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Circular of the General Office of the
State Council on Liquidating Fixed Asset
Investment Projects

Guo Ban Fa {2004] HNo. 38

People's Governments “in all ‘provinces, autonomous rexlon
under direct; control of the Central Government, all Ninistries . and Commissions
under, the ‘State: Council, and Organizations directly under the: Slale Council:
esent, “China’ s economy maintains a steady and rapld development,
1th’ a further-enhanced economic- effectiveness ond a good overall
vformnre However, some salient contradictions and problems during
the econodic development remain inelfectively relieved, some of which are still
growing unchecked, mainly in the overheated and oversized investment in Ffixed
assets, and the salient tension between demand und supply in coal, electricity,
petroleum, transportation and important raw materials.

At present, efforts shall be put forth in solving the problem of overheated
investment so as to promote the steady and rapid development of economy and to
avoid large economic fluctuations. In order ta further strengthen the
macroeconomic regulation, the ‘State decides to liquidate the fixed asset
projects. ’
1. Guiding Thought and Principle

1. The liquidation work‘shall carry out the scientific devclopment concept, and
all are requlred' unify Lheir “thoughts ta the decision ol arrangement. of the
Central Government;” fully aware of the problem of cverheated investment and its
harmful influences. All the regions and all the, authorities are shall, though
this. llquLdatmn, replace their attentions to thé enhancement of the quality and
ben¢ 't“ of the. economic growth, and firmly surmeunt Lhe phenomena of blind
competlnon mth each other, rash launching of projects and rash putting up
establishments. S

2. The liquidation shall be conduclied in accordance with the current laws,
administrative regulations and state policies, and mainly with the national
industrial policies and industrial program, the laws and regulations governing
land administration, environmental protection, bank loaning, project examination
and approval etc., and the circulars of the State on controlling the construction
of steel, electrolytic aluminum, cement, the office buildings training centers of
the Party and goverument authorities, city express track transportation
facilities, golf course etc.., ‘Measures shall be adopted towards a project that
fails to be in line with hese requirements, such a project as:should be
discontinued shall be dx omxhued and such a project as should be redressed
within a time lipit 11 be’ ‘redresséd within the time limit. B

3. The lnqulda jon-wotk “shall be’ subject to the principle of giving prominence
to key nomrs, yiding .guidince tailored, to. the sitvation, und handling each
case on its oim merits:’ [mportance shail . he attached to ‘the structural
read justment shile" curh\ng the overheated i rpent Such’ projects as have low
technological contents, exceed the demand of 3t and’ fail to be in line with
the requirements of structural readjustment, ' specially those highly energy-
consubing, ‘water—consuming, material-consuming, ‘envlronment-pollutmg projects of
haphazard investment and low-level redundant construction shall be [Cirmly
contracted. The liquidation of the project promoted by governmental activities
shall he strengthencd, and the project thal has a high technological content and
is in line with the requirements of structural readjustment, and supports shall
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continually be granted to agriculture, forestry, water conservancy, ecological
construction environmental infrastructure, social programs and other projects in
weaker fields that need to be strengthened.

4. The liquidation work shall be carried out in accordance with the affiliation
of the project. The National Development and Reform Commigsion: shall be
responsible for the organization work of the liquidation, and. shull together
with the Ministry. of Supervision, the Ministry of Land and Resources, the
Ministry of CunStructwn. the People’s Bank of China, the":Natmnal Audit Office,
the State Cnvironmental Protection Adoinisiration, the Chxna Banking "Regulatory
Commission etc., strengthen the supervls:on and exammauon of* Lhe liquidation in
accordance with their own division of work
1. Liquidation Scope AT P

All regions, all authorities and all rclated authorities shall conduct a
comprehensive examination and liquidation of all. the projects under construction
and projects to be constructed. The “project under constriction” as mentioned
above refers to such a project as is already started, and the “project to be
constructed” as mentioned sbove refers to such a project as is already applied
for by a project unit, as is under the hundling of the governmental authorities
and as is not started yet.

The key areas subject to liquidation: 1 projects of steel, electrolyte
aluoinum, cement, office building and training centers of (he Party und
government authorities, city, express track transportation facilities, ;,oll
course, exhibition center, logistics park, and large-sized :hogpmg center elc. ;
2 all the projects that has been newly started since 2001.

Projects -agriculture, forestry, water conservancy. (includmg "inmnll
rural projects (water-effxcxent irrigation, potable ~water supphes, road
building,- Betharie: production facilities, hydroelectric plants, and pastlure
enclosure)”), ecological construction, education {excluding university city),
public health, and science {excluding sclenuhc and technolomcal park) shall be
beyond:: :the llqlndntmn scope. .
1L Cont nt-of Liquidation

The projects under construccion and to constructed shall be exumined one by
one In liquidation, which shiall include:

1. Whether being in line with the nationa! industrial policies and programs:
and

2. Whether being in line with the general program of land utilization and
integrated into the snnual program of land utilization: and

3. Whether being in line with Lhe national provisions concerning envlronmental
protection and passing the environmental impact assessment; and

4. Whether being in line with the general planning of a city: and:y

5. Whether being in ling with the procedures governing pmJez, {
appraval and other cof ﬁfuttions: and U

govermng t‘ {xed asse; 1nve<cment and

/ 'i,éf-’tieing”i ling,with the provisions in' ercular of the Ceneral Office
,até Colincil ont Transmttmg and Issuing Several Opinions of the National
t and i Reform Commission and Other Authorities on Curbing lrralional
InveStmént in Steel Clectrolytic Aluminum and Cement Industries (Cuo Ban Fa
(2003} No:103), Circular of the General Office of the Central Comaittee of the
Comnunist Party of China and the General Office of the State Council on
Continually Tightening the Control the Construction of the Office Building and
Training Center Project of the Party and Government Authorities (Zhong Ban Fa
(20033 No.3), Circular of the Ceneral Office of the State Council on
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Strengthening the Administration of the Construction of the City Cxpress Track
Transportation Facilities (Guo Ban ¥a [2003] No.81) and Circular of the General
Office of the State Council on Suspending the New Construction of Gnlf Courses
(Guo Ban Fa {2004] No. 1).

8. Whether falling within the items stipulated in Circular of Lhe" General
Office of the State Council on Strictly Prohibiting the Illegal Construction of
the Thermal Power Generating Units of Equivalent to or Lless than.l1.35 Million
Kilowatts (Guo~Ban Fa Ming Dian (2002) No.6), and the Catalogue of Oufdated
Production Capacxtles Techniques and Products to Be Eliminated (Batch I, Batch
[ and Batch 111) (Decree-of the State Cconomic and Trade Cozmission No.6, No. 16,
2): pro:nulgated by the former State Economic and Trade Comission.
ther- beidg® in line with other laws, administrative regulations and State
pollc!es*governmg the project construction.

IV. Post=liquidation Treatment

1. Such a project under construction as is prohlhlted by explicit State orders,

and as fails to be in line with the Land Administration Law and other laws,
administrative regulations and Siate policies shall be discontinued.

2. Such a project under construction as [ails to be in line with the provisions
for environmental protection, the city planning, project examination and
approval, and other construction procedures and with the credit policies and
other requirements shall be suspended and be ordered to redress wn.hm a time
limit.

3. With regard to such a project under construction as is in, line thh the
provisions in lavs, . ‘administrative regulations and State pohcles,,._ the
construction scheduliing shall be reasonably arranged upon the base of carrying
out- the construction conditions of the project hereof, , _

4. Such a project to be constructed us fails™ £ be in Line- wit.h laws,
administrative raegulations and State policies shall be prohibited €rom
imtxalizduon and ‘from an unauthorized starting.

5. A new project of steel, electrolytic aluminum and cement shall in principle
not be launched in this year. And some particular'major projects of structure
readjustment and optimization, of which a starting is truly needed in this year.
shall obtain an approval ol the State.

Y. Wark Style

1. The provincial people’s government shall be responsible For the liquidation
of the local projects, the relevant authorities under the State Council and shall
be responsible  for the liquidation of projects subject to the Central
Authorities, with regard to the project co-funded by the Central Authorities and
the local authorities, the relevant authorities under the State Council shall be
responsible for the liquid tmn of the one that has more funds from the Central
Authorities, and the prd; incial.. psople s government shall be responsxble for the
liquidation of the one that has more funds from the local authorities.”

2. The National DevelOpmenL Tand Reform Commissig shall& be concretely
responsible organizing and urglng the carrying-out, of1 uLdatwn, .and conduct
supervisions and selective inspections on f.h'e 11qundauon work from the
perspectlves of the national industrial pollcxes— lndustr;la]. programs, and the
procedure governing the project examination-aitd’ approval tetc. .

3. The. Ministry of Land and Resources, the- Ministry of Construction and the
State Environmental Protection Administration-sball conduct supervisions and
selective inspections from the perspectives of land administration, city planning
and environmental protection etc., the China Banking Regulatory Commission shall

conduct supervisions snd selective inspections from the perspectives of the’

credit policies and the provisions governing the fixed asset loaning, and shall
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be responsible for conducting selective inspections on the louns for the
packed projects of city construction.

4. A leading group led by the National Development and Reform Commission and
composed of the Yinistry of Supezvxsion. the Ministry of Land and Resources, the
Hinistry of Construction, thé‘Pedple’s Bank of China, the National: Audxt Office,
the State Environmental, Protection Administration, the China 1ng ‘Regulatory
Commission and othet: authonues 2i.shall be concretely rksponsxble for the
liquidation work. . =" -<° 4 . 1”.
¥1. Work Schedule © NV N :

1; Great importence sha'll be attached to by, all t.he regwns and all the
authorjtics, and the -leadership shall be. Strer}gthened the ‘major persons in
charge shall themselves assume Ieadershlp transfer personmel to constitute
interinm’ hgencnes. clearly define the duties; ’forrnulav.e well-conceived work
programs;:-And organize and carry out the liquidation work as soon as possible.

2. The liquidation work of all the regions and all the authorities shall be
finished within one and half months as cthe date of the promulgation of this
Circular, and report their liquidation results and treatment measures to the
National Bevelopment and Reform Commission.

(1) The liquidation results and treatment measures for all the projects under
construction and to be constructed within the liquidation scope: and

(2) The per-project treatment opinions of construction dlsconununnce.
construction suspension for redressment within a time limit, abolition of project
initialization and being,ip llnc gith the requirements for a prg,lect with a gross
investment of equlvalent\lo “or more than RMB 10 million. ‘Yuanﬂm the key
liquidation area, and.for a project with a gross investment of egulvalent to or
more than IMB 30.million Yuan in other liquidation areas. . N

3. After all lhé regions and all the auLhontxcs fmlsh thexr liquidation
works, the Natiopal:: vDevelopment and Reform Comnission,’ the Ministry ol
Supérvision, the Ministry of Land and Resources, the Ministry of Construction,
the People’'s Bank of China, the National Audit.Office, the State Environmental
Protection Administration, and the China Bauking ‘Regulatory Commission shall
conduct selective inspections on the liquidation Tesults. And after finishing the
aforesaid selective inspections, the Nalional Development and Reform Commission
shall, together the relevant authorities, (ormulate liquidation reports and
submit them to the State Council.

4. All the regions and all the authorities shall keep the big pictures in mind,
truly do well the liquidation work, submit the liquidation results according to
fact, and avoid the occurrences of local and industrial protectionisms. And a
special attention shall be pald to the problems arising possxhly ‘from the
discontinuance or suspension of . prOJect construction, and preprograms “stall be
formulated to do well the post-ligquidation work. Once those act ure found true
that practicing fraudulences and intentional concealments, and: new’ undebxrable
aftermaths arising after the discontinuance or suspension of project construct\on
due to the wotk, sthe relaled leaders shull be investigated for liabillhes

5. The’ llquuiqt,ion of fixed asset investment projects has wide mplu.atmns and
involves policy’ conslderauons All the duthonfles_ under the State Council shall
earnestly rumu their  duties, cooper e' closely and  strengthen
mtercomnumcanons, and timely detect and-. solve\cooperauvely the salivnt
problems. arnmg from the liquidation work. And-ma_)or problems shall be reported
to the State Council.

The General Office of the State Council
April 27, 2004
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Arracment Al

Circutor of the State Councit on Adjusting the Proportions of Registered Caplial in
Fixed Asset Investment Projects of Some Industries

(April 26, 2004 No. 13(2004) of the State Councll Enforcement as of the day of
promuigation)

Since this year. the national economy has continued to maintain a tavorable
momentum, the reform and opening has been futher carried forward in ¢ stable
manner and the sociol undartakings have been developed In an all-around way.
At the same time, those autstanding confiicts thot exist in the economic operation
have become increasingly apparent, which are embodied In such aspects as the
over-increase In  investment, too many newly started projects, the
underconstruction scale being too large. and the inational investment stuctue.
There exists bliind Investment In industries of stesal, electolytic aluminum and
cement, there is serious phenomenon of low-quolity repeated construction, the
incregse rate of real estate development and investment is 100 high, and the
development capital is excessively dependent an bank loans. In order to intensify
the macro regulation. adjust and optimize the economic structure and promole a
sound development of the aforesald industries, the State Council has decided to
adjust the proportions of capital money of construction projects in induskies of
steel, elecholytic aluminum, cement ond real estate development as prescribed
in the Circukar of the Siate Council on Piloting the System of Registered Capltal on
Fixed Assot investment Projects (No. 35 (1996) of the State Councl): (1) The
proportion of caplial money of steel projects Is raised from 25% or more to 40% or
more: (2) The proportion of registered capital of projects of cement, etectrolytic
aluminum and real estate development (excluding projects of economically
affordable housss) shall be raised from 20% or morte to 35% or more.

The relevant provisions of this Circular sholl come into force as of the day of
promulgation.
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Arpaomant AL

Circdor of the State Council on Accelerating the Restructuring of the Sectors with
Production Capacity Redundancy

(No. 11 (2006) of the State Councll)

The people’s govemments of all provinces. autonomous regions and
municipalifies directly under the Central Government os well as ol the ministries
and commissions of the State Council and the institutions directty undar the State
Council:

It Is a major ond ditficult task in the 1 1th Five-Year Plan” period to piomote tho
strategic restructuring of the economy as well s to elevate the Intemctional
competiliveness of all sectoss. At the present time, some sectors make such blind
investment and Inefficient expansion that they have incutred production
capacity redundoncy, which hos tumed Into @ predominant problem In the
economy. If not solved in o timely manner, the probiem may further aggravote
the conflict lying in the imaftonal industrial structure and thus impede a sustainable,
fast. balanced and sound development of the economy. In order to accelerate
the reshucturing In those sectors with production capacity redundoncy. we
hereby notify the retevant issues as follows:

I. Theimportance and Urgency of Accelerating the Restructwring of the Sectors
with Production Capactty Redundancy

In recent years, the incessant upgrading of the consumption structure as well as
the acceleration of the Industrialization and urbanization process have motivated
a fast growth of such sectors as iron &steal, cement, electiolytic aluminem and
automobiles. Due to the extenstve growth pattern of our economy. imperfact
institution and mechanism, such problems as blind investment ond low-qualtty
expansion have arisen In the fast development of the foregoing sectors. In 2004,
the state adepted. In a timety manner. a seres of macro control measures so that
the blind expansion in some sectors hos been prefiminarly cracked down upon.
the overdncrease of investrent has shrunk and the relevant goals regarding the
acquisifion, restructuring, close-down and banlauptcy of enterprises as well as the
eliminatton of outdated production capacities thereot have been fulfiled.

However, in view of the whole situation. the problem of production capacity
redundancy in some sectors as incured from an over-nvestment has not been

solved in the root. There Is an obvious redundancy in the production capacity of

such sectors as iron & steel, etectrolytic aluminum. calcium carblde, ferroalloy.
coke and automobites. As to such sectors as cement, coal, power and textile,

although thelr production and demand could, for the time being, stiike o balance.

thelr ongoling construction scale is so karge that a problem of production copacity
redundancy potentially ties ahead. Under such circumstances, some reglons and
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enterprises stit keep on Initiating new projects in the foregoing sectors, which wil
definitely further aggravate the confiict of the production copacity overwhelming
the demand. Furthermore, except for the gross redundancy in such sectors, there
exit other serious problems regarding Irational enterprise organizational structure,
Industrla! technica! shucture and product shucture. Al the present time, the
unfavoroble aftermaths, as Incured from tho production capacity redundancy of
some sactors. have visualized in such forms as down-fall of product prces.
increase of inventory, decrease of enterprise profit margin and increase of losses.
If such situation is le} go at random, the conflict rooting in the binding force of
fesource scarcity will pop up further, the issue of structural imbalance will be
worsen off, there will witness an obvious Increase in entermprise bankruptcy os well
asin unemployment. So we should resolutely make efforts to solve all the problems.
Wa should hold an overall picture that, to accelerate the restructuring of those
sectors with production capacity redundoncy, is not only on objective
requirement to consolidate and odvance the achlevement in macro control but
atso an important and difficult fask in this regard as well as is not only an urgent
requirement to effectively diect the economic and societal development onto a
track of scientific development but also an important measure to maintain a
favorable curent momentum of stable and comparatively fast economic growth
on a continual basis.

Though the production capacity redundancy in some sectors has incuted o
negotive Impact an the economic and soclal development, it, ot the some time.
provides an opportunity to promote the restructuting. Only under such condition
that the market supply overwhelms the market demand, and that the market
competition is consequently heated may the enterprises be wiling to or rather be
compelled to adjust their stuctwe and eliminate their outdated production
capacity. The state has, In the process of camying out the macro control,
accumulated the relfevont experience 1o coordinate the industial policles with
other economic policles so as to form comparatively standardized nites for market
access, which provide definite institulional standards and means to promote the
industrial restructuring and eliminate the outdated production capacity. Al
regions and relevant departments shak further build up and cammy into effect the
scientific development concept, further advance their understanding in the
necessity and urgency of an overall and sound development as well gs fransition
of economic growth pattem, iIntensify their prospective Insight, avaid any
blindness, elevate their Initiation and setf-consclousness, exploil a given situation
for all possible favorable factors for development and tum harm to good s as 1o
accelerate the restructuring of the sectors with production copacity redundarcy.

ii. Overall Requirements and Principles to Promote the Restructuing of the
Sectors with Production Capacity Redundancy

The overall requirements to accelerate the reshuctuing of the sectors with
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production copacity redundancy are: We should, under the guidance of the
scientific development concept and on the basls of the market mechanism,
exploit a given situation for all possible favorable factors for development. control
the increased copacity, optimize the structure, give freatment on a case-by-case
basis, support the supeilor and eliminate the inferior so as to step forward
substantidly In the curent year and achteve effective outcomes though years of
efforts. The fdlowing principtes shall be upheld in the specific work:

(1) We should glve full play to the fundamental role of the market In allocating
resowcas. We should, based on the market orentation, Utilize the restictions on
the market and resources to intensify the reversed transmission of the pressure for
easing monetfary condition so as to promote the gross bolance and structurat
optimism. We shoukd adjust and rationalize the prices of resource products so s to
better exert the function of the price leverage in adjustment and thus promote
enterprises’ independent innovation and structural adjustment.

(2) We should employ the economic ond kegal meons os well Gs necessary
administrative means In a comprehensive manner. We should intensity the
guldonce by industic! palicles, support by credit policies, adjustment by the
polictes for finance and taxes so as to promote the industrial restructuring. We
shoukd elevate and shrictly implement the retlevant standards for market access
regarding  environmental protection, security, techniques. land and
comprehensive utillzation of resources so as to direct the orientation of market
Investment. We should improve and stictly implement the relevant taws and
regulations and regulate the acts of both enterpiises and the govemment.

(3) We should insist on glving treatment on a cose-by-case basis ond promote
the support for the superior and etimination of the inferior. We should, according
to the specific situation in an industry, region or enterprise, offer classified
guidance as well as relevant protection and restiction. We should insist on the
combination of supporting the superor and eliminoting the Inferor, the
combination of upgrading and restructuring and eliminating the fall-behing as
well os the combination of acquisition and reorganization ond close-down and
bankruptcy. We should utifize and digest the present production capacity in a
regsonoble manner ond further optimize the stuctwre and dllocation of
enterprises.

(4) We should Improve institution safeguard that ensures @ continuous
restructuring. We should combine the current issues with long-term issues.
aoccelerate the progress of reform. eliminate the obstoctes in institution or
mechanism on the way of restructuring. ond promote the restructuing In the
sectors with produclion capacity redundoncy in an orderly manner so as to
promote a contirnuous, fast and sound development of the economy.

Public
File 214

550




. Key Measures for Promoting the Restructuring In the Sectors of Production
Capacity Redundancy

The key to promote the restructuring in the sectors with production capacity
redundancy is to give full play to the fundamental role of the market in allocating
rasources and Rully exert the market strangth to promote the competition as well
as the survival of the fittest. The people’s governments at all levels sholl, in the
process of restructuring. play the role of not only reguloting the market order by
way of further promoting the reforrn so as to create the relevant conditions to
exert the function of the market mechanism but also employing the relevant
economic, legal ond necessary administrative meons In o comprehensive
manner to intensify the guidance and make positive promotion, In 2006, we
should, by means of restructuring, reform and elimination through selection,
accelerate the restruchuing progress in the sectors with production capacity
redundancy.

(1) We should effectively prevent any rebound of the fixed-asset investment,
which is a key prerequisite to promote smoothly the restructuring in the sector with
preduction capacity redundancy. In case the investment is inftated ogain, the
fall-behind production capacity wil be ke dying embers that flare up. And
consequently the conflict as incued by the gross redundancy and unreasonable
stnucture will be more and more thorny rather than be solved. We should continue
canying into effect the policies of the Central Government far macro control and
strictly keoping watch on the stobes of land and credit, strictly confrol the
investment scale of fixed assets so as to create the necessary prerequisites of and
a favorable environment fos the restructuring in the sectors with production
capacity redundancy.

() We should strictly control those nevdy initiated projects. We stiould, according
to the relevant laws and regutations, formulate more shict standards regarding
environment, security, energy consumption, water consumption, comprehensive
utilization of resources as well as quality, techniques and scale and elevate the
threshold for access. We should give different reatments to projects under
construction ond those under the ptanning of construction and continue the
ralevant straightening-out and rectification. As 1o any project thal fails to meet
the retevant requirements of the state for matket access regarding the relevant
pianning. industrial policies, policies for land supply, environmental production
and work safety, the construction thereof shall be stopped according to low. In
the case of refusal to Implement any relevant order, we shou'd employ the
relevant economic. tegal means as well as necessary odminlshative means to
sottie it and invesligate the fiablitiss of relevant personnel. As is the general
principle, we shauld not grant any approval for the establishment of a new steel
plant and shall canry out stict examination and approval on a project invalving
the relfocation of a steel plant or invalving the elimination through selection on
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outdated production copacity of a steel plant. We should elsvate the standards
for welksizos in coal exploration and clanfy the resource recovery rale as well as
the requirements for work safety. As for a newly established automobiles &
complete vehicla production enterprise as well as any investment project
invaiving the production of frans-category products by a current enterprise, both
the requirements of the industrial policies and the requirements for independent
brand and independent development of products shall be satisfied. Where any
current enterprise establishes a factory in a different place, its production and
sales volume shall be over 80% of the approved production capacity, as & o
requlrement. We should slevate our efficiency in utilizing foreign Investment and
prohibit the access of any foreign investment with poor techniques and security,
high energy-consumption and heavy poliution.

(3) We should eiminate the outdoted production capacity through selection. We
should, according to law. close down those small-sized enterprises that destroy
resources, poliute the environment and fall to meet the relevont requirements for
work safety, eimnate through selection the outdated production capacity by
stages and botches and dispose of the outdated production equipments by way
of destruction. We should, in a step-by-step manner, efiminate through setection
the outdated production capaclly of cement such as vertical kin, close or
eliminate small open fumaces of calcium carbide or those with o production
capacity of lower than 10. 000 tons: eoliminate, as soon as possible, ferroalloy
submerged arc fumaces with o power of lower than 5, 000 kilovoltt/ampere
(except speclal ferroalloy). terroalioy bkrst fumaces with a volume of less than 100
cubic meters; Iron-smetting blast fumnaces with a volume of less than 300 cubic
meters and steel-smelting converters and electionic furnaces with @ production
capacity of lowsr than 20 tons. We should eliminate thoroughly the faciities as
invoived In Indigenous coking and improved coking: stop the use of mini petrol
engines and condensing coal-fired miniset of 50, 000 kilowatts and ellminate
thoso small coal mines that fail to meet the requirements for scale as prescribed in
the industrial policies and standards for wark safety.

(4) We shoutd promote the techrical innovation. We should support large-sized
enterprises’ projects involving techniquo innovation compatible with the retevant
industrial policies, of high technical level and conduclve to Industial upgrading.
We should, putting the focus on elevating the technical level, improving the
varieties, profecting the environment, ensufing the securty, debasing the
consumption and elevating comprehensive utilization, camy out reforms and
Innovation in the troditional sectors. We shoukd promote the praject of replacing
small themrmal power generators with lorge ones and applying cod instead of
petrol as well as any other project allke. We should support automobile enterprises
in their bullding a research and development system and devslop. on the basis of
assimiiating the relovont techniques as infroduced, those techniques with
independent Intellectual property rAght. We should support the development of
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key textile techniques. research and development of the whole-set equipments
and the public Innovation plattorm of clustered industries os well as independent
costume brands. We shoutd support the major technical innovation of lorge-sized
iron & stael conglomerates as well as their new product projects, cccelerate the
development of grain-oriented cold rolled sliicon stee! sheets, elevate the
production of automoblle sheets, and promote the domestic production of
largesized cold/hot confinuows roling sefs. We shoud also support the
construction of coal mines with high ytelding and efficiency 0s well as the
technical Innovotion regarding the security of coal mines.

(5) We shoukd promote the merger and restructuring. We should, according to
the market principles, encourage those large-size enterprise conglomerates with
competitive strength to camy out transwegional and trons-industrial merger and
restructuring by employing thelr assets, resourcas, brands as well as the market
mechanism and promote the centralization of industry and develop them Into
hose of karge scale and of large bases. We should promote the Joint restructudng
between a prodominant lorge-sized iron & stee! enterprise and other iron & steel
enterprisas in the same region so os to form several iron & sieel enterprse
canglomerotes with an annuol production capacity of more than 30 million tons.
We should encouroge largeskzed cement enterprise conglomerates to
Implement acquisition. restructuring ond unificalion over middle/smal-sized
cement plants so as to intensify its influence on the regional market. We should
break thiough the production and business allocation of cuwent carbonization
enterprises, carny oui merger and unification between carbonization enterprisas
and iron & stee! enterprises ond chemical industial enterprises and therefore
develop them towards those featuwed by integration of production and
application, on-scale business operation, diversification of products ond
comprehensive application of resources. We should support laige-sized coal
enterprise to acquire, merge, reform and re-construct a batch of small coal mines
5o as to redlize the Integration of resources, elevate the mining recovery rate and
work safety teve!.

) We should Intensify the coordination between the policles for credit. land,
construction. environmental protection and securlty and the relevant industdal
policies. We should earnestly Implement the Decision of the State Council on
Promuigating and Implementing the Interim Provisions on Promoting the Industrdal
Restructuring (No. 40 (2005) of the State Council) and make efforts to detail the
measwes formuloted to implement all the policles. As to the relevant
dovelopment planning of as well as industrial policies for such industries as iron &
steel electroytic aluminum ond outomobliles, we should intensify the
Implementation of these poficles, stengthen the examination thereover and
improve them In practice os well. As to any indusirial development planning or
industriol policy that has not been promulgated. we should moke efforts to
formulate and perfect it for the eariiest promulgation. Such deparments os
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financial institutons ond state kand resources. environmental protection ond
security supervision shall, in sfrict accordance with the requirements of the state’s
macio contol as wal as the relevant industriol polcles, optimize the credit system
ond the structure of land supply. support those projects and enterprises, which
meet the relevant state industrial policies and requitements for market accass in
the supply of land and loans. and shal, at the same time, prevent any major
up-and-down in the credit sector and posifively support any merger or
restructuring camrying favorable market prospects, producing good benefits and
conduclve to the fomation of a scale economy. As to any project or enterprise
that fails o meet the relevant state Industdal palicies. land supply policies and
requirements for market access or which has baeen clearly eliminated by a state
order. no koan or land shall be supplied thereto and the departments in charge of
urban pianning. construction. environmental protection and security supervision
shall not handle the relevont formalities therefor. We should firmily crack down on
ony act of canvasing Investment by untawfuly lowering the kand price or
debasing the standards for environmental protection or security. or any act of
blindly nitioting a project. Wo should improve the relevant policies ond measures
for restricting the export of those products of high energy-consumption, heavy
pobution or resource products.

{7} We shoud further camy out the reform in such aspects as the administrative
administration.  Investment system, pricing mechonism ond market  oxit
machanism. We shouid, according to the requirements for buiding a socialist
maiket economic systern, further promote the reform in the administrative
administration and Investment system, carry into elfect the Implementation of
separating govemment function from enterprise management, improve and
shictly camy out tho system regarding the verification and archival filng of
enterprise investment so as to achieve the gool of enterprises making their own
declsions about investment, bearing by themselves the relevant risks and banks
canying out ndependent credit assessmant. We should prormote the price reform
for resource products in an active and stable manner. Improve the pricing
mechanism that reflects the market demond and supply as well os the scarcity of
resources and establish ond improve an ecologlcal compensation mechanism.
We should eslablish and improve on enterprise oxit mechanlsm and formulate as
well as promugate the rolevant policles for reform regarding personnel
arrangement, kand use, asset disposal and guaranty for the employees’ Aghts and
interests, which will be conducive to promoting the merger and restuciuring of
enterprises and 1o enterprises’ exiting out of the market and conduclve to
sofeguarding employees’ legitimate rights and interests. We shouid accelerate
the establishment and Improvement of the relevant legal bylaws that preserve a
fak market competition and breck the regional blockade as well as reglonal
protection.

(8) We should improve the industial information disclosure system. The relevant
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deportments shall improve the relevant statistical and supervising system ond do a
good job in the follow-up anatysis on the dynamic opseration of those sectors with
production capacity redundancy. We should estoblish, as soon as possible, the
retevant indicators to measure the production copacity redundancy as well as
the data collection system and establish. In a wellplanned and step-by-step
manner, an information disclosure systern on @ reguiar basis so as to offer
guidance for investment prediction in the market. We should intensify the
guidance for information regarding the industriol development and bring Into fully
play the function of the industrial associations, do a good job In the market
research and disclose, at o proper time, the information on the supply ond
demand of products. current production capacity, ongoing construction scale,
development tendency, raw materiol supply and price fluctuation. At the some
time, we shoukd aftach close cttention to the production and investment of other
refated industries and the development of thelr market supply and demand so as
to find and solve any up-coming problem ond prevent the emergence of heavy
production capacity redundoncy In aony other sector.

The task of accelerating the restructuring in the sectors with production capocity
redundancy involves many aspects. cames strong policy orlentation, ond is
difficult and complicated. All regions and relevant departments shall Intensify the
concept of the overall situation, intensify the organlzation and leadership, carry
out close coordination and do a good job in an active and ordery manner. They
should comectly handle the relation betwesen refoim, development ond stability
and, based on the real sifuation of o specific reglon or entity. improve the
supporfing meosurgs, eamestly solve ony difficulty or problem arising from any
merger. bankruptcy or restructuring of enterprises, do a good job in the personnel
arangement and asset preservation, contral 1hg iossas to the minimum extent so
as to avold ony socletal Instabllity. All reglons and relevant depardments shot
report, in a fimely manner. the implementation of the present Circutar fo the State
Counci. The Nallonol Development ond Reform Commission shall, In
collaborafion with the relevant departments, make efforts to formulate the
specific palictes and measures and do a good Job In the relevant implementation,

The State Council

March 12, 2006
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Decision of the State Council on Promulgating the “Interim Provisions on Promoting
Industrial Structure Adjustment” for Implementation

(No. 40 [2005] of the State Council)

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

The “Interim Provisions on Promoting Industrial Structure Adjustment™ (hereinafier referred to as
the “Interim Provisions™), which were deliberated and adopted at 112th executive meeting of the
State Council on November 9, 2005, are hereby promulgated.

