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PREFACE

Ever since the foundation of Xiamen Special
Economic Zone in October 1980, over a few years of
construction, the investment environment of XSEZ
has greatly improved. A number of foreign business
people, overseas Chinese and compatriots from Hong
Kong, Macao have come to Xiamen to set up and to
operate the enterprises in the following fields: industry,
agriculture, tourism, commerce, real estate and finan-
cial business etc. With a view to providing for the
investors a brief introduction about Xiamen Municipal-
ity and the preferential policies of foreign investment,
we publish this book A GUIDE FOR FOREIGN
INVESTMENT IN XIAMEN SPECIAL ECONOMIC
ZONE based on modification of XIAMEN SPECIAL
ECONOMIC ZONE: AN INVESTMENT GUIDE pub-
lished in 1986.

We sincerely hope that this book will serve as a
helpful guide to the people who are concerned with
the development of Xiamen Special Economic Zone
(known as SEZ) and assist them in their successful
investment.
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CHAPTER ONE
A Brief Introduction to The Investment
Environment in Xiamen Special
Economic Zone

® Geographical location and climate

Xiamen Municipality is located at 118°04'04" east longitude
and 24°26'46" north latitude in the southeastern part of Fujian
Province of China. It is made up of Xiamen Island, Gulanyu islet
and the coastal part of the north bank of Jiulongjiang River,
with a total area of 1516 sg.km. and a population of 1.06
million.

The climate of Xiamen is classified as subtropical maritime.
The annual mean temperature is 20.8°C. The highest tempera-
ture is 38.4°C and the lowest is 2°C. The average frost-free
period lasts about 364 days in a year and the average annual
rainfall is 1100mm. The average annual humidity is 78%.

® |ndustry and agriculture

Xiamen has 678 industrial enterprises and has formed a fairly
complete industrial system which mainly includes electronics,
textile, light industry, foodstuff, chemical industry, machinery
and building materials.

The light industry plays an impotant role in the ¢ity's indus-
try and dominates many sectors such as foodstuff, brewery,
bicycle, battery, glass plate, papermaking, featuer, sugar-refining,
cigarette and arts & crafts. |ts products sells well in the domestic
market and also enjoy high reputation in the international
market.

In the chemical industry, there are many enterprises operat-
ing in the fields like chemical raw materials, pesticide, chemical
fertilizer, medicine, chemical fibre, dyestuff, paint, rubber,
plastics sulphuric acid, caustic soda, film, photographic paper

and etc.
The machinery manufacturing industry consists of many

aspects such as dynamic machinery, engineering machinery,
water and power equipment, machine tools, fork lifts, ship-
building, motors, instruments and meters, _

The electronic industry is a newly-developed industry begin-
ning to take shape. Its main products are colour TV sets, radio
cassette recorders, video camera, video tape recorders, electro-
nic parts and components optical instruments, electronic instru-
ments, etc. Household electrical appliances have been exported
in large quantity for the past few years.

The textile industry has been developing rapidly in recent
years. |ts main products are those of cotton textile, dacron,
polyamide fibre the products are available in great variety.

Agriculture in Xiamen is dispersed in the suburbs, Tongan
County and Jimei District. The main agricultural products are
rice, wheat, peanut, sugarcane, tobacco, tea, vegetable, etc.
There are many sub-tropical fruits such as longan, lychee, pine-
apple, orange, banana, papaya and various kinds of flowers
and plants.

Xiamen is embraced by a large stretch of sea, hence well
developed in aquatic cultivation and fishery.

® Transportation, post and Telecommunication

Xiamen is an important port in the ocean-going and domestic
transportation on the southeastern coast of China, with a strate-
gic position on sea routes. The main channel is over 12 meters
deep, permitting 100,000 ton vessels to berth inside the harbour
and 500,000 ton ships to dock for loading and unloading. The
wharf is provided with a straight and convenient railway and
highway system. There are regular cargo fleets and passenger
liners sailing directly to Hong Kong and irregular freighters to
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Singapore, Japan and Australia.

