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|. EXECUTIVE SUMMARY

1. With the rapid development of the Mainland economy in recent years, a well-off society
is taking full shape and the process of modernisation is speeding up. Owing to arisein
the income levels of urban residents, the structure of their consumption has undergone
notable change, with the demand for housing, medical services, cultural activities and
recreational services gradually strengthening. The upgrading of their consumption
demand, together with the speeding up of urbanisation and gradual relaxation of rules
against market entry, have provided increasing opportunities for the development of
commercial and professional services such as advertising, legal, accounting, and led to
the creation of demand for new and better quality services. Statistics show that during
the past 25 years of reform, the value-added of China's services industries has been
growing at an annual rate of over 10% in real terms on average, faster than the 9.4%
average growth rate of real GDP. However, as most of the foreign investment in China
over this period concentrated on the manufacturing industries, the development of
services industries has been relatively slow. In recent years, the share of services sector
in China's GDP has lingered at around 33%, which not only lags far behind the world
average of 64%, but is aso lower than the average of 45% of the less developed
countries.

2. Compared with Shanghai, Guangdong and Beijing, the competitiveness of the services
industries in the eight Pan-PRD provinces/region falls into the second league, with a lot
of problems and restraints remaining to be resolved. First, the level of urbanisation of
the eight Pan-PRD provinces/region is significantly lower than the three places, which
limits the demand for services and therefore confines the scale of development of the
services sector. Secondly, the dominance of administrative control in some of the
services industries imposes numerous entry barriers, seriously hampering the balanced
development of the services industries. Thirdly, the underdevel oped market mechanism
of the services industries renders business operations rigid and the accountability of the
government unclear in managing the industries. These, in turn, cause disorderly
behaviour in market competition and low quality of service. The relatively lower
standard of the services industries in the eight Pan-PRD provincesregion creates
opportunities for foreign companies to enter and fill the gap. With the gradual lifting of
barriers to market entry following China's accession to the WTO, foreign investors will
speed up their entry into the Mainland’'s services sector, bringing with them capital,
technology, advanced management techniques and enhanced quality of services. These
will help promote the faster development and upgrading of services industries in the eight
Pan-PRD provinces/region.

3. With Chinas entry into the WTO, the country’s accounting services industry is
undergoing reforms towards internationalisation. Higher standard of requirements is

being set on Mainland's accounting staff as there is an urgent need to upgrade the quality
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of the country’s accounting professionals. In order to speed up the training of qualified
accounting staff, the Ministry of Finance has obtained approval from the State Council to
set up an accounting institute in Xiamen. This is China's third national accounting
ingtitute following Beijing and Shanghai. The establishment of a third nationa
accounting institute in Xiamen reflects the competitiveness of the city in training
accounting professionals. As a specia economic zone, Xiamen has portrayed an active
role in external trade and commerce. It aso boasts the presence of numerous foreign
and multinational companies, which could provide a convenient platform  for
international academic and commercial exchanges. Such an environment is conducive
to the local accounting industry in adopting international accounting practices. Given
the rapid rise in demand for accounting professionals in the Mainland, Hong Kong should
make use of its strengths in management techniques and service quality, and take
advantage of the preferential treatments under CEPA to cooperate with the accounting
enterprises in Xiamen and other Pan-PRD provinces/region to gain access to the
Mainland market as soon as possible.

4. Jiangxi isrich in cultural resources. With the annual turnover growing by over 20%, its
cultural industries have become a new economic growth engine of the province. The
Pan-PRD regional economic development framework has provided Jiangxi’s cultural
industries with a new platform for development. An important point for consideration is
how to make use of this platform to strengthen cultural cooperation between Jiangxi’s
cultural industries and their counterparts in the Pan-PRD, to optimise the allocation of
cultural resources, and to integrate them into the trend of globalisation to compete
internationally. The arts, publishing and broadcasting industries of Hong Kong and
Jiangxi each has its own edge and shortcomings. The two sides could consider active
participation in cultural festivals and arts performances hosted by each other, fostering
stronger cooperation in techniques, talents and resources, and complementing each
other’'s strengths.  The implementation of CEPA has given rise to opportunities for Hong
Kong and Jiangxi’s cultural industries to foster cooperation at different levels.

5. The unique geographica and ecological advantage of Hainan has spurred the
development of tourism real estate in the province. As a form of tourism real estate,
shared-ownership hotels have emerged rapidly in Hainan. A shared-ownership hotel isa
star-rated hotel constructed first by the developer who then sells the property rights of the
hotel roomstoinvestors. Theinvestors may occupy the rooms on holidays. During the
rest of the time, they would ask the hotel management to lease out the rooms for them to
earn some returns.  The emergence of shared-ownership hotels resolves two major issues
faced by out-of-town investors wishing to purchase a second residence in Hainan:
management of the property when the owner is away and realisation of investment returns.
The development of shared-ownership hotels would thus help Hainan achieve its goal of
becoming an important vacationing area in Asia and the top choice for second residence.
For investors of shared-ownership hotels, the most important thing is to have someone
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manage their properties and take care of the leasing out of the properties. Such
requirements have led to a rise in demand for real estate management services and
deserve the attention of Hong Kong businesses that are considering participating in the
real estate services market of the Pan-PRD.
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I[I. TOPICAL ANALYSIS
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Services | ndustriesin the Pan-PRD Still Need to be Developed?

With the rapid development of the Mainland economy in recent years, a well-off society
is taking shape and the process of modernisation is speeding up. Owing to a rise in the
income levels of urban residents, the structure of their consumption has undergone notable
changes, with the demand for housing, medical services, cultural activities and recreational
services gradually strengthening. The upgrading of their consumption demand, together
with the speeding up of urbanisation and gradual relaxation of rules against market entry,
have provided increasing opportunities for the development of commercial and professional
services such as advertising, legal, accounting, and led to the creation of demand for new and
better quality of services.

Statistics show that during the past 25 years of reform, the value-added of China's
services industries has been growing at an annual rate of over 10% in real terms on average,
faster than the 9.4% average growth rate of real GDP. However, as most of the foreign
investment in China over this period concentrated on the manufacturing industries, the
development of services industries has been relatively slow. In recent years, the share of
services sector in China's GDP has lingered at around 33%, which not only lags far behind
the world average of 64%, but is also lower than the average of 45% of the less devel oped
countries’.

Value-added Contribution of Selected Services Industries to GDP in the Eight Pan-PRD
Provinces/Region in 2003

Finance and Redl Scientific Research Education, Culture,
Share (%) and Polytechnic Arts, Radio and Film,
Insurance Estate . ..
Services and Television
Fujian 4.8 3.0 0.3 2.8
Jiangxi 2.9 49 0.3 2.8
Hunan 3.4 3.0 0.5 4.7
Hainan 5.6 19 0.3 2.9
Guangxi 2.1 3.0 04 35
Yunnan 35 3.7 0.5 3.8
Guizhou 3.1 2.9 0.4 4.1
Sichuan 4.2 34 0.6 3.2
Guangdong 31 54 0.3 19
National 3.6 3.7 0.5 3.0

Source: China Statistical Yearbook 2004.

! satistics quoted in this section are based on the broad meaning of the services industries, i.e., the tertiary sector.
However, this report mainly focuses on business services, professional services, and cultural and entertainment services.
A number of other sectors such as transportation, logistics, tourism and retailing have been dealt with in previous reports of
this consulting study, while banking, insurance and securities sectors will be tackled in future reports.

2 gatistics on share of services sector as a percentage of GDP are taken from the State Information Centre ( ).
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Overall competitiveness: strong in the east but weak in the west

To better understand the stage of development of the Mainland’s services industries, the
Competitiveness and Evaluation Research Centre of the Renmin University of China (

) developed a multi-level system of indicators to reflect the
competitiveness of services industries in the Mainland's 31 provinces, autonomous regions
and municipalities. The services industries in the 31 provinces/regions/municipalities are
assessed according to 23 indicators under five major factors (scale, composition,
development, innovativeness and management). The integrated competitiveness of each of
these factors is given a quantitative rating to represent a province's ranking in the country and
to highlight its strengths and weaknesses. This serves to lay down an objective foundation
for improving the competitiveness of services industries.

Overall Competitiveness Indicators of Services Industries

Factors Indicators

Scale Value-added and fixed capital investment of the tertiary industries; gross
volume of posta and telecommunication services, total retail sales of
consumer goods, and the overall scale of investment in rea estate
development and constructions.

Composition | The share of tertiary industries’ vaue-added, number of employees, and
fixed asset investment in GDP; the proportion of value-added from the
three sectors of finance and insurance, real estate, scientific research and
polytechnical services (also termed as emerging services) in services
industries; the proportion of employees in these three sectors to total
number of employeesin the tertiary industries.

Development | Growth in the value-added of the five sectors of transport, storage, post and
telecommunication; wholesale, retail, trade and catering; finance and
insurance; real estate; and scientific research and polytechnical services.

Innovativeness | Per capita value-added of the four sectors of emerging services industries,
finance and insurance, real estate, scientific research and polytechnical
Services.

Management | Per capita value-added of services industries, per capita value-added of
emerging services industries, capital-output ratio, average wage.

Source: Competitiveness and Evaluation Research Centre of the Renmin University of China

In September 2003, the results of the study revealed that Shanghai possessed the most
competitive services industries with a rating of 79.3, while Guizhou ranked the lowest with a
rating of only 29.3. According to the study, provinces'municipalities along the coast, like
Shanghai, Guangdong, Beljing, Jiangsu, Zhegjiang and Shangdong, constituted mainly the
“top league” in terms of the competitiveness of their services industries; their ratings ranged
between 60 and 80. In the “second league” were 11 provinces/regions/municipalities mainly
in the central region, like Fujian, Tianjin, Sichuan, Chongqing, Jiangxi, Anhui and Henan;
their ratings ranged from 40 to 60. In the “third league” were Heilongjiang, Yunnan,
Guangxi, Tibet, Jilin, Hainan, Shanxi, Inner Mongolia, Gansu, Qinghai, Shaanxi, Ningxia,
Xinjiang and Guizhou; the ratings of these 14 provinces/regions were below 40.
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Competitiveness Ratings of Services Industriesin the Eight Pan-PRD Provinces/Region

Fujian

Sichuan

. \ \

Hunan |
. \ \

Jiangxi |

Yunnan |

Guangyi | |

Hainan |

Guizhou |

Rating

Source: 2004 China Statistics Report 2(0 0 4 )

Generdly speaking, the levels of competitiveness among services industries in the
different provinces/region varied distinctly. The strongest ones were in the eastern region
while the weakest were in the western region. While the differences in the development
paces of services industriesin different provinces/regions were less evident, the gaps between
their scale and management standards were quite pronounced.