The tormulation and implementation of the “Interim Provisions™ is an important measure to
implement the spirit of the fifth plenary session of the 16th CPC Central Committee, to achieve
the objective of the “Eleventh Five-year” planning. and is of great significance to ensure the
all-round implementation of the scientific view of development. to strengthen and improve
macro-control, to further transform the ways of economic growth, to propel industrial structure
adjustment, optimization and upgrading, and to keep the stable and fast development of the
national economy. The people’s governments of all provinces, autonomous regions, and -
municipalities directly under the Central Government shall take the promotion of industrial
structure adjustment as an important reform and development task at present and within a period
in the future, establish the liability system, lay emphasis on implementation, and shall, in
accordance with the “Interim Provisions™ and in light of the local situation on industrial
development, formulate specific measures, rationally guide the investment directions, encourage
and support the development of advanced production capacitics. restrict and eliminate outdated
production capacities, prevent blind investments and low-level redundant construction, and
effectively propel industrial structure optimization and upgrading. All relevant administrative
departments shall speed up the formulation and amendment of policies on public finance, taxation.
credit. land, import and export, etc., effectively intensify the coordination and cooperation with
industrial policies, and further improve and promote the policy system on industrial structure
adjustment. The people’s governments of all provinces, autonomous regions, and municipalities
directly under the Central Government. the relevant administrative departments of the state for
development and reform, public finance, taxation, land resources, environmental protection,
industry and commerce, quality inspection, banking supervision, electric power supervision, work
safety supervision, as well as the administrative departments of all industries, etc. shall establish
and improve the mechanism for organization, supervision and inspection of the industrial structure
adjustment work, perform their respective duties, cooperate with each other closely, form a
resultant force, and effectively intensify the effectiveness of implementing industrial policies. The
relevant governments and departments shall, when implementing the “Interim Provisions™,
correctly deal with the relationship between government guidance and market regulation, give full
play to the fundamental role of the market in allocating resources, correctly deal with the
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refationship between development and stability, that between partial interests and overall interests,
and that between immediate interests and long-temm interests, so as to keep the stable and fast
development of the economy.

The State Council

December 2. 2005

Interim Provisions on Promoting Industrial Structure Adjustment

Chapter [  General Provisions

Anrticle T The present Provisions are formulated in accordance with the relevant laws and
administrative regulations of the statc for the purpose of ensuring the all-round implementation of
the scientific view of development, strengthening and improving the macro-control policy, guiding
social investments, and promoting industrial structure optimization and upgrading.

Article 2 Objectives of Industrial Structure Adjustment:

We shall propel industrial structure optimization and upgrading, promote the healthy and
harmonious development of the first, second and third industrics, gradually form the industry
pattern with agriculture as the base, hi-tech industry as the forerunner, and basic industry and
manufactuning industry as the support. under which the service industry develops in an all-round
way. We shall also adhere to conservation-conscious development, clean development and safe
development, and realize sustainable development.

Article 3 Principles of Industrial Structure Adjustment:

Adhering to combining market regulation with government guidance. We shall give full play to
the fundamental role of the market in allocating resources. strengthen the reasonable guidance of
state industrial policies. and realize optimized resource allocation.

Improving the industrial technological level through independent innovation. We shall regard the
enhancement of independent innovation capabilitics as the central element of adjusting the
industrial structure, and establish a technical innovation system with enterprises as the principal
part and market as the guidance, which combines production, study and research. We shall make
great efforts to enhance the original innovation capabilities, integrated innovation capabilities, and
the capabilities of import, digestion, absorption and re-innovation, and shall improve the overall
industrial (cchnofogicul level.

Adhering to walking a new road to industrialization. We shall drive industrialization with

informatization, and promote informatization with industrialization; walk a safeguarded
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devclopment road with high scientific and technological contents, promising cconomic benefits,
low consumption of resources, little environmental pollution, and full human resource advantages,
and endeavor to propel the fundamental transformation of the way of economic growth.

Promoting coordinated and healthy industrial development. We shall develop advanced
manufacturing industry, increase the proportion and improve the level of the service industry,
strengthen infrastructural construction, optimize urban and rural regional industrial structure and
layout. optimize the structure of foreign trade and foreign capital utilization, maintain the lawful
rights and interests of the masses. endeavor to boost employment, and propel the harmonious
econontic and social devclopmem;

Chapter 11  Directions and Key Points of Industrial Structure Adjustment
Article 4 Consolidating and strengthening the basic status of agriculture, and speeding up the

transformation of traditional agriculture into modem agriculture. We shall speed up agricultural
technical progres

. strengthen the construction of agricultural facilities. adjust the agricultural
production structure, transform the way of agricultural growth, and enhance the comprehensive
agricultural production capacities. We shall stabilize and develop grain production, speed up the
implementation of high-quality grain industry projects. build large commodity grain production
bases, and guarantee the grain safety. We shall optimize the agricultural production layout, propel
industrialized agricultural management, speed up agricultural standardization, promote
agricultural product processing conversion value adding, and develop high-yield, high-quality.
high-cfficiency, ecological and safe agriculture. We shatl make great etforts to develop animal
husbandry, improve the level of scale production, intensification and standardization, protect
natural grasslands, and build forage grassland bascs. We shall actively develop aquaculture,
protect and reasonably utilize fishery resources, extend green fishery breeding modes, develop
high-efficiency ccological breeding industry. We shall develop materials forests, timber forest
bases in light of local circumstances, and raise the rate of comprehensive utilization of timbers.
We shall strengthen water conservancy construction of farmlands. improve low and
medium-yielding fields, and do a good job in land rehabilitation. We shall improve the level of
agricultural mechanization, and improve the agricultural technology extension, agricultural
product markets, agricultural product quality safety, and the animal and plant disease and pest
prevention and control system. In addition, we shall actively adopt water saving irrigation,
scientifically use fertilizers and pesticides, and promote sustainable development of agriculture.

Article 5 Strengthening the construction of infrastructures such as energy, traffic, water
conservancy and information network, etc., and enhancing their capacities of guaranteeing
economic and social development.

We shall adhere to the principles of giving priority to conservation, and relying on domestic
resources, focusing on developing coal resources, and developing diverse energy resources. and
put in place a system that supplies stable, economical and clean energy. We shall optimize and
develop coal electricity by stressing large-type high-efficiency sets, orderly developing

hydro-electric power on the basis of ecological protection, actively develop nuclear power,
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strengthen electric power network construction, optimize the structure of electric power network,
and enlarge the scale of West-to-East power transmission. We shall build large-type coal bases.
adjust and transform medium and small coal mines. firmly eliminate the small coal mines failing
to meet work safety conditions and wasting or destroying resources, speed up comprehensive
utilization of such resources as coal waste rocks, coal bed gas, mine drainage. etc., and encourage
coal-electricity joint venture. We shall develop both petroleum and gas industry simultaneously,
make greater efforts to explore, develop and utilize petroleum and natural gas resources, enlarge
overscas cooperation and development, and speed up infrastructural construction in the areas of
petroleum and natural gas. We shall actively support and develop new energy and renewable
energy industries, encourage the development and utilization of substitute resources for petroleum,
and clean energy. as well, actively propel the industrialization of clean coal technology, and speed
up the development of wind power. solar energy, and biomass energy, etc.

We shall, by stressing network enlargement, form a convenient, cxp:;di(c. high-cfficiency. safe
comprehcensive traffic and transport system. We shall, by adhering to the overall planning and
rcasonable layout, realize mutual complement of advantages of the modes of transport by railway,
by highway. by water, by civil aviation, and by pipeline, etc., and give play to the composite
efficiency and overall advantages through mutual connection. We shall speed up the development
of railways and urban track traffic network, emphatically build special passenger transport
avenues, coal transport avenues, regional avenues. and railways in Western Regions. We shall
improve the major arterial national highways and arterial highways in Westem Regions, build
national expressway network, and make great efforts to propel the construction of rural highways.
We shall give priority to the development of urban public traffic, srengthen the construction of
deepwater harbors for containers, encrgy resources and ores, and develop inland water navigation.
We shall enlarge large airports, improve medium airports, increase small airports, and build up a
harmoniously developing airport system with rcasonablc layout, appropriate scale and complete
functions. We shall strengthen the construction of pipeline transport.

We shall strengthen water conservancy construction, and optimize water resource allocation. We
shall make a unified planning on upriver and downriver water resources as well as surface water
and underground water resources, control the exploitauon of underground water. and actively
desalt scawater. We shall strengthen flood prevention and drought-resistant project construction,
intensify the construction to lessen the weak points in flood prevention and disaster reduction by
stressing the reinforcement of embankment, key controlling water conservancy projects and other
flood prevention systems, and continue reinforcing the embankments of big rivers, flood passage
or storage basins, eliminating the dangers of dangerous reservoirs, strengthening backbone urban
flood prevention projects construction, and constructing the South-North Water Diversion Project.
We shall intensify our efforts in constructing and transforming drinking water projects for both
people and stock and the auxiliary projects in irrigation arcas.

We shall strengthen the construction of information infrastructures such as wide band
communication network, digital television network and the next generation of Internet, etc., propet

the integration of the three kinds of networks. and improve the information safcguarding system.
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Article 6 Developing advanced manufacturing industry by stressing the promotion of equipment
manufacturing industry, and giving play to its important supporting function to the economic
development.

The equipment manufacturing industry shall depend on major construction projects. improve the
localization of important technical equipment through independent innovation, technology import,
cooperative development, combined manufacturing, etc., break through especially in the areas
such as high-efficiency clean power generation and power transmission and transformation, large
petroleum chemicai and advanced applicable transport equipment, high-class numerical control
machine tools. automation control and integrated circuit equipment, advanced power equipment,
energy conservative and consumption reducing equipment. etc., improve the overall level of
research and development design. supply, processing, manufacturing, and systematic intcgration
of core elements and parts.

We shall adhere to driving industrialization with informatization, encourage the adoption of
hi-techs and advanced applicable technologtes to transform and cnhanc.c the manufacturing
industry. and increase the proportions of independent intellectual property rights, independent
brands and high-end products. We shall, in light of the energy and resource conditions as well as
environmental capacity, emphatically adjust the product structure in the raw material industry,
enterprisc organization structure and industry layout, and improve product quality and technical
content. We shall support the development of cold rolled stainless steel sheets, cold rolled silicon
steel, high-density phosphate fertilizer. high-efficiency low-toxic and less-persistent pesticides,
ethylene, finc chemical industry, and high-performance differentiated fibers. We shall urge the
industries of oil refining, ethylene, steel, cement and paper making to develop towards those of
large bases and of large scale. We shall strengthen the geological survey of important resources
such as iron. copper and aluminum, etc., increase the geological reserve of resources, and practice
rational exploitation and comprehensive utilization.

Article 7 Speeding up the development of hi-tech industry. and further strengthening the driving
function of hi-tech industry to economic growth.

We shall enhance independent innovation capabilities, endeavor to grasp core and key
technologies, make great efforts to develop the hi-techs which are of great importance to driving
economic and social development, support and develop major industry technologies, formulate
important technical standards, build technical bases for independent innovations, speed up the
cxtension of hi-tech industry from processing and assembling to independent research and
development manufacturing. We shall, in light of the requirements on industry gathering. scale
development and enlargement of international cooperation, make great efforts to develop
industries in the areas of information, biology, new materials, new energy, aviation and spaceflight,
etc., and cultivate more new economic growth points. We shall give priority to developing
information industry, make great efforts to develop core industries of integrated circuits and
software, etc., emphatically cultivate information industry clusters in respect of digital audio and
video frequency, the ncw generation of mobile communication, high-performance computer and

network equipment, etc., strengthen information resource development and sharing, and propel the
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dissemination and application of information technologies. We shall give full play to China’s
special resource advantages and technical advantages. emphatically develop biologic industries
such as bio-agriculture, bio-medicine, bio-energy, bio-chemical industry, etc. We shall speed up
the development of civil aviation and space industry, propel the development and industrialization
of civil aircrafts. aeroengines and airborne systems, and further develop civil space technologies
and satellite technologies. We shall actively develop new materials industry, support and develop
the photoclectronic materials which have technical characteristics and may exert the comparative
advantages in China. as well as products such as materials with high-performance structure and
special new functions.

Article 8  Increasing the proportion of the service industry. optimizing the structure of the service
industry, and promoting the all-round and rapid development of the service industry. We shall
adhere to the directions towards market, industrialization and socialization, strengthen the
classified guidance and effective supervision, further innovate and improve the systems and
mechanisms for scrvice industry development, and establish a public, equal and regular industry
access system. We shall develop large service enterprise groups with strong competitive strength.
The big cities shall put the development of the service industries on a prior status. and the
conditioned big citics shall gradually form an industrial structure mainly composed of service
economy. We shall increasc service varieties, improve our service level, and enhance the
employment capacity and industrial quality. We shall make great efforts to develop finance,
insurance, fogistics, information and legal services, accounting, intetlectual property rights,
technology, design, consulting service and other similar modern service industries. actively
develop the industrics with big potentiality of demands such as cultural industry, tounsm industry,
and community service industry, etc., and speed up the reform and development in the arcas of
education, training. services for the aged, medical treatment. health care, etc. We shall regulate and
cnhance traditional service industrics such as commercial lrade,. catering and accommodation, etc..
propel such organizational forms and service modes as chained operation, franchise, agency
system, multi-modal transport, and electronic commerce, ctc.

Article 9 Making great efforts to develop circular economy. building a resource saving and
environment-friendly socicty, and realizing the harmony of economic growth and population
resource environment. We shall adhere to the guidelines of stressing both development and
conservation but giving priority to the latter, and shall, in compliance with the reduction-based,
re-utilization, resource-based principles, make great efforts to propel the conservation of energy,
water, land and materials, strengthen comprehensive utilization of resources. adopt all-round clean
production. improve a renewable resource recycling and utilization system, and form a low-cost,
low-consumption, low-discharge and high-efficiency conservation-conscious way of growth. We
shall actively develop and spread resource conserving. substitutive and circular utilization
technologies and products, emphatically propel the transformation of energy conserving and
consumption reducing technologies in the industries of steel. non-ferrous metal, electric power,
petroleum chemistry, construction. coal, building materials, paper making, etc., develop energy
conserving and land saving buildings. applying mandatory elimination system to the techniques
and products with high energy consumption, serious pollution, work safety endangering, and

outdated technologies, and lawfully close up enterprises that destroy environment and fail to meet
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work safety conditions. We shall adjust the scale of industries with high energy consumption and
serious pollution, and decrease the proportion of such industries. We shall encourage the
production and use of various consumables with good conserving performance, and form a
consumption mode of conserving resources. In addition, we shall make great efforts to develop the
environmental protection industry, and intensify the ecological protection of water resources, land,

forests, grasslands, and sea, ctc. by stressing the control of unreasonable resource development.

Article 10 Optimizing the industrial organizational structure, and adjusting the regional
industrial layout. We shall improve the enterprises’ level of economy of scale and the extent of
their industrial concentration, speed up the development of large enterprises. and form a group of
large companies and enterprisc groups with independent intellectual property rights, prominent
performance, and strong core competitive strength. We shall give full play to the functions of
medium and small enterpriscs. propel medium and small enterprises to form the work division and
coordination relationship with large enterprises, improve their professional level of production.
and promote the technical progress and industry upgrading of medium and small enterprises. We
shall give full play to the comparative advantages, actively propel rational flow and allocation of
production factors, and guide clustered development of industries. The Western Regions shall
strengthen infrastructural construction and ecological environmental protection, improve public
services, develop characteristic industries and enhance their self-development capabilities in light
of local resource advantages. The Northeastern Regions shall speed up the industrial structure
adjustment and state-ownced enterprise reform and restructuring, develop modem agriculture.,
emphatically promote the equipment manufacturing industry, and promote the transtormation of
resource-exhausted cities. The Middle Regions shall do a good job in the construction of main
grain-producing areas, develop energy and manufacturing industries with comparative advantages,
strengthen infrastructural construction, and speed up building a modern market system. The
Eastern Regions shall endeavor to improve independent innovation capabilities, speed up realizing
the optimization and upgrading of structure and the transformation of the way of growth, improve
the level of global-market-oriented economy, and enhance the international competitive strength
and sustainable development capacity. They shall, by starting from the overall strategy layout of
regional development, and on the basis of the bearing capacitics of resources and environment as
well as the development potentiality, adopt different regional industry layouts of optimized
development, key development, restricted development and prohibited development, etc.

Article 11 Implementing the mutual-benefit and win-win opening strategy, improving the level
of opening up, and promoting domestic industrial structure upgrading. We shall speed up
transforming the way of foreign rade growth, enlarge the export of commodities with independent
intellectual property rights and independent brands, control the export of products with high
energy consumption and serious pollution, and encourage the import of advanced technologics,
equipment and resources in short supply in China. We shall support conditioned enterprises to “Go
Global™, and to develop and grow up in international market competition. so as to drive the
development of domestic industries. We shall improve the industrial level of processing trade, and
enhance the domestic capacity of coordinated production. We shall make great ¢ fforts to develop
service trade, continue opening service markets, and orderly undcrtake the transfer of interational

modern service industries. We shall improve the quality and level of utilization of foreign capital,
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emphatically import advanced technologies, management experiences and high-quality talents,
and pay attention to the digestion, absorption, innovation and improvement of the imported
technologies. The regions and development zones which have strong capacities of absorbing
foreign investments shall emphatically improve the level of production and manufacture, and

actively extend themselves to the areas of research, development, and modem logistics, etc.
Chapter Il Catalogue for the Guidance of Industrial Structure Adjustment

Article 12 The “Catalogue for the Guidance of Industrial Structure Adjustment” is the important
basis for guiding investment directions, and for the governments to administer investment projects,

to formulate and enforce policies on public finance, taxation, credit, land, import and export, etc.

The “Catalogue for the Guidance of Industrial Structure Adjustment’ shall be formulated in
accordance with the relevant laws and regulations of the state by the State Development and
Reform Commission jointly with the relevant administrative depantments of the State Council, and
be promulgated upon approval of the State Council. If. when required by the actual situation. the
“Catalogue for the Guidance of Industrial Structure Adjustment” needs to be partially adjusted, it
shall be timely amended and promulgated by the State Development and Reform Commission
jointly with the relevant administrative departments of the State Council.

In principle, the “Catalogue for the Guidance of Industnial Structure Adjustment™ shall apply 1o
various types of enterprises inside China. The foreign investments of such enterprises shall be
governed by the ““Catalogue for the Guidance of Foreign Investment Industries”. The “Catalogue
for the Guidance of Industrial Structure Adjustment” is the main basis for amending the
“Catalogue for the Guidance of Foreign Investment Industries™. The industries of the eliminated
category under the “Catalogue for the Guidance of Industrial Structure Adjustment™ shal) apply to
foreign-funded enterprises. The policy connection of the “Catalogue for the Guidance of Industrial
Structure Adjustment” and the “Catalogue for the Guidance of Foreign Investment Industries™ in
implementation shall be subject to the deliberation and negotiation of the State Development and
Reform Commission and the Ministry of Commerce.

Article 13 The “Catalogue for the Guidance of Industrial Structure Adjustment” is composed of
three categories of industries. namely, the encouraged category, the restricted category and the
climinated category. The industries not belonging to the encouraged category, the restricted
category or the eliminated category, but conforming to the relevant laws, regulations and policies
of the state. shall belong to the permitted category. The industrics of the permitted category arc not
listed into the “Catalogue for the Guidance of Industrial Structure Adjustment”™.

Articlc 14 The encouraged category mainly include the key technologies. equipment and
products which are to be encouraged and supported with policies and measures, have important
promoting functions to economic and social development, and are conducive to resource saving,
environmental protection, and industrial structure optimization and upgrading. We shall, in
compliance with the following principles, determine the catalogue for the guidance of encouraged
industries:




(1) Having technical base for research. development and industmalization in China, and being

conducive to technical innovations and to forming a ncw economic growth point;

(2) Having large market demands and a wide development prospect at present and within a period
in the future, and being conducive to improving the capacity of supplying commodities in short
supply, and conducive to developing domestic and overseas markets;

(3) Having high technical content, and being conducive to promoting industrial technical progress
and to improving the industrial competitive strength;

(4) Meeting the requirements of the sustainable development strategy, being conducive to the
work safety. conducive to conservation and comprehensive utilization of resources, conducive to
the development and utilization of new energy and renewable energy, conducive to improving

cnergy efficiency, and conducive to protecting and improving ecological environment;

(5) Being conducive to giving play to China's comparative advantages, especially the advantages
of the old industrial bases in the Middle and Western Regions and the Northeastern Regions, etc.
in respect of energy. mineral resources and labor resources, etc.;

(6) Being conducive to boosting employment, and increasing job positions: and
(7) Other circumstances prescribed in laws and administrative regulations.

Article 15 The restricted category mainly include the production capacitics, techniques.
equipment and products which have outdated techniques, do not meet the conditions for industry
access or the relevant provisions, are unconducive to industrial structure optimization and
upgrading, need to be transformed or prohibited from being newly built. The catalogue for the
guidance of the restricted industries shall be determined in compliance with the following

principle:

(1) Not conforming to the conditions for industry access, with outdated techniques, and of no use
to improve the industnal structure;

(2) Being un-conducive to work safety;
(3) Being un-conducive to conservation of resources or energy;
(4) Being un-conducive to environmental protection or resumption of the ecological system:

(5) Being under serious low-leve] redundant construction. and with obviously surplus production
capacities: and

(6) Other circumstances prescribed in laws and administrative regulations.
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Article 16  The eliminated category mainly include the outdated techniques, equipment and
products which do not conform to the relevant laws and regulations. seriously waste resources,
pollute environment, do not meet the work safety conditions. and need to be eliminated. The
catalogue for the guidance of eliminated industries shall be determined in compliance with the
following principles:

(1) Endangering production or personal safety, and not mecting the work safety conditions:

(2) Senously polluting the environment or seriously destroying the ecological environment;

(3) The product quality is lower than the minimum standard prescribed by the state or the industry;
(4) Seriously wasting resources or energy; and

(5) Other circumstances prescribed in laws and administrative regulations.

Article 17 The encouraged investment projects shall be examined, approved, ratified or archived
in accordance with the relevant provisions of the state on investment administration. All financial
institutions shall provide credit supports in compliance with credit principles. The cquipment shall
be imported within the total amount of investments for the importer’s own use. Except for the
commodities listed in the “*Catalogue of Non-tax Free Imported Commodities for Domestic
Investment Projects (Amended in 2000)" promulgated by the Ministry of Finance, the
abovementioned equipment shall still be exempted from customs dutics and import value-added
tax, and shall, after the new provisions such as the catalogue of investment projects exempted
from no tax have been promulgated, be governed by such new provisions. As for other preferential
policies on encouraged industry projects. the relevant provisions of the state shall apply.

Article 18 Investments are prohibited from being contributed to projects of the restricted
category. The investment administrative department shall not examine, approve, ratify or archive
the projects of the restricted category. No financial institution shall grant loans for such projects.
and no administrative department of land administration, urban planning, construction,
environmental protection, quality inspection. fire prevention, customs, or industry and commerce,
etc. shall handle the relevant procedures for such projects. In case of any violation of the
provisions to carry out construction based on investment or financing. the relevant entities and
persons shall be subject to liabilities.

With respect to the existing production capacities in a restricted industry. the enterprises shall be
allowed to, within a certain period, take measures to transform or upgradc themselves, and the
financial institutions shall, in compliancc with the credit principles, continue providing supports.
The relevant administrative department of the state shall, when required by industrial structure
optimization and upgrading, comply with the principle of survival of the fittest to provide
classified guidance.
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Article 19 Investments are prohibited from being contributed to projects of the climinated
category. All financial institutions shall stop various forms of credit granting supports to such
projects. and take measures to recover the granted loans. All localities and departments as well as
the relevant enterprises shall take powerful measures to eliminate such projects within the
prescribed time limit. The state price administrative department may, within the time limit for
elimination, raise the electricity price. No production technique. equipment or product to be
climinated by the state by explicit order may be imported. transferred, produced, sold, used or
adopted.

If any enterprise of the eliminated category refuses to climinate the production technique,
equipment or products, the local people’s government at each level and the relevant administrative
department shall, in accordance with the relevant laws and regulations of the state. order it to stop
production or close it, and shall take appropriate measures to rescttle the employees of the
enterprise, and guarantec the safety of financial institutions’ credit assets, etc. 1f its products are
subject to the administration by permit for production, the relevant administrative department shall
law fully revoke its permit for production; the administrative department for industry and
commerce shall urge it to lawfully go through modification registration or nullification registration;
the administrative department of environmental protection shall revoke its pérmil for pollution
discharge: and the clectric power supply enterprise shall lawfully stop supplying electricity to it. If
any cnterprise violates the provisions. its persons directly held liable and the relevant leaders shall
be subject to liabilities in accordance with the law.

Chapter IV Supplementary Provisions

Article 20 The present Provisions shall come into force on the date of promulgation. The
“Catalogue of Industries, Products and Technologies Emphaticatly Encouraged by the State to Be
Developed (Amended in 2000)” promulgated by the former State Planning Commission and
former State Economic and Trade Commission, as well as the “Catalogue of Outdated Production
Capacities, Techniques and Products to Be Eliminated (Batch 1, Batch 11 and Batch 111)” and
“Catalogue of Projects Stopped from Redundant Construction in the Area of Industrial and
Commercial Investment (Batch 1)” promulgated by the former State Economic and Trade
Commission shall be repealed simultaneously.

Article 21 The relevant preferential policies implemented in accordance with the “Catalogue of’
the Industries, Products and Technologies Particularly Encouraged by the State (Amended in
2000)” shall be adjusted into those implemented in accordance with the Catalogue of Encouraged
Industries in the “Catalogue for the Guidance of Industrial Structure Adjustment’”. The
establishment of foreign-funded enterprisc and the relevant taxation policies, etc. shalt be

governed by the relevant laws and administrative regulations of the state on foreign investments.
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PRICE LAW OF THE PEOPLE’S REPUBLIC OF CHINA

(Issued on December 29. 1997 and by President’s decree of PRC (No. 92). Adopted at the 29th
Meeting of the Standing Committee of the Eight National People ‘s Congress and implementation
asof May 1, 1998.)
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CHAPTER ONE GENERAL PROVISIONS

Article | This law is formulated with a view to standardizing price behavior so as to strengthen
their role in rational disposition of resources, stabilize the gencral price level of the market, protect
the lawful rights and interests of consumers and business operators and then promote the healthy
development of the socialist market economy.

Article 2 The law is applicable to all the price behaviors that occur within the territory of the
People’s Republic of China.

The term "price™ used in the law includes prices of all kinds of merchandise and prices of all kinds
of services.

The term “price of merchandise” refers to the prices of all kinds of tangible and non-tangible
assets.

The term "price of services” refers to fees collected for services rendered.

Article 3 The State shall introduce and gradually improve the mechanism of regulation of prices
mainly through market force and under a kind of macroeconomic control. Under such a

mechanism, pricing should be made to accord with the value law with most of the merchandises
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and services to adopt market regulated prices while only a few of them to be put under
government-set or guided prices.

Market-regulated prices refer to prices fixed independently by business operators through market
competition.

"Business operator” used in this law refers to legal persons, other organizations or individuals that
engage in production or marketing of merchandises or provide paid services.

Govemment-guided prices refer to prices as fixed by.business operators according to benchmark
prices and range of the prices as set by the government departiment in charge of price or other
related departments within their term of reference.

Government-set prices as fixed by the government department in charge of prices or related

departments within their term of reference according to the provisions of this law.

Article 4 The State shall support and prompt fair. open and legal market competition, maintain
normal price order and exercise administration, regulation and necessary control over conduct of
prices.

Article 5 The State Council department in charge of prices shall be responsible for the
administration of the work related to prices in the whole country and other related departments
shall be responsible for such work within their terms of reference.

Price departments of the people’s govemments at and above the county level shall be responsible
for the work related to prices within the regions under their jurisdiction. Price departments of the
people’s govemments at and above the county level shall be responsible for the work related to
prices within their terms of reference.

CHAPTER TWO PRICE BEHAVIOR OF BUSINESS OPERATORS

Article 6 Prices of all merchandises and services. except those as set in Article 18 of this law to
adopt government-set or guided prices, shall be subject to market regulation to be tixed by
business operators independently according to the provisions of this law.

Article 7 In fixing prices, business operators should follow the principle of faimess, lawfulness,
honesty and trustworthiness.

Article 8 Prices should be fixed by business operators basing on the cost of production or
operation and market supply and demand.
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Article 9 Business operators should strive for a better management to their own production and
business operations so as to lower cost and provide consumers with merchandises and services at

reasonable prices while obtaining lawful profits in market competition.

Article 10 Business operators should establish and improve their system of internal price
management, accurately record and verify the cost of production or operations for their

merchandise or services, in which any deception or forgery is not allowed.

Article 11 Operators shall enjoy the following rights in pricing:
1. To fix prices that are subject to market regulation;
2. To fix prices within the guided range as set by the government:

3. To fix prices for new products which are subject to government-set or guided prices, except
special products for trial sales: and

4. To report or claim against actions that have infringe upon their rights of indcpendent pricing.

Article 12 In their work related to prices, business operators should strictly keep up with laws,
regulations, government guided-prices. government-set prices, legal price intervention measures
and emergency measures adopted by the government according to law.

Article 13 In marketing and purchasing merchandises or providing services, business operators
should clearly tap the related prices, specify names. places of origin, specifications, grades, price
units, prices or items, fee collection standards and other related information according to the
government's regulations.

Business operators must not sell merchandises at prices above the marked prices or collect fees
not specified.

Article 14 Business operators must not act whatsoever in the following ways to effect abnormal
price behaviors:

1. To work collaboratively with others to control market prices to great detriments to the lawful

rights and interests of other business operators or consumers:

2. To engage in dumping sales (except the cases of sales of fresh and live merchandises, scasonal
merchandises and stockpiled merchandises at discount) at below cost prices in order to attain an

upper hand over rivals or dominate the market and disrupt the normal production and operation




order to great detriments to the interests of the State or the lawful rights and interests of other
business operators;

3. To fabricate and spread price nise information for pushing up the prices to excessively high
level:

4. To resort to deceitful or misleading means in terms of prices to entice consumers or other
business operators into trading in terms of prices;

5. To discriminate in terms of prices same kinds of merchandises or services offered by certain
business operators under same trading conditions:

6. To disguiscly raise or lower prices at irrational ranges by artificially raising or lowering grades
of merchandises or services;

7. To seek exorbitant profits in violation of laws and regulations; and

8. To effect other illicit price behaviors that are forbidden by law or admunistrative decrees,

Article 15 In collecting fees for services rendered, all intermediary organizations should abide by
the provisions of this law, except otherwise provided by other laws.

Anticle 16 In a bid to keep the domestic market order. business operators must observe related

provisions of this chapter in selling imported merchandises or purchasing export merchandises.

Article 17 Organizations of various sectors should abide by laws and regulations goveming prices,
persist in self-discipline with regard to prices and accept guidance from government price
departments.

CHAPTER THREE PRICE BEHAVIOR OF GOVERNMENT

Articlc 18 The government shall issue government-set or guided prices for the following
merchandises and services if necessary:

I. The few merchandises that are of great importance to development of the national economy and
the people’s livelihood;

2. The few merchandises that are in shortage of resources;
3. Merchandises of monopoly in nature:
4. Important public utilities;

5. Important services of public welfare in nature,

Publi¢
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Article 19 Scope of specific items and uses for government-set or guided prices shall depend on
the price catalogs issued by the central and local governments.

