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REGULATIONS FOR THE IMPLEMENTATION OF
THE PROVISIONS FOR ENCOURAGING FOREIGN
INVESTMENT OF THE STATE COUNCIL

PROMULGATED BY THE QINGDAO MUNICIPAL
PEOPLE'S GOVERNMENT ON OCTOBER 16, 1986

In accordance with the PROVISIONS FOR ENCOURAGING FOREIGN
INVESTMENT OF THE STATE COUNCIL and in view of its own specific
conditions Qingdao Municipal People’s Government has hereby promulgated the
implementation regulations so as to further improve the city's investment
environment to absorb foreign investment to bring in the advanced technology

to develop our nativnal economy, which goes as follows:

Article 1 Foreign firms, enterprises, other economic orga_n_izations and private
investors (hereinafter referred to as foreign investors) are encouraged to estab-
lish Sino-foreign joint ventures, Sino-foreign co-management enterprises and
enterprises exclusively wholly-owned foreign enterprises (hereinafter referred to
as Foreign investment enterprises) in our city (counties under its jurisdiction
incinded).

Special preferential treatment shall be provided for export enterprises {L.e.
those productive enterpiises of which productions are mainly for export and
foreign exchange balaneed with surplus) and enterprises adopting advanced
technology (i.e. those enterprises that introdyce advanced technology and equip-
ment and cngaze in the devolopment of new products upgrading end-products,
increasing forcign exchange by expanding export and replacing import as well).

In accorance with the contracts of foreign investment enterprises and the
specific conditions as stipulated by the State the export enterprises and enter-
- prises adopling advanced téchnology shall be verified by the Qingdac Municipal
Commission of Foreign Fconomic Relations and Trade tozether with the depar-
tments concerned, and verification certificates shall be provided.

More preferential treatment shall be provided for the foreign investors
making investment in the Qingdao Economy and Technology Development Zone. -

Specific regulations shall be stipulated separately.
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_ Artlcle 2 Reducing expenses charged to foreign investment enterprises

1) Labour cost. for export enterprises and enterprises adopting advanced
technology shall be reduced. Wage level for Chinese workers shall be determined
by the enterprises themselves according to the relevant regulations promulgated
by the State. The fund of labour insurance for staff and workers shall be with-
drawn according to the government regulations and submitted to the department
of labour insurance. Fund used for medical care, welfare and housing subsidy
for staff and workers shall be withdrawn according to the proportion stipulated
by the State, and which shall be reserved by the enterprise itself to pay expenses
of medical care, welfare and housing of staff and workers. [ixcepting the foresaid
“subsidy no other subsidies which are originally granted by the State shall be
submitted, -

2) The rates for land-using fee for export enterprises and enterprises
adopting advanced technology shall be reduced.

The annual rates per square metre (in Renminbi) for land-using fee within
the area of city proper excepting the downtown district, shall he 12—15 Yyan,
The annual rates per spuare meire of land-using fee in the newly-planned
district s_haH be 10 to 12 Yuan. The annual rates per square metre of land-using
in the county towns under the city’s jﬁrisdiction shall be 8 to 10 Yuan., The
annual rates per square metre of land-using fee in the towns and village under
the counties’ jurisdiction shall be 5 to 6 Yuan. The annual rates per square
" metre of land-using fee for the enterprises which pay the site development fee
in one installment and the enterprises which develop the sites themselves shall
be 1.2 Yuan,

Twenty (20) percent deduction of the annual rates of land-using fee up to
the year of 1990 shall be granted to those foreign investors who invest in our
city before the year of 1990.

3) The living cxpenses of foreign stall members and workers shall be
reduced,

Depending on the employee’s card or centificate issued by the anthorities
concerned, the expenscs of accommodation, urban traffic and post and communi-
_eation within the city proper for foreign stalf members and workers shall be
charged in Renminbi on the basis of the rates for domestic Chinese staff

‘members and workers,

. Article 3§ Preferential treatment to taxation
1) After expiration of the period of reduction or exemption of enterprise

ingome tax in accordance with the provision of (he state technologically advanced

)
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enterprises may extend for 3 years, the payment of enterprise income tax at a
rate reduced by one half. After the expiration of the period export enterprise
whose value of export products in a year amounts to 709 or more of the valye
of their products for this year may pay enterprise income tax a_t' one half the
rate of the present tax. _ _

Export enterprise and technologically advanced enterprise are exempt from
local income tax for a p'eribd of ten years.

