indusinal parks and zones in China. and 1t is estmated that there are now more than 4,500 ndustrial zones

nthe country

Types of Zones
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While all zones can offer a good deat to the right investors. most zones have particular industries that they encourage {and offer greater incentives to)
The government has created four pnmary types of zones designed 10 encourage different kinds of nvestment

. and T

. High and New Technological Developmant Zones (High Tech Parks) - these zones

D Zones (ETD2) - these are the most broadly defined zones and generally welcome the
widest spectrum of nvestors. Some ETD2. such as the Nantong E TDZ will have several more specialised subsidiary zones, such as dedicaiad
chemical or other industry specdx zone, and an EPZ.

in

high

by offering to er who commn 10 developing new lechnology and employing highly traned staff  An examnple of 3
High Tech Park in the Shangha area is the Caohejing Hi-Tech Park
. Export Processing Zones (EP2) - the advantage of the EPZ is to eliminate or streamhne most customs procedures for businesses which
are pnmanly invoived in manufacturing for export.
. Froe Trade Cooperation Zones (FTZ) - Free Trade Zones are intended to encourage investment by bringing down tantf bamers. The FTZ

in China offer many of Ihe same tax advantages as the EPZ. however, investors are not restncted to producing for export only. However. some

poftant EPZ

such as

refund of customs duties are nat available lo FTZ investors.

Beside encouraging particular industnes. all zones will have other industries that are restncted from activity in the zone.

The advantages of the various zone types are outlined in the following chan. To be cenain of which industnes are encouraged or restncted in a
particular zone, investors should contact the zones directly or enquire through their agents.

A Quick Guide to Finding the Right Zone for Your Business

Economic & Technological :R:I:::.'n"f;;:::l Free Trade Zones Export Processing

Development Zones (ETDZ) (HIDZ) {FTZ) . Zones (EP2)
Corporate Income Tax Rate 15% instead of 25% * Same Same Same
(For high tech enterprises) i

For enterprises whose expon .
Corporate Income Tax Rate | ratio is more than 70% in each i
{For export orlented fiscal year comorate income tax Same Same Same
enterprisas) will be 10%, nstead of 15%
Custom Duty & Value Custom duty and VAT
Added Tax (VAT) (on sell.  LuSiom 0y ;":;"f;n‘:‘:m"“’" exempted for encouraged | Exempted Exomptod
use equipment and spare 9 industries.
parts)

. Only entemnses nvolved
Custom Duty and VAT (on g:)'cy:s:zm:::: ':Vr:';";’::::: 1 the processing trade ara | Exempted Exempied
raw materials and parts) 9 exem pted
Same Sama Same

VAT Tax Rate

VAT Rate Licences for

i)

For enterprises n the category of

. icenses

raw
and office {for

processing enterprises)

are

For enterprises in the
category of encouraged
industries. licenses are
exampted.

Licenses not required
for ak processing
trade enterprises

Licenses not required for
all processing trade
enterprises

Tax on finished products
using duty-free raw
materials.

Levy on finished products

Levy on finished products

only

Levy on imponed raw
materials and pans

Levy on finshed produdts

VAT Refund for finished
H products using domestic

VAT wit be refunded following |
export of shipment

VAT will be refunded
following export of

VAT will be refunded
following export of i

Immaediate VAT refund for
domestic raw matenals
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raw materials. shipment : shipment upon enterng the zone
No resinction as long as projects No restnction as long as
" projects are excluded from Exact perceniage vanes
Ratlo Between Export and ara excluded from export license export kcense and quota No restriction botween 20nas

Oomestic Sales.