Catalogs of central government-set prices shall be fixed and revised by the price department of the
State Council and published after the approval of the State Council.

Catalogs of prices to be sct by departments of the people’s govemments of provinces, autonomous
regions and municipalities within their power according to scope of specific items and uses as set
in the central price catalog could be published with the examination and approval of the people’s
governments at the same level.

Local people’s governments below the provincial, autonomous regional and municipal level shail
not make their own price catalogs.

Article 20 State Council price department and other related departments shall fix government-set
and guided prices according to scope of items and uses as set in the central prices and the
govemnment-sct and guided prices for major merchandises and services shall get the approval from
the State Council.

Price departments and other related departments of the people’s governments of provinces.
autonomous regions and municipalities shall fix indicative local government-set and guided prices
within their respective power according to scope of items and uses as st in the local price
catalogs.

People’s governments of cities and counties may fix government-set and guided prices for their
localities within their own power according to scope of items and uses as prescribed in the local
price catalogs.

Article 21 Government-set and guided prices shall be fixed according 1o the average cost and
market supply and demand of related merchandises or services, the economic and social
development and the affordance of the people, allowing rational price differentials between buying

and sclling, between wholesale and retail sale. among different regions and different seasons.

Article 22 In fixing government-set and guided prices, price departments and other related
depariments shall carry out investigations into prices and costs and hear views from consumers,
business operators and other quarters.

Upon investigated by govemment price departments and related departments in terms of prices
and costs, related units should provide true fact and necessary books. documents and other
materials.
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Article 23 In fixing government-set and guided prices for public utilities services of public welfare
in nature and the prices for merchandises of monopoly in nature that are important to immediate
interest of people public hearings presided over by government price department should be
conveyed to solicit views from consumers, business operators and other quarters to explore the
necessity and feasibility.

Article 24 Afier the government-set and guided prices are determined, they shall be made public
by the price departments.

Article 25 The scope and level of the government-set and guided prices shall properly be adjusted
in the light of the operation of the national economy.

Consumers and business operators may put forward their recommendations with regard to the
adjustment of the government-set and guided prices.

CHAPTER FOUR CONTROL AND ADJUSTMENT TO GENERAL PRICE LEVEL

Article 26 To stabilize the general price level is one of the major objectives of macro-economic
policy. The State shall sct targets for the monitoring and adjustment of general price level in the
light of the requirements of the development of the national economy and the endurance of the
people. list them into the national economic and social development programs and help their
rcalization through mcans of monctary, fiscal, investment and impurt and export policies and

mcasures.

Article 27 The government shall build a major merchandise reserve system and establish a price
regulation fund to control prices and stabilize the market.

Article 28 In order to better control prices. govenment price departments shall establish a price
monitoring system to monitor changes in the prices of major merchandises and services.

Article 29 Whereas the sclling prices of grain and other major farm produce are too low on the
market. the government shall introduce protective prices and adopt comesponding measures to
ensure the protective prices be put into ¢ ffect.

Article 30 Whereas prices of major merchandises or services rise sharply or are likely to rise
sharply, the State Council and the people’s governments of provinces, autonomous regions and
municipalitics may set limit at disparity of prices or rate of profitability for part of the
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merchandises, fix price ceilings or introduce other measures for intervention such as a system for
announcing or recording price rises.

After adoption of above-mentioned intervention measures, provincial, autonomous regional and
municipal people’s governments should report to the State Council for the record.

Article 31 When such abnonmalities as violent fluctuation in the general price level occur
nationwide, the State Council shall introduce power for the concentrated fixation of prices in the
whole country or part of the regions for the time being or adopt such emergency measures as
freezing part or all prices.

Article 32 The intervention or emergency measures introduced according to the provisions of
Article 30 and Article 31 shall be removed or lifted in time when the situations that call for such
measures disappear.

CHAPTER FIVE MONITORING AND CHECKING OF PRICES

Anticle 33 The price departments of the people’s governments at and above the county level
exercise monitoring and checking over pricing activities according to law and mete out
administrative punishments on acts that violate the law.

Article 34 In exercising monitoring and checking of prices, government price departments shall
exercise the following powers:

1. To inquire into people concerned or related personnel and demand for evidences or other
materials relating to law-violating acts;

2. To look into and duplicate account books, bills. vouchers, documents or other materials refated

to price law violating acts and verify banking materials associated with price law violating acts.

3. To check property related to the price law violating acts and, if necessary. order the people
concerned to stop business operation.

4. To register and kecp some evidences that are liable to be destroyed or kept out of hand or is
hard to obtain for which people concerned or related personnel must not in any case remove. hide
or destroy.

Article 35 In accepting the monitoring and checking by government price departments, business
operators should provide their account books, bills and vouchers, documents or other materials

needed for such monitoring and checking.
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Article 36 The personnel of government prices departments are wholly prohibited to use materials
or information obtained according to taw for purposes other than price control or reveal business
secrets of the people concemed.

Article 37 Consumer organizations. workers® price monitoring organizations. neighborhood
committees, village committees and consumers have the right to exercise monitoring over price
activities. Government price departments should give a full play to the monitoring roles of the
people.

Medias have the right to mobilize public opinion for the monitoring of prices.

Article 38 Government price depariments shall establish a system for reporting acts of violation of
the price law.

Any unit or individual has the right to report acts of violation of price law and the government
price departments shall encourage such reporting and undertake to keep secret what concerns
conceming the reporters.

CHAPTER SIX LEGAL LIABILITIES

Article 39 Business opcrators who refuse to implement the govemment-set or guided prices, legal
price intervention measurcs or emergency measures shall be ordered to correct. have their illegal
proceeds confiscated and be fined concurrently for an amount less than five times the illegal
proceeds. In cases of no illegal proceeds involved. a fine may still be imposed. For serious cases.
they shall be ordered to stop business operation and make correction.

Article 40 Business operators who have violated one of the acts listed in Article 14 of this law
shall be ordered to correct, have their illegal proceeds confiscated and be fined concurrently for an
amount less than five times the illegal proceeds. In cases of no illegal proceeds involved. a
waming shall be issued, together with a fine. For serious cases, they shall be ordered to stop
operation for correction or have their business licenses revoked.

If other laws have stipulations concerning the punishments for acts listed in Article 14 of this law,
the related laws shall prevail. Whether acts listed in 1, 2 of Article 14 and are of national in nature
shall be upon the judgment of the State Council price department and whether the acts are regional
in nature, they shall be confirmed by price departments of provincial, autonomous regional and
municipal people’s governnients.




PUSLIC
FHE
B (<L R

Article 41 Whercas business operators have caused overpayment by consumers or other business
operators in violation of price law. the part in excess of the due payment shall be retumed. If
damages are done, the business opcrators shall undertake to compensate for the losses.

Article 42 Whereas business operators violate the provisions about price marking, they shall be
ordered to correct. have their proceeds confiscated and be fined concurrently for an amount of less
than RMB5.000.

Article 43 For business operators who refuse to stop operation for correction as ordered or remove.
hide or destroy things recorded for keeping according to law. a fine ranging from over one time to
less than three times the value of the things removed, hidden or destroyed shall be imposed.

Article 44 Business operators who refuse to provide materials nceded for price monitoring and
checking or provide false materials shall be ordered to correct. with a warning. Whereas they
refuse to correct within the prescribed time limit, a fine shall be imposed.

Article 45 Whereas local people’s governments at all levels or related government departments at
all levels fix or adjust prices beyond their terms of reference or refuse to implement price
intervention measures or emergency measures shall be ordered to correct and may be criticized by
issuing circulars. People in charge or related people directly responsible shall be given
administrative punishments according to law.

Article 46 Whereas government personnel in charge of prices have leaked state secrets,
commercial secrets or abused their power, resort to deception for personal gains, commit
dereliction of duty or accept bribes and the cases are serious enough as to constitute crimes,
criminal responsibilities shall be affixed. [fa case is not serious enough to constitute a crime., an
administrative punishment shall be meted out.

CHAPTER SEVEN SUPPLEMENTARY PROVISIONS

Anticle 47 State administrative organs shall collect fees strictly according to law, limit fee
collection items and scope and standards of fee collection. Specific administration methods for
such fee collection shall be provided for separately by the State Council.

Interest rates. exchange rates, insurance premium rates. securities and futures prices shall be
subject to related laws or administrative decrees instead of this law.

Article 48 The law shall come into force as of May 1, 1998.
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Guidelines for Accelerating the Restructuring of the Aluminum Industry
(Fa Gai Yun Xing [2006] No.589)

The development and reform commissions; economy commissions (the economy
and trade commissions. industry department); departments of finance; departments of
land and resource; departments in charge of busincss; Shanghai headquarter, branches,
sub-branches, and local offices in the provincial capital cities of Pcople’s Bank of
China; Guangdong oﬂ'l.ce, Tianjin specially appointed office, Shanghai specially
appointed office, and each regional office directly under the Customs head office;
statc administration of taxation: the bureau of quality supervision; and the burcau of
environmental protection of each province, autonomous region, municipality directly
under the Central Government and city under direct planning by the state, Xinjiang
Production and Construction Corps:

In order to carry out the Notice Concerning Publishing and Implementing the
‘Interim Measure of Improving Adjustment of Industry Siructure’ (GuoFa[2005] No.
40) by the State Council and the Notice Concerning Further Improving the Structural
Adjustment of Excess-Productive Industry (Guofa[2006] No. 11), the guiding opinions
towards the svtruclura] adjustment of aluminum industry will be present as following:

L. significance of improving the structural adjustment of aluminum industry

Aluminum is an important fundamental raw material for thc development of
national economy. The aluminum industry in China is comprised of three sectors,
alumina. electrolytic alumina and aluminum process. In recent years, a number of

technology and techniques such as intensify sintering, tube digestion and Bayer




mineral processing, have been adopted to produce alumina. The electrolytic aluminum
production capacity through the approach of the large-scale prebaked anode
aluminum reduction cell has taken a proportion of 80% out of the whole production
capacity. The production of aluminum process has been increasing rapidly with a
significant technology development.

Pursuant to the requirements of the state macro-control, the electrolytic
aluminum sector has made a significant achievement by carrying out a file,
GuoBanFa[2003] No. 103 enacted by the executive office of the State Council. 23
illegal electrolytic aluminum projects have been terminated, which involve
investments valuing 1,730 million RMB. The total production capacity of terminated
or postponed projects will be 2,470,000 tons. Enterprises have made a significant
achievement on corporate mergence and restructure. Some electrolytic aluminum
enterprises, which adopt backward techniques or which production cost is high, have
been terminated. The terminated production capacily. would be approximately
1,200,000 tons. The Soderberg cell approach has been abolished due to the serious
pollution to the environment. The comprehensive current power consumption from
main electrolytic aluminum enterprises have been reduced by 347 kilo-watt hour per
ton aluminum in 2004 compared with those of last year, which totally save power
about 2.31 billions kilo-watt hours. The power consumption in 2005 has been lower
than that of last ycar by 61 kilo-watt hours per ton aluminum, which might save
power approximately 0.48 billions kilo-watt hours. The policy of the export tax for

electrolytic aluminum has been adjusted. The trade for alumina process has been

]
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stopped which results in the export reduction of 21.7% in 2005 on the
non-forging-rolling aluminum compared with that of last year.

Even though there are some achievements made through macro control over
national economy, the problems relating to structural and production of aluminum
industry stand out significantly because some structural and systematic problems,
which result in investment booming in aluminum industry, have not been resolved yet.
The problems are as following:

(1) problems relating to bauxite resource are outstanding. Protection on bauxite
resource is limited in China. The proportion of the bauxite reserve only takes 2.4%
of all throughout the world; however. the annual exploitation volume has reached
8% of the whole exploitation in the world. There are 323 certificates of aluminum
exploitation permission throughout china, but bauxite exploitation spots are over 779,
which indicate the governmental management and supervision over the aluminum
exploitation has deficiency.

(2) the construction of aluminum production line are excess and disorder. The
blindly-invested alumina projects, regardiess the resource protection and other
external conditions, cannot be eliminated completely. At present, there are 11 alumina
projects under construction with the planned production capacity being 12.15 million
tons and aggregative investment being approximately 55 billion RMB. The capacity
of the projects under construction at the first phrase is 6.1 million tons with
investment of 30 billion RMB. There arc another five proposals of future projects

with total capacity of 3.2 million tons. Some of these projects have not obtained legal




approvals; some of them have not confirmed their bauxite resource, and the others
have not completed the procedures for the land utilization. Many of them have not
reported their environmental effect evaluation for approval; and even a number of
them have not undertaken their environmental effect evaluation yet.

(3) the production capacity of cleclr(;lylic aluminum are much more than
demanding amount; the blindly constructions re-emerge in the market. A large number
of capacities have to stand idle due to the excess supply of electrolytic aluminum over
demand. The ratio of the activity is only 75%-78%. However, there are still 11
projects under construction with total capacity of 1.12 million tons and aggregative
investment amounts of approximately 7.3 billions RMB. Most of them are
re-construction projects. Most of them have not complied with their proposals nor
approved by the administrative departments in charge. Furthermore, there are 10 more
proposals with aggregative production capacity is 1,400,000 tons.

(4) the structure of aluminum smelting falls in imbalance; the operation of
electrolytic aluminum enterprises has been difticult. The production capacities do not
match one another between electrolytic aluminum smelting cap;'«lcity, alumina supply,
and bauxite exploitation capacity. Therefore. the production cost of alumina is high;
but the production can only satisty the half of demand. The average production of
clectrolytic aluminum in 2005 was only 74,000 tones. The power supply cannot match
the usage for production. The Export volume was excess. The ratio of the cost to
produce alumina was too high. All these result in that the enterprises suffer significant

loss. In 2005, most of 80 defective enterprises are electrolytic aluminum enterprises,
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which suffered the loss of 1.31 billion RMB, up to 110% over the same period last
year.

(5) the industrial conf:emration of aluminum process is low, and the product
structure is not optimal. The average production of aluminum process enterprises in
2005 was just 4.2 thousand tons. The equipment level in the aluminum process sector
has been low; the adopted technology and techniques in the indusiry have fallen
behind; the variety of highly-added value products has been insufficient; the
proportion of the electrolytic aluminum products which adopts the direct cast-rolling
approach has been low; and the waste of resources has been serious.

[1. primary principles and objectives of the structural adjustment of aluminum
industry

(1) guiding principles. The guiding principles are comprised of focusing on

transference of the growth pattem of aluminum industry, centering the structural
adjustment, optimizing th(.; industrial structure, innovating production technology
and techniques, designing and planning in scientific way, considering the situation as
a wholc as undertaking adjustment, reducing the production consumption, and
protecting the environment. These principles should be exercised as a guide for
macro-control. They aim to develop the alumina industry orderly, to restrain the
illegal investment in the electrolytic aluminum industry, to facilitate to develop
highly-added value products in aluminum process industry, to improve the adopted
technology and equipment, to upgrade the product structure, to accelerate to realize

modem industrialization for the aluminum industry. and to maintain sustainable
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development.

(2) main objectives. Domestic 'production of alumina will reach 14 million tons
in 2010. The alumina produced overscas will reach 4 million tons. The Bayer mineral
processing approach of will be sprecad widely. The Bayer approach,
mixture-combination approach and intensified sintering approach will be improved
further.  All  equipment and faciliies will be improved respectively. The
comprehensive energy consumption will be reduced down to 900 kilograms standard
coal per ton or less. The recovery rate will be increased up to 93% or higher. The
proportion of sand-like alumina will be up to 90% out of all alumina production.

It is necessary to keep the balance electrolytic aluminum between supply and
demand. It is important to support good enterprises and eliminate the inferior through
the market, and to encourage the good enterprises to increase their production up to
75% out of entire production of the whole industry. [t is encouraged to adopt the
160KA smelting technique of the large-scale rebaked anode aluminum reduction cell
or better. The current efficiency will reach to 94% or higher. The comprehensive
alternative current consumption of significant cnterprises will be less than 143,000
kilo-watt hours per ton. The unit consumption of alumina will be less than 1.9 ton.
The pollution discharge will meet the standard. The consumption of the regencrated
aluminum will make up 30% of entire consumption of aluminum.

The proportion of highly-added-valued products should be increased. The
proportion of plate, strip, and foil to the extrusions is up to 6:4. The proportion of

industrial extrusion to constructive extrusion is up to 7:3. the proportion of double
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zero aluminum foil to the single zero onc is up to 4:6. The aluminum products which
are directly cast-rolled by electrolyte take a proportion of 70%. The comprehensive
yield of aluminum processing products reaches to 76%. It is important to develop
abilities to design and manufacture advanced equipment for aluminum process. The
backward techniques and technology should be abolished. And the backward and
defective equipment and device should be eliminated.
Il primary measures and policy to accelerate structural adjustment for

aluminum industry

(1) strengthen the direction to the industrial policy and industrial layout and plan

It is important to complement the Industrial Development Policy of Aluminum
Industry approved by the State Council, to stipulate the detailed measures for the
implementation. and to accelerate the structural adjustment of the industry. According
to the Special Planning for Aluminum Industry Development, the aluminum industry
will be designed well and developed orderly. The local and central enterprises should
take into account of energy. transportation, environment and other external conditions.
and then design the aluminum industry development and optimize the industrial
structure. It is important for the departments at various levels to strengthen the
disclosure of information, to restrain illegal investment activities in the market. to
encourage technological innovation, and to optimize the product structure.

(2) enhance the concentration of the industry. and encourage to comprchensively

use and save the resources

The departments can provide appropriate legal and administrative environment




for enterprises’ merge and reformation which can assist enterprises to re-organize
their cconomic resources through market approach. It is encouraged to merge or
reform alumina, electrolytic aluminum or aluminum process enterprises, which can
make them obtain international competence through complementary advantages
and improved industrial concentration. It is also cncouraged to attract private
capital and foreign investment participating into the SOEs™ (State-owned
enterprises) re-organization, re-structure and reformation. Main enterprises need to
continue improving their technology and management; while small/medium sized
enterprises need to speed up their technology innovation process and enhance their
utilization efficiency of resources. The enterprises which produce regenerated
aluminum, improve the level of environmental protection, and make scale economy
achicvement should be supported and encouraged. The main enterprises of
clectrolytic aluminum production arc encouraged to strengthen their self-discipline
and to relieve the stress of excess supply over demand through market method.

(3) strengthen the coordination between credit policy and industrial policy.

build up an exit mechanism under the legal system

The regulation, that is capital invested in the clccli'olytic aluminum construction
projects is proportioned by 35% or more, should be strictly enforced. According to
the national macro-contro! policy, industrial policy and credit policy, the financial
departments should allocate the credit capital rationally. The financial departments
should continue providing financial support to the alumina and electrolytic

aluminum cnterprises which are conformed 1o the state industrial policy, credit
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policy and the industrial access conditions. As to the enterprises. which are not
conformed to the industrial policy and market access conditions, or which have
been eliminated by the laws or regulations due to backward technology or
techniques, the financial departments should not provide any support in any form.
If any support has been provided to the enterprises by mistake, the financial
departments should withdraw it to avoid financial risk.

According to the master plan relating to the adjustment of industrial structure and
product structure, as to the electroiytic aluminum industry and aluminum process
industry, a principle will be exercised, which is to encourage large scale economy
instead of small scale and to innovate technology and techniques with elimination of
backward one, to build up a market exit mechanism with the support of laws,
regulations and policy. The departments and governments at various levels should
strictly regulate the refox;rn of enterprises in the aluminum industry, and prevent the
enterprises from taking the chance of reform to evade bank’s debts.

(4) strengthen environmental law enforcement, and climinate backward
production capacity

It is necessary to strictly enforce the environmental protection standards and to

eliminate backward prodgclion capacity of clectrolytic aluminum. The Ministry of
Environmental protection will regularly publish a list which includes electrolytic
aluminum enterprises which cannot meet the standards. The enterprises in the list
should correct themselves in a required period. The enterprises need to carry out the

Law of Accelerating Clean Production, the Law of Saving Enerngy to save cnergy
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and reduce consumption. They also need to implement the Interim Measures of
Monitoring Clean Production 10 get their clean production examined. They can
support their innovation of technology and techniques for environmental protection
and energy saving through various financing methods such as national bonds
capital. According to the industrial policy, the technique of the two-people-pattern
rolling mill should be eliminated completely.

(5) rectify the bauxite cxploitation order, and exploit the domestic resources

reasonably

The departments should by law rectify the enterprises where they destroy the
resources, pollute the environment or conduct production without complying with
safety production requirements. They should restrain predatory and illegal mining,
and mining without permission certificate. They must strictly handle the
examination and approval procedures to grant exploration permission and
exploitation permission for newly-built bauxite mining. The newly-built bauxite
enterprises should strictly go through the approval procedure of environmental
effect evaluation report and the acceptance procedure of “three-simultaneousness™
environmental equipment and facility. The newly-built alumina enterprises must
apply the mining right of bauxite first. The administrative and registration
departments of mineral resources should strictly examine and approve the
applications from the enterprises, and then grant permission centificate of
exploitation. The enterprises entitled a right of exploitation permission must legally

exploit the bauxite resource according to their exploitation scheme approved
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alrcady by relevant departments. The alumina enterpriscs must not purchase
bauxite which was exploited without legal certificate or permission.

The departments need to improve the compensation mechanism of resources and
tax and fee policy for resources, to encourage enhancing cxploitation strength, and
to increase backup reserve of resources. It is important to develop technology to
make full use of low grade bauxite, and 1o improve the utilization efficiency of the
resources.

(6) encourage to exploit overseas resources, and widen the channels of using

overseas alumina resources

It is encouraged to use overscas bauxite resources through overall planning of

exploration and exploitation on the significant overseas alumina resources. The goal
to be realized is that the overscas alumina resources exploited by domestic enterprises
can satisfy 50% of the domestic demands within 10 years.

According to relevant industrial policy and conditions of market access, it should
be considered to widen the channels of importing alumina. It is important to
strengthen the coordination and monitoring over the import of alumina, to improve
the functions of the industrial organizations and associations, to reduce purchasing
cost. and to decrcasc the market risk.

(7) strictly control the export of electrolytic aluminum, improve the mechanisms

of power price formation and power supply

The export rebate rules do not apply to the electrolytic aluminum export products.

The trade of alumina process is not allowed. (BGEXT BB AR 4R & H MHUIT IR IR K8
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K, TAEIEIE LSRN T $1 5. ) The price mechanism for electrolytic aluminum
should be improved. The new clectricity price policy should be formulated by taking
into account of voltage grade, loading rate. and other clectricity characteristics or
factors. The significant electrolytic aluminum enterprises will be supported to apply to
participate into the trial according to the Tentative Measure of Purchasing Electrical
Power Straight from Power Plants to Electrical Power Users. or to invest into the
power plants to realize multiple-mode affiliation between aluminum enterprises and
power plants. The power plants are encouraged to supply powers directly to the
electrolytic aluminum enterprises for the purpose of decreasing power consumption
and operation cost, increasing utilization efficiency of resources, and accelerating
harmonious development between industrics. It is permitted that the electrolytic
aluminum cnterprises, which have been involved in the master planning and general
layout of electrical power construction, can build up power plants for their own use.

(8) develop the aluminum smelting orderly. and develop highly-added value
aluminum process products

It nceds to clear illegal alumina projects. The departments and governments at
various levels should comply with relevant regulations and carry out clearance work
to the alumina projects under construction in the respective jurisdiction arcas. The
major area for clearance work is in Henan province and Shanxi province. The projects
under construction, which are not conformed to the industry policy. access conditions
or industrial planning and layout; which have not gone through relevant legal

procedures for land utilization, or which have not had their environmental cffect




evaluation report for alumina projects approved according to the Regulations of
Hierarchical Examination and Approval to Environmental Effect Evaluation Report of
Construction Projects (No. 15 stipulated by the Ministry of Environmental Protection),
should suspend constructing. The results of clearance should be reported to the State
Development and Reform Commission. The solution and arrangement will be laid
down subsequently. As to the finished alumina projects or those in use, the
administrative departments of local governments need to conduct an examination, to
provide a description to the examination, and to punish the violation conducts by laws
and regulations. The enterprises should confirm their bauxite resources, and go
through relevant legal procedures for project establishment, land utilization,
environmental protections and others. To the cnterprises which violate relevant
regulations, a differential electricity price policy will be applied.

Those approved alumina projects should be fulfilled promptly: and the overseas
investment for aluminum resources should be encouraged. The alumina enterpriscs
approved (or examined and approved) by the relevant departments should carry out
their projects promptly to ensure realize their production goals on schedule in order
to release the stress between alumina supply and demand. The relevant departments
should improve their evaluation ability to alumina projects on the aspects of bauxite
resources, construction capital, and technology and techniques levels. They should
cxamine and approve qualitied projects promptly according to relevant legal and
administrative procedures for investment, and advise enterpriscs to accomplish their

projects on time.
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The departments should prevent the re-emergence of the blindly constructions of
the electrolytic aluminum. They should also restrain the amount of proposals for
constructing clectrolytic aluminum projects, examine every proposal and eliminate the
one(s) which are not conformed to the planning and layout. The local governments.
departments of land and resources, and departments of environmental protection
should not handle any procedure for land utilization, should not accept any evaluation
report for environmental effect. The financial departments should not provide any
support in any form. The departments should strictly clear the electrolytic aluminum

" projects under construction. As to those projects, which are not conformed to the
relevant policy. regulations or the requirements in the document of GuoBanFa{2003)
No. 103, which have not gone through relevant legal procedures for land utilization.
which do not comply with the Notice Concerning Further Strengthening
Environmental Management of the Electrolytic Aluminum Industry stipulated by the
Ministry of Environmental protection (HuanFa[2004] No. 94) to submit in their
evaluation report of environmental cffect for approval, and which capital proportion
cannot meet the tegal requirements, the departments should stop the construction.

It is to develop highly-added value products of aluminum process. According to
the Guiding Category of the Adjustment of the Industrial Structure (2005 Edition),
the goals are to adjust the product structure; to develop technology, technique and
equipment to produce high-quality aluminum plate, strip, foil, speedy thin strip.
large-sized aluminum alloy extrusion for rail transportation, and other highly-added

value aluminum products;.spread innovative technology and techniques which assist
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to enhance efficiency, decrease cost, reduce energy consumption, shorten the
producing processes, and produce environmental friendly aluminum processing
products; to improve stability and credibility within the producing processes, and to
reduce the cost. It is needed to stipulate access conditions and requirements to the
aluminum industry. As to the newly-built enterprises which produce primary
aluminum process products such as normal construction extrusions, the departments
of quality control should not license any certificate of production permission to the
enterprises where their products cannot meet the relevant standards or their products
are defective.

Relevant departments and governments at various levels should accelerate the
structural adjustment of aluminum industry with the full use of the opportunity of
current adjustment of the economic structure, and eliminate the production capacity
which features as follows: adopting backward technology and techniques, which
quality of products being low, polluting the environment. wasting resources, or being
not conformed to the requirements of safety production. according to relevant laws,

regulations, and policy.
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CHINALCO 2007 SOCIAL RESPONSIBILITY REPORT (EXTRACT)
Message from the President

As social citizens, enterprises” development is intrinsically combined with that of the
society. A responsible enterprise should undertake the double responsibilitics of its own and
the social development in its dedication to achieve the harmonious increase of economic and

social benefits.
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Responsibility Fulfillments

Citizen responsibility----to operate legally and abide by integrity scrupulously

Integrity is canonized by Chinese people from gcnefation to generation and regarded as
the intrinsic rules of human relations in “The Book of Rites™: “Integrity 1s the natural rule:
meanwhile pursuing integrity is the basic doctrine of humankind”.

Since its establishment, Chinalco has taken “Integrity to be the essence, and return to be
apnority” as its operation notion and canonized the saying of “words to be acted and
promise to be practiced”. With the stress on operating legally and abiding by integnity
scrupulously, Chinalco strives to pay taxes legally, operate honestly. support public welfare,
provide qualified products and excellent service to the society. and finally realize the
synchronized increase of benefits from all sides, including the nation, shareholders, the
corporate, its employees, business partners and the society. While developing and enlarging
itsclf, Chinalco is presenting its dedication and value to society.

An example on integrity: Since Chinalco’s subsidiary enterprises are located in 20
provinces (autonomous regions/ municipalities), with a view to realize mutual benefit
between Chinalco and its customers, in compliance with centralized management and unified
operation, Chinalco has optimized and integrated the sales channels of products on a large
scale for twice and realized four advantages for customers: the shortest transportation
distance. cheapest transportation fee, fastest goods supply, and most reliable goods guarantee.
Many customers have achieved “zero inventory” of production material and efficiently get

their capital piling reduced. .

Economic responsibility----to create value and make profit
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In the past 7 years since Chinalco's establishment, the outputs of main products of
Chinalco have increased sharply: alumina from 4.29 million tonnes to 10.46 million tonnes.
primary aluminum from 670 thousand tonnes to 3.56 million tonnes, aluminum fabricated
materials from 10 thousand tonnes to 798 thousand tonnes. besides, the output of copper,
molybdenum and titanium has also achicved their respective jumping increase; sales revenue
increases from RMB 19.8 billion yuan to RMB 131.7 billion yuan, the aggregate tax paid
increases from RMB 2.78 billion yuan to RMB 11.27 billion yuan. realized profit from RMB
1.7 billion yuan to RMB 21.5 billion yuan, and total assets from RMB 35.8 billion yuan to
RMB201.4 billion yuan, with return on net assets doubled.

Quality responsibility---—-to set up famous brands and supply with high quality

In compliance of the guideline “quality to be a first priority”, Chinalco spares no effort
in cultivating the staff to set up the concept of quality consciousness and quality
responsibility. The principle that the products must be responsible for customers and society
becomes a common rule for its staff. In 2007. this rule has been successfully practiced as is
seen from following customers’ satisfaction to Chinalco’s main products: products of
alumina above the second grade have realized 100%. above 99.70% purity of primary
aluminum 98.62%, comprehensive qualified ratio of anode carbon blocks 95.68%, customers’
satisfaction of alumina 95%, and customers’ satisfaction of primary aluminum 98%.

Chinalco is a research. development and production base of advanced, precise and top
aluminum materials, titanium materials and copper materials, as well as a research,
development and guarantee base of spaceflight and aviation materials. The produced
aluminum materials, titanium materials and copper materials are not only widely used in each
section of national economy, but also in national key projects such as Long March carrier

rockets, Asian satellites, Shenzhou airships, Chang’e | lunar probe, big airplane and Electron-
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Positron collider etc. Besides, with the production permit of precise aluminum aviation
materials from the US Boeing Company, Chinalco is a special supplicr of aluminum
materials for Boeing Company. With its engineering technology service getting into the
international market, Chinalco has successfully exported special technology of alumina and
primary aluminum industry 1o India, Iran, Kazakhstan, Malaysia and Azerbaijan etc.
Furthermore, Chinalco has turned into general contractors of many construction projects and
its aggregate foreign exchange of technical exportation has amounted to 156 million US
dollars.

A little story of quality control: picking up a hair on the ground

The surrounding environment is rigorously and strictly required in high purity workshop.
Every day the employees have to clean the wall and ground with cloth. No matter you are a
manager or worker, a hair found on the ground should be picked up. They think that quality
comes from hypereriticism to the details. Only by starting to work from the details and

sticking to checking on each process, the quality of products can be guaranteed.

Innovative responsibility--—to innovate independently and be the pioneer in the
industry

As the first 103 national **Pilot Innovation-oriented Enterprises™, Chinalco, all the time,
persists in scientific development, focuses on scientific and technological innovation, tries to
improve independent innovation capability and leads and pushes the technological
development of China’s aluminum industry.

In 2007, industrialization project of Chinalco R & D results of “Ore-dressing Bayer
process to produce alumina” was awarded “Sample Project of the National High-Tech

Industrialization™. “Ore-dressing Bayer Process™ is a new technology to use low quality i
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bauxite to produce alumina economically by means of ore-dressing Bayer Process to increase
the A/S ratio of bauxite. This technology can reduce over 50% of energy consumption, over 5%
of alkali consumption, 50% of stone lime consumption, and 40% of fresh water consumption.