Numerousrestraints still need to be resolved

Results of the study show that the services industries of Fujian were overall most
competitive among the eight Pan-PRD provinces/region and were quite innovative. The
services industries of Sichuan were growing at the fastest pace and were overall quite
competitive. Although the services industries of Hainan were small in scale and their
overall competitiveness belonged to the “third league’, they were quite competitive in
composition. Guizhou, which had the least competitive services industries, was weak in
composition, innovativeness and management. The other 4 provinces/region of Hunan,
Jiangxi, Yunnan and Guangxi showed a more balanced development in their services
industries. Generally speaking, the competitiveness of the services industries in the eight
Pan-PRD provinces/region falls into the second league, with alot of problems and restraints
remaining to be resolved:

1. Constraintsin the scale of development and pace of growth

The development of services industries is closely linked to the process of urbanisation.
High population density, which is aresult of urbanisation, is an important prerequisite for the
steady growth of services industries. The migration of the rural population into the urban
districts causes changes in the lifestyles and ways of consumption, triggering changes in both
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the level and pattern of consumption.  Only with these changes can there be new demand for
consumption, which would in turn provide the services industries with a larger market and
more room for development.

In 2002, the non-agricultural population of the eight Pan-PRD provinces/region
accounted for only 20% of the total population, lower than the national average level of
29.7% and is far behind the 77.6% of Shanghai which enjoys the highest level of urbanisation
in the Mainland. To some extent, the urban population is overestimated owing to
adjustments in the designations of administrative regions in moves such as “upgrading of a
county to city status’* and “upgrading of a village to town status’ . If these adjustments
are taken into consideration, the actual proportion of non-agricultural population in these
eight provinces/region should be lower than 20%. Even when compared to the 39.1%
value-added contribution to GDP by their services industries, the level of urbanisation is still
significantly lower among the eight Pan-PRD provinces/region. This restrains the growth in
demand for services and confines the scale of development of the services sector.

2002 Proportion of Non-agricultural Population in the Eight Pan-PRD Provinces/Region

Fujian |

Hainan |

Jiangxi |

Hunan |

Guizhou |

Guangxi |

Yunnan |

Sichuan |

%

Source:  Yearbook of China's Population by Region and Cities 2003
2. Sub-optimal composition of the services industries and sub-standard management

As with the rest of China, the dominance of administrative control in some of the
services industries in the Pan-PRD region imposes numerous entry barriers, seriously
hampering the balanced development of the services industries. Currently, athough the
traditional services industries such as wholesale and retail, catering and road transportation in
the eight Pan-PRD provinces/region have undergone relatively high level of market-oriented

1 City in the concept of “upgrading a county to city status” refers to a county-level city; for the classification of
“county-level” administrative regions, please refer to “ Guizhou's Reform in Promoting Urban Planning Management
System” in Part |1 of this report covering the south-western provinces.

2 For the classification of “township-level” administrative regions, please refer to “Guizhou’s Reform in Promoting Urban
Planning Management System” in Part |1 of this report covering the south-western provinces.
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reform and rapid development, there are still many other sectors that lag behind in
market-oriented reform. The murky distinction between government administration and
enterprise management in many industries such as railway, aviation, health, education, culture,
etc. creates barriers to industry accession by other interested operators. Entry barriers are
extremely high in some emerging industries with high development potential such as
insurance, securities, telecommunications, information media, etc. These industries are
either still being monopolised or their operations are still subjected to restrictive controls.

2003 Breakdown of Value-added from Services Industries of the Eight Pan-PRD
Provinces/Region

Traditional
services
48%

Urban services
22%

Emerging
services
19%

Others
11%

 Traditional services refer to Transport, Storage, Post and Telecom Services, Wholesale, Retail
Trade and Catering.

® Emerging services refer to finance and insurance, real estate, scientific research and polytechnic
services.

¢ Urban services refer to social services, healthcare, sports and social welfare, education, culture,
arts, radio, and film and television.

Source: China Statistical Yearbook 2004

Apart from the above factors, under the influence of the traditional system of planned
economy, urban services industries tend to operate in the semblance of socia welfare and
communal systems. The prices set on products and services in commodity housing, health
care, entertainment and transportation are substantially lower than their actual worth, and the
level of commercialisation is low as well. Instead of being guided by market supply and
demand mechanisms, they are treated as part of the social welfare system, seriousy
hampering their development. It is also worth pointing out that most political organisations,
civic associations and enterprise units have established “small but comprehensive” systems of
production services and guarantees on basic standard of living. They are in fact services
industries in latency, and because they are available only to individua units or departments,
the rates of their utilisation are low, causing serious wastage in economic resources and
impeding the commercialisation of urban servicesindustries.

-14-
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Owing to insufficient market drivers, market-based allocation of resources is not fully
exercised in the eight Pan-PRD provinces/region. The underdeveloped market mechanism
of the services industries renders business operations rigid and the accountability of the
government unclear in managing the industries. These, in turn, cause disorderly behaviour
in market competition and low quality of service.

Opening up of market promotes upgrading of servicesindustries

The relatively low standard of the services industries in the eight Pan-PRD
provinces/region creates opportunities for foreign companies to enter and fill the gap. With
the gradua lifting of barriers to market entry following China's accession to the WTO,
foreign investors will speed up their entry into the Mainland’s services sectors, bringing with
them capital, technology, advanced management techniques and enhanced quality of services.
These will help promote faster development and upgrading of services industries in the eight
Pan-PRD provinces/region. Looking ahead, the utilisation of foreign direct investment in
the tertiary industries of the eight Pan-PRD provinces is expected to increase at a faster pace,
and investment into the services industries by foreign investors would gradually account for a
higher percentage of total foreign investment.
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Xiamen Sepsup Training of Qualified Accounting Professionals

After the issuance of the “Accounting Law of the People’s Republic of China” (second
revision) in 1999, government officials and departments at al levels have begun to give more
importance to accountancy. The development of accounting services industry has begun to
strengthen and gradually develop its own standard of operation. However, having
experienced a long history of planned economy, the overall quality of accountants remains
low. While the number of bookkeepers is in surplus, the supply of more experienced
financial management professionals is insufficient. Former Party Chairman, Mr. Jiang
Zemin, had once commented that if only the Mainland had 300,000 qualified certified public
accountants (CPAs), then the economy will be in a totally different situation. According to
the statistics of the Chinese Institute of Certified Public Accountants ( ,
CICPA), there are currently 135,000 CPAs in China, with only 65,000 in service. Thisis
still far from the target of having 300,000 CPASs.

The Accounting Law of the People's Republic of China

The law was first issued on January 1, 1985, revised for the first time on December 29,
1993 and for the second time on October 31, 1999. The main purpose of the second
revision was to stress the responsibilities of unit chiefs to ensure the authenticity and
integrity of accounting work and data. It has also strengthened the monitoring of the
accounting system within the organisation, and supervision by relevant social and state
organisations.  With the second revision, harsher penalties on violation of accounting
rules have also been imposed.

I mproving continued education

In order to speed up the training of qualified accounting staff to meet the challenges
ushered in with China's entry to the WTO, the Ministry of Finance has obtained approval
from the State Council to set up an accounting institute in Xiamen. This is China’s third
national accounting ingtitute following Beijing and Shanghai. Located in southern section
of Huandao Road ( ) and covering an area of 500 mu (Chinese unit of area
equivalent to 1/15 of a hectare), the Xiamen National Accounting Institute ( )
is able to accommodate 1,000 persons for on-campus learning and training. The institute
was established and the construction started in October 2002. After the construction
completed in September 2004, the institute was inaugurated on November 8, marking the
completion of the “three carriages ( )” system of continued education for accountants
and auditorsin the Mainland.

The establishment of a third national accounting ingtitute in Xiamen reflects the
competitiveness of the city in training accounting professionals. As a special economic
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zone, Xiamen has portrayed an active role in external trade and commerce. It also boasts
the presence of numerous foreign and multinational companies, which could provide a
convenient platform for international academic and commercial exchanges. Such an
environment is conducive to the local accounting industry in adopting international
accounting practices. Meanwhile, Xiamen University is aso offering courses on the
country’s five key subjects of accountancy, public finance, finance, statistics and economics.
Its School of Management, College of Economics and School of Law possess solid teaching
resources which boosted Xiamen's academic position and supported its application for
hosting the third national accounting institute in the country.

Being the only national accounting institute in the Pan-PRD region, the Xiamen
National Accounting Institute mainly targets to educate employees of small- and
medium-sized enterprises in Guangzhou, Hong Kong, Macao, Taiwan and the western region
of China. The contents of training courses offered in the institute revolve around the CPA
curriculum. Backed by Xiamen University, the institute actively cooperates with leading
accounting firms overseas, provides diversified training methods and teaches subjects in
financial accounting in order to train up a group of senior accounting professionals. It is
also the base of continued education for CPAS, finance managers, enterprise executives and
government officials in economics and management, offering them all-round vocational
training. Since its establishment in 2002, the institute has been offering courses while
construction was still underway. So far, it has completed 39 different training courses and
provided training to over 6,000 persons.

The Xiamen National Accounting Institute will launch degree courses on top of the
vocational ones when conditions allow. Towards achieving this goal, Xiamen University is
supporting the Xiamen National Accounting Institute in the latter’s application to offer master
degree courses similar to the two other national accounting institutes. Early in 2001, the
Shanghai National Accounting Institute and the Chinese University of Hong Kong jointly
launched a course entitled Executive Master of Professional Accountancy Programme
(EMPACcc), aiming to train top-calibre Chinese financial managers. So far, 56 students have
already graduated from the two-year course. These graduates were awarded the master
degree by the Chinese University of Hong Kong and the CFO Qualifying Certificate by the
Shanghai National Accounting Institute. They congtitute the first batch of on-job accounting
experts with professional master degree in accounting.

L earning from over seas counter parts
Besides launching high-end institutions such as the Xiamen National Accounting
Institute to provide continuing education, another key to enhance the quality of the Mainland

accounting team is to draw experience from their overseas counterparts. Since 1981, China
has been gradually opening up the accounting sector with measures such as. allowing
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foreign accounting firms to set up representative offices ( ) or member offices ( )
and apply for licenses for short-term operation in the Mainland; allowing foreign citizens and
residents of Hong Kong, Macao and Taiwan to take the National Examination of Certified
Public Accountant, and those who pass the exams to apply for membership of the CICPA.
Currently, there are 7 Sino-foreign cooperative accounting firms, as well as 27 member
offices, 7 contact offices® ( ) and 20 representative offices of international accounting
firms. The 4 global leading accounting firms. KPMG Ernst and Young,
PricewaterhouseCoopers, and Deloitte and Touche have already commenced their operations
in the Mainland. Some international companies of smaller scale and many small- and
medium-sized firms are also gradually entering the China market. Meanwhile, with the
opening up of CPA examination to foreigners, the CICPA has already accepted 364 overseas
non-practicing members and approved 32 overseas practicing members.

Since China's accession into the WTO, more and more overseas accounting firms have
entered the Mainland, bringing with them advanced accounting methods and techniques.
The domestic accounting industry can draw lessons from their management capability and
service quality to upgrade their own operations. Local accounting firms are at present
strengthening cooperation with foreign accounting firms to study the modes of operation and
the methods of training their staff. Domestic accounting firms by their own are unable to
take up projects that involve international investors such as the asset reconstruction and
mergers of large state-owned enterprises, the shareholding system reform of the big four
state-owned banks, the overseas listing of state-owned enterprises and the disposal of
non-performing assets, etc. Cooperating with foreign-funded accounting firms in such
projects will greatly enhance the international and professional experience of Mainland
accountants.