There are railways and highways which are linked into
nationwide transportation networks of railway and highway,
connecting Xiamen with all parts of China. There are regular
flights from Xiamen International Airport to Beijing, Shanghai,
Nanjing, Hangzhou, Xi'an, Guangzhou, Wuhan, Chengdu, Shen-
vang Guilin, Fuzhou, Nanchang, Shantou, Hong Kong, Manila
and Singapore.

A great variety of postal services are offered in Xiamen. Mails
travel to all parts of the country and to a great majority of
foreign countries and regions, Telex and fax, as well as inter-
national express mail service have been opened. The introduc-
tion of the program control telephone exchanger makes it pos-
sible to dial from Xiamen to 119 cities in China and to 18
countries and regions worldwide. International telegram can
reach most countries and regions of the world.

® Science and education

Xiamen is well-founded in culture and education. At present,
there are 8 institutions of higher learing: Xiamen University,
Xiamen 'Aquatic College, Jimei Navigation College, Fujien
Physical 'Culture Institute, Xiamen Lujiang Vocational College
and Xiamen Teachers College. |n addition, there are 8 vocational
schools such as light Industry School, Chemical |ndustry School,
Light Industry School, the Chemical Industry School & Arts &
Crafts School. There are 41 middle schools and 12 Technique
Training Centers as well.

Xiamen also has 78 research institutions specialized in the
studies of Special Economic Zone, South-east Asian Economy,
Oceanography, Aquatic and Sub-tropic Plant etc. and has about
20,000 scientific and technical personnel.

® Tourism

Xiamen is a beautiful coastal city with a great number of
scenic spots. It has a mild and pleasant climate, which is neither
hot in summer nor cold in winter. The green and hilly landscape
with peculiar rocks and caves presents a picturesque and charm-
ing view, The coast of the bay is beautiful with the blue sea, un-
spoiled beach, deep and calm water. All of these make Xiamen
an ideal tourist spot and summer resort. Xiamen's arts and crafts
possess a strong national style and local characteristics and are
deeply welcomed by the tourists.

CHAPTER TWO
The Establishment and Development of
Xiamen Special Economic Zone

Upon approval by the State Council of the People’s Republic
of China in October 1980, Xiamen Special Economic Zone was
established at first in Huli District as a goods processing district
for export in the northwestern part of Xiamen Island, covering
an area of 2.5 sq.km. |t has been developed in several phases. Up
to now, the first phase of construction has been completed in-
cluding the levelling of land of 1.1 sg.km. The second and
third phase of construction are now in preperation. In March
1984, Xiamen Special Economic Zone was extended to the
whole Xiamen Island (including Gulangyu) covering an area of
131 sq.km. The population of Xiamen SEZ is 366,000 by the
end of 1987.

