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the experience of MOF in implementing the former Accounting System for
JSLE and, in part, on the existing individual CAS.

ASBE replaced the Accounting System for JSLE from January 1, 2001 and
Accounting Regulations for FIE from January 1, 2002. In other words, all JSLE
(including all listed enterprises) and FIE are now required to follow one unified
ASBE. The MOF plans to ultimately require all medium-sized and large
enterprises (other than financial enterprises) to adopt the ASBE, and has
announced its expectation that all 170,000 state-owned enterprises will adopt the
ASBE over time. In March 2003, MOF further extended the scope of the
applicability of the ASBE by requiring all enterprises (other than small-sized
enterprises and financial institutions) established after 1 January 2003 to adopt
the ASBE.

When fully implemented, the ASBE will replace the numerous arcane and
inconsistent industry accounting regulations, enabling the financial statements of
different types of enterprises to become more comparable. All enterprises that
adopt ASBE would be expected also to adopt all relevant CASs that are
appropriate to those enterprises. The ASBE and CAS form the new accounting
system of financial reporting of modern China.

As well, by introducing a broad asset impairment test and by adopting
updated definitions of accounting elements similar to that of IFRS, the ASBE
moves Chinese accounting practice further in the direction of international

standards.

Impact of the ASBE on FIE

In the past, an FIE's financial statements prepared in accordance with the
Accounting Regulation for FIE could not properly reflect the enterprise's actual
financial position and operating results. Consequently, the enterprise had to
make numerous adjustments when they compiled financial statements under
overseas accounting standards, such as IFRS and US GAAP, which are almost
invariably required by the foreign investors. The process was time-consuming
and imposed additional cost of investment to the foreign investors. After the
adoption of the ASBE, the differences between FIE's financial statements under
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PRC GAAP and those prepared in accordance with international accounting
practice have been reduced, thereby enabling the foreign investors to assess the
performance of their investments more efficiently. Furthermore, since the
ASBE has added additional disclosure requirements, the transparency of the
financial information has improved.

Currently, the MOF is in the process of carrying out a survey to identify the
impact of the adoption of the ASBE by FIE. The results of the survey will be
used to help guide the future development of CAS and revisions of the ASBE.
The MOF is committed to creating a sound financial reporting structure in the

PRC in order to facilitate modernization of the economy.
Accounting System for Financial Institutions

Early\in 2002, MOF adopted a new separate—though similar-Accounting
System for Financial Institutions (the "ASFI"), which must be applied, starting 1
January 2002, by all listed banks, insurance companies, brokerages, leasing
companies, and finance companies. Starting from 1 January 2004, unlisted
brokerages will also be required to adopt the ASFIL. Earlier adoption is
encouraged. Unlisted financial institutions that are joint stock limited enterprises
are also encouraged to follow the ASFIL

ASFI is similar to the one for general business enterprises but, in addition,
includes principles specific to financial institutions, such as:

* How to recognise interest income,

* Repurchase agreements,

» Securities transactions,

* [Insurance reserves,

* Accounting by trusts, and

* Accounting by investment funds.

Future Prospects

The table below indicates the accounting standards and systems projects
on which MOF is now working and prospects for progress in the coming

year.
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Financial and Accounting Report

Under the ASBE, a financial and accounting report includes three components:
accounting statements (see Figure 7), notes to accounting statements (see Figure
8), and a financial condition explanation memorandum (see Figure 9). A
published financial and accounting report should also include the name of the
enterprise, the nature of its operations, its address, the date the report is issued,
and the names of responsible individuals including the chief accounting officer
and those with legal authority to approve the report.

