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Foreword
These Guidelines are formulated by the Department of Industry and Information Technology of Hainan Province after months of hard researches and investigations, to shorten the time required for enterprises to digest, transform and utilize the policies on Hainan Free Trade Port, such as the policies “for exemption of tariffs on added value from processing”, “entry unless on the list”, “zero tariff”, “bonded processing + offshore duty-free sales” and “double 15%” income tax policies. This will help Hainan to attract social investments, develop a characterized and advanced manufacturing industry and strengthen the real economy.
If Hainan Free Trade Port is a “gold mine”, then these Guidelines are the “mining tunnels” to dig the gold mine. Facing the extensive, diversified, detailed and professional policies on Hainan Free Trade Port, our professional team integrate, interpret and analyze the policies of relevant industries to form “combination blows”, and clarify the operation paths for investors to apply the industrial policies in a comprehensive, all-around and accurate way and find appropriate investment directions and starting points.
To ensure the practicability, effectiveness and reliability of these Guidelines, we select some advantageous industries from an extensive range of industries through careful estimations and calculations, practical measures and comparative analysis with an international perspective. We summarize the basic judgment, development ideas, cost structures, major equipment, import countries, main markets and general situations of each industry to help investors avoid detours and make rational investments. To help cities, counties and industrial parks attract investments, the leading enterprises and their production bases distributed both at home and abroad are listed as clear targets for the introduction of investments. The poisoning of all industrial parks in Hainan is also listed to facilitate investors to settle in Hainan.
These Guidelines can serve as a directive, general and brief reference for investors. It should be noted that: as the researches and investigations for the preparation of these Guidelines were completed in the first half of 2021, the information on logistics and transportation costs, import and export prices, import countries and target markets, provided in these Guidelines, was as of the first half of 2021. These data and situations change significantly with the time, regions and markets. Therefore, these Guidelines cannot substitute for any feasibility study report that is supposed for the settlement of enterprises. Companies need to take into account their realities and conduct detailed researches before making investments. What’s more, the policies on Hainan Free Trade Port are favorable for many industries, not merely for those industries stated in this document. Wide investors are welcome to apply policies on Hainan Free Trade Port with an open mind.
Due to the profundity and practicality of the policies on Hainan Free Trade Port and the limited proficiency of the editors, these Guidelines are not impeccable, which will be improved with further efforts in the future.
Department of Industry and Information Technology of Hainan Province
January 2022
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Chapter I Added Value from Processing
On June 1, 2020, the Central Committee of the Chinese Communist Party (CCP) and the State Council issued the Master Plan for the Construction of Hainan Free Trade Port (hereinafter referred to as the “Master Plan”) to promote the establishment of a policy system that is compatible with Hainan Free Trade Port. On this basis, we’ll strive to build Hainan Free Trade Port into a distinctive flag and an important open door for the opening-up of China in the new era. The policies proposed in the Master Plan for promoting the liberalization and facilitation of trade and investment, such as the policy for exemption of tariffs on added value from processing and the zero-tariff policy, as well as preferential policies on corporate income taxes and personal income taxes, will harness the full potential for the development of advanced manufacturing.
I. Interpretation of the Policy for Exemption of Tariffs on Added Value from Processing
(I) Policy for exemption of tariffs on added value from processing
1. Provision. If goods produced by enterprises engaged in encouraged industries, which do not contain imported materials and parts or contain imported materials and parts but have an added value of more than 30% (inclusive) from processing in the Hainan Free Trade Port, enter any domestic region outside Hainan Free Trade Port through the “second line”, import tariffs will be exempted, while import VAT and consumption tax will be levied in accordance with relevant provisions.
2. Interpretation. The provision stating that “if goods produced by enterprises engaged in encouraged industries, which do not contain imported materials and parts, enter any domestic region outside Hainan Free Trade Port through the “second line”, import tariffs will be exempted”, aims to ensure all Hainan-based manufacturing and processing enterprises engaged in encouraged industries are exempted from tariff on goods that is to be sold to any other regions in China after the independent customs operations by Hainan Free Trade Port, and phase out those manufacturing and processing enterprises engaged in non- encouraged industries. The provision stating that “if goods produced by enterprises engaged in encouraged industries, which contain imported materials and parts but have an added value of more than 30% (inclusive) from processing in the Hainan Free Trade Port, enter any domestic region outside Hainan Free Trade Port through the ‘second line’, import tariffs will be exempted”, aims to use tariff exemption to support Hainan-based enterprises to develop the processing of high-added-value goods with supplied materials and sell these products to other regions in China, and to promote the development of high value-added import processing on the island and sell to the mainland market, and promote the clustering of manufacturing and processing enterprises with the demand for imported raw materials in the encouraged industries. To form core competitive advantages through the exemption of tariffs on imported raw materials that have an added value of more than 30% (inclusive) from processing, we will focus on the categories processed from raw materials with “a potential of realizing a high added value from processing” and categories made from “imported raw materials that are subject to high import tariffs”.
First, imported raw materials shall have “a potential of realizing a high added value from processing”, that is, the imported raw materials can be processed to realize an added value of more than 30% (inclusive). The Interim Measures for the Collection and Administration by the Customs of the Taxes on the Domestic Sales of Goods with Added Value from Processing in the Yangpu Bonded Port Area, which was issued by the General Administration of Customs in July 2021, has specified that: the added value from processing in the Yangpu Bonded Port Area shall be more than 30% (inclusive); and the Interim Measures are not applicable to “products that have undergone only one or more minor processing or treatment, such as blending, packaging change, splitting, combined packaging, sharpening, simple grinding or simple cutting”. The added value from processing can be calculated with the following formula:
(price of goods sold outside the bonded area but within the territory of China – Σ price of materials and parts imported from abroad – Σ price of materials and parts purchased from outside the bonded area but within the territory of China) / (Σ price of materials and parts imported from abroad + Σ price of materials and parts purchased from outside the bonded area but within the territory of China)] × 100% ≥ 30%, which is the ratio of the balance of the price of goods sold outside the bonded area but within the territory of China less the price of materials and parts purchased both at home and abroad to the price of such materials and parts. The price of goods sold outside the bonded area but within the territory of China is determined on the basis of the actual transaction price of goods sold by the enterprises outside the bonded area but within the territory of Hainan or China. The price of materials and parts shall include the related transportation cost and insurance premiums. The rate of added value from processing (30%) shall be accurately calculated and declared by the enterprises engaged in the encouraged industries inside the bonded area in accordance with the above formula.
Second, imported raw materials shall be subject to “high import tariffs on raw materials”. The import tariff rates in China include: the general tariff rate, the conventional tariff rate, the special preferential tariff rate, the most-favored-nation (MFN) tariff rate and the TRQ tariff rate. Among others, the general tariff rate is only applicable to imported goods originating from a few of countries that have not established diplomatic ties with China; the conventional tariff rate and the special preferential rate are only applicable to imported goods originating from some regions and countries that have signed with China certain trade agreements containing provisions on preferential tariff rates; the MFN tariff rate is the most widely applied and most frequently used tariff rate, which is much lower than the general tariff rate. Given full considerations to the impact of the conventional tariff rate and the special preferential rate, the MFN tariff rate is the key factor that decides the overall level of the tariff rates of a country. The TRQ tariff rate is applicable to eight categories subject to import quota administration, including wheats, corns, rice, sugar, wools, woolen strips, cottons and fertilizers. For imported goods within the tariff rate quota (TRQ), in-quota tariff rates which are lower shall be applied; for those imported goods beyond the tariff rate quota, out-of-tariff rates which are higher shall be applied. In terms of tariff quota administration, Hainan Free Trade Port has a greater advantage due to great institutional breakthroughs. It has been clear that imported sugar is not included in the administration of total tariff quota. Through the implementation of the policy for exemption of tariffs on added value from processing, great advantages in tariff cost will be formed against those goods with certain out-of-quota import demands but higher out-of-quota tariff rates. Therefore, high MFN tariff rates and high out-of-quota tariff rate are deemed as the basis for identifying goods made from any raw materials that are subject to high tariff rates.
Imported categories made from raw materials that are subject to high MFN tariff rates: refers to imported categories of which the raw materials are subject to high MFN tariff rates (higher than 15%
 generally).
Imported categories made from raw materials that are subject to high out-of-quota tariff rates: refers to imported categories of which the raw materials are subject to high out-of-quota tariff rates (higher than 15% generally).
It is worth noting that the selection of imported categories subject to high MFN tariff rates shall take into account the impact of the conventional tariff rate and the preferential tariff rate. For example, the MFN tariff rate and the ASEAN conventional tariff rate of natural or cultured pearl products is 21% and 0%, respectively. China imports natural or cultured pearls mainly from Thailand, Philippines, Malaysia and other ASEAN countries. According to the ASEAN-China Free Trade Agreement, the conventional tariff rate on pearl products imported from ASEAN countries is 0%, and the rules of origin are not applicable.
At the same time, Hainan Free Trade Port shall focus on categories made from raw materials that are of high value but insensitive to logistics costs, such as the raw materials of agate, jade, diamond and other gemstone products, wherein: the import of such raw materials is subject to the MFN tariff rate of less than 15% and insensitive to logistics costs; the raw materials are of high value; and the absolute value of tariff exemptions are still large.
	Import tariff rates in China
According to the Regulations of the People's Republic of China on Import and Export Tariffs, the import tariffs of goods in China include: the MFN tariff rate, the conventional tariff rate, the special preferential tariff rate, the general tariff rate, the TRQ tariff rate and so on. The concepts and application scopes of each tariff rate are different.
S/N
Concept name
Application scope
Concept definition
1

General tariff rate
◾Only applicable to very few countries (e.g., Bhutan, Guatemala, Honduras, etc.)
◾ A tariff rate on imported goods originating from countries or regions that haven’t signed any preferential tariff agreements with China
2

MFN tariff rate
◾With the highest use frequency and the widest application scope
◾Much lower than the general tariff rate.
◾A tariff rate on imported goods originating from members of the World Trade Organization which jointly follow the MFN clauses
◾A tariff rate on imported goods originating from countries or regions that have signed agreements on the application of the MFN tariff rate with China
◾A tariff rate on imported goods originating from China
3

Conventional tariff rate
◾Applicable to a total of 27 countries in 14 regions
◾Less than or equal to the MFN tariff rate
◾A tariff rate on imported goods originating from countries or regions that have signed regional trade agreements with China which contain provisions on preferential tariff
4

Special preferential tariff rate
◾Applicable to some Asia-Pacific countries and most countries in Africa

It is zero generally.

◾A tariff rate on imported goods originating from countries or regions that have signed trade agreements with China which contain special provisions on preferential tariff
5

TRQ tariff rate
◾Applicable to wheats, corns, rice, sugar, wools, woolen strips, cottons and fertilizers.
◾ In-quota tariff rates are lower, and out-of-tariff rates are higher than 40%, generally

◾For imported goods subject to the tariff quota administration in accordance with applicable national regulations, if the import volume is within the tariff quota, the in-quota tariff rate (low, between 1-15%) shall be applied; if the import volume is beyond the tariff quota, the out-of-quota tariff rate (higher than 40%) shall be applied. 
Taking the frozen meat of bovine animals (carcasses and half-carcasses) and wheat for example, the tariff rates for different categories are set as follows:
Category
General tariff rate
MFN tariff rate
Conventional tariff rate
Special preferential tariff rate
TRQ tariff rate
Meat of bovine animals, carcasses and half-carcasses, frozen
70%
25%
Switzerland (7.5%), Peru (5.3%), etc.
Laos, Cambodia, Myanmar, etc. (0%)
N/A
Wheat
180%
Same as the TRQ tariff rate
Hong Kong, Macau (both the in-quota and out-of-quota tariff rate is 0%)
N/A
In-quota tariff rate (1%), out-of-quota tariff rate (65%)


	Detailed interpretation of tariff quota administration
Tariff quota administration: refers to the administration policy specifying that foreign trade operators, after obtaining a tariff quota certificate with the approval of competent authorities, may import goods within the tariff quota at TRQ tariff rates (low, generally between 1-15%), or those beyond the tariff quota at out-of-quota tariff rates (higher than 40%, up to 65%).
Purpose of tariff quota administration: the import tariff quota administration is exercised on those products for which appropriate amount of import is needed to adjust the market supply but excessive import will seriously injure the development of relevant industries in China and on those products the import of which will have adverse effect on the adjustment of the import structure and the industrial structure, so as to achieve the purpose of market regulation.
Goods subject to tariff quota administrations: The Interim Measures for the Administration of Import Tariff Quotas of Agricultural Products has been amended in accordance with the Decision of the Ministry of Commerce to Repeal and Amend Some Rules dated November 30, 2019 (Document No.: Shang Wu Bu Ling No. [2019] 1), to clarify 8 categories of goods subject to tariff quota administrations, including wheats, corns, rice, table sugar, wools, woolen strips, cottons and fertilizers. Except for fertilizers, the remaining 7 categories are all agricultural products.
Tariff quota quantity: Taking the tariff quotas for the above 7 agricultural products in 2021 for example, the tariff quota quantities of wheats, corns, rice, cottons, table sugar, wool and woolen strips are 9.633 million tons, 7.2 million tons, 5.32 million tons, 894,000 tons, 1.945 million tons, 287,000 tons and 80,000 tons, respectively. Among others, the tariff quotas of wheat, corn, rice and cotton in each year are approved and issued by the National Development and Reform Commission in September of the previous year. The tariff quotas of table sugar, wool and woolen strips in each year are approved and issued by the Ministry of Commerce in September of the previous year.
Principle of quota distribution: the import tariff quotas apply to wheats, corns, rice, cottons and table sugars include: state trading tariff quotas and non-state trading tariff quotas. Goods subject to state trading tariff quotas shall be imported by state trading enterprises, and those goods subject to non-state trading tariff quotas shall be imported by enterprises with the right to do import trade. The wools and woolen strips are not subject to any requirement on the application of state or non-state trading tariff quotas. In order to avoid the exclusive occupation of import quotas by one enterprise, Article 16 under Regulation of the People's Republic of China on the Administration of the Import and Export of Goods provides that the administrative departments of import quotas shall take the following elements into consideration when distributing quotas:
The performances of the applicant in import;
Whether the distributed quotas in the past have been fully used;
The productive capacity, management scale and the sales of the applicant;
The applications filed by new import business operators;
Quota quantity under applications.
The above factors shall be taken into account in the distribution of import tariff quotas on agricultural products. The import quotas for wheats, corns, rice and table sugar are distributed on the basis of the applied quantity, historical import performance and production and processing capacity of applicant enterprises. The import quotas for cottons are distributed on the basis of the actual production and operation capacity of the applicant enterprises and other relevant commercial criteria. The import quotas for wool and woolen strips are distributed in accordance with relevant contracts and on a “first come, first serve” basis.
Hainan Free Trade Port partially liberalized tariff quota administration. The Notice by 20 Ministries and Commissions Including the Ministry of Commerce on Several Measures for Advancing the Trade Liberalization and Facilitation in the Hainan Free Trade Port was issued in April 2021, which states that: “the pilot program of excluding import of sugar through the “first line” from the administration of total tariff quota and managing the import and export through the “second line” according to the provisions in force shall be implemented in Yangpu Bonded Port Area in advance. Goods subject to the tariff quota administration are not included in the Catalogue of Encouraged Industries in Hainan Free Trade Port. The policy for exemption of tariffs on added value from processing is not applicable to categories other than sugar in the current stage. However, with the continuous innovations of Hainan Free Trade Port in the field of tariff quota administration in future, more categories of goods in Hainan are expected to break the restrictions of the tariff quota administration. 


Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs
	S/N
	Category
	Secondary categories
	MFN tariff rate
	General tariff rate

	1
	Animal products
	Fresh or chilled meat of bovine animals
	20%
	70%

	2
	
	Frozen meat of bovine animals
	25%
	70%

	3
	
	Fresh, chilled or frozen meat of swine
	20%
	70%

	4
	
	Fresh, chilled or frozen meat of sheep
	23%
	70%

	5
	
	Fresh, chilled or frozen meat of horses, mules or asses
	20%
	70%

	6
	
	Fresh, chilled or frozen meat of chicken, ducks, geese and turkeys
	20%
	70%

	7
	
	Fresh, chilled or frozen meat of rabbits
	20%
	70%

	8
	
	Fresh, chilled or frozen meat of reptiles
	23%
	70%

	9
	
	Dried and smoked meat
	25%
	80%

	10
	
	Milk and cream not concentrated or containing added sugar
	15%
	40%

	11
	
	Preserved eggs such as salted and lime-preserved eggs
	20%
	90%

	12
	
	Egg yolk (salted egg yolk, egg yolk powder, etc.)
	20%
	90%

	13
	
	Natural honey and bee products
	15%
	80%

	14
	
	Raw unclean and clean edible bird nest products
	25%
	80%

	15
	
	Other edible animal products
	20%
	70%

	16
	Other animal
products
	Un-worked human hair
	15%
	90%

	17
	
	Pigs' bristles or hair or other brush making hair
	20%
	90%

	18
	
	Horsehair
	15%
	90%

	19
	
	Animals’ intestine, stomach, gizzard
	20%
	90%

	20
	Vegetable products
	Orchid tubers in growth or in flower
	15%
	80%

	21
	
	Tubers of other endangered plants in growth or in flower
	15%
	80%

	22
	
	Cashew nuts in shell
	20%
	70%

	23
	
	Walnuts, hazelnuts, chestnuts in shell
	25%
	70%

	24
	
	Figs and their products
	30%
	70%

	25
	
	Avocados and their products
	25%
	80%

	26
	
	Guavas and their products
	15%
	80%

	27
	
	Mangoes and their products
	15%
	80%

	28
	
	Raspberries, blackberries, mulberries
	25%
	80%

	29
	
	Cranberries and cowberries
	30%
	80%

	30
	
	Kiwi fruits, durians, persimmons
	20%
	80%

	31
	
	Sugar apples, plums, dragon fruits
	20%
	80%

	32
	
	Frozen fruits and nuts
	30%
	80%

	33
	
	Fruits and nuts provisionally preserved and unsuitable in that state for immediate consumption
	25%
	80%

	34
	
	Roasted coffee
	15%
	80%

	35
	
	Green tea, flower tea, black tea
	15%
	100%

	36
	
	Pepper, dried chili pepper and chili powder
	20%
	70%

	37
	
	Seeds of badian, seeds of cumin
	15%
	50%

	38
	
	Ginger, curry and other seasoning spices
	15%
	50%

	39
	
	Wheat and maslin (in or out of quota)
	1% and 65%
	180%

	40
	
	Long grain rice and brown rice (in or out of quota)
	1% and 65%
	280%

	41
	
	Wheat and maslin flour (in or out of quota)
	6% and 65%
	130%

	42
	
	Corn flour (in or out of quota)
	9% and 40%
	130%

	43
	
	Groats and meal of wheat (in or out of quota)
	9% and 65%
	130%

	44
	
	Shelled and rolled barleys and corns
	20%
	50%

	45
	
	Flour, meal and pellets of potatoes
	15%
	50%

	46
	
	Wheat starch, corn starch
	20%
	50%

	47
	
	Wheat gluten
	18%
	80%

	48
	
	Groundnuts not roasted or otherwise cooked
	15%
	70%

	49
	
	Linseed oil
	15%
	70%

	50
	
	Apricot kernels, lotus seeds
	20%
	80%

	51
	
	Fresh ginseng, American ginseng, and wild ginseng
	20%
	90%

	52
	
	Sea tangle, black moss
	20%
	70%

	53
	
	Laver, eucheuma
	15%
	70%

	54
	
	Gum Arabic, pine-resin
	15%
	45%

	55
	Animal and vegetable fats and oils
and decomposition
products
	Vegetable fats and oils and fractions thereof
	25%
	70%

	56
	
	Margarine
	30%
	80%

	57
	
	Shortening made of animal and vegetable fats and oils
	25%
	70%

	58
	
	Vegetable waxes, beeswax
	20%
	80%

	59
	Sugar and sugar confectionery
Other
food
	Sugar, cane sugar
	15%
	125%

	60
	
	Granulated sugar, white sugar (in or out of quota)
	15% and 50%
	125%

	61
	
	Glucose and glucose syrup, fructose
	30%
	80%

	62
	
	Cocoa butter and cocoa oil
	22%
	70%

	63
	
	Yeasts and prepared baking powders
	25%
	70%

	64
	
	Wine
	20%
	180%

	65
	
	Wine of fresh grapes flavored with plants or aromatic substances
	65%
	180%

	66
	
	Other fermented beverages
	40%
	180%

	67
	
	Dog and cat food in airtight containers
	15%
	90%

	68
	
	Cigars and cigarillos containing tobacco
	25%
	180%

	69
	
	Homogenized and reconstituted tobacco extracts and essences
	57%
	180%

	70
	Chemical industrial
products
	Essential oils
	20%
	80%

	71
	
	Resinoids
	20%
	80%

	72
	
	Unexposed photographic paper and paperboard
	35%
	100%

	73
	
	Monocarboxylic fatty acids for industrial use and refined acid oil
	16%
	50%

	74
	Rubber and
articles thereof
	Natural rubber
	20%
	40%

	75
	
	Pneumatic tires of rubber
	17%
	50%

	76
	Rubber and articles thereof
	Inflatable articles of vulcanized rubber
	18%
	80%

	77
	Furskins
	Raw furskins
	20%
	90%

	78
	
	Furskins of endangered animals
	20%
	100%

	79
	Textile raw materials
	Wool not combed (in or out of quota)
	1% and 38%
	50%

	80
	
	Combed wool (in or out of quota)
	3% and 38%
	50%

	81
	
	Combed cotton (in or out of quota)
	1%/40%
	125%

	82
	Stone, ceramic, glass and articles thereof
	Marble and other natural stones
	15%
	90%

	83
	
	Carbon fiber articles
	17%
	70%

	84
	
	Building bricks and tiles of ceramic
	15%
	90%

	85
	
	Cast glass, drawn glass or blown glass
	15%
	50%

	86
	
	Clock and watch glasses, glasses for corrective spectacles
	15%
	80%

	87
	
	Glass beads, imitation pearls
	15%
	100%

	88
	Pearls
	Natural or cultured pearls
	21%
	100%

	89
	Electronic equipment
	Color LCD monitors
	20%
	130%

	90
	
	Analogue/digital television receiver
	15%
	130%

	91
	Vehicles and parts thereof
	Passenger motor vehicles (with 30 seats or over)
	15%
	230%

	92
	
	All-terrain vehicle, golf carts
	15%
	150%

	93
	
	Saloon cars, off-road vehicles (of a cylinder capacity below 3000 mL)
	15%
	230%

	94
	
	Saloon cars, off-road vehicles (of a cylinder capacity above 3000 mL)
	15%
	270%

	95
	
	Freight motor vehicles
	15%
	70%

	96
	
	Tanks
	15%
	100%

	97
	
	Motorcycles
	45%
	150%

	98
	
	Parts and accessories of tanks
	15%
	100%

	99
	
	Parts and accessories of motorcycles
	15%
	100%

	100
	Clocks, watches and parts thereof
	Electrically operated watches with optical displays
	15%
	100%

	101
	
	Electrically operated alarm clocks and wall clocks
	15%
	100%

	102
	
	Watch movements
	16%
	100%

	103
	
	Watch straps
	20%
	130%

	104
	Miscellaneous products
	Worked ivory, rhinoceros’ horn and similar products
	20%
	100%


Examples of categories made from raw materials that are of high value but insensitive to logistics costs
	S/N
	Category
	Raw material
	Price of raw material
	MFN tariff rate