2y In the case of a foreign investor of export enterprise or technologically
advanced enterprise in Qingdao including the 6 (:.Ounties. are remitting their
share of profit, the income tax on the remitted amount shail be exempted.

3) A foreign investor which reinvests its share of profit in. China . to. set
up or enlarge the export enterprises or technologically. advanced enterprises for
a period of not less than five years may, upon approval by Qingdao Tax Bureau
of an application filed by the said investor, obtain a refund of all the levied
local income tax and income tax of enterprises. If foreign investor withdraws
the reinvested funds within five years he shall pay back the tax amount
refunded. -

4) Export products of enterprise with foreign investiment are exerﬁpt from
industrial and commercial tax with the exception of those products 'stipulatéd
by government,

5) If the actual annual export amount has not reached the target of excess
balance in foreign exchange as stipulated in the énterprise contract, the. tax
and expenses reduced and exempted in the previous year must be paid back in
the next year.

6) The income tax on dividend, interest, rent, royalties and other income
from this city is to be levied at reduced rate of 10%. For those who provide
fund and equipment at favourable terms or transfer advanced technology, a
preferential rate of one hall or full exemption will be given to them onr the
basis of 10%.

Article 4 For the export enterprises and technologically advanced enterpri.
ses we implement the depreciation code of fixed assets balance, The rate of
the deprecialion is 15% for building, 20% for machinery equipment. 30—40%
for transporlation means and eleciric instrument. 'When "depreciation of the
fixed assets balance reaches 10% of the original value, the depreciation stops
and remains the same until the stipulated time of the fixed assets expires.
For the time set for the use of fixed assets, we still execute the rules of enter.

prises with forcign investment in China. The start year of reduction and

9
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exemption of taxation will be ratified according to the depreciation caleulation
- methods laid down by goveinment,

Article 5 Guarantee the right of autonomy of enterprises with {oreign
investment and support the enterprises in managing themsel‘ves according to the
international advanced scientific methods.

1) Esterprises have the right to work out their development programme
and production and operation plan [reely and independently within the scope of
the approved contract.

2) Enterprises have the right to raise fund directly {rom f{inancial organiza-
tion in China and abroad and have the right to use fund {reely and independently.

3) The enterprises have the right to buy needed production materials and
to sell the products according to the contracted proportion. The price of the
products can be decided by the enterprises with exception of the government
controlled and price-fixed products. _

fi)‘Ent'crprises have the right to invite and hire staff and workers. They
have the right to invite and dismiss high level management personnel. They
can, sccording to production and management need, determine structure of
organization and the size of staff, increase or dismiss workers and staff, invite
and hire workers, technicicns and other business and management personnel in
Qingdao [rom job-waiting people, state owned and collective enterprises. The
enterprise of employed personnel should support them to be tramsfered, The
employment list must Le reported by the employing enterprises to the municipal
labour management department for reference,

5) Enterprises have the right to determine wage standard, form of wage,
system of reward and sybsidy sccording to the economic result of enterprises.

6) Lnterprises have the right to, according to the degree of seriousness of
the case, take diffcrent punishment, even dismissal when necessery according to
the sersiousness of consequence, against those workers and staff who have violated
rules and regulations of the enterprises. However, the punishment must be
reported to ths municipal labour management department.

1) IEnterprises wilh foreign investment have the righl te invite tender in
China and abroad for their construction and equipment instatlation.

8) Enterprises have the right to reject the charges violating the government

regulation and may appeal to Municipal Economic Commission even to the Stae

Economic Commission.

