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In accordance with “The Accounting Law
of the People’s Republic of China” and
other related laws and regulations
promulgated by the State, the Accounting
System for Business Enterprises (the
“Accounting System”) is formulated to
prescribe  accounting  treatments by
enterprises and to ensure true and complete
accounting information is provided by

enterprises.

Article 2

This Accounting System is applicable to all
enterprises (including companies) established
within the People’s Republic of China (the
“PRC”), except for enterprises with a small
scale of operation and which do not raise

funds externally, and financial enterprises.

Article 3

An enterprise should adopt a set of
accounting policies and methods suitable
for the enterprise in accordance with the
requirements of the relevant accounting
laws, administrative regulations, and in the
light of the specific circumstances of the
enterprise, provided that this Accounting

System is not violated.

Article 4

An enterprise should prepare accounting
vouchers and accounting ledgers, and

manage accounting files and records in
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accordance with the requirements of “The
Accounting Law of the People’s Republic
of China”, “Basic Accounting Practice
Regulations” and “Rules on Accounting

Files and Records Management”.

Article 5

An enterprise should account for all the
transactions and events undertaken by the
enterprise so as to properly record and
reflect its production and operating

activities for accounting purposes.

Article 6

It should be presumed for accounting
purposes that the enterprise is a continuing
entity and will remain in normal production
and operating activities in the foreseeable

future.

Article 7

An enterprise should close the accounts and
prepare financial and accounting reports for
separate accounting periods. Accounting
periods comprise a full year, a half-year, a
quarter or a month, each of which must be
determined based on the Gregorian
calendar. A half-year, a quarter or a month

is also referred to as an interim period.

The term “end of a period” (or
“periodically”) used in this Accounting
System may refer to the end of a month, a

quarter, a half-year or a full year.
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An enterprise should use Renminbi (RMB)
as the recording currency for accounting

purposes, [except as follows]:

A foreign currency can be used as the
recording currency if the enterprise’s
transactions are mainly dominated in
foreign currencies. However, the foreign
currency books of accounts should be
translated to RMB in preparing financial

and accounting reports.

A Chinese enterprise established abroad
should
accounting reports into RMB for PRC

translate the financial and

reporting purposes.

Article 9

The double entry (i.e. debit and credit)
bookkeeping system should be adopted.

Article 10

Accounting records should be compiled in

Chinese. Enterprises in autonomous
regions may additionally use a minority
language commonly adopted in the region.
Foreign investment enterprises, foreign
enterprises and other foreign organizations
within the PRC may additionally use a
foreign language for compilation of

accounting records.
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Article 11
An enterprise should comply with the

following basic principles for accounting

purposes:

(1) Accounting

)

3)

should be
of the

transactions and events that have

information

prepared on the basis
actually occurred and should truly
reflect the financial position, operating
results and cash flows of the enterprise.
An enterprise should  account for
transactions and events according to
their economic substance and should

not merely refer to their legal form.

Accounting information provided by
an enterprise should be capable of

the

operating results and cash flows of the

reflecting financial position,
enterprise in order to meet the needs of

accounting information users.

(4) An enterprise should apply accounting

treatments [Translator note: an

accounting treatment here refers to an

accounting policy chosen when two or

more practices are acceptable]
consistently  throughout  different
accounting  periods.  Accounting

treatments should not be changed
Where
necessary, the details and reasons of
of the

arbitrarily. changes are

the change, the amount
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cumulative effect of the change, or the
reason that the cumulative effect of the
change cannot be  reasonably
determined, should be disclosed in the

notes to the accounting statements.

An enterprise’s accounting should
comply with prescribed accounting
treatments. Accounting information
[Translator note: including key figures
and ratios] should be comparable, and

prepared on consistent bases.

Accounting information should be
prepared in a timely manner and
should not be prepared in advance or

delayed.

Accounting information and financial
and accounting reports should be
prepared in a clear and concise
manner, so that it can be readily

understood and used.

Accounting information should be
prepared on an accrual basis. All
revenue realized and expenses
incurred or attributable to the current
should be

income or expenses in the current

period recognized as
period whether or not the amounts are

received or paid. Revenue and
expenses not attributable to the current
period should not be recognized as

income or expenses in the current
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period even if the amounts are

received or paid in the current period.

Revenue should be matched against

related costs and expenses for
accounting purposes. Revenue and
related costs and expenses atiributable
to the same accounting period should

all be recognized in that period.