Taking Fujian as an example, in order to draw experience from overseas accounting
industry and to promote the development of CPAS, the Fujian Association of Certified Public
Accountants and Hong Kong Institute of Certified Public Accountants jointly held a
conference entitled Fujian-Hong Kong Accountants Forum in Fuzhou at the end of June
2004. Its participants included officials from the State Administration of Taxation and local
bureaus of finance and taxation, as well as over 20 partners and CPA representatives from the
accounting firms in Hong Kong and Fuzhou. Issues such as how to strengthen cooperation
between the accounting firms of Fujian and Hong Kong in business promotion were
discussed. The forum concluded that strengthening the two sides cooperation in the areas
of business promotion will facilitate exchange of experience and talents, enhance
complementarities, and promote the development of advanced marketing concepts and modes

! Member offices observe the same standards of operation and quality control as the Head Office. They are associated
organisations but shoulder business risks independently.

2 Contact offices are organisations jointly established by local and international accounting firms. Both sides regard this
platform as an opportunity to enhance mutual understanding. In accordance with their own development strategies,
partners are selected in a process involving exchanges between senior managers of both sides, hosting of professional
training programmes, and providing mutually beneficial and remunerated services. In jointly-hosted field studies, both
sides exchange information about their operating scale, personnel organisation and quality of staff, specialised areas of
operation, intentions of partnership, etc. to facilitate their selection of appropriate partners.
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of operation for the better development of CPA businesses in both sides.

In October of the same year, a Fujian-Taiwan Accountants Seminar co-organized by the
Fujian Association of Certified Public Accountants, Taiwan Institute of Public Accountants
and Kaohsiong Institute of Public Accountants was held in the Taimushan scenic area of
Fuding City ( ). Over 50 participants attended this seminar, including
representatives from the three Taiwan-based accounting bodies, the CICPA, Taiwan Affairs
Office of Fujian Provincial People’'s Government, provincial finance and taxation bureaus
and higher education ingtitutes, as well as CPA representatives. Topics on tax reform,
risk-oriented auditing, organisation of accounting firms and development of the accounting
services in larger scales were well discussed in the conference. To date, the two sides of
Taiwan Strait have successfully held eight such seminars.  These activities not only promote
the exchange and cooperation between accountants of Fujian and Taiwan, but also positively
spur the economic development of both sides, enabling it to become a major window for
economic and cultural exchanges across the Taiwan Strait.

Enormous potentialsin the Mainland accounting services mar ket

With China's accession to the WTO, the influx of numerous large foreign companies
from different industries and the increasing tendency for more and more local enterprises to
adopt the shareholding system would follow. Under such a situation, the demand for
accounting services is no longer limited to auditing and information services, but extends to
the higher-level management consultation services involving activities of asset reconstruction,
public listing, investment and financial decision making, risk management and forecasting.
These have driven an upgrade in the demand for higher quality and more extensive services
to be provided by CPAs.

Given the rapid rise in demand for accounting professionals in the Mainland, Hong
Kong should make use of its strengths in management techniques and service quality, and
take advantage of the preferential treatments under CEPA to cooperate with the accounting
enterprises in Xiamen and other Pan-PRD provinces/region to gain access to the Mainland
market as soon as possible. CEPA alows Hong Kong accounting firms to extend the
validity of their Mainland business permits from half year to one year, bringing sizable
benefits to Hong Kong's accounting industry.  Previously, Hong Kong accountants often run
short of time when providing services in the Mainland because the lead-time for accounting
clearance alone of Hong Kong enterprises is usually three months and their business permits
were valid only for a period of six months. Extending the validity of their business permits
resolves this problem. In the first three months of CEPA implementation on January 1, 2004,
the Ministry of Finance issued a total of 34 temporary business permits for Hong Kong
accounting firms.
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Pan-PRD Regional Cooperation Spursthe Development of Jiangxi’s
Cultural Industries

Jiangxi possesses rich cultural resources, including its unique “red cultural resources’,
extensive “green natural resources’, and vibrant historical mementos. The province also
boasts of rich cultural features in farming and ceramics, and distinct ethnic and regional
colours, such as Yuzhang Culture of Nanchang ( ,)Kegjia Culture of Gangnan (

, Luling Culture of Ji’an ( ,)Linchuan Culture of Fuzhou ( )
all of which are key components of Jiangxi’s cultural resources. With the annual turnover
growing by over 20%, Jiangxi’'s cultural industries have become a new economic growth
engine of the province. By the end of the Tenth Five-Year Plan period, the annual turnover
would rise to Rmb900 million from Rmb370 million in 2000. The number of employeesin
the industry would also rise to 100,000, compared to 46,000 in 2000. As at the end of 2003,
the province had 76 diversified performing arts groups, 113 cultural centres and art centres,
83 museums and 104 public libraries.

Cultural Industries

In a narrow sense, cultural industries refer to “culture” in the concept of “science,
education, culture and public health”. They include the industries of culture and arts
(publishing, cultural relic protection, libraries, archive libraries, mass culture, news,
arts, culture and arts agencies and other forms of culture and arts), as well as
broadcasting, television and filming. In other words, they could be caled “culture,
broadcasting and televison industries’. In a broader sense, the definition
encompasses education. They could then be called “culture, education, broadcasting
and television industries’.

Launching four major cultural construction projects

Jiangxi launched four major cultural projects in 2004. These are in accordance with
the overall development goal of the cultural industries which is to “establish an operational
framework that accommodates the socialist market economy system, in which market
adjustments are guided by the government while enterprises are guided by the market”. The
projects played an important role in promoting the development of cultural industries in
Jiangxi:

1. The project of “Novelty stage performing arts’: In 2004, a tota of 1,100 new
repertoires were staged in various parts of the province, an increase of 52% over the
previous year. Of these repertoires, “The Soul of Ceramics’ ( ), which won the
Wenhua Prize ( ) in China's Seventh Arts Festival, was selected as a candidate for
the first phase of the project. It was aso invited to perform during the Sixth Shanghai
International Arts Festival in mid-October in 2004.
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2. The project of “Well-off culture’: During the past year, Jiangxi has strengthened the
construction of cultural infrastructure and incorporated the construction of cultural
facilities such as arts centres, cultural centres, libraries, and cultura stations into the
overall planning of urban and rural construction. At present, 1,508 rural and township
cultural stations have been established. In 2004, afunding of about Rmb10 million was
alocated for the construction of 24 county-level libraries, 9 of which have aready
compl eted.

3. The project of “National and ethnic culture protection”: After a year of preparatory
work, Jiangxi has identified 71 endangered nationa and ethnic cultural items for
protection. The items identified are distinct and of great historical value. A system of
cataloguing and protecting these resources will thus be set up to facilitate the promotion
of Jiangxi’s national and folk culture.

4. The project of “Sharing of cultural resources information”: Using modern information
technology, information related to Jiangxi’s cultural resources will be converted and
stored in digital format so that they can be more conveniently shared with the public via
Internet. This will serve as a brand-new channel of cultural promotion, which
transcends time and spatial restrictions. The project will enable promotion of cultural
resources to exert stronger marketing impact and help the less developed areas overcome
the problem of insufficient information.

Achieving optimal allocation of cultural resourcesin theregion

The Pan-PRD regional economic development framework has provided Jiangxi’'s
cultural industries with a new platform for development. An important point for
consideration is how to make use of this platform to strengthen cultural cooperation between
Jiangxi’s cultural industries and their counterparts in the Pan-PRD, to optimise the allocation
of cultural resources, and to enhance the development of Jiangxi’s cultural industries. The
allocation of cultural resources in the region should mainly hinge on the market mechanism,
aim at maximising the benefits to all Pan-PRD constituents, establish multi-level systems of
coordination, and promote various forms of cooperation. Concrete work to be done includes
the following:

1. Establish a genera development strategy for the cultural industries of specific
provinces/region. To do this, it is necessary to determine the industries for priority
development in each of the regions so that medium and long-term plans can be
formulated for developing the respective cultural industries.  According to the
“2003-2010 Cultural Industries Development Plan of Jiangxi”, the province has identified
the following key sectors for development: performing arts, skills and talent training,
arts exhibition, cultural information, cultural entertainment, audio-video and film
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exhibition, and cultural tourism.

2. Explore various areas and channels of cooperation. Currently, Jiangxi can be involved
in cooperative ventures with other Pan-PRD constituents in the following aspects:
manufacturing art products and their extended products; sponsoring cultural festivals and
arts performing activities; participating in a variety of festivals and activities hosted by
other areas;, participating in international competition; fostering cooperation and
exchanges in cultural resources information; nurturing and training talents in art
businesses. Intalent-training, Jangxi can leverage on the experiences and advantages of
Hong Kong and Macao to help train and cultivate the talents required by its cultural
industries.

3. Lay down the rules and regulations for regional cultural development that should be
abided by all parties. It is necessary to develop an environment that fosters fair
competition and good market order. Standardised rules should be set on market entry,
taxation and operations, and be applied to all operational entities in the market. The
development of a platform for comprehensive and multi-level exchange and cooperation
between governments, enterprisess and individuals should be promoted, the
standardisation and coordination of cultural policies should be enforced, and market
barriers should be eliminated. Efforts should also be made to explore an appropriate
system to manage and operate the Pan-PRD region’s unified cultural products market.

4. Build an efficient cultural factors market. The prosperity of the cultural market relies on
various elements including capital, technology, equipment, labour force and various
cultural resources with intellectual property rights, such as scripts, creative ideas,
repertoires, brands, trademarks, etc. By operating these factors efficiently, a large
number of cultural enterprises will be attracted to settle in Jiangxi, making Jiangxi an
important base for the country’s cultural manufacturing and services industries, as well as
the hub of cultural business opportunities and pivot for the allocation of culture resources.

Participating in Globalisation and I nter national Competition

In the long term, Jiangxi’s cultural industries should participate in globalisation and
international competition while strengthening Pan-PRD regional cooperation. According to
relevant agreements on China's accession to WTO, local cultura markets will be further
opened up to the foreign enterprises. With increasing market competition, the mindset of
the cultural workers in Jiangxi needs to change.  Meanwhile, the cultural industries also
need reform and innovation in management philosophy, and the management strength needs
enhancement. Concrete tasks include:

1. Integration of culture and market. By distinguishing the “non-profit-making” cultural
industry from the “profit-making” cultural industries, and the “social-oriented” cultural
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industries from the “commercia-oriented” cultural industries, the government can
concentrate the use of its limited funding in “non-profit-making” cultural industries to
generate more socia benefits. For the “profit-making” cultural industries, property
rights transfer and organisational restructure should be pursued. In providing policy
support, the government should also direct enterprises to become independent operators
in the market, to expand throughout China and even consider taking part in the global
market to complement China's devel opment as a member of the WTO.

2. Strengthen the horizontal integration of various cultural industries. It is necessary to
form a cultural industry chain which can generate market demand while at the same time
has good cultural content. The cultural enterprises along the chain could then enjoy
economies of scale. Information technologies should be used to transform the mode of
operation of traditional cultural industries and create a number of specialty brands for a
diversity of cultura products, while advanced technol ogies should be used to promote the
development of the cultural sector throughout China.