Since the establishment of Xiamen SEZ, Xiamen Municipal
Government has made great efforts to improve the investment
environment. The Dongdu Harbour, located in the west part
of Xiamen island, is under construction. Four 10,000 ton
berthes at the harbour have been completed and put into opera-
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tion, while the other four of the same size are in preperation.
Xiamen |nternational Airport has been completed with introduc-
tion of foreign telecommunication facilities. Moreover, the
strengthened construction of water and electricity supply faci-
lities has guaranteed the supply of water and electricity for pro-
duction and living in the SEZ. In the meantime, more stress has
been laid in the development of intellectual, training of skilled
workers and introduction of experts in large number from other
provinces to accelerate the construction in the SEZ. Formalities
have been greatly simplified resulting in high efficiency. The
excellent investment enviroment is attracting the foreign in-
vestors greatly, The economic and technological tooperation
with foreign countries has been developed rapidly. By the end
of June, 1988, contracts of joint ventures, cooperative ventures
and wholly foreign-owned enterprises with a total investment of
US dollars have been signed in Xamen SEZ, enterprises have
been set up and put into production or operation. Meanwhile,
6 branches of the foreign banks and one sino-foreign joint
venture bank have been opened. 92 foreign economic organiza-
tions have set up their representative offices in Xtamen. Fareign
funded enterprises in Xiamen SEZ have begun to show good
business outcome. The total value of industrial output in 1987
increased 1.23 times than that of 1986; the total value of export
products raised 1.5 times than that of the previous year, The rate
of export products reached to 55% of the total output. The total
profits made by the enterprises in the SEZ were twice as much
as that in 1986. The foreign investments have doubled from
January to June in 1988. Businessmen from more than dozen
countries and regions have come to Xiamen to invest. Xiamen
SEZ will become a comprehensive exported-oriented SEZ with
industry as the mainstay to be supported by tourism, commerce
and real estate business. Certain free-port policies will be gradual-
ly implemented. The various forms of attracting foreign invest-
ment by Xiamen SEZ are as follows: joint venture, co-operative
venture, wholly foreign-owned enterprise, compensation trade,
processing and assembling, leasing and loan. Foreign investors
are welcome to investments in the fields of electronics, light
industry, foodstuff, textile precision machinery, fine chemical,
new building materials, and in agriculture as well as in energy,
traffic and transport, tourism, real estates, transit trade etc for
years to come. Foreign businessmen will enjoy the preference
stipulated in CHAPTER THREE for their investment in the
renovation of the existing state-owned or collective enterprises
in Xiamen by taking any one of the following cooperation
forms: joint venture, co-operative venture buying shares of
Chinese enterprises and contracting Chinese enterprises.

CHAPTER THREE
Preference for Foreign Investment
Available in Xiamen Special
Economic Zone

® Taxation

— Enterprise income tax

The income tax rate for the foreign-funded enterprises in
Xiamen SEZ is 15%, and local income tax is exempted. Those
productive enterprises of industry, agriculture, forestry and
animal husbandry with a contract period of 10 years or longer
shall be exempted from income tax in the first two profit-mak-
ing years, allowed a 50% deduction of income tax in.the three
following years, upon application and approved by the taxation
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authority in the SEZ. Those "enterprises with export-oriented
products’’ shall pay income tax at a rate of 10% as long as they
can export more than 70% of their total product output value
within the same year following the specified expiration of the
period for exemption and deduction. Those “enterprises with
advanced technology'’ approved by the relative organizations
may continue to pay income tax at a rate of 10% for a further
three years following the specified expiration of the period for
exemption and deducation. |f the foreign participants in a
foreign funded enterprise reinvest their respective shares of
profit within the territory of China for a period of not less than
five years, they can apply to be refunded 40% of the income tax
already paid on the reinvested portion upon the approvel by the
taxation authority, |If the foreign participants reinvest their
respective shares of profit to set up “enterprises with export-
oriented products’ or “enterprises with advanced technology”’
or expand the production scale of the said enterprises for a
period of notless than five years, they can apply to be exempted
from the income tax already paid on the reinvested portion upon
the approval by the taxation authority.

— Personal income tax

The foreigners, overseas Chinese, compatriots from Hong
Kong. Macao, and Taiwan who work and live in Xiamen SEZ
shall pay personal income tax on their salaries and other legiti-
mate incomes at half of the income tax rate specified in the
PERSONAL INCOME TAXATION OF THE PEOPLE'S RE-
PUBLIC OF CHINA.

— Industrial and commercial consolidated tax

Tax rates for most industrial products are below 20%, Rate
for cigarettes is 66%, for machinery is 5%, for cotton cloth is
1.5%, business operation for traffic and tranport is 2.5%, for
commercial retail is 3%, for hotel and advertisment is 5%, for
selling and buying agent is 7%,

Foreign funded enterprises shall be exempted from industrial
and commercial consolidated tax for two years on the new pro-
ducts developed by them that can meet the world standard and
take place of the same kinds of products imported from abroad
upon verification by the relative organizations,

Foreign funded enterprises shall be exempted from industrial
and commercial consolidated tax for importing machinery,
equipments, parts and means of transportation required by
production, and office and daily necessities for their own use in
reasonable quanitity.