8nd quota management

management.
Transport of products Inthe Unrestncted Unvestriced the zone and ;g\“::x I’wen;:'da;‘:‘;
zO0Ne registered with customs g
customs
Bonded warehouse Expon processing zone
Not apphcable Not apphcable receiving register (ED! | border crossing cargo

Bonded cargo control

wih the customs
house)

record statement (EDI
with the customs house)

Brief oing body (photoes)

Chairman:Tie Jianshe
Vice Chatrman: Xu Shan
Vice Chairman: Lin Jun

Secretary-general Wang Yutu

ahotoes

Functions of Divisions

Intarnational Refations Division

1. Keep and promote contact with all over the wortd, with of

and trade promotion organzations, relevant international bodies as wall as representative offices of foreign economc & trade organizations

and b

atationed in China
2. Invie and host foragn
China

and (rade circles, chambers of commerce.etc.to visit

business groups or gos from

3 Omankze economic and trade or investment delegalions to visd othar countries of regions.

4 $Sponsos or organize aconomic and trade seminars. business 1alks. bilateral or mutt-lateral business confetences to promote mutual fignaly
econamic relations. two-way trade and investment

5. Conduct market research and analysis, provide relevan information 10 entefpnses both at hamae and abroad.

6. Haost foreign investment promotion activities and provide information to foreign investors.

7. Assist foreign govemment or economic and trade bodies 1o organize investment environmant seminars in Zhejang.

8. Provide assistance and service to member companies of local business to nvest o explore business oppartunities abroad of to be listed in

overseas stock markets.

Deputy Director Ms Wu Ping
Tel:0571-85811929
Fax:0571-85811931
E-maitwp@ccpitzj.gov.cn

International Exhibitlon Division

by ihe prowvi g & from Ihe province. € xamine & approve exhibition held in
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2Zhejiang province by foreign paries
2. Make annual plans of exhbitions abroad.

3. Develop and keep good working refations with org: of n and regions.
4. Hoid Zheyiang expon commoddy exhibition ebroad and organize companies in the province to attend imtemational trade aHairs.
5. Host or arganize ic. trade and n Zhejiang s by foreign of regions.

Director - Mr. Ya Junbao
Tel.0571-87797187

Deputy Director: Mr. Shen Dongli
Tel:0571-87797158

Legal Service Division {C: and

1. Provde forelgn legal consulling and options, organize leg@ senvice training, saminars ang exchange activities,
2. Partidpate in dratng local foreign economic and trade rules and regulations.

3. Handdng ade-refated inletiectual propenty jegal servicas,

4. Issua cenification of orgin of the People’s Republic of China, of and of re-export.

5. Attest foreign trade documents which were used for cust and foreign

6.Provde i [of for foregn trade . attract foreign xmoon of aod L setup
effices, londer for projects. |abor services, RIQUUCLS abroad. irademark and patent 1S5u8,

7. 1ssue ATA documents for customs-clearance
8. Undenake Lhe affairs of iegalzation by embassy or consulate for foreign trade documents and cerldicaes.
9. Provido guidance to the agencies for 1ssuing centdicates of origin of the People's Republic of Chna in the province.

Director . Mr. Wu Zhaoping 0571—85811921
Deputy Directar : Ms. Ma $ai 057185811950
Deputy Director . Ms. Pan Llan 0571—85811928

Membership Affairs Division

1 Review and approve the establishment of CCPIT Zhejiang & Zheiang ICC subsidiarias in the province. guide & coondinate the activilias of the
provinca’s local CCPIT branches. county icc; arrange working among i and their

2. Organize working conferences of seminars of CCPIT Zhejiang and Zhejaing ICC, arrange member congress

3. Conduct Iraining on ditferent skils needed by members.

4.1 the day-to-day work of the of Zhejiang ICC

5 R for g new ang services for them

6. Construct and maintain website on the intemet. and provide business information for members.

Oirector. Mr. Li Bag'er
Deputy Director. Mr. Li Xinghi

Administrative Office

1. Coordinate the intemal day-to-day work.

2. Manage human resources and financa.

3. Cdllect information and write working report to department cancemed.

Olrgctor: Ms. Wu Lifen

Diractory of affliiatss

CCPIT Zheyiang Intermediation Center

Mediate foreign commercial disputes, handling complaints by foreign-invested enterprises. issue legal advice paper, provide legal consaling and non-
laigation legal services

Secretary-general: Mr. Wu Zhaoping 057 1-85811928
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Vice Secretary-generat Ms. Ma Sai 057 1-85811950