It is the first time to realize the industrial exploitation of bauxite which can not be used before
in the world. With this technology, the medium and low quality bauxite achieved effective
utilization.

By the end of 2007, the check and acceptance of the industrialization project of the
control technologies optimized in three aspects (bath liquid's temperature, bath liquid's
overheating temperature and aluminum fluoride concentration) for the aluminum electrolytic
pots was put through. Its application results in a qualitative span of electrolytic production
and technology management, as well as material Balance and energy balance of the pots, and
hence the pots will all along be at stable operation status. This technology greatly intensifies
current efficiency. reduces the material and energy consumption, and lowers anode effect
coefficient and the emission of harmful gas.

Besides, the R&D of a batch of new technologies have made success one after another,
for instance, the technology increasing bauxite volume to make its concentration up after
digestion by using Bayer process, industrial test on 400 kA pre-baked electrolytic pots.
purified technology of high intensity and high temper aluminum alloy solution, as well as
scrap recovery technology of aluminum and lithium alloy.

Safety responsibility----to set employees first and ensure security

Chinalco persists in human-oriented policy and strictly implements various work
measures of safe production. All the member enterprises take security seriously and place

emphasis on the fulfilling process and strength. In 2007, Chinalco’s safe production situation
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kept better and 39 security accidents occurred, including 4 deaths, 12 seriously injured, 33
slightly injured, with the death ratc and injured rate distinctly better than that of 2006.

Chinalco carried out cultural construction of security and built up staff's safe
consciousness. Focused on the subject “to make safety become a habit and make the habit
safer”, safe-production-month activity was organized and implemented. Activities such as
“reviewing the operation regulations of safe production”, “reading a book of safe control”,
“learning a skill of safety” and “conducting defects exhibition” etc. are sufficiently carried
out through mass media like newspaper, b;'oadcasl, TV, and internet etc., in the form of
special programs, art performance, speeches and safe knowledge and skills competition etc..

A little story on security: Father and Son study “‘safe confirmation system” by
questioning and answering cach other

Lei Jifeng, a worker of boiler workshop of thermal power plant of Chalco Henan Branch,
took his son as his partner in order to have “safe confirmation system” at his finger ends. He
answered while his son questioned. By this way, the knowledge could be impressed. Once he
could not answer. RMB 1 yuan should be paid to the son for reminding. From the start of
questioning to being familiar with all the contents of “‘safe confirmation system™, his son
totally eamed more than RMB 20 yuan. This “safe confirmation system” of Henan Branch
had been spread nationally as a typical model by State Administration of Work Safety. Lei
Jifeng, together with his son and wife, was invited to the studio by “Current Workers™
Column of CCTV to introduce the experience of studying and applying “safe confirmation

system”.

Environmental responsibility-—--to save resources and protect environment
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Since its establishment. Chinalco has always attached the issue of environmental
protection with great importance. After long-period unremitting endeavor, the relatively
perfect ecological industrial system has been set up preliminarily. Carried out since its
establishment, a series of acts (such as saving resources and encrgy, protecting and
optimizing environment and building ecological nonferrous metals industry etc.) have made
new improvements and new results in 2007.

To build clean production system. implement clean production auditing and steadfastly
push energy conservation and emission reduction work. In 2007, the aggregate AC
consumption for primary aluminum dropped by 343.24 kWh/tonne, the consumption of
sodium fluoride down by 4.39 kg/tonne, net consumption of carbon anode of primary
aluminum down by 4.17kg/tonne. In 2007, the aggregate electricity saving of primary
aluminum enterprises reached 1.225 billion kWh, petrolcum coke saved nearly 20 thousand
tonnes and the reduction of PFC reached 53%.

To create environmentally friendly enterprise and push the development of cyclic
cconomy. The key alumina enterprises of Chinalco have realized zero emission of industrial
waste water; Guangxi Branch pursues the road of green mining with engineering recultivation
and t;iological recultivation implemented in empty mine areas, which become plowland again
and achieve minc withdrawal and farming renewal. Two national pilot enterprises of ¢yclic
economy project (Zhongzhou Branch and Baotou Aluminum (Group) Co., Ltd) are carrying
into execution. 5000 tonne precise aluminum production line under the first-phasc of energy-
saving modernization project of Baotou Aluminum Co., Ltd has been put into operation. The
construction work of recycling alumina project from waste catalyzer of Shandong Aluminum
Company is pushed ahcad. Southwest Aluminum (Group) Co., Ltd has been built as local

environmentally friendly enterprise.
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To enhance comprehensive utilization and save resources and energy. The company
produces many products like cement and heat insulation materials etc. by using wastes from
alumina production, ex.:racts iron concentrates and copper metals by using molybdenum
gangue, recycles copper concentrates by using slag, extracts sulfuric acid from waste gas,
generates power from surplus heat from alumina production, extracts precious metals like
gallium from waste liquids. All of the above technologies have achieved great economic
benefit and social benefit.

Internal reéponsibility--to vindicate the rights and benefit the employees

There are 240 thousand employees in Chinalco, including | academician of the Chinese
Academy of Engineering, 2 national sclected persons of the New Century National Hundred,
Thousand and Ten Thousand Talent Project. 210 winners of special government allowance of
the State Council and 66 academic leaders of nonferrous metals industry.

The notions of “top enterprises need top talented people” and “human resources are the
first resource” have been deeply understood by the staff of Chinalco. The company always
sticks to human-oriented notion and takes the managenal notion of “common survival and
common development harmoniously”. Starting from all-around development of employees,
Chinalco implements occupation career design by combining the occupational development
of employees with the enterprise’s development effectively and sets up employees’
occupational development pathway from three post series of operation and management,
engineering and technologies, as well as production operation and service.

The company has taken effective measures to steadily carry out “221” talented people
project, namely bring up 20 chief engineers, 200 directorial engineers and 1000 exccutive
engineers. ..

A story caring about employees: three “never”
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Chinalco Guizhou enterprise loudly shouted out: “never et the basic living of a difficult
family unbearable, never let the children of a difficult family dropout and never let a badly il)
employee incurable”. The enterprises set up a help center for difficult employees and built
help fund for them. The leaders of enterprises were not only the first to donate, but also
donated RMB 480 thousand yuan awarded by Chinalco to the leader group as help fund,
which aroused great response of 17 thousand employees and the total donation amounted to
RMB 1.02 million yuan. In 2007, 289 difficult employees/ families were aided and RMB
363.3 thousand yuan provided.

A story of training employees: delivering excellent employees to colleges

Chinalco Shandong enterprise, jointly with the University of Xi'an Architectural Science
& Technology, launched the master’s degree classes with the major of metallurgy and
mechanical engincering. 58 excellent employees were chosen to take 3 years study on-the-job
and 12 excellent basic group leaders to be trained in the college off their duties. By the end of
2007, over 70% member enterprises have established the joint education relationship with
domestic tamous colleges. Chalco Qinghai Branch sclected 5 excellent employees to
participate in the foreign language intensified training program of Beijing Foreign Studies
University, who would be sent to study abroad in the future.

A story of growing up of an employee: from a storage keeper to “‘a Patent King”

Basing herself upon the post, by self-study and innovation, Zheng Lin, a storage keeper
of vehicles section of transportation department of Chalco Henan Branch, accomplished 15
small innovations successively, including 4 national patents. In 2007, she was awarded the
honor of a precursor of national knowledge-oriented employvees and one of the 10
knowledge-oriented workers of Chalco Zhenghzhou enterprises.

An impressive story of an employee: to remarry with her former husband
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Xu Shigiang was paralyzed in an accident and his wife, Li Yuanhong, a femalc worker
of Chalco Guizhou Branch, promised to take care of him all his life. In 1994, Li Yuanhong
remarried Cai De, her current husband, and together with him looked after Xu Shigiang for
the promise and brought up their little girl. Li Yuanhong's story was widely reported by
CCTV, Workers’ Daily and People’s Daily Online and highly recognized by people. On
September 18 of 2007, Li Yuanhong was awarded the honor of “Nominated Person of
National Virtue Models™ by Central Spiritual Civilization Office, All-China Federation of
Trade Unions, the Central Committee of the Communist Youth League and All-China
Women's Federation.

An impressive story of an employee: to contribute a kidney to help Mother’s life

Li Junli, an employee from Chinalco Zhongzhou enterprise, in order to save his mother’
lite suffering from uremia, resolutely contributed one of his kidney to his mother. His story
moved people’s heart deeply.

An impressive story of an employee: ready to help others for a just cause

In the afternoon of August 20. 2007, Cui Kaipeng, a child of Zhangwu Village of
Senglou Town of Hejin City, immodestly dropped into the rushing current while playing
water beside the Yellow River Diversion. Jia Junqing, an employee of Shanxi Huaze
Aluminum & Power Co., Lid, passed by at that moment. Showing resourcefulness in an
emergency, he found a wooden stick (he could not swim), jumped into the water and
successfully rescued the dropped child. Afterward, the parents of Cui Kaipeng came to Huaze
Company through all-around inquiry according to the known clues and showed their gratitude
to Jia Junqing, appraising that the company brought up such a brave and darcdevil employee

like Jia Junqing.
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Public welfare responsibility--—to take a return as the first priority and benefit all
of society

Chinalco actively participates in various social welfare activities and makes efforts to
provide a return to society. In 2007, new contributions have been made in the aspects of
Tibet-aid, Sinkiang-aid. poverty relicf, disaster rescue. education support, school aid and
sqcialist new countryside building etc. According to the incomplete statistics, the donated
amount reached 148 million yuan, including 37.4 million yuan from the headquarters.

To support the new countryside construction work. In 2007. Chinalco donated 10
million yuan to support the new countryside construction work of Qinghai province. As
partners of surrounding poverty-stricken villages, the member enterprises actively supported
local economic development and helped them to build road, set up irrigation projects, plant
economic crops and build the Hope Primary Schools.

Disaster resistance and rescue are conducted. Chinalco aided people of disaster-stricken
areas to rebuild their home by donating to quake-stricken disaster areas of Yunnan Province,
flooded areas of Anhui. Henan Provinces and Chonggqing City.

Aiding Tibet and Sinkiang. Since 2003, of which year Chinalco started to participate in
Tibet-aid. Sinkiang-aid work, 12 employees have been delivered to minority areas of Tibet,
Sinkiang and Yunnan Provinces and poverty aid projects of over 50 million yuan have been
completed. In 2007, Tibet-aid projects of 35 million yuan are carried into execution.

A help fund for difficult employees and a data record of difficult employees has been set
up in Chinalco headquarters and its member enterprises. Some of enterprises stipulated
employment clauses protecting workers from the villages unq made cfforts to improve their

production and living situation.

Public
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A story of aiding the crippled: to rescue little Yanli

Several motorcycle fans from Chinalco Zhengzhou enterprises found in remote
mountains a |3-year-old little girl named Liu Yanli who had crippled both feet and only been
able to crawl. In order 1o help the unlucky girl. in January, 2007. the several employees
transmitted their idea of curing little Yanli (with related pictures attached) to the internet, and
quickly got response from many kind people. On March 5, the employees rode a motorcycle
and took little Yanli from the mountains and sent her into the Shenyuan Urinary Surgical

Hospital in Zhengzhou City to accept treatment.
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Circular of Shanghai Stock Exchange concerning Issuing the Guidelines of

Shanghai Stock Exchange for the Internal Control of Listed Companies
All listed companies,
In order to push forward and direct the listed companies to set up a sound intemal control system, enhance the
risk management level of companies and protect the legitimate rights and interests of investors, the Guidelines
of Shanghai Stock Exchange for the Internal Control of Listed Companies are instituted by this Stock
Exchange according to the Company Law, Securities Law, Circular of the State Council on Approving and
Forwarding the Opinions of China Securities Regulatory Commission concerning Promoting the Quality of
Listed Companies, other laws, regulations and regulatory documents, and the Rules of Shanghai Stock
Exchange concerning the Listing of Stocks. and hereby are promulgated for implementation.

Shanghai Stock Exchange
June 5, 2006

Guidelines of Shanghai Stock Exchange for the Internal
Control of Listed Companies

Chapter I General Provisions

Article 1 In order to push forward and dircct the listed companies to set up a sound internal control system,
enhance the security management level of the companies and protect the legitimate rights and interests of
investors, the Guidelines of Shanghai Stock Exchange for the Internal Control of Listed Companies are
formulated by this Stock Exchange according to the Company Law, Securities Law, Circular of the State
Council concerning Approving and Forwarding the Opinions of China Securities Regulatory Commission
concerning Promoting the Quality of Listed Companies, other laws, regulations and regulatory documents,
and the Rules of Shanghai Stock Exchange concerning the Listing of Stocks.

Article 2 The term "internal control” refers to the related rules and arrangements which are made for the
management of the risks underlying the strategics making and business operating of a listed company to
ensure the realization of the strategic aims of the company. It is an activity in which the board of directors, the
management level and the staff jointly take part.

Article 3 According to the laws, administrative regulations, departmental rules and regulations, and the
provisions of this Stock Exchange concerning the listing of stocks, any company listed in this Stock Change
shall set up and perfect a sound internal control system. shall ensure the completeness, reasonableness and
effectiveness in practicing of the internal control system to enhance the effectiveness and effect in company
operations ,promote the reliability of the infonmation disclosed by the company to ensure the lawfulness and
regulation compliance of the acts of the company.

Article 4 The establishment, the effective implementation, and the inspection and supervision of a sound
intemal control system of the company shall be in the charge of the board of directors of a company. The
board of dircctors and all its members shail ensure that the contents of the information disclosure concerning

the intemal control are genuine, exact and complete.

Chapter 1l Framework of Internal Control

Article S A company shall try best to make the internal control system comprehensive and complete, and
make arrangements at least in the aspects as follows:




Public
File Y2¥

(1) The aspect of the company;

(2) The aspect of the departments and the affiliated companies of the company; and

(3) The aspect of the business links of the company.

Article 6 When setting up and carrying out the internal control system. a company shall take into
consideration of the basic elements as follows:

(1) The expression “to set a goal” means that the board of directors and the management level set a strategic
aim in the light of the security preferences of the company.

(2) The term "internal environment" refers to the organizational culture and other comprehensive factors
affecting the staff’ s awareness of the securities. such as the perspectives of the staff on the securities. the
security management concept and security preferences of the management level. the occupational and
professional ethic norms and working environment, the attention paid to the securities and the directions on
the securities given by the board of directors and the board of supervisors.

(3) The term "confirmation of sccurities” means that the board of directors and the management level makes
confirmation on the internal and external security factors causing affcct on the realization of the aim of the
company.

(4) The term "security evaluation" means that the board of directors and the management level make sure the
security management methods according to the likeliness and consequences of the security factors.

(5) The expression "sclection of security management strategies” means that the board of dirccl'ors and the
management level make choices on the security management strategies according to the security bearing
ability and the security preferences.

(6) The term “control activities" refers 10 the system and procedures 1o ensure the effective implementation of
the security management strategics, consisting of the approval. authorization, verification, adjustment, review,
periodic check. recording and checking up, functional division, asset preservation, performance evaluation,
ctc.

(7) The term “information communication" refers to the course during which the information resulting from
the planning, implementation, supervision and other management activities is provided to the users timely.
and

(8) The term “inspection and supervision" refers to the course during which the company exams itself and
supervise the running of intcrnal control.

Article 7 Based on satisfying the overall strategic aims, a company shall set up related internal control
systems for its subordinate departments and affiliated companies, as well as its business links.

Article 8 In general. the internal control of a company shall cover all business links in the business operation
activities, which shall include but not be limited to: ’

(1) The link of sale of goods and receipt of payments for goods, consisting of the conducting of orders, credit
management, transport and delivery of goods. issuance of invoices for the goods sold, confirmation of income
and receivables, received cash payments and the records thereof, etc.

(2) The link of purchase and payment, consisting of the procurement application, conducting of procurcment
orders. check and acceptance of goods, filling out check and acceptance report or dealing with the goods
returned, the record on accounts payable, check and approval of payments, cash payments andrecords theirof,
ete.

(3) The link of production, consisting of the production plan to be made, issuance of checklist of materials to

be uscd, storage of raw materials, bringing into operation, calculation of production costs of inventories,
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calculation of costs of goods sold, quality control, etc.
(4) The link of management on fixed assets. consisting of the self-construction, purchase, disposal,
maintenance, preservation and record of the fixed assets, etc.
(5) The link of management on monetary fund. consisting of the entries. transfer out, recording, reporting of
the mongtary fund, authorization to the cashier and financial accountants, etc.
(6) The link of relevant transactions, consisting of the definition of the related parties, the pricing,
authorization, implementation, reporting and record of relevant transactions.
(7) The link of guaranty and financing. consisting of the authorization, enforcement ,recording ,cic concerning
the borrowing. guaranty, acceptance, leasing, issuance of new stocks and issuance of bonds.
(8) The link of investment, consisting of the resolutions. enforcement preservation recording ,etc concerning
the investments in the negotiable securities, stock right. real property, operating assets, financial derivatives,
and other long term and short term investments, entrusted financing, and the usc of tunds raised,
(9) The link of research and development, consisting of the basic research. design of products, development of
technology. test of products, record of research and development, as well as preservation of documents. and
(10) The link of personnel management, consisting of the employment and conclusion of employment
contracts, training, leave, overtime work, leaving post, dismissal. retirement, time calculation, calculation of
salaries and wages, calculation of individual income tax and all withholding items, records of wages and
salaries, payments for salaries and wages. check on work attendance records, cvaluation, etc.
When formulating internal control system, a company may modulate the business links in accordance with the
sector in which the company founds itself and its production and business operation features.
Article 9 The internal control system of a company shall not only consist of the control of all links of the
business activities, but also the management rules conceming the business activities of each link, which
consist of but not be limited to: the management of use of seals, reccipt and use of instruments, budget
management, asset management, quality management. guaranty management. post authorization and agent
tules. regular communication rules, information disclosure management rules, as well as rules concerning the
management of affiliated companies.
Article 10 If using the computer-aided information system, a company shall also institute internal control
rules concerning the information management. The internal control rules conceming the information
management shall at least cover the contents as follows:
(1) The division of functions betwceen the information processing department and information using
departments;
(2) The division of the functions and duties of information processing department;
(3) The control of development of the system and modification of procedures;
(4) The control of procedures, access of materials, and data processing;
(5) The safety control of archives, equipment and information; and
(6) The control of the public information disclosure activities to be implemented through the website of this
Stock Exchange or through the website of the company.
Article 11 In the light of the relevant provisions of the finance administrative department of the state, a
company shall set up internal accounting control rules .
Article 12 A company in the finance sector or in any other special sector shall set up an intemal control
system, but also be governed by the provisions of the related competent departments.

Article 13 According to its own business features, a company shall set up an internal control system. This
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Stock Exchange encourages it to employ an intermediary institution to help it set up an internal control
system.

) Chapter III Internal Control of Special Risks

Section 1 Management and Control of Affiliated Companies

Article 14 A company shall manage and control its controlling subsidiaries mainly in the aspects as follows:
(1) To set up a control structure for its controlling subsidiaries according to the law, to determine the main
clauses of the articles of association of the controlling subsidiaries. as well as to select directors, supervisors,
managers and financial principal:

(2) To coordinate the business strategies and security management strategies of its controlling subsidiaries and
security management strategies in accordance with the strategic plan of the company, and to urge its
controliing subsidiaries to make related business operation plan and security management procedures;

(3) To institute rules concerning the evaluation, incentives and restraints of the business performances of its
controling subsidiaries;

(4) To institute policies and procedures concerning the business competition and relevant transactions among
the parent company and the subsidiaries;

(5) To institute an internal reporting system of the important matters of its controlling subsidiaries. The
important matters shall consist of, but not be limited to, development plans and budgets, important
investments. purchase and sale of assets. provision of financial aids, provision of guaranties to others,
investments into the securities and financial derivatives, conclusion of important contracts, as well as forcign
exchange security management of its overseas controlling subsidiaries. and

(6) To regularly get monthly financial reports and management reports of its controlling subsidiaries, and
entrust an accounting firm to audit the financial reports of its controlling subsidiaries in accordance with the
related provisions.

Article 15 A company shall make evaluation on implementing, and inspecting and supervising the intemnal
control system of its controlling subsidiaries.

Article 16 With reference to the above-mentioned requirements. a company shall arrange the internal control

system of its branch companies. and the joint stock companies which is with an important affect.

Scction 2 Internal Control of Transactions of Financial Derivatives

Article 17 A company which takes part in transactions of financial derivatives shall first make evaluation on
its own security control capability and set up a related intemal control system. The transactions of financial
derivatives shall consist of, but not be limited to. futures transactions, options transactions, forward
transactions and swap transactions on the basis of commodities or securities. .

Article 18 The board of directors of a company shall have the full realization about the nature and security of
the transactions of financial derivatives and shall make a reasonable determination about the security limits
and related transaction parameters of the financial derivatives based on the security bearing capability of the
company.

Article 19 According to the requirenients as follows, a company shal! carry out internal control over the
transactions of financial derivatives:

(1) To reasonably sct up an aim for transactions of financial derivatives, and hedging strategies;
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(2) To set up rules concerning the implementation of transactions of financial derivatives, consisting of
policies and procedures for the qualifications, evaluation, security remotencss, implementation, stop-loss,
record and reports of the traders;

(3) To set up a secunity reporting system for the transactions of financial derivatives, consisting of the
authorization, implementation, contingent assets, potential security, hedging strategies and other details of
transactions; and

(4) To set up a security management system for transactions of financial derivatives, consisting of the policies

and procedures for the organizational setup, duties, records and reports.

Section 3 Internal Control of Other Risks

Article 20 According to the industrial characteristics. strategic aims and different security management
strategies, a company shall make related internal control arrangements for the particular securitics.

Article 21 A company shall set up a crisis management and control system.

Chapter IV Inspection and Supervision of Internal Control

Article 22 A company shall inspect the implementation of its intermal control system regularly or irregularly.
Upon the inspection and supervision over the internal control system, the board of directors and management
level shall find whether there are any defects in the internal control system and whether there are any
problems in the implementation thereof, and improve it in time in order to ensure the effective implementation
thereof.

Article 23 A company shall make a determination about a special functional department to take charge of the
routine inspection and supervision of intemal control and shall, in accordance with the related provisions and
the actual circumstances of the company, arrange full-time personnel for the inspection and supervision of
internal control. A company may arrange the organizational setup of this functional department according to
its own organizational structure and the industrial characteristics.

The “special functional department” mentioned in the preceding paragraph {hereinafter referred to as the
“inspection and supervision department”) may make a direct report to the board of directors. The board of
directors may determine the appointment and dismissal of the person-in-charge of this department.

Article 24 A company shall set up measures to inspect and supervise the internal control. which shall at least
cover:

(1) The authorization granted by the board of directors or related institution concerning the inspection and
supervision of internal control;

(2) The cooperative obligations of the departments and subordinate institutions of the company in the
inspection and supervision of intemnal control;

(3) The items, time, procedures and methods for the inspection and supervision of internal control;

(4) The means of reporting of the work of inspection and supervision of internal control;

(5) The division of the responsibilities concerning the work of inspection and supervision of internal control;
and

(6) The incentive system for the inspection and supervision of internal control.

Article 25 In accordance with its own business operation features, a company shall set up an annual plan
concerning the inspection and supervision of internal control and make it serve as the basis for evaluating the
running of internal control.
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The important matters, such as the purchase and sale of assets, relevant transactions, transactions of
derivatives, financial aids offered, guaranties given to others, use of fund raised, entrusted financing, shall be
considered as indispensable items in the plan conceming the inspection and supervision of internal control by
acompany.

Article 26 A report on the work of inspection and supervision of internal control shall be handed in to the
board of directors by an inspection and supervision department at the end of a year and half a year.

In accordance with the business operation features of the company, the board of directors of a company shall
make requirements for the contents and formats of a report concerning the work of inspection and supervision
of internal control.

Article 27 The board of directors of a company shall guide the work of inspection and supervision of internal
control. and review the report concerning the work of inspection and supervision of internal control handed in
by the inspection and supervision department. If there is an audit committee under the board of directors of
the company, the aforesaid work may be conducted by the audit committee.

Article 28 In the report concerning the work of inspection and supervision of internal control, the inspection
and supervision personnel shall reflect the defects of internal contro! and the problems occurring in the
implementation thereof according to the facts, and track them after reporting them to the board of directors in
order to make sure that the related department has taken appropriate improvement measures in time.

The defects of internal control and the problems occurring in the exercise thereof referred to in the preceding
paragraph shall be listed by the company as important items for the performance evaluation of all
departments.

Article 29 The working materials of inspection and supervision department, consisting of the reports
concerning the work of inspection and supervision of internal control, working papers and related materials,
shall be preserved for 10 years or more.

Chapter V Information Disclosure of Internal Control

Article 30 During the inspection and supervision of internal control, if a company finds that there is any
serious defect or severe security in the internal control, it shall report it to the board of directors in time. The
board of directors of the company shall report it to this Stock Exchange in time and shall make an
announcement in time upon confirmation of this Stock Exchange.

In the public announcement the company shall explam the links wherein defects may appear in the internal
control, the aftermaths and related liabilitics and the remedial measures therefore.

Article 31 According to the report on the work of inspection and supervision of internal control and related
information, the board of directors shall make evalualion‘ on the establishment and implementation of internal
control system of the company and make a report concerning the self-evaluation of internal control. The board
of directors of the company shall make a resolution about the report concerning the self-evaluation of internal
control when it deliberates the annual financial report.

There is an audit committee under the board of dircctors of a company, the audit committee may make a draft
report concerning the self-evaluation of internal control and hand in it to the board of directors for
deliberation.

Article 32 When disclosing the annual report, the board of directors of a company shall, at the same time,
disclose the annual report concerning the self-evaluation of internal control and the verification and evaluation

opinions of the accounting firm on the report concerning the self-evaluation of internal control.
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Article 33 The report concerning the self-evaluation of internal control of a company shall at least cover the
following contents:

(1) Whether or not a intemnal control system has been set up and perfcct;

(2) Whether or not the intemal control system is carried out cffectively;

(3) The circumstances concerning the work of inspection and supervision of internal control;

(4) the serious securities occurred in the internal control system and during the period of implementation
thercof, and how to conduct the serious securities;

(5) The evaluation of completion of the plan concerning the work of inspection and supervision of internal
control for this year,

(6) Related measures on improving intemnal control system; and

(7) The plan concerning the internal control of the related work for the next year.

An accounting firm shall make verification and cvaluation on the reports concerning the self-evatuation of

intemal contro! of companies according to the related provisions of the competent organ..

Chapter VI Supplementary Provisions

Article 34 This Stock Exchange shall be responsible for the interpretation of these Guidelines.
Article 35 These Guidelines shall go into effect as of July 1, 2006.
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Arratiment 13F

Appendix 14

CODE ON CORPORATE GOVERNANCE PRACTICES

This Code on Corporate Governance Praciices sets out the principles of good corporate governance,
and two levels of recommendations: (3) code provisions, and (b) trecommended best practices.

Issucrs are expected to comply with, but may choose to dewiate from, the code provisions. The
recommended best practices are for guidance only. Issuers may also devise their own code on
corporate governance practices on such terms as they may consider appropriate

Issuers must state whether they have complied with the code provisions set out in this Code for
the relevant accounting period i their interim reports (and summary intenim teports, if any) and
anncal reports (and summary financial reports, if any}

Every issuer must carefully review each code provision set out in this Code and, where the issuer
deviates from any of the code provisions, the issuer must give considered reasons:

fa) in the case of annual reports fand summary financial reports), in the Corporate Governance
Report which must be issued in accordance with Appendix 23; and

{bi in the case of mtenm reports (and summary interim reports), either
{1 by giving considered reasons for each deviation; or

i} to the extent that it i1s reasonable and approprate, by refernng to the Corporate
Governance Report in the immediately preceding annual report, and providing detais
of any changes together with considered reasons for any deviation not reported in
that annual report. Such references must be clear and unambiguous and the interim
report (or summary interim report) must not only contain a cross-reference without
any discusston of the matter.

In the case of the recommended best practices, issuers are encouraged, but are not required, to
state whether they have complied with them and give considered reasons for any deviation
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PRINCIPLES OF GOOD GOVERNANCE, CODE PROVISIONS
AND RECOMMENDED BEST PRACTICES

A. DIRECTORS

A1 The Board

A4 -2

Principle

An 1ssuer should be rFeaded by an eftect.ve ooard which should assume
responsibility for leadership and control of the issuer and be co'lectively responsible
for promoting the success of the issuer by directing and supervising the issuer’s
atfairs. Directors should 1ake decisions objectively in the interests of the issuer

Code Provisions

A 1.1 The board should meet reguatly and board meetings shou'd ve held at least
four umes a year at approximately cuaner!y‘ intervals 11 s expected that such
regular board meetings will normally involve the active participauon, either
in person or through other electionic means of communication, of a majority
of directors enutled to be present Accordingly, 3 regular meeting does not
include the practice of ootaining board consent thiough the cizculation of
written resolutions

A 1.2 Antangements should be in place to ensure that all directors are given a0
opportunity to include matters in the agenda for regular board meetings

A1 3 Nouce of at least 14 cays should be given of a regular board meeting o give
a'l directors an opporiurity to attend. For al. other poard meetings, reasonable
notice should be gvenr

A.1.4 All directors should have access to the advice and services of the company
secretary with a view to ensuiing that board procedures, and all applicable
rules and regulations, are {ollowed

A.1.5 Minutes of board meetings and meetings of board committees shou.a be kep:
by a duly appoinied secretary of the rreeting and such mingtes should be open
for inspection at any reasonable time on reasonablke notice by any director

A 1 8 Minutes of boara meetings and meectings of board committees should record
.n sufficient detail the maiters considered by the boara and decisions reached,
‘nclud ng any corce‘ns raised by directo’s or dissenting views expresseo
Draft and final versions of minutes of board meet'ngs stould be sert o all
directors for their comment and records respectively, in both cases within a
reasonable time after the board meeting is held.

‘1Co
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A 17 There stould be a procedure agreed by tre board to enaodke directors, upon
reasonable request. 0 scex indeperdent professioral advice in appropriate
circumstances, at the 1ssuer’s expense. The board stould resolve io provide
separate independent professional advice to directors to assist the relevant
direcior or directors 10 discharge his/their duties to the issuer

A1 8If a substantial shareholder or a director has a conflict of interest in a matter
10 be considered by the board which the board has determined to be material,
the matier should not be dealt with by way of circulation or by a committee
(except an appropriate board commitiee set up for that purpose pursuant to
a resolution passed ir a board meeung) but a board meeung should be held.
Independent non-execuitve drectors who, and whose associaies, have no
material interest wn the transaction should be presen: at such board meeting

Notes 1

Dreclors are reminded of the requirement under rule 13.44 that
they must abstain from voling on any board resolution in which
they or any of their associates have a matenal mnterest and that
they shall not be counted in the quorum present at the board
meeting. The exisung exceptions to the general voting prohibition
are currently set out in note 1 to Appendix 3 .

Such exceptions 1o the general voting prohibition should also
be taken into account when considering whether a substantial
shareholder or a director has a conflict uf intgrest in a8 matter (o be
considered by the board. If the televant exceptions apply, a regular
board meeting need not be held. For this purpose, please refer 1o
A1 1 for the mearing of a regular board meeting.

R: ded Best Pr.

