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Preface

Preface

The dissertation is to study the profit and loss status of Guangdong Foreign Enterpri-
ses ( GFE) and its influence factors. From 2001, the author collected the data of GFE
from the Department of Finance, the Department of Foreign trade and Economic Coopera-
tion and the Administration Office of Taxation of Guangdong province. With the help of
local government, the author also designed a questionnaire and did research work in
Guangzhou city, Zhuhai city and Shunde city . The details of some foreign enterprises in
these cities were obtained. The dissertation consists of six chapters.

The first chapter studies the profit and loss status of GFE which are in different or-
ganizational forms and different industries, located in different regions of Guangdong prov-
ince. Then the chapter compares the profit and loss status between GFE which were in-
vested from foreign country and from Hongkong, Macao and Taiwan. The chapter also
compares the profit and loss status beiween GFE and Guangdong domestic Enterprises in
recent years. In the chapter the study confirms the factors which influence the profit and
loss status of GFE by their profit — calculated method. The factors include Product ( Serv-
ice) Price, Cost Burden, Sales Expenses Burden, Financial Expenses Burden, Adminis-
tration Expenses Burden, Tax (including Tariff) Burden, Technology Level, Investment
Environment and International Transfer Pricing of GFE. Then the dissertation classifies
the influence factors by their characters and construct the analysis — framework which
make up the limitation in the past studies.

The second chapter is a summary of the studies about the profit and loss status of the
Foreign Enterprises in China.

The third chapter uses the Industrial Market Structure Theory, the Price Elastic of
Demand Theory and the Corporate Financial Theory for reference, based on statistical a-
nalysis and four cases investigation, studies the factors of Price, Cost burden, sales ex-
penses, financial expenses and administration expenses which influenced the profit and
loss status of GFE.

The fourth chapter uses the Tax (including Tariff ) Theory and the Foreign Direct In-
vestment Theory for reference, based on statistical analysis and two cases investigation,

1
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studies the factors of tax burden and preferential tax policy which influenced the profit and
loss status of GFE.

The fifth chapter uses the Technological Economics Theory and the Enterprise Envi-
ronment Theory for reference, based on statistical analysis and special topic investigation
studies the factors of technology level and investment environment of GFE which influ-
enced their profit and loss status.

The sixth chapter uses the International Transfer Pricing Theory, the National In-
come Theory and the Game Theory for reference, hased on mathematic models analysis
and case investigation, studies the international transfer pricing of GFE which influence

their profit and loss status. Following are the main conclusions ;

1. In high concentrative and ruthlessly competitive market, GFE can improve their
profit status through price strategy. When they raise their products price, P, should be
lower than (P,/E, +C), and when they reduce their products price, P, should be high-
er than (P,/E,+C). Some GFE lost out because of their improper price strategy in the
competition.

9 The difference of cost burden among GFE in different investment mode form was
mainly because of their international Transfer Pricing. But in different industries, il was
also affected by the imported cost of the equipment and export tax refund. The wage cost
burden of GFE was mainly determined by wage efficiency , not by wage level. The admin-
istration reform of Guangdong electric power industry will reduce the cost of electric ener-
gy of GFE.

3. The sales expenses burden of GFE in different industries was affected mainly by
the industry inner competition degree, the financial expenses burden was affected mainly
by their asset — liability ratio and interest rate, and the administration expenses burden
was determined by the executive payout. Because of the different characteristic of the in-
dustries, Guangdong foreign medical enterprises and electron enterprises beared the maxi-
mum sales expenses burden, at the same time Guangdong foreign traffic enterprises and
realty enterprises beared the maximum financial expenses burden, Guangdong foreign
leasehold enterprises and travel enterprises beared the maximum administration expenses
burden.

4. AN kinds of tax burden of GFE affected their profit and loss status. The value -
added tax burden of CFE in different industries was affected mainly by tax free ratio of

imported fixed assets, export tax refund rate and method, ratio of freight and farm pro-

2
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duce material. Guangdong foreign mechanism enterprises, chemical enterprises and light
industry enterprises beared the excise burden. Meanwhile Guangdong foreign enterprises
which belong to tertiary industrial sectors beared the business tax burden. The tariff bur-
den of GFE is determined by its nominal rate, meantime its effective rate of protection
protect the domestic market and also affect the profit and loss status of GFE. The income
tax burden of GFE is affected by their industries, export ratio, practice time and ad-
vanced technology level because of national preferential income tax policy. The character-
istic of FDI in Guangdong is no — gap investment. The dissertation also put forward a FDI
balance theory whose formula is r(1 —t) +#k, +k, =i to study the relation between the
preferential tax policy and the investment environment.

5. The main reason that the foreign husinessmen invested in Guangdong is to trans-
fer their existing technology. So the high technology enterprise proportion of GFE was low-
er than that of Guangdong domestic enterprises, which also influenced the profit and loss
status of GFE. Most GFE pointed out that the infrastructure establishment of Guangdong
had been ameliorated, but many GFE also pointed out that the work efficiency of Guang-
dong governmental department had no change or became worse. GFE must pay more than
three hundred kinds of fees which were captured by Guangdong regional government and
decreased their profitability.

6. Most GFE transferred their profit through the international transfer pricing. Their
molivations could be distinguished into tax motivations and non —tax motivations. One of their
tax motivations is to delay profit time for the sake of enjoying Chinese preferential income
tax policy, another tax motivation is to transfer profit to Hongkong for the sake of enjoying
tax free treatment there. The non — tax motivation is mainly to steal the profit which
should be distributed to Chinese partner. The dissertation brought forward two decision
models of GFE’s international Transfer Pricing: P,< (1-T,)/(1-T, Yand P, <
(-7
late GFE’s transfering profit amount through international Transfer Pricing: W =

[(R-r)/(1 -R/2) +(¢
(1-t/2)

)/ (1 =T)(1433% —T,). The dissertation also proposed a formula to calcu-

m m

-t )]Y Handling this formula, we calculated the total a-

mount of GFE’s transferring profit, and there were almost eighty billion Chinese dollar
deficit of domestic income. Through the game analysis between Guangdong tax agency and

GFE, The dissertation calculated the best investigation probability is more than 1/2.

Key Words: Guangdong Foreign Enterprises
The Profit and Loss Status
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