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Arrciment 85

Catalogue of Industry, Product and Technology Key Supported by the State at Present
(Revised in 2000)

In order to push forward strategic adjustments of economic structure, to upgrade
industries and to increasing competitiveness, we here promulgate Catalogue of industry,
Product and Technology Key Supported by the State at Present(Revised in 2000)

The principle of determine catalogue of industry, product and technology key
supported by the State at present are: (1) There will be great market demand now and in
the future and great further for development, with easiness to expand domestic markets;
(2) Easy for renewal and renovation of equipment and easy to increase competitiveness
with high technology, (3) There exists technology base for research to industrialization in
domestic markets and is likely to promote technological development and new aspect of
economic growth, (4) In line with strategy of sustainable development and is likely to
conserve resources and improving the ecological environment; (5) The supply is relatively
backward, while increasing the supply 1s In favor of the rationalization of the economic
structure and the sustained and sound development of the national economy

in ine with the above principles, the states encourages the development of products,
technology and pant infrastructure and services of 28 division and 526 categories

This catalogue is the primary basis for the strategic adjustment of the economic
structure and improvement for investment structure and the approval of investment
projects for the states

Relevant economic administrative departments shall, in accordance with the
catalogue, take corresponding measures to ensure the strategic adjustment of the
economic structure.

To the investment projects in this catalogue, the imported self-use equipment in
aggregate investment shall be exempt from tariff and import VAT, except products listed in
the Catalogue of Non-Tax-Free Imported Commodities of Domestic-Funded Projects.

Each region shall, in accordance of local practical situation, analyze the demand and
supply condttion n the markets home and abroad seriously and work from reality with
caution to choose projects that best suits the local situation and avoid repeated
construction

t. Agriculture
1. Technologies for fine breeds of animals and good strains of plant seeds
2. Control of serious diseases and pests
3. Construction of agriculture and domestic animals inhertance gene
projects and gene store
4. il-free seedlings technology
Soilness cultivation of vegetables and flowers
6. Seed-breeding and product development of perennial cash crop of frutt, tea
and mulberry ‘ '
7. Breeding, Store, processing and inspection of seed(germchit)
Cuttivation pattern of good quality, high output and efficiency
9. Development and extension of advanced agricultural technologies

wn
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10.

",
12.

13
14

15.
16.
17.

18
19
20
21

Storage, preservation, processing and comprehensive utilization of
agricultural products

Integrated treatment of medran- and low-yieid farmland

Construction of farm produce bases of commodity food grains, cotton, ails,
sugar and other crops

Dry farming, water-saving farming and ecological farming

Natural rubber

Grass

Ecological marine product

Ammonification grain stalk to feed cows

Dairy

Factory production of embryo of cattle and sheep

Development of agricultural clone technology

Development soil fertility foster technology

Il Forestry and ecological environment

1

oswN

N o

10.

1
12
13

14

15.
16.

17.
18.
19.
. Extractive technique development of tree physiology active material

21

23
24

Natural wood project and other natural resource protection project

Planting trees and grass project

Water and soil conservation technology and projects

Excellent quality germchit project

Cultivation and storage of fine species of economic forests and good strains
of flower seeds

Prevention and control of forest disasters

Afforestation on extraordinarity difficuit lands in ecologically vulnerable
regions

Ecological demonstration project

Projects of fast-growing and high-yield trees

Bamboo forest base construction

Project to develop famous, special, quality and new varieties forests

Shelter forest projects

Projects of returning land for farming to forestry and afforestation and
recovery of forest vegetation

Prevention and control of desertification

Pulp paper making in raw materials forest bases

Deep processing and serial products of wood, artificial forests,
small-diameter wood and residues in forest regions

Function improvement of timber

Bamboo engineering materials and plant fibre engineering materials

Deep processing of forestry produci of chemical industry

New materials for sand fixing, water conservation and soil improvement
Young tree foster project

Protection and development of natural economic trees

Protection of rare and endangered plant and wild animal species and forest




25.

26

27

park construction

Construction of gene pool of wild animal and plant

Comprehensive control program of ecological environment and minor
watershed

Mining vegetation restoration project

{ll.water conservancy

bW N

® N oo

20.

Controlling project of major rivers and lakes

Trans-valley water diversion projects

Water source projects in regions short of water resources

Crinking water and water improvement projects for humans and cattle in
drought areas

Safety construction of flood storage and retention areas

Maintenance and construction of sea dykes .

Projects of dredging practice in rivers, lakes and reservoirs

Stabilization works of devastated and dangerous reservoirs and
embankment

Flood protection project

Sea channel regulation project

. Integrated utilization of water conservancy hubs
. Development and exploitation of sfightly salty water, poor quality water and

sea water and desalination of sea water

. Protection and development of water energy resources
. Development and manufacturing of water conservancy project land

Rehabilitation of irrigation district and support facility construction

. High-efficiency water transportation, water-saving irrigation and equipment

manufacturing

High-efficiency friction-enduring low-lift big-flow water pumps

Automated systems for automatic measurement and reporting of water
situation and flood control

. Software development of water conservancy project investigation and

design
Instruments and equipment for hydrological data gathering

V. Meteorotogy

1

V. Coal

b wnN

Automatic weather station system development and equipment
manufacturing
Equipment for observation and analysis of special weather conditions

Geological and geophysical survey of mines

High yield and benefit mine{including outdoor) rebuilding

Construction of large and medium-sized high efficiency coal dressing factory
Prevention and control of gas, coal dust, mine water and mine fire




5. Ecological coal manufacturing for industry and family use

6. Water-coal-slurry technology development

7. Coal gasification and liquefaction

8. Survey, development and exploitation of coal rake gas

9. Development and utilization of low-heat value fuels and associated
resources in coal mines

10 Pipeline coal transmission

11. Clean coal technology development

Vi. Electricity

1 Hydropower generation

2. Construction of large-scale coal mine generating plant and important pivot
generation plant

3. Integrated thermal power generation

4 Electricty generated from solar energy, terrestrial heat, ocean energy,
bioenergy and wind

5. Joint gas cycling power generation

6. Clean coal power generation

7. Electricity generated from coal gangue or fauty coal

8. Long-distance ultra-high-pressure power transmission and transformation

9. Rebuilding and construction of urban and rural power grids

10 Relay electricity protection technology development

11. Transformer substation automation technology development

12. Trans-district electricity connection project technotogy development

13 Electricity market operation technology development

VII. Nuclear Energy

1.
2

[T-N - R« IS I NN

One-mega kilowatt pressurized water reactor nuclear power station
Low-temperature heat supply nuclear reactor, fast neutron breeder reactor
and fusion reactor

Perambulation, exploitation and smetlting of uranium ore and

Manufacturing of high-efficiency nuclear fuel element

Fuel-short after-treatment

Instruments and apparatuses for nuclear analysis and nuclear survey
Technology development of isotope and irradiation

Advanced technology development of uranium isotope separation

Nuclear waste material monitoring and surveiilance equipment manufacture,

VIIf Petroleum and Natural Gas

1.
2

3
4.

Exploitation, extraction and use of petroleum and naturai gas

Pipe transportation and pipe network construction of crude oil and petroleum
products

Pipeline transmission of natural gas

Store technology and infrastructure construction of petroteum and natural




gas
5. Integrated exploitation of petroleum, gas and associated resources
6. Technology development for raising extraction ratio of oilfield

IX. Railway
1. High iron network construction
Speeding and capacity expansion of existing raitway
Development and construction of high-speed raitway system technology
Technology development of 25 ton Axle load freight heavy haul
Railway operations safety technology assurance system
Heavy-duty fine-quality rails and new-type soft sleepers
Marshalling yard automation, loading-and-unloading  operation
mechanization and goods yard equipment
8. Railway passenger and cargo transport equipment manufacture
9. Railway passenger and cargo transport information system
10. Railway container transportation

N~ O e WwN

X. Highway

1. State highway main lines system construction
Development of Intelligent highway transport system technology
Development of speed highway passenger and cargo transport system
Highway management information system development
Development and construction of highway engineering new matenal
Design and manufacture of new highway machinery and equipment
Railway container transportation
Outsize spanned bridge construction technology development
Long and big tunne! construction technology development

©®NO LA WN

X|. Water Transport

Coastal main hub ports construction

Intand-river trunk navigation channels and wharves

Loading and unloading automation of big ports

Oevelopment of marine electronic data exchange system

Development of marine security proof system and equipment manufacture

Design and manufacture of new port machinery and equipment

Maritime container transportation

Mutti-modal coordinated transportation of containers

Marine express passenger transport

0. Coastal shipboard oil spillage monitor and urgent elimination system
development

11. Marine roll-on/roll-off multimodal transport

4 O OND VA WN

XI1. Air Transport
1. Artery airport rebulding
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Development and manufacture of high performance airport safety inspection
equipment

Aviation special vehicle manufacture

Airborne computer management and network system development
Manufacture of airbome cargo handling, warehouse equipment, store
equipment, container and complementary equipment

Air Cargo inspection equipment manufacture

Development of arport communications and navigation system

Airport fire fighting apparatus eqtiipment manufacture

Information Industry

1
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18.

20.

21,

23.

24,

25

Synchronous system construction of 2.5 G B/s and above optical fiber
Synchronous system construction of 155 MB/s and above digital microwave
Satellite communication earth stations construction

Supporting communication network construction of network monitor,
Signaling System 7, clock synchronization and billing

Date communication network construction .

Intelligent network and other new business network construction

ATM network construction of broadband

Digital celiutar mobile telecommunication network construction

IP network construction

real-time dispatching of communication link(Cross Connecton)

. Postal financial network construction
. Postal Integrated Services network construction

Mail automatic handling system

. optical fibre wavelength division muitiple transport system equipment

manufacture
Manufacture of digilock fibre-optic communication system equipment of 2.5
Gb/s or above

. Digital Cross Connection manufacture

New technologies and equipment supporting telecommunications networks
Manufacture of satellite communication system(including satellite mobile
communication) and satellite communication station

Intelligent network equipment manufacture

Manufacture of high speed broadband digital program-controlled switches
Data communication network system equipment manufacture

Key technologies and equipment of stratosphere telecommunications
systems

Manufacture of digilock fibre-optic communication system equipment of 2.5
Gbis or above

Manufacture of digital mobile communication(GSM, CDMA, DCS1800)
cellphone, base station and exchange equipment(State department
approval required).

Cable-and-wireless-user-access-to-the-network system and equipment

S —
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32
33

41
42.

43

45,
. High density digital laser set(DVD) disk manufacture{National specification

47.
48.

49.
. New type security set manufacture

51
52
53

55

57

59.

61
62

. Digital cluster telecommunications systems and equipment
27.

Manufacture of router, hub, gateway, network card and other network
equipment

. Manufacture of work station and high performance server

Large and medium-sized computer manufacture

. High-performance micro-electronic computers

0.8 micron wire width and below large-scale integrated circuits
Manufacture of new type power electronic devices and system
New surface stick-on assembly elements and parts

. Optic-electro components, sensitive elements, parts and sensors
35.
. Software development
37.

Manufacture of electronic exclusive material, electronic stupalith

Computer Aided Design(CAD), Computer Aided Test{CAT), Computer Aided
Manufacturing(CAM), Computer Aided Education(CAE)

. Special-purpose electronic equipment, instruments, tools and moulds
39.
40.

High capacity CD, disk driver and component.

Development and manufacture of liquid crystal display devices, Plasma
Display Panel and other new display.

Development and manufacture large screen color TV and key components
Manufacture of laser printer and ink-jet printer

Manufacture of single-mode fiber and fiber preparatory band

Manufacture of digital audio and video frequency broadcasting system
equipment

Manufacture of DVD cassette mechanism

required)

Digital video taping and broadcasting technology development

Manufacture of digital TV products{including transmit device, set-top box,
digital color TV)

Manufacture of ordinary paper fax machine

Multimedia terminal manufacture
Manufacture of high speed radio paging engineering
Digital muttifunction telephone manufacture

. New type frequency device manufacture

Manufacture of mercury-free aikaline-manganese storage battery,
nickel-hydrogen battery, lithium ion battery

. Manufacture of mobile communication radio-frequency cable

Hybrid integrated circuit manufacture

58.6-inch and over monocrystalline silicon chips and polycrystalline silicon
Manufacture of ink-jet printer ink

Digttal camera manufacture

Doppler radar technology and equipment

Air traffic control system development and manufacture




63.
64.

Vehicle electronic device manufacture
Vehicle electronic device manufacture

XIV. Iron and Steel

1.

s WN

17
18
19
20
21

2
23.

24
25

26.
27.

28

29.

30

High-efficiency mining and transportation

High-efficiency ore dressing and integrated exploitation of mineral resources
Oxidized pellet production

coking coa! moisture, formed - coal coking, rammed-coal coking, Coke Dry
Quenching and other technology

Strong and hot wind oven technology

Blast furnace with oxygened coal technology

Integrated technology for high-efficiency long-life biast furnace

Direct reduction

Metting reduction

. Recycling and use of blast furnace and convertor gas

Pretreatment of hot mental
molten steel refined outside oven
splashing slag in converter technology

. High efficient continuous casting
. Continuous casting hot transport technology

Near-terminal continuous casting and rolling of thin plate blanks and thin belt
blanks

Metallurgy combined automatic technology

Controlled rolling and controlled cooling system development

Plate controlling system development

Surface plate zinc (zinc, aluminium), tinming, colorful coat and complex
Microalloying steel melting

New melting technology for large and medium-sized stainless steel
Cold-rolled silicon steel

High strength steel plate

Hot and cold - rolled stainless steel sheet

High railway steel

Oil-well pipe and transport pipe

Mining of high-alumina bauxite and hard clay ore, and production of
chamotte

Metallurgy oven and energy saving technique

High performance accurate alloy sheet

XV Nonferrous Metals

1
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Exploitation of deep and difficult mine beds

Integrated exploitation of multi-metal intergrown mines

Hard-to-handle gold mine and gangue resource recycling

Low-grage, hard-to-handle copper mine use technology

Development and integrated utilization of rare earth, rare and scattered




XV

9.
10
1"

12.
13.

14

15
16
17
18

19
20
21

22

metals

Handling gold mine with roast oxidation, bacterial oxidation and hot
pressures oxidations

Sulfide minerals pollution-free strengthening smetting technology
High-efficiency energy-saving mine washery and electro-chemically
controlled flotation

Efficiency beneficiation reagent

Production and new technology development of alumina

280 KA or aboveprebaked anode alumina technology

Nonferrous metal moisture metting

supercritical fluid extract technology development

Aluminium and aluminium alloy quick cast - rolling technology and
equipment manufacture

Amorphous alloys thin sheet manufacture

Rare Earth use

Nonferrous metal composite materials and new alloy materials
High-performance high-precision hard alloy, tin compound, antimony
compound and ceramics materials

High performance magnetic material manufacture

Superfine materials, electronic pulp and its products

New brake material manufacture

Metro used high performance metal material

Chemical Industry

1
2

10

"M

13

Large and medium-sized chemical mine construction

Large-sized nitrogenous fertilizer production equipment building gand
energy-conservation and production increase of existing nitrogenous
fertilizer enterprise

Manufacture of high concentration phosphatic compound fertilizer, potash
fertilizer and other special compound fertilizer ’

Development and use of new fertilizer

Development and production of farm chemical with great efficiency, low
mammalian toxicity, safety ’

Recycling biodegradable plastics

Organic or norganic production transformed with new power saving,
ecological technology

New fine inorganic chemical products

Modern paint production

New type of dyes

Production of feed additive, food additive, water treatment chemical, oil field
chemicals, electronic chemica! products, Paper Chemicals, leather
chemicals, cementing compound

New products of bioprocesses

New products of informative chemicals




14.
15.

16.

17
18
19
20

21.

22,

New catalyst with high performance

High-yielding production of engineering plastics and general-purpose
plastics

Production of organosilicone

Production of organosilicone

Production of new class of thin films

Inorganic nanophase materials

Manufacture of height class radial ply tire and its complementary materials
and key equipment

treatment of the three chemical wastes and comprehensive use of
resources

Bioactivity animal feeds and fertility production

XVII. Petroleum Chemical Industry

1

RN XIS

Oil refinery and heavy oi! deep conversion which suits adjustments of crude
oil structure and oil category and quality improvement

Large-sized ethylene and its post processing

Ethylene renovation and expansion

Large-sized synthetic resin and new products, new processes,

New products, new processes of large-sized synthetic rubber and rubber
elastomer

Production of large-sized synthetic fiber monomer and polymer

Engineering plastics and new plastic alioys

Basic organic chemical material production which suits economics of scale
Synthetic fiber and its differentiation technology

. Ethylene oxychlorination to produce polyvinyl chloride

. Geosynthetics material production

. Integrated utilization of gas and chemical by-products of refineries

. Treatment and integrated utilization of petroleum chemical wastes (waste

water, waste gases and waste residues)

XVIII. Construction Materials

1
2

torvday and over ripe-material new dry-process cement

Production of new type wall material, new type heat-conservation material,
new type water-proof material and new type sealing material

Waste structural material recycling

Development and manufacture of 10,000 ton alkali-free glass fiber
drawbench technology

Construction of quality plastic complex window and door and production line
with more than10000 ton plastic pipe annually

Plate glass deep processing technology

Production line with more than 500000 high-grade sanitary facilities or more
than 300000 metal accessories

Equipment development and manufacture of non-Metallic Mineral superfine,




9.

modified deep processing technology
Development of high technology ceramic technology

XIX. Medicine

1.
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23

24

25,

27.

Production of national first, second and third primary new drugs
Export-competitive products production with high added value
Development of medical biological engineering new technology
Radiophamacetticals production

Production of anti-AIDS medicine

Production of novel drug preparations and accessories
Production of scarce medical Midbody

Production of new tests

New medical wrapper

New sanftary materials and dressings

. Production of family planning medicine and utensil
. sieving technique for new medicine and sieving model development
. New Bactena foster technique development

Antibiotics refining and purification technique
Automatic control of course of fermentation
Large-scale multi-peptide synthesis and purification

. Large-scale medicinal nucleic acid synthesis and purification

High-yielding gene construction fungus

. Natural medicine and marine medicine

Refining, purification and analysis of active ingredient of Chinese medicine
Drug production in membrane technology, crystal technology, supercritical
extraction technology, technology and chiral separation technology
development

. Pharmaceutical production piants and animals in large-scale development

of celi culture technology

Enzyme technology development

Infusion packaging technology development

Medical butyl rubber plug production technology

High-quality, high yield, authentic ingredients technology devetopment and
change-of wild species of technology development

Pieces of Chinese medicine concocted the whole invasion technology
development

Medical imaging information collection technology

New medical equipment manufacturing technology

intervene treatment equipment manufacture

. Implanted new medical materials production

32. Efficient energy-saving pharmaceutical machinery manufacturing

. Pharmaceutical wastewater treatment technology development
. Orug manufacture which fills up domestic blank




XX.mechanics

1.
2.

10.
1.
12.

13

14
15

16.

17.

18.

19
20

21,
. On-line automatic test technology and systems development
23.
24.
25.
. Shaped fasteners firmware manufacture
27.
28.

Precise molding technology development and equipment manufacturing
Manufacture of the high-speed, precision CNC machine tools or numerical
contro! systems with more than S-axis Iinkagg, AC servo devices, linear
motor manufacturers

Advanced computer hardware and software technologies and equipment for
the development of machinery products

Advanced computer hardware and software technologies and equipment for
the development of machinery products

CNC machine tools key components (high-speed spindle, the knives, power
chuck) manufacturing

Manufacture of new sensor

Bail bearings for cars, ball bearings for railway rolling stocks, precision ball
bearings, high-speed ball bearings

8.5M rotor and over mixed current and axle current hydropower generation
equipment and its key matching auxiliary engines

Big-size constant flow and pumping energy conservation hydropower
generating units and its key matching auxiliary engines

Supercritical thermal power units manufacturing

600,000-kilowatt and over big-size air-cool power generating units
100,000-kilowatt and over cyclic fluidized bed boiler

36,000 kilowatts and above gas and steam combined cycle equipment
manufacturer

Manufacture of large-scale wind turbine

Nuclear power generating units and its key matching auxiliary engines
500,000-volt and over ultra-high-pressure direct or alternate current
transmission and transforming equipment

Equipment for heave-current breaking-capacity test and equipment for
transformer abrupt shortcircuit test

Desulphurization technology and devices development

New brake material manufacture

Large-scale chemical fertilizers, ethylene plant key technology development
and equipment manufacture

Scattered control systems for major technical equipment

Major precision equipment manufacturing
New hydraulic airtight pneumatic elements and parts
Smart low-voltage electrical appliances manufacture

27.20-ton/hour and over resin sand casting equipment

Advanced mould design, technology development and equipment
manufacturing

Large vacuum electron beam welding technology development and
equipment manufacturing




30.

31

35.

. Major natural disaster monitoring technology and equipment manufacturing
37.

39.
40.
a1,
42.
43

45,
46.
47.
48.

49,

51.
52.
53.
. Automatic high-speed mutti-color printing equipment manufacturer
55.

57.
58.

59
€0

61

62.
63.
. Central heating system heat measurement equipment manufacturing

Controllable atmospheric and vacuum heat treatment technology and
equipment

New-technology equipment manufacture for testing and measuring
instruments for safe production and environmental protection

. Straw decomposition new technologies and key equipment manufacturing
33

City garbage disposal technology development and equipment
manufacturing

City garbage disposal technology development and equipment
manufacturing

FGD denitrification equipment manufacturers

Anti-smoke dust equipment manufacturing

Environmental monitoring instruments and testing equipment manufacturing
Gangue power generation equipment manufacturing

Fly ash storage and transportation, brick manufacture equipment

Recycling of waste plastics manufacturing equipment

Precise molding technology development and equipment manufacturing
Development of industrial robot

4.5-million-ton/year and over trackless mining, loading and transport
equipment

Complete plant for 20-million-ton and over big-size open strip mines

Tunnel boring machine manufaciuring

MTR mining equipment manufacturers

Two meters and above large-scale hot and cold rolling and process control
technology development and equipment manufacturing

30,000 cubic meters / at and above air separation equipment manufacturers
Mechanical parking equipment manufacturing

Natural gas gathering and transportation equipment manufacturing
Petrochemical Plant with supporting farge turbine compressor manufacturer
Key equipment for soft-plate printing

Advanced, applicable agricultural machinery and equipment manufacturing
Agriculture, fisheries, livestock, sugar cane products processing equipment
manufacturers and comprehensive utilization of resources

Eco-agriculture equipment manufacturers

Agricultural harvesters, farm machinery and tools (for cotton, paddy, corn,
beans and green fodder, etc.)

Forestry Machinery Manufacturing Technology Development

Refining and vacuum casting technology development and equipment
manufacturing

New instrumentation components and materials

Large-scale construction machinery and equipment manufacturing
Advanced internal-combustion engines and their key components and parts




65

66.
67.
68.
69,

70

City water supply, sewage treatment instrumentation and contro! equipment
manufacturer

MTR frequency PSA (VVVF) equipment manufacturers

Domestic projects of urban rail transportation equipment

Oil and gas exploration, drilling equipment manufacturer

Dredging equipment manufacturer of high-performance

The city green lawn industrialized production technology and equipment
manufacturing

71. Tourism rescue systems and equipment manufacturing
XXI. Vehicle )

1. Development and manufacture of auto body and the annex

2 New automobile and motorcycle engines

3. Thedevelopment of key automotive parts

4. Precision forging, ferrous casting and nonferrous casting and rough blanks
of important auto components

5. Development of automobite module

6. Automobile new light materials manufacturer

7. Development systems for complete vehicle, complete motorcycle and
engines, components and parts .

8. Engine control systems and vehicle exhaust control systems such as ternary
catalysis conversion devices, etc

9 Testing systems for vehicle and motorcycle type authentication for national
testing centres

10. Gas car gas conversion systems, such as the development of key parts and
components manufacturing

XXI!. Ship

1 High-tech, high-performance, special ships and more than 560,000-ton ship
design and manufacture

2. 10,000-ton class and above passenger boat manufacture

3. More than 5,000 cubic meters and liquefied petroleum gas (LPG), liquefied
natural gas (LNG) ship manufacturing

4. Manufacturer of boat main engine

5. Marine power plant manufacturers

6. Ship crankshafts, special auxiliary engines and electronic instruments

7. Manufacture of sea drilling vessel and the drilling platform

8. 3,000 or more than {TEU) container and ship manufacturing

XX Aviation and Aerospace

S w N

The development of civilian aircraft and parts

Aero Engine Manufacturing

Avionics Integrated Manufacturing System Development
Airborne equipment manufacturing system development




® N w»

9

10
"
12

Helicopter body, rotor system and transmisston system

Aerospace new materials, new technology and its application

Gas turbine manufacturing

Satellites, carrier rockets and their components and parts

Satellite applications

Aviation, space technology applications

Aircraft ground simuiation training system development and manufacturing
Aircraft ground maintenance and testing equipment manufacturing

XXV Light Industries and Textiles

1
2

® NS W

1
12
13
14

15.

16.
17.

18

19.

21
. Manufacture of the high-tech light industry, textile machinery and key parts

2.

24

25

Mould design, processing and manufacture of non-metal products

pulp, paper and paper products manufacturing which suits economies of
scale

Agricuttural plastic water-saving equipment manufacturing

New high-speed nine-layer and over corrugated paper

Leather after-treatment processing

ngh-tech ceramics, exported high-grade daily porcelain manufacture
Special sewing machine manufacturer

Enzyme production

Synthetic spices and single icon spices

Fluorine-free refrigeration technology development

Xanthan gum (food grade) production

New medical wrapper

New brake material manufacture

Digital technology and high-resolution printing plate system development
High-grade fabric dyeing and printing and high-tech after-treatment
processing

Single-series 400-ton/day and over polyester

Production of simulation of chemica! fiber fabrics

Textile oils, assistants, dyes and chemicals

Production of carbon fiber, Kevlar fiber, cellulose fiber and a new
multi-function, differentiation and chemical fiber

Special natural fibre processing

Industriall special textile manufacturing

and components

Production of one-lane capacity of 30,000 tons / year and above and direct
spinning polyester staple fiber

Production of one-lane capacity of 30,000 tons / year and above and direct
spinning polyester staple fiber

Continuous production of viscose filament yarn spinning suits economies of
scale

XXV Construction




Construction computer-aided design

Construction project CAD Construction machinery CAD and CAM

Building energy efficiency key technology development

Equipment for high-rise buildings and space structures

Construction key equipment manufacturing

High-performance exterior protection structural materials and components

for residential buildings XXVI1.

7. New building structure system development

Building isolation damping materiats manufacture

9 Shield underground engineering and construction technology and
equipment manufacturing

10. Municipal facilities to manufacture composite pipeline

11. Wall noise absorption materials and technology development

- NIRRT

<

XXVI Urban Infrastructure and Real Estate

1. City subway, light rail (the proportion of China-made equipment and more
than 70 percent) and public transport construction

2. City road construction

3. Urban traffic control system and equipment

4. Urban and township water supply source, running water, water drainage and
sewage treatment

§ Urban garbage and other solid waste harmless, resources, reduction of
processing and comprehensive utilization

6 Town gas project

7. Urban central heating projects

8. Energy-saving low-poliution heating equipment

8. Urban landscape and ecological community building

10. Three-dimensional city carpark building

11. Economic construction of affordable housing

12. City vehicle gas improvement project

XXVII. Integrated Resources Utilization and Environmental Protection
1. Ecological and environmental restoration projects
Biodiversity protection technology and engineering
Forest Resources Development and Utilization
Solid wastes integrated utilization
Ocean development and ocean environmental protection XXIX
The development of alternatives to ozone-depleting
Radioactive waste treatment and disposal
Sound recycling of plastic sheeting and decomposition technology
development

®NO A WN

XXV Services
1. Modern distribution centers, processing center, agent business support




13.
14.