Figure 7
Wmmmgemthnmm

Balance sheet

Income statement

Cash flow statement, both direct and indirect method

Statement of provision for impairment of assets, which is a reconciliation from opeaing to closing
balances, with separate disclosure of impairment provisions, reversals, and write-offs, for:
* bad debts (distinguishing between trade debts and other debis)

current investments (distinguishing between equity investments and debt investments)

inventories (distin guishing between raw materials and finished goods)

* long-term investments (distinguishing between equity investments and debt investments)

fixed assets (distinguishing between properties, buildings, machinery, and equipment)

intangible assets (distinguishing between patents and copyrights)
* assets under construction

* designated loans receivable

Profits appropriation statement

Statement of changes in owners' equity

Segment reporting statement, which must include the following information for both

business segments and geographical segments:

turnover (external and internal shown separately)

cost of sales (external and internal reported separately)
* expenses

* operating profit

* total assets

* total liabilities
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Figure 7 (cont.)
Which accounting statements are required in an accounting report?

As in [AS 14, the ASBE requires a business segment or geographical segment to be identified
as a reportable segment if its revenue, results, or assets are 10 percent or more of the total
revenue, combined results, or total assets of all segments. If total external revenue attributable
to reportable segments constitutes less than 75 percent of the total consolidated revenue,
additional segments should be identified as reportable segments, even if they do not meet the
10 percent threshold as described above. The number of reportable segments is limited to 10.

In 2003, MOF has clarified that segment information is only required if such information is
requested by users, In practice, only listed companies are required to disclose segment information.

VAT payable movement table. It is rare that enterprises present this movement table in

practice.

ﬂn* 3
\.at is required to be included in notes to financial statements?

Explanation of any non-compliance with any accounting concepts or standards (In fact, any

non-compliance would constitutes a breach of regulations)

Details of significant accounting policies and estimates

Explanation on changes in significant accounting policies and estimates

Details of contingencies and post-balance sheet events

Disclosure of related party relationship and transactions

Details of transfers or disposals of assets

Details of business combinations and demergers

Details of significant items in the accounting statements

Other disclosures that can help the readers understand the accounting statements

Content of the financial condition explanation memorandum

This is a management discussion the operations of the enterprise

similar to the Management

Hiitsiiog sad Iysis (MD&A) in results and distributions

the United States and the Operating

cash flows

and Financial Review (OFR) in the

United Kingdom. Analytical other items that can affect the financial position,
discussion is required about: operating results, and cash flows of the enterprise
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Chapter2 Assets Art.16

The book balance under this System refers to the actual amount of an account
without deductions of a provision made for the account (e.g., accumulated
depreciation, provisions for impairment of assets).

Article 16  Short-term investments are investments that can be readily
realizable and is intended to be held in for no more than one year, including
stocks, bonds and funds. Short-term investments should be accounted for
according to the following rules:

(1) Short-term investments should be recorded at their cost on acquisition. The

cost should be determined as follows:

a. the amount of a short-term investment acquired in cash is determined
according to the total amounts paid, including tax payments and handling
chavees. However, cash dividend that have been declared but not received
at'the time of acquisition, or interest on bonds due but not received should
be accounted for separately and is not included in the cost of the short-
term investment; Cash deposited in a securities company and not yet used
to acquire a short-term investment should be treated as other monetary
funds. When the cash is used to acquire any short-term investment, the
cost of the investment should be determined according to the amount
actually paid, or the amount actually paid less cash dividend that have
been declared but not received or interest on bonds due but not received;

b. the amount of a short-term investment made by investors should be
determined on the value agreed upon by all the investors concerned;

c. the amount of a short-term investment acquired in the form of non-cash
assets from a debtor in satisfaction of a debt or investment received by
surrendering the creditor’s claim should be determined according to the
carrying amount of the debt, plus any related tax payments. Where cash
dividend that have been declared but not received or interest on bonds due
but not received is included, the amount should be determined according
to the carrying amount of the debt, less the dividend or interest receivable
and plus any tax payments. Where boot is involved, the cost of the short-

term investment should be determined as follows:
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Chapter 2 Assets Art.22

amount of the assets surrendered plus any related tax payments. Where
boot is involved, the initial cost of the long-term equity investment should
be determined as follows:

(i) if boot is received, the amount of the long-term equity investment is
determined according to the carrying amount of the assets surrendered,
plus any gains that should be recognized and any related tax payments,
and less the boot;

(ii) if boot is paid, the amount of the long-term equity investment is
determined according to the carrying amount of the assets surrendered,
plus any related tax payments and the boot.

d. the initial cost of a long-term equity investment received in the form of
ad=iinistrative appropriations should be stated at carrying amount
recorded in the books of the entity that makes the administrative
appropriations.