3. Strengthen the legal framework. Laws and regulations should be enacted and refined
throughout the country to protect the cultural environment, fight piracy and smuggling,
and maximise the functions of the market mechanism. At present, China has unveiled a
series of laws such as “Copyright Law”, “Act of Audio-video Product Administration”
and “Film Administration Ordinance’, etc.  These rules should be further refined in
accordance with the WTO requirements and in accordance with the actual situation of the
Mainland, so that the cultural industries can operate in a more orderly market
environment.

The arts, publishing and broadcasting industries of Hong Kong and Jiangxi each has its
own edge and shortcomings. The two sides could consider active participation in cultural
festivals and arts performances hosted by each other, to foster stronger cooperation in
techniques, talents and resources, and to complement each other. The implementation of
CEPA has given rise to opportunities for Hong Kong and Jiangxi’s cultural industries to foster
cooperation at different levels.
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Hunan to Srengthen the Credibility of itsL awyers

Although the development of legal servicesin the Mainland started relatively late, it has
improved a lot in the past 25 years of development in terms of both the quantity and quality
of legal professionals. Starting from scratch, the country has now over 11,000 law firmsin
the Mainland, with over 102,000 licensed lawyers. Chinese lawyers have played an active
role in the economic development and liberalisation of the Mainland. With the Mainland’s
services industries further opened up after China's accession to the WTO, a large number of
foreign lawyers will flood into the Mainland's legal service market. Compared with their
foreign counterparts, local lawyers still have alot of improvement to make in their standards.
Whether it be the government legislature, professional associations or the entire league of
lawyers, the awareness of the importance of professional ethics still needs to be enhanced.

China’s Commitment to Open up the Legal Services Industry after Entering the
WTO

China committed that one year after its entry to the WTO (i.e. beginning in 2003),
it would remove the restrictions imposed on foreign law firms. These
restrictions include confining the establishment of foreign legal representative
offices to only 19 pilot-test cities such as Beijing, Shanghai and Guangzhou, and
the stipulation that each law firm can only set up one representative office in the
Mainland. However, under the current laws, non-Chinese citizens are still unable
to participate in the national judicial examinations of China. This makes it
impossible for foreign lawyers to gain Mainland qualifications, let alone to
become licensed lawyers in China. A foreign law firm is only allowed to run
business in the form of a representative office, and is forbidden to engage in
litigation cases. At present, a total of 56 representative offices of over 100
foreign law firms (including 47 from Hong Kong) have been set up in 11 cities
across the Mainland, and another two have gained permission to carry out joint
operation. These foreign law firms generally focus on economically developed
cities such as Beljing, Shanghai and Guangzhou, where foreign economic
activities are plenty.

Illegal practiceiswidespread

Increasingly conscious about protecting their legal rights, Mainland enterprises and
residents have developed more frequent and closer contacts with lawyers. Although the
number of lawyers has been increasing quite rapidly, they are still unable to satisfy the
growing demand for legal services. Tempted by the lucrative returns and loopholes in
regulatory supervision, illegal practice and “pseudo-lawyers’ have emerged. Some of the
legal service agencies are not properly set up, have no proper licenses and often operate
beyond regulatory bounds. Many of them are impostors who are either unemployed or have
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retired from their positions in various government judicial departments. Without any lega
gualification or license, they merely set up front offices, label their offices as either “legal
practitioners’ or “legal service providers’, and charge their clients for services rendered
under the title of alawyer.

In March 2003, the authorities of Anhua County ( ), Yiyang City ( ) of Hunan
conducted a thorough investigation on the proliferation of “pseudo-lawyers’ in the county
area. It was unveiled that 573 attorneys and legal representatives had participated in 2,393
cases handled by the county courts and other tribunals in Dongping (), Meicheng ()
and Lengshi () from 2000 to 2001. Of the attorneys and legal representatives involved,
473 or 82.5% of them were “pseudo-lawyers’ that had no formal qualifications or licenses.
They were involved in 1,278 or 53.4% of the total number of cases. They rendered
poor-quality legal services. For the sake of money, they often resorted to foul practices such
as intimidating witnesses to provide false testimonies and defaming lawyers of the opposing
party. Some “pseudo-lawyers’ even disappeared after cheating their clients. These
“pseudo-lawyers’ are a grave insult to the local legal profession. They destroyed the order
of normal operations of the legal services market and damaged the image and reputation of
lawyersin Hunan.

In order to crack down the illegal practices of “pseudo-lawyers’, on July 11, 2003, the
judicial departments of Hunan and Changsha jointly authorised the Changsha 12348 Legal
Services Coordination and Control Centre ( 12348 ) to launch an aert
system. The system hosts an electronic profile and manages the relevant data on all lega
services agencies and providers in Changsha. By visiting the 12348 website at
www.cs12348.com, residents can get access to comprehensive and detailed information of
legal services agencies and providers by simply inputting a name, address, or a license
number. If the enquiry returns with a response saying that “the entity you inquired has
either failed the licensure examination or have not obtained proper registration from the
provincial and municipal judicial authorities’, it means that that entity is not authorised to
render legal services for clients, and is not supposed to be related to any litigation agencies or
to act as lawyer on their behaf. Illegal practitioners would be severely punished in
accordance with laws and regulations.

Some lawyer s are found to have poor professional conducts

Apart from illegal practices, Hunan is also coping with poor professional conducts of
some of its lawyers. These lawyers do not take their clients' cases serioudly, perform
insufficient analysis and investigation on the cases, and do not perform the necessary
preparation before attending court trials. Because of their poor performance, lawsuits are
lost and their clients are prone to unnecessary risks and losses. Some of them fabricate
various pretexts and charge excessive fees.  They levy surcharges on so-called entertainment,
gift giving, communication, and purchase of goods. They issue receipts or handwritten

-25-



Socio-Economic-Political Trends in Pan-Pearl River Delta Region Fujian, Jiangxi, Hunan, Hainan (5" Monthly Report)

notes when payment is received, but do not issue formal invoices. At times, they refuse to
perform their duties even after receiving payment. They make irresponsible commitments
to their clients such as pledges to win the lawsuit, bail out the detainees and make the court
dismiss the charges, etc. They may launch misleading advertisements to cheat clients, or
defame other lawyers. For the sake of winning lawsuits, they may knowingly break the
laws with moves such as bribing judicial functionaries by buying them drinks, inviting them
to gambling games and other foul conducts, establishing illegal connections and asking their
clients to provide false evidences. These conducts not only derail the interests of the
litigants, but also tarnish the reputation of legal practitioners in general, creating vicious
social impact. It is, therefore, of utmost importance to enhance the credibility of the
province's legal practitioners.

Establishing feasible standard of legal practices

In order to enhance the lawyers credibility, improve the genera image of the legal
profession, ensure afaithful legal service, and enable the legal profession to provide excellent
and efficient support to the economy’s development, Hunan's Department of Justice followed
the general guidelines of the State Ministry of Justice and demanded that all the judicial
authorities and professional law associations should speed up the establishment of a
mechanism to safeguard lawyers' credibility. Asfor the self-discipline of law firms, a set of
feasible standard of practice is being established to ensure the credibility of lawyers. To
achieve this, the following tasks need to be undertaken.

1. Standardising authorisation contracts

It is necessary to ater the current practice of using over-simplified and generic
authorisation contracts and introduce tailor-made contracts for different litigants, drafted case
by case. This way, the obligations of the lawyers will be clearly specified in the contracts,
enhancing their accountability to their clients.  Situations such as levying excessive charges
and negligence of duties can also be avoided.

2. Formulating a Vetting Mechanism on Conflict of Interest

Based on its own situation, each law firm should formulate its own vetting mechanism
to avoid both direct and indirect conflicts of interests between the law firm or its lawyers and
itsclients. An agency can only be authorized if there is no conflict of interest. Thiswould
safeguard the interest of litigants and prevent any losses that may arise under such a situation.

3. Promoting a system for tracking and collecting feedbacks on the quality of service

After the authorisation contract is executed, the law firm should issue a Service
Supervision Card to alow the litigants to closely supervise the lawyer’s quality of service.
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The “one card for one case” system should be strictly implemented. Upon completion of the
case, the Card should be returned to the issuing law firm and be kept on file with the case
profiles.

4. Implementing the systems of liability compensation and operating insurances

Should the litigants incur any losses due to the lawyer’s malpractice or negligence, the
lawyer should be liable to compensate the litigant. This would provide effective protection
of the legal interests of the clients and strengthen the socia accountability of the profession.
Meanwhile, in order to minimise the lawyer’s compensation risks, an operating insurance
system should be established to legally shift the risks to the insurers.

Enhancing supervision by administrative bodies

The external monitoring of the legal profession’s discipline and credibility relies mainly
on supervision by administrative bodies (including judicial authorities and associations of
lawyers), complaints filed by litigants and supervision by the society. The relevant
authorities should formulate a set of rules and regulations to ensure the faithful
implementation of the credibility mechanism. Firstly, the relevant authorities should collect
records on the credibility of lawyers and law firms for public reference. Secondly, the
authorities should set up an information disclosure system, listing out the cases that derail the
credibility of the profession and publicising them, leaving no room for unprofessional
practitioners to survive in the industry.  Thirdly, the authorities should enhance its system of
reward and punishment. Giving due recognition to law firms with good credibility and
penalising those adopting foul practices, and revealing these to the public would generate
effective social impact on the profession. Lastly, the authorities should step up efforts in
handling the complaints filed by the litigants and the public, and ensure that each complaint
will be dealt with satisfactorily.

In conclusion, credibility is acrucial factor to the sustainable development of the legal
services industry. With the collective efforts of lawyers, the public and relevant authorities,
Hunan's legal services industry is expected to improve its credibility and adopt higher ethical
standards in the near future. As China has aready gained entry into the WTO, raising the
consciousness of legal professionals in complying with appropriate practices, and
strengthening their recognition of the importance of building a credible reputation are urgent
tasks at hand that still have along way to go.
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Hainan’s Tourism Real Estate Services Have Great Potential to Develop

As one of Hainan's pillar industries, the real estate sector witnessed a dramatic growth
in 2004. Throughout the year, real estate investment increased by over 50%, despite the
macroeconomic control policies implemented by the Central Government since June. In
2004, investment in real estate amounted to atotal of Rmb5.599 hillion, up by 52.9% over the
previous year. Of this sum, Rmb5.144 billion was invested in commercial residential
properties, an increment of 51.5% over the previous year. 2004 was an important year for
the development of Hainan's rea estate industry. The disposal of surplus property units
sped up during the year and the surplus is expected to be fully absorbed by the market in the
near term. At the same time, Hainan's rea estate market thrived both in terms of
construction and sales. Market supply and demand have also struck a balance. The
development of tourism real estate has particularly strengthened.

Tourism Real Estate attr acts market attention

Hainan’s unique geographic location and ecological conditions both contribute to the
development of the province's tourism real estate industry. Located in the tropical region,
Hainan is blessed with abundant sunshine and warmth, with an annual average temperature
maintained at 22-26 Celsius degrees. Such moderate climate alows people to swim in the
sea al year round. Hainan has a coastline which extends 1,928 kilometres long, half of
which are sand beaches. Along its coastline, there is a total of 68 natural harbours, which
are ideal resorts for sea bathing, sunbathing, sand bathing as well as wind bathing. Hainan
also boasts of rich hot spring resources. Those in the tropical rain forests and beachfront
regions, in particular, have great potential to develop into internationally renowned hot spring
vacation resorts. In an evaluation of the quality of ecological environment throughout the
country that was conducted by the China Environmental Monitoring Unit in 2003, Hainan
was ranked at the top of the list. All these natural endowments are attractive selling points
for tourism real estate in Hainan.