A.19 An ssuer should arrange appropriate insurance cover in respect of legal action
aganst its dizectors

A110Board committees should adopt. so far as opracticable. the princioles,
procedures and arrangements setoutin A 1.1 1o A 1.8,

Chairman and Chief Executive Officer

Principle

There are two key aspects of the management of every issuer - the management
of the board and the day-io-day management of the issuer’'s business There should
be a clear division of these responsib lities at the Doad 'evel (0 easure a balance of
power and authority, so that power is rot concentrated in ary one ‘nd vidual

A14-3




Code Provisions

A2.1 The roles of chairman and chiet executive officer should be separate
and should not be performed by the same individual The division of
responsibiities between the charman and chief executive officer should be
clearly estaolished and set out in wrniing

Note: Under paragraphs 2{clivu) and 2{d) of Appendix 23, issuers must disclose
in their Coiporate Governance Report the denuty of the chawrman and
the chief executive officer and whether these two roles are segregated
and the nature of any relationship {including financial, business, farmily
or other materia!frelevant relationship(s)i, if any, among members of the
board and in particular, between the chairman and the chief executive
officer.

A 2.2 The chairman should ensure that all directors are properly brieted on issues
arising at board meetings

A2 3 The charrman should be responsible for ensunng that drectors receive
adequate information, which must be complete and reliable, in a timely

manner

R
Recor ded Best Pr

A2.4 One of the important roles of the chairman 1s 1o provide ‘eadersh.p for the
.board. The chairman should ensure that the board works effectvely and
discharges s responsibilities, and that all key and appropriate issues are
discussed by the board in a timely manner. The chairman should be orimanly
responsibie for drawing up and approving the agenda for each boa:d meeting
taking Into account, where appiopriate, any matters proposed by the other
directors for inclusion 1n the agenda. The charman may delegate such
responsibiity 1o a designated director or the company secrelary

A 2.5 The chairman snould take responsibiity for ensuring that good coroorate
gove-iance practices and procedures are establishea

A2.6 The chai‘mar shoulu encourage all directors t0 make a full and acuve
contribution 1o he board’s affai's and take the lead to ersure that the boara
acts in the best irterests of the 'ssuer

A2 7 The chairman should at lgast annually Wo'd meetings w'th the non-exacutive

directors {including independent non-executive directors} without tre
exgculive directors present

Al14 -4 1705
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A28 The charman should ensure that approoriate steps are taken to provide
effective communication with shareholders and that views of shareholders are
commun.cated 0 the board as a whole

A.29 The charman should facilitate the effective contribution o* non-executive
directors in parucular and ensure constructive relations between executive and
non-executive direciors

A3 Board composition
Principle

The board should have a balance of skills and expenerce appropriate for the
requirements of the business of the issuer. The board shoukd ensure that changes
10 its compaosition can be managed without uncue disruption. The board should
nclude a balanced composition of exccutive and non-executive directors (including
independent non-executive directors} so that there is a strong Independent glerrent
on the board. which can eitectively exercise independent judgement. Non-executive
directors shou.d be of sufficient calibre and number for their views 1o carry weight

Notes 1 Under rule 3.10, every board of directors of a listed issuer must include
at least three independent non-executive directors.

2 Guidelines on independence of independent non-execulive directors are
set out inrule 3.13

Code Provisions

A.3.1 The independent ron-executive directors should be expressly .dentifed as
such 1n all corporate communications that disclose the names of directors of
the issuer.

Note: Under paragraph 2i(cHii of Appendix 23, 1ssuers must disclose tha
composition of the board, by category of directors, including names of
chairman, executive directors, non-executive directors and independent
noni-executive directors in the Corporate Governanice Aeport.

R ded Best P

A3 2 An issuer should appo:nt incependent non-executive airectors representing at
least one-th:rd of *he board

*105 . A14 -5
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A4

A 3.3 An ‘ssuer shoutd maintain on i1s website an updated hst of its direciors
icentifying their role ang function and whether they aie independent non-
executive directors.

Appointments, re-election and removal
Principle

There should e a formal, considered and transpaient procedure for the appointment
of new diectors to the boasd. There should be plans in place for orderly succession
for appoiniments to the poara. All directors should be subject to re-election at
regu.ar intervals. An issuer must explain the reasons for the resignation or removal
of any director

Code Provisions

A 4.1 Non-executive directors snould be appointed for a specific term, subject to re-
election

Note: Under paragraph 2(e) of Appendix 23, issuers must disclose the term
of appointment of non-executive directors in the Corporate Governance
Report

A.4.7 All directors appointed 1o fill @ casual vacancy should be subject to e'ection
by sharehoiders at the first general meeting afier therr appointment. Every
director, including those appointed for a specific term, should be subject io
retirement by rotation at least once every thiee years

Notes: 1 The names of all diectors submitted for election or re-election
must be accompanied by the same biographical details as required
for newly appointed directors set out in rule 13.51(2} (including
other directorships held in hsted publc companies in the lasi three
years and other major appointments) to enable shareholders to
make an informed decision on their election

2 If a drector resigns or is removed from office, an issuer must
comply with the disclosure requirements in rule 13 51(2) and
nclude i 1ts announcement about the director’s resignation or
removal the reasons given by the director for his resignation
{including but not limited to information relating to a relevant
director's disagreement with the issuer. if any. and a statement
confirming whether or not there are any matters that nced to be
brought 1o the attention of shareholders)
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R, ded Best Pr.

A.4 3 Serving more than ning yea's cou d be relevant to the determination of a non-
executive director's independence If an indesendent non-executive director
seives more than 9 years, any further appointment of such independent
non-executive direcior should oe subject 10 a separate :esolution to be
approved by shareholders. The board should set out to shareholders in
the papers accompanying a resolution to eclect such an independent non-
executive director the rcasons they believe that the individual continues to be
indesendent and why he should be re-elected.

A 4.4 Issuers should establish 3 nomination commitiee. A majority of the members
of the nomination committee should be independent non-executive directors

A4 5 The nomination coinmittee shouig be established with specific written terms
of re‘erence which dea’ clearly with the committee’s auttority and duties. It is
recommended that the nominauon commitiee should discharge the following
duties:-

{8) review the struciure, size and composition {including the skills,
knowledge and experience) of the board on a regular basis and make
recommendations to the hoard rega-ding any proposed changes:

{b) idenufy indviduals suiiably qualified 10 become board members and
select or make recommendations 1o the boaro on ine se.ection of,
individuals nominated for directorships.

fc) assess the indepencence of inaependent non-executive directors; and
(d)  make recommendations to the board on relevant matters relating to the
appo-ntment of re-appointment of directors and succession piaining for

directors in partici’a’ the chairman and the chie? executive officer

A.4.6 Tre nominaton commuitee should make availlable 1ts terms of reference
explaining :ts role and the authority de'egated ‘o 1t by the board

Notes: 1 This requirement could be met by making it avaiable on request
and by including the information on the issuer's website

2 Under paragraph 2(ghi) of Appendix 23, i1ssuers must explain

the role of the nomination committee {if any) i the Coiporate
Governance Report

A4 -7




A4.7 The romination committee should be provided with sufficient resources o
discharge its duties

A48 Where the board proposes a resolution to elect an individual as an
independent non-executive director at the general meeting, 1t should set out
in the circular to shareho'ders andfor explanatory statement accompanying
the notice of the relevant general meetng why they be eve tne individial
should be elected and 'he reasons why they cons der the individual to be
independent

A.S Responsibilities of directors
Principle

Every drector ‘s required <0 keep abreas: o nis resoonsibities as a d rector of an
-ssuer and of the conduct, business actvit:es arnd deve opment of that issuer. Given
the essenual unitary nature of the board. non executive cirectors have the same
duties of care and skill and fiduciary duties as executive directors.

Note These duties are summarised in "Non-statutory Guidelines of Directors’
Duties” issued by the Companies Registry in January 2004 In determining
whether a director has met the requisite standard of care, skill and diligence
oxpected of him, couris will generally have regard 10 a number of factors
These include the functions that are to .be performed by the director
concerned, whether the director s a full-ume executive director or a part-
time non-execultive director and the professional skills and knowledge of the
ditector concerned.

Code Provisions

A5 1 Every newly apoointed directo’ of an issuer should receve a comprehens-ve,
forma and tadored nduction or the first occasion of Fis appointment, and
subsequently such briefing and professional develooment as 1s necessary, 10
ensure that he has a prope: understanding of the operations and business of
the 1ssuer and that he 1s tully aware of his responsibilities under statuie and
common law, the Exchange Listing Rules, applicable legal requirements and
other regulatory requirements and the business and governance policies of the
issuer

A52The functions of non-executive di-ectors shou'd ircluce but stoula rot be
Iimited to the following

{a)  participating 1n board meetings of the issuer 1o bring an independent
judgement 1o bear on issues of strategy, policy. performance,
accountability, resources, key appointments and standards of conduct;

A14 -8 1705
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{b)  ‘aking :te .eaa where potental conflicts of -1teres:s ar se,

c)  serving on the audii, remuneration, nomiration ard other governance
commuttees, if ivitea, and

{d  scrutinsing he ‘ssue”’s pertormance ir achievirg agreec corcorate
goa's and objectives, and mornitor ng the renorting of ser‘ormance

A 5.3 Every drrector should ensure that he can give siificient time anc atte~ton to
the affars of the ssuer and shoule not accest the aopo ntment i e cannot do
sC.

A 5 4 Directors miust conply with tneir ob 'gations under the Mocel Code setoutin
Apoend x 10 ana, 11 acdition, the board stould estapish watter guidelires on
no less exactirg terms than the Model Code for elevant employees in respect
of their dealngs in the securiies of the issuer For th.s puipose. “relevant
employee™ includes any emplovee of the 1ssuer ¢ a girecto” or employee of
a suoskd ary or holding corrpany of the 1ssuer who, beca.se of such office
o ermpoyment, 1s iikely 10 be 1n possession of u~pub'.sned drice sens tive
nformation in re @tion to the ssuer i 1ts secuntes

R ded Best Pr;

A5 5 Al drectors shoulg parucipate ¢ a programme of continuous professional
development 1o develop and -eresh he 1 kr.owledge and skiils 10 nelp ensu‘e
that therr contibution 0 me board remairs informed and -elevant Tte issuer
should be resporsible tor arrarging ard funuing a suitable developmen:
vrogiamme

A 5.6 Each director should aisciose 0 the 1ssuer at the ume of s aopo ~tment, and
01 3 perod ¢ bas's, the rumber and nature of offices Feld 1~ oudlic compan.es
or organisatiens and othe s-gnificant commitments. with the ideruty of the
pub.¢c comdanies o orgamsaiiors ard an indication of the trme voved. The
hoard should determine for itseli how ‘requently such dsclosure should be
made

A.5.7 Non executve directors, as equa: board memTbers, shoula give the noa'd

- ard any commitiees on whicn ey serve such as the audt remuneration

o morucation committees the benefit of ther skills, expeitise ang vaned

backgrounds and Gual.f cations thiough regusar atierdance and actve

participation. They shoulu aso attend general meetings anc develoo a
baiarced understancing o® the views of sharcrolders
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A58

Non-execitive directors should make a positive contribution 0 the
development of ihe issuer’s stiategy and policies through independent,
constructive and informed comments

Supply of and access to information

Principle

Directors snoukd be provided in a timely manner with appropriate information in such
form and of such quality as will enable them to make an informed decision and to
discharge their duties and responsibilities as directors of an issuer.

Code Provisions

A6

In respect of regular board meeungs. and so far as practicable in all other
cases. an agenda and accompanying boa o papers should be sent 1m full to al.
directors in a umely manner and at least 3 days before the intended date of a
board or board committee meeting {or such other period as agreed)

Manggement has an obligation to supply the board and 1ts commitiees
with adequate information in a timely manner 10 enable it 10 make informed
decisions. The information supplied must be complete and reliable. To fulfil
kis dutes propely a drector may not in al. circumsiances be able 10 re'y
purely on what :s volunieered by management and further enquines may be
required. Where any director requires more mnformation than s volunteered
by management, he shouid make further enquiries where recessary. The
board ara each director stou d have separate and .rdependent access 1o the
issuer’s senior management

Notes: 1 The information provided should include background or
explanatory information relating 10 matters 10 be brought before
the board, copies of disclosure documents, buogets, forecasts
and monthly and other relevant internal financial statements. in
raspect of budgets, any material variance batween the projections
and actual results must also be disclosed and explained.

2 For the purpose of this Code, "senior management” should refer
10 the same category of persons as referred to mn the issuer's
annual report and is required to be disclosed under paragraph 12
of Appendix 16.
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A 8.3 All direciors are entitled to have access to board pape:s and related materals.
Such papers and related materials should be prepared in such form and quality
as will enzble the board to make an informed decision on matters placed
be‘ore it. Where quenes are raised by directors, steps must be taken 1o
-espond as promptly and fuliy as possible

B. REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

B.1 Thelevel and ke-up of tion and discl e
Principle

An issuer should disclose information relating to its directors’ remuneration policy
and other remuneration related matters. There shoutd be a formal and transparent
procedure for setting policy on executive directors’ remuneraton and for fixing the
remuneration packages for all directors Levels of remuneration should be sutéicient
to attrac: anc reta.n the directors ~eeded :0 run the company successfuily. bt
companies should avoid paying more than is necessary for this nurnose. No director
should be .nvolved in deciding his own remuneration

Notes' 1 Under paragraph 248 of Appendix 16, issuers ate required to give a
general description of the emolument policy and long-term incentive
schemes of the group as well as the basis of determining the
emolument payable (o their directors.

2 Under paragraph 24 of Appendix 16, directors’ fees and any other
reimbutsement or emolument payable to a director must be disclosed in
full in the annual regorts and accounts of the issuer on an individual and
named basis

Code Provisions

B.1.1 Issuers should establish a remuneration committee with specific written
terms of reference which deal clearly with 11s authority and duties. A rmajority
of the members of the remuneration comrmuttee should be independent non-
executive directors

B.12 The remuneration committee should consult the charman anc/or chref
executive officer about therr proposals relating to the “emureraton of other
executve directors and have access 1o oroiessiora! acvice if coisdered
necessary
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B.1.3 The terms of reference of the remuneration committee should include. as a
minimum, the following specific duties: -

{a)

)

(c)

d

te}

A4 -12

10 make recommendations to the board on the issuer’'s policy and
structure for all remuneration of adirecto’s and senior management
and on the esiablistment of 3 formal and transparent procedure for
developing pol cy on such remuneration;

Note: For the purpose of this Code. “senior management” should refer
to the same category of persons as referred to in the 1ssuer’s
annual report and 1s required to be disclosed under paragraph 12
of Appendix 16.

10 have the delegated responsibility 10 determine the specitic
remuneration packages of all executive directors anc senior
management, including benefits in xind. pension rights and
compensat:on payments, irclucing ary compensatior. payable for loss o7
termiration of their office or apsontment. and make recommendations
to the board of the remuneration of non-executive directors. The
remuneration committee should consider factors such as salasies pad
by comparable companies, time commitment and responsibilities of the
directors, employment conditions elsewhere in the group and desirability
of performance-based remuneration,

Note: Please refer to the Note to B.1 3{a} of this Code for the definition
of “senior management”

10 review anc approve performance-based remuneration by refererce 0
corporate goals and objectives resolved by the poard from urme to ume;

to review and approve the compensation payable 10 executive directors
and senior management in connection with any oss or terminaton
of ther office or appoiniment 0 ensure that such compensation Is
determined in accordance with relevant contractual terms and that such
compensation is otherwise fair and noi excessive for the issuer,

Note. Please refer to the Note to B.1 3{a} of this Code for the defmition
of “senior management”

10 rev ew and approve ccMpersat’on arrangenents reiating to aismissa.
or ren~oval of direciors for miscorduct 10 ensure that such arrangements
are determined in accordance with relevant contractual terms and that
any compensation payment is otherwise reasonable and appropriate,
and

RO
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() to ensure that no director or any of his associates is involved in deciding
bis ownr remcneration

Note. The remuneration committee shall advise shareholders on how to
vote with respect o any service contracts of directors that require
shareholders’ appioval unider rule 13 68

B.1.4 The remuneration committee should make ava-ladle its terms of refererce,
explaining its role and the authority delegated 10 it by the board

Notes' 1 This requirement could be met by making it available on request
and by including the information on the issuer’s website

2 Under paragraph 2(f)s) of Appendix 23, issuers must explain
the role of the remuneration committee (if any) in the Corporate
Governance Report

B 15 The remuneration commitiee should be provided with sufficient resources to
discharge its duties

R ded Best Pr:

8 1.6 A significant proportion of executive directors’ remuneration should oe
structured so as o link rewards to corporate and individual performance.

B 1.7 Issuers should disclose details of any remuneration payable to members of
senior management, on an individual a1d ramed basis. in their annJal repo-ts
and accounts

Notes: 1 Issuers should dsclose details of any remuneration payable 1o
members of senior management Such disclosure should be to
the same standard as that requied for directors of issuers under
paragraph 24 of Appendix 16.

2 For the purpose of this Code, “senior management” should refer
to the same category of persons as referred to in the issuer's
annual report and is required 10 be disclosed under paragraph 12
of Appendix 16

B.1.8 Where the board resolves 10 approve any iemuneration of comoensation
arrangements which the remuneration commiiee nas previously resolved not
to approve. the board must disclose the reasons for its resolution in 1is next
annual report
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C. ACCOUNTABILITY AND AUDIT
€.\ Financial reporting
Principle

The board should present a balanced, clear and comprehensible assessment of the
company’s pertormance, bostion and prospects.

Code Provisions

€ 1.1 Management should provide such explanation and information 1o the board
as will enable the board to make an informed assessment of the financial and
other information put before she board for approval

Note: issuers are reminded of thew obligation to comply with the financial
reporting and disclosure requirements set out in the Exchange Listing
Rules Failure to comply with such requirements constitutes a breach of
the Exchange Lisung Rules

C.1.2 The drectors shou'd acknowledge n the Corporate Governance Report thei-
responsibility for preparing the accounts. and there should be a statement by
the auditors about their reporting responsibilities in the auditors’ report on the
financial statements Unless ‘t is inappropriate to assume that the company
will continue in business. the direciors should prepare the accounts on a going
concern basis, with supporuing assumptions or qualfications as necessary
When the directors are aware of matenal uncertainties relating to events or
conaitons that may cast sigrnificant doubt upon tne issuer’s abiity to continue
as a going concern, such uncertainties should be clearly and prominently
set outl and discussed at length in the Corporate Governance Report The
Corporate Governance Repor: should cortain sufficent intorratior so as ‘0
enable investors (0 understand the severity and significance of the matters at
hand To the extent that it 1s reasonable and aporopriate, the 1ssuer may refer
to the other relevant varts o the annual report. Ary sach references s~ould be
clear and unambiguous and the Corporate Governance Report should not only
contain a cross-reference without any discussion of the matter

C.1.3 The board’s responsibility 10 present a balanced. clear and understandable
assessment extends 10 annual and intenm reports, other price-sensitive
announcements and other f'nancial disclosures required unde: the Exchange
Listing Rules, ana reports 1o regulators as weli as 10 information required to be
disclosed pursuant 1o statutory requirements

A14 -14 1728
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R: ded Best Pr.

C.1.4 An ssuer snould announce ana publish quarterly financial results within 45
days after the end of the relevant quarter, disclosing such mformation as
would erable sha-eholders 10 assess the performance, financial position
and prospects of the issuer. Any such quarterly financial reporis should be
prepared using the accounting policies applied 1o the issuer's half-year and
anaual accounts

C.1.5 Once an 1ssuer dec des to annource and publish its quarterly financial resdlts,
it should continue to adopt quarterly reporiing for each of the tirst 3 and 9
months periods of subsequent financial years. Where the issue: decides not
to announce and publish its financial results for a particular quarter, it shoulg
publish an announcement 10 disclose the reason(s) for such decision.

Internal controls
Principle

The board should ensure that the 1ssuer mantains sound and effective internal
controls o safeguard the shareholders’ investment and the issuer’s assets.

Code Provisions

C€.2.1 The directors should at least annually conduct a review of the effectveness
of the system of internal control of the 1ssuer and its subsidianes and report
to shareholders that itey have done so in their Corporate Governance Report
The review should cover all material contiols, including financral, operational
and compliance controls and nsk management functons.

€.2.2 The board’s annual review should, in particular, consider the adequacy of
resources, quahfications and experie~ce of s1aif of the issue's accounting anu
financial reporting funcuon, and therr training programmes and budget.

Recommended Best Practices
C.2.3 The board's annual rev.ew should, in particular, corsider:

(al  the changes since the last anrual review 'n the nature ancd extert of
significant rnisks, and the issuer’s ability 10 respond 10 changes in its
business and the external environment,

(b)  the scope and quality of management's ongoing monitoring of risks and
o* the sysiem of interral contro', and where apolicable, the work of .ts

internal audit function and othe: providers of assurance,
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{c)  the extent and frequency of the commun:cation of the resulis of the
monitoring 10 the board {or board commiiteels)) which enables it to build
up a cumulative assessment of the state of control in the issuer and the
effectiveness with which risk is being managed:

{d)  the incidence of significant control failings or weakness that has been
identified at any time during the period and the extent io which they
have resulted .n unforeseen outcomes or contingencies that have had.
could have had, or may in tne future rave, a materia: impact on the
1ssuer’s financial performance or condition; and

{e) the effectiveness of the issuer’s processes relating to financial reporting
and Listing Ry e compliance

C 2 4 Issuers should disclose as part of the Corporate Governance Report a narrative
statement how they have complied with the code provisions on iniernal
control durning the ‘epoitng period. The disclosures should also :nclude the
foliowing items

{a)  the process that an issuer has applied for identifying, evaluaung and
managing the sigr-ficant risks faced by 1t;

(bl any additional information 1o assist understanding of the issuer's nisk
management processes and system of internal control;

{c)  an acknowledgement by the board that 't is responsible ‘or the ssue's
system of internal control and for reviewing its effectiveness;

{d)  the process that an issuer has applied in reviewing the effectiveness of
the sys:em of nierna' control, ard

(e} the process that an issuet has applied to deal with matenal internal
conirol aspects of any sigmficant problems disclosed in its annual
reports and accounts.

C.2 5 Issuers should ensure that ther disclosures provide meaningful informauon
and do not give a misleading impression

C 2.6 Issuers without ar internal aud't furctior snould review the need ‘or ore on an

annual basis and shou'd disclose the outcome of such review in the issuers’
Corporate Governance Report.

A14-16 1709
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€3 Audit Committes
Principle

The board should establish formal and transparent arrangements for co~sidering
how 1t will apply the financial reporting and internal control principles and for
maintaining an appropr.aie ‘eiationship with the company’s auditors. The audnt
committee es‘ablisted by an 1ssuer pursuant to tne Exchange Listng Rutes should
have clear terms of reference

Code Provisions

C 3.1 Full minutes of audit committee reetngs should be kept by a duly appointed
secretary of the meeting (who should normally be the company secretary)
Draft and final versions of minutes of the audit committee meetings should
o¢ sent to all members of the committee for their comment and records
respectively, in both cases within a reasonable tme after the mecting

C3.2 A former partner of the 1ssuer's existing auditing fiim should be prohibited
from acting as a member of the issuer’s audit committee for a period of 1 year
commencing on the date of his ceasing:

{a)  to be a partner of the firm: or
b) 10 have any financial interest in the firm,
whichever is the later.

C3.3 The terms of reference of the audit commuttee should include at least the
following dutes -

Relationship with the issuer’s auditors

(@) 1o oe pnmar iy responsible for making recommendation to the board on
the appoiniment, reappointment and removal of the extesnal auditor, and
to approve the remuneration and terms of engagement of the external
auditor, and any questions of resignation or dismissal of that auditor:

Note: Issuers are reminded that rule 13.51(d) requires an announcement
to be published when there is a change of auditors. The
announcement must also include a statement as to wheiher there
are any matters that necd 1o be brought to holders of securities of
the issuer.
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(0} to review and monitor the external auditor’'s indeperdence and
objectivity and the effectveness of the audit process in accordance
with applicable standard - The audit committee should discuss with
the audiior the nature ana scope of the audit and reportirg obligations
before the audit commences;

{c] 1o develop and impiement policy on ke engagement o an external
auditor 1o supply non-audit services. For this purpose, external auditor
shall include any entity that is under common control, ownership or
management with the audt firm or ary entity that a reasonable and
informed third party having knowledge of all refevant information would
reasonably conclude as part of the audit firm nationally or internationally.
The audit committee should report 10 the board, igentifying any matiers
in respect of which 1t considers that action or improvement is needed
and making recommendations as 1o the steps 1o be taken;

Review of financial information of the issuer

(@ to monito” .rtegrty of financial statemenis of an issuer ang the
1issuer’'s annual report and accounts, half-year repori and. ii prepared
for publication, quarterly reports, and to review significant financial
reporung judgements contained in them_ In tnis regard, In “eviewirg ihe
1ssuer’s annual report and accounts. half vear report and. 1if prepared
tor publication, quarterly reports before submission to the board. the
commitiee shod'd ‘ocus particularly on: -
1} any changes in accounting policies and practices;
({0} major judgmental areas;
) significant ad.Lstments result ng from aucit;
(v} the going concern assumptions and any qualifications,

(v} compliance with accounting siandards; and

(vt compliance with the Exchange Listing Riles and other lega.
requirements in relation to financial reporting;

e} Inregard 10 {0) aoove:-
{i) members of the committee must liaise with the 'ssuer’s board of

arrectors and sen or management and the comm:ttee must meet,
at least once a year, with the issuer’s auditors; and
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1) the committee shou'd consider any significant or unusual items
<hat are, or may reed 10 be, refleciec in such reports and accounts
and must give due consideration to any matters that have been
raised by the issuer’s statf responsd'e for the accounung ard
financial reporing funciion, compliance officer or auditors,

Oversight of the issuer’s financial reporung system and internal conirol
procedures )

i)

g)

(hy

0}

1}

(k)

U]

{m])

n

to review ‘he issuer’s finarcia! controls, interral control and risk
management systems:

to discuss with the management the system of internal control
and ensure that management has discharged its duty to have an
effective internal control system including the adeguacy of resources.
qualificauons and experience of stait of the i1ssuer's accouniing and
financial reporting function, and their training programmes and budget;

to consider any findings of major investigations of internal control
matters as delegated by the board or on its own initiative ard
management’s response,

where an internal audit function exists, to ensure co-ordiration between
the internat and external auditors, and (o ensure that the internal audit
function is adequately resourced and has appropriate standing within the
1ssuer, ang to review and monitor the ef’ectiveness of the internal audit
function,

10 review the group’s finarcial and accounting poricies and practices,

to review the external auditor’'s management letter, any ratenal gueres
raised by the auditor to management in respect of the accounting
records, financial accounts or systems of control and management’s
1eSponse,

to ensure that the board will provide a timely response 1o the issues
raised in the externai auditor's management lete’;

10 1eport to the board on the maztters set out in this code prov's:on; and

to consides other topics, as defined by the board

A14 -19
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Notes. The following are only intended to be suggestions as to how comphance
with the above code provision may be achieved and do not form part of
the code provision

1 The audit commuttee may wish 10 consider establishing the
following procedure to review and monitor the independence of
external auditors: -

{1} consider all relationships between the issuer and the audit
tirm (including the provision of non-audit services);

i)  seek from the audit firm, on an annual basss, information
about policies and processes for maintaining independence
and monitoring compliance with relevant requirements,
mncluding current reguirements regarding rotation of audit
partners and staff; and

(m)  mect with the auditor, at least annually, in the absence of
management, to discuss matiers relating 10 its audit fees.
any issues anising from the audit and any other matters the
auditor may wish to raise

2 The audit committee may wish 10 consider agreeing with the
board the issuer’s policies relating (0 the hinng of employecs
or former employces of the external auditors and monitor the
apphcation of such pohcies. The audit committee should then be
in a position 1o consider whether in the hight of this there has been
any impairment or appearance of impaitment, of the auditor’s
jdgement or independence in respect of the audit.

3 The audit commuttee would normally be expected to ensure that
the provision by an external auditor of non-audit services does not
mpai the external auditor’'s independence or objectivity. When
assessing the external auditor’s independence or objectvity in

relation (0 the provision of non-audit services, the audit committee '

may wish 1o consider.

12 whether the skills and experience of the audit fim make it a
suitable suppher of the non-gudit services;

) whether there are safeguards in place 1o ensure that there is
no threat to objectivity and independence in the conduct of
the audit resulting from the provision of such services by the
external auditor,
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(i) the natwre of the non-audit services, the related foe lovels
and the fee levels ncividually and »n aggregste relative 10
the audit firm, and

fiv]  the criteria which gove:n the compensation of the
individuals performing the audit

4 For further guidance on the duties of an audit committec,
issuers may refer 10 the “Prnciples of Auciior Independence
and the Role of Corporate Governance i Monitoring an Auditor’s
independence” issued by the Technical Committee of the
Internatioral Orgamzation of Securitics Commussions n October
2002 and "A Guide for Effective Audit Commuttees ™ publishod by
the Hong Kong Isstitute of Certified Public Accountants (formerly
known as the Hong Kong Society of Accountanis) in Februaty
2002. Issuers may also adopt the terms of reference set out in
those guides. or they may adopt any other comparable terms of
reference for the estahiishment of an audit comrmuttee

C.3 4 Tae audit cormmuttee snould make available its terms of refecence. exp aining
1ts -ole and the authonty delegated 1o 12 by the boaid

Notes™ 1 This requuement could be mer by making 1t avaldable on request
and by including the information on the ssuer's website

2 Under paragreph (i) of Appendix 23, issuers must explain the
role of the audit committee i the Corporate Gavernarice Report

C 3.5 Whnere the board disagrees with the audit commitige’s veew on the select on,
appo:ntmens, resignaton of dismissal of the exierrnal auditoss, the issuec
snould nc ude ir ne Corpo-ate Governance Report a statement from the audit
commitiee exalaining 1ts recommencation ard also the reason(s) why the
board has taken a aiffeent v ew

€.3.6 The audit comm-:tee should be provided w t~ s ¢ ent resources 10 discharge
1ts duties

R ded Best Pr.

C.37 The terms of reference of he aLd: com~ittee shoule also regure the aucit
cormittee

{8)  to review arrangements by whch employees of the issuer may, i
corfidence, raise concerns about nosshle imarcprieties :n fnancal
‘eporung, nterna contro' or other matte's The audis comimittee sheu.d
ensure that proder arrangements are i” place for the ferr and rdenenden:
nvestigator o° such matters and for approo-ate ‘ollow-up action; and
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(b) 0 3ct as the key representative dedy for overseeing the ssuer's relat on
w i the external augiior

D. DELEGATION BY THE BOARD
D.1  Management functions

Principle

Ar issuer should have a ‘ormal schedule of matters specically reserved to the
boa'd fo' 1s decision The boara stould give clear d rections 10 maragerrert as
10 *he matters that must be approved by the board before decisions are made on
behalf of the 1ssuer

Code Provisions

D11 When the board delegates asoects of 1ts management ard administra on
turcuors to managenent. it must at the same time give ciear directions as to
e powers of managerment, in pattcular, with respect 1o the circumstances
where managemen: shouid report Yback and obtain prior approval from the
boa:d before makirg decis:cns or enter'ng into any conmitrents on behalf of
the issuer

Note The bosrd should rot delegaic matters to a board commuttee, executive
directors or management to an exient that would significantly hinder or
reduce the sbility of the board as a whole to discharge its functions

D.1.2 An issuer shoula ‘ormalise the furctions reserved to e boara and tnose
delegated to management It shouk: review those arrangemerts on a peiodic
bas s to ensure that they remain appropriate to the needs of the ‘ssuer

Note Under paragraph Zicliv) of Appendix 23, issucrs must mclude in thew
Corporate Governance Report a statement of how the hoard operates,
inchuding a high level statement of whnch types of decisions are to be
taken by the board and which are 10 be delegated to rmanagement,

Recomr ded Best Pr,

D.13An ssue: should disclose the divisior of -esponsit I'ty beiween the poard
ard managerent 1o ass st those aifected by corporate decisons to cetter
understand the respective accountab :ties and contributions of the board and
managemerit
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D.1.4 Drrectors should clearly understand delegation arrangements in place. To that
end. issuers should have format letters of appointment for directors setting out
the kay terms and conditions relative 1o their appoiniment.