15

16.

17
18

19
20

SRR

24

25.

27.
28.

facilty construction and chain operations

Modernized warehousing and transport facilties for essential commodities
such as foodgrains, cotton, edible oils, chemical fertilizers and petroleum
Integrated management and distribution facilties for trade, industry and
agriculture and production, processing and marketing of farm produce

Idle equipment swap market

Socialized services systems for agriculture

Communications and infrastructure construction for tourism

Major tourism and holiday projects and special-purpose tourism projects

Big integrated development projects of tourism resources

Tourist Information Service System development

Credit card and network services

Rental services ,

Arts and culture, Radio, Film and Television, the mass construction of sports
facilities

Cultural relics protection

Colleges and universties, vocational and technical education and special
education

Long-distance Education System

The building of information networks

Urban community service centres and service network buildings

Nursing homes, aging apartment, the elderly care homes and other service
facilties

Disability Services infrastructure construction

Basic medical services and facilities construction

. Prevention and health care facilities construction
. Regional level blood center building
. National engineering research centres, key national laboratories, new

high-technology creation centres, new products development and design
centres and scientific research pilot plants

Scientific and technological services for technology extension, scientific and
technological exchanges, meteorotogy, environmental protection, surveying
and mapping, earthquake, dceanography, patents and technical supervision,
etc

Consultancy in economy, science and technology, engineering,
management, accounting and auditing, tabour and employment and law

. Making of new high-tech advertisements, economic and scientific and

technologicat exhibitions, science Popularization

Precision instruments, equipment maintenance and repair and services
Scientific instruments, laboratory animals, chemical reagents, information
and other research literature supporting conditions to build a shared
services
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ATTAcmeNT 8Y an

Notice of the Ministry of Finance, the General Administration of Customs and the State
Administration of Taxation on Tax Policy Issues concerning Further Implementing the Western
China Development Strategy

{No. 58 (2011} of the Ministry of Finance)

The public finance departments {bureaus), state taxation bureaus and local taxation bureaus of all
provinces, autonomous regions, municipalities directly under the Central Government and cities
under separate state planning; the Public Finance Bureau of Xinjiang Production and Construction
Corps; Guangdong Branch of the General Administration of Customs and all customs directly
under the General Administration of Customs:

To carry out the spirit of the CPC Central Committee and the State Council on further
implementing the western China development strategy and further support the development of
western China, we hereby notify you of the related tax policy issues as follows:

I. Equipment imported within the total amount of investment under a project in an encouraged
industry for Chinese-funded enterprises, a project in an encouraged industry for foreign-funded
enterprises or a project in a priority industry in western China for such an enterprise’s own use
shall be exempted from customs duty within the extent as permitted by related policies.

Il. From January 1, 2011 to December 31, 2020, the enterprise income tax on an enterprise in an
encouraged industry established in western China shall be paid at the reduced rate of 15%.

The aforesaid “enterprise in an encouraged industry” refers to an enterprise whose main business
falls within the scope of industry projects set out in the Catalogue of Encouraged Industries in
Western China and whose revenue from its main business accounts for 70% or more of its gross
income. The Catalogue of Encouraged Industries in Western China will be issued separately.

Wl A transport, electric power, water conservancy, postal, radio or television enterprise which
was newly established in western China before December 31, 2010 and may enjoy the
preferential enterprise income tax policy of “2-year exemption and 3-year half payment”
according to paragraph 3, Article 2 of the Notice of the Ministry of Finance, the State
Administration of Taxation and the General Administration of Customs on Preferential Tax Policy
Issues concerning the Development of Western China (No. 202, [2001] of the Ministry of Finance)
may continue to enjoy this enterprise income tax preferential policy of “2-year exemption and
3-year half payment” until the expiration of the period of enjoyment.

IV. The “western China” as mentioned in this Notice includes Chongging, Sichuan Province,
Guizhou Province, Yunnan Province, Tibet Autonomous Region, Shaanxi Province, Gansu Province,
Ningxia Hui Autonomous Region, Qinghai Province, Xinjiang Uygur Autonomous Region, Xinjiang
Production and Construction Corps, Inner Mongolia Autonomous Region and Guangxi Zhuang
Autonomous Region. Xiangxi Tujia and Miao Autonomous Prefecture of Hunan Province, Enshi
Tujia and Miao Autonomous Prefecture of Hubei Province and Yanbian Korean Autonomous
Prefecture may execute related tax policies by referring to those for western China.

V. This Notice shall come into force on January 1, 2011. The Notice of the Ministry of Finance, the
State Administration of Taxation and the General Administration of Customs on Preferential Tax
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Policy Issues concerning the Development of Western China {No. 202, {2001] of the Ministry of
Finance), the Notice of the State Administration of Taxation on the Specific Opinions on
Implementing Tax Policies concerning the Development of Western China (No. 47 [2002) of the
State Administration of Taxation), the Notice of the Ministry of Finance and the State
Administration of Taxation on Changes to the Catalogue of Application of Preferential Tax Policies
for the Development of Western China (No. 165 [2006] of the Ministry of Finance), and the
Notice of the Ministry of Finance and the State Administration of Taxation on Including Tourist
Attraction and Zone Business Operations in Western China in the Scope of Preferential Tax
Policies for the Development of Western China (No. 65 {2007] of the Ministry of Finance) shall
not be implemented any more from January 1, 2011.

Ministry of Finance
General Administration of Customs
State Administration of Taxation

July 27, 2011
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Circular of the Ministry of Finance, State Administration of Taxation and
General Administration of Customs on the Preferential Tax Policy of
Development of the Western Region

CAISHUI[2001] No, 202

Date of Promulgauon: Dec. 30. 2001 Dite of Effecuveness. January 1. 2001 Promubeaied by:
Ministry' of Finance. Stne Administrotion of Taxation and General Adrumastration of Cusioms

To the finance depanments (bureaus). state administration of taxanon. local ndmxmumkon of
taxation. General Administrasion of Customs Guangdong Customs and all diteaily afiliated
customs of all provinces, autonomous regions, municipaiiies dircetly under the Ceniral
Governmem and cities directly under State planning.

To reflect the focused support of the western region by the state. implement in an all-round
way the spirits of the Circular of the State Council un Poiiciss and Mcasures Peraining 10 the

‘ Development of the Wesiem Region (GUO FA (2000) No.33) and the Circular of the Staic

Council’s General Office on the Distribution of **Suggestions on the Implementations of Policics
and Measures Pertaining to the Developmeni of the Western Region™ Submined by the Western
Region Development Office of the State Council (GUO BAN FA (2001) No.73). it is hereby 1o
notify the preferential ax polm of development of the westem region beiow:

I. Range of applicabilitv

These poiicies are applicable 10 the Municipality of Chongqing. Sichuan Province. Guizhou
Province. Yunnan Province. the Tiber Autonomous Region. Shaanxi Province. Gansu Province. the
Ningxia Hui Autonomous Region. Qinghai Province. the Ninjiang Uvgur Autonomous Region. the
Xinjiang Production and Construction Crops. Inner Mongolia Auonomous Region and the
Guangni Zhuang Autonomous Region (hereinafier collectively referred 10 as “Westem Region™).
Hunan Province Tujis-Miao Awonomous Prefecture of Niangxi. Hubei Province Enshi Tujia-Miao
Autonomous Prefecwure and Jilin Province Korean Autonomous Prefecture of Yanbian can exccute
the preferential tax policy aceording 10 ihat of the westem region,

II. Detailed contents

1. Domestic enmterprises and forcign-invesied enterprises in the wesiem region falling under
the Encouraged Category of the State are subjected to caterprise income tax at the reduced rate of
13% frem 2000 0 2010,

Domestic enterprises fulling under the Encourzge Caicgory of the State refer 1o enterprises

who have the indusirial items supulated in the Catalogue of Kev Industries. Products and’

Technologics Encouraged for Development b the State (revised in 2000) as major businesses and
whose income from majo: businesses accoums for over 70% of the total

Foreign-invesied enterpnises {alling under the Encouraged Caicgony of the Siate refers 10
emerprises who have the cncou'aocd items stipulated in the Catalogue for the Guidance of Foreign
levestument Industries and the md.Mml items sitpulated in ilie List of Advantageous Industries for
Foreign Investmends in the Central and Wesiem Pans (Decree No 18) of the S:a1e Economic and
Trade Commission, the Staie Development Planning Commission and the Mimsiny of Foreign
Trade and Economic Cooperation as major befsinssses and whose income from major businesses

sreounts for over F0% of the 1ol
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2. Approved by the people’s govemment at the provincial level, domesuc enterprises i the
areas of ethnic autonamous regions may be reduced o exempt from the enterpnise income tax for
a cenam period. and foreign-invested enterprises may be reduced or exempt from the local income
tax. National enterprises are subject to prevailing relevant regulations conceminy the power of
examnation and approval and provedures uf reduction and exempuon of income tax.

3. New enterprises engaged in transport. power. water conservancy. posial service,
broadeasung end tefevision in the Western Regien. whose business income ol the above ttems
accouns for more than 70%5 of the tozal, are eligidie for following preferential policies conceming
enlerprse come tax: domestic enterprises, commencing with the business operation day. shall be
exempt from the enterprise income tax from the first vear 1 the second vear and subjeq)
enterprise meome (ax at a rate reduced by one haif from the third vear through the fifth year,

Forargn-invested enterprises. with the period of operatior. 10 vears or longer shall, commencing

with the first profit-making year. be exempt from the enterprise income tax from the st year 1o
the second vear and subject 1o enterprise ircome tax at a rate reduced by one half from the third
vear through the fifth year.

New transport enterprises refer 10 enterprises being committed 1o highway. railway. aviation,
port. wharf operation and pipe transport through investment. New power enierpnises refer to
enterprises being committed to power operation through investment. New water conservandy
cnterpeises refer to eaterprises through investment being commitied to development of water
conservancy and contol o Nuoding damages such as comprehensive meatment of rivers and lakes,
flood control and surface drainage. irrigation. water supply, water resources protection. water
power. water and soil consenvation, channel dredging. river and sea dike building. New postal
service enterprises refer (o enterprises through investment being committed to postal operation

New broadeasting and television enterprises refer 1o enterprises through investuent bei
committed to the operation of broadcasting and television.

4. No agriculture tax should be levied for ten vears on income from special agriculural
proclucis produced by ecological forests and grassland converted from cultivated land (over 80%
of ecological forests) for the purpose of ecological protection.

$. By analogy with tax exemption in raitway and civil aviation construction, no occupation
tax will be collected for taking cultivated land in the westem region to build state-tevel highways
and province-level highways. Detailed range of exemption from occupation tax for taking
cuhivated land is limited to highway lines. The culivated land occupied by side ditches on both
sides of highway lines and occupied by stock vards. maintenance gangs, check points. engineering
teams, car wash yards along the highway are not exempt from occupation tax.

Govemments of provisions. autonomous regions and municipalities directly under Central
Government in the Westem Region should deCide on any reduction or exemption of taxes for
1aking cuhivated land to build other types of highways otker than state-level highways and
province-level highways R

In case the lands exempt from tax are changed in purpose and don’t fall into the range of tax
exgmption, tax on occupation nfcurlivatcd land shall be repaid from the date of changing the land
purpose.

6. Self-using equipment imported by forci‘gzn-invcstcd enterprises and domestic enterprises
falling under the Encouraged Category of the Staie and advantageous industries in the Western
Kegion within their 1otal investment amount, unless specified in “The Category for fmports
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without Tax Exemption for Domesticainvesied Projects (revised in 20007 and “The Caegory for
Impons withow Tax Exemption for Foreign-Invested Projects™. shall be exempt from the customs
duty and impont valuz-adced tex. For advantageous industries for foreign investment, the List of
Advaniageous Industries for Foreign Investments in the Central and Westem Parts (Decree No. 1)
of the State Economic and Trade Commission, the State Development Planning Commission and
the Minisury of Foreign Trade and Economic Cooperation shall be executed.

For the above tax exemption policies, relevant provisions in the Circular of the State Council
Conceming the Adjustment in the Taxation Policy of Impon Equipment (GUO FA (1997, No.37)
shall be executed.

ML Specific exccution provisions shall be stpulaied separately by the State Adminisiragion of
Taxation and General Administration of Customs.

IV. This Circular shall become effective as of January 1. 2001.
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CIRCULAR OF GENERAL OFFICE OF THE STATE COUNCIL OF THE
TRANSMISSION OF THE OPINIONS OF THE LEADING GROUP OFFICE OF
THE STATE COUNCIL OF THE DEVELOPMENT OF WESTERN REGIONS
ON IMPLEMENTING SOME POLICIES AND MEASURES FOR THE
DEVELOPMENT OF WESTERN REGIONS

Guo Ban Fa [2001] No. 73
Promulgation date: 09-29-2001  Effective date: 09-29-2001

People's governments at provinces, autonomous regions, municipalitics directly under the
central government levels, ministries and commissions under the State Council and
departments directly under the State Council: Opinions on Implementing Some Policies
and Measures for the Development of Western Regions formulated by the Leading Group
Office of the State Council of the development of western regions has been approved by
the State Council and now is transmitted for implementation: General Office of the
State Council

September 29, 2001

Opinions on Implementing Some Policies and Measures for the

Development of Western Regions

(Leading Group Office of the Statec Council for the Development of Western Regions,
August 28, 2001)

To carry out the strategy of the development of western regions and enhance the
improvement of these regions is a major decision made by the State Council from the
most commanding height and with the greatest vision and assuming the overall
responsibility of the country. The Leading Group Office of the State Council, together
with relevant departments, further formulates the opinions on implementing some
policies and measures for the development of western regions on the basis of Circular of
the State Council of the People's Republic of China on Implementing Some Policies and
Measures for the Development of Western Regions (Guo Fa [2000] No.33).

1. Scope applicable for such policies

(1) The scope applicable for implementing some policies and measures and carrying out
these opinions includes Chongqing municipality, Sichuan province, Guizhou province,
Yunnan province, Tibet autonomous regions, Shanxi province, Gansu province, Ningxia

1
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Hui autonomous regions, Qinghai province, Xinjiang Uygur autonomous region
(Xinjiang production and construction crops of the Chinesc Pcople’s Liberation Army is
directly under the central planning), Inner Mongolia autonomous region, Guangxi
Zhuang autonomous region (all the above regions are collectively called “western
regions™) Other minority nationality autonomous regions in other districts (Tujia and
Miao nationality autonomous region at Xiangxi Hunan province, Enshi Tujia and Miao
nationality autonomous region at Hubei province and Chaoxian nationality autonomous
region at Yanbian Jilin province) shall be given preferential treatments according to
relevant policies in the actual workings.

2. Strengthen the construction investment

(2) Proportion of the construction funds for the financial purpose of the central
government invested in thc western regions, including the construction funds coming
from investments and treasury bond, shall be increased. The state policy-related loans of
bank and preferential loans given by international financial institutions and foreign
governments shall be granted to the projects in the western regions to the most extent
under the condition of adhering to the principles relating to loans. The proportion of such
loans granted for the western regions shall be increased to the full extent.

(3) For the important infrastructural construction projects newly arranged to be
established in the western regions by the state financed by construction funds for the
financial purpose under the central government, other special construction funds, bank
loans, foreign investments or sclf-financed by the enterprises itself, there shall not be any

shortage of capital. Local governments shall actively support such enterprises in the land -

use and reduction and excmption of relevant fees. A batch of key projects relating to the
overall development of the western regions shall be carried out, such as the West-East
natural gas transmission project, West-Ease electricity transmission project, the
construction of Qinghai-Xizang railway, national main trunk line of highway, rational
development, saving and utilization of water resources.

(4) The central government will adopt various manners to collect special funds for the
development of western regions and supporting the key projects at these regions. At the
time of arrangement of construction funds by railway, transportation, water conservancy,
agriculture, forestry and information industry departments, proportion of such funds
given to the key projects at western regions shall be continually increased.

3. Giving priority to arranging construction projects to western regions

I~
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(5) The western regions shall be given priority to arranging of some construction projects
under the guideline of scientific planning and making the planning and market
mechanisms play their roles in the allocation of resources. Including the infrastructural
construction such as water conservancy, highway, railway, airport, pipe,
telecommunication; the construction of ecological environment; development of special
agriculture; exploration and utilization of advantageous mining resources such as
hydroelectricity, high quality coal, petroleum, natural gas, copper, aluminum, potassium
and phosphor; infrastructural construction of cities; developﬁ)cn( of special tourism;
industrialization of special hi-and-new tech and technology of military enterprises
converted to civilian productions.

4. Enhance the financial transfer payment

(6) General transfer payment for the western regions, especially minority nationality
regions (indicate the minority nationality autonomous regions, minority nationality
districts in other provinces enjoying the same treatments as the minority nationality
autonomous regions), shall be strengthened. The financial departments under the central
govemment will increasingly enlarge the scope of general transfer payment to the
western regions as the financial power is strengthened. The gencral transfer payment shall
be calculated on the basis of standard financial gap betwcen revenues and expenditures at
different places, adhering to the principle of being scientific and reasonable and adapting
unified formula to calculate standard earnings and expenditures according to objective
factors without the influence of subjective factors. Minority nationality regions shall be
given proper priority to the arrangement of funds of general transfer payment. Starting
from 2000, the financial department under the central government will allocate part of
special funds for transfer payment of minority nationality regions.

(7) Western regions will be given priority to the allocation of special funds by the central
government. More funds will be allocated to the western regions for the purposes of
agricultural technology development, day farming, water saving agriculture, the
protection and construction of agricultural ecological environment and the prevention and
cure of plant discascs and insect pests and assistant the farmers in this aspects. The
central government will support the exploration and utilization of clouds and water
resources over the western regions and the inspection and forecast of water and land
conditions and sandstorm. More powers will be put in the comprehensive agricultural
development of western regions, focused on the alternation of middle and low-yield land,
used for the improvement of the basic production conditions and ecological environment
of land, main development of high-yield and effective agriculture, promotion of
industrialized operation and the selective construction of modern demonstration zone and

3
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technological demonstration zone. The central government will properly reduce the
proportion contributed by local governments to the comprehensive agricuitural
development financial funds and increase the investment to bring land under control
according to the actual conditions of westem regions starting from 2001. The financial
departments under the central government will give proper compensation to the provinces
having difficulties in finance (autonomous regions and municipalities directly under the
central government) at western regions who suffer from additional expenditures for the
reason of implementation of the policies of the central governments to increase the salary
of workers at government organs and public institutions and the incomes of the citizens
of towns and cities receiving low earnings. The amount of such compensation shall be
calculated on the basis of the numbers of on-job workers and retired cadres and workers,
average salary per person per month, the amount increased for allowances given to such
retired cadres and workers and the compensation ratio of transfer payment. When the
central government gives funds to local statc-owned enterprises for compensations of
basis allowances for laid-off workers, basis annuities to retired cadres and workers of
such enterprises and the minimum standard of living of citizens of cities and towns, such
enterprises at western regions shall be given priority. The allocation of special funds
relating to cducation, science and technology, sanitation, politics and law, culture and
cultural relic shall also be favorable to the western regions.

(8) The poverty-relief funds of the financial departments under the central government
will be mainly appropriated to the poverty-stricken districts at western regions.
Poverty-relief funds allocated to the poventy-stricken districts and minority nationality
districts at western regions will be increased as the improvement of financial powers of
the central government. Such funds shall be mainly utilized in the infrastructural
construction, farm production, livestock breeding, basic education and vocational
education, cultural and sanitation undertakings, the promotion of suitable advanced
technology and relevant trainings at poverty-stricken villages. :

(9) The central government will support thc western regions in the construction of
protection of natural forests with respect to the arrangement of construction funds, special
funds compensated by financial departments and reduction of local financial departments
of the collection of compensation funds. Such construction funds include the subsidies
given for the purpose of closing of hillsides to facilitate afforestation, afforestation by
airplane, artificial afforestation and seeding cquipments. The special funds compensated
by financial departments include the fees for management and taking care of forest,
subsidies of basic endowment insurance of statc-owned forest industry enterprises,
subsidies for expenditures for the policy and social purposes, subsidies given to laid-off
workers to meet the minimum standard of living and the lump-sum allowances for the
allocation of laid-off workers. In case the financial revenues of local governments are
affected by carrying out the protection projects of natural forest, the financial departments
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under the central government will properly compensate during certain period of time. If
the forest industry enterprises arc unable to pay the debts of banks for the reason that the
wood outputs decrease, such debts may be suspended and the interests hereof are ceased
to be charged. Such debts shall be settled by writing of uncollectible and bad accounts
after check and inspection.

(10) During the pilot undertakings of returning the grain plots to forestry or grass, the
government will provide grains (unprocessed food grains) to households who return the
grain plots to forestry or grass with 150kg per year for every mu returned by such
houschold living in the upper reaches areas of the Yangtze River and 100kg per year fore
every mu returned by it living in the middle reaches arcas of Yangtze Rive for certain
periods. The price of such grains (CNY 1.40 per kg of unprocessed food grains) shall be
assumed by the financial departments under the central governments while the allocation
and transportation costs of such grains shall be bore by local governments. At the same
time, households returning the grain plots to forestry will receive subsidies in cash given
by the state at CNY20.00 yuan per mu to be returned every year. Funds used for
compensation will be bore by the financial departments under the central government. In
addition, the central government also provides subsidies for seeding to households
returning their grain plots at CNY 50.00 yuan every year for each mu of land have been
returned by the houschold and trees or grass to be cultivated. funds allocated for this
purpose shall be appropriated from infrastructural construction funds by the central
government. In casc the financial revenues of local governments are affected by
carrying out the projects of returning the grain plots to forestry or grass, the financial
departments under the central government will properly compensate during certain period
of time. Morcover, the anti-sand project and bringing sand under control conducted by
local governments will also under the support of the state.

(11) In casc the financial department at the town level sufters difficulties in the process of
pilot undertaking the tax reforming at rural and is unable to overcome such difficulties by
its own, the finance department under the central government will give proper subsidics
according to the standard measures of transfer payment.

5. Enhance the financial supporting

(12) Grant more credit in the infrastructure construction of westem regions To support
the construction of large and middle sized transportation and energy projects, such as
railway, electric power, petroleum and natural gas. The term for loans given to the
infrastructure construction projects with large amount of investment and long term of
construction period may be appropriately postponed according to the construction cycle
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and ability of pay the loans. Among which, in case the loans of superhighway projects
reach 40% of the total investment and such loans arc borrowed and paid centrally by the
government finance, term of loan may be postponed to eighteen years (including the
grace period and the same below); for the hydroelectricity project, under the same
condition, the term of loan may be postponed to twenty-five years. If the
non-hydroelectricity project West-East electricity transmission gets loans more than
RMB three hundred million, the term of such loan may be gradually postponed to
eighteen years and to twenty years to the most extent. Terms of loans granted for the
city's infrastructure construction project may be postponed to ten years and for other
infrastructure construction may be postponed to fifteen years.

(13) Enlarge the scope of loans with the right to eamings and to charges of infrastructure
project as pledge Continue the pledge loan against the right to eamings of rural
transmission-line system of electric power, commence the pledge loan against the right of
charging of highway and continuously working to cnlarge the scope of pledge loans to
the infrastructure project of water supply, heat supply, public communication and
telecommunication.  Trying to set up the pledge loan against the right of earnings and
charging of hydroclectricity development project and city environment projects (such as
the treatment of wastewater and waste processing) which have certain ability to pay the
debts.

(14) Increase the credit granted for the agricultural and ecological construction. Offer
credit support for the development of special agriculture, water saving agriculture and
ecological agriculture of western regions and assist in the cstablishment of a batch of
leading enterprises with great potential of development and strong ability of leading the
development of relevant industries and jointly operated by companics and farmers. The
agricultural bank and saving houses at rural shall actively promote the petty loans to the
farmers and grant unsecured loans to the farmers ensuring that they will and will be able
to pay the loans. Credit will be increased to the selected construction projects of
ecological environment, to other ecological environment construction projects matching
the returning of grain plots to forestry or grass and closing the hillsides for afforestration;
to the projects with ability of payment of loans such as fast-growing high-yield timber
forests, mountain food and wild vegetables, development of Chinese traditional medicinal
crops and individual nurseries.

(15) Supporting the adjustment of economic structure and industrial structure with credit
leverage. Supporting the improvement of the advantageous industries of westem regions
such as the rcasonable development of electricity power, natural gas, tourism and the
biological resources; Regarding the key projects request large amount of loans, the head
office of commercial banks shall directly made the arrangement which shall not be
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included in the deposit-loan ration and limitation of examination of local branches of the
bank. The head office of agnculture bank of China will centrally make the plans and
arrange loans for the renovation of the transmission-line system of electric power at rural
of western regions. Meanwhile, credit support shall also be given to the technological
renovation and the development of hi-and-new tech and middle and small size enterprises
at western regions.

6. Devote major efforts to improve the soft environment of investment

(16) Carefully implement the relevant policies relating to the reformation and
development of state-owned enterprises, deepen the reform of state-owned enterprises at
westem regions and make enterprises the main body in the market competition.
Enhance the establishment of modern enterprise system and carry out the innovation of
systems. To this end, except for the enterprises which are important for the life line and
security of the country and shall be controlled by the State, other stand-owned large and
middle cnterprises are encouraged to be changed into limited liability companies or
Joint-stock limited companies according to law in the form of standard coming into the
market, Chinese and foreign joint ventures and participating in each other’s business by
shares. The rcformed enterprises shall set up board of directors and board of
supervisions, clarify the functions and power of the sharcholders meeting, board of
directors, board of supervisions and the managers, all of which shall respectively perform
their own functions and powers, jointly operation and effectively regulate to achieve
balance. Set up the mechanism of the management, operation and supervision of
state-owned assets with clear functions and powers, make the investors of state-owned
enterprises to be in place as soon as possible and strengthen the external supervision of
the main body of operation of statc-owned assets. Further deepen the reform of labor,
personnel and distribution systems in the internal of enterprises and establish new
mechanism in which the administrators can be the leader as well as the worker, workers
can leave or to be employed by the enterprise without influences to it and the enterprises
are able to bear the increase or decrease of incomes. Promote the strategy adjustment of
the economic distribution of the State in combination with the adjustment of industrial
structure and adhering to the principles that some enterprises should be encouraged while
others should be backward and something shall be done and something shall not. Further
reform and activatc the state-owned middle and small size enterprises and promote the
construction of organization and management systems, policy system and social servicing
systems of middle and small sizc enterprises.  Give more supporting to the state-owned
enterprises at western regions to make up deficits and shake off poverty and the
reorganization and reformation of such enterprises.

(17) Guide the nonpublic cconomy such as individual and private enterprises at the
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western regions to improve fast and encourage the enterprise and individuals at the
eastern and middle regions of China to invest to the western regions. Unless specially
regulated by law, all kinds of enterprises within China shall have the right to enter into
the investment fields opened to foreign businessmen. Encourage the main bodies of
nonpublic economy such as individual and private enterprises (o invest in the western
regions by means of wholly-own, joint venture, cooperation and special licenses.