	1
	Articles of precious metals
	Gold, silver, platinum
	Such as gold
406 yuan/gram
	8%-10%

	2
	Articles of precious stones
	Agate, jade, diamond
	Such as diamond
200,000 yuan/gram
	5%

	3
	Electronic equipment
	Electronic components
	Depending on the component
	10%

	4
	Optical equipment
	Optical components
	Depending on the component
	10%

	5
	Fish oil products
	Fish liver oil 
	Such as cod liver oil
2,150,000 yuan/ton
	12%

	···


Based on the above analysis, it is clear that the following industries characterized by “raw materials that are subject to high import tariffs” and “imported raw materials having a potential of realizing a high added value from processing” can be supported on a priority basis:
(1) Import and processing of high value-added nuts;
(2) Import and processing of cocoas;
(3) Import and processing of meat;
(4) Processing of degradable materials based on the out-of-quota import of corns;
(5) Processing of pet food based on imported meat;
(6) Processing of sugar-sweetened beverages made from imported cane sugar;
(7) Import and processing of carbon fiber materials;
(8) Import and processing of high value-added fresh fruits and vegetables;
(9) Manufacturing and processing of raw materials for health care products made from fish liver oils;
(10) Import and processing of raw materials for implantable consumables.
(II) Interpretation of other applicable policies
In addition to the policy for exemption of tariffs on added value from processing, advanced manufacturing industries enjoy other favorable policies of Hainan Free Trade Port, mainly including the zero-tariff policy, the preferential policy for corporate income tax and personal income tax, and the policy for refunding value-added tax and consumption tax.
1. Zero-tariff policy.
Hainan Free Trade Port will implement the zero-tariff policy in two phases.
In the first phase, that is before the independent customs operation throughout the Hainan Island: some imported goods will be exempted from import tariffs, import VAT and consumption tax. The “one negative and three positives” and “zero-tariff” list will be applied to imported goods other than those that are not exempted from taxes or prohibited from import as explicitly provided by laws, regulations and relevant provisions in China. Goods and items under the “zero-tariff” list will be exempted from import tariffs, import VAT and consumption tax.
A “zero-tariff” negative list will be applied to production equipment imported and used by enterprises.
A “zero-tariff” positive list will be applied to ships, aircrafts and yachts which are imported into Hainan and used for transportation and tourism purposes.
The “zero-tariff” positive list will also be applied to the raw and auxiliary materials used for production and self-use as imported by enterprises registered in Hainan Free Trade Port and that consumed in the process of conducting production and processing activities (or conducting trade in services) in the mode of “raw materials are imported from abroad and final products are sold to overseas markets”. 
The imported goods consumed by the residents of Hainan Island, will be subject to the administration on the basis of the “zero-tariff” positive list and may be purchased in Hainan free of any duties. 
In the second phase, that is after the independent customs operation throughout the Hainan Island and the streamlining of the tax system: goods excluded in the Catalogue of Taxable Imported Goods but allowable for being imported by Hainan Free Trade Port will be exempted from import tariffs.
Under the zero-tariff policy, imported raw and auxiliary materials and imported production equipment for own use will be exempted from import tariff, import VAT and consumption tax. This is expected to bring great benefits to the production and operation of enterprises.
Now, the “zero-tariff” negative list for production equipment imported and used by enterprises, and the “zero-tariff” positive list
 for imported raw and auxiliary materials, have been officially released to the public. Some industries do not enjoy the zero-tariff policy as explicitly stated in the “zero-tariff” negative list for the production equipment imported and used by the enterprises, including: the coal mining and processing industry, the ferrous metal mining and processing industry, the non-ferrous metal mining and processing industry, the non-metallic mining and processing industry, the leather tanning industry, the fur tanning and processing industry, the coal chemical industry, the nuclear fuel processing industry, the calcium carbide–based polyvinyl chloride industry, the chromium salt industry, the ferrous metal smelting and rolling industry, the non-ferrous metal smelting and rolling industry, the electroplating process in the metal surface treatment and heat treatment industry, the lead battery manufacturing industry, the manufacturing industries such as PCB and other products that cause high pollution and high environmental risk, the old battery dismantling and recycling industry for the metal waste and scrap processing (except for power battery equipment required by new energy vehicles), the coal product manufacturing industry, the nuclear radiation processing industry, the coal-fired power generation industry, the small hydropower industry in the hydropower generation industry, the thermal power generation industry and the supply industry.
2. Preferential policy on corporate income taxes and personal income taxes
Preferential policy for corporate income taxes. Before 2025, enterprises engaged in the encourage industries, that have been registered in Hainan Free Trade Port and have a practical operational record, are entitled to a corporate tax rate of 15%. After 2025, enterprises that have been registered in Hainan Free Trade Port and have a practical operational record (excluding those enterprises included in the negative list) are entitled to a reduced corporate tax rate of 15%.
Enterprises identified as entitled to the preferential policy for corporate income taxes shall meet all of the following requirements:
The enterprises shall be registered in Hainan Free Trade Port. This requirement is consistent with the requirements of other regional preferential tax policies.
The enterprises shall be engaged in the encouraged industries in Hainan Free Trade Port. Enterprises engaged in encouraged industries are identified in a catalog-based administration mode and on the basis of the ratio of main business incomes, which requires: the main business of an enterprise shall be included in the catalog of encouraged industries in Hainan Free Trade Port, and the income from such main businesses shall account for more than 60% of the total income of the enterprise. The catalogs of encouraged industries in Hainan Free Trade Port include: Catalogue for Guiding Industrial Restructuring (2019 Version), Catalogue of Industries for Encouraging Foreign Investment (2019 Version) and Catalogue of New Encouraged Industries in Hainan Free Trade Port. The processing industry of sugar-sweetened beverages made from imported cane sugar is one of the encouraged industries.
The enterprises shall have a practical operational record in Hainan Free Trade Port. The actual management office of the enterprise shall be set up in Hainan Free Trade Port and substantially manage and control the production, operation, personnel and finance of the enterprise.
Compared with the statutory corporate income tariff rate of 25% in China, the preferential corporate income tax rate applied to enterprises in Hainan Free Trade Port is 15%, and the after-tax profits of the enterprises that entitled to the preferential policy can increase by more than 10%. Compared to the corporate income tax rates applied to enterprises in two other free trade ports of Hong Kong and Singapore, which are 16.5% and 17% respectively, the preferential corporate income tax rates of Hainan Free Trade Port will help to attract some enterprises both at home and abroad.
Preferential policy for personal income taxes. Before 2025, for high-end talents and highly-demanded talents
 working in Hainan Free Trade Port will be exempted from the portion that exceeds 15% of taxable income. After 2025, for individuals who have lived in Hainan Free Trade Port for 183 days within a taxable year, the personal income taxes will be levied on their comprehensive incomes and business incomes obtained within Hainan Free Trade Port at three excess progressive tax rates: 3%, 10% and 15%.
High-end and highly-demanded talents entitled to preferential personal income tax policies shall meet the following identification conditions:
They shall have paid social security in Hainan for 6 consecutive months (including December) or above (This provision does not apply to foreigners who cannot pay social security); 
They shall have signed a labor contract or employment agreement with a company registered and substantially operating in Hainan for a period of one year or more.
It can be obtained that, excluding the six deduction items (e.g., children’s education, continuing education, home mortgage loan interests, housing rents, elderly support and medical care for serious disease) stated in the Law of the People's Republic of China on Individual Income Tax, the threshold of comprehensive annual income for an individual is RMB 470,200. In other words, if the annual income of a tax payer exceeds RMB 470,200 (the annual taxable income exceeds RMB 319,200), the tax payer will be exempted from the portion that exceeds 15% of taxable income. If not, the benefits of the preferential policy will not be seen.
3. Policy for refunding value-added tax and consumption tax
The Law of the People's Republic of China on Hainan Free Trade Port, which was adopted at the 29th session of the Standing Committee of the 13rd National People's Congress on June 10, 2021, specifies that: the value-added tax and consumption tax levied on goods entering Hainan Free Trade Port from the rest of China shall be refunded in accordance with the relevant provisions of the State Council.
China implements an export tax refund system, offering tax exemption, deduction and refund for goods exported by manufacturers for their own accounts or on commission. That is, enterprises are exempted from any VAT and consumption tax occurring in the export process; the VAT and consumption tax occurring in the processing and turnaround of the goods to be exported can offset the tax levied on the goods for domestic sales, and the portion not offset will be refunded. The tax refund for exported goods depends on the input amount listed in the special invoices for purchasing raw materials for processing goods and paying for the labors for processing goods. Under the Export Tax Refund System, the calculation of tax payable by enterprises in the relevant periods shall follow the principle of “Levy First and Refund Later” with the following calculation method:
Taxable amount = (domestic sales + foreign sales) × VAT rate - input VAT, wherein the input VAT is the VAT arising from raw materials and labor services
Tax refundable amount = (output VAT – total VAT of imported materials) × refund rate
Tax payable = taxable amount - tax refundable amount = [(domestic sales + foreign sales) × VAT rate - input VAT] - (foreign sales × refund rate) = [(domestic sales + foreign sales) × VAT rate - input VAT] - (foreign sales × refund rate) = domestic sales × VAT rate - input VAT + foreign sales × (VAT rate - refund rate)
Under the policy that “the value-added tax and consumption tax levied on goods entering Hainan Free Trade Port from the rest of China shall be refunded”, the enterprises, which settle their processing bases in Hainan and “import” required materials from the rest of China, shall be exempted from the VAT on the “imported” materials occurring in the import process, and the VAT on “imported” materials occurring in the processing and turnaround processes will be refunded.
At the end of the manufacturing process, some of the manufactured goods will be sold from Hainan to the rest of China, and others to foreign countries. For those sold to the rest of China, VAT shall be paid, and for those sold to foreign countries, newly occurred VAT will be refunded.
On the whole, (1) the amount of VAT credit applied to enterprises establishing plants in Hainan and “exporting” end products (to foreign countries or to the rest of China, the same below), equals to that applied to enterprises establishing plants in and selling end products to the rest of China; (2) the total amount of tax payable by enterprises establishing plants in Hainan and “exporting” end products, equals to that by enterprises establishing plants in and selling end products to the rest of China.
However, seen from the time of the VAT exemptions and reductions applicable to materials, the “import” of materials by enterprises which establish plants in Hainan will lead to the advancement of VAT exemptions and reductions on exported goods and the delay in the tax payable on goods sold to the rest of China: (1) the “advancement of VAT exemptions and reductions on exported goods” means that the “import” of materials advances the refunding of VAT on goods sold to foreign countries; and (2) the “delay in the tax payable on goods sold to the rest of China” means that the “import” of materials will temporarily concert the VAT on goods sold to the rest of China into cashes for the enterprises. Both the advancement of VAT exemptions and reductions on exported goods and the delay in the tax payable on goods sold to the rest of China will reduce the financial pressure on enterprises. However, the policy for refunding value-added tax and consumption tax is difficult to bring obvious economic benefits for enterprises to reduce operating costs.
II. Suggestions on Development Direction
(I) Import and processing of high value-added nuts
1. Analysis of the economic advantages of enterprises engaged in the import and processing of high value-added nuts to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. In the Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs, the MFN tariff rate and the general tariff rate on cashew nuts in shell are 20% and 70%, respectively. The MFN tariff rate and the general tariff rate on walnuts, hazelnuts and chestnuts in shell in shell are 20% and 70%, respectively.
In 2019, China imported about 960,000 tons of dried fruits and nuts. Amount others, pistachios, almonds (also known as “badams”), cashews, hazelnuts and walnuts are the main import categories, which are mainly imported from countries such as the United States, Iran, Australia, Turkey and Vietnam.
Categories of Main Nuts Imported by China in 2019

	Categories of nuts
	Import volume (in 10,000 tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)

	Pistachios
	In shell
	11.2
	5
	USA
Iran
	10

	
	Shelled
	0.1
	4
	
	10

	Almonds
	In shell
	6.3
	3.3
	Australia
	24

	
	Shelled
	3.3
	4.8
	
	10

	Cashews
	In shell
	1.3
	1
	Vietnam
	20

	
	Shelled
	2.4
	4.8
	
	10

	Hazelnuts
	In shell
	1.7
	1.8
	Turkey
	25

	
	Shelled
	0.3
	5.7
	
	10

	Walnuts
	In shell
	0.4
	2.1
	USA
	25

	
	Shelled
	0.2
	5.2
	
	20


As indicated by the findings from the research of data on high value-added nuts imported by China and the results of the comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of high value-added meat.
(2) Reduction of operating costs under the zero-tariff policy.
As indicated by the findings from the research on nut enterprises in China such as Qiaqia and Three Squirrels, the manufacturing level of nut processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. We also see that leading enterprises in the nut manufacturing and processing industry actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of nuts from abroad, aiming at further improving product quality with precise control of process parameters such as temperature.
The imported processing line for high value-added nuts can complete the cleaning, screening, roasting, sterilizing and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Buhler Group. The following are the market prices of imported equipment for the processing of nuts.
Main Equipment for the Processing of Nuts

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Cleaning
	Cleaner
	4-8
	10
	13

	
	Indent cylinder
	7-10
	10
	13

	
	Stone remover
	4-8
	10
	13

	Screening
	Color sorter
	42-45
	8
	13

	Roasting and sterilizing
	Roaster
	50-60
	10
	13


As indicated by the findings from the research on the prices of major nut processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of nuts can take obvious economic advantages by realizing a cost reduction of about RMB 308,100 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes
Now, the annual operating income of a single production base of leading enterprises in the nut processing industry of China is about RMB 100 to 200 million
, which is steadily growing at a growth rate of 10% owing to the increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Processing of Nuts
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	2.0
	2.2
	2.42
	2.66
	2.93
	

	Operating cost (in RMB 100 million)
	
	1.6
	1.76
	1.94
	2.13
	2.34
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.1
	0.11
	0.12
	0.13
	0.15
	0.61

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.06
	0.067
	0.073
	0.08
	0.09
	0.37


In summary, the comprehensive evaluation on the production, processing and operation of one leading enterprise in the nut industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a nut processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 24 million less than that of a similar plant established in a non-free-trade-port area.
There are about 50-100
 employees in each single production base of leading enterprises in the nut industry in China, where:
Senior officers account for about 1.5% of total employees, with an average annual income of about RMB 500,000-600,000.
Technicians account for about 7% of total employees, with an average annual income of about RMB 120,000-150,000.
Administration staff account for about 10% of total employees, with an average annual income of about RMB 100,000-120,000.
Sales persons account for about 10% of total employees, with an average annual income of about RMB 100,000-120,000.
Production personnel account for about 70% of total employees, with an average annual income of about RMB 50,000-60,000.
Under the preferential policies on the personal income tax in Hainan Free Trade Port, the senior officers of enterprises engaged in the processing of nuts, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of high value-added nuts to settle in Hainan Free Trade Port
Nut enterprises mainly cluster in the Central China, such as Anhui Province. Shanghai is the largest nut consumer in China
. Most imported hazelnuts in China originate from Turkey. We can compare “importing 5 tons of hazelnuts by sea from Istanbul, Turkey to Hefei via Guangzhou for production and processing and then transporting processed products to Shanghai” with “importing 5 tons of hazelnuts by sea from Turkey to Haikou for production and processing and then transporting processed products to Shanghai”:
When importing 5 tons of hazelnuts by sea from Istanbul, Turkey to Guangzhou, Guangdong Province, China, the freight rate is about RMB 1,300 (about USD 200) per ton, and the total freight for international transportation is about RMB 6,500. When the hazelnuts are transported from Guangzhou to Hefei for processing, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 2,000. When the processed products are transported from Hefei to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 2000. So, the total accumulated freight is RMB 10,500.
Under the same situation, when importing goods from Istanbul, Turkey to the Port of Yangpu in Hainan Province, the freight rate is about RMB 2,600 (about USD 400) per ton, and the total freight cost for international transportation is about RMB 13,000. When the processed products are transported from Haikou to Shanghai, the freight rate is about RMB 1,000 per ton, and the freight is about RMB 5,000. The total accumulated transportation cost is RMB 18,000. In other words, the logistics cost caused by the import to Hainan is about RMB 7,500 higher than that to the rest of China.
In reality, end products may be sold in more than one region. Therefore, the transportation costs are constantly changing. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established by a famous nut enterprise in Hainan with another production bases in a non-free-trade-port area.
The production base, covering an area of 165 mu, is mainly engaged in the processing of imported nuts, imports about 20,000 tons of meat per year, and has 20 production lines with a total value of about RMB 3 million. Taking the hazelnuts imported from Turkey for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	45
	0.37
	6.19
	4.2

	Hainan Free Trade Port
	36
	0.3
	1.62
	7.2


In summary, the comprehensive evaluation on the operation of the production bases of the famous nut enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 4.512 billion, that is about RMB 1.064 billion less than the other production base established in a non-free-trade-port area (which is about RMB 5.576 billion), without considering the amortization of equipment costs.
4. Geographical distribution of leading nut processing enterprises
	Company Name
	Company Profile
	Categories of main nuts imported
	Production bases in China

	Qiaqia Food
	As one of the famous casual food enterprises in China, Qiaqia Foods headquartered in Hefei Anhui, is mainly engaged in the production of traditional fried goods and nuts.
	Badams, cashews, hazelnuts, etc.
	Hefei, Fuyang, Changsha, Chongqing, Langfang, Baotou, Gannan, Harbin

	Three Squirrels
	Three Squirrels is the first pure Internet-based food brand, and it is headquartered in Wuhu, Anhui Province. In addition, it is the largest food e-commerce enterprise in China in terms of sales scale. Its main business covers a full range of leisure snacks such as nuts, dried meat, dried fruit, puffed food and other leisure snacks.
	Pecans, badams, pistachios, hazelnuts, etc.
	Wuhu (under construction), Hangzhou (for contract manufacturing), Tianjin (for contract manufacturing), Xuancheng (for contract manufacturing), etc.