Board Committees
Principle

Board committees should be formed with specific written terms of reference which
deal clearly with the committees’ authority and duties

Code Provisions

D.2.1 Wheie board committees are established to deal with matiers, the board
should prescribe sufficiently clear terms of reference 10 enable such
commuttees to discharge their functions properly.

0.2.2 The terms of reterence of board committees shouid require such commuttees
10 ‘eport back to the board on their dec'sions or recommendations, uiless
there are legal or regulatory restr.ctions on their ability 10 do so (such as a
resiriction on disclosure due 10 regulatory requirements)

E. COMMUNICATION WITH SHAREHOLDERS

E1

1705

Effective communication

Principle

Tme board should erdeavour to maintair an on-go.rg dialogue with shareno de:s
and m patcular, use arnual gene-al meetirgs or other general meetings to
communicate with sha‘eho ders and encourage thei” partic:pation

Code Provisions

E11In respect of each substantially separate issue at a general meeting, a
separate resolution should be prooosed by the chairman of that meeting

Note: An example of a substantially separate issue is the nomination of
persons as directors. Accordingly, each such person should be
norminated by means of a separate resolution

E 12 The chairman of the board should attend the annual general meeting and

arrange for the chairmen of the audit, remuneration and nomination commuttees
(as appropriate) or in the absence of the chairman of such commitiees, another
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member of the committee or failing this his duly appointed delegate. to be
available to answer questions at the annual general meeting. The chairman of
the independent board commuttee (if any) should also be available 1o answer
questions at any general mieeting 1o approve a connecied lransaction of any
other transaction that is subject 10 ingependent shareholders’ approval

E.1 3 The issuer should arrange for the not'ce to snarenoldes 1o be sent 11 the case
of annual general meetings at least 20 clear business days before the meeting
and to be sent at least 10 clear bus'ness days in the case of all other general
meetngs

Voting by Poll

Principle

The issuer should ensure that shareholders are familiar with the detailed procedures
‘or corducting a poll

Code Provisions
£.2.1 The charman of a meeting should at the commencement of the meeting
ensure that an explanaton is provded of the cetailed proceoures for

conducting a poll and then answer any questions from shareholders regarding
votng by way of a poll

]
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Registration Application of Enterprise

Public
File 98

Incorporation
Name
The Notice
No. on the
Pre-approval Tel
of Enterprise
Name
domicile Zip code
Name of
Legal . Post
Representativ
e
Registered | o\ thousand RMB) | EMerPrise
Capital Type
Paid-u Form of
“up (Ten thousand RMB) Incorporatio
Capital
n
Licensing Business projects:
Business
Scope General Business Projects:
. N f
Business Long-term/ um.bcr.o
Application
Term years

copies
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The company will cstablish in accordance with “Company Law” and
“Regulation of Business Registration of Company”. The submitted information and
documentations are true and valid. And we arc responsible for the authenticity of

these documentations.

Signature of Legal Representative:

Date:

Note:

(]

The manually application and signature shall be filled out in black or
blue-black ink, please do not use ballpoint pen.

The type of enterprise shall be filled out by “Limited Liability Company” or
*Joint Stock Limited Company ™. Thereinto. wholly State-owned Companies
shall fill out “Limited Liability Company (wholly state-owned) ”'; One-person
Limited Liability Companies shall note “Limited Liability Companies (only
one natural person shareholder)” or “Limited Liability Companies (only one
legal person shareholder)”

The Joint Stock Limited Company shall fill out “establishment by promotion™
or “establishment by stock floatation” in the box of “form of incorporation”
Business Term: please chovse “long-term” or “** years” .
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@
The information about Directors,

Supervisors and Mangers

Name: Title: ID Number:

(The duplicate of ID please attach here)

Name: Title: ID Number:

(The duplicate of 1D please attach here )

Name: Title: ID Number:

(The duplicate of ID please attach here)
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(3)
The Information of Legal Representative

Name Tel
The authority of
Title _ appointed or
dismissed
ID type
ID Number

(The duplicate of ID please attach here)

Signature of Legal Representative:

Date:

The above information is authentic, the duplicate of 1D is consistent with the original. And it
comply with the relevant provisions for the qualification of legal representative in the

“Company Law” and “Rules for the Registration Administration of Legal Representatives
of Legal Entities” , and we responsible for the authenticity.

(Signature or Seal)
Date
Note: In accordance with the procedure stipulated in * Company Law” and Articles of Association, the
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company which the legal representative decided by investors or sharcholders’ meeting shall sign this
document by half or more of its investors or shareholders; the company which the legal representative

decided by the board of directors shall sign this document by half or more of its directors.
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REGULATIONS OF THE PEOPLE'S REPUBLIC OF CHINA FOR
CONTROLLING THE REGISTRATION OF ENTERPRISES AS LEGAL
PERSONS

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

May 13, 1988, promulgated by Decree No. 1 of the State Council of the
People's Republic of China on June 3, 1988, and effective as of " July 1,
1988)

Chapter I General Provisions

Article |

In accordance with relevant provisions of the General Principles of the
Civil Law of the People's Republic of China, the present Regulations are
formulated with a view to establishing a system for controlling the
registration of enterprises as legal persons, confirming their status as

such, safeguarding their legitimate rights and interests, stamping out
illegal business operations, and preserving social and economic order.

Article 2

Any of the following enterprises which are qualified as legal persons
shall register as such in accordance \;/ilh the relevant provisions of the
present Regulations:

(1) enterprises owned by the whole people;

(2) enterprises under collective ownership:

(3) jointly operated enterprises;

(4)Chinese-foreign equity  joint  ventures, Chinesc-foreign  contractual
joint ventures and  forcign-capital enterprises established within  the
territory of the Peoplg:'s Republic of China;

(5) privately operated enterprises;

(6) other enterprises required by the law to register as legal persons.

Article 3
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Those enterprises applying for registration as legal persons shall be
given Business Licenses for Enterprises as Legal Persons and the status of

legal persons when their applications for registration have been  examined

and approved by the authorities in charge of the registration of
enterprises as legal persons and their  legitimate rights and interests

shall be protected by laws of the State.

Those enterprises, which arc required by law to register as legal persons

but which have not gone through the procedures of examination and approval
registration by the authorities in charge of the registration of
enterprises as legal persons, shall not be allowed to engage in  business

operations.

Chapter 11 Registration Authorities

Article 4

The authorities in charge of the  registration of enterprises as legal

persons (hereinafter referred to as the registration authorities) arc  the

Statc Administration for Industry and Commerce and  administrative
departments for industry and commerce at various levels. Registration
authorities at various levels shall perform their functions according to

law under the leadership of higher registration authorities and be free

from unlaw ful interference.

Article 5

" The registration of national corporations, enterprisc  groups  and
corporations handling import-export business sct up with the approval of

the State Council or departments authorized by the State Council shall  be
examined and approved by the State Administration for Industry and
Commerce. The registration of Chinese-foreign equity joint ventures,
Chinese-foreign contractual joint ventures and foreign-capital enterprises

shall be examined and approved by the State  Administration  for Industry
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and Commerce or by local administrative departments for industry and
commerce authorized by the State Administration for Industry and Commerce.
The registration of son (or branch) companies of national corporations,
enterprises, enterprise groups or companies handling  import-export trade
established with the approval of the people's governments of provinces,
autonomous regions or municipalities directly under the Central Govcmmém

or departments authorized by them shall be examined and approved by the
administrative departments for industry and commerce of the provinces,
autonomous regions and municipalities directly under the Central
Government.  The registration of other enterprises shall be  examined and
approved by the administrative departments for industry and commerce of
the citics of counties (districts) where the enterprises are located.

Article 6

Registration authorities at various levels shall institute a file of the
registration of enterprises as legal persons and a system for tabulating
statistics relating to such registration, and  collect  basic  information

about the registration of enterprises as legal persons so as to serve the
development of a  planned commodity economy.  Registration authorities
shall offer, in a planned manner and according to the needs of society,

the service of providing the public with data about the registration of

enterprises as legal persons.
Chapter 111 Conditions for Registration and Entities to Apply for Registration

Article 7

Entities applying for registration as enterprises as legal persons must
satisfy the following conditions, i.c. having:

(1) name, organization and articles of association;

(2) fixed sitcs for business operations and essential facilities;

(3) tunds and employees in contformity with State regulations and in line
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with their scale of production, operation or service;

(4) ability to bear civil liabilities independently;

(5) a scope of business in conformity with the provisions of the  relevant
laws, regulations and policies of the State.

Article 8

The application of an enterprise for registration as a legal person shall
be filed by the person responsible for establishing the enterprise.

The registration as a legal person of a jointly operated enterprise  which
bears civil liabilities independently shall be applied for by the person

responsible for initiating the said enterprise.

Chapter IV Items of Registration

Article 9

The major items to be registered for an enterprise as a legal person are:

name, residence, sitc for business operation, legal representative,
economic nature, scope of business, mode of operation, registered capital,
number of employees, duration of operation and subdivisions.

Article 10

An enterprisc as a legal person shall use only one name. The name to be
used by the enterprisc as a legal person in its application for
registration shall be examined by the registration authorities and, after

it is approved and registered, the enterprise as a legal person shall
enjoy the right to the exclusive use of the registered namec within a
definite limit.

Those who apply for establishing Chinese-foreign equity joint  ventures,
Chinese-foreign contractual joint ventures or foreign-capital enterpriscs
shall apply to the registration authoritics for registering the names of

the enterprises before their contracts and  articles of association are

examined and approved.
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Article 11

The legal representative of an enterprise asa  legal person, which has
been registered afler examination and approval by a  registration
authority, shall be the signatory who exercises functions and powers on
behalf of the enterprise. The signature of the legal representative  shall

be submitted to the registration authority for the record.

Article 12

The registered capital of an enterprise as a legal person represents the
total value of the property the State entruststo it for operation and
management or that of the property owned by the enterprise itsclf.

When an enterprise as a legal person registers for starting operations,
the discrepancy between the sum of capital it applies for registration and

the sum of capital it actually possesses shall be handled in accordance
with specific regulations of the State.

Article 13

The scope of business of an enterprise as a legal person shall be in
harmony with its capital, sites, equipment, employees and technical force.

It may focus on one line of business as its main opcration while  engaging
in other operations simultaneously in accordance with relevant regulations

of the State. An enterprise as a legal person shall engage in  operations

within the scope of business as approved in registration.
Chapter V Registration for Starting Operations

Article 14

An enterprise as a legal person shall apply to  a registration authority
for registration for starting operations within 30 days after the approval

of the department in charge ot it or that of an authority for examination
and approval. For an enterprise which does not have a department in charge

or authority for examination and approval, its application for
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registration for starting operations shall be examined by a registration
authority. The registration authority shall make a decision of approval or
disapproval of the application for registration within 30 days after
receiving it.

Article 15

An enterprise as a legal person shall submit the following papers when
applying for registration for starting operations:

(1) an application for registration signed by the person responsible for

its establishment; ’

(2) the document of approval issued by the department  in  charge or the
authority for examination and approval;

(3) its articles of association,;

(4) a cenificate of its credit worthiness, a certificate of the
verification of its capital or a guarantee for its capital;

(5) a centificate of the identity of the principal responsible  person  of

the enterprise;

(6) acertificate  of the right to usc the residence and sitec for
operation;

(7) other relevant papers and certificates.

Article 16

When the application filed by an entity for starting operations as an
enterpriscas a legal person has been examined and approved by a
registration authority and a Business Licenses for Enterprises asa  Legal
Person is received, the enterprise shall be considered as established. The
enterpriscs as a legal person may henceforth have its official seal made,
open a bank account, sign contracts and conduct  business operations by
dint of its Business License.

The registration authority may, after a check-up, issue duplicates of the
Business License, if the enterprise as a legal person needs them  for its

business operations.
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Chapter VI Changes in Registration

Article 17

An enterprise as a legal person shall apply for making changes in its
registration whenever it changes its name, residence, site, legal
representative, economic nature, scope of business, mode of operation,
registered capital or duration of operation and whenever it increases or
disbands its branches.

Article 18

An enterprise as a legal person shall apply to the registration  authority

for making changes in its registration within 30 days after the changes

arc approved by the department in charge or by the authority for
examination and approval.

Article 19

An enterprise as a legal person shall apply to the registration  authority

for making changes in its regislra.tion, or for registration for starting
operations or for cancelling its registration, whenever it is  split up,

or merged with others or moved elsewhere, within 30 days after these
changes are approved by the department in charge or by the authority  for

examination and approval.
Chapter VII Cancellation of Registration

Article 20

An enterprise as a legal person  shall go through the procedures for
cancelling its registration with the registration authority when it closes

down, is dissolved, decclares bankruptcy or terminates its business
operations for other reasons.

Article 21




Whenever an enterprise as a legal person is 1o cancel its registration, it

must submit an application signed by its legal representative, a  document
of approval issued by the department in chargeor by the authority for
examination and approval, a certificate showing the completion of the
clearing up of its liabilities, or a document showing that a liquidation
organization will be responsible for clearing up its creditor's rights and
liabilities. The_ registration authority, after examining and approving the
application, shall recall the Business License for Enterprise as  a  Legal
Person, duplicates of the License. take over the official seal of the
enterprisc, and notify the banks at which it has opened an account of  the
cancellation of its registration.

Article 22

An enterprise as a legal person, which fails to start operations 6 months
after recciving its Business License for Enterprisc as a Legal Person  or
which has ceased its operations for a year, shall be regarded as having
closed down, and the registration authority shall recall its Business
Licensc for Enterprises as a Legal Person, duplicates of the License, take
over its official scal and notify the banks at which it has opened an

account of the cancellation of its registration.
Chapter VIII Announcement. Annual Check-up and Control of Certi- ficates

Article 23

The registration authority shall issuc registration announcements whenever
an enterprisc as a legal person starts operations, changes its name or
cancels its registration. No other organ shall be entitled to  issue  such
announcements without the approval of the registration authority.

Article 24

A system for conducting annual check-up shall be instituted to  administer

the registration of enterprises as legal persons. An enterprise as a legal

Tessesressernsneen
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person shall submit its annual  check-up 'rcpon, its balance sheet or
statement of assets and liabilities to the registration authority at the

time it prescribes. The registration authority shall check up the major
items contained in the registration of the enterprise as a legal person.

Article 25

The Business License for Enterprisesas a Legal Person issued by the
registration authority is the certificate of an enterprise as a legal
person. Except the registration authority, which may withhold or cancel it

in accordance with the legal procedures, no other organ or  individual is
entitled to take over, detain or destroy it. An enterprisc as a legal
persorn, which has lost its Business License for Enterprise as a Legal
Person or duplicates of the License, must announce the loss in a newspaper
before it can apply for a replacement.

The Business License for Enterprisc as a Legal Person and its  duplicates
may not be forged, altered, leased, lent, sold or reproduced without
permission.

Article 26

An cnterprise as a legal person shall pay registration and annual check-up

fees according to the rules when it registers for starting operations  and

applies for making changes in its registration and when it receives the
annual check-up. The feesto  be charged on registration for starting
operations shallbe 0.1% of the sum of the enterprisc's registered
capital; in cases where the registered capital exceeds 10 million  yuan,

the fees to be charged on the portion in excess of the said sum  shall  be
0.05% of it; in cases where the registered capital exceeds 100 million
yuan, no fees shall be charged on the portion in excess of the said sum.

The minimum registration fec shall be S0 yuan. Fees (o be charged on
making changes in the registration and conducting the annual check-up

shall be prescribed by the State Administration for [ndustry and Commerce.-
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Chapter IX Control of the Registration of Business Operations by Institutions
and Scientific and Technological Public Organizations

Article 27

When institutions or scientific and technological public organizations
establish enterprises qualified as legal persons in  line with relevant
regulations of the state, the applications for registration shall be filed

by the enterprises. They may engage in business operations only afier
their applications for registration have becn approved by the registration
authorities and afier they have received their respective Business
Licenses for Enterprise as a Legal Person.

Article 28

Institutions, which are run like enterprises in accordance with relevant
regulations of the State and which no longer receive operating funds from
the State, or scientific and technological public organizations which are
established for business operations, shall apply for registration if they

are qualified to be enterprises as  legal persons. They may engage in
business operations only after their applications have bcen approved by
the registration authorities  and  they have received their respective

Business Licenses for Enterprise as a Legal Person.

Chapter X Supervision and Control

Article 29

The registration authorities shall exercise the following functions of
supervision and control over enterprises as  legal persons according to
law:

(1) supervising the registration for starting operations, the application

for making changes and the cancellation of registration by enterprises as

legal persons according to regulations;
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(2) supervising the conduct of business operations by enterprises as legal
persons in line with the items of registration, articles of association

and contracts;

(3) supervising the'compliance of enterprises as legal persons and  their
legal representatives with laws, regulations and policies of the State;

(4) stopping, investigating or dealing with illegal business operations of
enterprises as legal persons; protecting their legitimate rights and
nterests.

Article 30

The registration authority may, in light of the circumstances, penalize an
enterprise as legal person by warning, fine, confiscation of illegal
earnings, suspension of business for consideration, or withholding or
revoking the Business License for Enterprise as a Legal Person, if it is
involved in any of the following case:

(1) concealing the true situation and resorting to deception in the course

of registration or starting operations beforc the approval of its
registration;

(2) altering  major items in the registration without permission or
engaging in business operations beyond the scope of business  as  approved
In registration:

(3) failing to cancel registration according to the rules or failing to
submit the annual check-up report or receive the annual check-up:

(4) forging, altering, leasing, lending, transferring, sclling or
reproducing the Business License for Enterprise as a Legal Person  or  its
duplicates without permission;

(5) withdrawing or transferring capital. concealing assets or dodging
habilitics;

(6) engaging in illegal business operations.

While penalizing an enterprise as a legal person in line  with  the above

provisions, the registration authority shall investigate its legal
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representative's administrative and economic responsibilities according to

the seriousness of the  violations of the law; judicial organs shall
investigate the criminal responsibilities of those who have violated the
criminal law.

Article 31

The registration authority shall ascertain the facts and act according to

law when dealing with the illegal activities of an enterpriseas a  legal
person and notify the parties concerned of its decision in writing.

Article 32

When an enterprise as a legal person disagrees with the penalty meted  out
by the registration authority, it may appeal within 15 days after
receiving the notice of penalty, to the immediate higher registration
authority for reconsideration. The higher registration authority shall
make a reconsideration decision within 30 days after receiving the appeal
for reconsideration. The enterprise may fileasuitin a people's court
within 30 days after recciving the notice of reconsideration if it
disagrees with the reconsideration decision. The registration authority
may, in accordance with the prescribed procedures, ask the bank  at  which
the enterprise has an account to transfer from its account the.sum to be
fined or confiscated as penalty, if it fails to appeal or to pay the fine

or the confiscated sum at the expiry of the prescribed period.

Article 33

When an enterprise as a legal person has its business license revoked, the
registration authonty shall take over its official seal and notify the

bank at which it has an account of the cancellation of its registration,

and the department in  charge or a liquidation organization shall be
responsible for settling its creditor's rights and liabilitics.

Article 34

Any functionary of the department in charge, the authority for examination

and approval or of the registration authority, who has violated the
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present Regulations, neglected his duties to a serious extent, abused  his
powers, practised graft and embezzlement, extorted and taken bribes or
encroached on the legitimate rights and interests of an  enterprise as  a
legal person, shall be given administrative or economic penalty in light

of the circumstances; the judicial organ shall investigate, according to

law, his criminal responsibility, if the violates the criminal law.

Chapter XI Supplementary Provisions

Article 35

When an enterprise as  a  legal person establishes a branch which is
incapable of bearing civil liability independently, the registration of

the branch shall be applied for by the enterprise. The branch shall
receive a Business License after the application is approved by the
registration authority and may engage in business operations within the
scope of business as approved in registration.

In accordance with relevant State regulations, administrative institutions
depending on State funding or scientific and technological social bodies

must apply for registration if they engage in business operations or
establish enterprises not qualified as legal persons. They shall receive
Business Licenses after their applications are  approved by  the
registration authorities and may engage in business operations within  the

scope of business as approved in registration.

The specific control of the registration involved shall be . enforced with
reference to the provisions of the present Regulations.

Article 36

For new cnterprises to  be  established with the approval of relevant
departments of the State  Council or planning departments at  various
levels, if their preparations have been under way for more than | year,

applications for the registration of  the establishment shall be filed
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according to specific regulations.

Article 37

Enterprises qualified as legal persons, whose registration was approved by

the registration authoritics beforc the present Regulations are put  into

effect, are not required to go through the formalities again for
registration as enterprises as legal persons.

Article 38

The State Administration for Industry and Commerce shall be responsible
for interpreting the present Regulations; and the rules for their
implementation shall also be formulated by the State Administration  for
Industry and Commerce.

Article 39

The present Regulations shall enter into force on July 1, 1988 The !
Regulations for Controlling the Registration of Chinese-Foreign Equity

Joint Ventures promulgated by the State Council on  July 26, 1980, the

Regulations for Controlling the Registration of Industrial and Commercial

Enterprises promulgated by the State Council on August 9, 1982, and the

Interim Provisions for Controlling the Registration of Companies  approved

by the State Council on August 14, 1985 and promulgated by the State

Administration for Industry and Commerce on August 25, 1985 shall  all be

abrogated on the same date.
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Regulations of the People’'s Republic of China on the Administration of Company
Registration (Revised 2005)

(Promulgated by Order No. 156 of the State Council of the People’s Republic of China on
June 24, 1994 and revised according to the Decision of the State Council on Revising the
Regulations of the People’s Republic of China on the Administration of Company
Registration on December 18, 2005)

Chapter | General Provisions

Article 1 To validate the status of enterprise legal person of companies and standardize
the conduct of company registration, these Regulations have been formuiated in
accordance with the Company Law of the People’s Republic of China (hereinafter referred
to as "company law").

Article 2 A limited liability company or a joint stock limited company (hereinafter referred
to as "company") shall conduct company registration of its formation, modification and
termination.

To apply for company registration, an applicant shall be responsible for the authenticity of
the application documents and materials.

Article 3 A company may acquire the status of enterprise legai person only after having
been legally registered by the company registration organ and collected a Business
License of Enterprise Legal Person.

A company formed after these Regulations becoming effective shall not engage in any
business activity in the name of a company without registration with the company
registration organ.

Article 4 The administration for industry and commerce shall be the company registration
organ.

A company registration organ at a lower level shall carry out company registration under
the leadership of a company registration organ at a higher level.

A company registration organ shall perform its functions according to law, free from any
unlawful interference.

Article 5 The State Administration for Industry and Commerce shall be in charge of the
work of company registration across the country.

Chapter Il Jurisdiction over Registration

Article 6 The State Administration for Industry and Commerce shall take charge of the
registration of the following companies:

(1) a company where the state-owned asset supervision and administration institution of
the State Council performs the functions of a contributor, and a company which is formed
by the aforesaid company as an investor holding more than 50% of the shares therein;
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(2) a foreign-funded company;

(3) a company which shall be registered by the State Administration for Industry and
Commerce in accordance with a relevant law, administrative regulation or decision of the
State Council; and

(4) any other company which shall be registered by the State Administration for Industry
and Commerce in accordance with the provisions of the State Administration for Industry
and Commerce.

Article 7 The administration for industry and commerce of a province, autonomous region
or municipality directly under the Central Government shall take charge of the registration
of the following companies within its administrative division:

(1) a company where the state-owned asset supervision and administration institution of
the people’s government of a province, autonomous region or municipality directly under
the Central Government performs the functions of a contributor, and a company which is
formed by the aforesaid company as an investor holding more than 50% of the shares
therein;

(2) a company formed by a natural person as an investor which shall be registered by the
administration for industry and commerce of a province, autonomous region or
municipality directly under the Central Government in accordance with the provisions of
the administration for industry and commerce of the province, autonomous region or
municipality directly under the Central Government;

{3) a company which shall be registered by the administration for industry and commerce
of a province, autonomous region or municipality directly under the Central Government in
accordance with a relevant law, administrative regulation or decision of the State Council,
and

(4) any other company which shall be registered as empowered by the State
Administration for Industry and Commerce.

Article 8 The administration for industry and commerce of a districted city (region) or
county, the sub-administration for industry and commerce of a municipality directly under
the Central Government, or the district sub-administration of the administration for
industry and commerce of a districted city shall take charge of the registration of the
following companies within its administrative division:

(1) a company other than a company as set out in Articles 6 and 7 of these Regulations;
and

(2) a company which shall registered as empowered by the State Administration for
Industry and Commerce or the administration for industry and commerce of a province,
autonomous region or municipality directly under the Central Government.

The specific jurisdiction over registration as set out in the preceding paragraph shall be
formulated by the administration for industry and commerce of a province, autonomous
region or municipality directly under the Central Government. However, the administration




for industry and commerce of a districted city (region) shall take charge of the registration
of joint stock limited companies.

Chapter Il Items for Registration
Article 9 The items for company registration shall include:
(1) name;
(2) residence;
(3) name of the legal representative;
(4) registered capital;
(5) paid-up capital;
(6) type of company;
(7) business scope;
(8) duration of business operation; and

(9) names of the shareholders of a limited liability company or names of promoters of a
joint stock limited company, and amounts, time and forms of contributions as subscribed
to and paid up.

Article 10 The items for company registration shall conform to the provisions of laws and
administrative regulations. A company registration organ shall not register an item for
registration which does not conform to the provisions of a law or administrative regutation.

Article 11 The name of a company shall conform to the relevant provisions of the state. A
company may use one name only. The name of a company, which has been approved
and registered by the company registration organ, shall be protected by law.

Asticle 12 The residence of a company shall be the seat of the principal office of the
company. There may be only one residence registered with the company registration
organ. The residence of a company shall be within the territorial jurisdiction of the
company registration organ.

Article 13 The registered capital of a company shall be denominated in Renminbi, except
as otherwise provided for by a law or administrative regulation.

Article 14 The form of contribution by a shareholder shall conform to the provisions of
Article 27 of the Company Law. Where a shareholder contributes any property other than
currency, property in kind, intellectual property or land use right, the measures for
registration thereof shall be formulated by the State Administration for Industry and
Commerce in conjunction with the relevant departments of the State Council.

No shareholder shall contribute, through evaluation, labor, credit, name of a natural
person, goadwill, franchise or any property over which a security has been posted.
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Article 15 The business scope of a company shall be prescribed in the bylaws of the
company and registered according to law.

For the description of the business scope of a company, the standards for industrial
categories of the national economy shall be referred to.

Article 16 The types of companies shall include limited liability company and joint stock
limited company.

For a one-person limited liability company, the sole investor of a natural person or a legal
person shall be stated in the registration of the company, and shall be also stated in the
business license of the company.

Chapter IV Registration of Formation

Article 17 To form a company, an application shall be filed for the pre-approval of the
company name.

For a company whose formation must be reported for approval according to a law,
administrative regulation or decision of the State Council, or whose business scope
includes an item which must be reported for approval before registration according to a
law, administrative regulation or decision of the State Council, an application shali be filed
for the pre-approval of the company name before report for approval in the company
name as pre-approved by the company registration organ.

Article 18 To form a limited liability company, a representative designated or an agent
jointly authorized by all the shareholders shall apply for the pre-approval of the company
name to the company registration organ; to form a joint stock limited company, a
representative designated or an agent jointly authorized by all the promoters shall apply
for the pre-approval of the company name to the company registration organ.

in the application for the pre-approval of company name, the following documents shall be
submitted:

{1) a written application for pre-approval of company name, which is signed by all the
shareholders of a limited liability company or by all the promoters of a joint stock limited
company;

(2) a certificate of designation of a representative or joint authorization of an agent by all
the shareholders or promoters; and

{3) any other document as required by the State Administration for Industry and
Commerce.

Article 19 A pre-approved company name shall be reserved for six months, and within
such a period, the pre-approved name shall not be used for any business operation or
transferred.

Article 20 To form a limited liability company, a representative designated or an agent
jointly authorized by all the shareholders shall apply for registration of formation to the
company registration organ. To form a company wholly owned by the state, the
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state-owned asset supervision and administration institution of the State Council or the
local people’s government as empowered by the local people’s government shall act as
an applicant to apply for registration of formation. For a limited liability company whose
formation must be reported for approval according to a law, administrative regulation or
decision of the State Council, an application shall be filed for registration of formation
within 90 days from the date of approval; for an overdue application for registration for
formation, the applicant shall report to the examination and approvat organ for
confirmation of validity of the original approval document or for a separate approval.

To apply for forming a limited liability company, an applicant shall submit the following
documents to the company registration organ:

(1) a written application for registration of formation, which is signed by the lega!
representative of the company; ’

(2) a certificate of designation of a representative or joint authorization of an agent by all
the shareholders;

(3) bylaws of the company;

(4) a cenrtificate of capital verification produced by a legally formed capital verification
institution, except as otherwise provided for by a law or administrative regulation;

(5) a certificate of transfer of title, which shall be submitted at the time of registration of
formation, where the initial contribution made by a shareholder is non-monetary property,

(6) a certificate of capacity of each shareholder which is an entity or certificate of
identification of each shareholder which is a natural person;

(7) documents stating the names and residences of the directors, supervisors and
managers and certificates of the relevant appointment, election or employment;

(8) an appointment document and a certificate of identification of the legal representative
of the company;

(9) a notice of pre-approval of enterprise name;
(10) a certificate of residence of the company; and

(11) any other document as required by the State Administration for Industry and
Commerce.

The amount of initial contribution made by a shareholder of a foreign-funded limited
liability company shall conform to laws and administrative regulations, and the rest of
contribution shall be paid up within two years from the date of formation of the company. In
particular, for an investment company, the rest of contribution may be paid up within five
years.

For a limited liability company whose formation must be reported for approval according to
a law, administrative regulation or decision of the State Council, the relevant approval
document shall be also submitted.
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Article 21 To form a joint stock limited company, the board of directors of the company
shall apply for registration of formation to the company registration organ. For a joint stock
limited company which is formed by stock floatation, the board of directors of the company
shall apply for registration of formation to the company registration organ within 30 days
after the end of the meeting of foundation.

To apply for forming a joint stock limited company, an applicant shall submit the following
documents to the company registration organ:

(1) a written application for registration of formation, which is signed by the legal
representative of the company;

(2) a certificate of designation of a representative or joint authorization of an agent by the
board of directors;

(3) bylaws of the company;

(4) a certificate of capital verification produced by a legally formed capital verification
institution;

(5) a centificate of transfer of title, which shall be submitted at the timé of registration of
formation, where the initial contribution made by a shareholder is non-monetary property,

(6) a certificate of capacity of each promoter which is an entity or certificate of
identification of each promoter which is a natural person,

(7) documents stating the names and residences of the directors. supervisors and
managers and certificates of the relevant appointment, election or employment,

(8) an appointment document and a certificate of identification of the legal representative
of the company;

(9) a notice of pre-approval of enterprise;
(10) a certificate of residence of the company; and

(11) any other document as required by the State Administration for Industry and
Commerce.

For a joint stock limited company which is formed by stock floatation, the minutes of the
meeting of foundation shall be also submitted; for a joint stock limited company which is
formed by stock floatation and issues stocks publicly, the relevant approval document of
the state-owned asset supervision and administration institution of the State Council shall
be also submitted.

For a joint stock limited company whose formation must be reported for approval
according to a law, administrative regulation or decision of the State Council, the relevant
approval document shall be also submitted.

Article 22 Where the business scope in the application for company registration includes
any item which must be reported for approval before registration according to a law,
administrative regulation or decision of the State Council, the item shall be reported to the
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relevant department of the state for approval before the application for registration, and
the relevant approval document shall be submitted to the company registration organ.

Article 23 Where any provision of the bylaws of a company violates a law or
administrative regulation, a company registration organ shall have the authority to require
the company to amend it correspondingly.