China and Trade A [ Zhejiang Office
Conduct foreign economic and trade arbitration cases. legal reprasentation. legal services. conduct non-itigation legal matters. accept and intercede
foreign-invested enterprises complaints

Subsidiaries Company

Zhejiang World Trade Information & Services Co., Lid.
Zhepang Internatonal Trade 8 Exhibdion Co.,Ltg.
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Indirect Tax Services i
Desmond Yeung pRC TaX |
Tel: +86 21 6141 8888 |
ext. 1088 . . ’
Email: Indirect Tax Services
desyeung@deloitte.com.cn .
Daisy Kwun China Export Rebate Policy—Major Reductions in VAT [
Tel: +86 20 8393 6339 !
ext. 1059 Refunds
Email:
dkwun@deloitte.com.cn China’s multi-year ballooning foreign trade surplus has caused the

Chinese government on 19 June 2007 to announce major downward
Kevin Ng adjustments to export VAT refund rates. This means that profits of

Tel: +86 10 8520 7501
Email:
kevng@deloitte.com.cn

exporters in many industries will fall significantly.

The announcement makes clear that the reductions of refund rates, and
even the complete elimination of the export VAT refund in some cases,
will apply to a broad range of products. These will include not only
products that are socially or environmentally harmful {e.g. pollution-
inducing, high energy or natural resource-consuming) and products from
low value-added industries (e.g. clothing and shoes), but also for some
strong export products. The changes come into force on 1 July 2007.

Background

On 19 June 2007, the Ministry of Finance and the State Administration of
Taxation jointly issued a circular that may seriously increase the tax
burden on many exporters. This circular, “"Notice Regarding the
Adjustment in Export Reform Rate for Certain Commodities” (Caishui
[2007) No. 90, hereinafter referred to as “"Notice”) imposes from

1 July 2007 new lower VAT refund rates for a broad range of
commodities. The Notice was issued after consultation with the National
Development and Reform Commission, the Ministry of Commerce as well
as the General Administration of Customs.

Audit.Tax.Consulting . Financial Advisory.
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The wide breadth of these refund rate reductions is China's Trade Surplus from 2003 to
demonstrated by the fact that they cover 2,831 May 2007

specific commodities, which represent 37% of the 250
total harmonized tariff codes. This major
adjustment, which follows previous adjustments in
2006 and earlier this year, reflects the 15 b
Government’s continuing use of VAT export refund
measures as an important tool in implementing 100
governmental policies. This new Notice differs from
the earlier adjustments both in the size of the
refund rate reductions, and in the inclusion of a ¢ . [
large number of low value products and 2003 200+

controvgrsial QOOQS that tend to sFir intgrnational [ Trede Surps <biton USD
trade disputes. Similar to the earlier adjustments,

high polluting and high energy and natural resource L " 3 SUrpAss from Jun to Dec 2007 *I
consuming goods have been singled out for harsh
treatment.

2006 lan to
May 2007

Similar, but more moderate, rebate policy adjustments were implemented in September 2006 and Apri
2007. These adjustments lowered the VAT export refund rates for certain products and also widened the
scope of goods prohibited from the benefits of the “processing trade” arrangement. The principal goal of
these adjustments was restricting the growth of industries generating adverse environmental effects. As
such, high polluting and high energy and scarce natural resource consuming goods were primarily
affected. Considering the still ballooning trade surplus, it is evident that these policy adjustments did not
substantially affect China's export growth.

According to statistics from China’s Customs service, the country's total exports during the period from
January and May of 2007 increased by 27.8% over last year, reaching USD443.5 billion. The aggregate
trade surplus reached USD85.7 billion, having increased 83.1% for the same period of 2006 (see
statistics for these and other years in the chart on the right). With historical trends indicating that
exports peak during the second half of the year, experts project that China's trade surplus for 2007 will
exceed USD250 billion.

With this growth of trade surplus, trade disputes have continued to escalate between China and its
trading partners. In this environment of trade tensions, the Chinese Government has issued this
“Notice” to respond in an affirmative manner as well as to further address environmental concerns and
improve quality of exports.