(18) Simplify the examination and approval procedures of investment projects In case the
cnterprises invests in the projects not be restricted by the State by their own capitals or
loans got from banks of China, and need the government to balance the conditions of
construction and operation, the competent authorities of government shall only approve
of the project proposal of such projects, except for the projects under special control or
important projects having influence to the overall and long-term development of national
economy and the security of the country. After several conditions of construction are
fulfilled. the enterprises shall have right to decide whether or not to commence the
construction, provided that the enterprises shall report to the competent department of
government for record after the commencing of construction.

(19) Carefully implement the policies and regulations of the central government relating
to the introduction of forcign capital. Make great efforts to optimize the regional
distribution of foreign investment and encourage foreign businessman to invest at the
western regions, and reasonably simplify the procedures of examination and approval of
forcign-invested projects. In case the foreign businessmen invest in the projects in the
industries encouraged by the State or in advantageous industries at western regions,
except for key projects or projects under special control, with capital of their own or
commercial bank loans, the competent departments of government shall only examine
and approve the feasibility study report of the project. The project proposal and report of
commencing construction are not requested to be submitted to the competent department
of government for examination and approval. The examination and approval procedures
of the contracts and articles of associations of foreign invested enterprises will also be
simplified step by step.

(20) Further transform the government functions and pay more attention to the
improvement of soft environment of investment, rectify the economic orders at market
and realistically protect the intellectual property right and safeguard the economic legal
system. Separate the governmental functions from enterprise management, reduce the
items required to be submitted for examination and approval, standardize the official
procedures handling relevant matters, clean and abolish rules and regulations which are
unablc to meet the requirements of the development of socialist market economy and
opening to outside. As for the matters which arc necessary to apply for examination and

8




Public
File 175

Annex D.8.AD6-2

approval of governments at different levels, such governments shall provide convenient
services and increase the cfficiency and transparency of handling such matters.
Strengthen the construction of arbitration mechanism, timely settle economic disputes
and protect the legitimate interests and rights of investors.

7. Implementing preferential taxation policies

(21) The enterprises financed by domestic capitals or with foreign investments
cstablished at thc western regions encouraged by the State shall be subject to the
enterprise income tax at the reduced rate of 15% during the period from year 2001 to
2010. Enterprises financed by domestic capitals indicate the enterprises mainly carry out
the projects fall under the Catalogue of the Industries, Products and Technologies the
Development of which are mainly Encouraged by the State Currently (amended in 2000)
and the income form such projects shall account for more than 70% of the total income of
the enterprise.  Foreign invested enterprises encouraged by the State indicate the
cnterprises mainly carry out the projects encouraged by the State as stipulated in the
Catalogue for the Guideline of Foreign Investment Industries and Catalogue of
Advantageous Industries with Foreign Investment at Middle and Western Regions and the
income from such projects shall account for more than 70% of the total income of the
enterprise. Under the approval of the people’s government at province level, enterprises
financed by domestic capitals at minority nationality autonomous regions may be subject
to periodical reduction or exemption from enterprise income tax and foreign invested
enterprises in such regions may be subject to reduction or exemption from local income
tax. The jurisdiction and procedures of the examination and approval of the reduction
and exemption of enterprise income tax levied by.the central government shall be
determined by relevant stipulations currently in effect.

(22) Enterprises newly established at the western regions relating to transportation,
electricity power, hydroelectricity, post, broadcast and television shall enjoy preferential
treatment of reduction or exemption from enterprisc income tax. Among which,
enterprises financed by domestic capitals shall be exempted from enterprise income tax
for the first and second year after commencing operation and subject to enterprise income
tax at the reduced rate of 50% form the third to the fifth year hereafter. Foreign invested
enterprises with term of operation over ten years shall be exempted from enterprisc
income tax for the first and second ycar after commencing operation and subject to
enterprise income tax at the reduced rate of 50% form the third to the fifth year hercafier
starting from the year on which it begin profits. For the purpose of this article,
transportation enterprises indicate the enterprises newly invested and established to carry
out transportation through highway, railway, airline, pont, docks and pipes; electricity
enterprises indicate the enterprises newly invested and established to carry out operation
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of electricity power; hydroclectricity enterprises indicate the enterprises newly invested
and cstablished to carry out hydroelectricity development and flood control, including
tackling problems of rivers and lakes in a comprehensive way, flood control, surface
dredging, irrigation, water supply, protection of water resources, waterpower, the
conservation of soil and water, channel dredging and the construction of dams; postal
enterpriscs indicate the enterprises newly invested and established to carry out post
operations; broad casting and television enterprises indicate the enterprises newly
invested and established to carry out the operation of programs of broadcasting and
television.  Unless otherwise stipulations, the income of abovementioned enterprises
from stipulated projects in proceeding paragraphs shall accounts for more than 70% of
the total income of the enterprises.

(23) For the incomes obtained from special agricultural products gained at the procedures
of ecological environment protection, returning the grain plots to forestry or grass (of
which, the ecological forest shall account for more than 80%), the taxes on special
agricuitural products shall be exempted from starting from the year on which it begin
profits.

(24) The land used for the construction of highway of national line and provincial line
shall be exempted from tax on occupation of cultivated land according to the policies
relating to the tax on occupation of cultivated land by construction of railway and airports.
Provided that only the occupation of cultivated land by the line of highway and the
ditches on both sides of it shall be subject to tax exemption, which do not include the
cultivated land occupied by the stock yards, maintenance gangs, checkpoints,
construction teams and car washing yards on both sides of highway. As for the
construction of other highways other than national line and provincial line, if it occupies
cultivated land, the people’s government shall decide whether or not the tax on
occupation of cultivated land may be exempted form thereof. Once the abovementioned
land occupied without payment of tax is changed the utilization and goes beyond the
scope to enjoy the exemption of taxes, the tax on occupation of cultivated land shall be
paid starting from the date on which the utilization is changed.

(25) Where the projects fall under the catalogues encouraged by the State financed by
domestic capitals or foreign investment import equipments to meet the requirements of
the operation of the enterpriscs within the total investment, the tariff and importation
value-added tax shall be exempted from, except for the commodities listed at the
Catalogue of Imported Commodities for Domestic Invested Projects which are prevented
Sfrom Enjoying Tax Exemption (amended at vear 2000) and Catalogue of Imported
Commodities for Foreign Invested Projects which are prohibited from Enjoying Tax
Exemption. Where the foreign invested projects comply with the Catalogue of
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Advantageous Industries with Foreign Investment at Middle and Western Regions import
equipments for self-utilization within the total investment, the tariff and import
value-added tax shall be exempted from, the procedures of examine and approval of
which shall be carried out in accordance with the stipulations of Ciicular of the State
Council on the Adjustment of Tax Policies against Imported Equipments (Guo Fa [1997]
No.37).

8. Implement the preferential policies on the land use

(26) The sloping cultivated land will be returned the grain plots to forestry or grass step
by step under certain planning. The afforestation and growth of grass on suitable barren
hills and wastelands will be encouraged by carrying out the policies of “who returns the
grain plots, afforests and grows grass, it shall have the right to operate and own the
land-use right and have the ownership of the forest and grass it has grown.” Where the
state-owned unused barren hills and wastelands to be transferred to units or individuals
for ecological construction such as afforestation and grass growth, land transfer fees may
be reduced or exempted from and the land-use right will remain unchanged for a period
of fifty years; such land-use right may be transferred, lent or mortgaged in case it fulfills
the provisions of contracts and meets the conditions for ecological construction. The term
of such land-use right may be applicd for renewal after expiration. The one who conducts
ecological construction by afforestation or grass growth in the unused barren hills and
wastelands owned by collectivity of village, it may obtain land-use right through contract,
lent and auction and such land-use right will remain unchanged for a period of fifty years
and may be inherited, transferred or lent or mortgaged.

(27) Strictly protect the basis farmland and realize the balance of occupation and
compensation For the purpose of protecting the productivity of grains, in the areas with
more sloping cultivated land, the sloping cultivated land at the degree between 15 and 25
which have been cultivated for many years with good water power and soil and water
conservation facilities may be fixed as basic farmland. Moreover, some of the newly
cultivated land with good supporting facilities may also be fixed as basic farmland. The
plant production structure of such basic land may be adjusted for the development of
economic crop according to relevant stipulations, provided that the cultivation conditions
shall not be damaged. Land arrangement projects shall be given priority to the
protection zone of basic farmland to make the effective areas and quality of cultivated
land continuously increased. The State will arrange more funds for the restore of the
cultivation and development of tand at western regions. The royalties for the new usage
of land for construction paid by every province (autonomous regions and municipalities
directly under the central government) to the central government shall be re-allocated in
whole through the arrangement of land development and cultivation in principle. Where




Public
File 172

Annex D.8.AD6-2

the government confirms that the unused lands which have been developed as grassland
or garden may be adjusted as cultivated lands, it may be used to set off the cultivation
land index and to be protected and managed as the cultivated lands. In case the
infrastructure construction occupies cultivated land, the reclamation fee of cultivated land
may be charged according to the lowest standard stipulated by each province
(autonomous regions and municipalities directly under the central government), provided
that the cultivated land must be ensured to take balance between the occupation and
cultivation.

(28) Raise the efficiency of examination and approval of land-use by construction, reduce
the links in the examination and approval procedures, timely provide and cnsure adequate
land to be used for the economic construction. The land used for construction requires to
be submitted to the State Council for approval, the competent department of government
shall mainly examine whether such land-use complying with the planning of land
utilization and whether or not the balance of land between occupation and cultivation and
the allocation and compensation of land-use being able to be achicved. Materials
submitted for approval may be properly simplified according to the content to be
examined. The compensation and allocation relating to the requisition of land shall
comply with the legal stipulations of the Law of Land Administration of the People’s
Republic of China. no charges by getting a lifc may be permitted and the rights and
intercst of farmers shall be under realistically protection. The utilization of
state-owned unused land may be exempted from land compensation fee. Unless otherwise
stipulated by law, the construction projects shall use the statc-owned land with payment
according to law and the provision of land is encouraged to be conducted through bid
invitation and auction.  Where the foreign invested projects necessitate the using the
state-owned land, the land-use right of such state-owned land may be provided by means
of holding shares or making capital contributions after evaluation after approval.

9. Implement the preferential policies on mineral resources

(29) Give the western regions priority to arranging the research and evaluation project of
the state-owned land resources at western regions and the outlay for relevant working
shall also be favorable to the western regions: The research and cvaluation project shail
be focused on the areas centralizing important mining resources, short supply materials of
the State and the underground water resources at western regions. Such projects shail also
be arranged mainly for the basic geological working of low-grade with serious geological
hazard.

(30) The price for the right of exploration and right of mining formed by the prospecting
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financed by the State at western regions, in case it fulfills one of the following conditions,
may be transferred to the national assets in whole or in part to the state-owned mining
enterprises or geological prospecting unit according to relevant provisions after approval.
It may be used for the exploration or mining of mineral resources such as petroleum,
natural gas, coal bed gas, high-grad iron ore deposit, qualified manganese ore, chromite,
copper, nickel, gold, silver, sylvite, platinum group metal and underground water;
exploration and mining at the important poverty-relief development zones and important
development zones confirmed by the State; exploration for substitute resources for the
original resources are dried up of the large and middle mining enterprises; or at the time
when state-owned mining enterprises converting to share-holding system or jointly
operated outside after approval; units holding state-owned capitals purchasing shares by
the contribution of exploration right and mining right after evaluation; the state-owned
enterprises actually having difficulties in the payment of prices of exploration right and
mining right for the reason of force majeure.

(31) The one who exploits and mines mineral resources at western regions may supply to
pay reduced royalties of exploration right and mining rights or to be exempted from such
royalties if it fulfils one of the following conditions: to cxploit or mine the mincral
resources such as petroleum, natural gas, coal bed gas, uranium, high-grad iron ore
deposit, qualified mangancse ore, chromite, copper, sylvite, platinum group metal and
underground water; exploit or mine applied by the large and middle mining enterprises
for the substitution resources; to exploit mineral resources with ncw technology and
measures to improve the comprchensive usage (including the exploration of low-grade
and refractory minerals and the usage of old mining areas) and other conditions
confirmed by the State. The royalties of exploration rights may be exempted from for the
first year, subject to the reduced royalties at 50% for the second and third years of
exploration. Such royalties will be charged as 75% during the forth to the seventh year of
exploration. As for the royalties of mining right, it may be exempted during the period of
construction of mining area and the first year of operation. It will be subject to the
reduced royalties at 50% for the second and third ycars and 25% for the forth to the
seventh year. for the year on which the mining is closed, the royalties of mining right will
be exempted from.

(32) The person with exploration right may obtain mining rights hereof according to law
after finding of valuable mining areas by investment in the exploration. The exploration
fees may be included in the deferred assets to the paid in installments during the period of
mining.

(33) Actively establish the market of rights relating to mining industrial, and promote the
transfer of exploration right and mining right according to law. Scope for the transfer of
mining industrial rights include mining areas exploited under the finance of the State,
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mining areas returned for the ownership of the state according to law and other places
without ownership of mining industrial rights. In addition to the application for
approval, such mining rights may also be transferred through auction and bid inviter.
Persons own exploration right and mining right may also transfer such rights according to
law through selling, contribution by evaluation, jointly exploration or mining or listing
them at the market. Such rights may also be lent or mortgaged according to relevant
regulations.

(34) The foreign businessmen conducting the exploration of mineral resources other than
petroleum and gas, he may be exempted from the royalties of the exploration rights and
mining right for a period of one year, or the reduced royalties of exploration right and
mining right at 50% for a period of two years in addition to the current preferential
policies given by the State. If the foreign businessmen exploit the mineral resources other
than the petroleum and gas fall under the catalogue of Catalogue for the Guidance of
Foreign Investment Industries, it may enjoy the exemption from land compensation fee
for a period of five years. In a joint venture, in case the Chinese party intends to make
capital contribution in exploration right and mining right, such rights shall be reasonably
cvaluated according to relevant regulations. The Chinese party shall provide relevant
geological results materials to the joint venture.

10. Coordinate through price mechanism and charge mechanism

(35) Deepen the price reformation and further increase the ratio of the price coordinated
by the market. The price for the transportation of railway at western regions shall exercise
the guidance price of the government other than the price fixed by the government. The
branches of airline within the province (autonomous regions and municipalities directly
under the central govemment) shall implement floating prices. The price of ethnic drug
included in the scope of medicine used for the system of medical insurance for urban
workers shall be examined and approved by the competent department of government at
the place where such drug is grown.

(36) Adjust the price of clectricity and water: promote reformation of the fess for the
disposal of wastewater and the rubbish. Actively settle the disputes of the electricity price
of the transmission-line system of electric power at western regions, scparately fix the
fees of power transmission and distribution between the transmission-line systems of
electric power at western regions; encourage the clectricity power production enterprises
directly sign the contract of purchase of electricity with final users and thus lower the
charges for the use of electricity of users; properly reduce the fees for the power
transmission between the key lines of the transmission-line systems of clectric power

14




Public
File 169

Annex D.8.AD6-2

between east and west region and encourage the West-East clectricity transmission
project. Under the conditions of consideration of reasonable development and bearing
ability, the water prices of hydroelectricity projects in the northwestern China with
shortage of water supply shall be given priority to be adjusted to ensure the expenditures
of construction and maintenance of such projects to be reasonably compensated.  In case
the wastewater treatment plant has bee completed in construction at the cities at western
regions but the fecs for wastewater disposal have not been collected, such fees shall be
collected as soon as possible according to relevant regulations of the State. If such fees
have been started collection, it may be increased generally adhering to the principles of
keeping the capital investment secure and having meager profits. Governments at western
regions shall work out and implement the policies relating to the collection of fees for
rubbish disposal according to the actual local conditions.

(37) Implement special prices for the operation of newly constructed railways and
branches at western regions. According to the policies of the State Council of “New
railway with new price", the special price for the railways newly constructed at western
regions shall be fixed on the principles of “Repaying the interest and principals and
compensating the reasonabie operation costs” to ensure that the construction loans can be
repaid within specific period, normal operation may be maintained thus promote the
railway construction at the western regions. Further search manners for the
compensation of the difference between the special prices for the railways newly
constructed at western regions and the unified price for the whole railway. Branches of
railways at western regions shall implement special prices fixed for such branches. The
principles of the fix of such prices of branches of railway shall be formulated by the State
Council while the specific prices shall be fixed by the competent authorities of local
government. Where the branches of railways at western regions meet certain conditions,
the guidance price of the government or price coordinated by the market may be
implemented to grant more rights for the decision of prices to the railway transportation
enterpriscs.

11. Enlarge the investment scope for the foreign businessmen

(38) Where the foreign busincssmen invest in the basic industries or infrastructure
construction projects such as agriculture, forest, hydroelectricity, transportation, energy.
municipal infrastructure and public facilitics. the development of mining and tourism
resources and establishment of technological development centre, it may enjoy various
preferential policies given to the industrics encouraged by the State. The State will timely
amend and modify the Catalogue of Advantageous Industries with Foreign Investment at
Middle and Western Regions and relevant measures according to the conditions of
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cconomic development and changes hereof at different places to further enlarge the
opening outside of the western regions.

(39) Enlarge the opening outside at the services and trade fields at the western regions.
The scope for the investment of foreign businessmen at bank, commercial retail
cnterprises is extended to the central cities (municipalities directly under the central
govemment, capital city of province and autonomous regions). The scope for the foreign
trade companies jointly invested by Chinese and foreign parties at the western regions is
extended to the central cities at western regions and given loose requirements for the
qualifications of the parties. The foreign invested banks at westem regions shall be
given priority to the operation of RMB according to relevant stipulations of law and
relevant agreements after the entrance of WTO of China. In case foreign invested
insurance companies apply for the establishment of operation agencics at western regions,
it may be given priority to be granted. And the foreign businessmen intend to establish
insurance agents and jointly invested insurance brokers company at western regions; it
may be given priority over others to be granted. The requirements for the establishment
of travel agencies jointly invested by Chinese and forcign parties at the western regions
shall be properly reduced in respect of qualification and examination and approval.
According to the promises and relevant provisions made by China at the time of
negotiation for the entrance of WTO, foreign certified public accountants’ firm (office)
may be permitted to establish certified public accountants’ firm jointly invested by
Chinese and foreign parties at western regions. Where the conditions of establishment of
such firms are not fulfilled, they are allowed to sct up a member branch at westem
regions. The current Chinese-foreign joint venture certified public accountants” firms are
encouraged to establish branches at western regions. Chinese-foreign invested law firms
may be given priority to be established at western regions under the full conditions.
Enterprises with Chinese and foreign investment conducting construction and providing
relevant scrvices and design services are permitted to be established at western regions,
on which the foreign parties may hold the enterprises. Foreign invested enterprises will
be gradually permitted to be established in the fields of construction, and providing
relevant scrvices, design services, engineering services and services of city planning.
Foreign partics arc gradually permitted to hold the transportation enterprises by railway
and through highway jointed invested by Chinese and forcign parties. And foreign
invested enterprises also are gradually to be established in these fields.

12. Widen the tunnels for the usage of foreign capitals

(40) To formulate the measures applicable to the western regions for the management of
forcign invested enterprises established at western regions to be listed at the market in
and out of China, the enterprises financed by domestic capitals to absorb foreign
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investments by means of transfer of operation rights, stocks, merger and organizations
and the absorption of foreign investments by Chinese-foreign invested industrial funds
and venture investment funds.

(41) Appropriately utilize the preferential loans from international financial institutions
and forcign governments in the ficlds of education, sanitation, poverty relief, ccological
environment protection.  Try the best cfforts to get international bilateral and
multilateral capital donations and arrange them mainly to the western regions. Timely
introduce the management models, procedures of application and key applicable fields of
the preferential loans and the non reimbursable assistance provided to China by
international organizations and governments of relevant nations to the western regions.
Support the western regions in the training o f managerial person of the project under non
reimbursable assistance, improve the management of such projects, increase the
transparency of the project management and ensure the relevant departments at western
regions to timely master relevant information hereabout. The projects fulfill the long-term
interests for the development of social economic at western regions in the fields of
environment protection, agricultural development, basic education, sanitation and
hydroelectricity will be firstly supported.

13. Reduce relevant conditions for the utilization of foreign investment

(42) Where the foreign businessmen invest in the projects of infrastructure construction
and advantageous industries at western regions, the restriction on the proportion of shares
held by foreign parties may be properly reduced according to different conditions at
different industries. The restriction on the term of operation of foreign invested
commercial projects at the western regions may be extended to forty years, ten years
longer than that at the eastern regions and the registered capital of companics may be
RMB thirty million, RMB twenty millions lower than that at the eastern regions. Where
the foreign invested enterprises and Chinese-foreign invested cnterprises and
Chinese-foreign cooperative enterprises invest at the western regions, then the established
cnterprise shall, in case the capital contribution made by foreign parties is no less than
25% of the registered capital, have the right to enjoy the preferential treatment given to
the foreign-invested enterprises.

(43) Where foreign businessmen invest in the projects of infrastructure construction and
advantageous industries at the western regions, proportion of loans in RMB provided for
the investment of fixed assets provided by domestic banks may by properly raised. Such
proportion may account for 120% of the proportion of capital contribution of Chinese
party at Chinese-foreign invested projects and Chinese-foreign cooperative projects and
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100% of the capital contribution made by foreign investors at the wholly foreign-owned
projects. Where domestic banks offer loans for investment of fixed assets to foreign
businessmen, who invest in the projects fall under the catalogues encouraged by the State
at Catalogue for the Guideline of Foreign Investment Industries and Catalogue of
Advantageous Industries with Foreign Investment at Middle and Western Regions, have
good reputations and utilize loans for the purchase of equipments and material made in
China and the payment of domestic contract prices which are necessary for the project,
the abovementioned stipulations on proportions may not be applicable. The banks may
independently assess and independently decide whether or not to offer such loans. The
foreign invested projects are permitted to conduct project finance including RMB.

(44) As for some projects utilizing preferential loans from abroad at the western regions,
the proportions of foreign preferential loans in the total investment of project are
permitted to be properly increased. In the projects of infrastructure construction,
ccological environment construction and poverty-relief and development at the western
regions, the proportion of utilization of foreign preferential loans may account for 70% of’
the total investment according to the capability of paynient instcad of the general
provisions of 50%, unless the projects suffer form restricted procurement conditions or
the loan institutions have special provisions over the proportion of such loans.
Strengthen the link between the planning for the utilization of foreign preferential loans
and investment plans of the State to the western regions and give more support in capital
to the important foreign invested projected at the western regions.

14, vigorously develop foreign economic trade

(45) Further adjust the standard relating to the operation rights of enterprises at western
regions in the foreign economic trade and economic technological cooperation. Lower the
standard for the application of operation rights for operating import and export by the
production enterprises at the western regions by lower the registered capital from RMB
three million to two million. The enterprises of scientific research institution and colleges
and hi-and-new tech enterprises and mechanical and eclectrical production enterprises
apply for operation rights, the registered capital shall be adjusted form RMB two million
to one million. The standards for the application of operation rights for operating
import and export by private production enterprises may be determined according to the
conditions, standards and measures stipulated for state-owned and collectivity-owned
production enterprises. In case the foreign trade enterprises at western regions apply for
operation rights for operating forcign labor services, the total value of foreign trade
during the last year shall reach USD fifty million or the amount of exports of the last year
shali reach USD thirty million. Where a region (or municipality) has not a “window”
company operating foreign economic trade, it may establish a statc-owned “window”
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company or assign a foreign trade company to apply for the qualification of foreign
cooperation in labor service.

(46) Support the western regions in cxport of advantageous products Set up the
production and service system and quality verification system for organic agricultural
products, accclerate the conversion fro the scientific research results of organic
agriculture to the process of production, establish several model bases for the export of
livestock products without specified epidemic disease and enlarge the export of organic
agricultural products and livestock products. The export quotas given to the production
enterprises mainly producing such export products at the province (autonomous regions
and municipalities directly under the central government) where such exported products
come from shall be gradually increased under the conditions of in conformity with the
industrial policies of the state. The advantageous primary mining products and
agricultural and sideline products at the western regions shall be encouraged to improve
towards the deep-processing and high valuc-added.

(47) Encourage the enterprises at western regions 1o contract foreign cngineering and
cooperation in labor services Actively support the large professional engineering
enterprises with actual powers at the western regions in the application of operation rights
for contract of foreign engineering and cooperation in foreign labor services, contract of
projects, obtaining information and project finance. Support the large enterprises under
the central government to cooperate with enterprises at westemn regions in the contract of
projects and employment of labors thus lead the enterprises at western regions to open the
international market. Promote the association between foreign large enterprises with
enterprises at western regions and joint undertaking the projects of infrastructure
construction with foreign investments at western regions.

(48) Encourage enterprises at western regions invest and establish plants outside China,
especially at surrounding areas and countries. Where the enterprises at western regions
establish processing and trade enterpriscs or contract aid foreign projects jointly invested
by Chinese and forcign parties and/or under the cooperation ot Chinesc and foreign
parties at surrounding countries and areas outside China, the particular procedures shall
be handled first under the same conditions. Where the enterprises at western regions
apply for the foreign trade development funds under the central government to establish
processing trade enterprises outside China, they shall be given priority to be considered if
they fulfill certain conditions.

(49) Technical equipments which are much-needed for the economic development at
western regions shall be given proper preterential treatment in respect of import
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management. Limitation on import of products urgently nceded and to be used by the
minority nationality regions shall be properly reduced. As for the products under import
quotas by western regions, priority shall be given to the allocation of numbers of such
products according to actual situations.

(50) Preferential policies on border trade over boundary areas shall be continually
implemented according to intemational rules and the restriction on the tax reimbursement
for export, business scope for import and export commodities, quotas for import and
export commodities, management of licenses and exchange of persons shall be loosed.
Relevant procedures shall also be simplified. Border trade operation rights for the
border trade enterprises shall be registered, managed and recorded by the competent
authorities of the people’s governments at provincial level according to relevant
stipulations of the competent department under the State Council. The project contract on
contracting of enginecring and undertaking cooperation of labor service at the boundary
areas of abutted countries by foreign tradc cnterprises at border areas shall be
independently cxamined and approved by the competent departments of people’s
government at the province level at the boundary. If the foreign trade enterprises export
commodities original from local place and under the quotas for import and export
commodities, it may not be requested to apply for export license, except for the
commodities under the unified bid inviter of the state, important industrial products the
total amount of which are controlled, commodities under voluntary quota management,
commodities under the. management of paid quotas, commodities exported in the border
trade under focus managements, chemical products universally utilized for military and
civil use, poisonous chemical products and the materials being able to consume the
ozonosphere. When the border trade enterprises export commodities produced in the
boundary arca and under thc management of paid use of quotas, the qualification of
operating such commodities shall be properly lowed and the royalties of such quotas shall
be reduced or exempted. As for the commodities exported in the border trade under the
focus management of the State, the competent department of the State Council will
specially issues certain number of quotas, which shall meet the requirements of material
and cquipments to be brought out of China which are necessary for the economic
technical cooperation of border trade enterprises with those at the boundaries of the
abutted countries as well as the materials for the daily use of labors working outside
China. Except for the fees charged by administrative agencies for the execution of laws
under the unified stipulations of the State, all other administrative charges shall not be
charged at the port to reduce the operation burden of border trade enterprises.

15. Promote the regional cooperation and matched assistance
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(51) Promote the regional technical cooperation. In accordance with the stipulations of
the industrial policies of the State, encourage the overall economic technical cooperation
between the eastern, middle and western regions under the guideline of market, with
profits as centre, and the enterprises as the main body on the basis of making full use of
the comparative advantages between different regions. According to the preferential
policies given to the foreign invested enterprises, adopt effective measures to improve the
investment environments and raise the level of services thus attract the enterprises as
eastern and middle regions to invest and establish plants or cooperation in development at
the western regions by means of wholly investment, holding shares, participating in the
shares, acquisition, association, merger, lcase, trusteeship, and contact for operation. In
the process of cooperation, production equipments shall be eliminated, backwards
techniques and heavy pollution projects are prohibited from transfer to western regions.