Article ¢ Simplify procedures and improve efficiency

10

— 233 —



1) Qingdao People’s Government establishes institution of joint handling
official business of departments responsible for foreign economic and focuses on
handling of various affairs of enterprises with foreign investment periodically
to deal with various problems of foreign merchants in time. All . the projects
which are within the approval limit of this city should be registered for appr.
oval. The Qingdao Municipal Commission of Joreign Lconomic Relations and
Trade gives an official written reply to the registered project within 30 days
caleulating from the day receiving the project proposal, The Commission dete-
smines whether to approve ar reject. TFor the feasibility study, enterprise co-
ntracts and regulations within 30 days caleulating from the day receiving them.,
The Municipal Industrial and Commercial Administration Bureau  deals with
enterprises register affairs and issues licenses for operation to the-enterprises
which have all the necessary certificates and conform to register conditions. The
Burean will finish this within 10 days calenlating from the day receiving the
enterprises approval certificate and register application.

2) All the .machinery equipment, vehicles used in production, raw materials,
fuel, individual parts, spares, elements and necessary accessaries(including those
importation of which is restricted by government)which are needed to' import
by enterprises with foreign investment during performance of the export contr-
act do not need to apply for approval and can be imported withont abtaining
import licenses, and are put on under custody of customs, and are to be rele-
ased apainst the entecprise contract or import contract. However, They are
strictly prohibited for sale in domestic market. If they are used on the products

for sale within China, they are to go through import procedure and pay tax.

Article 7 Service to be rendered to enterprises with foreign investment

1) Priority guarantee shall be given to export enterprises and technologically
advanced cnterprises for their requirement of water, power, trans;mrtatmn and
communication, The level of charges shall be the same as that of the state.
operated enterprises in this city.

2) The municipal materials supply depmtment shall Supply the materials
required by export enterprises & technologically advanced enterprises at reason-
able price and help them to get the materials through available channels, The
enterprises will foreign investment can also import the materials by themselves.

3) After the export enterprises and technologically advanced enterprises have
paid in their capital, Bank of China, Qingdao shall give first prim"ity to the
examination and issue of short time working capital and other necessary credit

capital in the course of produclion and circulation.
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~ 4) The enterprises with foreign investment may market their products out-
side China by themselves. They may also export their products through China
Foreign Trade establishments. For the products the export of which a license
is needed _aécording to Goverment regalations. The application for export license
should be made every six months according to the annual export plan of the
enterprices, :

5) The Qingdao Construction & Installation Company shall render service
to the sonstrution and installation of the enterprises with foreign investment,
The level of charges shall be that of the same trade,

6) The remainieg amount of foreign exchange gained from export and oper-
ation by the enterprises with foreign investment may be used in a way of ex-
changéabie adjustment_ under the supervision of the I\'I'unicipal Foreign Exchange
Control department, Bank of China shall set up the business of cash {oreign
exchange securéd loan and give credit capital in Renminbi for the enterprises

with foreign investment,

Article 8 When enterprises with foreign investment accept the order for
products which are among the list of production for import announced by the
national committee of economics. They are lpermitted to take a part of the
Foreign exchange after the approval of the municipal foreign exchange contreol

department,

~ Article 9 The enterprises with foreign investment are ruled and protected
by Chinese Laws., Dispute and controversy in connection with the execution of
contract and agreement shall be amicably seltled. The case under dispute shall
be submitted to the municipal foreign economic arbitration establishment or the.
China Council for the Promotion of International Trade for arbitration. The
case majr also be submitted to other international arbitration organization when

agreed upon hy parties concerned.

Article 10 These regulations are applicable only to export enterprises and
technologically advanced enterprises. Other articles are applicable to all
enterprises with foreign investment, including those approved before the promu-
Ization of these regulations.