Major Changes

1. The VAT export tax refund has been fully repealed for. 553 “high energy consuming, high polluting,
and scarce resource-consuming” products. This means that there will be no refund of VAT paid on
inputs. For these commodities, it is expected as well that output VAT will be required despite they're
being exports. This change covers: leather, chlorine, dyes and other chemical products, certain
industrial chemicals {not including refined chemical products), some fertilizers, metal carbide and
activated carbon products, certain lumber and one-time-use wooden products, unalloyed aluminum
poles and other non-ferrous metal processed goods, segmented ships and non-mechanical boats. The
above listed products previously had export refund rates between 5% and 13% before this Notice.

2. The VAT export refund rate has been reduced for 2,268 commaodities likely to trigger trade disputes.
These include: some electronic machinery, clothing, shoes and hats, bags/luggage, toys, plastics, rubber
and rubber products, certain chemica! products, some base metals and their products, bicycles,
motorcycles and other auto vehicles, vegetable oils, etc. These products will have their VAT export
refund rates reduced by percentages ranging from 2% to 8%.
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Changes in Export Rebate Rates - Categories of Goods Most Affected

Commodity Rate before Rate Post- Rate Change
Adjustment adjustment

Clothing 13% 11%) 2%
tcoeorlt:";jt'gc\f;‘,’]’i‘;fe:‘“h'“ery' machine 17% / 13%) 11% / 9% 2%-8%)
[Toys 13% 11% 2%)
Plastics, rubber and their products 13% 5% 8%)
Hats and shoes 13% 11% 2%)
Certain Chemical Products 13% / 11% 9% / 5% 2%-8%
\Vegetable oils 13% / 11%, 5% 6% / 8%

3. The VAT export tax refund has been fully repealed for 10 items, but their export sale will still be VAT
exempt. These 10 items include: peanut kernels, oil paintings, engraved plaques, etc.

4. All above changes are effective from 1 July 2007, using the export date listed on the "Customs
Declaration Form (Export Rebate Only)” as the date of reference.

Transitional Arrangement

These VAT export refund policy and other changes are specifically not covered by any transitional rule,
with one exception for contracts covering the export of ships and equipment and building materials
involved in long term construction projects. Where the contracts have been bid or signed before

1 July 2007 without the possibility of any price adjustments and have been registered with the relevant
tax authorities prior to 20 July 2007, the original VAT export refund rates will apply. In the absence of
meeting these requirements, the new lower refund rates will apply.

International Practice

Generally around the world, VAT is a tax that applies, in principle, to all commercial activities involving
the production and distribution of goods and the provision of services. VAT is considered to be a
consumption tax, implying that it is borne by the final consumer and thus is not a charge that is
economically borne by companies.

With the exception of some types of income such as interest, most countries apply a “zero rate” to
export transactions. This means that export sales are not only not subject to VAT, but in addition all
input VAT incurred by a company on its purchases may be either credited against other VAT liabilities or
refunded. The rationale behind this is two-fold. First, it ensures the neutrality of VAT for the company
and forces the ultimate consumer to bear it. Second, “zero rating” effectively acts as an incentive for
exports since commodity prices to foreign customers are free of VAT.

In contrast to this common international approach, China’s VAT system imposes additional tax costs on
exporters. Although China's system is not exactly the same as other countries, but China is renowned
for its respect to and adoption of international practices and principles. Whether the use of VAT refund
rate adjustments as major economic measures by China will continue for a considerable length of time
remains yet to be seen.

The Effect of the Adjustments

The export refund rate schedule has been altered from the original 17%, 13%, 11%, 8% and 5% to
17%, 13%, 11%, 9% and 5% post-adjustment. In general, these adjustments are extensive In
commodity coverage and material in rate reduction. They will raise the tax costs for many exporting
enterprises. Considering the extent of some of the decreases in the refund rates {(as much as 8%), the
profit and loss of some exporters could be devastated.

