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A few days ago the State Administration of Industry and Commerce (the SAIC)
announced the “Administrative Measure for the Registration of Capital Contribution
by Equity Stock” (the Administrative Measure) effective as from 1st March 2009. The
responsible official replied to questions raised by the media reporter on 2nd February
20009.
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Q: What positive role does the use of stock in capital injection/contribution have
played in promoting investment and the development of enterprises?
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A: Stock equity is an important property right. It is the legal right for the stock
contributor to participate in the major decision making of the Company to the extent
of the equity brought in, to receive returns on investment and transfer of the equity
interest in accordance with the law.

FVFBERE N LU B, 2 BENS 42 ROBUBLRE , TR B0m IR CAE S 2
NE TR S BACH R SIE, R B LA 2 A, R0 s
PENMIBRNE, fedbfet; Rl ARSI A, w RIAEYE RPN
JGUAT o AN 5 4 D R RN SBLBESE [ () AN b e 7%, D 4
MRt b 25, AT, §ORMUE, ORI S5 = (e BBt B
AT, A s Ty, SEAE TR E G .

The provision of capital contribution by equity stock can firstly enhance the
utilization of the assets as represented by the brought-in capital, increase the ways for
using stock capital, reduce the transaction costs in equity transfer, and motivate
investors. Secondly, it can facilitate the movement of capital to new market and
industry sectors, optimization of industrial structures, mergers, acquisitions and
economy of scale. Thirdly, it brings along more employment opportunity as a result of
more investment, eases the social pressure arising from unemployment and achieves



steady economic growth.
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To cope with the economic slowdown resulting from international financial
crises, maintain a steady development of the economy, the Central Committee of the
Chinese Communist Party and the PRC State Council formulate a number of
economic policies. Against such background, the SAIC studied certain proposed
policies, and among others, sped up the formulation of this Administrative Measure to
strengthen the role that the use of stock as capital contribution plays in promoting
more investment.
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Q: What are the legal bases for the Administrative Measure?
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A: The PRC Company Law provides that “stockholder can contribute capital by
cash, by tangible assets, intellectual property rights, land use rights, and non-monetary
assets that are valued in dollar terms and transferrable in accordance with the law”.
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The Regulation for the Registration of Companies” also provides that “where
stockholders inject the capital that does not take the form of cash, tangible assets, IP
rights, land use rights, and other properties, the SAIC and the relevant ministries
under the State Council have the authority to prescribe the registration procedure.
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The above legal authority specifies the legal rules for use of stock as capital
contribution, and delegates the authority to SAIC to formulate the administrative
measure for it.
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Q: What are the processes for making the legal rules for Administrative
Measures?

B LR R eI IR AL, AR 2006 SIS, BT 4n E A
SEAlbfE B VEOR WL FEPK. RS LR 2R AR TR LG T RS A HH ¥t
il nl, BRLY; 2008 FEHIEAL T LT INERS /N, ERRZ) TIMNERE



LA

A: At the end of 2006, the SAIC already approved the pilot scheme for the use of
equity stock in capital contribution in Shanghai, Jiangsu, Zhejiang, Chongqing,
Chengdu, Shandong and Guangdong. After obtaining experiences, the SAIC set up a
task force to kick start the drafting of the administrative measure.
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During the drafting process, the SAIC invited comments and gathered the
opinions from the ministries under the State Council, trade associations, experts, the
offices of the SAIC at the provincial level and below, and gather the public opinion
through the Internet. The administrative measures were announced a couple of days
ago after consultation and a series of revisions.
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Q: Are there any restrictions imposed on the use of equity stock in capital
contribution?
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A: According to the PRC Company Law, the property used for capital
contribution purpose should be valued in monetary terms and transferrable in
accordance with the law. The property used for capital contribution purpose should
have clear legal title, be free from encumbrances and transferrable in accordance with
the law. At the same time, some provisions are in place to enhance the operability and
guard against the risks involved.
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The following equity stocks are prohibited from being used in capital
contribution: stocks in the company the capital of which has not been fully paid up,
stocks that have been pledged, stocks that have been frozen under the law, stock in the
Company the article of association of which restricts any stock transfers, stock of the
company whose equity capital cannot be transferred in the absence of approval from
the administrative authority in accordance with the law or regulations and rules, and
the stocks that are banned from being transferred under the law or regulations and
decrees as promulgated by the State Council
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Q: Why is it that the administrative measure imposes a strict timeframe for the
stock capital contribution?
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A: The Administrative Measure provides that the promoters of the new company
must bring in the equity stock within one year and that the company should complete
the procedure for the registration of paid up capital. Where the Company increases the
registered capital, the investors should bring in the stock capital before the company
submits application to increase the amount of the registered capital.
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The administrative measure is stricter than general provisions under the PRC
Company Law. It is aimed at shortening the period in which the investors should have
a dual stockholder capacity both in the investing company and the invested company,
and reducing the risks and uncertainty during the period.
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Q: what documents are required for purposes of registration for stock capital
contribution?
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A: The Administrative Measure refers to the same documentation as is laid down
under the Regulation for the Administration of Company Registration.
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In addition, there may be many parties involved in stock capital contribution. It
is provided under the administrative measures that the investor should give a written
undertaking to contribute the stock capital and produce a copy of the business license
for the Company of which he is the stockholder.