(52) Enhance the matched assistance and help working. Relevant provinces,
municipalities directly under the central government and cities under the central planning
at castern rcgions shall, on the basis of the advantages of its own and the regions under
matched assistance, continually the construction of a batch of primary schools, middle
schools, health centers and cultural stations, organize the circular teaching, medical
treatment and bring the science and technology to the countryside at the regions receiving
such assistance. Funds for the matched assistance shall be collected by the provinces,
municipalities directly under the central government and cities under the central planning
at eastern regions according to the abilities. The poverty-relief working with petty loans
shall be continued to provide credit services to the farmers at the poverty-stricken
districts at western regions. Methodically carry out the activities to “make border
flourishing and the people rich”, mainly support the boundary counties in the minority
nationality regions and poverty-stricken regions, manage the pilot experiment and utilize
the aid measures to the grass roots.

16. Attract and make full use of professionals

(53) The system of allowances for working at hardship remote regions starting from the
year 2001 and the funds of which are assumed by the financial department under the
central government. Salaries received by peoples working at the administrative
departments and public institutions at hardship remote areas arc increased to gradually
reach or above the average level of the country and thus encourage and attract
professionals working at hardship remote areas.
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(54) Arouse the enthusiasm and creativity of the professionals working at the westemn
regions. For the advanced technicians badly needed by their works who still undertake
the major economic construction projects or work in the hardship remote arcas although
they have rcached the age to retire may be continually engaged after the approval of the
people’s government at the province level. Such engagement shall neither change the
authorized size of the unit nor occupy the post for professional services. Vigorously
strengthen the support on the sclection of experts receiving special allowances of the
State, the establishment of scientific research floating stations for postdoctoral and the
scientific research station for postdoctoral at enterprises as well as the assistance of the
persons study abroad by offering scientific rescarch expenditures. Further improve the
working and living conditions for the professionals working at the western regions and
give them priority in the providing of scientific research expenditures, appointing
assistants and the application of projects.

(55) Strengthen the training of peoples working at western regions. Training the
professionals badly needed by the western regions by ways of training at local place or
amanging them recciving trainings at the eastern regions or foreign counties in
combination of important tasks at the development of western rcgions, the
implementation of major construction projects and important rescarch tasks. Give more
guideline and support in the training of minority nationalities, young and middlc-aged
scientific technicians and the civil servants. Increase the training outlay and support the
institutions and teachers in offering such trainings. Properly use the special funds given
by the State, scek international assistance projects and pay more attention to the trainings
of persons at western regions.

(56) Encourage the professionals and intellectuals going west. Support the professionals
participate in the development of the western regions by part-time work, short-time
service, undertake trust projects, cooperative research, becoming a shareholder by
technique and contract and operation. Arrange senior expert of China, excellent
postdoctoral and persons returned after studying abroad to rescarch and provide advise
service periodically and in batches. Organize long-distance services provided through
modern communication means and net techniques. Assistant the establishments of parks
for sct up business at the western regions at certain places which fulfill specified
conditions to make full use of the advantages of intensive techniques, complete

equipments and preferential policies and attract the persons study abroad to establish_

hi-and-new tech enterprises or conduct the rescarch and development of high and new
techniques. .

(57) Implement the matched assistance with professionals and intellecturals. In
combination with the economic matched assistance, fix the matched provinces
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(autonomous regions and municipaliteis directly under the central government) between
the western and eastern regions for the development of professionals and important
assitance projects at the western regions. Support the western and eastern regions in the
arrangement of scientific technical professionals to exchange betweent the regions and
hold a temporary post for practice, make professionals and information to be shared
betwecnt the regions. Persons workihg at the western regions shall receive the same
salary, welfare and treatments in the origin unit. The matched unit at the westemn regions
may grant allowances to such person according to actual conditions.

(58) Persons woring at western regions shall be frec for come and go under their own
decisions. Their personnel archives may be transferred to the unit where he currently
works or to be kept by the original unit or to be kept by professional resource exchange
agencies under the unit where he currently works or the original unit. The graduated
student work at the western regions at the year when he graduates may transfer his
registered permanent residence to the place where he works or to his native place. The
professonal resources exchangc agency under the competent department of the
government shall provide professoinal delegate service for them, who shall be exempted
from the fees of archives management within five years after the archives are transferred
to such agencies. The professional resources exchange agency shall provide social
scrvices for such archives such as the salary adjustment and the evaluation of the title of
technical post. In case the persons invested or set up enterprises at the westem regions or
in nced of by the devclopment of construction have transferred registered permanent
residence to thc western regions, such registered permanent residence may be
re-transferred to the original place on his own decision when he returned to the eastern
regions for working and living. The professionals selected and appointed by the State to
undertake key tasks or important construction projects of the development of western
regions, the registered permanent residence may not be transferred and the working
relations at the original unit shall be kept. They s hall enjoy the same treatment given to
the workers at original unit in respcte to the promotion of post, assessment of special
technical post and the adjustment of salaries. Living problems such as the wife and
husband are unble to live together shall be settled firstly. The unit shall underwrite
personal accident insurance for such person if they have such ability. The students
graduated from colleges and technical secondary school working at the hardship remote
areas may be fixed post in advance. As for the professionals badly nceded by the regions,
the salary granted for them may be higher than others according to the actual conditions
of different districts. Governments at western regions shall accelerate the reform of
personnel and employment system, and permit other citizens kceping original registered
permanent residence to invest in operation or participate in the construciton of
dvelopment of the western regions.
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(59) provide convenience for going out of and coming into China to the foreign technical
professional, senior managerial persons and investors at the western regions. The person
set out below may receive the convenience in coming into China and reside at China:
persons undertake the scientific technical Projects at the province and the State level
signed by the central government or local government with foreign institutes; foreign
hi-tech professionals and foreign professionals at the upper level of management working
in important construciton agreements; foreign hi-tech professionals and foreign
professionals among the persons studying abroad and retumed to the homeland after
graduation; foreign professionals offer non reimbursable assistance between governments
of different countries; investors, foreign managers at upper level and technicians in large
foreign-invested enterprises; where the abovementioned persons need to come into China
many times, such person may receive entry visa with the period of validity of one year to
five ycars according to actual conditions; persons resided in China shall receive the
permit of resudence for foreigners with the period of validity of one year to five years
according to actual conditions;if he is necessary to come in and go out of China many
times,he shall receive the retum visa for many times with the same period of validity of
one year to five years

(60) Reform the system of control of domicile. All the persons having legal and fixed
domicile, stable occupation or source of income at the cities or towns under the prefecture
level (including prefecture-level city), shall have the right to get the registered permanent
residence under his own decision. The governments at minicipalities directorly unde the
central government of the western regions or cities at the deputy province level may
adjust the policies relating to the transfer of registered permanent residence under the
conditions that he shall have legal and fixed domicile, stable occupation or source of
income under the guideline of city planning and population planning and taking the
comprehensive bearing capability and actual requirement of social and economic
development into consideration and further release the limitation on the transfer of
registered permanent residence. The planning management system of “Agricultral
converting to dewellers at urban areas. As for the persons scttle their registered
permanent residence at the western regions, all the departments may not collect the
capacity increasing fee of cities and towns and other similar fees.

17. To allow science and technology to play a leader role

(61) Various science and technology funds, and scientific & technological planning
outlays sct up by the State shall be spent largely in the western part of the country. The
key tasks are to improve the ecological environment, construct infrastructure facilities,
restructure the industrial mi, work out pivotal technologies with an extensive applicability
and bring them into industrial usage in a comprchensive way as well, in the westem part
of China, thus to confer more intensive supports to the development of China’s west.
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Besides, it is necessary to make greater endeavors to furnish China’s west with stronger
scientific and technological strengths. construct scientific & technological research
infrastructures such as state-level key laboratories, engineering centers and in-field
observation towers, and basic databases, biological germ plasm (gene) resources
repositories, and scientific and technological information networks.

(62) It is required to encourage those enterprises in China’s west to spend more of their
received funds in technological development. Varied expenses incurred by enterprises in
research and development of new products, technologies and production techniques,
including the new product designing charges, technical procedure formulating costs,
equipment adjusting expenses, cxpenses in testing raw materials and semi-finished
products, purchasing costs of technical documents, etc. intermediate cxperimenting
expenses, wages and salary to those working personnel in rescarch institutes, other
expenditure in relation to depreciation of research equipment, trial production of new
products and technological research which have not brought into the State plan yet, as
well as the expenses in authorizing other organs to conduct scientific and technological
research, ctc. are subject to no restrictions in terms of their occupied percentages in the
total, and are all brought into management expenses. Various expenses of enterprises in
research and development of new products, technologies and production techniques shall
increase on a year-on-year basis; those enterpriscs whose expenses on these fronts have
registered an annual growth rate of more than 10% shall be entitled to have their taxable
business revenues, as posted in reality, offset by 50%.

(63) To make greater efforts in boosting the development of China’s west by use of the
fund specific for scientific and technological innovation of small/medium-sized
cnterprises. It is suggested to, according to relevant management methods; arrange those
projects in application for the fund specific for scientific and technological innovation in
small/medium -sized enterprises in China’s west, for receiving the fund as such ahead of
other projects, under identical circumstances.

(64) To put into force the “Notice of the Administrative Office of the State Council with
Regard to Dissemination of Certain Regulations Formulated by the Ministry of Science &
Technology upon Boosting the Transformation of Scientific & Technological Results into
Productive Forces™ (file reference: [1999] No.29), augment the commissions attributable
to those scientific and technological specialists who have conducted transfers of scientific
and technological results, or embarked on science & technological oriented enterprises in
China’s west, and allow them to possess more shares in the science & technology
oriented enterpriscs thus established, accordingly.

18. Enhancement of investments in the education sector
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(65) To pour more funds for investing purposc. It is required to list those regions in
China’s west that are populated by those residents of national minority, or are
mountainous areas, pasturing arcas or frontier areas as key areas under the State’s project
titled “Compulsory Education for Poverty-Stricken Arcas”, thus to receive intensive
financial supports from the central government. In the period of China's “Tenth
Five-Year-Long National Development Program”, the State government will allocate a
specific fund to carry out the second phase of the project titled “Compulsory Education
for Poverty-stricken Areas™. This fund is going to be used primarily to support the
development of compulsory education forces in China’s west, cut down the percentage
occupied by government erected supporting facilities in the total to an appropriate extent,
furnish thosc clementary and middle schools in rural areas with funds to reconstruct their
shabby buildings, and pour funds into those elementary and middle schools in China's
west, too. It is advised to support the development of a varicty of occupational education
institutes in China’s west in multiple forms, raise funds in order to help those counties,
which have been designated as key targets under the state’s poverty alleviation program,
in China’s west to build up a galaxy of secondary vocational schools on their respective
territories, and also help furnish China’s west with a number of exemplary senior
vocational schools. The competent authority under the State Council and competent
authoritics at province, autonomous region and municipality levels shall make concerted
cfforts to help construct a horde of leading colleges and universities in China’s west. It is
also advised to apply for more loans from commercial banks, international financial
organs and foreign governments, hence to bolster up the erection of basic education and
higher learning institutions in China’s west, improve the educational conditions and
expand the scale of education service in China’s west, too. It is required to carefully put
into force a diversity of measures for the sake of mitigating those students in financial
difficulty, such as “scholarship, stipend, loan, subsidy, tuition fee reduction and
exemption”, and put into force the country’s student financing system, in a purpose to
guarantee thosc students in colleges and universitics who hail from China’s west and are
stricken by financial difficulties to complete their studies without a hitch.

(66) To recruit more students. It is suggested to allow those colleges and universities in
China’s west to recruit more students (especially those to be trained for pre-determined
employers), and encourage those colleges and universities directly under state ministries
to recruit more students from China’s west, and advocate those colleges and universities
in China’s west and China’s central area to recruit more students from China's west as
well, enable more of those fresh graduates from senior high schools in China’s west to
get into colleges and universities, and give preferential treatments to those colleges &
universities in China’s west in terms of teaching materials compilation, examination and
approval of academic degree conferment stations, major academic subject construction,
and pivotal laboratory construction, etc. It is recommended to cxpose those cadres,
headmasters and teachers with educational organs in China’s west to more intensive
trainings in all-different forms, exposc those teachers in elementary and high schools in
poverty-stricken arcas to regular trainings, encourage and support social forces in China’s
west to build up schools in various forms, intensify the cooperation and exchanges
between colleges and universities in China’s west with their counterparts in China’s cast,
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China’s central area, in Hong Kong, Macao, Taiwan and in other countries, and allow
colleges and universities in China’s west to dispatch more personnel to study abroad, too.

(67) To match educational organs with their counterparts in other areas. It is suggested to
match those educational organs in China’s cast with their counterparts in certain poverty
stricken areas in China’s west, select and organize a galaxy of exemplary schools in some
economically bettered developed provinces (municipalities) in China’s east to support
their counterparts in poverty-stricken areas within some certain provinces (autonomous
regions, municipalities) China’s west, hence to help their counterparts financially and
academically. Besidcs, it required to mobilize those schools in mediumy/large-sized cities
in China’s west to support their counterparts in poverty-stricken areas in certain
provinces (autonomous regions and municipalities) also in China’s west financially and
academically, thus to give a boost to the development of compulsory education sector in
China’s west; intensify those supports granted by colleges and universities in China’s cast
and China’s central area to their counterparts in China’s west, help those colleges &
universities in China's west strike up certain academic subjects, teachers and laboratories
as they need, and build up their respective branches, thus to enhance the level of
cducating sKills of colleges & universities in China's west. The State government will
continue to provide funds, and make use of the educational resources in the hinterlands,
as well as launching bespoke classes for Tibetan students in the hinterlands, certain
preparatory courses for Tibetan students in colleges & universities in the hinterlands, and
bespoke classes for Tibetan students within senior high schools in the hinterlands, so as to
foster up human talents for China’s west directly.

(68) To speed up the paced in pursuit of informatization in the educational sector. It is
required to gradually allow all those higher education institutes in China’s west to have
access to www.edu.cn and www.broadband.com.cn, and build up secondary vocational
schools, elementary and high schools in China's west, as well. During the country’s “10®
Five-Year National Development Program™ period, it is advised to allow those teachers in
clementary & high schools and students in normal schools in China’s west to grasp basic
computer skills and lores; and create prerequisite conditions to spread computer lores and
means of informatized education throughout thosc clementary and high schools in
China’s west step by step; equip schools in China’s west with a lot more information
technology based educational devices, construct a remote learning education system in
China’s west, develop high-quality educational software products, and formulate the
standard goveming such educational sofiware; provide high-quality resources for the sake
of offering remote educational service to students in China’s west. Moreover,
www.edu.come.cn has offered discounts to students in all those elementary, high schools,
and colleges & universities in China’s west in terms of their access to Internet service.

19. To intensify the efforts in striking up cultural and sanitary utilities
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(69) To make greater efforts in building up social utilitics. The national health organ
offers a special subsidy to those areas and realms in China’s west that have not been
developed well, as far as their health care career is concerned. The central government
also proffers a political and legal subsidy, and allocates it to those key poverty-stricken
counties whose names have been listed under the country's poverty alleviation program,
certain counties that have been designated by their respective provincial governments as
main targets to receive this subsidy, and other economically poorly developed countries
with weak social insurance capabilities, in proportion to their weight factors, thus to assist
those political 7 legal organs in these poverty stricken areas in reinforcing their financial
capabilities. The state government provides another subsidy specific for repair and
maintenance of cultural facilities and a national subsidy for ““10,000-li corridor™, which is
mainly used to finance the cultural palaces, cultural centers, public entertainment halls,
librarics, theaters, performing courts (premises) administered by those cultural organs at
county level or above in those frontier counties in China's west; and the national subsidy
specific for protection of cultural relics is largely used to finance those projects launched
by key organs liable for protection of cultural relics, leading museums at State level,
major cultural relics repositorics at State level, and significant archaeological projects, all
in China’s west, for the sake of rescuing, repairing, protecting, digging out and soning
out cultural relics of these organs.

20. Interpretation to and implementation of policies and measures:

(70) These Enforcement Opinions shall be, in principle, interpreted by the Administrative
Office for the Steering Group for Development of China’s West under the State Council,
and in accordance with the arrangements for division of functions and powers of office

bome by relevant departments under the State Council; to be specific, the contents of

these Enforcement Opinions are to be interpreted by price control, economic and trade,
education, scicnce and technology, finance, human resources, State-owned resources,
foreign trade, and taxation authorities; whilst related authoritics under the State Council
shall be able to, as per their needs in reality, issue implementation regulations or other
concrete enforcement opinions, without exceeding their respective limits of powers, in
conformity to a certain number of policies and measures formulated by the Statec Council
with regard to development of China’s west at full blast, and also pursuant to the present
Enforcement Opinions. Governments at all levels in China’s west shall follow out the
State’s regulations, carry out the uniform policies and measures for developing China’s
west at full blast, plus relevant enforcement opinions and implementation regulations. In
addition, the enforcement policies upon a certain number of policies and measures for
development of China’s west at full blast shall be put into force commencing from 2001,
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Circular of the State Council Concerning Several Policies on Carrying

out the Development of China’s Vast Western Regions

Promulgation date: 01-01-2001 Effective date: 01-01-2001

Carrying out the strategy of the development of China’s vast westermn regions to speed up
the development of the central-western regions is an important composition of the
modernization strategy of our country and is a great decision made by the central
leadership of the Party with great foresight and an overall point of view facing the new
century, and it has very important economic and political significance. In order to reflect
the highlight support of the state to the western regions, the State Council has drawn up
scveral policies and measures for carrying out the development of China’s vast western
regions. Relevant issues are hereby notified as follows:

1. Principles of Policy Formulation and Support Emphasis

1). Principles of Policy Formulation. Carrying out the development of China's vast
westemn regions is a grand systematic project and an arduous historical task, the sense of
urgency, and full mental preparation for lasting and tough struggle are both needed. We
shall insist on proceeding from actual conditions and working according to objective laws;
be energetic and dynamic and acting according to capabilities; focus on the present while
keep the future in view; take the whole situation into account and plan accordingly, and
make scientific reasoning; carry out in steps while give prominence to the emphasis;
prevent rushing headlong into mass action and oppose extravagance and waste; never
make things in chaos. Accelerate the changing of ideas, give more effort to opening to the
outside world, carry through the strategy of making the country strong through science
and technology and the strategy of sustainable development, integrate giving full play to
the rolc of market mechanism and doing well macro-adjustment and control, combine the
self-reliance spirit of cadres and masses of people of the western regions and the support
from all sides.

2). Key Tasks and Strategic Objectives. For the present and the years to come, the key
tasks of carrying out the development of China’s vast western regions are: speeding up
the construction of infrastructure facilitics; improving the protection and development of
environment; consolidating the basic status of agriculture, adjusting the structure of
industry, and developing characteristic tourism; developing undertakings of science and
technology, education, culture and sanitation. The objective is to achieve the
breakthrough progress in the construction of infrastructure facilities and environment of
the western regions and to make a good beginning of the development of the western
regions in 5 to 10 years. The western regions shall be built into a new one with
prosperous economy, advanced society, stable living, united nationalitics and beautiful
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sceneries at the middle period of the 21st century.

3) Key regions. The range in which policies on the development of the western are
applicable includes Chongqing Municipality, Sichuan Province, Guizhou Province,
Yunnan Province, Tibet Autonomous Region, Shangxi Province, Gansu Province,
Ningxia Hui Autonomous Region, Qinghai Province, Xinjiang Uygur Autonomous
Region, Inner Mongolian Autonomous Region and Guangxi Chuang Autonomous Region.
Carrying out the development of China’s vast western regions shall rely on the main
arteries of traffic like the Eurasia Continental Bridge, the Changjiang River Channel and
the South-west Access to the Sea, give full play to the role of central cities, connect the
units with lines and spread the experience gained at selected units to an entire arca to
form characteristic interregional economic areas of the West Longhai Lanxin Line, the
Upper Reaches of the Changjiang River, and the Nan(nin)-Gui(yang)-Kun(ming)area,
promote the development of other regions and carry forward the development of China’s
vast western regions step by step and with emphasis.

2. Policies on Increasing Financial Input

1). Increase Financial Input for Construction. Increase the proportion of central financial
construction funds used in the western regions. Under the condition that loans are granted
according to lending principles, state policy-related bank loans and preferential loans of
international financial organizations and foreign governments shall be arranged for
projects of the western regions as much as possible. The investment in major projects of
infrastructure construction of the western regions newly arranged by the state mainly
comes from central policy-related construction funds, other special construction funds,
bank loans and foreign investments, no gap of funds shall be left. The central authorities
shall raisc special funds for the development of the western regions by various means.
Relevant central departments shall show support to the western regions when drawing up
plannings and policies of the development of indusiries and arranging special funds. It is
encouraged to put enterprise funds into major construction projects of the westem
regions.

2) Give Priority to Construction Projects. Infrastructure facilities like irrigation works,
traffic and energy, development and utilization of superior resources, industrialization
projects of characteristic new- and high-tech and military technologics converted to
civilian productions shall have priority in the overall layout of the western regions.
Strengthen the build-up of corporate liability system, project capital system, project
bidding system, system of supervision and administration of project quality, system of
supervision and administration of project environment of the western regions, and the
prophase work of construction projects.

3). Increase Financial Transfer Payment. Increase the scale of general transfer payment to
the western regions step by step along with the growth of central financial power. Tilt in
favor of the western regions in the distribution of special aid funds for agriculture, social
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security, education, scicnce and technology, sanitation, birth control, culture and
environment protection. The arrangements of poverty-relief funds of central finance shall
put stress on the western poverty-stricken areas. The central finance shall pay most of the
aid funds and cash subsidies for the food, seeds and sprouts needed for the projects of
restoring forest and grassland from cultivated land, of natural forest protection, and that
of the control and treatment of sand carried out with the approval of the state. Local
financial revenue that is affected because of the implementation of projects of restoring
forest and grassland from cultivated land and natural forest protection shall get
appropriate aid from central finance.

4). Increase Financial Credit Support. Banks shall, according to the principle of
independence of commercial credit, increase credit input to the construction of basic
industries of the western regions, and put stress on supporting the construction of large
and medium-sized cnergy projects of railways, trunk line roads, clectric power, oil and
natural gas. Accelerate the evaluation and examination of projects of loans affiliated to
national debts to guarantee that the loans are in place as soon as possible according to the
construction schedule. As regard to projects of infrastructure facilities with large
investment and long construction period, the term of loan may be appropriately extended
according to the project’s construction cycle and repaying ability. The State Development
Bank shall increase the proportion of newly added loans used in the westem regions year
by year. Expand the scope of loans granted to the projects of infrastructure facilities,
whose rights to charge or the rights to earnings are held in pledge. Increase credit support
to the development of agriculture, cnvironment protection, superior industrics,
construction of small towns, technology reform of enterprises, new- and high-tech
enterprises and medium- and small-sized enterprises of the western regions. Actively
provide study-assist loans and loans for student apartments in the westem regions. Loans
for reconstruction of rural clectric power grid and key projects of large sums of loans for
superior industries shall be specially arranged by the parent bank of agriculture banks,
and direct loans from the parent banks of various commercial banks shall also be
arranged. Introduce banks of stock system to establish branch institutions in the western
regions step by step.

3. Policies on Improving Investment Environment

1). Make Efforts to Improve Soft Environment of Investment. Further the reform of
state-owned enterprises of the western regions, accelerate the establishment of the
modern enterprise system, and do a good job of strategic adjustment of the state ecconomy
and reorganization of asscts of statc-owned enterprises. Increase the support to
statc-owned enterprises of the western regions for. clearing debts and getting out of
difficulty, and for reorganization and reconstruction. Strengthen the foster and build-up of
commodity and element markets of the western regions. Actively lead non-public
economic sectors like individual economy and private economy of the western regions to
speed up development, and in principle, domestic enterprises of all kinds of systems of
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ownership are allowed to enter all investment areas that are open to foreign busincssmen
according to relevant laws and regulations. Accelerate the establishment of credit
guaranty system of and service institutions for medium- and small-sized enterprises.
Except the major and important projects of the state and projects with special provisions,
for all enterpriscs that invest cquity capital or bank loans in projects of industries
encouraged and allowed by the state, the project proposals and research reports of
feasibilities may be combined and submitted for approval according to prescribed
procedures, the preliminary designs and commencement reports may be free from the
examination and approval of govermnments, thus to simplify the procedures of the
examination and approval of projects with foreign investments. Further the conversion of
governmental functions, separate governmental functions from enterprise management,
reduce matters that nced examination and approval, simplify transaction procedures,
intensify the sense of service, eliminate administrative monopoly, regional blockade and
protection, strengthen administration by law and protect legal rights and interests of
consumers. Improve environment protection, prevent rash and repeated construction, and
close factories, mines and enterprises that produce inferior products, waste resources,
cause serious pollution and have no safe production conditions.

2) Implement Policies of Preferential Taxation. With regard to enterprises with domestic
investment and enterprises with foreign investment of industries encouraged by the state,
which are established in the western regions, business income tax shall be levied upon at
the rate with 15% reduction during a certain period. With the approval of people’s
governments of the provincial level, enterprises o f autonomous minority nationality arcas
may get reduction or exemption of business income tax regularly. With regard to the
establishment- of enterprises of traffic, clectric power, irrigation works, postal service and
broadcasting in the western regions, business income tax arc exempted for the first two
years, and half reduced for the third year. Income of agricultural specialties produced
from forests and grassland restored from cultivated land for the purpose of environment
protection may be exempted from agricultural specialty tax for 10 years. Land used for
construction of national highways and provincial highways in the western regions may be
exempted from cultivated land occupancy tax according to land used for construction of
railways and civil aviation. The people’s governments of provinces, autonomous regions
and municipalitics directly under the Central Government shall decide on whether the
land used for construction of other highways may be exempted from cultivated land
occupancy tax. With regard to the projects of industries encouraged for domestic
investment, industries encouraged for foreign investment and superior industries, when
importing advanced technical equipments for self-use within the total amount of
investment, customs duty and value-added tax in the link of import may be cxempted,
except those commoditics prescribed by the statc which shall not be exempted from tax.

3) Implement Preferential Policies on Land and Mincral Resources. With regard to
planting forests and grassland on barren hills and wastcland, and 10 restoring forests and
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grassland from cultivated land of the western regions, the policy of “who restores, plants
or operates, who has the right to the use of land and the ownership of the forests and
grassland” shall be implemented. Various economic organizations and individuals may
apply to use barren hills and wasteland owned by the state and conduct environment
protection construction like restoring vegetation of trees and grasses. On the condition
that construction investment and afforestation work have been in place, the right to the
use of statc-owned land may be obtained by assignment, fees for assignment may be
reduced or exempted, the right to the use of land shall remain unchangeable for 50 years,
the term may be extended based on application after expiration, and the right to the use of
land may be inherited and transferred with compensation. If it is necessary to take back
the right to the use of state-owned land because of state construction, compensation shall
be given according to law. Ecological forests restored from cultivated land that enjoy
state ration allowance shall not be felled. Strictly protect the basic farmland, and realize
the balance between occupancy and restoration of cultivated land. Further improve the
system of examination and approval of land used in construction, simplify procedures,
and promptly provide and protect land used in construction. Income from paid use of
current land which is used in construction of towns shall be used mainly in the
infrastructure construction of the towns. Increase policy support to the research,
cvaluation, exploration, development, protection and reasonable utilization of mineral
resources of thc western regions. Draw up policies and measures to promote legal
assignment and transfer of exploration right and exploitation right, and foster the mining
right market.