(2) Long-term equity investments should be accounted for using the cost method
or the equity method as appropriate to the specific eircumstances of an
enterprise. The cost method should be used to account for long-term equity
investments when an investor does not have control, joint control or
significant influence over the investee enterprise; the equity method is used
for long-term equity investments when an investor can control, jointly
control or has significant influence over the investee enterprise. In general,
the equity method should be used, if the enterprise holds 20% or more of the
voting capital of the investee enterprise, or it holds less than 20% of the
voting capital of the investee enterprise but has significant influence over the’
investee enterprise.

The cost method should be used, if the enterprise holds less than 20% of the

voting capital of the investee enterprise, or it holds 20% or more of the

voting capital of the investee enterprise but dose not have significant
influence over the investee enterprise.

(3) When the cost method is adopted, the carrying amount of long-term equity
investments should generally remain unchanged, unless additional

investments are made, cash dividend or profit to be received is converted
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Chapter2 Assets Art.37

value and the depreciation method for a fixed asset should be filed with
interested parties and also kept by the enterprise for use by all investors. The
estimated useful life, net residual value and depreciation method of a fixed asset
that the enterprise has confirmed and decided to present to interested external
users or to place in the enterprise should not be changed arbitrarily. The change
and the reasons, if necessary, should be disclosed in the notes to financial
statements after approval is obtained through the above-mentioned procedures
before they are filed with interested parties.

An enterprise may choose one from several depreciation methods, such as the
straight-line method, the unit-of-production method, the sum-of-year’s-digits method
or the double-declining-balance method. Once chosen, the depreciation method
should pevbe changed arbitrarily from one period to another. A change and the
reason, if necessary, should be disclosed in the notes to financial statements.

Tt tiwe cost of a fixed asset is adjusted as a result of renewal or renovation, the
fixed asset should be depreciated based on the adjusted cost, the estimated
remaining useful life and net residual value by adopting an appropriate
depreciation method.

Used donated fixed assets should be depreciated based on the carrying amount
of the fixed assets, the estimated remaining useful life and estimated net residual
value, using an appropriate depreciation method.

An enterprise should adopt a depreciation policy for leased fixed assets identical
to that for depreciable fixed assets that are owned by the enterprise. If there is
reasonable certainty that the enterprise will obtain ownership of the leased fixed
asset by the end of the lease term, the leased fixed asset should be fully
depreciated over its remaining useful life. If there is no reasonable certainty that
the enterprise will obtain ownership of the leased fixed asset by the end of the
lease term, the leased fixed asset should be fully depreciated over the shorter of
the lease term or the remaining useful life.

Article 37 Fixed assets should be depreciated on a monthly basis from the
month following that in which the assets are used in operation. For fixed assets
that are no longer used in operation, depreciation on such assets should cease to
be made from the month following that in which the assets cease to be used.
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Chapter 3 Liabilities Ar.75

When it issues convertible bonds with redemption option, an enterprise should

calculate interest on the interest compensation payment likely to be paid at the
redemption date, namely, the difference between the interest payable at the date
when the agreed-upon redemption period expires and the interest payable
according to par interest of the bonds should be accrued and accounted for
following the rules governing the borrowing costs.

Article 75  An enterprise should record the fixed assets acquired under finance
lease at an amount equal to the lower of the carrying amount of the leased fixed
asset originally recorded in the books of the lessor and the present value of the
‘minimum lease payments, and recognize a long-term liability at an amount equal
to the minimum lease payments at the date of inception. The resultant difference

‘should be recognized as un-recognized finance charges.

Howeved, it-the proportion of the recorded amount of the leased fixed assets to the
total aimount of assets of the enterprise is equal to or below 30%, the enterprise
“may record the leased fixed assets and the long-term liability at an amount equal to
the minimum lease payments at the date of inception.

Article 76  An enterprise should record the special appropriations as special
payables. Upon completion of the special appropriations-related project, the
portion of the amount to be written off should be deducted from the special
payables and the remaining part be recorded as capital surplus.