=
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The adjustments in the policy will bring different implications. The repealing of export refund means that
exports are to be treated as domestic sales and output VAT will be imposed. The reduction of refund
rates may mean that the maximum additional tax burden could be as high as the difference of the
applicable VAT rate and the refund rate applying to the FOB value of the product. This obviously means
increase of export costs and reduction of profit margin. On the other hand, the changing of export
rebate to exemption will mean that input VAT on domestic purchases and supplies will not be
recoverable, hence again increasing export costs.

Based on the principles of a 2006 circular (Caishui [2006] No. 139), it is expected that commaodities no
longer qualifying for any VAT export refund (the items described in paragraph 1 under Major
Adjustments above) may be added in the near future to the list of products prohibited from the
processing trade procedure. They may also have import tariffs and import link tariffs imposed in the
process of importation. Accordingly, enterprises engaged in the processing trade for these items may
confront a higher tax burden.

Actions to be Taken

Exporters adversely affected by these reduced refund rates and other changes may be able to plan to
minimize their detrimental effects. Aside from simply raising prices to foreign customers, the following
are possible actions to consider.

* Tariff coding: the description and tariff codes of the exported goods should be reviewed to ensure
that all commodities are correctly labelled;

e Supply chain model: the tax efficiency of the currently used export business model in the supply
chain should be evaluated, e.g. the effect of contract manufacturing verses toll manufacturing;

e Functions and risks: the functions and risks undertaken by the China operation should be revisited to
see if some functions could be performed and risks assumed outside China in order to lower FOB
prices of related-party exports;

e Transfer pricing: some benchmarking exercise could be conducted on the functions and risks
undertaken in China to ensure that the existing transfer pricing policy for related-party exports is
proper;

e Special purpose vehicles: special purpose vehicles, e.g. the use of Chinese foreign-invested
commercial enterprises could potentially reduce the impact of the refund reductions;

* Designated zones: designated special purpose zones, e.g. export processing zones could be
considered to reduce the potential impact;

e Increase of bonded imports: increase of imports or conversion of domestic purchases into imports
can also reduce the VAT cost increase (the use of bonded logistics parks can help facilitate this
process);

e Vertical integration/segregation: changes in the operations undertaken in China potentially may
change the exported products and, hence, the applicable tanff code for each product.

Owing to the complexity of the subject, professional advice is strongly recommended when enterprises

are conducting such reviews.

For more information or advice on the Circular and its impact on your business, please feel free to
contact our Indirect Tax professional team.
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Circular of State Administration of Taxation on
Disseminating the Export Tax Refund Rate Library of
2007

Guo Shui Han [2007) No. 242

The competent departments of taxation in all provinces, autonomous regions, municipalitics directly under tke
Central Governmen; and cities specially designated i the state plan:

In accordance with the current policy of export tax refund/exemption, State Administration of Taxation has, o0 the
basis of Import and Export Tax Regulations of 2007 issued by the customs (10-digit e-version), compiled the
Export Tax Refund Rate Library of 2007 (No. 20070301A). Now it is distributed to the competent departments of
taxation at various levels and hereby notified:

I. The Export Tax Refund Rate Library is under the "programme releasing" folder of FTP Communication Server
(100.16.125.25) of the Department of Import and Export Taxation Administration, State Administration of
Texation. The competent departments of taxation shall download it and the administrator of the export refund
examination system shall upgrade the original export rcfund rate Lbrary. Meanwhile, the competent departments of
taxation at various levels shall timely send the upgrade packages of export refund rate library (Foreign Trade
Enterprise Export Refund Application System 9.0 and Manufacturing Enterprise Export Refund Application System
7.0) to the exporting enterprises.

1. The competent departments of taxation at various levels shall timely report the problems found in the execution
of the export tax refund rate library to (the Departmcent of Import and Export Taxation Administration of) the State
Administration of Taxation. No change or modification of export tax refund rate is alowed without the permission
of the State Administration of Taxation.