4) Adjust by the Mechanism of Price and Charge. Further the price reform, and further
increase the proportion of market in the adjustment of price. Set the price of “transmitting
gas from west to cast™ and “transmitting electricity from west to east” reasonably, and
establish the mechanism of price forming in the manufacturing and marketing links of
natural gas, electric power, oil and coal. Accelerate the steps of water price reform,
Increase water price to a reasonable level step by step according to the requirements of
water saving, and perfect the collection and administration of charges for water resources.
Strengthen unified administration of water resources of drainage arca, strictly implement
the system of planned use of water and distribution of water, and promotc rcasonable
utilization and deveclopment of water resources. Charge system of city sewage and
garbage disposal shall be carried out at large, and charges collected shall be specially
used in the disposal of sewage and garbage. Improve the pollution prevention and
protection of water resources of upper reaches of rivers and headwater areas. Operators
may independently set the price of airplane tickets of inter-provincial, provincial or
regional branch lines in the western regions. Special freightage may apply to railways
newly built in the western regions. Improve general postal service and telegraphic service
of'the western regions.

4. Policies on Expanding the Opening to the Outside World and Internal Areas.
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1). Further Expand Areas Opened to Foreign Investment. Encourage foreign businessmen
to invest in infrastructure construction and resource development like agriculture,
irrigation works, ecology, traffic, energy, city planning, environment protection, mineral
resources, tourism, etc, and encourage the establishment of technology research and
development centers. Expand service and trade areas of the western regions opened to the
outside world, extend experimental foreign investment units of banks, commercial retail
enterprises and foreign trade enterprises to municipalities directly under the Central
Government, provincial capitals and capital cities of autonomous regions, allow banks
with foreign investment of the western regions to run RMB business step by step, allow
foreign businessmen to invest in the western regions in telecommunication, insurance,
tourism, and to set up Sino-foreign equity joint accounting firms, law firms, enginecring
design enterprises, railway and highway freight transport enterprises, municipal public
enterprises and other enterprises of areas promised to open. Experimental units of some
arcas that are to be opened are allowed to start in the western regions before other places.

2) Further Widen Channels of Using Foreign Investment. Experimental units using
foreign investment by BOT in the western regions shall develop experimental units using
foreign investment by TOT. Allow projects with foreign investment to launch project
financing which includes RMB. Support enterprises with foreign investment of the
western regions that meet requirements to list in domestic and overseas stock markets.
Support enterprises of industries encouraged and allowed by the statc of the western
regions to attract foreign investment by transferring managerial authority, selling stock
equity, merger and reorganization. Actively explore ways of attracting foreign investment
like Sino-foreign equity joint industry funds and risk investment funds. Encourage
enterprises with foreign investment in China to reinvest in the western regions, and
reinvestment projects the foreign investment of which exceeds 25% shall enjoy the
treatments of enterprises with foreign investment. With regard to foreign businessmen
investing in infrastructure and superior industry projects in the western regions, the limit
of the proportion of foreign investment may be appropriately eased, and the proportion of
RMB loans for capital asscts investment provided by domestic banks may be
appropriately eased. Allow some projects of the western regions to increase the
proportion of foreign preferential loans in the total investment appropriately. When
superior industries and export-oriented projects of the western regions introduce in
advanced foreign technologies and equipments, the state shall give support in the
arrangement of the quota of foreign commercial loans. Actively make eftorts to give
priority to projects of the western regions in the arrangement of multilateral or bilateral
capital donations.

3) Energetically Develop Foreign Economy and Trade. Further enlarge the power of
enterprises to make decisions in foreign trade and operation, encourage developing the
export of superior products, foreign projects contracting and labor cooperation, investing
and establishing enterprises abroad especially in the neighboring countries, and ease the
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limit of personnel entry and exit. With regard to technologies and equipments in urgent
need for economic development of the western regions, proper consideration shall be
given in import administration. With regard to overseas tourists entering China in
important tourism cities of the western regions, landing visa and other policies of
convenient entry visa shall be implemented according to situations. Carry out more
preferential policies of border trade, ease limits on matters like drawback, business scope
of import and export commodities, import and export commodity quotas, license
administration and personnel entry and exit, promote the western regions and neighboring
countries to open markets mutually, and promote healthy development of economic and
technological cooperation with neighboring countries and areas.

4) Promote Regional Cooperation and Mutual Support. On the condition that repeated
constructions are prevented, the transfer of under-developed technologics and
cnvironment pollution are forbidden, strong measures shall be taken in aspects like
investment, finance, taxation, credit, economy and trade, industry and commerce, labor
and statistics to support enterprises of the east and middle regions to cooperate in various
forms in the western regions in investing and establishing enterprises, purchasing shares
and becoming shareholders, purchase and merger, and technology transfer. Under the
guidance of central and local governments, mobilize all forces of society to strengthen
mutual support between cast and west, further increasc support to the western
poverty-stricken areas and minority nationality areas, continue to promote the “Prosper

the Border Area and Enrich the People” Action. Develop various forms of regional .

economic cooperation centering on the key areas of the western development

5. Policies on Attracting Qualified Personnel and Developing Science and Technology,
and Education.

1) Attract and Wisely Use Qualified Personnel. Draw up policies in favor of the western
regions to attract and retain qualified personnel, and to encourage them to establish
business. Along with the reform of the wages system, provide allowance for tough and
remote areas, and increase the wages level of personnel of departments and institutions of
the western regions to be equal to or above the national average level step by step.
Relying on key tasks, major construction projects and important research topics, provide
favorable work and living conditions to attract domestic and foreign personnel with
professional talent to devote themselves in the western development. Reform the
domiciliary control system, allow residents of other regions, who go to the western
regions to make investments, run business and take part in the development, to keep their
registered permanent residences of original domiciles. For personnel who have legal and
fixed domicile in cities below the prefecture level (including cities of the prefecture level)
and small towns of the western regions, and have stable jobs or living incomes,
permanent residence in the towns may be registered based on their own wills. Encourage
reasonable transfer of spare agriculture labor force and reasonable inter-regional
population flow. Expand exchange of cadres between the east and western regions.

7
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Relevant central departments, universities and colleges, and research institutions of the
cast regions shall increase intellectual service and personnel support provided to the
westemn regions. Increase the introduction of foreign talents to the western regions.
Relying on relevant central departments and coastal economically developed areas,
strengthen the foster of leaders and cadres, cadres of minority nationalities of the western
regions and the training of civil servants, professional technological personnel and
enterprises managerial personnel.

2) Bring the Leading Role of Science and Technology into Full Play. Give more support
tilting to the western regions in all kinds of planned science and technology funds, and
increase the amount of science and technology funds used in the western regions step by
step. Centening on the key tasks of the development of western regions, strengthen the
build-up of science and technology capacity, organize brainstorm projects of key
technologies of commonness, speed up the spread and application of important
technological achicvements and the pace of industrialization. Support the development of
the industrialization of military technologies converted to civilian productions. Support
research institutions, colleges and universities of the western regions to strengthen
characteristics application research and basic rescarch. Further the reform of science and
technology system, accclerate the transformation of research institutions engaged in
application research to enterprises, strengthen the association of production, study and
research, promote the close integration of science and technology and economy. Allow
and increase the proportion of development expenses drew from the sales amount by
cnterprises of the western regions. Give more support of innovation funds for small- and
medium-sized science and technology enterprises to projects, which meet the
requirements, of the western regions. Simplify the registration of industry and commerce,
and increase the upper limit of the proportion of stock equity, option and intellectual
property in the total capital when science and technology personnel establish science and
technology enterprises in the western regions,

3} Increase Educational Input. Continue to carry out compulsory education projects in the
poverty-stricken areas, give more support of the state to compulsory education in the
western regions, increase funds input and make cfforts to speed up the realization of
nine-year compulsory education. Give support to the construction of universities and
colleges of the western regions, and the universities and colleges in the east and middle
regions are encouraged to expand the scale of enrollment of the students from the western
regions. Strengthen the project of mutual support of schools of the east regions to schools
of western poverty-stricken areas, and the project of mutual support of schools of large
and middle sized cities of the western regions to schools of rural depressed areas. Build
up long-distance education system in the western regions. Strengthen the education and
training of grassroots cadres and peasants of scientific, technological and cultural
knowledge.

4) Strengthen the Construction of Cultural and Sanitary Establishments. Staie planned

8




Public
File 124

Annex D.8.AD6-1

subsidies for construction of local cultural establishments, investment for broadcasting
and television establishments and cultural relics, shall tilt in favor of the western regions.
Further carry out economic policies for state cultural propaganda units to prosper
literature creations. Carry forward “Village to Village” construction of broadcasting and
television establishments of natural villages, further expand the effective coverage of
broadcasting and television. Promote the development of cultural undertakings of border
areas and munority nationality areas. Support the cultural build-up and spiritual
civilization build-up of the western regions. Give more support to the sanitary and birth
control build-up of the western regions, put stress on establishing and perfecting the
primary health care system of rural areas.

The Office of the Development of Westemn Regions of the State Council shall, jointly
with relevant departments, act promptly to study and work out relevant detailed rules of
the policies or opinions on implementation according to the above policies and measures,
and promulgate and put them into effect with the approval of the Statc Council.
Governments of all levels of the western regions shall implement unified policics on the
development of China’s vast western regions according to the provisions of the state.

The above policies and measures mainly apply to the current time and 10 years (year
2001 to 2010) to come from now on, and will be further perfected with the
implementation of the strategy of the development of China’s vast western regions. All
policies, measures and the detailed rules of them prescribed shall come into force as of
Jan.1.2001.
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Order of the State Council of the People’'s Republic of China
(No. 512)

The Reguiation on the Implementation of the Enterprise Income Tax Law of the People’s
Republic of China has been adopted by the State Council at the 197th executive meeting
on November 28, 2007 and is hereby promulgated for effect as of January 1, 2008.

Premier Wen Jiabao
December 6, 2007

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

Chapter | General Provisions

Article 1 The present Regulation is formulated pursuant to the Enterprise Income Tax
Law of the People’s Republic of China (hereafter the “EIT Law").

Article 2 The terms “sole proprietorship™ and “pantnership” as used in Article 1 of the EIT
Law shall be a sole proprietorship or partnership established under the laws and
administrative regulations of China.

Article 3 The term “enterprises lawfully established within China” as described in Article 2
of the EIT Law shall include the enterprises, public institutions, socia! bodies and other
organizations with income established within the territory of China under the laws and
administrative regulations thereof.

The term “enterprises established under the laws of any foreign country (region)” shall
include the enterprises and other organizations with income established under the laws of
any foreign country (region).

Article 4 The term “actual management institution” as used in Article 2 of the EIT Law”
shall refer to an institution that conducts substantial and all-round management and
control with respect to the production, operations, personne!, finance, property, etc. of the
enterprise.

Article 5 The term “institutions and establishments” as used in Article 2, Paragraph 3, of
the EIT Law shall refer to the institutions and establishments that conduct production
activities and business operations within the territory of China, including:

(1) management institutions, operational institutions, and offices;
(2) factories, farms, and places for the exploitation of natural resources;

(3) establishments for the provision of labor services;
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(4) establishments for engineering operations with respect to construction, installation,
assembling, repairing, and surveying, etc.;

(5) other institutions and establishments where production activities and operations are
carried out.

Where a non-resident enterprise entrusts any agent to carry out production activities or
business operations within the territory of China, including the entrustment of any entity or
individual to sign contracts on its behalf to handle the warehousing or delivery of goods,
etc., such agent shall be regarded as an institution or establishment of the nonresident
created within China.

Article 6 The term “income” as used in Article 3 of the EIT Law shall include the income
from the sale of goods, income from the provision of labor services, income from the
transfer of property, income from equity investment such as dividend and bonus, interest
income, rental income, income from franchise royalties, income from accepting donations,
and other income.

Article 7 The term “income from sources within and without China” as used in Article 3 of
the EIT Law shall be determined under the following principles:

(1) Income from the sale of goods shall be determined according to the place where the
transaction is carried out;

(2) Income from the provision of labor services shall be determined according to the
place where labor services are provided;

(3) With regard to income from the transfer of property, the income from the transfer of
real property shall be determined according to the place where such real property is
situated, while the income from the transfer of personal property shall be determined
according to the place where the enterprise or institution of establishment that transfers
the property is located, and the income from the transfer of equity investment assets shall
be determined according to the place where the invested enterprise is located;

(4) Income from equity investment such as dividend and bonus, etc., shall be
determined according to the place where the enterprise that distributes the income is
located;

(5) Interest income, rental income, and income from franchise royalties shall be
determined according to the place where the enterprise, institution or establishment that
pays the income is located or according to the place where the abode of the individual that
pays the income is located;

(6) Other income shall be determined by the competent department of treasury or
taxation of the State Councit.

Article 8 The term “actual connection” as used in Article 3 of the EIT Law refers to the
connection whereby the institution or establishment set up by a nonresident within the
territory of China acquires its equity or credit, or owns, manages or controls its property,
etc.
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Chapter |l Taxable Amount
Section | General Provisions

Article 9 The calculation of the taxable amount of an enterprise shall be based on the
principles of the accrual method of accounting. The current incomes and expenditures
shali be treated as current incomes and expenditures notwithstanding whether they have
been received or paid; incomes and expenditures that are not current shall not be treated
as current incomes and expenditures even the payment in question has been currently
made, unless it is otherwise provided for by the present Regulation or the competent
department of treasury or taxation of the State Council.

Article 10 The term “losses” as used in Article 5 of the EIT Law refers to the amount
which is less than zero resulting from the total amount of income of a certain taxable year
less the tax-exempt incomes, tax-free incomes, and other various deductions.

Article 11 The term “liquidation income™ as used in Article 55 of the EIT Law refers to the
amount of total cashable values or transaction price less the net value of assets,
liquidation expenses, and other relevant taxes and expenditures, etc.

The residual assets that an investor obtains from the liquidated enterprise to which the
part that should be distributed but has failed to be distributed from the accumulated
undistributed profits and accumulation funds of the liquidated enterprise shall be
determined as income from dividend; the part of remaining assets that is greater or
smaller than the investment cost after subtracting the aforesaid dividend income shall be
determined as income or loss from the transfer of investment assets

Section Il Income

Article 12 The "monetary forms whereby an enterprise obtains income" as used in Article
6 of the EIT Law include cash, bank deposits, receivable accounts, receivable
instruments, bond investment to be held until maturity, and relief of obligation, etc.

The “non-monetary forms whereby an enterprise obtains income" as used in Article 6 of
the EIT Law include fixed assets, biological assets, intangible assets, equity investments,
inventories, bond investments not to be held until maturity, tabor services, and other
relevant rights and interests, etc.

Article 13 The term “income an enterprise obtains in non-monetary forms” as used in
Article 6 of the EIT Law shall be determined according to the arm’s length value.

The *arm's length value” as used in the preceding paragraph refers to the value
determined according to the market value.

Article 14 The term “income from the sale of goods” as used in Article 6 (1) of the EIT

Law shall refer to the income an enterprise obtains from the sale of commodities,
products, raw materials, packaging materials, low-value perishables, and other
inventories, etc.
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Article 15 The term “income from the provision of labor services” as used in Article 6 (2)
of the EIT Law shall refer to the income an enterprise obtains from the construction,
installation, reparation, fixing, transportation and traffic, warehousing and lease, finance
and insurance, post and telecommunications, consultation and brokerage, cultural and
sports activities, scientific research, technical services, educational trainings, catering and
lodging. intermediary services, health and medical services, residential community
services, travel, entertainment, processing, and other labor services, etc.

Article 16 The term “income from the transfer of property” as used in Article 6 (3) of the
EIT Law refers to the income an enterprise obtains from the transfer of fixed assets,
biological assets, intangible assets, equity, credits, etc.

Article 17 The term “income from equity investment such as dividend and bonus, etc.” as
used in Article 6 (4) of the EIT Law refers to the income an enterprise obtains from the
invested party due to equity investment.

The income from equity investment such as dividend and bonus, etc. shall be realized out
of the income of the date when the invested party makes the decision of profit distribution,
unless it is otherwise provided for by the competent treasury or taxation department of the
State Council.

Article 18 The term “income from interest™ as used in Article 6 (5) of the EIT Law refers to
the income obtained by an enterprise by providing capital to any other person for use
without constituting equity investment or income arising from any other person's use of the
enterprise’s capital, including interest of bank deposits, loan interest, debenture interest,
arrearage interest, etc. '

Interest income shall be realized out of the income on the date as stipulated by contract
for the debtor to pay interest.

Article 19 The term "rental income” as used in Article 6 (6) of the EIT Law refers to the
income obtained by an enterprise from the right to use its fixed assets, packaging
materials or any other tangible properties.

Rental income shall be realized out of the income of the date as stipulated by contract for
the tenant to pay rent. )

Article 20 The term “franchise royalties” as used in Article 6 (7) of the EIT Law refers to
the income from obtained by an enterprise by providing the right to use its patents,
know-how, trademarks, copyrights, or any other franchised rights.

Income from franchise royalties shall be realized out of the income of the date as
stipulated by contract for the user of franchised right to pay franchise royalties.

Article 21 The term “income from donations” as used in Article 6 (8) of the EIT Law refers
to the monetary assets and non-monetary assets an enterprise receives gratuitously
donated by any other enterprise, organization or individual.




Income from donations shall be realized out of the income of the day when the donated
asset is actually received.

Article 22 The term “other income" as used in Article 6 (9) of the EIT Law refers to the
income other than those as described in Article 6 (1) through (8) of the EIT Law that an
enterprise obtains, including income from the excess assets of the enterprise, income
from the overdue deposits for packaging materials that fails to be refunded, the payable
items that cannot be paid, the receivables that are received after being treated as bad
debt, income from the restructuring of debts, income from subsidies, income from
damages, income from foreign exchange rates, etc.

Article 23 The income arising from the production activities and business operations of
an enterprise as described below may be realized by installments:

(1) In the sale of goods by instaliments, the income shall be realized on the date of
payment as stipulated in the contract; ’

(2) In the entrusted processing and making of large machines, equipment, vessels,
aircrafts, or the provision of engineering services such as construction, installation, or
assembling, etc. or the provision of any other labor services which lasts for 12 months or
more, the income shall be realized according to the accomplished portion within the
taxable year;

Article 24 Where income is obtained by means of sharing products, income shall be
realized on the date fixed for the enterprise to share products, and the amount of income
shall be determined pursuant to the arm's length value of the products.

Article 25 Where an enterprise exchanges any non-monetary asset, or uses any goods,
asset or labor services for purposes of donation, clearance of debts, sponsoring,
fund-raising, advertising, samples, employee welfare, or profit distribution, etc., it shall be
regarded as a sale of goods, transfer of property, or provision of labor services, unless it is
otherwise provided for by the competent department of treasury or taxation of the State
Council.

Article 26 The term “fiscal allotments” as used in Article 7 (1) of the EIT Law shali refer to
fiscal capital allotted by the people’'s government at various levels to the organizations,
such as public institutions and social bodies, that are included in the budgetary
management unless it is otherwise provided for by the State Council or the competent
department of treasury or taxation of the State Council.

The term “administrative charges” as used in Article 7 (2) of the EIT Law refers to the fees
charged to the specified persons and incorporated into fiscal management according to
the relevant provisions of laws or regulations and upon the approval obtained by following
the procedures of the State Council in the process of conducting social public
management or providing specified public services to citizens, legal persons or other
organizations.
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The term “governmental funds” as used in Article 7 (2) of the EIT Law refers to the fiscal
capital that an enterprise collects on behalf of the government according to the relevant
provisions of laws and regulations for the use of specified purposes.

The term "other tax-free income as provided for by the State Council” as used in Article 7
(3) of the EIT Law refers to the fiscal capital an enterprise obtains upon the approval of the
State Council to be used for the specified purposes as determined by the competent
department of treasury or taxation of the State Council.

Section Il Deductions

Article 27 The term ‘expenses” as used in Article 8 of the EIT Law shall refer to the
expenses directly related to the obtainment of income.

The term “reasonable expenses” as used in Article 8 of the EIT Law shall refer to the

.normal and necessary expenses that are in line with the rule of production and business
operations and that shall be counted into the current profits and losses or retevant capital
costs.

Article 28 The expenses of an enterprise are classified into revenue-related expenses
and capital-related expenses. Revenue-related expenses shall be deducted in the current
accounts, while capital-related expenses shall be deducted by installments or included in
the relevant capital costs and may not be directly deducted in the current accounts.

The expenses or property arising from the use of the tax-free income of an enterprise shall
not be deducted and may not be depreciated or amortized.

Unless it is otherwise differently provided for in the EIT Law or the present Regulation, the
costs, expenses, taxes paid, losses and other expenditures actually incurred by an
enterprise may not be repeatedly deducted.

Article 29 The term “cost” as used in Article 8 of the EIT Law refers to the sales costs,
write-off costs, business expenditures and other expenditures incurred by an enterprise in
its production activities and business operations.

Article 30 The term “expenses” as used in Article 8 of the EIT Law refers to the sales
expenses, management expenses and financial expenses incurred by an enterprise in its
production activities and business operations with the exception of those that have
already been included in the cost.

Article 31 The term “taxes paid” as used in Article 8 of the EIT Law refers to the various
taxes and surtaxes incurred by an enterprise other than the enterprise income taxes and
value added taxes that are deductible.

Article 32 The term “losses” as used in Article 8 of the EIT Law refers to the loss or
destruction of fixed assets and inventories, loss arising from discarding anything as
useless, loss from the transfer of property, loss from bad debt, loss from force majeure
such as natural disaster, etc. and other kinds of loss.
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The surplus of losses incurred to an enterprise after subtracting the compensations made
by the person heid to be liable and the compensations made by insurance shall be
deducted under the provisions of the competent treasury and taxation departments of the
State Council.

Assets that have already been treated as loss shall be counted into the current income if
they are recovered in full or in part during any subsequent taxable year.

Article 33 The term “other expenditures” as used in Article 8 of the EIT Law refers to the
reasonable and related expenditures incurred by an enterprise in its production activities
and business operations other than the costs, expenses, taxes paid, and losses.

Article 34 The expenses arising from the payment of reasonable salaries and wages
shall be allowed for deduction.

The term “salaries and wages” as used in the preceding paragraph refers to the
remunerations for labor represented in monetary and non-monetary forms paid by an
enterprise during a tax year to its staff members and employees, including basic salaries,
bonuses, subsidies, allowances, year-end additional salaries, overwork wages, and any
other expenses relating to the work or employment of its staff members.

Article 35 The basic social insurance premiums and housing accumulation funds which
an enterprise pays for its staff members according to the scope and rates as provided for
by the relevant competent departments of the State Council or the provincial people’s
government, e.g., basic old-age insurance premiums, basic medical insurance premiums,
unemployment insurance premiums, work-related injury insurance premiums, and birth
insurance premiums, etc., are allowed to be deducted.

The supplementary old-age insurance premiums and supplementary medical insurance
premiums that an enterprise pays for investors or staff members may be deducted within
the scope and according to the rates as set down by the competent departments of
treasury and taxation of the State Council.

Article 36 The commercial insurance premiums that an enterprise pays for its investors or
staff members shall not be deducted except for the personal security insurance premiums
an enterprise pays for its staff members engaging in special occupations under the
relevant provisions of the state and other commercial insurance premiums that are
deductible under the relevant provisions of the competent departments of treasury and
taxation of the State Council.

Article 37 The reasonable loan expenses incurred by an enterprise in its production
activities and business operations that are not required to be capitalized are deductible.

Where an enterprise borrows any loan for purposes of purchasing or creating fixed assets
or intangible assets and inventories that cannot enter into the scheduled marketability
state untit 12 months later or more, the reasonable expenses arising from such loans in
the process of purchasing or creating relevant assets shall be treated as capital




Public
File 108

expenditure and be incorporated into the cost of relevant capital, and shall be deductible
under the present Regulation.

Article 38 The interest expenses incurred by an enterprise in its praduction activities and
business operations are deductible:

(1) interest expenses for the loans borrowed by a non-financial enterprise from a
financial enterprise, the interest expenses for the various deposits of financial enterprises,
the interest expenses for inter-bank loans, and the expenses for the debentures issued. by
an enterprise upon approval;

(2) the portion of interest expenses for the loans borrowed by a non-financial enterprise
from another non-financial enterprise that do not exceed the amount calculated at the
interest rates for an identical kind and identical term of a financial enterprise.

Article 39 The foreign exchange losses incurred by enterprise in monetary exchanges
from the conversion of any non-renminbi monetary assets or obligations into current
renminbi at the term-end medium exchange rate are deductible except for the portion that
has already been incorporated into the relevant capital costs and the portion that relates to
the profit distribution to owners.

Article 40 The employee welfare expenses incurred by an enterprise are deductible to
the extent that it does not exceed 14% of the total amount of salaries and wages.

Article 41 The labor union funds allocated by an enterprise are deductible to the extent
that they do not exceed 2% of the total amount of salaries and wages.

Article 42 The expenses for the education of staff members incurred by an enterprise are
deductible to the extent that they do not exceed 2.5% of the total amount of salaries and
wages unless it is otherwise different provided for by the State Council. The excess may
be carried forward to future years for deduction.

Article 43 The expenses for business entertainment incurred by an enterprise relating to
its production activities and business operations shall be deducted to the extent of 60% of
the actually incurred amount but not more than 5% of the sales revenue of the current
year.

Article 44 The qualified expenses for advertising and publicity incurred by an enterprise
shall be deductible to the extent of not more than 15% of the sales revenue of the current
year unless it is otherwise differently provided for by the competent department of treasury
or taxation of the State Council. The excess may be carried forward to future years for
deduction.

Article 45 The funds an enterprise draws for the special use of environmental protection,
ecological recovery pursuant to the relevant provisions of the laws and administrative
regulations shall be deductible. The aforesaid special funds shall not be deductible if their
purpose of use is changed after being drawn.
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Article 46 The insurance premiums that an enterprise pays according to the prescribed
rates for the insurance of property shall be deductible.

Article 47 The rentals that an enterprise pays for renting fixed asselts as required by its
production activities and business operations shall be deducted in the foltowing methods:

(1) The rental expenses incurred from the renting of fixed assets by means of
operational lease shall be evenly deducted in proportion to the term of lease;

(2) The rental expenses incurred from the renting of fixed assets by means of financing
lease shall be deducted by installments to the extent of the portion of financing that forms
a part of the fixed asset value for which depreciation shall be reserved.

Article 48 The reasonable expenses for labor protection incurred by an enterprise shall
be deductible.

Article 49 The management fees paid by one enterprise to another, the rentals and
franchise royalties paid among the operational institutions within an enterprise, and the
interest paid among the business offices of a non-financial enterprise shall not be
deductible.

Article 50 The institutions and establishments created within the territory of China by a
non-alien enterprise may deduct the relevant expenses incurred by its overseas
headquarters relating to the production activities and business operations of such
institution or establishment provided that it is able to provide certification documents
issued by the headguarters with respect to the scope of expenses collection, rationing,
basis and method of distribution, etc., and provided that they are reasonably apportioned.

Article 51 The term “public interest donations” as used in Article 9 of the EIT Law refers to
the donations made by an enterprise via public interest social bodies or the people's
government on the county level or the instrumentalities thereof to the public interest
undertakings as prescribed in the Law of the People’s Republic of China on Donation to
the Public Interest Undertaking.