Tourism real estate is an emerging industry. It is an integration of the industries of
tourism and real estate. Currently, the tourism industries of regions in inland China mainly
involve sightseeing, without much to do with the real estate industry which consists mainly of
commercia residential properties. However, Hainan's unique natural environment has laid
the grounds for the development of a tourism industry that can be integrated with the real
estate, as tourists visiting Hainan may opt for long-stay and frequent leisure vacationing.
This gives room for the province to develop tourism real estate. The tourism rea estate
industry may be categorised into three: tourism commercia real estate that have shops
providing tourism services, restaurants and entertainment centres; tourism “vacationing” real
estate such as resorts and shared-ownership hotels that offer vacation homes; and tourism
“residential” real estate such as estates with sea views that provides residence to visitors
wanting to stay longer in the province. These tourism-related real estates are developing
vibrantly in Hainan.
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Asthe only island in China without winter, Hainan is attracting more and more attention
to its tourism real estate market. Interested investors come among both domestic residents
and people from neighbouring countries and regions. Statistics show that among al the
commercia residential properties sold in Hainan, 70% were purchased as second home by
residents outside Hainan. Hainan is truly becoming a “second place of residence’ for
non-locals. For the past few years, the sea view estates, which provide long-stay
vacationing services, have prevailed. Their average price has more than doubled in the past
two years. At the Hainan Rea Estate Fair held during the Labour Day and National Day
holidays last year, the sea view estates in Hainan drew special interests from visitors and
favourable sales performance were expected to follow. At present, the average price of sea
view estates in Sanya has aready exceeded Rmb10,000 per square metre, while those in the
outer beaches of Haikou, Binhai Avenue ( ), West Coast ( ) and Haidian Island
( ) have also risen to over Rmb6,000 per square metre. Encouraged by robust market
prospects, more and more sea view estates are being established along the coastal and
riverside areas in Sanya. Some projects like Yuhai International Apartment ( )
and International Holiday Apartment ( ) were already completed as head start in
the tourism real estate market.

Therise of shared-ownership hotels

Meanwhile, low-density, top-grade leisure vacation resorts, and various types of
shared-ownership hotels are also developing rapidly in Hainan's key tourism areas. A
shared-ownership hotel is a star-rated hotel constructed first by the developer who then sells
the property rights of the hotel roomsto investors. By selling the hotel rooms, the devel oper
can get back his money quickly and share the operating risks with the investors. This serves
a new form of financing. As for the investors, they usually do not occupy the rooms, but
ask the hotel management to lease out the rooms for them to earn some returns.
WEell-managed hotels may even increase the return of these rooms with appreciation in value.
Under normal circumstances, investors are entitled to free stay and enjoy the hotel facilities
for a certain period of time each year.

From the point of view of the industry, shared-ownership hotels play double roles, as
they have the characteristics of both the tourism and real estate industries. As
consumer-oriented hotels, they are products of the tourism industry and provide
accommodation, catering, entertainment and commercial services for visitors. As
investor-oriented real estate developers, they provide ownership rights services, property
management and agency services to investors. As consumers, the investors can enjoy
tourism, vacationing and other supplementary services such as catering, entertainment and
fitness clubs, while as investors, they can earn the operating profits from leasing out their
hotel rooms or holiday villas. Such a new mode is much more convenient than the
traditional mode of “buy and lease” (buying a house for residence during vacation and leasing
it out the remainder of the time). This investment mode also conforms well to the basic
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principle of resource sharing in modern economics. The emergence of shared-ownership
hotel s resolves two major issues faced by out-of-town investors wishing to purchase a second
residence in Hainan: management of the property when the owner is away and realisation of
investment returns. The development of shared-ownership hotels would thus help Hainan
achieve its goal of becoming an important vacationing area in Asia and the top choice for
second residence.

Development of Shared-ownership Hotel

Soon after it originated from the Alps region in France in 1960s, the concept of
shared-ownership hotels expanded rapidly across Europe and developed in Hawalii,
California, the Gold Coast of Australia and many other well-known tourist cities and
regions. It quickly became a popular mode of investment widely adopted by the
middle class and business groups in countries and regions with a well-developed
tourism industry. Statistics show that in 1995, 350,000 families bought
shared-ownership hotels in 4,000 tourist destinations across 81 countries around the
world. Inthe past ten years, the sales turnover of the world's shared-ownership hotels
has increased at an annual average rate of over 15%, and it is expected to reach over
US$30 billion in 2005.

In the Mainland, the popularity of shared-ownership hotels can be traced back to 1995.
With the rapid development of economy and tourism industry, shared-ownership hotels
extended to major tourist attractions and economically developed cities. Numerous
shared-ownership hotels have currently emerged in Beijing, Hainan, Qinhuangdao,
Dalian, Qingdao, Shenzhen, Nanjing and other cities. Since the success of the Legend

of South China Sea ( ) shared-ownership hotels in 1999, Hainan has launched
the Kangle Garden Resort ( ), Bo’ao National Tourist and Leisure
Vacationing Resort ( ), Haikou Crowne Plaza Spa and Beach
Resort ( ), Sanya Hot Spring Grand Hotel ( ) and other

shared-ownership hotels, which have now become popular in the real estate market.
The Legend of South China Sea, which spans an area of 100,000 square metres, is
entirely a shared-ownership hotel.  Itsinvestors are entitled not only to 18-days of free
stay per year but aso to the operating income within a period of 50-70 years or a profit
from reselling the property.

Ten years ago, the system of shared-ownership hotels represented by Hainan had once
been afailure. Thismight be attributed to three factors. Firstly, at that time the devel opers
tried to sell their rea estate as early as possible to realise returns, and had no intention of
developing tourism real estate industry. Secondly, Hainan was not yet prepared then to
become a tourist and vacationing attraction, nor had the domestic tourism market reached a
mature enough stage. Thirdly, the concept of shared-ownership hotels had not been well
understood or received by Chinese consumers. However, by now, all these barriers have
been resolved and the factors for developing shared-ownership hotels have improved.  First,
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most developers now have ample financia strength, excellent operating results and rich hotel
management experience. They adopt a long-term view on their investments. Secondly,
with the rapid economic development in the Mainland, the white-collar class has expanded
and grown to become the mainstream consumers in the metropolis. The market for
domestic tourism and vacation travel has also grown to a more mature stage. Findly, a
number of international operators of shared-ownership hotels have set foot on the Mainland
market. In November 2001, RCI, the world's biggest “timeshare vacation exchange”
company, set up its first Mainland office in Beijing. To date, RCI has set up 20 member
hotels in the Mainland, and has helped investors and consumers to familiarise the concept of
shared-ownership hotels. Thelocal real estate industry and consumer market have gradually
accepted this mode of tourism real estate.

Timeshare Vacation Exchange

Timeshare vacation means that the hotel sells the ownership of guest rooms to severd
customers by weekly units. Upon purchasing one-week of ownership, the buyer is
entitled to enjoy one-week vacationing in this shared guest room. After some time of
development, the system of timeshare vacation exchange evolved to enable a buyer to
exchange his timeshare vacationing rights through an agent for equivalent rights to use
another hotel under the same service network. By integration with shared-ownership
hotel system, the “ Timeshare Vacation Exchange” enables consumers to invest in one
city while enjoying the right to stay in another shared-ownership hotel in another city.
To date, over 5,000 hotels (holiday resorts) from more than 1,000 countries and regions
have joined the timeshare vacation exchange alliance.

The macro-environment for the development of shared-ownership hotels in Hainan is
basically developed. However, how to efficiently run these hotels still need to be carefully
considered. It should be pointed out here that in addition to the construction of hardware
facilities, software support should also be readily in place in order to successfully transform
common real estate into tourism real estate. For investors of shared-ownership hotels, the
most important thing is to have someone manage their properties and take care of the leasing
out of the properties. From the experience of overseas operators, it has been proven that
only those places with good hotel or property management capabilities have successfully
developed the tourism real estate industry. The rise of shared-ownership hotels in Hainan
deserves the attention of Hong Kong businesses that are considering participating in the real
estate services market of the Pan-PRD. Following the implementation of CEPA, Hong
Kong enterprises are aready able to offer high-standard® real estate services and provide
fee-based or contract-based real estate servicesin the Mainland.

! High-standard real estates refer to those involving a unit construction cost that is more than triple the average level of
construction cost prevailing in the same city.
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Fujian to Construct Three M etropolises

In its 2005 government work report, Fujian reintroduced its plan to accelerate
construction of three metropolises. This would foster stronger economic and trade
cooperation among its cities and help expand the size of its aggregate economy.

The three metropolises

In November 2004, Fujian government unveiled a number of *Suggestions for
Developing and Strengthening Key Cities (Draft)”, which outline its plan to turn its major
cities of Fuzhou, Xiamen and Quanzhou into three major metropolises. This would allow
Fuzhou to exert its role as the provincial capital, Xiamen to exude its strengths as the city
centre of a special economic zone, and Quanzhou to maximise its competitive advantage as
the hometown of a large number of overseas Chinese and its role as an industrial and trade
centre.

The “Suggestions’ pointed out that the economies of the surrounding satellite towns of
these three cities are closely linked. Moreover, these cities are more competitive and can
exert more influential impact on the rest of the province. They can thus play the bridgehead
role in spurring Fujian’s socio-economic development. In addition, the *Suggestions”
proposed measures designed to reform the systems of household registration, administration
of land use and employment, as well as social security.

Granting the major citieswith greater socio-economic autonomy

The provincial government of Fujian will decentralise the powers of socio-economic
management and alow the local authorities of the major cities to exercise greater
discretionary powers. In particular, the loca governments of the central cities will be
granted more authority in assessing and approving projects, except for those cases that are
related to the safeguarding of market order, protection of ecology and environment, public
security, development and utilisation of scarce resources, al of which will require
coordination with the overal plans and strategies of the Provincia Government.
Furthermore, all public institutions under the direct jurisdiction of the Provincial Government
that are closely associated with the development of the central cities shall be placed under the
jurisdiction of the local governments, provided that they do not interfere with the province's
overall planning. The government should no longer interfere into matters that residents,
legal entities and other organisations can settle among themselves in accordance with market
mechanisms.

Relaxing the requirementsfor permanent urban residency

To keep up with urban development, Fujian will relax the requirements for obtaining
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permanent urban residency for people with stable jobs or professions in the urban areas, who
have entered into employment contracts with tenure of more than three years. Taents hired
from other regions areas can apply for permanent urban residency status either at the place
they live or at the place they work. Outstanding professionals originating from other
provinces or overseas, who opt to retain their origina household registration status or
nationality, can apply for talent residency. Graduates of junior college or higher level can
also register as permanent urban residents before they secure employment in these cities.