State Administration of Taxation
February 28, 2007

State Administration of Taxation 2007-02-28

Accessaries

3
Title Restype
Circular of State Administration of Taxation on PDF File
Disseminating the Export Tax Refund Rate Library of
2007
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China Increases the Export Value-Added Tax Refund Rates for Textile
Products, Certaln Electronic Products and Other Commoditles

[@9th Apeh, 2009 issues §)

In order to allevials the financial difficulties faced by entarprises under the current global
economic crisis, the PRC Ministry of Financa and State Administration of Taxation joinly
issued a notice, Caishui [2009) No.43 (hereafer referred to as “Circular 43") on 27 March
2009. Circular 43 sets out the type of commodilies such ss tedile products, certain
electronic products and othar commodities. which can enjoy a higher export VAT'refund
rates since 1 April 2009.

For enterprises, which export commoditles listad in Circular 43 and wilh an export date
stpulated in the Export Commodity Customs Declaeration Form (solely used for export
VAT refunc purposa) of 1 April 2009 or thereaftar, they can enjoy the higher export VAT
refund rates.

This Is Lha sixth tme the Chinese government has increased export VAT refund rates
sinca the second half of 2008. Under Circular 43, the adjustment affects a number of
commodilies amongst 3,802 HS codes. The further raising of export VAT refund rates

to make ic growth a top

dermonstrates the Chinese governments d
priority.

Commodities affacted by Circular 43

Under Circular 43, the following commodities can enjoy higher export VAT refund rates:

e Export refund rates for CRY colour lelevisions, certain tet 1 spare parts and
components, optical fiber cables, and uninterrupted power suppliers would be
raised to 17%;

Export refund rates for texile products and garments would be raised to 16%;

o BExport refund rales for cerain chemical products such as sodium
hexafluoroaluminate, perfume, certain rubber products, cartain leather products.
paper products such as envelopes, articles made wilh porcelain or china, certain
glass products such as glass moulds for CRT display, sleel products such as
precise welded steel, non-ferrous metal products such as aluminum profiles,
certain rock drilling tools and metal furniture would be raised to 13%;

* Export refund rates for methano! (methy! alcohol), certain plastic products and
products made ‘rom plastic, wooden products such as wooden frames for pholos,
glass products such as rear-view mirrors fcr wehlicles would be raised to 11%;

Export refund rales for certain chemical products, ceramics used for construction,
such as paclocks and locks, copper plales
and imitation ieweirv would be raised to 8%:

sanitary ceramlics, finlshed b
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o Export refund rates for calcium hydrochloride, hypochlorites and sulphates of zinc Do
would be raised to 5%.

The detallad list of commodites, which can enjoy higher export VAT refund rales, is
annexed to Circular 43.

Cur Obsorvation and Suggestion

The increase of VAT export reund rates would reduce the production casts of exported-
orienled enlerprises and stangthen their compatitie capabllity. At the same tme,
enterprises should pay attention to their VAT compllance for the purposes of complying
with the latest PRC taxregulations and fulfilling the b of PRC tax authorili

Entarprises should be diligent in presenting sufficient and valid documentation such as
export inwoices, customs clearance records, foreign exchange recelpis and verification /
cancallation forms ete. to the PRC tax authorities 80 as to obtaln VAT export refund.

Besides taxcompliance, enterprises may wish to evaluale the mix of their domestic sales
and export sales, the location of their operations, the flow of their supply chain, and other
factors in order to make maximum use of preferantial tax reatments.

Entarprises are recommended o consult tax advisors so as to devise a lax efficient
openational structure and to perform regular tax health checks.

Author ' f
CariPoon, Tax Director, Leh own Inter 1A

Racent e-Newsleiters

Measures for Determining Value of Goods and Articles Contravening the PRC
Customs Regulatiens

The Objectives and Benefits of an Inlemal Audlt

New transfer pricing regulations and their impact on foreign businesses in China
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Shanghai: New provision on the I ent of regional HQs by foreign MNCs
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E The five-year supervision period of domestically-manufactured equipment that has handled tax refund
commences from the date of issuance of the Income Refund Notice by the tax authority for the domestically-
manufactured equipment. Within the supervision period, foreign-invested enterprises shall report the data and
materials concerning the deposit areas and the accounting books of fixed assets and certificate encodings, and
digital photos of equipment to the competent tax authorities for filing; and the tax authorities shall regularly
check and examine the operation status of the domestically-manufactured equipment, and in case of made-up
tax required as prescribed in the provisions of policies, tex making up shall be conducted eccording to law.