Article 77 Borrowing costs are interest incurred by an enterprise in connection
with the borrowings, amortization of discounts or premiums relating to the
borrowings, ancillary costs, and exchange differences arising from foreign
currency borrowings. Ancillary costs incurred in connection with borrowings
include commission fees.

Other borrowing costs, except those incurred for special borrowing in respect of
the acquisition or construction of a fixed asset, should be charged directly as
financial expenses in the period in which they are incurred.

- A special borrowing under this System is the fund borrowed specifically for the

acquisition or construction of a fixed asset.

Borrowing costs incurred in connection with special borrowings used for the
acquisition or construction of a fixed asset should be accounted for as follows:
(1) Ancillary costs incurred in connection with the special borrowings:

China Accounting System for Business Enterprises 135




$OE FMAENE

EN+—F

(=) BHERAANRA, R TREEN

L. B B i 24 B A s 0 e BT A 1
R, ATRTHRE, REAEEERA, B EEER
BN ENTENES . ERARS, HATRRAR.

‘:
2. 4 EATUREEANETIERM AR, ERENARTRE
= w A E AR BB RFTEN R, ERBRFAR, Sk

504 | IR AMART &SR ARTIHENEROESBOER,

fER A AU,

#)\+—% l¥Ak () BFAFRLS, AR

O

(—) BFaEvE A, FEH NN, EXFUSSRE

Ry RER, BiCAK.

(=) plEEERFRSHERDEREAN, EXFILHRT
BT AN, SRR A Al BB TR B R, TERERRA A Il B,
Zic Ak

ol R TR R . R, UREEEREHR
MBS, TERRAK P B A Ik BA R B A R AR

Eﬁ%&ﬂ%%ﬁﬁ&ﬁ%.ﬁﬂ&%?ﬁi%%ﬁ%ﬁ%ﬂ%ﬁ
ﬁ.ﬁﬁtﬁﬁ%t%&ﬁﬁ,Eﬁi(ﬁﬁ$)ﬁ?%ﬁ%ﬁﬂ%ﬁ

REGEGICHPHENZILT.

Chapter 4 Owners’Equiy
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Art.81

(9) The capital stock of joint stock companies is accounted for as follows:

a The capital stock of a company should be acquired through issuance of
ghares according to the authorized total amount of capital stock and total
shares. The company should record capital stock received at the par value of
the shares. The portion of the proceeds from shares higher than the par value
should be treated as premium on stock and be recorded as capital surplus.

b. Overseas listed companies or domestic companies issuing shares
denominated in foreign currency should record capital stock received at an
authorized amount of the total shares, multiplying by the par value of the
shares stated in Renmibi. The difference between the amount restated into
Renminbi using the exchange rate ruling on the date when payment of
shares 15 received and the par value of the total shares stated in Renminbi
saould be treated as capital surplus,

fwnivie 81 The paid-in capital (or stock) of an enterprise should not be
’ﬂ zhanged arbitrarily unless otherwise stated in the following circumstances:
i;(i) An enterprise that meets relevant requirements and is approved by relevant

authorities to increase its capital should record an increase in the paid-in

capital (or stock) account when investors make additional contributions.

(2) An enterprise that is approved to reduce its capital through ledal procedures

should record a reduction in the paid-in capital (or stock) account when
investment is purchased back from the investors. An enterprise that reduces
its capital through repurchase of its own stocks should make the recording at
the time when it actually repurchase the stocks.

~ An enterprise should record in details the shares cancelled, and stock

purchased back, or a change in shares as a result of reduction in the
registered capital into the subsidiary accounts of the capital stock account
and related memorandum books.

‘When investors transfer their capital shares according to regulations or
contracts, the enterprise should record the amount surrendered by the
transferors to the transferees into the subsidiary accounts of the capital or
stock account and related memorandum books, after completion of
appropriate transfer formalities.
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Chapter 5 Revenue Art.96

a. if contract costs incurred that it is probable will be recoverable, contract
revenue should be recognized only to the extent of the recoverable
contract costs incurred, and contract costs should be charged as expenses
of the period in which they are incurred;

b. if contract costs incurred that it is probable will be recovered, contract
costs should be recognized as expenses of the current period immediately,
and contract revenue should not be recognized.