— Housing property tax

Foreign funded enterprises shall pay housing property tax
at an annual rate of 1.2% based on the remaining value of their
own houses and factory buildings stated in the accounting books
dated January 1. every year.

— Customs duties

Foreign funded enterprises shall be exempted from export
duties when they export products made by their own enterprises
or products processed with raw materials, parts or semi-finished
‘products from inland factories with an increase rate of more
than 20% in value. These products are considered as “"SEZ
products’’. Foreign funded enterprises shall also be exempted
from import duties, Customs duties and industrial and com-
mercial consolidated tax on importing raw materials, parts,
components, auxiliaries and packing materials for processing of
export products by only presenting the relative contracts to the
Customs for inspection instead of applying import license. Same
treatment shall be applied to the export of the products through
trade practises like processing and assembling with parts and
components supplied by foreign investors or compensation
trade except those restricted by the State.



— The use of land

Foreign investors shall be granted the right to the use of a
site upon application and paying the fee for the use of land
(both the fees for land development and land use). The use-right
of some pieces of land will be irregularly put up at auction by
the municipal government. Foreign investors are welcome to
the auction of land-use right. The period of using the land
varies with the different purposes of use, the longest period can
last 70 years. The right to the use of land can be transfered and
mortaged. When the enterprises extend the period of their con-
tracts, the contract of the right to use a site can also be renewed.
The enterprises is allowed a 50% reduction of the site use fee
during the approval construction period.

— Products for domestic markets

Products made by the foreign funded enterprises may be
sold, upon application, on the domestic markets in appropriate
proportion provided they meet one of the following conditions:

1. Products that really prodused by advanced technology
and equipment.

2. Products that the inland of China urgently needs or
depends on import.

3. Products that use a large amount of local raw materials
or home-made parts and are better in quality than the products
of the same kind made in the inland of China.

— Remittance of profits
The investors who want to remit out their due profits do not
have to pay the remittance tax.

— Entry and exit

Foreigners can come in and out of Xiamen SEZ with the
entry visas issued by the Visa Offices of the People’s Republic
of China. Overseas Chinese and compatiots from Taiwan can
come in and and out of Xiamen SEZ with the valid travel permits.
Compatriots from Hong Kong and Macao can enter and leave
with the Reentry Permit for Compatriots from Hong Kong and
Macao.

® Special preference for Compatriots from Taiwan

Compatriots from Taiwan who come to Xiamen to invest in
establishing and operating production projects will enjoy the
following special preference other than the above-mentioned
preference for the foreign funded enterprises:

1. Wholly foreign-owned enterprises, joint ventures, or co-
operative venture set up and run by Compatriots from Taiwan
with a period of more than 10 years shall be exempted from
enterprise income tax in the first to the fourth profit-making
years and allowed a 50% deduction of the income tax in the
following 5 years.

2. It is up to the investors to set the ratio of products sold
within Chinese territory and outside China as long as they can
balance their foreign exchange by themselves,

3. No site use fee shall be collected during the period of con-
struction and also within a period of 5 years after the enterprises
put into operation.

4. Compatriots from Taiwan who invest in the existing
enterprises in Xiamen SEZ for the purpose of producing export
products shall be collected enterprise income tax at the rate of
15% and enjoy the same special preference those newly-estab-
lished enterprises granted.

CHAPTER FOUR

Procedure of Investment
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® Application for establishing foreign funded enter-

prises

Chinese participants in a joint venture or a co-operative
venture shall submit the following documents to Xiamen Muni-
cipal Administrative Bureau for Foreign Investment following
the procedure mentioned below:

1. Project proposal.

2. Application for registration of the enterprises name.

3. Feasibility report jointly prepared by both Chinese and
foreign participants shall include the following main items:
capital, site, machines and equipment, raw materials, sale of the
products, labour management and wages, balance of foreign
- exchange and all kind of public facilities.