Article 52 The term “public interest social bodies™ as used in Article 51 of the present
Regulation refers to such social bodies as foundations, charity organizations, etc. that
concurrently meet the following conditions:

(1)  being lawfully registered and having the status of a legal person;

(2) serving the purpose of promoting public interest and not taking profit-making as its
purpose;

(3) all the assets and increments belonging to the legal person;

(4) the proceeds and operational surplus being used mainly for the cause that meets
the purpose of establishment of the legal person in question;

(5) the surplus property after the termination of the enterprise not belonging to any
individual or profit-making organization;
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(6) refraining from engaging in any business that has nothing to do with its purpose of
establishment;

{7) having a perfect financial and accounting system;

(8) the donator not participating in the distribution of the property of the social body in
any way;

(9) other conditions as prescribed by the departments of treasury and taxation of the
State Council in collaboration with the civil affairs department of the State Council in
charge of the administration of the registration of social bodies.

Article 53 The public interest expenditures incurred by an enterprise are deductible to the
extent that they do not exceed 12% of the annual total amount of profits of the enterprise.

The annual total amount of profits refers to the annual accounting profits of the enterprise
calculated under the uniform accounting system of the state.

Article 54 The term “sponsor expenditures” as used in Article 10 of the EIT Law refers to
the various non-advertising expenditures incurred by an enterprise that have nothing to do
with its production activities or business operations.

Article 55 The term “reserve expenditures having not been assessed” as used in Article
10 (7) of the EIT Law refers to the reserved expenditures that do not meet the relevant
provisions of the competent departments of treasury and taxation of the State Council,
such as the depreciation reserves and risk reserves for the various assets, etc.

Section IV Tax Treatment of Assets

Article 56 The various assets of an enterprise, including fixed assets, biological assets,
intangible assets, long-term expenses to be amortized, investment assets, inventories,
etc., shall take their historical cost as the basis of taxation.

The term “historical cost” as used in the preceding paragraph refers to the expenses
actually incurred by an enterprise so as to acquire the item of asset in question.

Where, during an enterprise’s holding various assets, any of the assets appreciates or
depreciates, it may not adjust the basis of taxation of such asset except for those for which
losses and profits may be recognized under the relevant provisions of the departments of
treasury and taxation of the State Council.

Article 57 The term “fixed asset" as used in Article 11 of the EIT Law refers to the
non-monetary assets held by an enterprise for the making of products, provision of labor
services, or for lease or operational management the use life of which exceeds 12
months, including premises, building, machines, mechanics, means of transportation, and
other equipment, means, and tools, etc. relating to production activities and business
operations.

Article 58 The basis of taxation of a fixed asset shall be determined in the following
methods:
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(1) for purchased fixed assets, the basis of taxation shall be the purchase price, the
relevant taxes and surcharges paid, and other expenses directly attributable to making the
said asset realize the predetermined purpose of use;

(2) for self-built fixed assets, the basis of taxation shall be the expenses incurred before
the final settlement upon completion of the assets in question;

(3) for fixed assets obtained through financing lease, the basis of taxation shall be the
total amount of price stipulated in the lease contract and the relevant expenses incurred
by the lessee in the process of concluding the lease contract. If the total price is not
stipulated in the lease contract, the basis of taxation shall be the arm's length price of the
assets and the relevant expenses incurred by the lessee in the process of concluding the
lease contract;

(4) for fixed assets arising from inventory gains, the basis of taxation shall be the total
value for replacing them with similar fixed assets;

(5) for fixed assets obtained through donations, investment, exchange of non-monetary
assets, restructuring of obligations, etc. the basis of taxation shall be the arm’'s length
value of the assets in question plus the relevant taxes and fees paid;

(6) for rebuilt fixed assets, the basis of taxation shall be expenses as set forth in Article
13 (1) and (2) of the EIT Law augmented by the rebuilding expenditures incurred in the
process of rebuilding.

Article 59 The depreciation of fixed assets calculated under the straight-line method are
deductible.

An enterprise shall calculate depreciations as of the next months after a fixed asset is
placed into use. Where a fixed asset is no longer used, the depreciation thereof shall be
terminated as of the next month after the month when its use is terminated.

An enterprise shall reasonably determine the predicted net residual value of a fixed asset
according to the nature and use of the fixed asset in question. Once the predicted net
residual value of the fixed asset is determined, it shall not be changed.

Article 60 Unless it is otherwise differently provided for by the competent department of
treasury and taxation of the State Council, the minimum number of years for calculating
the depreciation of a fixed asset shall be:

(1) premises and buildings, 20 years;

(2) airplanes, trains, ships, machines, mechanical appliances, and other production
equipments, 10 years;

(3) means, tools, and furniture relating to production activities or business operations, 5
years;

(4) other means of transportation than airplanes, trains, and ships, 4 years;

(5) electronic appliances, 3 years.
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Article 61 For an enterprise engaging in the exploitation of mineral resources such as oil
and natural gas, the method for calculating the loss and depreciation of the expenses and
relevant fixed assets incurred before the commercial production starts shall be separately
set forth by the competent department of treasury and taxation of the State Council.

Article 62 The basis of taxation of a productive biological asset shall be determined in
either of the following ways:

(1) inthe case of a purchased productive biological asset, the basis of taxation shall be
the purchase price plus the relevant taxes and fees paid;

(2) in the case of a productive biologica! asset obtained by means of donation,
investment, exchange of non-monetary assets, restructuring of obligations, etc., the basis
of taxation thereof shail be the arm's length value of the asset in question plus the relevant
taxes and fees paid.

The term “productive biological asset” as used in the preceding paragraph refers to the
biological assets held by an enterprise for the purpose of producing agricultural products,
providing labor services or as a result of lease, etc., including economic forests, forests
used for firewood and charcoal purposes, productive animals, and labor animals, etc.

Article 63 The depreciation of a productive biological asset calculated under the
straight-line method are deductible.

An enterprise shall calculate depreciations as of the next month after the month when a
productive biological asset is put into use. Where a productive biological asset is no longer
used, the depreciation thereof shall be terminated as of tﬁe next month after the month
when its use is stopped.

An enterprise shall reasonably determine the predicted net residual value of a productive
biological asset according to the nature and use of the productive biological asset in
question. Once the predicted net residual value of the productive biological asset is
determined, it shall not be changed.

Article 64 The minimum number of years for the calculation of depreciation of a
productive biological asset shall be:

(1) inthe case of productive biological asset falling into the category of woods, 10 years,
(2) inthe case of productive biological asset falling into the category of animals, 3 years.

Article 65 The term “intangible asset™ as use in Article 12 of the EIT Law refers to the
non-monetary long-term assets without a physical form which are held by an enterprise for
purposes of producing products, providing fabor services, lease, or operational
management, etc., including patent rights, trademark rights, copyrights, land use rights,
know-how, going concern, etc.

Article 66 The basis of taxation of an intangible asset shall be determined under the
following methods:
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(1) in the case of purchased intangible assets, the basis of taxation shall be the
purchase price, the relevant taxes and fees paid and other expenses directly attributable
to making the said asset reaching the predetermined purposes of use;

(2) in the case of self-developed intangible assets, the basis of taxation shall be the
expenses incurred, in the process of development, after the said asset has met the
conditions of capitalization but before the predetermined purpose of use is reached;

(3) in the case of intangibles obtained though donations, investments, exchange of
non-monetary assets, restructuring of obligations, etc., the basis of taxation shall be the
arm’s length value of the said asset plus the relevant taxes and fees paid

Article 87 The amortized expenses of an intangible asset calculated under the
straight-line method are deductible.

An intangible asset shall be amortized for no less than 10 years.

Where, in the case of an intangible asset used as an investment or in the case of an
donated intangible asset, a fixed number of years for its use is stipulated in any law or
contract, it may be amortized pursuant to the prescribed or stipulated number of years.

The expenses arising from the purchasing of going concern shall be deductible when the
enterprise is transferred as a whole or is liquidated.

Article 68 The term “rebuilding expenses of a fixed asset” as used in Article 13 (1) and (2)
of the EIT Law refers to the expenses resulting from changing the structure of a premise
or building or extending the use life thereof.

The expenses as set forth in Article 13 (1) of the EIT Law shall be amortized within the
number of years the fixed asset is predicted to be usable. The expenses as set forth in
Article 13 (2) shall be amortized by installments within the remaining term of lease as
stipulated in the contract.

Where the life of a fixed asset is extended, the number of years of depreciation shall be
extended appropriately unless it falls within the provisions of Article 13 (1) and (2) of the
EIT Law.

Article 89 The term "expenses for the major reparation of a fixed asset” as used in Article
13 (3) of the EIT Law refers to the expenses that concurrently meet the following
conditions:

(1) the reparation expenses attain to 50% of the basis of taxation of the fixed asset
when it was gained,;

(2) thelife of use of the post-preparation fixed asset is extended for two or more years.

The expenses as set forth in Article 13 (3) of the EIT Law shall be amortized by
installments within the years such fixed asset is usable.

Article 70 The “other expenses that should be treated as long-term amortizations” as
used in Article 13 (4) of the EIT Law shall be amortized by installments as expenses for




long-term amortization for no less than three years as of the next month after the expense
is incurred.

Article 71 The term “investment assets” as used in Article 14 of the EIT Law refers to the
assets formed by an enterprise through external equity investments or bond investments.

When an enterprise transfers or disposes of its investment assets, the cost of the
investment assets are deductible.

The cost of an investment asset shall be determined under the following methods:

(1) inthe case of an investment asset obtained by paying cash, the cost shall be the
purchase price;

(2) inthe case of an investment asset obtained by any other means than the payment of
cash, the cost shall be the arm’s length value of the asset in question plus the relevant
taxes and fees paid.

Article 72 The term “inventory” as used in Article 15 of the EIT Law refers to the products
or commodities an enterprise holds for sale, the products being made in the process of
production, and the materials and stuff used in the process of production or provision of
labor services.

The cost of an inventory shall be determined under the following methods:

(1) in the case of an inventory obtained by paying cash, the cost shail be the purchase
price;

(2) inthe case of an inventory obtained by any other means than the payment of cash,
the cost shall be the arm’s length value of the asset in question plus the relevant taxes and
fees paid.

(3) in the case of agricultural products obtained from productive biological assets, the
cost shall be the necessary expenditures incurred in the process of producing or
harvesting, such as the cost of materials, human cost, and apportioned indirect expenses,
etc.

Article 73 For the method of calculating the cost of inventories an enterprise uses by
itself or sells, it may use either the “first in, first out” method, or the weighted average
method, or the individual pricing method. Once a method is chosen, it shall not be
changed.

Article 74 The terms “net value of asset” as used in Article 16 and “net value of property”
as used in Article 19 of the EIT Law refer to the balance obtained from the basis of
taxation of the relevant asset and property after deducting the depreciations, losses,
amortizations, reserves, etc. pursuant to the relevant provisions.

Article 75 Unless it is otherwise differently provided for by the competent department of
treasury or taxation of the State Council, an enterprise shall, in the process of
restructuring, realize its gain or loss arising from the transfer of the relevant assets when
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the transaction is conducted, and the basis of taxation of the relevant assets shall be
determined anew pursuant to the transaction price.

Chapter Ill. Tax Amount

Article 76 The formula for calculating the tax amount as provided for in Article 22 of the
EIT Law is:

Tax amount = taxable amount x applicable rate — amount of tax reduction and exemption —
tax credit

The amount of tax reduction and exemption and the amount of tax credit as used in the
formula are the amount of taxes that are reduced, exempted or credited under the EIT
Law and the tax preferential policies of the State Council.

Article 77 The term “amount of income taxes paid overseas” as used in Article 23 of the
EIT Law refers to the amount of taxes in the nature of income tax that an enterprise is due
for the incomes sourced outside of China pursuant to the foreign tax laws and regulations
and has in effect paid.

Article 78 The term “amount of deduction and exemption™ as used in Articte 23 of the EIT
Law refers to the amount of taxes as calculated under the EIT Law and the present
Regulation for the enterprise’'s income sourced outside of China. Unless it is otherwise
differently provided for by the competent department of treasury or taxation of the State
Council, the amount of deduction and exemption shall calculated without regard to the
different countries (regions), and the formula of calculation is:

Amount of deduction and exemption = total amount of taxes calculated under the EIT Law
and the present Regulation for the incomes sourced both inside and outside of China x
taxable amount for the income sourced from a certain country (region) + total amount of
taxable income sourced both inside and outside China

Article 79 The term “five years” as used in Article 23 of the EIT Law refers to the
consecutively five years as of the year following the year when the amount of taxes in the
nature of income tax for the income sourced outside of China which an enterprise has paid
exceeds the amount of deductions and exemptions.

Article 80 The term “direct control” as used in Article 24 of the EIT Law refers to an equity
of 20% or more a resident enterprise directly holds in a foreign enterprise.

The term “indirect controi” as used in Article 24 of the EIT Law refers to an equity of 20%
or more a resident enterprise indirectly holds in a foreign enterprise, the specific measures
for the determination of which shall be separately formulated by the competent
departments of treasury and taxation of the State Council.

Article 81 When an enterprise makes credit against any income taxes as provided for in
article 23 or 24 pursuant to the EIT Law, it shall provide the relevant proof of tax payment
issued by the foreign tax authority for the year when the tax amount is due.
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Chapter IV Preferential Tax Policies

Article 82 The term “interest income from treasury bonds" as used in Article 26 of the EIT
Law refers to the interest income arising from the treasury bonds an enterprise holds
issued by the treasury department of the State Council.

Article 83 The term “qualifying proceeds from equity investment such as dividends and
bonuses between resident enterprises” as used in Article 26 (2) of the EIT Law refers to
the investment proceeds obtained by a resident enterprise from its direct investment in
any other resident enterprises. The term “proceeds from equity investment such as
dividends and bonuses” as used in Article 26 (2) and (3) of the EIT Law shall not include
the investment proceeds from stock publicly issued and trade on a stock exchange which
is consecutively held by a resident enterprise for not more than 12 months.

Article 84 The term “qualifying not-for-profit organizations” as used in Article 26 (4) of the
EIT Law refers to the organizations that concurrently meet the following conditions:

(1) having completed the registration for not-for-profit organizations according to law;
(2) engaging in public interest activities or not-for-profit activities;

(3) theincomes obtained are all used for the public interest or not-for-profit undertaking
as registered, approved, or stipulated in the charter with the exception of the reasonable
expenses relating to the organization in question;

(4) the properties and the fruits thereof are not to be distributed;

(5) pursuant to the registration, approval or stipulations of the charter, the surplus
properties of the organization after write-off shall be used for public interest or
not-for-profit purposes or shail be donated via the registration administrative organ to any
other organization in the same nature and with the same tenets, and shall be publicized to
the general public;

(6) the sponsor shall not reserve or enjoy any property right to the properties he gave to
the arganization in question;

(7) the expenses for the salaries and fringe benefits of the staff members are controlled
within the prescribed proportion, and none of the organization's properties shall be
distributed in any disguised manner.

The measures for the determination of the not-for-profit arganizations as described in the
preceding paragraph shall be formulated by the competent department of treasury and
taxation of the State Council in collaboration with the other departments of the State
Council.

Article 85 The term “qualifying income of the not-for-profit organization” as used in Article
26 (4) of the EIT Law does not include the income of the not-for-profit organization arising
from profitable activities unless it is otherwise differently set forth by the competent
department of treasury or taxation of the State Council.
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Article 86 The term “income of an enterprise obtained from agricultural, forest, animal
raising, and fishing projects” as used in Article 27 (1) of the EIT Law refers to:

(1) the enterprise’s income obtained from the following projects which shall be exempt
from the EIT:

a.  the planting of vegetabies, cereals, potatoes, oil plants, beans, cotton, hemps, sugar
plants, fruits, nuts, etc;

b.  breeding of new varieties of crops;

c. planting of traditional Chinese medicinal herbs;
d. cultivation and planting of forest treés;

e. raising of animals and poultry;

f. gathering of forest products;

g.  other agricultural, forest, animal raising and fishing projects such as irrigation, initial
processing of agricultural products, veterinary science, promotion of agricultural
techniques, operations and reparation of agricultural machines, etc.;

h.  ocean fishing.

(2) the enterprise’s income obtained from the following project shall be subject to
income tax levy at the reduced half rate:

a. the planting of flowers, teas, and other beverage plants and spicery plants,
b.  maritime aquacuiture and inland aquaculture.

An enterprise which engages in any of the projects restricted or prohibited by the state
may not enjoy any of the preferential EIT treatment as set forth in the present Regulation.

Article 87 The term “public infrastructure projects under the key support of the state” as
used in Articte 27 (2) of the EIT Law refers to the ports, wharves, airports, railways,
highways, municipal public transportation, electric power, water conservancy, etc. as listed
in the Catalogue of Public Infrastructure Projects Entitled to Enterprise Income Tax
Preferential Treatment.

The income obtained by an enterprise from investing in or operating any of the public
infrastructure projects under the key support of the state as mentioned in the preceding
paragraph shall be exempted from the EIT for the first three years as of the tax year when
the first revenue arising from production or operation it is attributable to, and shall be taxed
at the reduced half rate for the fourth to the sixth years.

An enterprise that operates any of the projects described in the present article on the
contractual basis, or builds on the contractual basis, or builds for its own use shall not
enjoy the EIT preferential treatment of the present article.

Article 88 The term “qualifying environmental protection, energy-saving and water-saving
projects” as used in Article 27 {3) of the EIT Law shall include the processing of public
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sewage, the processing of public garbage, the comprehensive exploitation and utilization
of firedamp, the renovation of technologies of saving energy or discharging wastes, the
desalination of sea water, etc. The specific conditions and scope of such projects shall be
set down by the competent departments of treasury and taxation of the State Council in
collaboration with other relevant department of the State Council, which shall come into
effect after being ratified by the State Council.

The qualifying income obtained by an enterprise from engaging in any of the
environmental protection or energy-saving or water saving projects as described in the
preceding paragraph shall be exempted from the EIT for the first three years as of the tax
year the first revenue arising from production or operation is attributable to, and shall be
taxed at the reduced half rate for the fourth to the sixth years.

Article 89 Where any project which qualifies for the preferential treatment of tax reduction
and exemption as set forth in Articles 87 and 88 of the present Regulation is transferred to
any other party during the term of tax reduction or exemption, the transferee may enjoy
the tax reduction or exemption treatment as of the day it accepts the project for the
remaining part of the tax preferential treatment period,; if the project is transferred after the
expiration of the term of tax reduction or exemption, the transferee may not enjoy the tax
preferential treatment.

Article 90 The term “reduction and exemption of EIT for qualifying technological
transfers” as used in Article 27 (4) of the EIT Law refers to the portion not exceeding 5
million yuan obtained by a resident enterprise from technological transfer shall be
exempted from EIT, and the excess shall be taxed at the reduced half rate.

Article 91 The incomes which a non-resident enterprise obtains pursuant to Article 27 (5)
of the EIT Law shall be taxed at the reduced 10% rate.

The following incomes shall be exempted from the EIT:

(1) interest income obtained by a foreign government from its loans to the Chinese
government,

(2) interest income obtained by an international financial organization from its loan to the
Chinese government or the resident enterprises thereof at preferential rates;

(3) other incomes as approved by the State Council.

Article 92 The term “qualifying small meagre-profit enterprises” as used in Article 28 (1)
of the EIT Law are enterprises that meet the following conditions engaging in the
industries not restricted or prohibited by the state:

(1) anindustrial enterprise shall have an annual taxable amount not exceeding 300,000
yuan, have not more than 100 employees, and a total asset of more than 30 million yuan;

(2) any other enterprise shall have an annual taxable amount of not more than 300,000
yuan, have not more than 80 employees, and a total asset of not more than 10 million
yuan.
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Article 93 The expression “high and new-technology enterprises under the key support of
the state” as used in Article 28 (2) of the EIT Law are enterprises that have their own
independent, kernel intellectual property rights and at the same time meet the following
conditions:

(1)  The product (service) falls within the scope of the High and New Technology Areas
Entitled to the Key Support of the State;

(2) The proportion of research and development expenses in the sales revenues is not
lower than the prescribed proportion;

(3) The proportion of the income from high and new technology products (services) in
the total income of the enterprise is not lower than the prescribed proportion.

(4) The proportion of technicians in the total number of staff members of the enterprise
is not lower than the prescribed proportion,;

(5) Other conditions as stipulated in the measures for the determination of high and new
technology enterprises.

The High and New Technology Areas Entitled to the Key Support of the State and the
measures for the determination of high and new technology enterprises shall be
formulated by the competent departments of the State Council in charge of science and
technology, treasury, and taxation in collaboration with ather relevant departments, and
shall become effective after being ratified by the State Council.

Article 94 The term “ethnic autonomous areas” as used in Article 29 of the EIT Law refers
to the autonomous regions, autonomous prefectures, and autonomous counties that are
under the autonomy of the ethnic groups under the Law of the People's Republic of China
on the Autonomy in Ethnic Areas.

An enterprise of an ethnic autonomous area that engages in an industry restricted or
prohibited by the state shall not have their EIT reduced or exempted.

Article 95 The term “additional deduction of research and development expenses” as
used in Article 30 (1) of the EIT Law refers to an additional 50% deduction of the research
and development expenses incurred from the research and development of new
technologies, new products, and new techniques on the basis of the actual deductions
where the enterprise when no intangible asset has been formed and calculated into the
current gains and losses. If intangible assets have been formed, they shall be amortized at
150% of the cost of the intangible assets.

Article 96 The expression "addition deduction of salaries and wages paid to the disabled
employees of the enterprise” as used in Article 30 (2) of the EIT Law refers to an additional
100% deduction of the salaries and wages paid by the enterprise to the disabled
employees thereof. The definition of disabled persons shall be that in the Law of the
People’s Republic of China on the Protection of Disabled People.
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The measures for the additional deduction of the salaries and wages paid by an enterprise
to other employees whose employment is encouraged by the state as mentioned in Article
30 (2) of the EIT Law shall be separately formulated by the State Council.

Article 97 The term “offset of taxable amount™ as used in Article 31 of the EIT Law refers
to that, where a startup investment enterprise invests, by means of equity investment, in
an unlisted small or medium-sized high and new technology enterprise for two or more
years, it may set off 70% of its equity investment against the current taxable amount of the
startup investment enterprise when its equity holding attains to two full years. If the taxable
amount is not enough for setoff, the margin may be carried forward to subsequent years
for setoff.

Article 98 The fixed assets for which the method of shortened depreciation or
accelerated depreciation as mentioned in Article 32 of the EIT Law include:

(1) the fixed assets created due to technological progress or fast product upgrading,;
(2) fixed assets which are in a state of strong shaking or severe erosion all year round.

Where the shortened depreciation method is used, the minimum number of years shall not
be less than 60% of the number of years for depreciation as set forth in Article 60 of the
present Regulation. Where the accelerated depreciation method is adopted, the
double-declining balance method (DDB) or the Sum-of-the-years-digits method (SYD).

Article 99 The term “reduction of income” as used in Article 33 of the EIT Law refers to
that, where an enterprise uses any of the materials as listed in the Catalogue of
Resources for Comprehensive Utilization by Enterprises Entitled to Preferential Income
Tax Treatment as its major raw materials, the income obtained from producing products
which are not restricted or prohibited by the state and which meet the relevant standards
of the state or the industry concerned shall be calculated into the total income at the
reduced 90%.

The proportion of raw materials in the materials for the production of products as
described in the preceding paragraph shall not be any lower than the standards described
in the Catalogue of Resources for Comprehensive Utilization by Enterprises Entited to
Preferential Income Tax Treatment.

Article 100 The term "credit of taxes” as used in Article 34 of the EIT Law refers to that,
where an enterprise purchases and actually uses any of the special equipments dedicated
to environmental protection, conservation of energy and water, safety of work, etc. as
described in the Catalogue of Special Equipments Dedicated to Environmental Protection
Entitled to Preferential Income Tax Treatment, the Catalogue of Special Equipments
Dedicated to Conservation of Energy and Water Entitled to Preferential Income Tax
Treatment, and the Catalogue of Special Equipments Dedicated to Work Safety Entitled to
Preferential Income Tax Treatment, 10% of the investment in the special equipment may
be credited to the enterprise’'s amount of taxes of the current year. If the amount of taxes is
not sufficient for credit, the margin may be carried forward for credit in the following 5 tax
years.




An enterprise entiled to the preferential income tax treatment as described in the
preceding paragraph shall actually purchase and put into use the special equipments as
described in the preceding paragraph. If the enterprise transfers or leases any of the
aforesaid special equipment within 5 years after its purchase, its preferential treatment
shall be terminated and the enterprise shall make up the already credited enterprise
income taxes.

Article 101 The catalogue of preferential enterprise income tax treatments as mentioned
in Articles 87, 99, and 100 shall be formulated by the competent departments of treasury
and taxation of the State Council in collaboration with other relevant departments of the
State Council, which shall become effective after being ratified by the State Council.

Article 102 Where an enterprise is engaged in projects to which different enterprise
income tax treatments apply, the projects to which preferential treatment applies shall be
separately calcutated with respect to its income and the expenses incurred during this
period shall be reasonably amortized. Where it is not separately calculated, the enterprise
in question may not enjoy the preferential income tax treatment.

Chapter V Withholding at Source

Article 103 Where a non-resident shéll be subject to withholding of enterprise income
taxes at source under the EIT Law, the taxable amount shall be calculated pursuant to
Article 19 of the EIT Law.

The amount of total income as used in Article 19 of the EIT Law refers to the total price
and ex-price fees that a non-resident has collected against the payor

Articte 104 The term “payor” as used in Article 37 of the EIT Law is an entity or individual
that directly bears the obligation to make relevant payments to a non-resident enterprise
under the provisions of law or stipulations of a contract.

Article 105 The term “payment” as used in Article 37 includes monetary payments and
non-monetary payments, e.g., cash payment, payment by remittance, transfer payment,
and payment by equity consideration, etc.

The term “due payable items” as used in Article 37 of the EIT Law refers to the payable
items which the payor shall incorporate into relevant costs and expenses under the
accrual principles of accounting.

Article 106 The circumstances wherein a withhaolder may be designated as provided for
in Article 38 of the EIT Law include:

(1) where it is predicted that the term of engineering operations or provision of labor
services is not as long as a year, and there is evidence to prove that no tax payment
obligation will be performed;

(2) where it has failed to go through tax registration or interim tax registration formalities
and failed to entrust any agent within China to perform the obligation of tax payment;
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(3) where it has failed to file a tax return or preliminary tax return for enterprise income
taxes with the prescribed time limit.

The term “withholder” as used in the preceding paragraph shall be designated by the tax
authority at the county level or above, which shall inform the withholder of the basis of
computing the amount of taxes, the method of computation, the term of withholding, and
how to withhold.

Article 107 The term “place of income” as used in Article 39 of the EIT Law refers to the
place wr{ere an income is incurred as determined under Arlicle 7 of the present
Regulation. Where there are two or more places of income within the territory of China,
the taxpayer may choose any of them to pay its EIT.

Article 108 The term “other income of the taxpayer within China” as used in Article 39 of
the EIT Law refers to the income of the taxpayer obtained from various sources within the
territory of China.

When a tax authority recovers any of the taxes the taxpayer is due, it shall inform the
taxpayer of the reason, amount, time limit and how to pay the taxes due.

Chapter VI Special Tax Adjustments

Article 109 The term “related party” as used in Article 41 of the EIT Law refers to the
enterprises, other organizations and individuals that have any of the following relations
with an enterprise:

(1) direct or indirect relationship with respect to capital, management, sale or purchase,
etc.;

(2) directly or indirectly controlled by a common third party;
(3) any other relationship of interest.