	Be & Cheery
	Baicaowei, a sub-brand of PepsiCo, headquartered in Hangzhou, is a channel brand and comprehensive brand, focusing on the R&D, processing and production of leisure food and adopting an operation mode integrating Internet-based business and new retails.
	Hazelnuts, thin-shell walnuts, pistachios, pine nuts, cashew nuts, etc.
	Linjiang, Hangzhou (for contract manufacturing), Zhuji (for contract manufacturing)

	Bestore
	Headquartered in Wuhan of Hubei Province, it is a professional brand chain operation company providing R&D, processing, distribution and retail services related to leisure food. 
	Badams, hickory nuts, etc.
	Hangzhou, Baoshan (for contract manufacturing), Meihekou (for contract manufacturing), Xuancheng (for contract manufacturing) and Beijing (for contract manufacturing)

	Lyfen
	Headquartered in Shanghai, it has 3,000 outlets in 24 provinces and municipalities including Jiangsu, Zhejiang, Shanghai, Beijing and Tianjin. 
	Badams, macadamia nuts, pecans, cashews, etc.
	Hangzhou (for contract manufacturing), Shanghai (for contract manufacturing), Foshan (for contract manufacturing)

	Wolong
	Headquartered in Qingdao of Shandong, it independently developed Wolong Daily Nuts, and now has established a strategic cooperation with Sequoia Capital China.
	Walnuts, cashews, hazelnuts, etc.
	Qingdao

	Kirkland Signature
	As the best-selling health brand in the United States, Kirkland Signature is a brand of Costco. It entered the Chinese market in 2014, and now has reached cooperation with Tmall International.
	(International enterprises)
	N/A

	Riverside All Australian
	As a retail brand under Stahmann Farms (a giant in the nut industry in Australia), Aussie Fruit Tycoon outputs about 75% of total pecans on the Australian market from its orchards in Moree of New South Wales. 
	(International enterprises)
	N/A

	Planters
	Planters, a sub-brand of Kraft Heinz, is the number one seller in the United States, with its sales channels reaching more than 73 countries worldwide and annual sales of more than $1.2 billion. Now it has reached cooperation with Alibaba and Jingdong.
	(International enterprises)
	N/A

	IMPORTACO
	Headquartered in Valencia, Spain, it is the largest producer and marketer of nuts in Spain, with 12 production centers, 10 work centers and 9 sales offices worldwide. It has begun cooperation with Jingdong and Alibaba in 2019.
	(International enterprises)
	N/A


(II) Import and processing of cocoas
1. Analysis of the economic advantages of enterprises engaged in the import and processing of cocoas to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. The cocoa butter and cocoa oil are the main imported high value-added cocoa categories. These imported raw materials can be used to manufacture and produce chocolate products. In the Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs, the MFN tariff rate and the general tariff rate on cocoa butter and cocoa oil are 22% and 70%, respectively. The chocolate products made from the imported cocoa butter and cocoa oil shall be subject to the policy for exemption of tariffs on added value from processing. In 2020, about 14,800 tons of cocoa butter and cocoa oil were imported by China, mainly from Côte d'Ivoire, Ghana, Nigeria and other countries.
Import of Cocoa Butter and Cocoa Oil by China in 2020

	Main exporters
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Côte d'Ivoire
	8567
	3.12
	22

	Ghana
	5972
	2.85
	22

	Nigeria
	130
	2.95
	22

	Brazil
	49
	3.06
	22

	South Africa
	33
	2.73
	22


As indicated by the findings from the research of data on high value-added cocoa butter and cocoa oil imported by China and the results of the implementation of the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of cocoa butter and cocoa oil.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on nut enterprises both at home and abroad such as Mars Group and Ferrero, the manufacturing level of chocolate processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. At the same time, most of leading enterprises in the chocolate manufacturing and processing industry seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of chocolates from abroad.
The chocolate production line can complete the melting, blending, molding, packing and other processing of cocoa butter and cocoa oil. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Buhler Group, Soleus Group, CHOCOTECH and WDS. The following are the market prices of imported equipment for the production of chocolates.
Main Equipment for the Production of Chocolates

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Melting
	Melting cylinder
	20
	8
	13

	Blending
	Ball grinder
	190
	8
	13

	
	Blender
	50
	7
	13

	Thermal insulation 
	Insulation cylinder
	45
	8
	13

	Molding
	Casting machine
	70
	8
	13

	
	Molding machine
	80
	8
	13

	Packing
	Packer
	20
	8
	13


As indicated by the findings from the research on the prices of major chocolate manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reductions and exemptions for imported equipment under the zero-tariff policy of Hainan Free Trade Port, chocolate manufacturers can enjoy obvious economic advantages by realizing a cost reduction of about RMB 1,041,000 for each set of production equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of leading enterprises in the chocolate industry of China is about RMB 200 to 500 million
, which is steadily growing at a growth rate of 8% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Production of Chocolates
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	3
	3.24
	3.50
	3.78
	4.08
	

	Operating cost (in RMB 100 million)
	
	2.4
	2.59
	2.80
	3.02
	3.27
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.15
	0.16
	0.17
	0.19
	0.20
	0.88

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.09
	0.10
	0.10
	0.11
	0.12
	0.53


In summary, the comprehensive evaluation on the operation of the production of a leading enterprise in the chocolate manufacturing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the operating cost of the production base, which was established in Hainan Free Trade Port and has operated for 5 years, is about RMB 350 million less than that of the other production base established in a non-free-trade-port area.
There are about 1,000-1,200
 employees in each single production base of leading enterprises in the chocolate industry in China, where:
Senior officers account for about 2% of total employees, with an average annual income of about RMB 500,000-600,000.
Technicians account for about 15% of total employees, with an average annual income of about RMB 200,000-300,000.
Administration staff account for about 10% of total employees, with an average annual income of about RMB 100,000-120,000.
Sales persons account for about 28% of total employees, with an average annual income of about RMB 120,000-150,000.
Production personnel account for about 45% of total employees, with an average annual income of about RMB 60,000-100,000.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees in enterprises engaged in the manufacturing of chocolates in Hainan Free Trade Port, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of cocoas to settle in Hainan Free Trade Port
The chocolate enterprises mainly cluster in Zhejiang and other provinces in the Central China. Shanghai is the largest nut consumer in China
. Most imported cocoa butter in China originate from Côte d'Ivoire. We can compare “importing 10 tons of cocoa butter by sea from Abidjan, Côte d'Ivoire to Jiaxing via the Port of Zhoushan and then transporting processed products to Shanghai” with “importing 10 tons of cocoa butter by sea from Côte d'Ivoire to Hainan for processing and then transporting processed products to Shanghai”: 
When importing 10 tons of cocoa butter by sea from Abidjan, Côte d'Ivoire to the Port of Zhoushan in Ningbo, the freight rate is about RMB 8,000 per container (a 10-ton reefer container for lipids), and the total freight for international transportation is about RMB 8,000. When the cocoa butter is transported from the Port of Zhoushan to Jiaxing City for the processing, the freight rate is about RMB 400-500 per ton, and the total freight for transportation is about RMB 5,000. When the processed products are transported from Jiaxing to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 5,000. So, the total accumulated freight is RMB 18,000. 
Under the same situation, when importing 10 tons of cocoa butter from Abidjan, Côte d'Ivoire to Hainan, the freight rate is about RMB 12,800 per container (a 10-ton reefer container for lipids), and the total freight for international transportation is about RMB 12,800. When the processed products are transported from Hainan to Shanghai for sales, the freight rate is about RMB 1,000 per ton, and the freight is about RMB 10,000. So, the total accumulated transportation cost is RMB 22,800. In other words, the logistics cost caused by the import to Hainan is about RMB 4,800 higher than that to the rest of China. However, if the chocolates produced in Hainan are sold directly to duty-free stores in Hainan, 10,000 yuan of freight can be saved, and the logistics cost caused by the import to Hainan is lower than that in non-free trade areas. 
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous chocolate enterprise with another production base in a non-free-trade-port area.
The production base, covering an area of 100 mu, imports about 5,000 tons of cocoa butter and cocoa oil per year, and has 8 production lines with a total value of about RMB 5 million. Taking the cocoa butter imported from Abidjan, Côte d'Ivoire for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.90
	0.49
	0.15
	0.09

	Hainan Free Trade Port.
	1.56
	0.4
	0.09
	0.11


In summary, the comprehensive evaluation on the operation of the production base of the famous chocolate enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 216 million, that is about RMB 47 million less than the other production base established in a non-free-trade-port area (which is about RMB 263 million), without considering the amortization of equipment costs. 
4. Geographical distribution of leading production enterprises
	Company Name
	Company Profile
	Production bases in China

	Mars
	Mars Foods (China) Co., Ltd. is sole proprietorship of Mars in China. Based in Beijing, it owns many famous brands at home and abroad, including Dove Chocolate, Snickers Chocolate, M&M's Chocolate, Skittles, Crispy Pouch Chocolate. Mars Foods (China) is the leader of the chocolate and pet market in China, and takes the largest chocolate market share in China.
	Huairou Beijing, Jiaxing Zhejiang

	Ferrero
	Ferrero is the products of Ferrero Group based in Italy, Ferrero Group is the fourth largest chocolate manufacturer in the world and has a series of high-quality and innovative products. Ferrero Chocolate is a famous brand worldwide.
	Dajiangdong, Hangzhou

	Hershey
	Hershey is the largest manufacturer of chocolate and chocolate-based confectionery in North America. Hershey Town, with 3 modern chocolate factories, is the largest chocolate production base in the world. 
	N/A

	Nestle
	Headquartered in Vevey on Lake Geneva of Switzerland, Nestle runs more than 500 plants worldwide and is the largest food manufacturer in the world. At its early days in Switzerland, Nestle started out as a baby food manufacturer but now is known for its chocolate bars and instant coffee.
	Tianjin


	Mondelēz
	Formerly known as Kraft Foods, Mondelēz is a leading global manufacturer of cookies, chocolates, gums, candies and solid drinks. Mondelēz China has a number of brands known and loved by wide consumers in China, including Oreo, Chips Ahoy, Uguan, Tuc, Prince, Pacific, Ritz, Choclairs, Halls, Stride, Milka and Tang.
	Beijing and Suzhou

	Meiji
	Meiji Milk Chocolate is one of the best-selling chocolates in Japan. Meiji Food Industry (Shanghai) Co., Ltd. is engaged in the R&D, production and processing of candy, chewing gum, chocolate, chocolate products, fried and baked goods.
	Shanghai

	Xu fuji
	Xu fuji specializes in the production and operation of candy, confectionery, sachima, chocolate and jelly pudding and other candy and leisure food.
	Dongguan, Guangdong

	Jinsihou Food
	Jinsihou Group offers four series of more than 200 categories of products, including candy, chocolate, beverages and snacks, which are sold well in more than 150 large and medium-sized cities and vast rural areas in more than 20 provinces, autonomous regions and municipalities, and exported to Russia, Mongolia, Kazakhstan, etc.
	Zhoukou, Henan

	Apple Flavor and Fragrance Group
	Apple Flavor and Fragrance Group is a famous industrial chocolate enterprise in China, mainly producing cocoa powder, industrial chocolate and other food ingredients, which are mostly sold to famous enterprises both at home and abroad.
	Hangzhou

	Miaopin Chocolate
	Qingdao Miaopin Chocolate Co., Ltd. is an enterprise specialized in the production and sales of chocolates, and its main products are high-end chocolate gifts, Miaopin chocolate bricks, chocolate sauce, chocolate beans, etc.
	Qingdao, Shandong

	Cocoa Food
	Jiangsu Wuxi Taihu Cocoa Food Co., Ltd., the former branch under Jinsihou Group in Wuxi, is mainly engaged in the production of cocoa and roasted coffee products; chocolate and chocolate products, etc.
	Wuxi, Jiangsu

	Tianmi Food
	Shanghai Tianmi Food Co., Ltd. is a professional manufacturer of candy and chocolate in China. It has 16 candy, chocolate and mylar production lines, with an annual production capacity of 6,000 tons.
	Shanghai


(III) Import and processing of meat
1. Analysis of the economic advantages of enterprises engaged in the import and processing of meat to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. In the Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs, the MFN tariff rate and general tariff rate on fresh or chilled meat of bovine animals, fresh, chilled or frozen meat of swine, fresh, chilled or frozen meat of horses, mules or asses, fresh, chilled or frozen meat of chicken, ducks, geese and turkeys, fresh, chilled or frozen meat of rabbits are 20% and 70%, respectively; the MFN tariff rate and general tariff rate on frozen meat of bovine animals are 25% and 70%, respectively; the MFN tariff rate and general tariff rate on fresh, chilled or frozen meat of reptiles, fresh, chilled or frozen meat of sheep are 23% and 70%, respectively; and the MFN tariff rate and general tariff rate on dried and smoked meat are 25% and 80%, respectively.
In 2019, China imported a total of about 6,178,200 tons of meat, with a 5-year CAGR of 17.22% and a strong and increasing import demand. The meat mainly includes the meat of bovine animals, swine, ovine animals, horses, mules, asses, chicken, ducks and geese, and are mainly imported from Australia, New Zealand, Uruguay and other countries.
Import of Meat by China in 2019

	Type of meat
	Import volume (in 10,000 tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)

	Meat of bovine animals
	165.9
	3.42
	Australia
Uruguay
	20-25

	Meat of swine
	210.8
	1.54
	Germany
Spain
	20

	Meat of ovine animals
	39.2
	3.27
	Australia
New Zealand
	23

	Meat of chicken, ducks and geese
	79.7
	1.78
	Brazil
Argentina
	20


As indicated by the findings from the research of data related to the import of high value-added meat in China and the results of the comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of high value-added meat.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on China’s meat enterprises, such as WH Group and Yurun Group, the manufacturing level of equipment for processing meat produced in China has gradually improved in recent years, and homemade equipment can generally meet the processing and manufacturing needs of enterprises (i.e.: enterprises engaged in the processing of meat in China mainly use homemade processing equipment). At the same time, leading enterprises in the meat manufacturing and processing industry actively seek international cooperation to promote technological upgrading and choose to import automatic advanced equipment and production lines for the manufacturing and processing of meat from abroad.
The production line for the processing of imported high value-added meat are can complete the thawing, cutting, sousing, cooking and other processes. The processing equipment on the production lines is mainly provided by internationally renowned manufacturers of meat processing equipment, such as Jarvis Group. The following are the market prices of some imported equipment for the processing of meat.
Main Equipment for the Processing of Meat

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Thawing
	Thawing machine
	13-28
	10
	13

	Cutting
	Meat grinder
	1-3
	10
	13

	Sousing
	Tumbler
	5-20
	8
	13

	Cooking
	Cooking machine
	5-18
	10
	13

	Dehydration and drying
	Dehydrator
	4-5
	10
	13

	Cooling and packaging
	Vacuum packing machine
	3-5
	8
	13

	High-temperature sterilization
	Pasteurizer
	1-2
	10
	13

	Washing and air-drying of packaging bags
	washing and cooling machine of packaging bags
	3-6
	10
	13


As indicated by the results of the above research, enterprises engaged in the processing of meat can enjoy a cost reduction of about RMB 212,000 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of leading enterprises in the meat industry of China is about RMB 2-3 billion
, which is growing at a growth rate of about 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Processing of Meat
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	30
	33
	36.3
	39.9
	43.9
	

	Operating cost (in RMB 100 million)
	
	24
	26.4
	29
	31.9
	35.1
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	1.5
	1.65
	1.82
	2
	2.2
	9.16