Giving priority to the use of land for the construction of central cities

According to the province's land use plan, except for sites allotted to the construction of
key national and provincial projects, land for use in the construction works of the central
cities will be accorded top priority. As long as they are within the limits set under the
overall plan for urban land use, the Provincial Government will alow the local governments
to make adjustments and changes to the plans of lots suitable for different uses, subject to the
approval of the relevant authorities. The Provincial Government suggested the right of
planning and administering land in the urban areas be exercised by governments at the
prefecture level. Towards this end, Fujian will set up an urban planning commission to lead,
coordinate, decide, supervise and ensure that the province's urban plans are observed and
implemented at city and prefecture levels.

Fuzhou, Xiamen and Quanzhou need to step up planning of their railway
transportation facilities

The “Suggestions” proposed that Fuzhou, Xiamen and Quanzhou should step up efforts
in planning their railway systems. The three cities should speed up the construction of
transportation networks and strengthen the linkages between them. At the same time, the
construction of expressways surrounding the cities and linking the airports, railway stations,
seaports and superhighways shall be accelerated to remove transportation network
bottlenecks.

Fujian’s plans to construct three metropolises will bring about substantial economic
benefits to the major cities of the province. The decentralisation of management control
will enable local governments to more efficiently allocate their human and land resources.
The construction of traffic networks will promote the economic exchanges of the magjor cities
with places within and outside the province. The plan to construct the three metropolises
will usher in a series of other supplementary projects and facilities, which will provide more
convenience to the nearly 20,000 Hong Kong-invested enterprises doing business in Fujian,
further promoting their operating efficiencies.
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Fujian Unveiled New Policies on Industrial L and Use

Fujian is among the Mainland provinces with the least area of farmland per capita.  To
address the issue of inadequate and idle land for industrial use, Fujian has started encouraging
more intensive use of land in selected areas. The Provincia Government has demanded
industrial projects to take up idle and wasted land and refrain from occupying new sites.
Industrial land should be fully utilised while farmland should be preserved as much as
possible.

New regulations on moreintensive land use

Recently, the Office of the Fujian Provincial Government issued a number of
“Suggestions on Promoting the More Intensive Use of Land” formulated by Fujian’s Bureau
of Land Resources. According to the “Suggestions’, the supply of industrial land will be
based on the nature of the project and the area of the land allotted will be determined in
accordance with the investment size of the project. Industrial projects need to meet the
minimum investment size, which includes the price of land, plant and equipment, installation
of utilities supply of water and electricity, roads and other auxiliary facilities and equipment
set by the government. The minimum level of investment required varies with the area and
industry of investment. For instance, investment in communication equipment, computer
and other electronic equipment manufacturing industries in Fuzhou and Xiamen require the
highest threshold of about Rmb2.55 million per mu (Chinese unit of area equivalent to 1/15
of a hectare). In the less-developed areas in the eastern, western and northern parts of
Fujian, the requirement would be the lowest. For example, the minimum investment
required for wood processing and non-metal mineral products manufacturing in these regions
is only Rmb500,000 per mu.

The “Suggestions” aso proposed to form a cluster of industrial enterprises in the
province's development zones and industrial parks, and encourage multi-level structures and
plants in order to improve the efficiency of land use. The plot ratio of industrial land should
be not be less than 30%; the proportion of land used for administrative purposes and living
guarters in the development zones and industrial parks shall not exceed 15%. The
benchmarks for land use shall be closely checked and verified, the construction of multi-level
structures shall be encouraged, while factories with “garden designs’ are strictly prohibited.

Tighten the administration and management of land for industrial use

Fujian will impose stricter standards on the examination and approval of land for use by
industrial projects. It will step up the preparatory work to facilitate the transfer of land
rights via public tender and other legal means, define the rights and obligations of the parties
involved in the transfer of land, and improve the system for assessing and rating the
intensiveness of land use. For projects already approved for construction on land converted
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from farmland, the site will be made available as early as possible to prevent idling of
resources. Assessments on the intensiveness of land use shall be made on factors such as
the scale of land use for urban construction and the planned schedule of land use. In areas
where the intensiveness of land use is low and unable to meet the required standards, further
expansion will not be allowed.

Fujian is actively considering the possibilities of transferring land use rights via
methods such as tendering, auctioning and listing for sale.  Fujian’s Department of Land and
Resources and Department of Supervision have proposed that aside from land for commercia
use, the practice of transferring land use rights by tendering, auctioning and listing for sale
should also be applied gradually to land for industrial use so as to improve the efficiency and
intensity of land use. Currently, all transfers of land for commercial purposes are conducted
by tendering, auctioning and listing for sale. Last year, the number of these types of land
dedls totaled 595, involving an area of 1,258 hectares and generating a total revenue of
Rmb13.12 billion, up 39% from the previous year. Fujian aso plans to launch an online
system for trading and transferring state-owned land. This would allow the government to
publish land trading notices and tender results online for the reference of the entire province.
Prospective bidders will also be able to register and submit their tender applications online.

Hong Kong and overseas businesses intending to invest or expand their operation in
Fujian should pay attention to the series of measures that will be adopted in relation to the
transfer of industrial land use rights. Moreover, given the positive trend set by the transfer
of land use rights for commercial land, the transfer rights for using industrial land is likely to
adopt similar procedures. As the government will have more concrete requirements on the
details to be included in contracts involving tenders and auctions, the rights and obligations
of al parties involved will be better protected. For instance, the contract should define the
investment amount on the land, commencement date of construction and duration of
construction, and date of completion, etc. Moreover, the purpose of land use, plot ratios, etc.
should also be included in detail in the contract. For government-subsidised land, the
amount of subsidy should be specified in the investment agreement or contract of land
assignment.  If the user fails to invest sufficient funds within the stipulated time or is unable
to achieve the pre-determined level of taxable income after the project starts operation, the
subsidised amount would be returned to the government.  Investors should take note of these
details.
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Jiangxi Adopts M easuresto Support the Economic Development of
Counties

Although the number of the counties with fiscal revenue exceeding Rmbl million
increased from 21 in 2000 to 72 in 2004, accounting for 72.7% of the total number of
counties in Jiangxi, the overall level of economic development of Jiangxi’s counties remains
low and the potential for further development is substantial. Accelerating economic
development of counties is the appropriate direction for Jiangxi. The overall planning of
rural and urban development requires its central cities to lead and take the initiative to spur
the economic development of counties.

Supporting the counties financially and granting them more discretionary powers

According to the report on work of government delivered by Mr. Huang Zhiquan (

), governor of Jiangxi Province, in 2005, a special fund worth Rmb100 million will be
allotted for supporting the construction of industrial infrastructure of counties and a pool of
funds of Rmb400,000 will be alocated for use as rewards to counties that are able to generate
higher fiscal revenues. In early 2005, the Provincia Government awarded 30 more
developed counties such as Nanchang, De'an ( yand Yugan ( ythe honour of
“Advanced Counties in terms of Economic, Industrial and Agricultural Development” and
rewarded these counties with a total of Rmbl8 million in funding. Meanwhile, the
Provincia Government will also raise the subsidies granted to counties that are
poverty-stricken or financialy handicapped, and to counties with revolutionary history, from
Rmb1.52 billion in 2004 to 1.76 billion in 2005.

In addition to the above supportive measures, Mr. Meng Jianzhu ( ), Secretary of
Jiangxi’s Party Committee, pointed out that it is necessary to define the responsibilities of the
counties and grant them greater discretionary powers to accelerate the economic development
of counties. To this end, the Provincial Government will decentralise discretionary powers
to governments at the county-level and step up efforts to boost their fiscal revenues so that
they can make bigger contributions to the economic development of Jiangxi.

M easures to stimulate economic development of counties unveiled in Nanchang

In early 2005, the Provincial Government introduced in Nanchang a series of measures
aimed at promoting economic development and improving the livelihood and quality of life
of urban and rural residents. From January, the toll charges on combine-harvester licensed
for cross-county operations, transport-combine-harvester (including rice-transplanting
machine) have been waived. Houses constructed by key enterprisesin the new devel opment
zones for purposes of production and residence have been exempted from license fees on land
use and charges on issuance of property right certificates. Related paperwork and
procedures will be completed as soon as possible. A special fund of not less than Rmb10
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million will be granted each year in the form of interest subsidies and financia rewards to
enterprises involved in industrial farming, agricultural products processing and large-scale
distribution. This would spur the development of a group of enterprises that have larger
scales of operation, good economic returns and high technology content, equipping the
farmers with stronger ability to accumulate wealth. Township and county cadres will be
organised into groups for field studies or on-the-job training both in the more developed areas
of the Mainland and abroad so that they may learn from the experiences and practices of
more developed economies. Farmers whose lands are expropriated for construction will be
given subsidies to guarantee that their minimum living requirements are satisfied. These
measures are adopted in order to promote the steady and coordinated development of the
province's urban and rural areas.

Meanwhile, in accordance with the guidelines set by the Provincial Government and the
Party Committee of Jiangxi, Nanchang Municipal Government will review its rights to vet
and approve investment projects, after which discretionary powers will be decentralised to
county-level officials and departments.  For projects that require the examination and
approval of the Municipa Government, the related processes will also be streamlined to
improve efficiency.

Jiangxi ranks top among the central provinces in terms of foreign investment attraction.
It is currently stepping up the development of itsindustrial sector and overall economy. The
measures adopted by the Provincial Government for promoting the economic development of
counties will facilitate more balanced social development and narrow the income gaps
between rural and urban residents.  In thisway, a healthy and sustainable devel opment of the
overall economy would be achieved, creating a favourable environment to further attract
foreign investment.

Economy of Counties

The economy of counties possesses unique features developed in the course of
regiona liberalisation and in accordance with the overall socia planning of
county-level governments. The economy of counties is the intersection of the
macro- and micro-economies of China's social and economic life. It plays an
important role in China’'s national economy. With counties at the centre, towns
providing the linkages, and rural areas supporting its resource needs, the economy
of counties is based on the development of agricultural products and by-products
and the proliferation of township enterprises to bridge the gap between cities and
villages, and simultaneously develop industry and agriculture. Under such a
system of development, the distinct features of regiona economies are
highlighted. It is thus the most basic socio-economic unit in the Mainland
economy that is already equipped with relatively complete economic functions.
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Jiangxi Continuesto Expand Its Green Food I ndustry

In the course of realising the rise of China's central region, Jiangxi, under the guidance
of the strategy of building “three bases and one backyard ( )", isstriving to
build a high-standard production base of green food and nurture a number of key enterprises
in this sector. By establishing the brand of green food, Jiangxi has initially succeeded in
developing a green food industry, integrating the functions of production, monitoring,
certification and research and technology development. It is accelerating the pace of
expanding the green food industry.

Five major products

Jiangxi is one of the earliest provinces that developed green food products.  Since the
Provincia Government formulated the strategy of building “three bases and one backyard”
and worked out the long-term program for developing the green food industry in 2001, the
province's food industry, dominated by green food products, has developed at a quicker pace.
Since then, Jiangxi has designated the green and organic food industry as a key sector of " its
economy, with the green food industry making more substantial achievements.

So far, Jiangxi has developed five lines of national and world-famous green food
products: rice, oranges, aquatic products, tea-seed oil and tea. Large-scale enterprises of
this industry include the likes of Gannan Fruit Industry Corporation ( ,) Runtian
Group ( ,)etc.  In addition, the rice grains produced by the largest eight enterprisesin
Jiangxi, which include Changbi ( ,) Biyun ( yand Jinjia ( ,)etc. have al been
labelled as “ Green Food”. Jiangxi’s green food industry is transforming into an asset that is
helping the province attract investment.