(4) Contract revenue and contract costs should be recognized when the
construction work is completed within an accounting year.

(5) When it is probable that estimated total contract costs will exceed estimated
total contract revenue, the expected loss should be recognized as current
expendes immediately.

Article 96 The stage of completion of a contract may be determined by: (1)
\Se proportion that contract costs incurred for work performed to date bear to the
estimated total contract costs, (2) the proportion that completed contract work
bear to the estimated total contract work, or (3) surveys of the work performed.

~ When the stage of completion is determined by reference to the proportion that

contract costs incurred for work performed to date bear to the estimated total
 contract costs, the contract costs incurred for work performed to date do not include:

(1) construction costs that relate to future activity on contract; and (2) payments
~made to subcontractors in advance of completion of the subcontract work.

_Article 97 A real estate development enterprise should recognize its revenue
_arising from the sale of self-developed commercial residential buildings
following the same rule as the sales of goods are recognized, or using the
- percentage of completion method as applied in the recognition of contract
‘revenue if development of the buildings meets the requirements of a

‘construction contract and the contract is irrevocable.

‘Article 98 Revenue should be stated in the income statement according to the
 Principle of Materiality.
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Chapter 7 Profit and Profit Distribution Art.110

Article 110 Net income earned for the year, plus the beginning balances of

andistributed profit (or minus non-recovered losses) and other transfer- ins
represent profit to be distributed. Profit to be distributed shall be allocated in the
following order:

(1) as appropriation of statutory surplus reserve; and

(2) as appropriation of statutory public welfare fund.

FIEs should appropriate from the net income the reserve fund, the enterprise
expansion fund and the employee welfare and bonus fund in accordance with
relevant laws or regulations.

Investment returned to investors by Sino-foreign cooperative enterprises in
Mw with relevant laws and regulations during the period of cooperation,
and profit\used to increase its working capital by State-owned industrial
enterpiises may also be deducted from profit available to be distributed.

Nicle 111 Profit to be distributed after deductions of statutory surplus reserve
and statutory public welfare fund represents profit to be distributed to investors.
Profit to be distributed to investors shall be allocated in the following order:

(1) as payment of preferred stock dividend, which is the cash dividend paid to
preferred stockholders by the enterprise according to the profit distribution
plan;

(2) as appropriation of discretionary surplus reserve by the enterprise in
accordance with laws or regulations;

(3) as payment of common stock dividend, which is the cash dividend paid to
common stockholders by the enterprise according to the profit distribution
plan. Profit distributed to investors should also be recorded under this item;
and

{4) common stock dividend converted into capital (or stock), which is the
convertion into capital (or stock) in the form of stock dividend distribution
by the enterprise according to the profit distribution plan. Profit converted
into capital should also be recorded under this item.

China Accounting System for Business Enterprises 187




F—EE+HAE $to8 EBFRARETE

() ZEEHBREIA. FREEARRSHEAREVHORKERR
HEER A

EE] 48 il A 24 LA BB S o ) 52 I 3 o T ST
EoVEEE ER (—) £ (=) BXER, SRELR () ZR—%
BEE AR SHERRMFERR BRERN, BOEARET,

E—EE+N\E EFEEFXROFERT, RBRGW8 eI,
A= EA TX S, WSS REMEFHEERLRE., 25,
BEEARA, A, EREA R, RUREELS. Frivke
B2 B A

E—EE+AE HEEVSEEFREXHHOFELT, SlNSE
SHRERE P RE LB L RANER, ZAXMEHLHER. ZE
BE WA XRHNSBSHE . REET A 8-S MR AL
ENEE (AEEELHENAARTEEEWAS ).