Article 24 The certificate of residence of a company refers to a document that may certify
that the company enjoys the right to use the residence.

Article 25 A company registration organ shall issue a Business License of Enterprise
Legal Person to a legally formed company. The date of issuance of the business license of
the company shall be the date of formation of the company. The company shall have its
corporate seal made, open a bank account and apply for the registration of tax payment
on the strength of the Business License of Enterprise Legal Person issued by the
company registration organ.

Chapter V Registration of Modification

Article 26 To modify any registered item, a company shall apply for registration of
modification to the original company registration organ.

Without registration of modification, no company shall modify any registered item.

Article 27 To apply for registration of modification, a company shall submit the following
documents to the company registration organ:

(1) a written application for registration of modification, which is signed by the legal
representative of the company;

(2) a resolution or decision on modification made according to the Company Law; and

(3) any other document as required by the State Administration for Industry and
Cammerce.

Where any registered item to be modified by a company involves the amendment of the
bylaws of the company, the amended bylaws of the company or an amendment to the
bylaws of the company signed by the legal representative of the company shall be
submitted.

For a registered item to be modified which must be reported for approval before
registration according to a law, administrative regulation or decision of the State Council,
the relevant approval document shall be also submitted to the company registration organ.

Article 28 To modify the company name, a company shall apply for registration of
modification within 30 days from the date when a resolution or decision on the
modification is made.

Article 29 To modify the company residence, a company shall apply for registration of
moadification before it moves into the new residence, and submit a certificate of use of the
new residence.
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Where the modification of residence crosses the territorial jurisdictions of the company
registration organs, a company shall apply for registration of modification to the company
registration organ at the place of its new residence before moving into its new residence;
where the company registration organ at the place of new residence of the company
accepts the application, the original company registration organ shall transfer the
company registration files of the company to the company registration organ at the place
of new residence of the company.

Article 30 To modify the legal representative, a company shall apply for registration of
modification within 30 days from the date when a resolution or decision on the
modification is made.

Article 31 To modify the registered capital, a company shall submit a certificate of capital
verification produced by a legally formed capital verification institution.

Where a company increases its registered capital, the contributions of the shareholders of
a limited liability company for the increased capital and the subscriptions to new stocks by
the shareholders of a joint stock limited company shall be respectively subject to the
relevant provisions of the Company Law on the payment of contribution for the formation
of a limited liability company and the payment for stock subscription for the formation of a
joint stock company. Where a joint stock limited company increases its registered capital
by publicly issuing new stocks or where a listed company increases its registered capital
by privately issuing new stocks, the relevant approval document of the securities
regulatory organ of the State Council shall be also submitted.

Where the statutory common reserve of a company is converted into its registered capital,
the certificate of capital verification shall show that the retained statutory common reserve
of the company is not be lower than 25% of the registered capital of the company before
the conversion.

To reduce the registered capital, a company shall apply for registration of modification
within 45 days from the date of announcement, and submit the relevant proof that the
company has published an announcement on reduction of registered capital in a
newspaper and a statement on debt repayment or debt guarantee by the company.

The registered capital of a company after reduction shall not be lower than the minimum
statutory amount.

Article 32 To modify the paid-up capital, a company shall submit a certificate of capital
verification produced by a legally formed capital verification institution, and the capital
contributions shall be made according to the time and form of contribution as prescribed in
the bylaws of the company. A company shall apply for registration of modification within 30
days from the date when the capital contributions or stock payments are paid up.

Article 33 To modify the business scope, a company shall apply for registration of
modification within 30 days from the date when a resolution or decision on the
modification is made; where the modification of the business scope of a company involves
any item which must be reported for approval before registration according to a law,
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administrative regulation or decision of the State Council, the company shall apply for
registration of modification within 30 days from the date of approva! by the relevant state
department.

Where a license or any other approval document for an item in the business scope of a
company which must be reported for approval according to a law, administrative
regulation or decision of the State Council is suspended or revoked, or the term of validity
of the license or any other approval document expires, the company shall, within 30 days
from the date of suspension or revocation of the license or any other approval document
or from the date of expiration of the license or any other approval document, apply for
registration of modification or conduct the formalities for deregistration according to the
provisions of Chapter Vi of these Regulations.

Article 34 To modify the type of company, a company shall apply for registration of
modification to a company registration organ within the prescribed time limit according to
the formation requirements for the type of company after modification, and submit the
relevant documents.

Article 35 Where a shareholder of a limited liability company transfers any shares in the
company, the company shall apply for registration of modification within 30 days from the
date of transfer of shares, and submit the certificate of capacity of the new shareholder
which is an entity or certificate of identification of the new shareholder which is a natural
person.

Where the legal inheritor of a deceased natural person shareholder of a limited liability
company succeeds to the status of shareholder, the company shall apply for registration of
modification according to the preceding paragraph.

Where a sharehotder of a limited liability company or a promoter of a joint stock limited
company changes its name, the company shall apply for registration of modification within
30 days from the date of change of name.

Articte 36 Where the modification of any registered item of a company involves the
modification of any registered item of its branch, the company shall apply for registration
of modification of its branch within 30 days from the date of registration of modification of
the company.

Article 37 Where the amendment of the bylaws of a company does not involve any
registered item, the company shall submit the amended bylaws or an amendment to the
bylaws to the original company registration organ for the record.

Article 38 Where any director, supervisor or manager of a company changes, the
company shall file the change with the original company registration organ for the record.

Article 39 Where any registered item of a surviving company changes after a merger or
separation, the company shall apply for registration of modification; a company which is
dissolved after a merger or separation shall apply for deregistration; a company newly
formed after a merger or separation shall apply for registration of formation.
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For a merger or separation of 8 company, the company shall apply for registration within
45 days from the date of announcement, and submit the merger agreement, the resolution
or decision on merger or separation, the relevant proof that the company has published an
announcement on merger or separation in a newspaper and a statement on debt
repayment or debt guarantee by the company. For a merger or separation of a company,
which must be reported for approval according to a law, administrative regulation or
decision of the State Council, the relevant approval document shall be also submitted.

Article 40 Where the modification of a registered item involves any item stated in the
Business License of Enterprise Legal Person, a company registration organ shall reissue
a business license to replace the original one.

Articte 41 To apply for revocation of registration of modification to the company
registration organ according to the provision of Article 22 of the Company Law, a company
shall submit the following documents:

(1) a written application, which is signed by the legal representative of the company; and
(2) a judgment of the people’s court.
Chapter VI Deregistration

Article 42 Where a company is dissolved and shall be liquidated according to law, a
liquidation group shal!, within 10 days from the date of its formation, submit a list of the
members and person in charge of the liquidation group to the company registration organ
for the record.

Article 43 Under any of the following circumstances, the liquidation group of a company
shall apply for deregistration to the original company registration organ within 30 days
from the date of conclusion of liquidation of the company:

(1) the company is declared bankrupt according to law;

(2) the duration of business operation prescribed in the bylaws of the company expires or
any other situation for dissotution prescribed in the bylaws of the company occurs, unless
the company continues to exist by virtue of an amendment to the bylaws of the company;

(3) the company is dissolved by a resolution of the shareholders’ meeting or shareholder's
assembly or is dissoived by the shareholder of a one-person limited liability company or a
resolution of the board of directors of a foreign-funded company;

(4) the business license of the company is revoked or the company is ordered to be closed
down or dissolved according to law;

(5) the company is dissolved by the people’s court according to law; or
(6) any other circumstance of dissolution set out by a law or administrative regulation.
Article 44 To apply for deregistration, a company shall submit the following documents:

(1) a written application for deregistration, which is signed by the person in charge of the
liquidation group of the company;




(2) a bankruptcy ruling or dissolution judgment of the people’s court, a resolution or
decision made by the company according to the Company Law or a document of the
administration organ on ordered closedown or dissolution of the company;

(3) a liquidation report archived and affirmed by the shareholders’ meeting or
shareholder’s assembly, the shareholder of a one-person limited liability company, the
board of directors of a foreign-funded company, the people's court or the organ approving
the company;

(4) the Business License of Enterprise Legal Person; and
{5) any other document as required by a law or administrative regulation.

To apply for deregistration, a wholly state-owned company shall also submit a decision of
the state-owned asset supervision and administration institution. In particular, a key wholly
state-owned company as determined by the State Council shall also submit the approval
document of the people's government at the same level.

To apply for deregistration, a company which has a branch shall also submit the certificate
of deregistration of its branch.

Article 45 A company shall be terminated upon the deregistration by the company
registration organ.

Chapter Vil Registration of a Branch of a Company

Article 46 A branch of a company refers to an organization formed by a company to
engage in business operation at a place other than the residence of the company. A
branch shall not have the status of enterprise legal person.

Article 47 The items for registration of a branch of a company shall include: name,
business premises, person in charge and business scope of the branch.

The name of a branch of a company shall conform to the relevant provisions of the state.

The business scope of a branch of a company shall not be outside the business scope of
the company.

Article 48 To form a branch, a company shall apply for registration to the company
registration organ at the place of residence of the branch within 30 days from the date
when a decision is made; where the formation of a branch must be reported to the
relevant department for approval according to a law, administrative regulation or decision
of the State Council, a company shall apply for registration to the company registration
organ within 30 days from the date of approval.

To form a branch, a company shall submit the following documents to the company
registration organ:

(1) a written application for registration of formation of a branch, which is signed by the
legal representative of the company;
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(2) bytaws of the company, and a photocopy of the Business License of Enterprise Legal
Person on which the corporate seal is affixed;

(3) a certificate of use of business premises;

(4) an appointment document and a certificate of identification of the person in charge of
the branch; and

(5) any other document as required by the State Administration for Industry and
Commerce.

Where the formation of a branch must be reported for approval according to a law,
administrative regulation or decision of the State Council, or the business scope of a
branch includes any item which must be reported for approval before registration
according to a law, administrative regulation or decision of the State Council, the relevant
approval document shall be also submitted.

The company registration organ of a branch shall issue a Business License to a branch
whose registration is approved. A company shall, within 30 days from the date of
registration of its branch, file a record with the company registration organ on the strength
of the Business License of its branch.

Article 49 To modify a registered item, a branch of a company shall apply for registration
of modification to the company registration organ.

To apply for registration of modification, a branch shalt submit a written application for
registration of modification which is signed by the legal representative of the company. To
modify the name or business scope, a branch shall submit a photocopy of the Business
License of Enterprise Legal Person on which the corporate seal of the company is affixed,
and where the business scope of a branch includes any ilem which must be reported for
approval before registration according to a laws, administrative regulation or decision of
the State Council, the relevant approval document shall be also submitted. To modify the
business premises, a branch shall submit a certificate of use of the new business
premises. To modify the person in charge, a branch shall submit the appointment and
removal documents and certificates of identification.

Upon approving the registration of modification, the company registration organ shall
reissue a Business License to replace the original one.

Article 50 Where a branch of a company is dissoived by the company or ordered to be
closed down according to law, or the business license of a branch of a company is
revoked, the company shall apply for deregistration to the company registration organ of
the branch within 30 days from the date when a decision is taken. To apply for
deregistration, the company shall submit a written application for deregistration which is
signed by the legal representative of the company and the Business License of the
branch. Upon approving the deregistration, the company registration organ shall recover
the Business License of the branch.

Chapter VIl Procedures for Registration
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Article 51 To apply for registration of a company or a branch of a company, an applicant
may come to the company registration organ to file an application, or file an application by
such means as letter, telegraph, telex, fax, electronic data exchange or e-mail.

Where an application is filed by such means as telegraph, telex, fax, electronic data
exchange or e-mail, the contact method and mailing address of the applicant shall be
provided.

Article 52 The company registration organ shall decide whether or not to accept an
application according to the following circumstances respectively:

(1) Where the application documents and materials are complete and consistent with the
statutory formats, or an applicant has submitted all the additional or corrected application
documents and materials as required by the company registration organ, the company
registration organ shall decide to accept the application. '

(2) Where the application documents and materials are complete and consistent with the
statutory formats but the company registration organ deems that the application
documents and materials need verification, the company registration organ shall decide to
accept the application, and, at the same time, notify in writing the applicant of the items to
be verified and reasons and time limit for verification.

(3) Where an application document or material has any error which may be corrected on
the spot, the applicant shall be allowed to correct the error on the spot, affix its signature
or seal on the place of correction and note the date of correction; after confirming that the
application documents and materials are complete and consistent with the statutory
formats, the company registration organ shall decide to accept the application.

(4) Where the application documents and materials are incomplete or inconsistent with the
statutory formats, the company registration organ shall, on the spot or within 5 days,
inform the applicant of all additions and corrections needed at one time; for notification on
the spot, the company registration organ shall return the application documents and
materials to the applicant; for notification within 5 days, the company registration organ
shall receive the application documents and materials and issue a receipt of the
application documents and materials, and where the company registration organ does not
notify the applicant within the time limit, it shall be deemed that the company registration
organ has accepted the application from the date of receipt of the application documents
and materials.

(5) Where an item does not fall within the scope of company registration or does not fall
within the scope of its registration jurisdiction, the company registration organ shall
immediately decide not to accept the application, and notify the applicant to apply to a
relevant administrative organ.

A company registration organ shall, within 5 days from the date of receipt of the
application documents and materials, decide whether or not to accept an application
which is fited by such means as letter, telegraph, telex, fax, electronic data exchange or
e-mail.
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Article 53 Unless a decision on approval of registration is made according to paragraph
1(1) of Article 54 of these Regulations, a company registration organ shall issue a Notice
of Acceptance after deciding to accept an application; or after deciding to disapprove an
application, shall issue a Notice of Disapproval, explaining the reasons for disapproval
and notifying the applicant of its right to apply for an administrative reconsideration or file
an administrative lawsuit according to law.

Article 54 After deciding to accept an application for registration, a company registration
organ shall decide whether or not to approve the registration within the prescribed time
limit according to the different circumstances:

(1) Where an application filed by an applicant coming to the company registration organ is
accepted, the company registration organ shall decide whether or not to approve the
registration on the spot.

(2) Where an application filed by an applicant by letter is accepted, the company
registration organ shall decide whether or not to approve ihe registration within 15 days
from the date of acceptance.

(3) Where an application filed by an applicant by such means as telegraph, telex, fax,
electronic data exchange or e-mail, the applicant shall, within 15 days from the date of
receipt of the Notice of Acceptance, submit the original application documents and
materials which are consistent with the contents of the telegraph, telex, fax, electronic
data exchange or e-mail and the statutory formats; where the applicant comes to the
company registration organ to submit the original application documents and materials,
the company registration organ shall decide whether or not to approve the registration on
the spot; where the applicant submits the original application documents and materials by
letter, the company registration organ shall decide whether or not to approve the
registration within 15 days from the date of acceptance.

(4) Where a company registration organ does not receive the original application
documents and materials within 60 days from the date of issuance of the Notice of
Acceptance, or the original application documents and materials are inconsistent with the
application documents and materials accepted by the company registration organ, the
company registration organ shall decide to disapprove the registration.

Where a company registration organ needs to verify the application documents and
materials, it shall decide whether or not to approve the registration within 15 days from the
date of acceptance.

Article 55 Where a company registration organ decides to grant the pre-approval of a
company name, it shall issue a Notice of Pre-approval of Enterprise Name; where the
organ decides to approve the registration of formation of a company, it shall issue a Notice
of Approval of Formation Registration, and notify the applicant to collect a business
license within 10 days from the date of decision; where the organ decides to approve the
registration of modification of a company, it shall issue a Notice of Approval of Modification
Registration, and notify the applicant to replace its business license within 10 days from
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the date of decision; where the organ decides to approve the deregistration of a company,
it shall issue a Notice of Approval of Deregistration, and recover the business license.

Where a company registration organ decides not to grant the pre-approval of a company
name or decides to disapprove a registration, it shail issue a Notice of Rejection of
Enterprise Name or a Notice of Rejection of Registration, explaining the reasons for its not
granting the pre-approval or for its disapproval of registration and notifying the applicant of
its right to apply for an administrative reconsideration or file an administrative lawsuit
according to law.

Article 56 To conduct the registration of formation or registration of modification, a
company shall pay a registration fee to the company registration organ according to legal
provisions.

To collect a Business License of Enterprise Legal Person, the fee for registration of
formation shall be charged at 0.8%. of the total amount of the registered capital; where the
registered capital exceeds 10 million yuan, for the excess, such a fee shall be charged at
0.4%c; where the registered capital exceeds 100 million yuan, for the excess, no such a
fee shall be charged.

To collect a Business License, the fee for registration of formation shall be 300 yuan.
To modify any registered item, the fee for registration of modification shall be 100 yuan.

Article 57 A company registration organ shall enter a company registration item which is
approved to be registered into the company register book for the public to consult and
copy.

Article 58 An announcement of revocation of the Business License of Enterprise Lega!
Person or Business License shall be published by a company registration organ.

Chapter IX Annual Inspection

Article 59 From March 1 to June 30 each year, a company registration organ shall
conduct the annual inspection of companies.

Article 60 A company shali accept the annual inspection within the prescribed period of
time according to the requirements of the company registration organ, and submit an
annual inspection report, an annual balance sheet and profit and loss statement, and a
duplicate of the Business License of Enterprise Legal Person.

A company which has a branch shall clearly reflect the relevant information on the branch
in the submitted annual inspection materiais, and submit a photocopy of the Business
License.

Article 61 A company registration organ shall examine the information on the company
registration items, on the basis of the annual inspection materials submitted by the
company.

Article 62 A company shall pay an annual inspection fee to a company registration organ.

The annual inspection fee shall be 50 yuan.
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Chapter X Management of Licenses and Archives

Article 63 The Business License of Enterprise Legal Person or Business License shall be
divided into original and duplicates, and the original and duplicates shall have equal legal
effect.

The original of the Business License of Enterprise Legal Person or the original of the
Business License should be placed on a conspicuous position at the residence of a
company or business premises of a branch of a company.

A company may, according to the business needs, apply for issuance of several duplicates
of the business license to the company registration organ.

Article 64 No entity or individual shall forge, alter, lease, lend or transfer a business
license.

Where a business license is lost or damaged, a company shall declare its invalidity in a
newspaper or periodical designated by a company registration organ, and apply for the
reissue of the business license.

Where a company registration organ decides to approve a registration of modification, a
deregistration or a revocation of registration of modification, and a company refuses to or
cannot hand in its business license, the company registration organ shall announce the
invalidity of the business ticense.

Article 65 A company registration organ may temporarily withhold a business license
which needs authentication, but the withholding period shall not exceed 10 days.

Article 66 The borrowing, excerpting, carrying or duplicating of the company registration
archives shall be carried out according to the prescribed powers and procedures.

No entity or individual shall modify, alter, mark or damage the company registration
archives.

Article 67 The patterns of the original and duplicates of a business license and the major
formats of documents or forms concerning the company registration shall be uniformly
formulated by the State Administration for Industry and Commerce.

Chapter X Legal Liability

Article 68 Where a company registration is acquired by falsification of the registered
capital, a company registration organ shall order correction, and impose a fine of not less
than 5% but not more than 15% of the falsified registered capital; if the case is serious,
shall revoke the company registration or revoke the business license.

Article 69 Where a company registration is acquired by faise submissions or other
fraudulent means, a company registration organ shall order correction, and impose a fine
of not less than 50,000 yuan but not more than 500,000 yuan; if the case is serious, shall
revoke the company registration or revoke the business license.




Article 70 Where a promoter or shareholder of a company makes any false capital
contribution, failing to defiver or failing to deliver as scheduled the monetary or
non-monetary property as the contribution, a company registration organ shall order
correction, and impose a fine of not less than 5% but not more than 10% of the amount of
the false capital contribution.

Article 71 Where a promoter or shareholder illegally withdraws its capital contribution
after the company is formed, the company registration organ shall order correction, and
impose a fine of not less than 5% but not more than 15% of the amount of illegally
withdrawn capital.

Article 72 Where a company fails to open business more than six months after its
formation without good reasons, or ceases business operation for more than six months
consecutively after opening business, a company registration organ may revoke its
business license.

Article 73 Where a company fails to conduct the relevant registration of modification
according to these Regulations for any modification of the company registration items, a
company registration organ shall order the company to conduct the registration within a
prescribed time limit; and, if the company fails to do so within the prescribed time limit,
shall impose a fine of not less than10,000 yuan but not more than100,000 yuan. In
particular, where the business scope of a company to be modified includes any item which
must be reported for appraval according to a law, administrative regulation or decision of
the State Council and such an approval is not acquired, if the company engages in the
relevant business operation without the approval and the case is serious, the company
registration organ shall revoke its business license.

Where a company fails to conduct the relevant record-filing formality according to these
Regulations, the company registration organ shall order the company to conduct it within a
prescribed time limit; and, if the company fails to do so within the prescribed time limit,
shall impose a fine of not more than 30, 000 yuan.

Article 74 Where a company fails to notify its creditors by a notice or by an
announcement of a merger, separation, reduction of registered capital or liquidation, a
company registration organ shalt order correction, and impose a fine of not less than 10,
000 yuan but not more than 100, 000 yuan.

Where, in liquidation, a company conceals any property, makes any false record in its
balance sheet or property checklist, or distributes the company property before repayment
of debts, a company registration organ shall order correction, and impose a fine of not less
than 5% but not more than 10% of the amount of concealed property or distributed
property before repayment of debts on the company; and shall impose a fine of not less
than 10, 000 yuan but not more than100, 000 yuan on the directly responsible person in
charge and other directly liable persons.

Where, during the period of liquidation, a company engages in any business operation
irrelevant to the liquidation, the company registration organ shall impose a warning, and
confiscate the illegal proceeds.
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Article 75 Where a liquidation group fails to submit a liquidation report to the company
registration organ according to legal provisions, or the submitted liquidation report
conceals any major fact or has any major omission, a company registration organ shall
order correction.

Where any member of a liquidation group takes advantage of his power to practice
favoritism, seeks any illegal proceeds or encroaches on any company asset, the company
registration organ shall order return of the company asset and confiscate the illegal
proceeds, and may impose a fine of not less than the amount but not more than 5 times
the amount of illegal proceeds.

Article 76 Where a company fails to accept the annual inspection according to legal
provisions, a company registration organ shall impose a fine of not less than 10,000 yuan
but not more than 100,000 yuan, and order it to accept the annual inspection within a
prescribed time limit; and, if the company still fails to accept the annual inspection within
the prescribed time limit, shall revoke its business license. Where a company conceals the
truth or make falsification in the annual inspection, a company registration organ shall
impose a fine of not less than 10,000 yuan but not more than 50,000 yuan, and order
correction within a prescribed time limit; and, if the case is serious, shall revoke its
business license.

Article 77 Where a company forges, alters, leases, lends or transfers its business
license, a company registration organ shall impose a fine of not less than 10,000 yuan but
not more than 100,000 yuan; and, if the case is serious, shall revoke its business license.

Article 78 Where a business license is not placed on a conspicuous position at the
residence of a company or business premises of a branch of a company, a company
registration organ shall order correction; and if the ordered correction is refused, shall
impose a fine of not less than 1,000 yuan but not more than 5,000 yuan.

Article 79 Where an institution which undertakes the asset appraisél. capital verification
or verification of certificates provides any false materials, a company registration organ
shall confiscate the illegal proceeds and impose a fine of not less than the amount but not
more than 5 times the amount of the illegal proceeds, and the relevant competent
department may also order the institution to suspend business operation, revoke the
qualification certificates of the directly liable persons, and revoke its business license.

Where an institution which undertakes the asset appraisal, capital verification or
verification of certificates negligently submits a report containing any major omission, a
company registration organ shall order correction; and if the case is relatively serious,
shall impose a fine of not less than the amount but not more than 5 times the amount of its
proceeds, and the relevant competent department may order the institution to suspend
business operation, revoke the qualification certificates of the directly liable persons and
revoke its business license.

Article 80 Where any entity fails to register itself as a limited liability company or a joint
stock limited company according to law but acts in the name of a limited liability company
or a joint stock limited company, or fails to register itself as a branch of a limited liability
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company or a joint stock limited company according to law but acts in the name of a
branch of a limited liability company or a joint stock limited company, a company
registration organ shall order correction or impose a ban, and may impose a fine of not
more than 100,000 yuan.

Article 81 Where a company registration organ approves an application for company
registration which does not meet the prescribed conditions, or disapproves an application
for company registration which meets the prescribed conditions, the administrative
sanctions shall be imposed on the directly responsible person in charge and other directly
liable persons according to law.

Article 82 Where a superior department of a company registration organ orders the
company registration organ to approve an application for company registration which does
not meet the prescribed conditions or disapprove an application for company registration
which meets the prescribed conditions, or covers up any illegal registration, the
administrative sanctions shall be imposed on the directly responsible person in charge
and other directly liable persons according to law.

Article 83 Where a foreign company forms any branch within the territory of China
without approva! in violation of the Company Law, the company registration organ shall
order correction or closedown, and may impose a fine of not less than 50, 000 yuan but
not more than 200, 000 yuan.

Article 84 Where a company engages in serious illegal activities in the name of the
company, which compromises the national security or public interest, its business license
shall be revoked.

Article 85 Where a branch of a company commits any illegal act as prescribed in this
Chapter, the provisions of this Chapter shall apply.

Article 86 Where a violation of these Regulations constitutes a crime, the criminal liability
shall be investigated according to law.

Chapter XIl Supplementary Provisions

Article 87 The registration of a foreign-funded company shall be subject to these
Regulations. Where a law on foreign-funded enterprise provides otherwise for the
registration of a foreign-funded enterprise, such a law shall apply.

Article 88 Where the formation of a company must be reported for approval according to
a law, administrative regulation or decision of the State Council, or the business scope of a
company includes any item which must be reported for approval before registration
according to a law, administrative regulation or decision of the State Council, the State
Administration for Industry and Commerce shall compile and publish a Catalogue of
Administrative Licensing before Enterprise Registration according to the relevant laws,
administrative regulations and decisions of the State Council.

Article 89 These Regulations shall come into force on July 1, 1994.
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Civil Servant law of the People’s Republic of China

Chapter I General Provisions
Article 1 The present Law is formulated according to the Constitution with a view to regulating
the administration of civil servants. ensuring the legitimate rights and interests of civil servants,
strengthening the supervision on civil servants, constructing a high-quality troop of civil servants so as
to promote diligent and honest government and enhance working efficiency.

Article 2 The term “civil servant” as mentioned in the present Law refers to those personnel who
perform public duties according to laws and have been included into the state administrative staffing
with wages and welfare borne by the state public finance.

Article 3 The obligations. rights and administration of civil servants shall be subject to the
present Law.

Where there are other provisions on the appointment, dismissat and supervision of leading
members of civil servants and on the obligations, rights and administration of judges and inquisitors,
such provisions shall prevail. ’

Article 4 The civil servant system shall take Marxism, Leninism, Mao Zedong Thought and Deng
Xiaoping Theory and the important thought of " Three Represents”, as its guide. Carry out the basic
route of the preliminary stage of socialism and the cadre routes and guidelines of the Chinese
Communist Party (CPC), and adhere to the principle that the CPC assumes the administration of
cadres.

Article 5 The administration of civil servants shall persist in the principle of openness, equality.
competition and selecting the superior ones, and be carried out pursuant to the legal power limits,
qualifications, standards and procedures.

Article 6 The administration of civil servants shail adhere to the principle of paying equal
attention to supervisory restriction and incentive guarantee.

Article 7 The appointment of civil servants shall adhere to the principle of making appointment
on abilities and having both political integrity and professional competence, and attach importance to
practical achievements of work.

Article 8 The state shall adopt classificd administration on civil servants to enhance the
administrative efficiency and level of scientific administration.

Article 9 Any act of a civil servant to perform his duties according to law shall be protected by
law.
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Article 10 The central competent department of civil servants shall be responsible for the
comprehensive administration on civil servants. The local competent departments of civil servants
above the county level shall be responsible for the comprehensive administration on civil servants
within their respective jurisdictional divisions. The competent department of civil servants at a higher
level shall guide the administration on civil servants as carried out by its counterpart at a lower level.
The competent department of civil servants at all levels shall guide the administration on civil servants
of all organs at the same level.

Chapter 11 Qualifications, Obligations and Rights of a Civil Servant

Article 11 A civil servant shall satisfy the following qualifications:

(1) having the nationality of the people's Republic of China;

(2) reaching the full age of 18

(3) upholding the Constitution of the people's Republic of China:

(4) having good moralities;

(5) being in a proper health state to perform his functions and duties normally:
(6) having the educational level and working capacity as required by the post; and
(7) any other qualification as prescribed by laws. .

Article 12 A civil servant shall perform the following obligations:

(1) playing an exemplary role in observing the Constitution and the law:

(2) eamnestly performing his functions and duties in light of the prescribed power limit and
procedure, and making efforts to advance his working efficiency;

(3) serving people heart and soul, and being subject to the supervision of people;

(4) safeguarding the security, honor and interests of the state;

(5) being loyal to his duty. being diligent and pious, obeying and implementing the decisions and
orders made by the superior organ;

(6) keeping the secrets of the state and the secrets relating to his work:

(7) observing the disciplines, scrupulously abiding by the professional ethics, and playing an
exemplary role in observing the social morals;

(8) being honest and clean, just and upright;

(9) any other obligations as provided for by laws.

Article 13 A civil servant may enjoy the following rights:

(1) acquiring the necessary working conditions to perform his functions and dutices;

(2) being subject to no dismissal, demotion, expulsion or punishment without a legally prescribed
cause or without following the legal procedures;

(3) obtaining the remunerations of wages, and enjoying the treatment of welfare and insurance:

(4) participating in trainings;

(5) bringing forward criticisms or suggestions on the work or leaders of the organ he works for;

(6) lodging an appeal or accusation;

(7) applying for demission; and

(8) any other right as prescribed by law.
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Chapter I11 Posts and Ranks

Article 14 The state adopts classified system of posts of civil servants.

The posts of civil servants shall, in light of the nature. features and necessities of administration
on civil servant posts, be classified into such categones as comprechensive administrators,
technological professionals and administrative law enforcers. The State Council may. according to the
present Law, add any other category of posts for thosc with positional peculiaritics and in need of
separate administration. The scopes of application of the various posts shall be scparately prescribed
by the state.

Article 15 The state shall establish a sequence of civil servant posts according to the categories
thereof.

Article 16 The posts of civil servants are divided into leading posts and non-leading posts.

“The levels of leading posts are classified into chiefs at the state level, deputics at the state level,
chiefs at the provincial and ministerial level, deputies at the provincial and ministerial level. chiefs at
the department and bureau level, deputies at the department and bureau level, chiefs at the county and
section level, deputies at the county and section level, chiefs at the township and sub-division level
and deputies at the township and sub-division level.

‘The levels of non-leading posts shall be sct up below the department and burcau level.

Article 17 The leading posts of comprehensive administrators shall be decided and established
according to the Constitution, relevant laws, post levels and organizational specifications.

The non-leading posts in the category of comprehensive administration shall be inspectors,
deputy inspectors, rescarchers, deputy researchers, division directors, deputy diviston director,
division personnel and clerks.

The sequence of civil servant posts other than the category of comprehensive administration shall
be otherwise prescribed by the state according to the present Law.

Article 18 All organs shall. according to decided functions, specifications, staffing quota and
structural proportion, set up specific posts for civil servants within their respective organ. and decide
the functions and duties of each post and the qualifications for assuming the post.

Article 19 The posts of civil servants shall be matched with the corresponding ranks. The
corresponding relationship between the posts and ranks of civil servants shall be prescribed by the
State Council.

The post and rank of a civil servant are the basis to decide the salary and any other treatment
thereof.