(10) Assets should be recorded at the actual

(11) An

costs at the time of acquisition. If an
asset is impaired subsequently, an
should

provision

enterprise make a

corresponding for
impairment loss in accordance with
this Accounting System. Except as
stipulated by laws, administrative
regulations or the unified accounting
system promulgated by the State, an
enterprise must not adjust the carrying

amounts of assets.

should

classify expenditures as revenue in

enterprise reasonably
nature or capital in nature. If all the
benefits arising from an expenditure
are realized within the current period
the
expenditure should be classified as
If the benefits

arising from an expenditure are

(or an operating cycle),

revenue in nature.

realized over several accounting
periods (or several operating cycles),
the expenditure should be classified as

capital in nature.
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(12) An enterprise should comply with the

requirements of the prudence concept
for accounting purposes. An enterprise
should not overstate assets or revenue,
or understate liabilities or expenses.
However, it should not set up any
hidden

provision}.

provision {excessive

(13) An enterprise should comply with the

requirements of the materiality concept
for accounting purposes. An enterprise
should assess the materiality of
transactions or events in the process of
accounting to determine the manner in
which they should be accounted for.
Material events (that is, events with
significant impact on assets, liabilities or
profit or loss that would affect the users
of a financial and accounting report in
making reasonable judgments on the
basis of the report) should be accounted
for in accordance with prescribed
accounting treatments and procedures,
and disclosed in the financial and
accounting reports adequately and
accurately. In relation to less matenal
accounting events, the accounting
treatments may be suitably simplified on
the condition that this will not affect the
faithful representation of the accounting
information and will not mislead the
users of financial and accounting reports

in forming a proper judgment.
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An asset is a resource that is (a) owned or
controlled by an enterprise as a result of
past transactions or events and (b)
expected to generate economic benefits

to the enterprise.

Atrticle 13

Assets of an enterprise should be
classified into current assets, long-term
investments, fixed assets, intangible
assets and other assets according to their
liquidity.

Section 1 Current Assets

Article 14

Current assets are assets that will be
realized or consumed within one year or
within an operating cycle that is longer
than one year. Current assets include cash,
bank deposits, short-term investments,
receivable,

accounts prepayments,

deferred expenses and inventories.

Under this Accounting System, an
investment is an asset obtained by an
enterprise, through the transfer of another
asset to other enterprises, for the
accretion of wealth through distribution

or for obtaining other gains.
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Article 15

An enterprise should prepare daily
journals for cash and bank deposits and
record each transaction on a daily basis in
chronological order. Bank deposits
should be separately recorded according
to the names of the individual banks and
financial institutions and the types of the

deposits.

An enterprise should account for cash and
deposits in foreign currencies and those

in RMB separately.

The book balance of cash must equal to
the physical amount kept by the
enterprise. Bank statements should be

reconciled to the book balances of bank

deposits  periodically, with  bank
reconciliation  statements  prepared
monthly.

Under this Accounting System, book
balance is the actual account balance
stated in a ledger account, without
deducting the corresponding provisions
(such as accumulated depreciation,
provision for impairment loss on relevant

assets).

Article 16

Current investments are investments that
are readily realizable and are intended to
be held for not more than one year

(including one year), including shares,
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bonds and investment funds. Current
investments should be accounted for in

accordance with the following principles:

(1) A current investment should be
recorded at investment cost on
acquisition. The investment cost of a
current  investment should be
determined  according to  the

following principles:

(i) For a current investment acquired
for cash, the investment cost
should be the actual total price
paid, including incidental
expenses such as tax payments
and handling charges.  Cash
dividends declared but unpaid, or
bond interest due but unpaid, that
are included in the price paid
should  be  accounted for
separately and do not form part of

the investment cost.

Cash deposited in a securities
company that has not yet been
invested in current investments
should initially be recorded as
“other monetary funds™. After the
funds have been invested, the cost
of the current investment should
be recorded at the actual price
paid, or at the actual price paid
less any cash dividends declared
but unpaid, or bond interest due

but unpaid.
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(ii) For a current investment received

as a capital contribution by an
investor, the cost of the current
investment should be the value

agreed by all investing parties.

(i) For a current investment

obtained by way of accepting
non-cash assets from a debtor to
satisfy a debt, or by exchanging
(with another party) a debt
receivable  for a  current
investment, the cost of investment
should be the carrying amount of
the debt receivable plus any
relevant tax payments arising. If
the current investment received
includes cash dividends declared
but unpaid, or bond interest due
but unpaid, the cost of investment
should be the carrying amount of
the debt receivable less the
dividends or interest receivable
plus any relevant tax payments.
When boot is involved, the cost of
the current investment obtained

should be determined as follows:

(a) When boot is received, the
cost of the current investment
should be recorded at the
carrying amount of the debt
receivable less the boot
received, plus any relevant

tax payments.