;\z Other issues shall still be implemented in accordance with the provisions of Document Guo Shui Fa [2006)
No. 1.

@ Upon implementation of the newly-revised Provisional Regulations of the People's Republic of China on
Value-Added Tax, the application of the policies for the projects in the category of encouragement for foreign
investment checked and approved in compliance with the prescribed provisions prior to January 1, 2009 shall
be formulated separately.

State Administration of Taxation
National Development and Reform Commission
! December 16, 2008

Decree of the State Council of the People’s Republic of China
.. No. 538

The Interim Regulations of the People’s Republic of China on Value Added Tax revised and adopted by the
34‘hslanding meeting of the State Council on November 5, 2008 is hereby promulgated, which shall enter into force
on January 1;?009. ' ’ .
B . Premier Wen Jiabao
November 10, 2008

Interim Regulations of the People’s Republic of China on Value:
Added Tax

(Promulgated by No.134 Decree of the State Council of the People's Republic of China on December 13, 1993, and
revised and adopted by the 34™ standing meeting of the State Council on November 5, 2008)

All units and individuals engaged in the sales of goods, provision of pracessing, repairing and replacement
services, and the importation of goods within the territory of the People’s Republic of China are the taxpayers of
Value-Added Tax (hereinafter referred to as the “taxpayers”), and shall pay VAT in accordance with the

Regulations.




ArhieleZ VAT rates:;

(1) For taxpayers selling or importing goods other than those specified in items
(2) and (3) of this Article, the tax rate shall be 17%.
(2) For taxgayers selling or importing the following goods, the tax rate shall be 13%:

a. Grains, edible vegetable oils;

b. Tap water, heating gas, cooling gas, hot water, coal gas, liquefied petroleum gas, natural gas, methane gas,
coal/charcoal products for household use;

c. Books, newspapers, magazines;
d. Feeds, chemical fertilizers, agricultural chemicals, agricultural machinery and plastic film for farming; and
¢. Other goods as specified by the State Council.

(3) For taxpayers exporting goods, the tax rate shall be 0%, unless otherwise specified by the State Council.

(4) For taxpayer providing processing, repairs and replacement services (hereinafier referred to as “taxable

services™), the tax rate shall be 17%. Any adjustments to the tax rates shall be determined by the State Council.

5-. E ci?—:g For taxpayers concurrently dealing in goods or providing taxable services of different tax rates, the sale
amounts of goods or taxable services of different tax rates shall be accounted separately and if the sale amounts
have not been accounted separately, higher tax rates shall apply.

FATIgIEA Except as stipulated in Article 11 of the Regulations, for taxpayers engaged in the sales of goods or the
provision of taxable services (hereinafter referred to as “selling goods or taxable services™), the tax payable shall be
the balance of the output tax of the period after dcdﬁcling the input tax of the period. The formula for computing the
tax payable is as follows:

Tax payable = Output tax payable of the period - Input tax of the period

If the output tax of the period is less than and insufficient to offset the input tax of the period, the excessive input
tax can be carried forward for set-off in the following periods.

&icies For taxpayers selling goods or taxable services, the output tax shall bs the VAT payable calculated on the
basis of the sale amounts and the tax rates prescribed in Article 2 of the Reguiations and collecied from the
purchasers. The formula for computing the output tax is as follows:

Output tax = Sale amount x Tax rate

The sales amount shall be the total of all the prices and all other fees receivable from the purchasers by the
taxpayer selling goods or taxable services, exclusive of the output tax collected.




| E Alcoa Materials Management Market Update
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Greg Wittbecker .
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Ia China Rebate Changes as of Jui 2
| eb:

ALCOA _Extrusions, Billet and Rod Lose Rebate:

= Sheet, Coil and Plate RETAIN their 11% rebate.
= Wheels RETAIN their 17% rebate.
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A Quick Guide to Finding the Right Zone for Your Business
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