KT AE 5 B M4 BB LA B SRR T LA R, KA RRR
FRS, TSRS A ERER O T RS ISR,

E—ERTE FHXRBEIXHATERRE:
(—) EaHLiHREPHBAFESIF SR Ml SRR
Z IR 32 5 5

(=) E5aHLHRE—FARENELATSHRRPHERKT

25 o

- China Accounting System for Business Enterprises

Chapter 12 Related Party Relationships and Transactions Art.148

(5) other enterprises directly controlled by the principal individual investors, key
management personnel, or the close family members of such individuals.

gtate-controlled enterprises should not be regarded as related parties simply
pecause they are subject to control from the State. However, where relationships
referred to in the above Paragraphs (1) to (3) exist between these enterprises, or
where they are directly controlled by the same key management personnel or
their close family members in accordance with the above Paragraph 5, they
should be regarded as related parties.

Article 148  Where a control relationship exists between related parties which
are enterprises, these items should be disclosed in the notes to financial
statements, irrespective of whether there have been transactions between them
or not: the.type of business, the name, the legal representative and the place of
registration of the related enterprises and their registered capital and changes
f1erein; the main operations of the related enterprise(s), the proportion of shares
or equity interest held and changes therein.

Article 149  Where there have been transactions between an enterprise and its
related parties, the reporting enterprise should disclose the nature of the related
party relationships, the types of transactions and the essential elements of the
transactions in the notes to financial statements. The essential elements are
usually: (a) the amounts of the transactions, or the appropriate proportions; (b)
the amounts of outstanding items, or the appropriate proportions; and (c) pricing

policies (including those transactions where no amount or only nominal amounts

‘have been charged).

Related party transactions should be disclosed according to the related parties

and the types of the transactions involved; related party transactions of the same

type may be disclosed in aggregate when this does not affect the readers’ proper

understanding of the financial statements.

Article 150 No disclosure of related party transactions is required:

(1) in respect of intra-group transactions in the consolidated financial statements;

(2) in the parent financial statements included with the consolidated financial
statements.
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IV. Instructions on Compilation of Financial Statements

3 The “Notes receivable” item reflects notes receivable that are neither

collected nor discounted from the bank, including commercial acceptance
and bank acceptance bills of exchange. The item should be stated according
to the ending balance of the “Notes receivable” account. Notes receivable
discounted to bank and surrendered upon endorsement are not included in
this item. Discounted commercial acceptance bill of exchange should be
disclosed separately in the notes to financial statements.

(4) The “Dividend receivable” item reflects cash dividends receivable as a result
of equity investment. Profit receivable from other entities should also be
included in this item. The item should be stated according to the ending
balance of the “Dividend receivable™ account.

(5) The “Interest receivable” item reflects interest receivable as a result of a debt
inyesiment. Interest receivable on bonds that will be collected when the
ponds are mature and repaid should not be included in this item. The item
should be stated according to the ending balance of the “Interest receivable”
account.

(6) The “Accounts receivable” item reflects amounts collected from purchasing
entities as a result of the sale of goods and products and the rendering of
services, after deducting the provision for bad debts. The item should be
stated at an amount determined by the total ending debit balances of related
subsidiary accounts of the “Accounts receivable” account, after deducting
the ending balances of provision for bad debts on related accounts receivable
in the *Provision for bad debts” account.

If related subsidiary accounts of the “Accounts receivable™ account have
closing ending balances, they should be stated under the “Advances from
customers” item in the balance sheet.

(7) The “Other receivables™ item reflects amounts to be collected from and
provisional advances to other entities or individuals. The item should be
stated at an amount determined by the ending balance of the “Other
receivables” account after deducting the ending balances of provisions for
bad debts on related other receivables in the “Provision for bad debts™

account,
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IV. Instructions on Compilation of Financial Statements

' (5) The “Operating expenses” item reflects expenses incurred on the sale of

goods by an enterprise and expenses incurred for the purchasing of goods by
a commodity distribtion enterprise. The item should be stated by analyzing
the actual amounts of the “Operating expenses™ account.

(6) The “General and administrative expenses” item reflects general and
administrative expenses incurred by an enterprise. The item should be stated
by analyzing the actual amounts of the “General and administrative expense”
account.

(7) The “Financial expenses” item reflects financial expenses incurred by an
enterprise. The item should be stated by analyzing the actual amounts of the
“Financial.expenses” account.