The rank of a civil servant shall be decided by the post he assumes, the moral status and abilities
thereof, the practical achievements of his work and his seniority. For the civil servants assuming a

same post, the promotion of ranks thereof may be made according to the provisions of the state.
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Article 20 The statc may cstablish the corresponding ranks, according to the particularities of the
work concerned, for those posts as assumed by such civil servants as the people's police and those

working in the customs houses or in the institutions of foreign affairs stationed abroad.
Chapter IV Employment

Article 21 The employment of civil servants with the posts lower than the division director or in
any other non-teading post at the corresponding level shall adopt measures of open examination, strict
inspection, equal competition and employment on the basis of competitive selection.

Where there is any employment of civil servants in an autonomous region according to the
provisions of the foreside paragraph. the applicants of ethic minorities shall be given appropriate
preferential treatment according to laws and other relevant provisions.

Article 22 The employment of civil servants in the state organs of the Central Government and
the institutions directly under them shall be organized by administrative department of civil servants
of the Central Government. The employment of civil servants in local state organs at all fevels shall be
organized by the administrative departments of civil servants at the provincial level. When necessary,
the administrative department of civil servants at the provincial level may authorize the administrative
department of civil servants in the districted cities to do it.

Article 23 Anyone entering for the examination for civil servants shall, besides the requirements
as prescribed by Article t1 of the present Law, satisfy the qualifications for the would-be posts as
prescribed by the administrative departments of civil servants above the provincial level.

Article 24 Anyone under the following circumstances shall not be employed as a civil servant:
(1) having been imposed on a criminal punishment;
(2) having been dismissed from public office; and

(3) any other circumstance as prescribed by laws, under which one shouldn't be employed as a
civil servant.

Article 25 Where anyone is to be employed as a civil servant, he shall be within the prescribed
staffing quota, and there is a corresponding post vacancy.

Article 26 A notice of recruiting civil servants through examination shall be publicized for the
employment of civil servants. The posts, quota, qualifications

for the said examination, application materials needed to be submitted and other points of
attention for examination application shall be indicated in the notice.

The employing organ shall take measures to facilitate the examination application of citizens.

Article 27 The employing organ shall conduct inspection on the examination application in light
of the qualification requirements for the applicants. The application materials as submitted by the
applicants shall be true and accurate.

Article 28 The employment examination of civil servants shall be carried out in written form and
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by interviews. The examination content shall be decided respectively according to the basic
capabilities of civil servants as required and the different categories of posts.

Article 29 The employing organ shall decide candidates to be inspected pursuant to the results of
examination, and shall conduct a re-examination over the application qualifications of applicants,
make an inspection and health checkup.

‘The items and standard of health checkup shall be decided by the requirements of corresponding
posts. The specific measures shall be provided for by the administrative department of civil servants of
the Central Govenment in collaboration with the administrative department of sanitation of the State
Council.

Article 30 The employing organ shall. according to examination results and results of inspection
and health checkup, bring forward a name list of candidates to be employed and publicize it to the
general public.

Where the duration of public announcement expires, the employing organ at the central level
shall report the name list to the administrative department of civil servants of the Central Government
for archival filing. The cmploying organs at the local level shall report the name list to the
administrative department of civil servants at the provincial level or in the districted cities for
examination and approval.

Article 31 As for the employment of civil servants for any special post, the procedures thereof
may, upon the approval of the administrative department of civil servants at the provincial level or
above, be simplified and other measures for test and appraisal may be adopted.

Article 32 The probation term of newly employed civil servants is 1 year. Anyonc who is
qualified at the expiration of the probation term may take the post. For anyone who is disqualified, the
cmployment thereof shall be canceled.

Chapter V Assessment

Article 33 The assessment of a civil servant shall be managed according to the power limit of
administration, and shall examine the morality. capability. diligence. achievement and uprightness

thereof in an all-round manner and focus on the practical achievements of his work.

Article 34 The assessment of a civil servant includes assessment in usual days and periodical

assessment. The periodical assessment shall be based on the assessment in usual days.

Article 35 The periodical assessment of a non-leader civil servant shall be conducted in the form
of annual examination. First, the individual concerned shall make a summary in light of the post and
duties thercof and relevant requirements. Then the leader-in-charge shall, after soliciting the opinions
of the masses, bring forward a suggestion of assessment grade, and the person-in-charge of the organ
concermned or the authorized assessment committee shall decide the assessment grade

As for those leading members of civil servants, the periodical assessment shall be conducted by
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the administrative organ thereof according to relevant provisions.

Article 36 The results of periodical assessment shall be divided into four grades: excellent,
competent, basically competent and incompetent.

The civil servant concemed shall be notified of the periodical assessment result thereof in written
form.

Article 37 The result of periodical assessment shall be considered as the basis for the adjustment
of post, rank, wage, reward, training and dismissal of a civil servant.

Chapter VI Appointment and Dismissal

Article 38 The employment system through selection and the employment system through
appointiment shall be adopted for the posts of civil servants.

The tenure system shall be adopted for the posts of leading members according to the
provisions of the state.

Article 39 The civil servant by the employment system through selection may assume the post
upon the enforcement of selection result thereof. No one may continue to assume his post when his
tenure expires. The tenure of a post shall be terminated where anyone resigns his post or is
dismissed or removed during his tenure.

Article 40 For a civil servant employed by the empioyment system through appointment, if he
is found to qualificd at the cxpiration of his probation term, or his post is changed, or he no longer
assumes the post as a civil servant or is under any other circumstance where a dismissal is
necessary, the appointment and dismissal thereof shall be decided in light of the power limit of
administration and the prescribed procedures.

Article 41 The post assumption of a civil servant shall be carried through within the prescribed

stafting quota and the amount of posts, and meets a corresponding post vacancy.

Article 42 A civil servant, who has a part-time job out of his organ due to his work. shall be
subject to the approval of the relevant organs and shall not draw any reward from his part-time job.

Chapter VII Promotion and Demotion

Article 43 For the promotion of a civil servant, he shall satisfy the requirements in such aspects
as the ideological and political qualifications, working capability, educational level and working
experience.

The promotion of a civil servant shall be conducted grade by grade. Those, who are
particularly excellent or are nceded in work due to special reasons, may cnjoy the exception of

waiving conventional constraints or being promoted by two ranks according to relevant provisions.

Article 44 The promotion of a civil servant to a lcading post shall be subject to the following
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procedures:

(1) deciding the candidate to be inspected by democratic recommendation;

(2) organizing an inspection, bringing forward suggestion on appointment

through deliberation and making preparation within a certain range where it is necessary:

(3) discussing the decision according to the power limit of administration; and

(4) going through the formalitics of position according to the provisions. The promotion of a
civil servant to a non-leading post shall be subject to the procedures as prescribed in the preceding
paragraph.

Article 45 Where there is any vacancy of a leading post lower than the chicf at the department
and bureau level in an entity of an organ, the candidaie may be selected through competitive post
bidding within the foresaid organ or within the staff members thereof.

Where there is any vacancy of a leading post lower than the chief or higher than the deputy
researcher at the department and bureau level or any other vacancy of non-leading post at the
corresponding level. the candidate thereot may be selected through an open selection from the
society.

The candidate of a judge or public procurator for the first time shall be sclected through open
selection from those who have obtained the relevant qualifications through the judicial cxamination
as uniformly organized by the state.

Article 46 The system of public announcement before assuming the post and the system of
probation for assuming the post shall be adopted in the promotion of a civil servant to a leading post
according to relevant provisions.

Article 47 Where a civil servant is assessed as incompetent during the periodical assessment,
he shall be demoted to a lower-level post according to the prescribed procedures.

Chapter VIII Rewards

Article 48 Those civil servants or a collective of civil servants, who have made outstanding
working performances. noticcable achievements and contributions or other outstanding deeds. shall
be rewarded. And the awarding shall uphold the principle of combining spiritual rewards and
material rewards with the focus on spiritual rewards.

The rewards for the collective of civil servants shall apply to those institutions as established

according to the staffing sequence or those work collectives as formed to accomplish a special task.

Article 49 A civil servant or a collective of civil servants shall. under any of the following
circumstances, be rewarded:

(1) being loyal to his duties, working actively and having noticeable achievements;

(2) observing disciplines, being clean-fingered in performing his official duties, working in an
upright way, playing an outstanding exemplary role;

(3) having any invention or creativity or having raised any reasonable suggestion in work, or
having achieved obvious economic benefits or social benefits;

(4) having made outstanding contributions to promoting cthic solidarity and safeguarding
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social stability;

(5) having made outstanding achievements in cherishing public property and saving state
assets; ’

(6) having meritorious acts in preventing or eliminating accidents so that the intcrests of the
state and the masses are prevented from loss or the loss thereof

is reduced;

(7) defying personal danger and making contributions under such special circumstances as
rushing to deal with an emergency or providing disaster relief;

(8) having made achievements in fighting against any illegal or rule-breaking act;

(9) having won honors and interests for the state in forcign affairs; or

(10) having any other outstanding achievement.

Article 50 The rewards are divided into Commendation. Third-grade Merit, Second-grade
Merit, First-grade Merit and being conferred an honorary title.
A civil servant who is rewarded or a collective of civil servants who is commended shall be

given a one-off bonus or any other treatment.

Article $1 The rewards as conferred 1o a civil servant or a collective of civil servants shall be
decided in light of the prescribed power limit and procedurcs, or shall be subject to examination and
approval.

Article 52 The reward of a civil servant or a collective of civil servants shall be canceled under
any of the following circumstances:

(1) practicing fraud or cheating o obtain rewards:

(2) concealing any serious mistake when filing an application for rewards, or severely violating
the prescribed procedures; or

(3) any other circumstance as prescribed by laws or regulations, under which the rewards

thereof shall be canceled.
Chapter IX Punishments

Article 53 A civil servant shal} observe disciplines and shall not have any of the following acts:

(1) disseminating any expression that damages the state reputation, organizing

or participating in activities such as assembling. procession and demonstration that aims to
oppose the state;

(2) organizing or participating in any illegal organization, or organizing or participating in any
strike;

(3) neglecting his duties so that the work thereof is bungled;

(4) refusing to carry out the decision or order as made by the superior thercof;

(5) suppressing criticism or taking revenge:

(6) practicing fraud in order to mislead or cheat the lcader thereof or the general public:

(7) being corrupt, giving or accepting bribes, making use of the post to scek personal gains for
himself or others;

(8) violating the financial and economic disciplines and wasting state assets:
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(9) abusing his power 1o infringe on the legitimate rights and interests of any citizen, legal
person or any other organization; ’

(10) discovering any state secret or work secret;

(11) damaging the state reputation or interests in foreign affairs;

(12) participating in or supporting activities such as eroticism, drug abuse, gambling and
superstition, etc.;

(13) acting against professional ethics or public morality;

(14) undertaking or participating in any profit-making activity, or holding a concurrent post in
an enterprise or any other profit-making organization;

(15) being absent from work or in the event of a business trip or a leave, failing to retum at
expiration of the leave of trip without any justifiable reason; or

(16) any other act in violation of disciplines.

Article 54 Wherec a civil scrvant. when performing official dutics. deems that there is
something wrong with the decision or order of his superior, he may make a suggestion on correcting
or canceling the said decision or order. Where the superior refuses to change the decision or order,
or requires immediate performance, the civil servant concemed shall fulfill the decision or order.
The superior shall be responsible for the consequences of the performance of duties, and the civil
servant shall not be subject to any liability. However, where a civil servant fulfills any decision or
order that is obviously illegal. he shall be subject o the corresponding liabilities according to law.

Article 55 In case a civil servant is subject to disciplinary liability due to any illegal act or
disciplinary breach. he shall be given a punishment according to the present Law. For those
disciplinary acts with lenient circumstances, he may be immune from punishment after he has make
corrections upon criticism and education.

Article 56 The punishments are divided into waming, demerit, gross demerit. demotion,
dismissal from post and expulsion.

Article 57 The punishment upon a civil servant shall be made with the bases of clear facts,
irre futable cvidence, accurately determined nature, proper treatment, legal procedure and complete
formalities.

For the discipline breach of a civil servant, the organ that makes the decision on punishment
shall carry out an investigation into the disciplinary breach of the civil servant, and shall notify the
civil servant concerned of the fact as acknowledged through investigation and the basis for the
proposed punishment. The civil servant concemed may have rights to state and defend.

Where the organ that makes the decision of punishment deems that a civil servant shall be
subject to a punishment, it shall, within the prescribed time limit, make a decision on punishment in
light of the power limit of administration and the prescribed procedure. The civil servant concerned
shall be notified of the decision on punishment in written form.

Article 58 A civil servant may not enjoy any post promotion or rank promotion during the
duration of punishment. In particular, the civil servant who is given a demerit, gross demerit,

demotion or dismissal may not enjoy any elevation of wage grade.




The durations of punishments are: 6 months of wamning, 12 months of demerit, 18 months of
gross demerit, 24 month of demotion/dismissal.

Anyone who is imposed upon punishment of dismissal shall be demoted according to relevant
provisions.

Article 59 Where a civil servant who is imposed upon any punishment other than expulsion
shows repentance during the duration of punishment and has commiited no more disciplinary
breach, the organ that has made the punishment decision shall relieve the punishment at the
expiration of the term of punishment and inform the civil servant concerned in wristen form.

Where a punishment is relieved, the elevation of wage grade, promotion in rank and post shall
no longer be affected by the former punishment. However, the removal of such punishment as
demotion or dismissal shall not be decmed as a renewal of the original rank or post.

Chapter X Trainings

Article 60 An organ shall, pursuant to the functions and dutics of civil servants or the
requirements to improve the qualities of civil servants, conduct categorized and rank-based trainings
to civil servants.

The state shall establish special institutions for the training of civil servants. The organs may,
when necessary, entrust any other training institution to carry out trainings for civil servants.

Article 61 The organs shall carry out trainings for those newly-employed civil servants who
assume their posts for the first time. Those civil servants who have been promoted to leading posts
shall be given trainings before assuming their posts or within 1 year after assuming their posts.
Those civil servants who are engaged in special work shall be given special trainings. In-service
trainings shall be carried out to all civil servants so as to upgrade their knowledge and improve their
working capacities. In particular, those civil servants taking posts of special technologies shall, in
light of the requircments of turther education for special technical personnel, be given special
technical trainings.

The state shal! reinforce the training for reserve leading personnel in a planned manner.

Article 62 The registration administration shall be carried out in civil servant trainings.

The time for a civil servant to participate in trainings shall be decided by the administrative
department of civil servants according to the provisions of Article 61 of the present Law

‘The trainings and academic achievements shall be a kind of content of the civil servant
examination and a basis for appointment and promotion.

Chapter XI Intercommunication and Avoidance

Article 63 The civil servant intercommunication system is adopted by the state.

Civil servants may communicate within the troop of civil servants or may communicate with
those personnel undertaking public office in state-owned enterprises, public institutions, people's
associations or private organizations.

The torms of intercommunication include transferring to another post, changing to another post
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and working out by assuming a temporary leading position in an inferior entity.

Anticle 64 Those personnel, who are engaged in public office of state-owned enterprises, public
institutions, people’s associations or private organizations. may be transferred to the state organs to
hold leading posts or non-lcading posts above the deputy researcher level, or hold any other
non-leading post at the corresponding level. The person transferred shall satisfy the qualification
requirements of the suggested posts as prescribed in Article 11 of the present Law, and shall not
have any circumstance as prescribed in Article 24 of the present Law. The state organ to which such
person is transferred shall conduct a strict inspection over the candidates for deployment, carry out
examination and approval in light of the power limit of administration, and, when necessary,
conduct an examination over the candidates for transfer.

Article 65 As for the transfer of a civil servant between different posts, he shall satisfy the
qualifications for the suggested post, and the transfer of post shall be carried out with the prescribed
staffing quota and number of posts.

As for those leading members below the level of provincial and ministerial chief, the transfer to
another post between different regions or departments shall be carried out in a planned and focused
way.

For a civil servant who assumes a lcading post in an entity of a state organ or assumes a
non-leading post with special work features, the transfer to another post thereof shall be carried out
within the organ in a planned manner.

Article 66 According to the needs to train and cultivate civii servants, civil servants may be
selected and appointed to the organs at a lower level or at a higher level, organs in other regions,
state-owned enterprises or public institutions for practice out by assuming temporary leading
positions.

When a civil servant suspends his duties to practice by assuming temporary leading positions
in other entitiess, the personnel relationship with his original organ shall not be changed.

Article 67 A civil servant shall obey the decision on intercommunication as made by his entity.
The application of a civil servant for intercommunication shall be subject to the examination
and approval in light of the power limit of administration.

Article 68 Where there is such relationship as husband and wife, lineal descent, collateral
consanguinity within three generations or close affinity between civil servants, the persons
concerned shall not assume posts immediately subordinate to the same Icader in the same organ or
hold posts with an relation of immediate superior and subordinator, or engage in such work as
organization. human resource, disciplinary investigation, supervision and inspection auditing and
finance in the organ where one party concerned holds the leading post.

Where it needs to avoid taking posts due to the peculiarities of region or work features, the
avoidance shall be decided by the administrative department of public security above the provincial

level.

Article 69 Where a civil scrvant assumes the leading post in an organ at the township level or
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county level or the relevant department thereof, the regional avoidance shall be carried out. unless it
is otherwise provided for by laws.

Article 70 When a civil servant performs his duties, under any of the following circumstances.
he shall make avoidance:

1) Where any of his personal interests is involved;

2) Where any of the interests of his relatives as described in paragraph 1 of Article 68 of the
present Law is involved; or

3) Any other circumstance that may have any impact on the impartiality of duty performance.

Article 71 Where there is any circumstance under which a civil servant shall make avoidance,
he shall apply for avoidance by himself. Any interested party may have the rights to apply for
avoidance of the civil servant concerned. Other people may report to the organ the circumstances
concerning the avoidance of a civil servant.

The organ shall, pursuant to the application of a civil servant himself or any intcresied party,
decide whether or not the civil servant shall make avoidance after making examination or may make
a direct decision on avoidance without the civil servant filing an application.

Article 72 Where there is any different provision on the avoidance of a civil servant by law, the
provision shall prevail.

Chapter X11 Wage, Welfare and Insurance

Article 73 The uniform wage system of the state, which combinces posts and ranks together,
shall apply to civil servants.

The principle "distribution according to work" shall be carried out in the wage system of civil
servants so as to embody factors such as functions, capabilities, concrete achievements and
senioritics and maintain a reasonable wage discrepancy between different functions and ranks.

The mechanism for normal wage growth of civil servants shall be established by the state.

Article 74 The wage of a civil servant shall include the basic pay. allowances. subsidics and
bonuses.

A civil servant may enjoy the regional additional allowances. difficult and outlying region
allowances. subsidy appropriate to particular jobs and other allowances according to the provisions
of the state.

A civil servant may enjoy subsidies or allowances such as housing and medicine according to
the provisions of the state.

For a civil servant who has been acknowledged as "excellent” or "competent” in a periodical
assessment, he may enjoy the year-end bonus according to the provisions of the state.

The wage of a civil servant shall be granted in full amount and in a timely manner.

Article 75 The wage level of a civil servant shall match with the national economic
development and conform to the social progress.

The state shall adopt the wage investigation system, investigate and comparc the wage levels of




Public
File 21

civil servants and the counterparts in enterprises on a periodical base, and the result thereof shall be
the basis for adjusting the wage levels of the civil servants.

Article 76 A civil scrvant may enjoy welfare treatment as provided for by the state. The state
shall advance the welfare treatment of civil servants according to the economic and social
development.

The working hours system shall apply to civil servants according to the provisions of the state.
A civil servant may enjoy holidays as provided for by the state. Where a civil servant works for
extra hours beyond the legal workdays, he shall enjoy corresponding deferred holidays.

Article 77 The state shall establish an insurance system for civil servants so as to ensure that a
civil servant may get help and compensation under circumstances as retirement, illness,
occupational injury, childbirth or unemployment.

In casc a civil servant is disabled when performing his duties. he shall be given the treatment
for the injured and disabled according to the provisions of the state. In case a civil servant sacrifices
his life for his duties, dies for his work or dies from work-related illness, the relatives thereof may
cnjoy the consolation and preferential treatment as prescribed by the state.

Article 78 No organ may violate the provisions of the state and unlawfully alter the policies on
wagc, welfare and insurance by itself. or unlawfully raise or reduce the treatment of wage, welfare
or insurance for civil servants. No organ may deduct or delay the payment of wage of any civil
servant.

Article 79 The expenditure for wage, welfare, insurance, retirement pay as well as the
employment, trainings, rewards and dismissal and ctc. of civil servants shall be listed into the fiscal
budget so as to provide guarantee for them.

Chapter XIII Resignation and Dismissal

Article 80 Where a civil servant resigns his public office, he shall submit a written application
to the organ in charge of appointment and dismissal. which shall conduct examination and approval
within 30 days as of the date of application. Especially for an application of a leading member to
resign his public office, the organ shall conduct examination and approval within 90 days as of the
date of application.

Article 81 A civil servant, under any of the following circumstances, shall not resign his public
office:

(1) having not reached the minimum term of service as provided for by the state;

(2) assuming any spccial post involving secrets of the state, or having not reached the term to
open the secret when leaving the aforesaid post;

(3) having not tinished his important public duties, which shall be subject to the continuous
work of the civil servant concerned;

{4) being subject to an auditing or disciplinary examination, or being suspected of crime and
the judicial procedure hasn't been concluded:
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(5) any other circumstance as provided for by laws or administrative regulations, under which

one shouldn't resign his public post.

Article 82 A civil servant who holds a leading post shall. when it is necessary for him to resign
the present post due to the change of work according to the provisions of law. go through the
formalities for resignation.

A civil servant who holds a leading post may, due to his personal reason or any other reason,
resign his leading post on his own initiative.

Where a leader causes any serious damage or social impact due to his severce mistakes in work
or breach of duties, or bears the Icading liabilities for any serious accident, he shall take the blame
and resign his leading post.

Where any leader shall take the blame and resign his post. or is no longer suitable for the
present leading post but does not apply for resignation by himself, he shall be ordered to resign the
leading post thereof.

Article 83 A civil servant, under any of the following circumstances, shall be subject to
dismissal:

(1) having been assessed as “incompetent” in the annual assessment for 2 consccutive years:

(2) failing to be competent for his work and refusing to accept any other arrangement;

(3) refusing a reasonable arrangement due to the adjustment. withdrawal, merge

or reduction of staffing members of the organ where he works:

(4) failing to perform his duties as a civil scrvant or abide by the disciplines of civil servants,
making no improvement on cducation, and being unsuitable for continuing his work in the organ
nor being proper to be imposed upon the punishment of dismissal; or

(5) being absent from work or failing to return after the expiration of the term of a business trip

or leave for more than 15 days or for an accumulative 30 days within a year.

Article 84 A civil servant, under any of the following circumstances, shall not be dismissed:

(1) being disabled due to the performance of his duties, and having been acknowledged as
losing or partially losing his working ability,;

(2) being ill or injured within the prescribed medical period;

(3) for female civil servants, during the periods of pregnancy, maternity leave or lactation: or

(4) any other circumstance as provided for by laws or regulations, under which a civil servant
may not be dismissed.

Article 85 The dismissal of a civil servant shall be subject to the determination within the
power limit of administration. The civil servant dismissed shali be notified of the decision of
dismissal in written form.

The civil servant dismissed may draw the fee for dismissal or enjoy unemployment insurance
according to the provisions of the state.

Anrticle 86 The civil servant, who resigns his post or is dismissed. shall go through the
hand-over formalities before leaving his post, and, when necessary, shall be subject to auditing
according to relevant provisions.
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Chapter X1V Retirement

Article 87 A civil servant shall retire, when he reaches the age of retirement as provided for by
the state or where he completely losses his working ability.

Anticle 88 A civil servant may. under any of the following requirements, apply for retirement
in advance on his own initiative and retire upon the approval of the organ in charge of appointment
and dismissal:

(1) having worked for 30 years:

(2) having worked for 20 years and being 5 years younger than the retirement age as provided
for by the state;

(3) any other circumstance as provided for by the state, under which one may retire in advance.

Article 89 A civil servant may. after retirement, enjoy the retirement pay and other trcatments
as provided for by the state. The state shall provide necessary service and help for the lifc and health
of the retired civil servants and encourages them to give full play to their specialties and participate
in social development.

Chapter XV Appeal and accusation

Article 90 Where a civil servant is discontent with any of the following punishments concemed
with himself. he may apply to the original organ that has imposed the punishment for an
administrative review within 30 days as of the date when he is notified of the foresaid punishment;
where he is discontent with the result of the administrative review, he may appeal to the
administrative department of civil servants at the same level or appeal to that at a level higher than
the organ that has imposed the punishment according to the provisions

of the state; or, he may directly lodges an appeal without any administration review within 3¢
days as of the date when he is notified of the foresaid punishment:

(1) punishments;

(2) dismissal or cancellation of employment:

(3) demotion; ’

(4) being assessed as "incompetent” in the periodical assessment;

(5) being dismissed from his post;

(6} his application for resignation or retirement in advance being rejected;

(7) failing to decide or deduct his wage, wetfare or insurance treatment according to relevant
provisions:

(8) any other circumstance as prescribed by laws or regulations on appealing.

Where anyone is discontent with the treatment for his appeal made by an organ below the
provincial level, he may appeal again to the counterpart at a level higher than the organ that has
made the weatment.

Where a civil servant in any administrative organ is discontent with the punishment and
appcals to the administrative supervision organ, the matter shall be treated according to the

provisions of the Law of Administration Supervision.
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Article 91 The original organ that has imposed the punishment shall make a decision on the
administrative review within 30 days as of acceptance of an application for review. The organ that
has accepted the appeal of a civil servant shall make a punishment decision within 60 days as of the
date of acceptance. Where the case 1s complicated, the duration may be extended but shall not be
extended for more than 30 days.

The implementation of personnel punishment shall not be stopped during the period of an

administration review or appeal.

Article 92 Where the organ that has accepted the appeal of a civil servant deems that the
personncl punishment is wrong upon examination. the original organ that has imposed the
punishment shall correct it in a timely manner.

Article 93 Where a civil servant believes that any leader thereof has damaged his legitimate
rights and interests, he may lodge an accusation to the organ at a higher level or the relevant special
organ. The organ that has accepted the accusation shall treat it according to relevant provisions in a
timely manner.

Article 94 Where a civil servant lodges an appeal or accusation, he shall not fabricate facts.
make false charge against any other person. or frame up any other person.

Chapter XVI Appointment

Article 95 The state organ may. in light of the needs of work, adopt the appointment system on
those posts with strong specialty and with supplementary features, upon the approval of the
administrative department of civil servants above the provincial level.

Where any post as described in the preceding paragraph involves state secrets, it shall not be
subjected to the appointment system.

Article 96 Where a state organ employs civil servants. it may conduct an open invitation for
employment according to the procedures for civil servant examination and employment, or may
make appointment through a direct selection of those who meet the requirements.

The engagement of civil servants shall be conducted within the quota of staffing and limit of
amount of salary as provided by laws.

Article 97 Where an organ cmploys a civil servant, a written contract of employment shall be
concluded so as to clarify the rights and obligations of the organ and the civil servant employed.
adhering to the principle of equality, willingness, consensus reached through consultation. The
contact of employment may be altered or canceled upon the consensus of both parties through
consultation.

The conclusion, alteration or withdrawal of an employment contact shall be put on archival

filings in the administrative department of civil scrvants at the same level.

Article 98 An employment contract shall include clauses such as contractual term, post and the
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requirements thereof, wage. welfare, insurance treatment and breach liabilities.

The term for an employment contract is one to five years. The probation period may be
stipulated in thc employment contact, which is one to six months.

The negotiated wage system shall be adopted for civil servants in the appointment system in
accordance with the provisions of the state. The specific measures thereof shall be formulated by the
Central Government's administrative department of civil servants.

Article 99 The state organs shall conduct administration on civil servants they employ
according to the present Law and the employment contract.

Article 100 The arbitration system for personnel disputes is established by the state.

‘The arbitration of personnel disputes shall, pursuant to the principles of legality, impartiality
and timeliness, maintain the legitimate rights and interests of the parties involved in the dispute
according to law.

The arbitration commitice of personnel disputes may be established where it is necessary. The
arbitration committee of personnel disputes shall consist of representatives of the administrative
department of civil servants, representatives of the employment organ, and representatives of civil
servants in the appointment system and legal experts.

Where a civil servant in the appointment system has a dispute with the organ he works for due
to the performance of the employment contract thereof, he may apply to the arbitration committee of
personnel disputes for arbitration within 60 days as of the day when the dispute arises. In case any
party concermed 1s discontent with the arbitration result, he may lodge a lawsuit to the people’s court
within 15 days as of the day when he receives the written arbitration.

After the arbitration result comes into force, and any party concerned refuses to perform his
duties, the other party may apply to the people's court for coercive performance.

Chapter XVII Legal Liabilities

Article 101 Under any of the following circumstances violating of the present Law, the leading
organ or the administrative department of civil servants above the county level shall. in light of the
power limit of administration and the different situations, give an order for correction or announces
it to be invalid; as for the responsible leader and the persons w directly responsible, a criticism and
education or punishment shall be imposed on according to the seriousness of the circumstances;
where the violation constitutes a crime, he shall be subject to criminal liabilities according to law.

(1) failing to carry out employment, deployment, post transfer, appointment and promotion for
civil servants according to the staffing quota. number of posts or the requirements for the
qualification of post assumption; .

(2) failing to go through rewards, punishments, avoidance and retirement formalities according
to requirements;

(3) failing to carry out employment, deployment, post transfer, appointment, promotion and
compcetitive post bidding, open selection and examination and rewards and punishments according
to prescribed procedures:

(4) violating the provisions of the state by altenng the standard of wage, welfare, insurance
treatment of civil servants,
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(5) divulging test questions in the employment, competitive post bidding or open selection.
breachinig the disciplines of the examination room or any other act that has any severe impact on the
openness and impartiality;

(6) failing to accept or handle any appeal or accusation of a civil servant according to relevant
provisions:

(7) any other circumstance violating the provisions of the present Law.

Article 102 Where a civil servant resigns his post or retires, he shall not take any post in an
enterprise or any other profit-making organization, which is directly related to his original post. or
shall not engage in any profit-making activity directly related to his original work within 3 years
after he leaves his post, if he is a leader before resignation,. For any other civil servant, the time
limit is 2 years.

Where a civil servant has any violation of the provisions in the preceding paragraph afier
resignation or retirement. the administrative depariment of civil servants at the same level as the
original organ he works for shall order him to make corrections within a prescribed time limit;
where he fails to make corrections. the administration for industry and commerce above the county
level shall confiscate the illegal proceedings generated from his business, order the entity concerned
to dismiss him, and impose on the receiving entity a fine of one 1o five times of that as imposed on
the person according to the seriousness of circumstances.

Article 103 Where an organ causes any reputation damage to a civil servant due to

a concrete wrong personnel punishment, it shall make a formal apology to the civil servant,
rehabilitate his reputation and eliminate the i}l impact; where any economic damage has been
caused, a compensation shall be paid according to law.

Article 104 Where any of the personnel of the administrative department of civil servants
violates the provisions of the present Law by abusing his power, neglecting his duties, practicing
favoritism and engaging in malpractice. and if a crime is constituted, he shall be subject to criminal
liabilities; if no crime is constituted, he shall be imposed upon a sanction.

Chapter XVIII Supplementary Provisions

Article 105 The term “leader” as mentioned in the present Law refers to the
leading members in statc organs, which shall not inctude those leaders in the entities of the
organs

Article 106 Those personnel except those logistics workers in public institutions which are
authorized by any law or regulation to exercise the function of managing public affairs shall be

subject to the present Law upon approval.

Article 107 The present Law shall come into force as of January 1. 2006. The Interim
Provisions of the State Council on Rewarding and Punishment of Personnel in the State
Administrative Organs as approved by the Standing Committee of the National People's Congress
on October 23, 1957 and promulgated by the State Council on October 26. 1957 and the Interim
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Regulations on State Civil Servants as promulgated by the State Council on August 14, 1993 shall
be simultaneousiy repealed. '
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