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.9
	1
	1.1
	1.2
	1.3
	5.49


According to the above analysis, the operating cost of enterprises, which set up plants in Hainan Free Trade Port and operate them for 5 years, is about RMB 367 million less than that of the other production base setting up plants in a non-free-trade-port area.
There are about 865-1,000
employees in each single production base of leading enterprises engaged in the production and processing of meat in China. Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees (about 1-3% of total employees) in enterprises engaged in the production and processing of meat in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end talents and highly-demanded talents to settle in Hainan.
2. Analysis of the economic advantages and disadvantages of enterprises engaged in the import and processing of meat to settle in Hainan Free Trade Port
Chinese leading meat enterprises mainly cluster in the Central China, such as Henan Province. The Port of Tianjin is the first port of entry for meat imports into Henan Province. Chongqing is the largest meat-consuming city in China
. Most imported meat (meat of bovine animals, for example) in China originate from Australia. We can compare “importing 5 tons of meat of bovine animals by sea from Australia to Henan via Tianjin for production and processing and then transporting processed products to Chongqing” with “importing 5 tons of meat of bovine animals by sea from Brazil to Yangpu for production and processing and then transporting processed products to Chongqing”:
When importing 5 tons of meat of bovine animals by sea from Australia to Tianjin, the freight rate is about RMB 800-1,050 per ton, and the total freight for international transportation is about RMB 5,250. When the meat of bovine animals is transported from Tianjin to Henan for processing, the freight rate is about RMB 370-500 per ton, and the freight is about RMB 3,250. When the processed products are transported from Henan to Chongqing for sales, the freight rate is about RMB 370-500 per ton, and the freight is about RMB 3,250. So, the total accumulated freight is RMB 11,750.
When importing 10 tons of meat of bovine animals by sea from Australia to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 1,200-1,500 per ton, and the total freight for international transportation is about RMB 7,500. When the processed products are transported from Yangpu to Chongqing, the freight rate is about RMB 800-1,000 per ton, and the freight is about RMB 5,000. So, the total accumulated transportation cost is RMB 12500. In other words, the logistics cost caused by the import to Hainan is about RMB 750 higher than that to the rest of China.
In reality, end products may be sold in more than one region. Therefore, the transportation costs are constantly changing. This analysis is just to provide a fresh idea. Enterprises need to conduct careful estimations and calculations based on the realities of relevant markets before making any investment.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous enterprise engaged in the import and processing of meat products with another production base in a non-free-trade-port area.
The production base covers an area of 315 mu, is mainly engaged in the processing of imported meat, imports about 20,000 tons of meat per year, and has 20 production lines with a total value of about RMB 3 million for chilled or fresh meat. If the production base imports the meat of bovine animals mainly from Brazil and has kept operation for 1 year:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	8.55
	0.75
	1.5
	0.47

	Hainan Free Trade Port
	6.84
	0.6
	0.9
	0.5


In summary, the comprehensive evaluation on the operation of the production base of the famous meat enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 0.884 billion, that is about RMB 243 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 1.127 billion), without considering the amortization of equipment costs.
4. Geographical distribution of leading meat processing enterprises in China and other countries
	Company Name
	Company Profile
	Main imported meat
	Production bases in China

	WH Group
	WH Group is the world’s largest food company of the meat of swine, taking the largest market share in China, the United States and Europe. It has a complete meat of swine industry chain, including swine breeding, fresh meat of swine, meat products of swine, distribution and sales.
	Meat of swine and bovine animals, etc.
	Hegang, Suihua and Harbin, Heilongjiang; Shenyang and Fuxin, Liaoning; Dezhou, Shandong, etc.

	Jiangsu Yurun Food Industry Group Co., Ltd.
	Founded in 1993 and headquartered in Nanjing, Jiangsu Province, Yurun Food is one of the world’s largest producers and suppliers of meat products.
	Mainly the meat of swine
	Lianyungang and Yancheng, Jiangsu; Maanshan, Fuyang, Suzhou, Hefei and Shouxian, Anhui; Kaifeng and Beixu, Luohe, Henan, etc.

	Linyi Xincheng Jinluo Meat Products Co., Ltd.
	Xincheng Jinluo, a leading enterprise in China’s agricultural industrialization industry, focuses on producing and processing chilled or fresh meat and has production lines for slaughtering swine and broiler chicken and processing chilled or fresh meat.
	Mainly the meat of swine
	Shandong, Heilongjiang, Jilin, Inner Mongolia, Hunan, Sichuan and Henan, etc.

	Shanghai Maling Aquarius Co., Ltd.
	Maling Aquarius is mainly engaged in the manufacturing of meat, meat products and snack foods, and integrated food distribution. Its main products include Maling Canned Pork Luncheon Meat, and the chilled or fresh meat products of Aisen and Sushi.
	Meat of swine, bovine animals and sheep, etc.
	Mianyang, Sichuan; Quzhou, Zhejiang; Rongcheng, Shandong; Chongqing; Xiaogan, Hubei, etc.

	New Hope Liuhe Co., Ltd.
	New Hope Liuhe operates in the agriculture and animal husbandry industry, involving feed, breeding, meat products, financial investment, trade and commerce. Its business covers the whole country and nearly 20 countries such as Vietnam, Philippines, Bangladesh, Indonesia, Cambodia, Sri Lanka, Singapore and Egypt.
	Meat of swine and bovine animals, etc.
	Hebei, Sichuan, Shandong, Guangxi, Shaanxi, Jiangsu and Hubei

	Wens Foodstuff Group Co., Ltd.
	Founded in 1983, Wens Foodstuff has developed into an inter-regional modern farming group with livestock and poultry farming as its main business and related businesses.
	Chicken and meat of ovine animals, etc.
	Zhaoqing High-tech Industrial Development Zone in Guangdong; Wens Science and Technology Park and Xincheng Industrial Park in Xinxing County, Yunfu City; Sanshui District in Foshan, etc.

	JBS S.A.
	As one of the world’s largest protein manufacturers, JBS is mainly engaged in the processing of meat of bovine animals, sheep, swine and leather. JBS also markets hygiene and cleaning products, collagen, metal packaging, biodiesel and other products. Its products include world-renowned brands such as Swift, Friboi, Maturatta, Cabana Las Lilas, Pilgrim's, Gold Kist Farms, Pierce and 1855.
	(International enterprises)
	N/A

	Smithfield Foods
	Founded in 1936 in Virginia, Smithfield Foods is the number one producer of meat of swine in the United States and the largest producer of swine and suppliers of meat of swine in the world.
	(International enterprises)
	N/A

	Tyson Foods Inc.
	Founded in 1935 and headquartered in Arkansas, Tyson Foods is one of the world’s largest producers and suppliers of chicken, meat of bovine animals and meat of swine. It was ranked 297th on the Fortune 500 in 2010, with revenues of $28.4 billion.
	(International enterprises)
	N/A

	Danish Crown
	Founded in 1887 and owned by Danish farmers, Danish Crown has over 130 years of swine farming and slaughtering expertise. As a nominated supplier of the Danish Royal Family, Danish Crown is committed to providing consumers with delicious and safe meat products made from swine. It is now a dominant player in Denmark, Sweden and the UK, and its products are sold in 136 countries and regions, making it a leader in the industry.
	(International enterprises)
	N/A


(IV) Processing of degradable materials based on the out-of-quota import of corns
1. Analysis of the economic advantages of enterprises engaged in the processing of degradable materials based on the out-of-quota import of corns to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. According to the catalog of categories under import quota, corn is one of the eight categories on the catalog, with an out-of-quota tariff rate of over 40%. China mainly imports corns not for seed, which can also be used as the raw materials of the biodegradable material “polylactic acid (PLA)”. In 2020, China imported 11.24 million tons of corns. China mainly imports corns not for seed from Ukraine, the United States, Bulgaria, Laos and Myanmar. China’s import quota for corn is 7.2 million tons (for which the tariff rate is 1%). Therefore, China imported 4.04 million tons of out-of-quota corns not for seed (for which the tariff rate is 65%) in 2020. It is assumed that the ratio of import volume of in-quota/out-of-quota corns from main source countries is 4:7. According to the preparation principle, the production of one ton of PLA will consume 2.25 tons of corns, which means that the quantity of corn used to produce PLA in China accounts for about 9% of corn imports.
Import of Corns by China in 2020

	Main source countries
	Import volume (in 10,000 tons)
	Quantity of raw materials used for PLA (in tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Ukraine
	In-quota
	227.1
	204390
	0.15
	1

	
	Out-of-quota
	397.3
	357570
	0.15
	65

	USA
	In-quota
	157.9
	142110
	0.15
	1

	
	Out-of-quota
	276.3
	248670
	0.15
	65

	Bulgaria
	In-quota
	9.5
	8550
	0.16
	1

	
	Out-of-quota
	16.6
	14940
	0.16
	65

	Laos
	In-quota
	4.8
	4320
	0.22
	1

	
	Out-of-quota
	8.5
	7650
	0.22
	65

	Myanmar
	In-quota
	4.4
	3960
	0.22
	1

	
	Out-of-quota
	7.7
	6930
	0.22
	65

	Others
	In-quota
	5.1
	4590
	0.11
	1

	
	Out-of-quota
	8.9
	8010
	0.11
	65


(2) Reduction of operating costs under the zero-tariff policy. The production process of PLA materials in China started late. Except for Jindan Lactic Acid Technology, Zhejiang Hisun Biomaterials and Anhui BBCA Biochemical, which have broken through the core technology of PLA and realized the pilot test of complete PLA production line, most of other enterprises have to rely on the import of lactide to produce PLA end products due to the lack of lactide synthesis technologies (synthesis of lactide after the fermentation of raw corn materials). The lactide synthesis technologies are owned by multinational enterprises such as NatureWorks in the United States and Corbion. Corbion’s production base in Thailand (the world’s largest production base of lactic acid and its derivatives) has stopped exporting lactide in recent years, pushing up the market price of lactides, intensifying the pressure on the supply of PLA materials in China, and promoting Chinese non-head enterprises to speed up the process of technology development and industrialization. In the short to medium term, lactide production technologies will still rely on experimental breakthroughs, small-scale pilot tests, and the import of related equipment. The import of PLA production line equipment is mainly concentrated in the preparation and purification of lactides. The following are the market prices of imported equipment related to lactides.
Equipment for the preparation of important intermediate of polylactic acid, lactide

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Lactide equipment
	Molecular distillation equipment
	50
	10
	13

	
	Temperature and pressure reduction equipment
	10
	0
	13

	
	PLC system
	7
	0
	13

	
	Twin-screw extruder
	60
	5
	13

	
	Intermittent reactor
	20
	10
	13

	
	Separation and purification device
	6
	7
	13


As indicated by the findings from the research on the prices of major preparation equipment of lactide, the intermediate of polylactic acid imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of polylactic acid can enjoy obvious economic advantages by realizing a cost reduction of about RMB 316,700 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of leading enterprises in the polylactic acid industry of China is about RMB 0.8 to 1 billion
. Owning to increasing market demand, breakthroughs in production technologies and supports from plastic restriction policies, the annual operating income of a single production base of polylactic acid (PLA) biodegradable materials is steadily growing at a growth rate of 15%.
Comparison of Corporate Income Taxes on Enterprises Engaged in the processing of Polylactic Acids
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	10.3
	11.8
	13.6
	15.7
	18.0
	

	Operating cost (in RMB 100 million)
	
	8.9
	9.9
	11.0
	12.2
	13.5
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.35
	0.475
	0.65
	0.875
	1.125
	3.475

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.21
	0.285
	0.39
	0.525
	0.675
	2.085


In summary, the comprehensive evaluation on the production, processing and operation of one leading enterprise in the polylactic acid industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a polylactic acid processing plant, which was established in Hainan Free Trade Port and has operated for five years, is RMB 139 million less than that of a similar plant established in a non-free-trade-port area.
There are about 100-200
employees in each production base of leading enterprises in the polylactic acid industry, where:
Senior officers account for about 1.5% of total employees, with an average annual income of about RMB 500,000-700,000.
Technicians account for about 14% of total employees, with an average annual income of about RMB 120,000-150,000.
Administration staff account for about 14.5% of total employees, with an average annual income of about RMB 100,000-120,000.
Sales persons account for about 6% of total employees, with an average annual income of about RMB 100,000-120,000.
Production personnel account for about 64% of total employees, with an average annual income of about RMB 50,000-60,000.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of polylactic acids in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the processing of degradable materials made from corns imported out of quota to settle in Hainan Free Trade Port
Zhejiang Hisun Biomaterials Co., Ltd., a leading enterprise in the polylactic acid industry, is headquartered in Taizhou, Zhejiang. Shanghai is the largest biodegradable plastic-consuming city in China. The United States is one of China’s major corn exporters. We can compare “importing 10 tons of corn by sea from the West Coast of the United States to the production base in Taizhou via ports in South China for processing and then transporting processed products to Shanghai” with “importing 10 tons of corn by sea from the West Coast of the United States to the Port of Yangpu for processing and then transporting processed products to Shanghai”:
When importing 10 tons of corn by sea from the West Coast of the United States to a port in South China, the freight rate is about RMB 825 (about USD 100-150) per ton, and the total freight for international transportation is about RMB 8,250. When the corns are transported from the port in South China to the production base in Taizhou, Zhejiang, the freight rate is about RMB 100-200 per ton, and the freight is about RMB 1,500. When the processed products are transported from Taizhou to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 4,500. The total accumulated freight is RMB 14,250.
When importing 10 tons of corn by sea from the West Coast of the United States to Haikou under the same context, the freight rate is about RMB 1,200 (about USD 150-180) per ton, and the total freight for international transportation is about RMB 12,000. When the processed products are transported from Haikou to Shanghai, the freight rate is about RMB 1,000 per ton, and the freight is about RMB 10000. The total accumulated transportation cost is RMB 22000. In other words, the logistics cost caused by the import to Hainan is about RMB 7,750 higher than that to the rest of China.
In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on a polylactic acid processing base (with imported corns as raw materials) established by a famous polylactic acid manufacturer in Hainan with another processing base in a non-free-trade-port area. The processing base, covering an area of 300 mu, has an annual production capacity of 50,000 tons of polylactic acids. According to the preparation process, each ton of polylactic acid will consume about 2.25 tons of corn. If all corns consumed in the project are out-of-quota imported corns, the annual import volume of the corns is 112,500 tons. The processing base in the non-free-trade-port area has two production lines with a value of about RMB 40 million. Taking the import of corns from Ukraine for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	2.79
	0.99
	4.125
	1.60

	Hainan Free Trade Port
	1.69
	0.80
	2.475
	2.48


In summary, the comprehensive evaluation on the operation of the processing base of the famous polylactic acid enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the polylactic acid processing base established in Hainan is about RMB 745 million, that is about RMB 206 million less than the other processing base established in a non-free-trade-port area (which is about RMB 951 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading enterprises
	Company Name
	Company Profile
	Production bases in China