Jiangxi’s green food products are penetrating the inter national market

Encouraged by the examples set by successful enterprises, there exists strong desire
throughout the province to further develop green food products. Jiangxi's ecological
advantage turns quickly into an asset for developing its green food industry. Asaresult, the
outputs of green food products and organic food products have expanded steadily while their
sales have also grown substantially. Green food enterprises have begun to join efforts in
developing both domestic and overseas markets, rather than solely relying on individua
enterprise’s efforts.  Leveraging on the collective power of organisations, Jiangxi green food
enterprises are participating in market competition collectively. For instance, the leading
green food enterprises, research institutes and universities have jointly established the
Alliance of Jiangxi’s Organic (Green) Tea, Jiangxi’s Green (Organic) Oranges Alliance, and
Alliance of Jiangxi’'s Green (Organic) Tea-seed Oil. Formation of these aliancesisamed at
strengthening the self-discipline and protection of the industry, fostering exchanges among
enterprises and encouraging cooperation between the enterprises. Collectively, they will
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bolster the strength and scale of the industry.

The objective of green food industry of Jiangxi for 2005 is to add 80 new green food
products, raising the total number of green food products to more than 400 and representing a
365% rise over the 86 green food products reported in 2000. Jiangxi’s sales of green and
organic food products are targeted to surpass Rmb8 billion. To achieve these targets,
Jiangxi will strive to promote its green food products to the international market. It will
organise enterprises and bring them to participate in the organic food products expo to be
held in Germany, Japan, etc. for developing the international markets. At the same time, the
province will invite businessmen from North America and Europe to study the feasibility and
possibility of investing in Jiangxi’s green food industry to foster stronger international
exchange and cooperation. According to the Office of Green Food Development under
Jiangxi Provincial Government, the green and organic food products of Jiangxi have passed
the strict process of certification. Nanchang Green Food Monitoring Centre, established in
2001 for monitoring the quality of green food products of Jiangxi and its surrounding
provinces, inspects the green and organic food products each year to ensure their quality.
Now quite a number of green and organic food products have been certified and recognized
by the green and organic food inspection agencies in the European Union and Japan,
equipping its enterprises with solid conditions to develop the international market.

While Jiangxi is striving to promote its green food products in the international market,
Hong Kong businessmen will be able to identify new business opportunities in the lines of
packing and advertising the products of these enterprises, assisting these enterprises to
promote their products in the international market, acting as agents for the products of Jiangxi
in cultivating foreign markets.

Three Bases and One Backyard

Since 2001, Jiangxi formulated the development strategy of building “three bases and
one backyard”, that is, turning Jiangxi into a base for receiving industries relocated
from the eastern provinces, a base of quality agricultural products and by-products, a
base for exporting workforce, and a backyard for tourism and sight-seeing. This
forms part of Jiangxi’s strategy to further open up, a strategy that has been adopted after
taking into full consideration the existing conditions of Jiangxi to meet the
requirements of economic development and will play a significant role in accelerating
the pace of economic development in the province.
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Hunan Srengthens Administration and Supervision of Food Quality

In January 2005, Hunan issued a number of “Suggestions for Strengthening the
Administration and Supervision of Food Safety”. The Suggestions pointed out that the local
food safety supervision and administration shall all be brought under the supervision and
coordination of local government authorities, with the local government taking responsibility
and departmental units in charge of providing guidance and coordination. All units should
cooperate to safeguard food quality and safety. Simultaneously, the province will
implement the accountability system to perfect its mechanism of monitoring food safety.

Duties of various departments

Hunan’s Agriculture Department is responsible for the supervision of the production of
primary agricultural products and the general administration of the agricultural sector. The
Bureau of Quality and Technology Supervision is responsible for the supervision and
administration of food production and processing. The Administration of Industry and
Commerce is responsible for the supervision and administration of food products distribution.
The Bureau of Sanitation and Disease Control is responsible for the supervision and
administration of the safety of eating and drinking places and canteens. The Supervision
and Administration Bureau of Food and Drug is responsible for the overall supervision and
administration of food safety, organising and coordinating investigations on major food safety
violation cases. The Public Security Administration is responsible for investigating cases
related to the manufacturing and selling of counterfeit, inferior, poisonous and harmful
products. Itisalso responsible for cooperating with and supporting the relevant departments
in enforcing the laws that protect food safety.

Hunan’s Department of Commerce is responsible for the administration and guidance of
the food products distribution industry, supervising and ensuring that the slaughtering of pigs
are carried out in a fixed designated area, and monitoring the alcoholic beverages market.
The Import and Export Inspection and Quarantine Bureau at entry and exit points is
responsible for inspection, quarantine, supervision and administration of imported and
exported food, animals, plants, and their by-products. The Department of Education is
responsible for the daily administration of food and drink safety of school cafeterias and for
popularising the education of food safety and health.

Set standards for food quality

As the task of setting the standards for agricultural and sideline products moves on, the
corresponding local standards for the native products of Hunan (such as betel nut, Wugang
goose ( ), €tc.) will be formulated in the near term.  Within 3 years from 2005, Hunan
will formulate and amend 400 local standards for agricultural products and by-products. By
2007, Hunan will have more than 800 local standards for food products, including those for
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food products and the technica rules and regulations for production. Since 2004, Hunan's
Bureau of Quality and Technical Supervision has worked out and revised 32 local standards
for the food products. The setting of these standards has great bearing on the modernisation
of the agricultural sector of Jiangxi and lays down a good foundation for the province to
highly observe safety of their goods.

Promote Food Safety

The province's Bureau of Quality and Technical Supervision has announced the
launching of a credit system to ensure food safety. The relevant departments will
thoroughly investigate the food market, collect and file enterprise information and credit
records of food companies, and strengthen public education and training about the
importance of food safety. Under the credit system, enterprises that consistently act in good
faith will be given recognition and their positive record will be widely publicised. They will
also enjoy preferentia treatment and more convenient procedures when relevant authorities
and departments conduct annual or random checks on food companies. On the other hand,
enterprises and the representatives of legal entities that have violated food safety standards
and regulations, manufacture or sold counterfeit items (including false packaging, labelling or
trademark) will be blacklisted. Their behaviour will be made public on government
websites and other public media.

In 2005, Hunan pays particular attention to regulating the safety standards of food
products catered to children, cafeteria for students and rural workers, fast food restaurants,
noodle shops, pork and other food items sold in rural areas. In educating the public on food
safety, work is also being done to enhance the consciousness and understanding of legal
entities and operators of food enterprises about quality of food, teaching them about the laws
and regulations on food safety. At the same time, work is being undertaken to teach the
public how to select the appropriate consumer food products.

As amagjor agricultural province, Hunan is exercising stricter standards of supervising
and administering food safety. This would help enhance the confidence of Hong Kong
residents over the food products of Hunan. At the same time, the efforts of Hunan to
educate the public how to select the appropriate consumer food products would also
effectively improve consumers’ knowledge on the quality of products and how to distinguish
between good and bad quality. As such, reputable enterprises currently exporting food
products to Hunan and those foreign food companies that are supplying the Hunan market
appear to be well positioned to benefit from the newly adopted measures on popularising
knowledge about food safety.
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Hunan L aunches Environmental Protection Program

On the basis of further promoting environmental protection, Hunan announced the
launching of a high-standard three-year action program for environmental protection from
2005. The purpose of the program is to significantly improve the quality of air and water by
2007 and upgrade the environmental standards of key areas.

Speed up implementation of environmental impact assessments

The assessment of environmental impact has become an important part of protecting the
ecology. In accordance with the key points of the environmental protection program for
2005 formulated by the Environmental Protection Administration of Hunan, the province will
pool together al industries in drafting its Eleventh Five-Year Plan. Environmental
protection standards and regulations will be enforced particularly in large enterprises (such as
steel plants) and projects particularly in areas such as energy, water conservation,
transportation, tourism and urban construction.  Hunan will follow the stipulations under the
Law of the People's Republic of China for Assessment of Environmental Impact in carrying
out the province's assessment of environmental impacts.

Many of the existing problems related to the environment involve not only an individual
or single project. Some of them are inherent in the overall urban plans.  For instance, there
are a large number of residential development projects being constructed near newly built
roads (expressways and subways), and the noise pollution generated on these roads will cause
big annoyance to the nearby residential areas. However, conducting an assessment solely on
the residential development project would not help resolve the problem. In order to resolve
these inherent problems, environmental impact assessment should play an important role.
As such, Hunan decided that this year it will not only assess those projects that are directly
related to the protection of the environment and ecology, but will also step up the
implementation of environmental impact assessment via wide propaganda, legal enforcement,
collection of public opinion and public participation.

Thethree-year action program

On January 25, 2005, Hunan promulgated “Hunan’s Three-Year Action Program of
Environmental Protection 2005-2007". According to this program, Hunan will invest
Rmb6.52 billion over the next three years to prevent and control pollution in the four major
areas of water, air, solid wastes and ecology, and to resolve the environmental problems that
closely affect the daily lives of the public. These will involve Rmb2.73 billion investment
in 28 projects of controlling water pollution, Rmb2.15 billion investment in 13 projects of
controlling air pollution, Rmb1.26 billion investment in 25 projects of controlling solid waste
pollution, and Rmb370 million in 24 projects of ecological environmenta protection and
regional environmental protection.

In addition, Hunan is striving to establish its cities and counties as models of
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environment- and ecology-friendly entities. The objective is to get these cities and counties
into the ranks of China’'s environment-friendly cites. At the same time, the “ Action Program
of Rural Environmental Protection for Building a Well-off Lifestyle’ has also been launched.
In order to accomplish the above goals, the Provinciad Government established the
Commission for Coordination and Promotion of Environment and Resources Protection
headed by Hunan Governor and Vice Secretary of Hunan's Party Committee, Mr. Zhou
Bohua ( ), and participated by 14 government authorities, including the Development
and Reform Commission of Hunan Province. The local governments and city mayors will
be held responsible for the works on regulating treatment of urban waste water, domestic
waste, medical and hazardous wastes, etc.

The action program will be examined and assessed at the end of each year and the
results will be published across the province. Meanwhile, an incentive mechanism shall be
set up. Hunan will alocate Rmb2 million of funding to reward those in compliance with the
implementation of the three-year action program. The environmental protection projects
under the program will improve the environment of Hunan and enhance its competitiveness,
enhancing its attractiveness to foreign investors.

Law on the Assessment of Environmental I mpact

The Law of the People’s Republic of China on the Assessment of Environmental Impact
was implemented on September 1, 2003. The Law provides legal guarantee for
preventing and controlling environmental pollution and damages on the ecology from the
stage of policy planning. The Law also highlights the role of the public in environmental
protection. By tracking the results of assessment and post-assessment actions, the
environmental impacts of assessed projects will be monitored throughout the course of
their planning, execution, construction and operations.