These regulations are also applicable to the enterprices set up by companies,
enterprises and otlief economic organazations and individuals of Hongkong, Macao
and Taiwan, These regulations shall come into force on the date of promul-

gaticn.
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Regulation on the Development
of Processing/Assembling Business with Imported
Maierials/Parts_ & Compensation Trade
in Shandong Province

1, To accelerate the implementation of the strategy on the development of
cconomy in the coastal areas laid down by the state; to further mobilize the
ihitiativc from various circles/ficlds; to encourage enterprises developing actively
prdccssing/asscmbling business with imported materials/parts & compensation trade
by taking advantage of the favourable atmosphere brought about through new
changes in the interhationai economic situation; this regulation has been made with a
view to the above according to the state regulations concerned in combination with
the aciual practice in our province,

2, The main purpose of developing processing/assembling business with imported
materials/parts and compensation trade is to utilize foreign investiments and import
advanced technology/equipments in order to expand export products and increase
foréign exchange gains. The emphasis of development * is concentrated on -the
following fields: light industry, textiles, silks, garments, hat/shoes, plastic resin,
machinery, electronics, foodstuffs, chemicals, building materials, ha ndicrafts, hardware
and toys. The principle of less investment, prompt result, high economic benefits
without any new factory construction on the whole is firmly upheld. To boost
processing/assembling business with imported materials/parts and compensation trade
and io push further the development of the outward oriented economy in our
province, we shall practice industry/foreign trade combination, independent
management, and each unit responsible for its own gains and losses policies; bring
to the full the advantages of organizational as well as administrative flexibi'lity
in the town and rural enterprises and the medium-size and small enterprises, fully
tap the production potentialities of the existing enterprises and adopt varied, and
flexible forms of cooperation. _

3. The foreign exchange amount gained in the form of i)rocessing charges
through accepting processing/assembling business by any enterprise or foreign trade
imp, & exp. corp. (joint industry-foreign trade cofp.) is to be retained by such
ehtcrprises or corporations with the exception of 1% which is to be handed over

]
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10 the state. {minus the values for the imported rechnology/equipments and raw
materials)

4. Processing fassembling business with imported materials run by foreign trade
imp. & exp. corp. (or joint I/F, T Corp.), (inclusive of those run by branch or
county-level corp.) is to be entrusted for its accomplishmcm to the production
enterprlses. The processing charges (in R. M, B.) is to be decided through mutual
negcnauon The allocation of the foreign exchange amount gained through such
charges is, 10% handed over to the state, 45% to the sponsor corp. and 4594 to the
" production enterprises.

5. Regarding compensation trade accepted and run by production enterprises,
the f'oreigri cxchange amount gained through the resale of export prodﬁets during
its compensating - period, (minus the foreign exchange cost for the imported
tcchnoIOgy/equipménts and raw materials) is to be allocated as follows: 2004 handed

“over to the state, 509 retained by the enterprise itself, 109 for the foreign trade
corp. (or joint I/P. T. corp.) acting as the agent, and 209% to be given to the county
(dlsmct) in which the enterprise in case is located.

Compensation trade made by foreign trade corp. (or joint I/F.T. corp.) or its
attached enterprises, the allocation of the foreign exchange gains should be carried
out according to this article of the reguiation.

- 6. Income gained through processing/assembling business with imported
materials is exempted from both income and business taxes for three years starting
from the first:business deal of the same product. In case it is really difficult to
pay the taxes after the tax free period is over, application is to be made for the
reduction or further exemption of taxes according to the tax coliection management
syslem.

7. Imported machinery equipment, vehicles engaged in production, (excluding
sédan cars, jeeps, tool vans and mini-buses) tools, raw and auxiliary materials,
and sclf-consuming fuels necessary for the production of processirig/aséembling
business with imported materials are excmpied from applying import licences, The
Customs authorities shall clear such according to the approved contracts. (among
such taxes are to be paid on both fuel and vehiclés for production in accordance
with the existing regulations and ruies) Units engaged in such projects are not
allowed to sell or transfer such necessities.