(8) The “Iuvestment income” item reflects income earned from investments of
differsnt classes to other entities. The item should be stated by analyzing the
acwal amounts of the “Investment income” account. If investment losses are
incurred, it should be stated with a “~" sign under this item.

(9) The “Reventie from subsidies” item reflects revenue from various subsidies
acquired by and refund of VAT an enterprise. The item should be stated by
analyzing the actual amounts of the “Revenue from subsidies” account.

(10) The “Non-operating revenue” and the *Non-operating expenses” items
reflect all revenues and expenditures that do not relate directly to the
ordinary operating and production activities of an enterprise. The two items
should be stated by analyzing the actual amounts of the “Non-operating
revenue” and “Non-operating expenses” accounts respectively.

(11) The “Income before tax” item reflects pre-tax profit earned by an
enterprise. If losses before income tax are incurred, they should be stated
with a *“~" sign under this item.

(12) The “Income tax” item reflects income tax deducted from the profit or
losses of the current period in accordance with laws and regulations. The
item should be stated by analyzing the actual amounts of the “Income tax™
account.

(13) The “Net income” item reflects net profit realized by an enterprise. If net
losses are incurred, they should be stated with a “~" sign under this item.
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FIE Replies Appendix

2. Official Replies on Relevant Issues Concerning
Implementation of the Accounting
System for Business Enterprises
by Foreign Investment Enterprises

[CAI KUAI No.5 (2002)]
Promulgated by the Ministry of Finance on May 26, 2002

The Ministry of Finance (MOF) published the “Provisions on Implementing the
Accounting System for Business Enterprises by Foreign Investment Enterprises
(FIEs)” on Ng'ember 29, 2001 [CAI KUAI No.62 (2001)], which requires FIEs
implemexni the Accounting System for Business Enterprises as of January 1,
2002 MOF has recently received correspondences inquiring about issues
~ontermning implementation of the Accounting System for Business Enterprises
(hereinafter referred to as the “Accounting System”) by FIEs, and the following
are its replies:

Question 1: In implementation of the “Accounting System,” if an FIE accounts
for long-term equity investments using the cost method according to the
“Original Accounting Regulations”, but accounts for the investments using
the equity method as required by the “Accounting System,” should the FIE
apply the retrospective application when it changes the cost method to the
equity method?

Answer: If long-term equity investments-which are accounted for using the cost
method according to the “Original Accounting Regulations”-meet the
requirements of application of the equity method in accordance with the
“Accounting System”, they should be accounted for using the equity method
and appropriate adjustments should be made retrospectively as a change in
accounting policy. The retrospectively adjusted carrying amount should be
used as the initial cost of the investments when the equity method is applied,
and be used as the basis of calculating equity investment difference.
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Official Replies Il Appendix

Answer: Enterprises investing with non-monetary assets shall determine the initial
investment cost of long-term equity investment in accordance with the principle
of non-monetary transactions. Where the equity method is applied, the
difference between the initial investment cost of long-term equity investment
and owner’s equity in the investee entity shall be accounted for as follows:

If the initial investment cost of long-term equity investment is greater than the
owner's equity in the investee entity, the difference shall be debited to “long-
term equity investment - XX entity (equity investment difference)” and
credited to “long-term equity investment - XX entity (investment cost)”, and
amortized in the income statement in accordance with the prescribed period.
If the initial investment cost of long-term equity investment is less than the
owner(s vyuity in the investee entity, the difference shall be debited to “long-
term.équity investment - XX entity (investment cost)” item and credited to
“capital surplus - equity investment reserve”.

Enterprises investing with cash and applying the equity method shall account for
the difference between the initial investment cost of long-term investment and
owner’s equity in the investee entity in accordance with the aforesaid principle.
Accounting treatment for investments made before the promulgation of this
regulation shall not be adjusted retrospectively and the original accounting
policies shall apply to the balances until the amortisation is completed.
Enterprises shall account for new investments made subsequent to the

promulgation of this regulation in accordance with the aforesaid provision.