	Henan Jindan Lactic Acid Technology Co., Ltd.
	Jindan Lactic Acid Technology is a leading enterprise in the industry of lactic acid and its derivatives in China. It has a complete industrial chain of corn-lactic acid-lactate, key technologies of lactide, an annual production capacity of 10,000 tons of lactide, and a production capacity of 10,000 tons of polylactic acid under construction.
	Zhengzhou, Henan

	Zhejiang Hisun Biomaterials Co., Ltd.
	Hisun Biomaterials and the Changchun Institute of Applied Chemistry of the Chinese Academy of Sciences have jointly developed and broken through lactide synthesis technologies. As the largest industrialized polylactic acid manufacturer in China, Hisun Biomaterials has started the production of polylactic acid and has 150,000 tons of production capacity of polylactic acid under construction.
	Taizhou, Zhejiang

	Anhui BBCA Biochemical Co., Ltd.
	BBCA Biochemical has comprehensively mastered the whole industrial chain production technologies for the fermentation, extraction, polymerization of corn-lactic acid-polylactic acid, and the manufacturing of downstream polylactic acid fiber and polylactic acid plastic products. It is the only company in China that owns the whole industrial chain from lactic acid fermentation to final polylactic acid products.
	Bengbu, Anhui

	Foxconn Technology Group
	Foxconn built a 10,000-ton polylactic acid production line in Changchun in 2018 using the technologies of Changchun Institute of Applied Chemistry, which has already started production and supply.
	Changchun, Jilin

	COFCO Corporation
	COFCO formally started to produce polylactic acid using lactides provided by Total Corbion PLA in the second half of 2018. It plans to construct 100,000-300,000-ton integrated production lines involving starch lactic acid to polylactic acid to reduce costs significantly.
	Changchun, Jilin

	Supla Bio-Environmental Material Co., Ltd.
	Supla is a high-tech enterprise focusing on bio-based fully degradable polylactic acid (PLA) materials, integrating R&D, production and sales. It adopts advanced European production processes and uses high gloss pure lactides from the fermentation of non-GMO plant resources to produce PLA through a continuous high-end polymerization process and its own patented modification technologies. It has PLA production lines of 10,000 tons.
	Suqian, Jiangsu

	Shanghai Tongjieliang Biological Materials Co., Ltd.
	Tongjieliang uses a one-step method that is different from the synthesis method of the intermediate of lactides to prepare PLA (a technology from Tongji University). It has a full set of advanced technologies and equipment for the production, modification and processing of PLA resins. Meanwhile, it cooperates with famous universities and enterprises at home and abroad in production, education and research to jointly develop new technologies for PLA.
	Shanghai and Anhui

	Shandong Shouguang Juneng Golden Corn Co., Ltd.
	Shouguang Juneng is specialized in the deep processing of agricultural products (corn) and is engaged in new material industries such as corn starch, amino acids, lactic acid, polylactic acid, and biomass thermoplastic composite materials. It will rely on its advantages in producing corn starch and high purity lactic acid to develop L-lactic acid, lactide, and polylactic acid. Its polylactic acid products are still in the pilot stage and have not yet been put into production.
	Shouguang and Linqing, Shandong

	Corbion (Netherlands)
	Corbion is the world’s largest lactic acid producer and its derivatives and lactide. It opened a polylactide bioplastics plant with an annual capacity of 75,000 tons in Rayong, Thailand, in 2018, increasing its PLA production capacity by nearly 50%. It is also equipped with a lactide plant with an annual capacity of 100,000 tons and a PLA pilot plant with an annual capacity of 1,000 tons for product development.
	N/A


(V) Processing of pet food based on meat imports
1. Analysis of the economic advantages of enterprises engaged in the processing of pet food based on meat imports to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. China’s current market structure of pet food is 60% for dog food and 40% for cat food. In 2021, China’s pet food market reached about RMB 220 billion, up 40.5% year on year. Influenced by the growth in the number of pets, rising penetration rate and demand from high-end products, the consumption of pet food will maintain rapid growth. The main ingredients of pet food are fresh, chilled or frozen chicken, meat of bovine animals, meat of ovine animals (with a content of about 75%) and animal fats and oils (with a content of about 5%). The MFN tariff rate and general tariff rate on imported fresh or chilled meat of bovine animals, fresh, chilled or frozen meat of swine, fresh, chilled or frozen meat of chicken, ducks, geese and turkeys are 20% and 70%, respectively; the MFN tariff rate and general tariff rate on frozen meat of bovine animals are 25% and 70%, respectively; and the MFN tariff rate and general tariff rate on fresh, chilled or frozen sheep meat are 23% and 70%, respectively.
In 2019, China imported about 2.83 million tons of fresh, chilled or frozen chicken, meat of bovine animals and meat of ovine animals, mainly from Australia, New Zealand, Uruguay and other countries; and 0.49 million tons of animal oil, mainly from the United States, Australia and other countries.
Import of Pet Food Ingredients by China in 2019

	Ingredient type
	Import volume (in 10,000 tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)

	Meat of bovine animals
	165.9
	3.42
	Australia
Uruguay
	20-25

	Meat of ovine animals
	39.2
	3.27
	Australia
New Zealand
	23

	Chicken
	77.96
	1.78
	Brazil
Argentina
	20

	Animal oil
	0.49
	0.59
	USA
Australia
	20


According to the above analysis and the policy for exemption of tariffs on added value from processing of Hainan Free Trade Port, enterprise engaged in the production of pet food in Hainan can enjoy obvious economic advantages.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on domestic and foreign pet food manufacturers such as Mars Group and Haid Group, the manufacturing level of pet food processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. At the same time, most leading manufacturers of pet food actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of pet food from abroad, aiming at further improving product quality with precise control of process parameters such as temperature.
The pet food production line can complete the raw material crushing, raw material preparation, mixing, puffing, drying, oil spraying, cooling, screening, packaging and other processes. The processing equipment on the production lines is mainly provided by internationally renowned processing equipment manufacturers such as Anderson in the United States. The following are the market prices of imported equipment for the production of pet food.
Main Equipment for the Production of Pet Food

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Raw material crushing
	Crusher
	2-3
	8
	13

	Raw material preparation
	Flour mixer
	3-8
	8
	13

	Mixing
	Mixer
	2-3
	8
	13

	Puffing
	Twin-screw feed puffing machine
	20-30
	8
	13

	Drying
	Feed drying equipment
	20-60
	9
	13

	Oil spraying
	Oil spraying equipment
	5-10
	0
	13

	Seasoning
	Double-barrel seasoning system
	2-3
	8
	13

	Cooling
	Cooling conveyor
	2-5
	5
	13

	Screening
	Vibrating sieve
	2-3
	0
	13

	Packing
	Packer
	2-8
	8
	13


According to the above analysis, food pet manufacturers can save RMB 286.3 thousand for each set of production equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of leading enterprises in the industry is about RMB 200 to 500 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Production of Pet Food
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	25.00
	27.50
	30.25
	33.28
	36.60
	

	Operating cost (in RMB 100 million)
	
	18.75
	20.63
	22.69
	24.96
	27.45
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	1.56
	1.72
	1.89
	2.08
	2.29
	9.54

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.94
	1.03
	1.13
	1.25
	1.37
	5.72


According to the above analysis, the annual operating cost of the pet food manufacturers, which set up branches in Hainan Free Trade Port and operate them for five years, is about RMB 382 million less than that of their peers setting up plants in a non-free-trade-port area.
There are about 800-1,000 employees in each production base of leading enterprises engaged in the production and processing of pet food in China. Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees (about 1-3% of total employees) in enterprises engaged in the production and processing of pet food in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the processing of pet food made from imported meat to settle in Hainan Free Trade Port
Tianjin is one of the areas where Chinese pet food production and processing enterprises cluster. Shanghai is the largest consumer of pet food in China. Most imported fresh, chilled or frozen meat in China originate from Australia. We can compare “importing 5 tons of fresh, chilled or frozen meat by sea from Australia to Tianjin for processing and then transporting processed meat to Shanghai for sale” with “importing 5 tons of fresh, chilled or frozen meat by sea from Australia to Yangpu for processing and then transporting processed products to Shanghai”:
When importing 5 tons of fresh, chilled or frozen meat by sea from Australia to Tianjin China for processing, the freight rate is about RMB 800-1,050 per ton, and the total freight for international transportation is about RMB 5,250. When the processed meat is transported from Tianjin to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 2,500. Therefore, the accumulated freight is RMB 7,750.
When importing 10 tons of fresh, chilled or frozen meat by sea from Australia to the Port of Yangpu in Hainan Province under the same context, the freight rate is about RMB 1,200-1,500 per ton, and the total freight for international transportation is about RMB 7,500. When the processed meat is transported from Yangpu to Shanghai for sales, the freight rate is about RMB 800-1,000 per ton, and the freight is about RMB 5,000. The accumulated freight is RMB 12,500. In other words, the logistics cost caused by the import to Hainan is about RMB 4,750 higher than that to the rest of China.
In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous pet food manufacturer with another production base in a non-free-trade-port area. The production base, covering an area of 165 mu, has an annual production capacity of 250,000 tons of dog food. If the meat content in its pet food (dog food) is 75%, then the base will import a total of 187,500 tons of fresh, chilled or frozen chicken, meat of bovine animals and meat of ovine animals (the import volume of animal fat is small and can be ignored). The production base has 3 production lines with a total value of about RMB 10 million. Taking the import of fresh, chilled or frozen meat from Brazil for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	25.2
	0.37
	6.25
	1.16

	Hainan Free Trade Port.
	21
	0.3
	3.75
	1.88


According to the above comparison results, the annual operating cost of the production base established in Hainan Free Trade Port, is about RMB 2.693 billion, that is about RMB 605 million less than that of the other production base in a non-free-trade-port area (which is about RMB 3.298 billion).
4. Geographical distribution of leading production enterprises of pet food
	Company Name
	Company Profile
	Production bases in China

	Mars (USA)
	Mars takes the largest market share in the global pet food market and is a global leading pet food company. Its 41 pet food brands contribute $5 billion to its revenues. Its pet business overtook its candy and gum business and generated higher revenue than other departments for Mars. It established a pet food processing base in Tianjin, which is one of its largest and most advanced pet factories.
	Huairou, Beijing, Shanghai and Tianjin

	Nestlé Purina (USA)
	Nestlé Purina is the pet food giant second only to Mars and the number one dog food brand in the United States. It is growing significantly in the high-end market with leading technologies in the nutrition of animal feeds. In 2007, Nestlé Purina entered China with its Pro Plan, Dog Chow and Friskies brands officially launched in China. Its R&D center in Beijing has become its sixth-largest R&D center in the world, which is dedicated to manufacturing foods that are best suited to the Chinese environment and the health of Chinese cats and dogs.
	Tianjin

	Hill’s (USA)
	Hill’s is the third-largest pet food company globally in terms of market share. Its pet food contributed 14% of the total global sales of its parent company, Colgate-Palmolive, and is Colgate’s fastest-growing segment. It offers more than 200 functional pet foods, including cat and dog food (including food for pet hair care, oral care, and liver care), with prescription diet being its specialty. Hill’s entered China in 2009, and Yuyuan Group is its exclusive distributor in the Chinese mainland. Hill’s sells only functional pet food in China. Its prescription diets have not yet been introduced to the Chinese market (Prescription diets are supplementary therapeutic rations prescribed by veterinarians based on pets’ disease or nutritional status).
	N/A

	Care Pet Food (UK)
	Care Pet Food is a wholly-owned subsidiary of Tongwei Group, a leading pet food brand and a drafting unit of China pet food standards. Founded in 2000, Chendu Care Pet Food Co., Ltd. invested heavily in introducing advanced pet food production equipment at home and abroad, built professional pet food production lines with leading scale and advanced equipment in Asia, and has two series of products: cat food and dog food. Its e-commerce performance ranks among the top in the industry.
	Chengdu, Sichuan

	Royal Canin - Au Yu
	Royal Canin, a world-renowned manufacturer of dog and cat food, established a wholly-owned company in Shanghai and has been developing in China for over a decade. Its dog food incorporates special fatty acids for hair and skin health and leads in sales worldwide.
	N/A

	Bridge - Nory
	Bridge - Nory is a Sino-Norwegian joint venture engaged in the R&D, production and sales of a full range of dog and cat food. It has two production bases for pet food and two R&D bases in China, with sales channels covering stores, e-commerce, breeding and supermarkets (with high sales in the e-commerce channel). It has 200 kinds of dog food products, covering the mid-range price range, targeting young pet owners aged 18-28, and having a large number of loyal consumers in second and third-tier cities. Its VIGOR & SAGE brand is a high-end European brand, with formulas inherited from 83 years of research in Europe, and now covers more than 20 countries and regions. It has participated in many large global pet shows.
	Shanghai and Shandong

	Recipe (USA)
	Recipe pioneered the pet recipe of all-natural meat of ovine animals and rice in 1983, which solved the number one problem of the skin and gastrointestinal sensitivities in Native American dogs and cats at the time. Its subsidiary in China introduces imported raw materials and adopts science and technologies for production from the United States to maintain its nutrition criteria based on the nutrition standards established by the Association of American Feed Control Officials according to applicable sales regulations of China.
	Shenzhen

	Gambol Pet Group
	Gambol Pet specializes in the production of dry food for dogs and cats, dried and freeze-dried snacks, canned wet food, bites, teeth cleaning sticks and innovative products. It has established several subsidiaries in the United States, Japan, the Netherlands, Thailand and Beijing, China, and has two R&D bases in the United States and Thailand. Its main products include a series of pet snacks including dried chicken, meat of ducks, swine, ovine animals and fish, a series of wet pet food combining meat, fruits and vegetables, and a series of staple pet food including nutrition formula and natural ingredients. Its products total more than 1,300 varieties in three categories. They are sold to more than a dozen countries and regions, including Europe and the United States, with an annual sale amount of more than RMB 1 billion.
	Liaocheng, Shandong

	Ronsy Pet Food Co., Ltd.
	Founded in 2002 as a Sino-German joint venture, Ronsy Pet Food is a large modern pet food enterprise integrating R&D, production and sales. It operates and sells in 31 provinces (municipalities and autonomous regions), has established a 1500-ton and 3500-ton cold storage to guarantee a large amount of fresh meat, and owns the automated production equipment of Clextral imported from France.
	Hebei