8, In compeonsation trade, these imported mechanic/electrical equipments and
appliances on which resiriction is imposed by the state, inspection is to be
conducted and approval received from competent authorities according to the
existing r’egulatioris of the state, other imporied equipments or appliances need not
20 through such formalities and the Customs shall clear such in accordance with
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the contracts approved. Mcchanic/e!ectf!cal equipments and appliances, raw and
anxitmry mate:ials, ete, necessary for’ the product:on under the compensatmn
trade projsct arc exempted from customs duty, product tax and V,A.T, During its
compensating period, products exported in compensation are -exempted from: the
product tax on production segments, V.A:T: as well as export duty. Profits gained
through the sale of export products are exempted from incomé tax.

During the compensating period of any compensation trade project, the
extra balance achieved by the enterpriss -after paying fully both domestic and
foreign debis is to be retained by the enterprise concerned as profits to be utilized
according to regulations.

9. The foreign exchange reserve gained through processing/assembling business
with imported materials/parts and compensation trade is to go through foreign
exchange reserve formalities at the local foreign exchange adminisirative organs
by the project unit with proper settlement bills, Such reserve is allowed to enter
foreign exchange adjusting market. .

10, Enterprises should develop processmg/assemblmg projects with 1mportcd
materials/parts and compensauon trade with a view to their existing workshop
buildings, land area and the corresponding auXiligry installations and set-ups.
Any absolutely necessary fundamental construction and technical remoulding
projects that need to be carried out, are to- be incorporated inte the provincial,
municipal, (regional) or county (district) fixed asset investment plan by invoking
foreign mvestment examination & approval jurisdiction. Meanwhile the supply of
coal, water and electricity must be guaranteed. At first, the building tax is levied
at the rate of 1094, Another 109% tax 1h‘at should be extracted from any project
not incorporated into the plan can be paid on three yéar's probation.

11, The Bank of China and other professional banks should give whole—hearted
support as well as priority in granting credits to processing/assembling business
with imported materials/parts and compensation trade projects. Banks and financial
organs with foreign exchange guarantee jurisdiction should play an active role in
foreign exchange guaraniee business, Any project run by a production enterprise
in need of foreign exchange guarantee must be given counter guarantee by the foreign
exchange administrative organ in charge of its foreign exchange reserve at the place
where the production enterprise is located, Any project run by import & export
cnterprises is to be given counter guarantes by these enterprises themselves,

12. The total value of import and export from -any bmcessing/assembling
business with imported materials/parts and compensation trade project is listed. in
the import & export statistiecs. The production enterprise should calculate its
production value in its entire amount, Calculations that fall " into specialized
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categories are exclusive of their tax values.

13. Apart from projects not permitted to accept as pubhc:zed by the Ministry
-of ‘Forelgn Economy & Trade; other commoditics that normally need to apply and
_get export quotas and licences, must be submitted by the project examination/approval
‘organs to the provincial foreign trade bureau, to foreign trade and economy
-depariments in those cities with separate export planﬁing for examination and
_approval; or transferred and submitted to the Ministry of Foreign Yconomy and
Trade for the same purpose. Such final approval together with project agreement and
contract must be submitied to the Customs Authorities for registration é_nd customs
clearance t¢ ensure that application of export licence ‘is. no longer necessary.

14. On the pre-requisite of acceptance of the relevant law supervision and
administrative management of the competent Chinese Authorities, forcign traders
or businessmen can be invited to participate in the production management of
Chinese. enlerprises. Reasonable number of state-imposed import-restricted daily
necessities to be brought in for personal use by fereign businessmen, engineers and
technical personnels, and after their stay in China will be taken out with them
are to be registered and cleared by the Customs authorities provided with writen
warrant from the entarprlse 50 concerned,

15, With the approvat of the provincial, municipal (regional) forcign economy
and trade commissions, in case of projects with imported production line, assembling
line or essential installations/equipments for producing high grade products under
processing fassembling projects with imported materials/parts, the sponsor enterprise
may apply for foreign exchange credit first to develop prodiction, The income from
such projecis is to. pay the credit in precedence before setting up a foreign
- exchange account,

16. The foreign trade corporations (joint I/F.T. Corp.) and overseas organizations
{enterprises) from our province must treat the dev_élopment of processing fassembling
business and compensation trade as an important operation task. They must play
an active role in setiing up propsr contacts, ihtroducing business, relaying
* information and in agent acting. Any such project invested by overseas organizations
(enterprises) in Shandong pr.ovince enjoys the same treatment given to foreign
businessmen and traders,

17. To encourage those seiling up proper contacts and introducing right
parmers_for.prcéeésing/a'_ssembling projects with imported materials/parts, ¢pe-time
bonus' wi.ll 5c extracted and given from the proceeds of the processing/asscmbiing
praoject. The amount of the bonus should not exceed 0, S/ of the proceeds.