4. The contract and articles of the joint venture shall include
the following items: a project proposal and a feasibility study
report together with the certificate of approval, contract and
articles of association of the joint venture and a complet set
of annex to the contract, certificate of credit standing of each
respective side and a list of canditates for the board of directors,

Foreign investors who intend to establish wholly foreign
owned enterprises shall submit the following documents at one
time to” Xiamen Municipal Administrative Bureau for Foreign
| nvestment for approval:

1. Application signed by either the Chairman of the board
of directors or the general manager of the enterprise.

2. |Investor's credit certificate

3 Authorization of appointing the legal represenatives signed
by either the Chairman of the board of directors or the general
manager of the enterprise.

4. Articles of association of the enterprise.

5. Certificate of the address of the enterprise.

® Application of foreign enterprises (including enter-
prises operated by compatriots from Hongkong and

Macao) for establishing foreign representative offices

Foreign enterprises (including the enterprises operated by
compatriots from Hong Kong and Macao) that intend to set up
their representative offices engaged in non-business activities:
import & export and investment, shall foll out relative forms and
submit them to Xiamen Administrative Bureau for Foreign
Investment Enterprises for examination and approval. The
applicants shall supply the following documents:

1. Application signed by either the Chairman of the board of
directors or the general manager of the enterprise.

2. Authorization of appointing their representatives signed
by either the Chairman of the board of directors or the general
manager of the enterprise and a record of their personal ex-
perience.

3. Investor's credit certificate and a copy to the investor’s
original legal opening business license,

4. Certificate of the address of the representative office.

5. Documents concerning the applicant’s business activities
with relative organizations of China.

CHAPTER FIVE
Application Procedure for the Use of

Land, Water and Electricity

® Use of land and rent of factory buildings

Any foreign funded enterprises requiring the use of land for
the purpose of production and business operation shall apply
to Xiamen Municipal Administrative Bureau for The Use of Land
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for approval in accordance with “"Regulations on the Use of
Land in Xiamen SEZ".

Foreign investment enterprises that intend to buy or rent the
general-purpose factory buildings in Huli Industrial District shall
apply to either Xiamen SEZ Engineering Construction Corpora-
tion or the United Development Company Ltd. of Xiamen SEZ.

® Use of electricity

Any foreign invested enterprises requiring the use of electri-
city for the purpose of production or business operation shall
apply to either the Xiamen Municipal Power Supply Bureau or
the Power Supply Company in Huli Industrial District according
to the location of their enterprises. The voltage ratings in Huli
Industrial District are as follows: high voltage is 10K. V, low
voltage is 380V/220V. The frequency is B0HZ., Each of the
factory buildings can be provided with the power of 2 x
800K.V.A. or 4 x 800K.V.A. Factory buildings can also be
provided with several channels of current with the power of
1000K.V.A. at clients’ special requirements.

® Use of water

Requiring the use of water foreign funded enterprises in the
city of Xiamen shall apply to Xiamen Municipal Running-water
Supply Company while those in Huli Industrial District shall
apply to Public Undertaking Company to Xiamen SEZ.

CHAPTER SIX
Ways for Foreign Funded Enterprises
to Employ Their Staff Members
and Workers

® Employment of staff members and workers

Foreign funded enterprises may fire their staff members and
workers by themselves or trust Xiamen SEZ Labour Service
Company to handle this matter through examination and inter-
view. Employed staff members and workers shall be managed
according to the contracts signed with the enterprises. All the
people hired by the enterprises have to sign contracts with the
enterprises, The enterprises have the right to discharge the
employees who violate the regulations set by the enterprises.

® salary and welfare benifit

The salary, bonus, and allowance of the employees in foreign
funded enterprises shall be set by the board of directors. The
salary of the employees shall be 120% higher than he average
salary of the employees in the state-owned enterprises of the
same nature with similar conditions in Xiamen SEZ. The enter-
prises shall take care of the labour protection and welfare
benifits of their employees during the contracted period. The
welfare funds shall be withdrawn in accordance with the
standard rate in other state-owned enterprises every month and
used as medical expenses and subsidies of the employees and for
other public affairs. Moreover, the enterprises shall pay a sum of
money which takes up 25% of Chinese employees’ total salary
as Social Labour Insurance Funds.
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