	Yantai China Pet Foods
	Yantai China Pet Foods, a famous pet food brand of Yantai China Pet Foods Group, is a high-tech enterprise engaged in dog and cat food, involving a full line of pet snacks, wet food and dry food. It has 14 modern pet food processing plants and 16 subsidiaries worldwide, exports more than 1,000 kinds of products, and sells more than 200 kinds of products in China.
	Yantai, Shandong

	Haid Pet Food
	Relying on the advantages of its parent company, Haid Group, in the purchasing of raw materials and the geographical advantage in Weihai where raw materials are fresh and of high quality, Haid Pet Food is committed to producing high-quality products. Its base in Weihai, Shandong Province, integrates the production, R&D, raw material development and experimental breeding of pet food and health products. Its three brands, High Right, Lunchdon and Healsher, respectively, meet the needs of different users and have achieved 200% growth in business for two consecutive years, surpassing the threshold of RMB 100 million.
	Weihai, Shandong

	Shandong Luscious Pet Food
	Luscious Pet Food is an expert in manufacturing high-quality pet snacks and a professional pet food company that integrates production, processing and sales. It has 2 modern factories and 1 municipal technical R&D center, with an annual production capacity of more than 30,000 tons. It develops pet health care products jointly with Zeigier Bros lnc, an American pet food R&D company, and its products are mainly exported to Japan, the European Union, the United States, Canada, Southeast Asia, Hong Kong, and other countries and regions. Its LUSCIOUS series of pet snacks has taken a dominant position in Beijing, Shanghai, Shenzhen, Chengdu and other cities in China.
	Weifang, Shandong

	Qingdao Tiandihui Pet Foods
	Founded in 2006, Dogzonesasami is the leading brand of pet snacks under Qingdao Tiandihui Pet Foods Co., Ltd. Tiandihui has developed various series of products such as chondroitin, Japanese cuisine, delicious snack, canned food, delicious little kitchen, nutritional modulation, deep-sea fish oil, bite stick and affordable package. It has established a complete quality management system internally and has passed ISO9001 quality management system certification, US HACCP quality certification as well as US FDA registration, EU registration, and SGS registration and factory inspection in Switzerland. Its products are strictly monitored and controlled from the purchasing of raw materials to finished products. It covers a total area of 30,000 square meters and has four plants for the production and processing of pet food.
	Qingdao, Shandong

	Tianjin Sanpo Pet Food
	Established 20 years ago, Sanpo Pet Food has introduced advanced pet nutrition formulas and production processes from France and is a leading feline and canine nutrition provider in China. It has online and offline sales networks across the country.
	Tianjin


(VI) Processing of sugar-sweetened beverages made from imported cane sugar
1. Analysis of the economic advantages of enterprises engaged in the processing of sugar-sweetened beverages made from imported cane sugar to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. According to the list of categories under import quota, table sugar is one of the eight categories on the list, with an in-quota tariff rate of 15% and an out-of-quota tariff rate of 50%. China is an important importer of cane sugar (also known as table sugar and white sugar) worldwide. China's dependence on the import of cane sugar has exceeded 20% for five consecutive years, and its demand for imported cane sugar is large and keeps growing. China implements an import quota system for cane sugar. From 2016 to 2020, the average annual quota for cane sugar in China was 1.945 million tons, with an in-quota tariff of 15% and an out-of-quota tariff of 50%. In 2020, China imported 4.39 million tons of cane sugar, mainly from Brazil, Cuba and India.
Import of Cane Sugar by China in 2020

	Main exporters
	Import volume (in 10,000 tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Brazil
	387.6
	0.22
	15%/50%

	Cuba
	45.9
	0.25
	15%/50%

	India
	5.3
	0.25
	15%/50%


As indicated by the findings from the research of data related to the import of cane sugar in China and the results of the comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of cane sugar.
(2) Reduction of operating costs under the zero-tariff policy. Cane sugar (table sugar) is widely used in the food industry, among which sugar-sweetened beverages (mainly including carbonated beverages, tea beverages, lactic acid bacteria beverages, fruit juice beverages and solid beverages) have a large and fast-growing demand for cane sugar. The manufacturing level of the sugar-sweetened-beverage processing equipment made in China has gradually improved and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of beverages mainly use the beverage processing equipment made in China). At the same time, leading enterprises in the sugar-sweetened beverage industry actively seek international cooperation to promote technological upgrading and choose to import automatic advanced equipment and production lines for the manufacturing and processing of beverages from abroad, aiming at further improving product quality with precise control of process parameters such as temperature.
The production line for the processing of imported sugar-sweetened beverages can complete the dosing, filtration, homogenization, sterilization and other processes. The processing equipment on the production lines is mainly provided by internationally renowned manufacturers of food and beverage processing equipment, such as Copland in the United States, Scharfen in Germany and TetraPak in Sweden. The following are the market prices of some imported equipment for the processing of sugar-sweetened beverages downstream of cane sugar.
Main Equipment for the Processing of Sugar-Sweetened Beverages

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Dosing
	Dosing machine
	3-5
	5
	13

	Dosing
	Fruit pulp crusher
	2-3
	8
	13

	Dosing
	Juice extractor
	3-5
	7
	13

	Filtration
	Separator
	10-20
	8
	13

	Homogenization
	Homogenizing equipment
	15-30
	7
	13

	Sterilization
	Pasteurization or high-temperature sterilization equipment
	10-15
	10
	13

	Cooling
	Refrigeration equipment
	10-20
	9
	13

	Filling
	PET filling machine
	5-10
	12
	13

	Packing
	Automatic CIP cleaning equipment
	5-15
	0
	13

	Packing
	Vacuum packing machine
	3-5
	8
	13


As indicated by the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of sugar-sweetened beverages can enjoy certain economic advantages by realizing a cost reduction of about RMB 273,000 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes
Now, the annual operating income of a single production base in in leading beverage processing enterprises in China, which produce beverages through own plants or in a joint production and contract manufacturing mode, is about RMB 1.5 billion
, with a general annual growth of 6-8%.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Processing of Sugar-Sweetened Beverages
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	15
	16.05
	17.17
	18.38
	19.66
	

	Operating cost (in RMB 100 million)
	
	6.30
	6.74
	7.21
	7.72
	8.26
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	2.18
	2.33
	2.49
	2.66
	2.85
	12.51

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	1.31
	1.40
	1.49
	1.60
	1.71
	7.50


According to the above analysis, the annual operating cost of the processing enterprises of sugar-sweetened beverages, which set up plants in Hainan Free Trade Port and operate them for five years, is about RMB 500 million less than that of their peers setting up plants in a non-free-trade-port area.
There are about 2,000
 employees in each single production base of leading enterprises engaged in the production and processing of sugar-sweetened beverages in China. Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees (about 1-3% of total employees) in enterprises engaged in the production and processing of sugar-sweetened beverages in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the processing of sugar-sweetened beverages made from imported cane sugar to settle in Hainan Free Trade Port
China imports table sugar mainly from Brazil. Let’s compare “importing 10 tons of table sugar by sea from Brazil to the Port of Nanjing, transporting them to Yangzhou for processing, and then transporting finished products to Guangzhou after production and processing” with “importing 10 tons of table sugar by sea from Brazil to the Port of Yangpu for production and processing and then transporting them to Shanghai”:
When importing 10 tons of table sugar by sea from the Port of Salvador, Brazil to the Port of Nanjing, the freight rate is about USD 100-150 per ton, and the total freight for international transportation is about RMB 8000. When the table sugar is transported from Nanjing to Yangzhou for processing, the freight rate is about RMB 200-300 per ton, and the freight is about RMB 3,000. When the table sugar is transported from Yangzhou to Guangzhou for sales, the freight rate is about RMB 450-750 per ton (considering the high cost of cold chain transportation), and the freight is about RMB 7,500. Therefore, the accumulated freight is RMB 18,500.
When importing 10 tons of table sugar by sea from Brazil to the Port of Yangpu in Hainan Province under the same context, the freight rate is about USD 150-180 per ton, and the total freight for international transportation is about RMB 12,000. When the table sugar is transported from Yangpu to Guangzhou for sales, the freight rate is about RMB 1,500 per ton (considering the high cost of cold chain transportation), and the freight is about RMB 15,000. The accumulated freight is RMB 27,000. In other words, the logistics cost caused by the import to Hainan is about RMB 8,500 higher than that to the rest of China.
In reality, international freight rates are constantly changing because end products may be sold in more than one region. Therefore, the transportation costs are constantly changing. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous enterprise engaged in the import and processing of sugar-sweetened beverages with another production base in a non-free-trade-port area. The production in a non-free-trade-port area, covering an area of 150 mu, produces 230,000 tons of beverages with 10% sugar content and consumes 23,000 tons of table sugar per year. It has 1 production line for hot brewed tea beverages, 1 production line for hot brewed juice beverages and 2 production lines for carbonated beverages, all of which are valued at about RMB 3 million. Taking the “import of table sugar from Brazil at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	0.78
	0.15
	2.18
	0.43

	Hainan Free Trade Port
	0.58
	0.12
	1.31
	0.62


According to the above analysis, the annual operating cost of the production base engaged in the processing of sugar-sweetened beverages in Hainan is about RMB 263 million, that is about RMB 91 million less than the other production base in a non-free-trade-port area (which is about RMB 354 million).
4. Geographical distribution of leading enterprises
	Company Name
	Company Profile
	Main brands
	Production bases in China

	Ting Hsin International Group
	The group mainly produces and sells instant noodles, beverages and cakes, with beverage (mainly carbonated drinks, tea beverages, fruit juices and mineral water) revenue accounting for over 50% of its operating income. It has been approved by the Ministry of Commerce to enter into a strategic partnership with PepsiCo to produce Master Kong Cola and has established partnerships with FamilyMart and Tesco.
	Master Kong
	Guangzhou, Shenzhen, Dongguan, Xiamen, Nanjing, Hangzhou, Yangzhou, Tianjin, Chongqing, Kunming, Xi’an and Hainan.

	Uni‑President
	Uni-President mainly produces and sells instant noodles and beverages, with the operating income of beverages accounting for only 60% of its total operating income, of which the operating income of tea beverages accounts for over 40%, and that of the milk tea has grown at a rate of over 10% for three consecutive years.
	Uni Ice Tea, Uni Green Tea, Chai Li Won, Refreshing Tea, Sea Salt, Uni Crystal Sugar Drink, Vitality Awakening and Uni Assam Milk Tea.
	Shenyang, Harbin, Changchun, Jilin, Shijiazhuang, Shanxi, Hefei, Zhengzhou, Jinan, Luohe, Wuhan, Nanchang, Changsha, Xuzhou, Jiangsu, Shanghai, Guangzhou, Fuzhou, Nanning, Hainan (Chengmai), Chengdu, Chongqing, Kunming, Guiyang, Shaanxi and Xinjiang.

	Wahaha
	Wahaha mainly produces dairy beverages, drinking water, carbonated beverages and tea beverages. In recent years, it has focused on young people in first- and second-tier cities and launched popular categories such as sparkling water, lactic acid bacteria beverages, plant protein beverages, quinoa milk porridge and Kombucha tea.
	Future Cola, AD Calcium Milk, Nutrition Express, etc.
	Zhejiang, Jiangsu, Anhui, Guangdong, Fujian, Hubei, Hunan, Jiangxi, Tianjin, Shandong, Liaoning, Shanxi, Henan, Sichuan, Chongqing, Xinjiang, Yunnan, Guizhou and Shaanxi

	Nongfu Spring
	Nongfu Spring is a leading beverage company with a large scale, growth potential and profitability in the Chinese market. Its market share of tea beverages, functional beverages and juice beverages are among the top three in the Chinese market.
	Oriental Leaf, Water Solube C100, Farmer’s Orchard, NFC Juice, 17.5° fresh fruit cold-pressed juice, Scream Energy Drink and Victory Vitamin Water.
	Zhejiang, Guangdong, Jilin and Hubei

	Wei Chuan
	Headquartered in Hangzhou, Wei Chuan focuses on lactic acid bacteria beverages, pure fruit juices, yogurts, coffees and dairy beverages. Wei Chuan Daily C is the most popular juice drink among Shanghai consumers.
	Wei Chuan Daily C, Wei Chuan lactic acid bacteria beverages, Wei Chuan Yogurt Series, Bernachon Coffee Series, Wei Chuan Yanxuan Ranch and Wei Chuan Cereal Milk Series.
	Zhejiang (Hangzhou) and Hebei (Langfang)

	Xiang Piao Yuanyuan
	Xiang Piao Yuanyuan has maintained the No. 1 market share in the milk tea market in China for eight consecutive years, with a market share of 63.1% and a compound annual growth rate of 18.53% in 2019. Its products cover more than 80% of retail terminals nationwide and are exported to more than 10 countries and regions worldwide
	Xiang Piao Yuanyuan Milk Tea, Meco Milk Tea and LAN Fong Yuen Milk Tea.
	Chengdu, Tianjin, Huzhou and Jiangmen.