Question 12: What are the issues that enterprises should note for subsequent
expenditure relating to fixed assets upon their implementation of the
Accounting Standards for Business Enterprises - Fixed Assets?

Answer: The Accounting Standards for Business Enterprises - Fixed Assets
provides that where the subsequent expenditure on fixed assets will result in
expected future economic benefits in excess of those originally assessed, to
flow to the enterprise , for example to extend their useful life, improve the
quality of output substantially or reduce the costs of the output substantially,

China Accounting System for Business Enterprises 411




P R AERE (=)

. [ R RSEETYSE U SN TERERENS B
FEBNEFEZRIH—REEFHERE, WTETESHLEERS
B

% U RGEIETHS B UMS N TEREZEAN S BHERHN
EEZERTH—REEHEHIEE SN ST EEAE (MEBETH L
(U EEHEREFALSHTLAERNENNE) HER) (KL
(2001] 5%5) $f7. EBEME, LLEAELZYSEUNSNT
EAZEZEASFHFANEEERIN - REEEHERLFEHE
BEMfR, EHEAELSN, APk, KRBEEAE, tbE
SEILY B RS N TAEM R EZ BRI S BHFBOERZRIN
—RKEEFHERE, ERARBINFRIEREN, HE —-RE)R.
WHRZBERMERRAXBIEDERE. B, Sl RGaELEE
Vo> B URIZ I TSR EZEA L B HBHEEZRTH—RKKEE
BHMREE, 6 EFMERMENTS £ 898 S s e,
Ao, HRMEBE (2001) 395 XHMME, CUEERARBHR
EREF LKLY B RS I TR EZ S B 4 H AN RS
RILH—KEEFHERE, SBRFIEFEALARD FIEMGERN
HoIHER .

(—) MFRBMATHER LI —KEEFIERBEME RIFER
T B E OME bR B LA BLRT S P IBRAY, FEHHE Ry BE TS
BT, R MRS T ] B B AR SR o MM E 5 (A i B B RG 2ER EnBR
1 B ZAE AR HE BB — KA A SR B E LB T IS 8, IR
HPNAB T RESATHTEHBERTENMNERTER M, w4
FrigBi st .

e R SHHE

Official Replies Il Appendix

Question 7: How shall an enterprise make accounting treatment and tax adjustment
for the housing subsidy funds granted in a lump-sum as public welfare to the
elderly employees who came to work in the enterprise before the house-granting
as public welfare was disbanded but who do not have any houses?

Answer: An enterprise should follow the ‘Notification of Issuance of the
“Provisions on Accounting Treatment Involved in the Reform of Housing
System for Business Enterprises™ promulgated by the Ministry of Finance
[Cai Kuai No.5 (2001)] to account for the housing subsidy funds granted in a
lump-sum as public welfare to the elderly employees who came to work in
the enterprise before the house-granting as public welfare was disbanded but
who do ngi\have any houses. Under these Provisions, the housing subsidy
funds the enterprise grants do not have any effect on the income or losses for
the period in which the funds are granted and shall not be deducted in
cxlculating the income before tax. Under the provisions of tax law, if the
enterprise should grant the housing subsidy funds according to a provincial
criterion, the criterion should be set by the State and local taxation bureau at
the provincial level with reference to the criterion of other provinces and
relevant departments. Namely, the part of the housing subsidy funds that
comply with the national criterion may be deductible in calculating the
assessable income. In addition, as regulated by the Guo Shui Fa No.39
(2001) Document, an enterprise may deduct by installments the housing
subsidy funds granted based on the provincial government’s provisions
within a period of no less than 3 years upon review by the tax institute.

1. For the housing subsidy funds granted in a lump-sum to the elderly
without-a-house employees that is deductible based on the national
provisions from the assessable income in the period in which the funds are
granted under the tax law provisions, the enterprise should recognize the
income tax expense for the period based on income tax payable arrived at
using the assessable income (determined based the income before tax
calculated under the provisions of the Accounting System and accounting
standards after deduction of the housing subsidy funds granted based on

the national criterion) and the current tax rate.

China Accounting System for Business Enterprises 4mM

*