The Law stipulates that environmental impact assessments must be conducted on the plan
formulated by the relevant departments under the State Council, or a People's Government
at or above municipal-level with jurisdiction over the districts and relevant departments.
Assessment must be carried out as early as in the stages of formulating the macro and
directive plans and forecasts involving the use of land, river basin and sea.  The results of
the environmental impact assessment should form part of the draft plans submitted to the
relevant authorities for examination and approval. Projects related to developing
industry, agriculture, animal husbandry, forest, energy, water resources, transportation,
urban construction, tourism and natural resources should conduct environmental impact
assessments before they submit their devel opment plans for examination and approval.

The Law especiadly stipulates that discussion sessions and hearings should be held to seek
opinions of experts and relevant departments when the development plans of any project is
insinuated to have negative impact on the environment.
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Phar maceutical Valley of Haikou in Hainan is Developing on the Right
Track

In July 2003, Haikou Party Committee and Municipal Government decided to develop a
pharmaceutical valley in the city to facilitate development of the pharmaceutical industry.
To achieve this, an Rmb200 million investment in infrastructure was planned for the city and
supportive policy measures were drafted.  Located at the Haikou Pharmaceutical Valley Park
on the southern side of Haikou National High and New Technology Development Zone (

), the Pharmaceutical Valley of Haikou covers an area of 6,000 mu.
Phase | of the project spans an area of 1,103 mu.

Hainan houses a bank of natural medicines

Gifted with tropical crop resources, Hainan possesses 3,100 varieties of medicinal
plants, accounting for 40% of the national total and is being touted as “a bank of natural
medicines’. The variety of anti-cancer medicinal plants in Haikou has reached 137, those
for treating common diseases has reached 250, while there are more than 50 kinds of native
southern medicinal plants. These make Haikou the largest base of medicinal materialsin the
country. Hainan also boasts of marine medicinal resources. Near Hainan's shores, there
are more than 10,000 kinds of marine life, of which more than 3,000 kinds of sea life contain
biologically active substances. Owing to its robust pharmaceutical resources, Haikou, as the
capital city of Hainan, has become one of the most important production bases for the
country’s pharmaceutical exports. A large number of pharmaceutical enterprises have
licence to export their pharmaceutical products overseas.

Renowned pharmaceutical enter prises have entered Haikou’s Phar maceutical Valley

Revisions have been made to the “Regulations to Encourage Investment and
Development of Pharmaceutical Industry in Haikou” issued on September 1, 2004, and new
preferential policies for encouraging research and development of pharmaceutical products
have been introduced for enterprises in Haikou's Pharmaceutical Valley. For instance, a
development fund has been set up to encourage enterprise investment, and preferential
policies in terms of lower land prices and tax rates have also been introduced. These
measures have successfully attracted many enterprises to expand their businesses and set up
research agencies in the Pharmaceutical Valley. Most of these enterprises are renowned
local manufacturers of medicinal products, equipped with advanced technology and
machinery. Drawing in their investment helps to promote the development of Hainan's
pharmaceutical industry.

The Phar maceutical Valley promotes economic development

After Haikou introduced the strategic plan of constructing the Pharmaceutical Valley, the
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city also worked out the blueprint for its future development from the perspective of the city’s
overall management and administration. Based on this blueprint, Haikou will follow a
three-step strategy. The first step is to turn Hakou into an important centre for
pharmaceutical production and processing in China and the Far East. The second is to turn
Haikou into the important centre for pharmaceutical research and development in China
The third is to expand the annual production value of the pharmaceutical industry to
Rmb25-30 billion, making Haikou the top “pharmaceutical valley” in China and the Far East.

The pharmaceutical industry has become one of Haikou's pillar industries. The
number of pharmaceutical enterprises increased from 16 in 1995 to more than 100 in 2004,
the annual production value of the industry increased from Rmb532 million in 1995 to
Rmb2.527 billion in 2003, and the average annua growth rate was 21.5%, 10 percentage
points higher than the national average growth rate and accounting for 80.3% of the
Rmb3.144 billion gross output value of the whole province.  Furthermore, the
pharmaceutical enterprises of Hainan are among the leaders in GMP (Good Manufacturing
Practice) certification. The number of pharmaceutical enterprises that have passed the GMP
certification increased from 4 in 2000 to 53 in 2003, obtaining 83 GMP authentication
certificates.

As a result of its effective business and investment promotion activities, Haikou's
Pharmaceutical Valey has grown to a substantial scale. So far, well-established
pharmaceutical enterprises like Kang Li Yuan ( ,yYang Sheng Tang ( ,)Chang’an
International Pharmaceutical ( ,) Nanjing Xiansheng Pharmaceutical Group
Company ( ,)etc. have established operations in the Haikou Pharmaceutical
Valley. ACT Corporation of the USA and Hainan Zhonghe Pharmaceutical Industry Co.,
Ltd. ( have reached an agreement to jointly invest in research and
development in Haikou's Pharmaceutical Valley to develop and manufacture new medicines.
According to the Mainland media, Hong Kong's New World Group is also in negotiation with
the Haikou Municipal Government about investing into the city’s Pharmaceutical Valley.
Enterprises interested in pharmaceutical business development may consider establishing
their operations in Haikou's Pharmaceutical Valley to enjoy the preferential policies accorded
by the government.

-47 -



Socio-Economic-Political Trends in Pan-Pearl River Delta Region Fujian, Jiangxi, Hunan, Hainan (5" Monthly Report)

Hainan Expanding Tourism Real Estate | ndustry

In 2004, Hainan received 14.02 million overnight tourists, 13.7% more than the
previousyear. Total inbound and outbound tourists increased by 49.1%. The businesses of
exhibition and conventions, real estate, transportation, and catering have prospered as
Hainan’s tourism industry flourishes.  In 2004, more than 2,100 meetings and conferences of
al types were held in Sanya City.

L everage on its geological advantage to develop tourism real estate

At the Third Session of the Third Hainan Provincial People’s Congress, Hainan Governor
Mr. Wel Liucheng ( ) proposed the target of developing Hainan into a major holiday
resort and a prime choice as “second residence” in Asia. Hainan's Haikou City won the
“China Human Settlements and Environment Award” in 2004. In the previous year,
Hainan's Sanya City won the same award. These indicate that Hainan's urban construction
and management has reached a high standard. By leveraging on its competitive advantages,
Hainan is capable of attracting well-established tourism and real estate enterprises to develop
their projectsin the province. In 2005, Hainan will continue to lend full support to Haikou's
application for the United Nations International Human Settlements Award. It will aso
support the development of landscape cities and towns throughout the province to upgrade
the standard of urban construction in Hainan, creating a first-class environment and an ideal
“second residence” in China and Asia.  This means the development of tourism real estate
will become a sector for priority development in Hainan.

Further developing itstourism industry

Since the hosting of the Hainan Tourism Conference in 2004, the province has adopted
the strategy of reforming and upgrading its tourism industry. From a simple sightseeing
dominated industry, Hainan's tourism has expanded its development to include new tourism
products such as holiday resorts, in order to meet the requirements of a holiday economy.
The province's tourism bureau pointed out that the transformation of Hainan’'s tourism is
based on the evolution of tourism products and ushers in a change in tourist composition and
demand, facilitating the upgrading of Hanan's tourism economy. In terms of
accommodation, the tourism real estate industry is developing rapidly. This provides
tourists with more choices of vacationing homes and introduces new businesses for family
hotels and real estate leasing. In order for the tourism real estate to achieve sustainable
development, the supporting facilities and services that are required to meet the needs of
international holiday resorts should be established. These would involve project
management, construction of transportation and communication facilities, etc. Towards this
end, the Hainan Provincial Government is considering the effective allocation of regional
resources. For instance, as self-guided driving tours are becoming more popular, the
construction of traffic communication facilities should be strengthened in order to meet the
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new demand of tourism.

For the longer term, Hainan will strive to meet the diversified demands of its tourists, to
divert their focus from sightseeing products to holiday accommodations. This will help to
improve the attractiveness of the province's real estate sector to investors. Hanan has
therefore launched a series of big real estate projects such as the Sanya Love World (

), Yaong Bay Mangrove Tree Resort Sanya ( ,) Shimei Bay
Tourism and Holiday Resort ( ,Jand B0’ ao Special Economic Zone (

) with a total investment of Rmb10 billion made by CITIC Group in Qionghai City.
Hainan will continue expand its international air service and transportation network to meet
the requirements of international holiday resorts devel opment.

While promoting the development of these projects, Governor Wei Liucheng indicated
that Hainan will actively introduce large-scale enterprises and groups to develop key tourism
real estate projects in popular tourist areas. Efforts will be made to accelerate the
development of Yingbin Peninsula ( ,)Haitang Bay ( ,)Qizi Bay ( rnd
start the development of high-grade projects like Shenzhou Peninsula ( pnd Shimei
Bay ( ,Jetc.  Planning and upgrading of forest tours in the central parts of the province
will also be pursued.

Encouragetheregulation of real estate industry

According to Hainan's Ministry of Construction, while developing the tourism industry,
Hainan will also strengthen the regulation of its real estate market. The province will set up
an information system and an aert and forecasts system for the real estate market of Haikou,
Sanya and the others, as measures to monitor the market. More restrictions will be
implemented to regulate real estate developers and prevent volatile market fluctuations.

Hong Kong businesses have extensive experience in both tourism project and real estate

development. The direction of Hainan to develop tourism and real estate will bring about
new business opportunities to them, and worthy of Hong Kong investors’ attention.
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M emor abilia of Pan-PRD Cooper ation

Fujian

Fujian and Ireland signed trade agreements

(January 21, 2005) Ireland MBC Corporation and the International Chamber of Commerce of
Fujian Province reached an agreement to mutually recommend, introduce and organise their
respective exporters, merchants, suppliers and manufacturers to take part in a variety of trade
fair and exhibitions and technical exchange expos.

Jiangxi

14 counties of Jiangxi and Fujian signed the “ Declaration of Red M etropolises’

(January 2005) In order to strengthen the cultural and artistic exchange between Fujian and
Jiangxi and promote the cultural activities in the southern part of Jiangxi and south-western
part of Fujian, at the beginning of the year, representatives from the cultural aliancesin 14
counties including Changting () and Ruijin ( ymet in Ruijin to discuss means of
developing and promoting the cultural and artistic resources in these “Red” regions (regions
that played relevant roles in the history of China's revolutionary years). At the meeting, the
“Declaration of Red Metropolises’ and the “Protocol on Coordination and Exchange” were
signed.

Hunan

Symposium attended by Hainan leader s and participants of a field study group from the
Provincial Party Committee and People’'s Gover nment of Hunan

(January 26, 2005) Leaders of the Hainan Party Committee hosted a symposium for the
participants of afield study group to Hainan which consisted of members of the Hunan Party
Committee and Provincial People’'s Government. The two sides discussed and exchanged
ideas on socio-economic development and channels for expanding their areas of cooperation,
fostering stronger and higher-level mechanisms for exchange.

Symposium on Hong Kong Financial Services Industry

(February 2-4, 2005) The Hong Kong Trade Development Council and Hunan's Council for
the Promotion of International Trade jointly held a symposium on Hong Kong's Financial
Services Industry. The purpose of this symposium is to present to enterprises in Hunan the
financia services platform that is available through Hong Kong, which can help Hunan
enterprises access international financial services and a diversified range of financial products.
L ectures were also provided to share with Hunan enterprises the various ways of leveraging
on Hong Kong's huge capital market to enhance their competitiveness.
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