Article 110 The term “arm’s length principle” as used in Article 41 of the EIT Law refers to
the principle which all unrelated parties to a transaction have to follow so as to carry on
business transactions under fair transaction prices and business conventions.

Article 111 The term “reasonable methods” as used in Article 41 of the EIT Law include:

(1) method of comparable uncontrolled prices, a method by which the price is set
according to the prices that unrelated parties to a transaction carry on identical or similar
transactions;

(2) resale price method, a method by which the price is set according to the price under
which commodities are purchased from a related party and then sold to a unrelated party
less the gross profit arising from identical or similar sales;

(3) cost plus method, a method by which the price is set based on the cost plus
reasonable expenses and profits;

(4) net transaction profit method, a method by which the profit is determined according
to the net profit obtained from identical or similar transactions between unrelated parties;
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(5) Profit split method, a method by which consolidated profits or losses are reasonably
distributed between an enterprise and its related parties;

(6) other methods that meet the arm’s tength principle.

Article 112 An enterprise may, under Article 41 (2) of the EIT Law, reach a cost allocation
agreement with related parties under the arm's length principle for the allocation of
common costs.

When allocating costs to related parties, an enterprise shall follow the principle of
commensurability between cost and predicted proceeds, and shall submit relevant
materials as required by the tax authorities within the time limit set by the tax authorities.

An enterprise which violates paragraphs 1 and 2 of the present article in the allocation of
costs with related parties, it shall not be allowed to deduct its allocated costs in the
calculation of taxable income.

Article 113 The term “advance pricing agreement” as used in Article 42 of the EIT Law is
an agreement reached between an enterprise and the tax authority under the arm'’s length
principle and through negotiations, under which the enterprise files an application to the
tax authorities with respect to its principles of pricing and calculation method to be used in
future years for related transactions.

Article 114 The term “relevant materials™ as used in Article 43 of the EIT Law include:

(1) current materials relating to retated transactions with respect to prices, the setting of
standards for expenses, method of calculation specifications;

(2) relevant materials relating to the related transactions with respect to the prices for the
resale (transfer) of properties, property rights, and labor, etc.;

(3) relevant materials relating to the related transactions that other enterprises have to
provide with respect to the comparable product prices, pricing strategies, and profit level
of the enterprise under investigation, etc ;

(4) other materials relating to related transactions.

The term “other enterprises relating to the related transaction under investigation” as used
in Article 43 of the EIT Law are those enterprises that are similar to the enterprise under
investigation in the contents and pattern of production and business management.

An enterprise shall provide within the time limit as set down by the tax authorities relating
to the prices, setting of expense standards, calculation methods, and specifications, etc.
The related parties and other enterprises relating to the related transaction under
investigation that shall provide the relevant materials within the time limit which it has
agreed to with the tax authorities. )

Article 115 A tax authority may adopt any of the following methods in assessing the
amount of taxable income of an enterprise pursuant to Article 44 of the EIT Law:

(1) assessing with reference to the profitability level of identical or similar enterprises;
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(2) assessing based on the cost of the enterprise plus reasonable expenses and profits;

(3) assessing pursuant to a reasonable proportion in the overall profit of the enterprise
group;

(4) assessing by using any other reasonable methods.

Where the enterprises defies the amount of taxable income assessed by using any of the
methods mentioned in the preceding paragraph, it shall provide relevant evidence, and
the amount of taxable income may be readjusted upon the recognition of the tax authority.

Article 116 The term “Chinese resident” as used in Article 45 of the EIT Law is an
individual who shall, under the provisions of the Law of the People’s Republic of China on
Individual Income Tax, pay individual income tax for the income he obtains from both
inside and outside of China.

Article 117 The term “control” as used in Article 45 of the EIT Law includes:

(1) directly or indirectly holding by a resident enterprise or a Chinese resident singly
10% or more of the voting common stock of a foreign enterprise and jointly holding 50% or
more of the stock of the foreign enterprise;

(2) the proportion of stock held by a resident enterprise or a resident enterprise and a
Chinese resident jointly failing to reach the preceding percentage, but nontheless
constituting substantial control over the foreign enterprise with respect to equity, capital,
business management, sale or purchase, etc.

Article 118 The expression “the actual tax burden is obviously lower than the tax rate as
provided for in Article 4 (1) as used in Article 45 of the EIT Law refers to the 50% tax rate
as set forth in Article 4 (1) of the EIT Law.

Article 119 The term “debt investment” as used in Article 46 of the EIT Law refers to the
kind of financing which an enterprise directly or indirectly obtains but has to repay the
principal and pay interest or has to make compensation by any other means in the nature
of interest payment.

The debt investment obtained by an enterprise from any related party shail include:
(1) debtinvestment a related party provides through an unrelated third party;

(2) debt investment an unrelated third party provides which is guaranteed by a related
party that assumes several and joint liabilities;

(3) any other debtinvestment indirectly obtained through any related party in the nature
of obligation assumption.

The term “equity-based investment” as used in Articie 46 of the EIT Law refers to the type
of investment which an enterprise accepts for which it does not have to repay the principal
and pay interest and the investor holds ownership over the net assets of the enterprise.

The “standards” as used in Article 46 of the EIT Law shall be separately formulated by the
competent departments of treasury and taxation of the State Council.
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Article 120 The expression “not have a reasonable commercial purpose” as used in
Article 47 of the EIT Law refers to that the main purpose is to reduce, exempt or defer the
payment of taxes.

Article 121 Where a tax authority makes any special adjustment of taxation to an
enterprise under the provisions of law or regulations, it shall charge an interest for the tax
that should be made up for the period between June 1 of the year following the year the
tax is due to the day when the tax is made up.

The interest that is charged as described in the preceding paragraph shall not be
deducted in the calculation of taxable income.

Article 122 The interest as mentioned in Article 48 of the EIT Law shall be calculated
under the benchmark interest rate for renminbi loans for the same period in the tax years
to which the taxes due and the made-up taxes are attributable as published by the
People's Bank of China plus 5 percentage points.

Where an enterprise provides the relevant materials as set forth in Article 43 of the EIT
Law, it may calculate its interest according to the benchmark interest rate as mentioned in
the preceding paragraph.

Article 123 In the event that the business transactions between an enterprises and its
related parties are not compatible with the arm’s length principle or the enterprise carries
on any arrangement that does not have any reasonable business purpose, the tax
authority shall be entitled to make tax readjustments for the 10 years as of the tax year
when the transaction was conducted.

Chapter VIl Collection of Taxes

Article 124 The “place of enterprise registration” as mentioned in Article 50 of the EIT
Law shall be the place of residence of the enterprise registered under the relevant
provisions of the state.

Article 125 When calculating its EIT in a consolidated way, an enterprise shall uniformty
calculate the taxable amount, the specific measures for which shall be separately
formulated by the competent department of treasury and taxation of the State Council.

Article 126 The main institution or establishment as mentioned in Article 50 of the EIT
Law shall meet the following conditions concurrently:

(1) bearing the responsibility to supervise and manage the production activities and
business operations of other institutions and establishments;

(2) establishing complete books and vouchers which can precisely reflect the revenues,
costs, expenses, profits and losses of the institutions and establishments concerned.

Article 127 The expression “subject to approval of the tax authority” as used in Article 51
of the EIT Law refers to the examination and approval of the common superior tax
autharity of the tax authority where the various institutions and establishments are located.




If, after a non-resident enterprise has paid its EIT on the consolidated basis upon
approval, it finds it necessary to add, combine, move or close down any institution or
establishment or terminates the business operation of any institution or establishment, the
enterprise that files the consolidated tax return shall first report to the tax authority where
the main institution or establishment is located. Where it is necessary to change the main
institution or establishment that files the consolidated EIT return, the aforesaid provisions
shall be followed.

Article 128 EIT shall be prepaid on the monthly or quarterly basis, the specific measures
for which shall be subject to the assessment of the tax authorities.

Where an enterprise prepays EIT on the monthly or quarterly basis under Article 54 of the
EIT Law, it shall make the prepayment in line with its monthly or quarterly actua! profits.
Where it is difficult for it to make prepayment based on its monthly or guarterly actual
profits, it may make the prepayment based on the monthly or quarterly average of the
amount of tax of the preceding tax year, or make the prepayment by any other means
acceptable to the tax authority. Once a method of prepayment is determined, it may not be
changed at will within the tax year.

Article 129 An enterprise shall, within the time limit as prescribed in Article 54 of the EIT
Law, submit to the tax authority its return of prepaid EIT, return of annual EIT, financial and
accounting reports, and other relevant materials as required by the tax authority, no matter
it has made profits or suffered losses during a tax year.

Article 130 Where an enterprise computes its income on the basis of a currency other
than RMB, when it makes a prepayment of enterprise tax, it shall translate its income into
RMB on the basis of the RMB central parity of RMB exchange rate on the last day of the
month or quarter and then compute the amount of taxable income. When it settles the
payable or refundable amount of tax by the end of a year, it does not have to repeat the
translation and computation of the amount of taxable income, on which it has already
prepaid the tax on a monthly or quarterly basis, it shall only translate the part, on which it
has not paid the enterprise income tax, into RMB on the basis of the RMB central parity of
RMB exchange rate on the last day of the tax year and then compute the amount of
taxable income.

Where, upon check and confirmation by the tax organ, an enterprise under-computes or
over-computes the income as mentioned in the preceding paragraph, it shall only transiate
the under-computed or over-computed income into RMB, compute the amount of taxable
income on the basis of the RMB central parity on the last day of the one month prior to the
check and confirmation and compute the amount of payable or refundable tax.

Chapter VIil Supplementary Provisions

Article 131 The term “enterprises established prior to the promulgation of this Law” as
mentioned in Article 57 (1) of the EIT Law refers to the enterprises that have finished the
registration procedures prior to the promulgation of the EIT Law.
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Article 132 The relevant provisions of Article 2 (2) and (3) are applicable to enterprises
established in Hong Kong Special Administrative Region, Macao Special Administrative
Region and Taiwan Region.

Article 133 This Regulation shall come into force as of January 1, 2008. The Detailed
Rules for the Implementation of the Law of the People's Republic of China on the Income
Tax for Foreign-funded Enterprises and Foreign Enterprises promulgated by the State
Council on June 30, 1991 and the Detailed Rules for the Interim Regulation of the
People's Republic of China on Enterprise Income Tax promulgated by the Ministry of
Finance on February 4, 1994 shall be abolished simultaneously.
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Enterprise Income Tax Law of the People’s Republic of China

Order of the President of the People’s Republic of China(No. 63)
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LI

The Enterprise Income Tax Law of the People’s Republic of China, which was

adopted at the 5th Session of the 10th National People's Congress of the People’s

Republic of China on March 16, 2007, is hereby promulgated and shall come into

force as of January 1, 2008.
President of the People’s Republic of China Hu Jintao
March 16, 2007

Enterprise. Income Tax Law of the People’s Republic of China

(Adopted at the 5th Session of the 10th National People’s Congress of the People’s

Republic of China on March 16, 2007)
Contents
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_ Chapter One General Provisions

Article 1 Taxpayers of enterprise income tax shall be enterprises and

other
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organizations that obtain income within the People’s Republic of China (hereinafter
referred to as “Enterprises™) and shall pay enterprise income tax in accordance with
the provisions of this Law. This Law shall not apply to wholly individually-owned

enterprises and partnership enterprises.
Article 2 Enterprises are divided into resident enterprises and non-resident enterprises.

For the purposes of this Law, the term “resident enterprises™ shall refer to Enterprises
that are sct up in China in accordance with the law, or that are set up in accordance

with the law of the forcign country (region) whose actual administration institution is

in China.

For the purposes of this Law, the term “non-resident enterprises™ shall refer to
Enterprises that arc set up in accordance with the law of the foreign country (region)
whose actual administration institution is outside China, but they have set up
institutions or establishments in China or they have income originating from China

without setting up institutions or establishments in China.

Article 3 Resident enterprises shall pay enterprise income tax originating both within

and outside China.

Non-resident enterprises that have set up institutions or premises in China shall pay
enterprise income tax in relation to the income originating from China obtained by
their institutions or establishments, and the income incurred outside China but there is
an actual relationship with the institutions or establishments set up by such

enterprises.

Where non-resident enterprises that have not set up institutions or cstablishments in
China, or where institutions or establishments are set up but there is no actual
relationship with the income obtained by the institutions or establishments set up by
such enterprises, they shall pay enterprise income tax in relation to the income

originating from China.

Article 4 The ratc of enterprise income tax shall be 25%.
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Non-resident enterprises that have obtained income in accordance with the provisions

of Paragraph Three of Article 3 hereof, the applicable tax rate shall be 20%.
Chapter Two Taxable Income

Article 5 The balance derived from the total income in each taxable year of
Enterprises, after deduction of the non-taxable income, tax exempted income, other

deductions and the making up of losses of previous years shall be the taxable income.

Article 6 Income obtained by Enterprises from various sources in monetary and

non-monetary terms shall be the total income, including
l.income from sale of goods:

2.income from provision of labour services;

3.income from transfer of property;

4.income from equity investment such as dividend and bonus;
5.interest income;

6.rental income;

7.income from royalties;

8.income from donations; and

9.other income.

Article 7 The following income from the total income shall not be taxable
1financial funding;

2.administrative fees and government funds obtained and included in financial

management in accordance with the law; and
3.other non-taxable income prescribed by the State Council.

Article 8 Reasonable expenses that are relevant to the income actually incurred and

obtained by Enterpriscs, including costs, fces, tax payments, losses and other fees may




be deducted from the taxable income.

Article 9 In relation to the expenses from charitable donations incurred by Enterpriscs,
the portion within 12% of the total annual profit may be deducted from the taxable

income.

Article 10 The following expenses may not be deducted from the taxable income
l.income from equity investment paid to investors such as dividend and bonus;
2 payment of enterprise income tax;

3.late payment fines;

4.penalties; fincs and losses from confiscated property:

S.expenses from donations other than those prescribed in Article 9 hereof;,
6.sponsorship fees;

7.expenses for non-verified provisions; and

8 other expenses irrelevant to the income obtained.

Article 11 Where Enterprises compute the taxable income, the depreciation of fixed

assets calculated in accordance with provisions may be deducted.

No depreciation may be deducted for the following fixed assets

1.fixed assets other than prem.ises and buildings that have not yet been used,
2.f{xcd assets leased from other partics by means of business lease;

3.fixed assets leased to other parties by means of lease financing;

4.fixed asscts that have been depreciated in full but are still in use;

S.fixed assets that are irrelevant to business activities;

6.land credited as fixed assets after independent price valuation;

7.other fixed assets whose depreciation may not be calculated.
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Article 12 In Enterprises compute the taxable income, the amontization of intangible

assets calculated in accordance with provisions may be deducted.
The amortization of the following intangible assets may not be deducted

1.the fees for self development of intangible assets that have been deducted from the

taxable income;

2 self-created goodwill;

3.intangible assets that are irrelevant to business activities; and

4.other intangible assets whose amortization fee may not be calculated.

‘Article 13 Where Enterprises calculate taxable income, the following expenses
incurred by Enterpriscs as long-term fees to be amortized and that are amortized in

accordance with provisions may be deducted

l.reco.nslruction cxpenses for fixed assets that have been depreciated in full;
2.reconstruction expenses for fixed assets leased from other parties;
3.heavy repair expenses of fixed assets: and

4.other cxpenses that shall be treated as long-term amortization fees.

Article 14 During the period when Enterprises invest outside the territory, the cost of

investment in assets may not be deducted from the taxable income.

Article 15 The inventory used or sold by Enterprises whose cost is calculated in

accordance with provisions may be deducted from the taxable income.

Article 16 Where Enterprises transfer assets, the net value thercof may be deducted

from the taxable income.

Article 17 Where Enterprises compute the consolidated enterprise income tax, the
losses of business institutions outside the territory may not be offset by the profits of

business institutions inside the territory.

Articlec 18 Where there is a loss in a taxable ycar of Enterprises, it may be brought
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forward to the succeeding years and made up by the income of succeeding years, but

the limit of bringing forward may not exceed five years.

Article 19 Where non-resident enterprises obtain income provided in Paragraph Three
of Article 3 hercof, the taxable income shall be calculated in accordance with the

following methods

l.income from equity investment such as dividend and bonus and interest income,

rental income and royalties, the total income shall be the taxable income;

2.income from property transfer, the balance derived from the deduction of net asset

value from the total income shall be the taxable income;

3.other income whose taxable income shall be calculated with reference to the

previous two methods.

Article 20 The income, specific scope and standard of deduction and the specific
method of taxation treatment of assets prescribed in this Chapter shall be provided by

the departments in charge of finance and taxation under the State Council.

Article 21 In computing the taxable income, where financial and accounting treatment
methods of Enterprises arc inconsistent with tax laws and administrative regulations,
such taxable income shall be computed in accordance with tax laws and

administrative regulations.
Chapter Three Payable Tax

Article 22 The taxable income of Enterprises shall be the balance derived from the
taxable income of Enterprises multiplics the applicable rate and minus the tax amount

of tax reduction and exemption pursuant to the preferential tax treatment hereof.

Anticle 23 The income tax that has been paid outside the territory for the following
income obtained by Enterprises may be offset from the payablc tax of the current
period. The offset limit is the payable tax calculated in accordance with provisions
hercof in respect of the income of such item, the portion in excess of the offset limit

may be made up by the balance of the oflset amount of the current year out of the




annual offset limit within the next five years
1.The taxable income originating outside China by resident enterprises;

2.The taxable income incurred outside China that is obtained by institutions or
establishments of non-resident enterprises set up in China with an actual relationship

with such institution or establishment.

Article 24 Where income from equity investment such as dividend and bonus
originating outside the territory of China is shared by foreign enterprises directly or
indirectly controlled by resident enterprises, the portion undertaken by foreign
enterpriscs in the actual income tax actually paid outside the territory by foreign
enterprises may be offset in the offset limit prescribed in Article 23 hereof as the

income tax that may be offsct outside the territory by such resident enterprises.
Chapter Four Preferential Tax Treatment

Article 25 The industries and projects with key support and under encouraged

development by the State may be given preferential enterprise income tax treatment.
Article 26 The following income of Enterprises shall be tax-exempted income
l.income from interests on government bonds;

2.income from equity investment income such as dividend and bonus between

qualificd resident enterprises;

3.income from cquity investment such as dividend and bonus obtained from resident
cnterprises by non-resident enterprises that have set up institutions or establishments

in China with an actual relationship with such institutions or establishments;
4.income of qualified non-profit organizations.

Article 27 The following income may be subject to cxempted or reduced enterprise

income tax

lLincome from engaging in projects of agriculture, forestry, animal husbandry and

fisherics by Enterprises;




2income from investment and operation of infrastructurc projects with key state
support such as habour, pier, airpon, railway, highway, electricity and hydroelectricity

by Enlerprisgs;

3.income from engaging in qualified projects of environmental protection and energy

and water conservation;
4.income from qualified transfer of technology by Enterprises; and
S.income prescribed by Paragraph Three of Article 3 hereof.

Article 28 Small-scale Enterprises with minimal profits that are qualified are subject

to the applicable enterprise income tax rate with a reduction of 20%.

High and new technology Enterprises that require key state support are subject to the

applicable enterprise income tax rate with a reduction of 15%.

Article 29 The autonomous authority of ethnic autonomous locality may decide on the
reduction or exemption of the portion of enterprise income tax shared by the locality

that shall be paid by Enterprises of the ethnic autonomous locality.

Where an autonomous prefecture or autonomous county decides on the reduction or
exemption, they must report to the people’s government of province, autonomous

region or municipality directly under the central government for approval.

Article 30 Weighted deduction may be computed in taxable income for the following

expenses of Enterprises

| research and development fees incurred by Enterprises in the development of new

technology, new products and new skills; and

2.the wages paid by Enterprises for job placement of the disabled and of other

personncl encouraged by the State.

Article 31 Venture investment enterprises that engage in venturc investment requiring
key statc support and encouragement may offset the taxable income at a certain ratio

of the investment amount.




Anticle 32 Where the fixed assets of Enterprises actually require accelerated
depreciation duc to technology advancement, the years of depreciation may be

shortened or the accelerated depreciation method may be adopted.

Article 33 The income obtained by Enterpriscs from the production of products in line
with state industrial policies through comprehensive use of resources may be

deducted from the taxable income.

Article 34 The investment by Enterprises on procurement of special facilities for
environmental protection, energy and water conservation and safe production may be

subject to an offset tax amount at a certain ratio.

Article 35 The specific measures of preferential tax treatment prescribed by this Law

shall be formulated by the State Council.

Article 36 Where there is a significant impact on the business activities of Enterprises
pursuant to the nceds of national economy and social development, or duc to
unexpected public incidents, the State Council may formulate the special preferential
policy of enterprise income tax and report to the Standing Committce of the National

People’s Congress for the record.
Chapter Five Tax Withheld at Source

Article 37 The payable income tax from income obtained by non-resident cnterprises
in accordance with Paragraph Three of Article 3 hercof shall be subject to tax
withheld at source, with the payer as the withholding agent. The tax payment shall be
withheld from the amount paid or the payable amount due from each tax payment and

payable amount of the withholding agent.

Article 38 In respect of the payable income tax from income obtained by non-resident
enterprises from project works and labour services in China, the tax authority may

designate the payer of project price or labour fee as withholding agent.

Article 39 In respect of the income tax that shall be withheld in accordance with

Articles 37 and 38 hereof, where the withholding agent has not withheld or fails to
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perform the withholding obligation in accordance with the law, the taxpayer shall pay
in the place where the tax is incurred. Where the taxpayer does not pay in accordance
with the law, the tax authority may pursue the payable tax amount of such taxpayer
from the amount payable by the payer of other income projects in China of such

taxpayer.

Article 40 The withholding agent shall turn the tax payment withheld to the treasury
within 7 days from the day of withholding, and submit a statement of withholding

enterprise income tax to the tax authority of the place where it is located.
Chapter Six Special Tax Payment Adjustment

Article 41 The business transactions between Enterprises and their affiliates that
reduce the taxable income or income of such Enterprises and their affiliates not in
compliance with independent transaction principle, the taxation authority has the right

to make an adjustment in accordance with reasonable methods.

The cost incurred in joint development and transfer of intangible asscts, or joint
provision and acceptance of labour services by Enterprises and their affiliates shall be

shared under the independent transaction principle in computing the taxable income.

Article 42 Enterpriscs may report to the tax authority the pricing principle and
calculation method of the transactions between their affiliates. Upon negotiation and
confirmation with the Enterprises, the tax authority may reach the advance pricing

arrangement.

Article 43 Where Enterprises submit to the tax authority the annual enterprise income
tax return, they shall enclose a statement of the annual business transactions between

affiliates in respect of the business transactions of the Enterprises and their affiliates.

Where the tax authority conducts affiliated business investigation, Enterprises and
their affiliates, and other enterprises relevant to the affiliated business investigation

shall provide the relevant information in accordance with provisions.

Article 44 Where Enterprises fail to provide the information of business transactions
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of affiliates, or provide false and incomplete information that cannot faithfully reflect
the actual affiliated business transaction, the tax authority has the right to verify its

taxable income.

Article 45 Where Enterprises controlled by resident enterprises or resident enterprises
and Chinese residents in the country (region) where the actual tax burden is obviously
lower than the tax rate prescribed by Paragraph One of Article 4 hereof, and profits
are not distributed or distributed at a reduced rate due to rcasons other than reasonable
business needs, the portion of the above profits belonged to such resident enterprises

shall be included in the income of such resident enterprises of the current period.

Article 46 The interest fee incurred in excess of the prescribed standard obtained by
Enterprises from the loan investment and equity investment of their affiliates may not

be deducted from the taxable income.

Articlc 47 Where Enterprises implement other arrangement without reasonable
business objectives to reduce the payable income or income, the tax authority has the

right to adjust in accordance with reasonable methods.

Article 48 Where tax payment requires to be levied additionally by tax authority in
respect of the tax payment adjustment made in accordance with the provisions of this
Chapter. such tax payment shall be levied additionally and interest shall be levied in

accordance with the provisions of the State Council.
Chapter Seven Administration of Tax Levying and Collection

Article 49 The administration of levy and collection of enterprise income tax shall
follow the provisions hereof in addition to the Law of the People’s Republic of China

on the Administration of Levying and Collection of Tax.

Article 50 Unless otherwise specified by tax laws and administrative regulations,
resident enterprises whose place of tax payment is the place of registration of the
Enterprisc but the place of registration is outside the territory, the place of tax

payment shall be the place where the actual administration institution is located.
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Where resident enterprises establish business institutions in China without legal
person qualification, it shall consolidate the calculation and payment of enterprise

income tax.

Article 51 In respect of non-resident enterprises that obtain the income prescribed in
Paragraph Two of Article 3 hercof, the place of tax payment shall be the place where
the institution o the establishment is located. Non-resident enterprises that set up two
or more institutions or establishments in China may, upon the examination and
approval of the tax authority, select its main institution or establishment to pay the

consolidated enterprise income tax.

Where non-resident enterprises obtain the income prescribed in Paragraph Three of
Article 3 hereof, the place of tax payment shall be the place where the withholding

agent is located.

Article 52 Enterprises may not pay consolidated enterprise income tax unless

otherwise prescribed by the State Council.

Article 53 Enterprise income tax shall be calculated in accordance with the taxable

year which starts from 1 January to 31 December of a calendar year.

If an Enterprise commences business or terminates its business activities during the
taxable year and the actual business period of such taxable year is less than 12 months,

the actual business period shall be treated as a taxable year.

Where the Enterprise is liquidated in accordance with the law, the liquidation period

shall be a taxable ycar.
Article 54 Enterprise income tax shall be prepaid on a monthly or quarterly basis.

Enterprises shall submit a prepaid enterprise income tax return to the tax authority

within 15 days of the complection of the month or the quarter to make tax prepayment.

Enterprises shall submit an annual enterprise income tax return to the tax authority
within five months of the completion of the year and make the settlement of the

payable and refundable tax payment.
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Enterprises that submit the enterprise income tax return shall enclose a financial

report and other relevant information in accordance with provisions.

Article 55 Where Enterprises terminate business activities in the interim of the year,
they shall handle with the tax authority the settlement and payment of enterprise
income tax of the current pcriod within 60 days from the actual termination of

business.

Enterprises shall, prior to handling registration cancellation, file a retum of the

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

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

shall be converted into Renminbi for tax payment.
Chapter Eight Supplementary Provisions

Article 57 Enterprises sct up with approval prior to the promulgation of this Law that
enjoy low preferential tax rate in accordance with the tax laws and administrative
regulations at the current period may, pursuant to the provisions of the State Council,
gradually transit to the tax rate provided hercin within five years of the
implementation of this Law. Where such enterprises: enjoy regular tax exemption and
reduction, the treatment continues to apply until expiry after the implementation of
this Law. However, those that fail to be entitled to this treatment by reason of not
making any profits, the preferential period shall be calculated from the year this Law

is implemented.

High and new technology enterprises that are set up in a specific zone in accordance
with the law for the purpose of external economic cooperation and technology
exchange and that are newly set up and require key state support in the region of
special policy of such region specified by the State Council may eligible for
transitional treatment and the specific measures shall be provided by the State

Council.
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Other enterprises under the encouraged category confirmed by the state may eligible
for tax exemption and reduction in accordance with the provisions of the State

Council.

Article 58 Where agreements on taxation concluded by the People’s Republic of

China and foreign governments contain different provisions, such agreements shall

prevail.