18. The import and export planning of the processmg/assemblmg business

and compensatlon trade prolects should be made and reported from grass-roots up
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by stages, The provincial foreign cconomy and trade commission and the department
concerned from cities with separate import & cxport planning are responsible for
the adjusting and balancing of such plannings before incof‘poi‘ating them into the
import & export plan of the provinee. ' '

19. Citics, regions, departments and enlerprises within the province should
actively encourage unified management among units of the same calibre in developing
processing fassembling  business with imported m'ateria_ls,’parls and _compcnsatidn
trade projects. Transferring or joint sponsorship of such projects both inside and
outside the province is feasible and conerete ways and methods of management
are to be decided by mutual consultations. '

20, Examination/approval formalities will be simplified, ts jurisdiction will
be handed down to the department in charge of the enterprise concerned at the
provincial, municipal, regional and county (district) level. Processing/assembling
projects with imported materials/parts are not limited by any investment scale if
no additional allocation of raw and auxiliary materials are ncéded from the state,
province and municipality; Fuel. and energy problem .can be solved locally;
projected products do not involve export qguotas or licences; domestic investment
and guarantee can be provided by project sponsors themselves., Any direct
‘compensating trade project involving a turnover of less than one million US Dollars
is io be examined and approved by the competent organs themselves, compcnsrating
projects necessary for coordination/combination must be submitted for approval
from the provineial foreign trade burcau or departme'nt in charge of fbreign
economy and trade in cities with separate import/export planning.

In case of a._pprov::d projects of both compensating trédc “or proceSsing/asSemb]ing
business with imported materials/parts, cnterprises will negotiate direétiy with
their foreign partners; sign agreement (contract); go through export formalitics
on their own; they can also entrust such import & export business  to foféign
trade corporations (joint I/F.T Corp.) with import & export jurisdiction, I{owwer,
the sponsor pariy and the entrusted party must go through the formalities of stch
trusteeship and sign the necessary agent agreement, making a clear distinction of
respensibility, rights and benefits. .

After the handing down of the examination/approval ' jurisdiction, 'to
strengthen the leadership and management of the work, corresponding body should
be set up or department in charge appointed where no foreign economy commission
(office)has been set up in the county (district)., Where conditions mature, Special
scrvice companies should be set up to cngage properly in proje'c:t's 6f processing/asse—-
mbling with imporied materials/parts and compensation frade in the counties

(districts). The examination/approval departments appointed ULy  the county
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(district) must submit their files to the provincial, municipal {(regional)
commissions for foreign econemy and trade; Qingdao Customs; Provincial burcau
of commerce & trade; tax collection bureau; forcign exchange administration and
foreign trade bureau and ahy other bodies 50 concerned. Departments in charge
of the enterprises at . provincial, municipal (regional) level must appoini special
persons responsible for dealing the necessary formalities upon receipt of the approval
papers from the 'depa'nment in charge. The wvarious departments and organs
concerned should make common efforts and work in close coordination with each
other. While strengthening management, active service must be provided to the
enterprises, formalities must be simplified and convenience given in order to
guarantee that the processing/assembling business with imported materials/parts
as well as compensating trade will develop rapidly and positively in our province.

21, The people’s governments in different cities, regions, counties (districts)
should make feasible measures of implementation based on this regulation with a
view to the practical conditions at each particular locality. )

| 22, Shandong Forcign Economy & Trade Commission is responsible for the
interpretation of this regulation.,

23, This regulation is trial-implemented since Jan. 1, 1938,
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