Article 59 The implementing regulations shall be formulated by the State Council on

the basis of this Law.

Article 60 This Law shall comc into effect as of 1 January 2008. The Law of the
People’s Republic of China on the Enterprise Income Tax of Foreign-invested
Enterprises and Foreign Enterprises adopted at the 4th session of the 7th National
People’s Congress on 9 April 1991 and the Tentative Regulations of the People’s
Republic of China on Enterprise Income Tax promulgated by the State Council on 13

Deccember 1993 shall be repealed simultancously.
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BUDGET LAW OF THE PEOPLE’S REPUBLIC OF CHINA

(Adopted at the Second Session of the Eighth National People’s Congress on March 22, 1994,
promulgated by Order No. 21 of the President of the People’s Republic of China on March 22,
1994, and effective as of January 1, 1995)

CHAPTER | GENERAL PROVISIONS

Article 1 This Law is formulated in accordance with the Constitution with a view to strengthening
the distribution and supervisory function of budget, improving the budget management of the
State, intensifying the macroscopic regulation and control of the State, and ensuring the sound
development of economy and society.

"Article 2 The State shall establish budget at each level of the government, namely, at the five
levels: the Central Government; the provinces, autonomous regions and municipalities directly
under the Central Government; the cities divided into districts and autonomous prefectures; the
counties, autonomous counties, cities not divided into districts, and municipal districts; the
townships, nationality townships and towns.

Townships, nationality townships and towns where conditions do not permit the establishment of
budget, subject to the determination by the people’s governments of the respective provinces,
autonomous regions or municipalities directly under the Central Government, may temporarily
not establish budget.

Article 3 Budget at various levels shall maintain a balance between revenues and expenditures.

Article 4 The budget of the Central Government {hereinafter simplified as the central budget)
consists of the budgets of its different departments (including the units directly under them,
similarly hereinafter).

The central budget includes revenues turned over by the local governments to the Central
Government and revenues refunded or subsidies granted by the Central Government to the local
governments.

Article 5 The local budget consists of the general budgets of the various provinces, autonomous
regions and municipalities directly under the Central Government.

A local general budget at any level consists of the budget of the government at the corresponding
level {hereinafter simplified as budget at the corresponding level} and the totalized genera!
budget at the next lower level. Where the next lower level has only the budget of the
government at the corresponding level, the totalized general budget at the next lower level
means the budget of the government at the corresponding level. In the absence of the budget at
the next lower level, the general budget means the budget of the government at the
corresponding level.

The budget of a local government at any level consists of the budgets of the various departments
- at the corresponding level (including the units directly under them, similarly hereinafter).

The budget of a local government at any level includes revenues turned over by the governments
at lower levels and revenues refunded or subsidies granted by the governments at higher levels.
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Article 6 The budget of a department consists of the budgets of the units subordinate to it.

Article 7 The budget of a unit refers to the budget for revenues and expenditures of a State organ,
social organization or any other unit which is listed in the budget of a department.

Article 8 The State practises a system of tax division between the Central and local governments.

Article 9 The budget approved by the people’s congress at the corresponding level shall not be
altered without going through the procedures prescribed by law.

Article 10 A budgetary year begins on January 1 and ends on December 31 according to the
Gregorian calendar.

Article 11 The budgetary revenues and expenditures take Renminbi yuan as the calculating unit.
CHAPTER Il FUNCTIONS AND POWERS FOR BUDGET MANAGEMENT

Article 12 The National People’s Congress examines the central and local draft budgets and the
reports on the implementation of the central and local budgets, approves the central budget and
the report on the implementation of the central budget and alters or annuls inappropriate
resolutions made by the Standing Committee of the National People’s Congress on budget and
final accounts.

The Standing Committee of the National People’s Congress supervises the implementation of the
central and local budgets, examines and approves the adjustment plan for the central budget,
examines and approves the final accounts of the Central Government, annuls administrative rules
and regulations, decisions, or orders of the State Council on budget or final accounts, which
contravene the Constitution or laws, and annuls local regulations or resolutions made by the
people’s congresses or their standing committees of the provinces, autonomous regions or
municipalities directly under the Central Government on budget or final accounts, which
contravene the Constitution, laws or administrative rules and regulations.

Article 13 A local people’s congress at or above the county level examines the draft general
budget at the corresponding level and the report on the implementation of the general budget,
approves the budget and the report on its implementation at the corresponding level, alters or
annuls inappropriate resolutions made by the standing committee of the people’s congress at the
corresponding level on budget or final accounts and annuls inappropriate decisions and orders
made by the government at the corresponding level on budget or final accounts.

The standing committee of a local people’s congress at or above the county level supervises the
implementation of the generat budget at the corresponding level, examines and approves the
adjustment plan for the budget at the corresponding level, examines and approves the final
accounts of the government at the corresponding level (hereinafter simplified as the fina!
accounts at th.e corresponding level), and annuls inappropriate decisions, orders and resolutions
made by the government at the corresponding level or by the people’s congress at the next tower
level and its standing committee on budget or final accounts.

The people’s congress of a township, nationality township or town which has established budget
examines and approves the budget at the corresponding level and the report on the
implementation of the budget at the corresponding level, supervises the implementation of the
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budget at the corresponding level, examines and approves the adjustment plan for the budget at
the corresponding level, examines and approves the final accounts at the corresponding level,
and annuls inappropriate decisions and orders made by the government at the corresponding
level on budget or final accounts.

Article 14 The State Council compiles the drafts of the central budget and final accounts, makes
report to the National People’s Congress on the drafts of central and local budgets, submits for
the record to the Standing Committee of the National People’s Congress reports on the totalled
budgets submitted for the record by the governments of provinces, autonomous regions and
municipalities directly under the Central Government, organizes the implementation of the
central and local budgets, makes decisions to draw on reserve funds of the central budget, works
out the adjustment plan for the central budget, supervises the implementation of the budgets of
the departments of the Central Government and of the local governments, alters or annuls
inappropriate decisions and orders made by the departments of the Central Government or by
the local governments on budgets or final accounts, and makes report to the National People’s
Congress or its Standing Committee on the implementation of the central and local budgets.

Article 15 A local government at or above the county level compiles the draft budget and draft
final accounts at the corresponding level, makes report on the draft general budget at the
corresponding level to the people’s congress at the corresponding level, submits for the record
the totalized general budget submitted by the next lower level to the standing committee of the
people’s congress at the corresponding leve! for the record, organizes the implementation of the
general budget at the corresponding level, makes decisions to draw on reserve funds of the
budget at the corresponding level, works out the adjustment plan for the budget at the
corresponding level, supervises the budget implementation by the departments at the
carresponding level and by the government at the next lower level, alters or annuls inappropriate
decisions and orders made by the departments at the corresponding levels and the government
at the next lower level on budget or final accounts, and makes report to the people’s congress at
the corresponding level or its standing committee on the implementation of the general budget
at the corresponding level.

The government of a township, nationality township or town compiles the draft budget and draft
final accounts.at the corresponding levels, makes report to the people’s congress at the
carresponding level on the draft budget, organizes the implementation of the budget at the
corresponding level, makes decisions to draw on reserve funds of the budget at the
corresponding level, works out the adjustment plan for the budget at the corresponding level,
and makes report to the people’s congress at the corresponding leve! on the implementation of
the budget at the corresponding level.

Article 16 The financial department under the State Council compiles the specific draft of the
central budget and draft of the final accounts, practically organizes the implementation of the
central and local budgets, puts forward proposals for drawing on reserve funds of the central
budget, works out the specific adjustment plan for the central budget, and regularly reports to
the State Council on the implementation of the central and local budgets.

The financial department of a local government at any level compiles the specific drafts of budget
and final accounts at the corresponding level, practically organizes the implementation of the
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general budget at the corresponding level, puts forward proposals for drawing on reserve funds
of the budget at the corresponding level, works out the specific adjustment plan for the budget at
the corresponding level, and regularly reports to the government at the corresponding level and
the financial department of the government at the next higher level on the implementation of
the general budget at the corresponding level.

Article 17 The various departments compite the drafts of their own budgets and final accounts,
organize and supervise the budget implementation by their own departments, and regularly
report to the financial departments of the governments at the corresponding levels on their
budget implementation.

Article 18 The various units compile the drafts of their own budgets and final accounts, turn over
budgetary revenues as prescribed by the State, manage the budgetary expenditures, and accept
supervision of the relevant departments of the State.

CHAPTER I} SCOPE OF BUDGETARY REVENUES AND EXPENDITURES

Article 19 A budget consists of budgetary revenues and budgetary expenditures.
The budgetary revenues include:

(1) tax receipts;

(2) receipts from the State-owned assets that should be turned over in accordance with relevant
regulations;

(3) receipts from special items; and

(4) réceipts from other sources.

The budgetary expenditures include:

(1) expenditure for economic construction;

(2) expenditure for the development of undertakings in education, science, culture, public health
and physical culture;

(3) the administrative expenditure of the State;
(4) expenditure for national defence;

(5) expenditure for various subsidies; and

(6) other expenditures.

Article 20 The budgetary revenues are divided into the central budgetary revenues, the local
budgetary revenues and the budgetary revenues shared by the central and local governments.

The budgetary expenditures are divided into the central budgetary expenditures and the local
budgetary expenditures.

Article 21 Specific measures for the division of items for revenue and expenditure between the
central budget and the local budget, the turning-over of revenues by the local governments to
the Central Government and the refundment of revenues or the grant of subsidies by the Central
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Government to the local governments shall be prescribed by the State Council and reported to
the Standing Committee of the Nationa! People’s Congress for the record.

Article 22 The budgetary revenues shall be used in a manner of overall consideration and
arrangement. The establishment of any fund for a specific purpose, where really necessary, shall
be subject to the approval by the State Council.

Article 23 No government at a higher level may allocate, beyond its budget, any budgetary funds
of the government at a lower level. No government at a fower level may use or intercept
budgetary funds belonging 1o the government at a higher level.

CHAPTER IV BUDGET COMPILATION

Article 24 The governments, departments and units at various levels shall compile their
respective draft budgets within the period of time prescribed by the State Council.

Article 25 The central budget and the budgets of local governments at various levels shall be
compiled with reference to the actual implementation of the previous year’s budget and to the
estimation of the current year’s revenues and expenditures.

Article 26 The central budget and the budgets of local governments at various levels shall be
compiled according to the dual budget system.

Measures for the compilation of the dual budget system and rules for the implementation
thereof shall be formulated by the State Council.

Article 27 The public budget of the Central Government shall not contain deficit.

Partial funds for construction investment indispensable to the central budget may be raised in
form of domestic and foreign loans, provided that loans shall be in a rational scale and structure.

The funds needed for the servicing of the debts already raised in the central budget shall be
managed in accordance with the provisions of the preceding paragraph.

Article 28 The local budgets at various levels shall be compiled according to the principles of
keeping expenditures within the limits of revenues and maintaining a balance between revenues
and expenditures, and shall not contain deficit.

The local governments may not issue local government bonds, except as otherwise prescribed by
laws or the State Council.

Article 29 The compilation of the budgetary revenues at various levels shall be in keeping with
the growth rate of the gross national product.

Revenues which must be listed in the budget in accordance with relevant regulations, may not be

. concealed or incompletely listed, and the abnormal receipts in the previous year may not be

taken as the basis for the compilation of the budgetary revenues.

Article 30 The guiding principle of practising strict economy and building up the country through
thrift and hard work shall be followed in compiling the budgetary expenditures at various levels.

The budgetary expenditures at various levels shall be compiled by making overall plans and taking
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all factors into consideration while securing priorities; and budgetary expenditures for various
purposes shall be properly arranged under the precondition that the reasonable requirements of
government public expenditures be secured.

Article 31 Necessary funds shall be arranged in the central and relevant local budgets to assist the
developing areas such as areas of regional national autonomy, old revolutionary bases and
outlying and poverty-stricken areas, in developing undertakings of economy and culture.

Article 32 Reserve funds in government budgets at various levels shail be established at a ratio of
1% to 3% of the budgetary expenditures at the corresponding level for coping with the relief for
natural calamities and other unexpected expenditures in the implementation of the current
year’s budgets.

Article 33 Budgetary circulating funds shall be established in government budgets at various
levels as prescribed by the State Council.

Article 34 The balance of the previous year's government budget at any level may be used in the
next year for the expenditure of the previous year’s carry-over projects; any surplus thereof may
be used as a supplement to the budgetary circulating funds; any further surplus may be used as
budgetary expenditures essential to the next year.

Article 35 The State Council shall give timely instructions regarding the compilation of the next
year’s draft budgets.

The concrete matters relating to the compilation of draft budgets shall be arranged by the
financial department under the State Council.

Article 36 The governments of the provinces, autonomous regions and municipalities directly
under the Central Government shall, within the period of time defined by the State Council,
submit the general draft budgets at the corresponding levels to the State Council for examination,
verification and totalization.

Article 37 The financial department under the State Council shall, one month before the annual
session of the National People’s Congress, submit the main contents of the draft central budget
to the Financial and Economic Committee of the National People’s Congress for preliminary
examination.

The financial departments under the governments of the provinces, autonomous regions,
municipalities directly under the Central Government, cities divided into districts or autonomous
prefectures shall, one month before the sessions of the people’s congresses at the corresponding
levels, submit the main contents of the draft budgets at the corresponding levels for preliminary
examination to the relevant special committees of the people’s congresses at the corresponding
levels, or to the relevant working committees of the standing committees of the people’s
congresses at the corresponding levels in accordance with the decisions made by the councils of
chairmen of the standing committees of the people’s congresses at the corresponding levels.

The financial departments under the governments of the counties, autonomous counties, cities
not divided into districts or municipa! districts shall, one month before the sessions of the
people’s congresses at the corresponding levels, submit the main contents of the draft budgets at
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the corresponding levels for preliminary examination to the standing committees of the people’s
congresses at the corresponding levels.

CHAPTER V EXAMINATION AND APPROVAL OF BUDGETS

Article 38 The State Council shall, when the National People’s Congress is in session, make a
report to the Congress on the draft central and local budgets.

The local governments at various levels shall, when the people’s congresses at the corresponding
levels are in session, make reports to the congresses on their respective draft total budgets.

Article 39 The central budget shall be examined and approved by the National People’s Congress.

The budgets of the local governments at various levels shall be examined and approved by the
people’s congresses at the corresponding levels.

Article 40 The government of a township, nationality township or town shall report without delay
its budget approved by the people’s congress at the corresponding level to the government at the
next higher level for the record. A local government at or above the county level shall report
without delay its budget approved by the people’s congress at the corresponding level and the
totalized budget submitted for the record by the government at the next lower level to the
government at the next higher level for the record.

A local government at or above the county level shall, after totalizing the budgets submitted for
the record by the governments at the next lower level in accordance with the provisions of the
preceding paragraph, report the totalized budgets to the standing committee of the people’s
congress at the corresponding level for the record: The State Council shall, after totalizing the
budgets submitted for the record by the governments of the provinces, autonomous regions and
municipalities directly under the Central Government in accordance with the provisions of the
preceding paragraph, submit the totalized budgets to the Standing Committee of the National
People’s Congress for the record.

Article 41 In case the State Council or a local government at or above the county level judges that
the budget submitted for the record by the government at the next lower level in accordance
with the provisions of Article 40 of this Law, contravenes laws or administrative rules and
regulations, or contains other inappropriatenesses, and that the resolution approving the budget
has to be cancelled, the said government shall submit the matter to the standing committee of
the people’s congress at the corresponding level for deliberation and decision.

Article 42 After the approval of the budgets of the governments at various levels by the people’s
congresses at the corresponding levels, the financial departments of the governments at the
corresponding levels shall without delay give an official written reply regarding their budgets to
the departments at the corresponding levels. The departments at various levels shall without
delay give an official written reply regarding their budgets to their subordinate units.

CHAPTER VI BUDGET IMPLEMENTATION

Article 43 The implementation of the budgets of governments at various levels shall be organized
by the governments at the corresponding levels, and the financial departments of the
governments at the corresponding levels shall be in charge of the concrete work.
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Article 44 After the beginning of a budgetary year and before the approval of the draft budgets of
the governments at various levels by the people’s congresses at the corresponding levels, the
governments at the corresponding levels may first arrange their expenditures according to the
amount of the budgetary expenditures in the corresponding period of the previous year. Upon
the approval of the respective budgets by the people’s congresses at the corresponding levels,
the approved budgets shall be implemented.

Article 45 The departments responsible for collecting budgetary revenues must, in accordance
with the provisions of the laws or administrative rules and regulations, collect in time and in full
amount the budgetary revenues that ought to be collected, and may not, in violation of the
provisions of the laws or administrative rules and regulations, carry out unauthorized reduction of,
or exemption from collection of budgetary revenues that ought to be collected or postpone the
collection thereof, and may not intercept, detain or misappropriate the budgetary revenues.

Article 46 The departments or units which have the obligation to turn over budgetary revenues
must, in accordance with the laws, administrative rules and regulations and the provisions of the
financial department under the State Council, turn over in time and in full amount the budgetary
funds that ought to be turned over to the State Treasury (hereinafter simplified as the Treasury),
and may not intercept, detain, misappropriate or default the turnover.

Article 47 The financial departments of the governments at various levels must, in accordance
with the laws, administrative rules and regulations and the provisions of the financial department
under the State Coundil, allocate in time and in full amount the funds for budgetary expenditures
and strengthen the management of and supervision over the budgetary expenditures.

The expenditures of the governments, departments and units at various levels must comply with
their respective budgets.

Article 48 The Treasury must be established in any budget at or above the county level; it shall
also be established for any township, nationality township or town where conditions permit.

The business of the Central Treasury shall be managed by the People’s Bank of China and the
business of the tocal Treasuries shall be managed in accordance with the relevant provisions of
the State Council.

The Treasuries at various levels must, in accordance with the relevant provisions of the State,
manage promptly and accurately the collection, allocation, retainment and turnover of the
budgetary revenues, and the appropriation of the budgetary expenditures.

The power to dispose of the funds of the Treasuries at various levels is vested in the financial
departments of the governments at the corresponding levels. Except as otherwise provided by
the laws or administrative rules and regulations, no departments, units or individuals shall,
without the authorization of the financial departments of the governments at the corresponding
tevels, have the right to draw on any funds from the Treasuries or dispose in any other forms of
the funds already put in the Treasuries.

The governments at various levels shall strengthen the management of and supervision over the
Treasuries at the corresponding levels.
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Article 43 The governments at various levels shall strengthen the teadership over the budget
implementation, support the budgetary-revenue collecting departments such as the financiat
departments, taxation and customs authorities to arrange budgetary revenues according to law
and support the financial departments to strictly manage budgetary expenditures.

The financial departments, taxation and customs authorities shall in the course of budget
implementation strengthen the analysis of the budget implementation and shall, whenever
discovering any problems, promptly suggest that the governments at the corresponding levels
adopt measures to settle them.

Article SO Departments or units shall strengthen the management of the budgetary revenues and
expenditures, and may not intercept or draw on the budgetary revenues which ought to be
turned over, nor treat any non-budgetary expenditures as budgetary expenditures.

Article 51 The plan to draw on the budget reserve funds of a government at any level shall be
made by the financial department of the government at the corresponding level and be
submitted to the government at the corresponding level for a decision.

Article 52 The budgetary circulating funds of the governments at various levels shail be managed
by the financial departments of the governments at the corresponding levels, and shall be used
for the fund-circulating purpose in budget implementation, and may not be diverted to any other
use.

CHAPTER VIl BUDGET ADJUSTMENT

Article 53 Budget adjustment refers to any partial alteration of the central budget already
approved by the National People’s Congress or of the local budgets at the various levels already
approved by the local people’s congresses at the corresponding levels, which is made due to
expenditure increase or revenue reduction necessitated by special circumstances in the
implementation of the respective budget, thus making total expenditures exceed total revenues
in the original approved balanced budget or making an increase of the debts to be borrowed as
compared with the original approved budgets.

Article 54 The governments at various levels shall, with regard to indispensable budget
adjustments, work out plans for budget adjustments. The adjustment plan of the central budget
must be submitted to the Standing Committee of the National People’s Congress for examination
and approval. The budget adjustment plans of the local governments at or above the county level
must be submitted to the standing committees of the people’s congresses at the corresponding
levels for examination and approval. The budget adjustment plans of the governments of
townships, nationality townships or towns must be submitted to the people’s congresses at the
corresponding levels for examination and approval. No budget adjustment shall be made without
due approval.

Article 55 In case budget adjustments are not approved, the governments at various levels shall
not make any decisions making total expenditures exceed total revenues in the original approved
balanced budgets or making an increase of the debts to be borrowed as compared with the
original approved budget.

In case a decision is made in violation of the provisions of the preceding paragraph, the people’s
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congress or the standing committee of the people’s congress at the corresponding level or the
governments at higher tevels shall order a change or annulment of the decision.

Article 56 Changes in budgetary revenues and expenditures caused by funds returned or
subsidies granted by governments at higher levels in the course of budget implementation shall
not be regarded as budget adjustments. The local governments at or above the county level shall,
on receipt of returned funds or subsidies, report the relevant situations to the standing
committees of the people’s congresses at the corresponding levels. The governments of
townships, nationality townships or towns shall, on receipt of returned funds or subsidies, report
the relevant situations to the people’s congresses at the corresponding levels.

Article 57 The budgetary expenditures of a department or unit shall be implemented according to
the budget items. Any necessary transfer of budgetary funds under different budget items must
be reported for approval in accordance with the provisions of the department of finance under
the State Council.

Article S8 After the budget adjustment plan of a local government at any level has been approved,
the government at the corresponding level shall report such plan to the government at the next
higher level for the record.

CHAPTER VIIl FINAL ACCOUNTS

Article 59 Draft final accounts shall be compiled by governments at various levels, various
departments and units in accordance with the schedule prescribed by the State Council at the
end of each budgetary year.

The concrete matters concerning the compilation of the draft final accounts shalil be arranged by
the department of finance under the State Council.

Article 60 The compilation of the draft final accounts must conform to the laws and
administrative rules and regulations and ensure the accuracy in accounting revenues and
expenditures, the completeness of the contents and the prompt submission.

Article 61 A department shall examine, verify and totalize the draft final accounts of all units
subordinate to it and then compile draft final accounts of its own and shall, within the prescribed
time limit, submit such draft to the financial department of the government at the corresponding
level for examination and verification.

The financial department of a government at any level shall, in examining and verifying the draft
final accounts of all departments at the corresponding level, have the power to correct any
inconformity with the provisions of the laws and administrative rules and regulations.

Article 62 The financial department under the State Council shall compile the draft of the central
final accounts, and submit the draft to the State Council for examination and decision, and then
the State Council shall submit it to the Standing Committee of the National People’s Congress for
examination and approval.

The financial department of a local government at or above the county level shall compile the
draft final accounts at the corresponding tevel and submit the draft to the government at the
corresponding level for examination and decision, and the government at the corresponding level
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shall submit it to the standing committee of the people’s congress at the corresponding level for
examination and approval.

The government of a township, nationality township or town shali compile the draft finat
accounts at its own level and submit the draft to the people’s congress at that level for
examination and approval.

Article 63 After the final accounts of the government at any level has been approved, the relevant
financial department shall give an official written reply concerning the final accounts to ali
departments at the corresponding level.

Article 64 A local government at any level shall report its approved final accounts to the
government at the next higher level for the record.

Article 65 In case a government at or above the county level judges that the final accounts
submitted for the record by a government at the next lower level in accordance with the
provisions of Article 63 of this Law contravene the laws or administrative rules and regulations or
contain other inappropriatenesses and the resolution approving the final accounts has to be
cancelled, the State Council and the local government at or above the county level shall submit
the matter to the standing committee of the people’s congress at the corresponding level for
deliberation and decision; if a decision is made on its cancellation after deliberation, the standing
committee of the people’s congress at the said next lower level shall instruct the government at
the corresponding level to recompile the draft final accounts in accordance with the provisions of
this Law, and then submit the draft to the standing committee of the people’s congress at the
corresponding level for examination and approval.

CHAPTER IX SUPERVISION

Article 66 The National People’s Congress and its Standing Committee exercise supervision over
the central and local budgets and final accounts.

A local people’s congress at or above the county level and its standing committee exercise
supervision over the budget and final accounts of the governments at the corresponding and
lower levels.

The people’s congress of a township, nationality township or town exercises supervision over the
budget and final accounts of the government at the corresponding level.

Article 67 A people’s congress at any level and the standing committee of the people’s congress at
or above the county level have the power to conduct investigations of major issues or specific
questions concerning the budget or final accounts; governments, departments, units or
individuals concerned shall truthfully report the situations and provide the necessary materials.

Article 68 When the people’s congresses at various levels and the standing committees of the
people’s congresses at or above the county level are in session, deputies to the people’s
congresses or members of the standing committees may, in accordance with the procedures
prescribed by law, raise questions or address inquiries concerning the budgets or final accounts to
the relevant governments or financial departments, which must promptly answer the questions
or inquiries.
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Article 63 A government at any level shall, at least twice within each budgetary year, make
reports on the budget implementation to the people’s congress at the corresponding level or its
standing committee.

Article 70 A government at any level shall supervise the budget implementation by the
governments at lower levels; A government at lower levels shall regularly make reports on the
budget implementation to the government at the next higher level.

Article 71 The financial department of a 'government at any level shail be responsible for
supervision over and inspection of the budget implementation by all departments at the
corresponding level and their subordinate units, and shall make reports on the budget
implementation to the government at the corresponding level and the financial department of
the government at the next higher level.

Article 72 The auditing department of a government at any level shall exercise auditing
supervision over the budget implementation and final accounts of all departments and units at
the corresponding level and the governments at lower levels.

CHAPTER X LEGAL RESPONSIBILITY

Article 73 Where a government at any level, without an approval afforded in accordance with the
law, arbitrarily alters its budget, thus making total expenditures exceed total revenues in the
original approved balanced budget or making an increase of the debts to be borrowed as
compared with the original approved budget, the person in charge and other persons who are
held directly responsible shall be investigated for administrative responsibility.

Article 74 In case the Treasury funds are arbitrarily drawn upon or the funds already put in the
Treasury are appropriated by other means in violation of the provisions of the laws or
administrative rules and regulations, the financial department of the government shall order the
return or recovery of such funds to the Treasury, and the authorities at higher levels shall give
administrative sanctions to the person in charge and other persons who are held directly
responsible.

Article 75 In case budgetary revenues are concealed, or non-budgetary expenditures are treated
as budgetary expenditures, the government at the next higher level or the financal department
of the government at the corresponding level shali order the correction of such acts and the
authorities at higher levels shall give administrative sanctions to the person in charge and other
persons who are held directly responsible. ’

CHAPTER XI SUPPLEMENTARY PROVISIONS

Article 76 The people’s governments at various levels, all departments and units shall strengthen
the management of non-budgetary funds. Measures for the management of non-budgetary funds
shall be formulated separately by the State Council. People’s Congresses at various levels shall
strengthen supervision over the use of non-budgetary funds.

Article 77 The management of budgets in the national autonomous areas shall comply with the
relevant provisions of the Law on Regional National Autonomy; In the absence of such
stipulations in the Law on Regional National Autonomy, the relevant provisions of this Law and
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relevant regulations of the State Council shall apply.

Article 78 The State Council shall, in accordance with this Law, formulate rules for its

implementation.

Article 79 This Law shall go into effect as of January 1, 1995. On the same day, the Regulations on
the Management of State Budget, promulgated on October 21, 1991 by the State Council, shall
be invalidated.
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