	Lolo Company
	Lolo, the pioneer of plant protein drinks, is mainly engaged in the production of the Lolo line of natural beverages (its revenue from almond milk accounts for up to 99.47% of its total revenue). Its revenue in 2020 was RMB 1.861 billion, down 17.5% year-on-year.
	Lolo
	Beijing, Hebei and Henan

	China Resources C’estbon
	Headquartered in Shenzhen High-Tech Industrial Park, China Resources C’estbon is a professional beverage company under China Resources Group. Its products include purified water, milk tea, coffee, functional beverages, and lactic acid bacteria drinks, which generated RMB 10.4 billion in operating income in 2019.
	C’estbon, Afternoon Milk Tea, Fire, Mulene, Honey Lemon Fruit Drink and Xiaozhujun.
	Guangdong, Sichuan and Hunan

	Suntory (China)
	Suntory (China) is a wholly foreign-owned enterprise invested by Suntory Holdings Limited, whose business involves alcohol, beverages, food and health products, with beverages mainly including tea, fruit juice and carbonated drinks.
	Suntory
	Suzhou

	Coca-Cola
	Coca-Cola has 160 beverage brands in 200 countries, including soda water, sports drinks, dairy beverages, fruit juices, tea and coffee. It focuses on carbonated beverages, fruit juices, lactic acid beverages and tea beverages in China. COFCO Coca-Cola Beverages Limited will expand its production of non-aerated beverages to play a key role in Central China, with an estimated annual value of 1 billion liters. Due to the saturation of the carbonated beverage market, Coca-Cola will implement the strategy of promoting a full range of beverages in China.
	Coca-Cola, Sprite, Smart, Fanta, Minute Maid Orange Juice, Qoo, Minute Maid Pulpy Super Milky, Authentic Tea House and Yo! Tea.
	Beijing, Tianjin, Hebei, Shanxi, Inner Mongolia, Liaoning, Jilin, Heilongjiang, Shanghai, Jiangsu, Zhejiang, Anhui, Fujian, Jiangxi and Shandong

	Pepsi
	PepsiCo mainly lays out carbonated beverages, sports beverages and juice beverages. It focuses on a diversified development mode of food + beverage in China, and has acquired the nut brand of Be & Cheery and entered the dairy beverage field.
	PepsiCo, Mountain Dew, Gatorade, Tropicana, Lipton, 7 Up, Mirinda and Tropicana
	Guangdong, Wuhan, Beijing, Chongqing, Jiangxi, Shanghai, Henan, Sichuan and Chongqing

	Shenzhen Vitasoy (Guangming) Foods & Beverage Co., Ltd.
	Shenzhen Vitasoy (Guang Ming) Foods & Beverage Co., Ltd. is a Sino-foreign joint venture between Vitasoy International Holdings Ltd. and Shenzhen Guangming Group Corporation Ltd. Its product range has diversified from single key products (Vitasoy soy milk series) to diversified products (tea, milk, juice and other beverages). The products are mainly sold in South China, Hong Kong and Macau, and are now gradually expanding to other regions such as Central China, Southwest China and North China.
	Vita Lemon Tea
	Guangdong, Shanghai and Wuhan

	Yakult
	As a world-famous brand of active lactic acid bacteria beverages and the largest beverage company in Japan, Yakult entered the Chinese mainland market in 2002. The average daily sales volume of its products has reached 7.5 million, accounting for nearly 20% of Yakult’s global market share, generating an annual revenue of up to RMB 6.5 billion, making the Chinese mainland market the most viable and promising market.
	Yakult
	Guangzhou, Foshan, Shanghai, Tianjin and Wuxi


(VII) Import and processing of carbon fiber materials
1. Analysis of the economic advantages of enterprises engaged in the import and processing of carbon fiber materials to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing In the Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs, the MFN tariff rate and general tariff rate for carbon fiber products are 17% and 70%, respectively. In China, composite materials made of carbon fiber are mainly used in aerospace, wind power blades, sporting goods, automobiles, industrial machinery and other fields, and belong to the high value-added, high-tech materials manufacturing industry encouraged by the Hainan Free Trade Port.
In 2019, the total demand for carbon fiber in China was 37,840 tons, of which 25,840 tons were imported, up 17.5% year-on-year, and the proportion of imported carbon fiber was as high as 68.3%. The carbon fibers were mainly imported from Japan, the United States, Mexico, South Korea, the United Kingdom, Turkey and Hungary at an import price of about RMB 120,000 per ton.
Import of Carbon Fiber by China in 2019

	Main exporters
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Japan
	7682
	12
	17

	USA
	2762
	12
	17

	Mexico
	2460
	12
	17

	South Korea
	2081
	12
	17

	UK
	1513.6
	12
	17

	Turkey
	1324.4
	12
	17

	Hungary
	1097.36
	12
	17


As indicated by the findings from the research of data related to the import of carbon fiber products in China and the results of the comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of carbon fibers.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research of manufacturers of carbon fiber composite materials such as Weihai Guangwei Composites Co., Ltd. (Guangwei Composites), most of the leading enterprises engaged in the production of carbon fiber composite materials are seeking for international cooperation to promote technological upgrading and choose to import the advanced equipment and production lines for the manufacturing and processing of carbon fiber composite materials from abroad to improve the product quality. The production of carbon fiber composite materials is mainly composed of spinning, oxidation, carbonization, surface treatment, drying, and shaping. The following are the market prices of imported equipment for the production of carbon fiber composite materials.
Main Raw and Auxiliary Materials and Equipment for The Production of Carbon Fiber Composite Materials

	Process
	Types of materials and equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Spinning
	Spinneret
	3-5
	6
	13

	Oxidation
	Oxidation furnace
	20-30
	10
	13

	Carbonization
	Low-temperature carbonization treatment equipment
	20-30
	8
	13

	Carbonization
	High-temperature carbonization treatment equipment
	10-30
	8
	13

	Surface treatment
	Surface treatment equipment (e.g., plasma emitters)
	20-40
	8
	13

	Drying
	Hot roller dryer
	5-10
	8
	13

	Shaping
	Shaping equipment
	5-10
	5
	13


As indicated by the findings from the research on the import prices of major equipment for the production of carbon fiber composite materials in China and the results of the comprehensive assessment on the tariff reductions and exemptions for imported equipment under the zero-tariff policy of Hainan Free Trade Port, manufacturers of carbon fiber composite materials for aerospace applications can enjoy obvious economic advantages in each set of raw and auxiliary material and production equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. The annual operating income of a single production base of leading enterprises in the carbon fiber composite material industry in China is about RMB 800 million
, which is steadily increasing at a growth rate of 30%.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Production of Carbon Fiber Composite Materials
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	8.0
	10.4
	9.0
	11.7
	10.0
	

	Operating cost (in RMB 100 million)
	
	5.57
	7.24
	6.26
	8.14
	6.96
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.61
	0.79
	0.68
	0.89
	0.76
	3.73

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.36
	0.47
	0.41
	0.53
	0.46
	2.24


In summary, the comprehensive evaluation on the operation of the production, processing and operation of leading enterprises in the carbon fiber composite material industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a carbon fiber composite material plant, which was established in Hainan Free Trade Port and has operated for five years, is RMB 149 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees in enterprises engaged in the manufacturing of carbon fiber composite materials for aerospace applications in Hainan Free Trade Port, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of carbon fiber materials to settle in Hainan Free Trade Port
Take carbon fiber composite materials for aerospace applications for example. Weihai City, Shandong Province is one of the manufacturing clusters of carbon fiber composite materials for aerospace applications. Shenyang is one of the largest aircraft manufacturing bases in China. China mainly imports carbon fiber from Japan. We can compare “importing 10 tons of carbon fiber by sea from the Port of Nagoya, Japan to Weihai City for the processing and manufacturing of carbon fiber composite materials for aerospace applications, and then transporting processed and manufactured materials to the aircraft manufacturing base in Shenyang for further use” with “importing 10 tons of carbon fiber by sea from the Port of Nagoya to Hainan for processing, and then transporting processed materials to Shenyang”.
When importing 10 tons of carbon fiber by sea from the Port of Nagoya to the Port of Weihai, the freight rate is about RMB 390 (about USD 60) per ton, and the total freight for international transportation is about RMB 3,900. When the materials are transported from Weihai City to Shenyang for further processing and manufacturing, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 5,000. Therefore, the accumulated freight is RMB 8,900. When importing 10 tons of carbon fiber by sea from the Port of Nagoya to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 585 (about USD 90) per ton, and the total freight for international transportation is about RMB 5,850. When the materials are transported from Haikou City to Shenyang City, the freight rate is about RMB 1,200 per ton, and the freight is about RMB 12,000. The accumulated freight is RMB 17,850. In other words, the logistics cost caused by the import to Hainan is about RMB 8,950 higher than that to the rest of China.
In reality, international freight rates are constantly changing because end products may be sold in more than one region. Therefore, the transportation costs are constantly changing. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous manufacturer of carbon fiber composite materials for aerospace applications with another production base in a non-free-trade-port area. The production base covers an area of 300 mu and is mainly engaged in the production of carbon fiber composite material for aerospace applications. It has an annual production capacity of about 600 tons and imports about 410 tons of carbon fiber per year. It owns four production lines, each of which is valued at about RMB 40 million. Taking the import of carbon fibers from Japan for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	0.58
	1.99
	10
	0.004

	Hainan Free Trade Port
	0.49
	1.6
	9.2
	0.007


In summary, the comprehensive evaluation on the operation of the production base of one famous manufacturer of carbon fiber composite materials for aerospace applications indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of the production base of carbon fiber composite materials, which was established in Hainan Free Trade Port and has operated for five years, is RMB 128 million less than that of the other production base established in a non-free-trade-port area.
4. Geographical distribution of production enterprises of carbon fibers
	Company Name
	Company Profile
	Production bases in China

	Guangwei Composites
	Guangwei Composites, which belongs to Weihai Guangwei Group, is a high-tech enterprise dedicated to the R&D and production of high-performance carbon fibers and composite materials. Supported by high-end equipment design and manufacturing technologies, it has formed a complete industrial chain layout of carbon fibers, fabrics, resins, high-performance prepreg materials and composite products starting from protofilament, and is a leading enterprise with the most complete product varieties, the most advanced production technologies and the most complete industrial chain in the carbon fiber industry in China.
	Weihai, Shandong

	Sinofibers Technology
	Sinofibers Technology specializes in the R&D, production, sales and technical services of high-performance carbon fibers and related products. It has completely independent intellectual property rights in the R&D of high-performance carbon fibers and related products made in China and has become the only stable supplier of ZT7 series carbon fiber products in the aerospace field in China.
	Changzhou National High-tech Zone (Binjiang Industrial Park)

	Jiangsu Hengshen
	Jiangsu Hengshen is the only company in China whose product portfolio covers protofilament, carbon fiber, sizing agent, fabric, liquid resin, adhesive, prepreg, carbon fiber composite parts, and aerospace composite structural parts. The carbon fiber products it produces belong to polyacrylonitrile-based carbon fiber, with over 90% carbon content, stable performance, and a surface modified by sizing agent, which can be widely used in civil aviation, marine equipment, wind power, photovoltaic, hydrogen pressure vessel, rail transportation, automobile, building reinforcement, sports and leisure goods, etc. It has five single-line, 1,000-ton carbon fiber production lines with an annual capacity of 5,000 tons of all types of carbon fibers.
	Danyang, Jiangsu

	Zhongfu Shenying
	Zhongfu Shenying is affiliated with China National Building Material Group Co., Ltd. and has the largest production capacity in China. It has systematically mastered the technologies for the production of T700-grade and T800-grade carbon fibers on a thousand-ton scale as well as the pilot technologies for the production of T1000-grade carbon fibers. It is the first in China to achieve a breakthrough in the key technologies of dry spraying and wet spinning, realize the independence of core equipment, and build a thousand-ton industrialized production line of carbon fiber using dry spraying and wet spinning technologies.
	Lianyungang, Jiangsu and Xining, Qinghai

	Zhejiang Jinggong Technology Co., Ltd.
	Jinggong Technology is mainly engaged in the R&D, production, sales and technical services of solar photovoltaic equipment, equipment for carbon fiber composite materials, new building energy-saving equipment, light textile equipment, intelligent robotic equipment and other high-tech products. It is a first-class manufacturer of 1,000-ton equipment for carbon fiber composite materials in China.
	Zhejiang

	Avic Aviation High-Technology Co., Ltd.
	Avic Aviation High-Technology has a high market share in the market of aerospace-grade high-performance carbon fiber prepregs and their composites, Nomex honeycombs, and high-performance resins. It owns the most trademarks of advanced composite resins and carbon fiber prepreg products in China and is basically in the monopoly position in the industry. It undertakes the production and supply of prepregs for major military aircraft.
	Nantong, Jiangsu and Beijing

	Lanzhou Bluestar Fibers Co., Ltd.
	Lanzhou Bluestar Fibers is a subsidiary of China National Bluestar (Group) Co., Ltd. under ChemChina. It was established in 2008 and has a carbon fiber capacity of 3,100 tons/year. Its protofilament technologies come from an old British carbon fiber manufacturer wholly owned by China National Bluestar (Group) Co., Ltd. in 2007. It has its own intellectual property rights and world-level processes and technologies, featuring large-tow and low-cost carbon fibers. Its products are widely used in prepreg fabrics, plastic modification, winding gas cylinders and other industries.
	Lanzhou, Gansu

	Kingfa Sci. & Tech. Co., Ltd.
	Headquartered in Guangzhou Science City, Kingfa has 46 subsidiaries and has R&D and production bases in South Asia, North America, Europe and other overseas regions. Its products are mainly developed by independent innovation, covering six categories of products with independent intellectual property rights, including modified plastics, fully biodegradable plastics, special engineering plastics, carbon fiber and composite materials, light hydrocarbon and hydrogen energies, and polymer products for medical and health care applications. Its carbon fiber subsidiary (Guangzhou Kingfa Carbon Fiber Materials Development Co., Ltd.) has developed a series of innovative composite materials with broad application prospects in the fields of transportation and lightweight structural materials for automobiles.
	Guangzhou

	Kangdexin Composite Material Group - Zhong An Xin Technology Co., Ltd.
	Zhong An Xin’s carbon fiber project has an annual production capacity of 5,100 tons and covers an area of 1,271 mu. In the first phase of the project, the production lines with a single-line production capacity of 1,700 tons of high-performance carbon fiber were put into operation in August 2016. Its products have a performance level that has reached/exceeded that of similar products worldwide and have been widely used in high-end industrial and equipment manufacturing fields. In particular, the products will positively promote the lightweighting of new energy vehicles.
	Zhangjiagang, Jiangsu

	Sinoma Science & Technology
	Sinoma Science & Technology is a leading enterprise in China’s wind turbine blade industry, with an annual production capacity of 3,900 sets of blades. Its production base in Funing, Jiangsu Province, has the highest production capacity of carbon fiber wind turbine blades in China, which can meet the demand for the industrialization of 120m-class ultra-large offshore wind turbine blades in the future.
	Funing, Jiangsu

	Zhongfu Lianzhong
	Zhongfu Lianzhong has an annual production capacity of 10,000 blades. Since the trial production in 2008, it has delivered 150 sets of offshore wind turbine blades to customers cumulatively, with an installed capacity of over 500MW and a market share of 30.5%. Its products are exported to more than 20 countries such as Germany, Japan and Brazil. It pays great attention to innovative production processes and has obtained a number of patents in carbon fiber application and full-size testing technologies, resulting in technical achievements such as the localization of raw materials for megawatt-class wind turbine blades and key technologies for large blades made from carbon fiber composite materials.
	Lianyungang, Jiangsu

	Topkey Corporation
	Topkey Corporation is the largest company engaged in carbon fiber composite materials in Taiwan, China, with five production plants in Taiwan, Hong Kong, the Chinese mainland and the United States. It has a relatively complete range of molding processes and equipment for composite materials and diversified products, including medical bed boards made of carbon fiber, tennis rackets and bicycles, which rank first in the world. Topkey Corporation produces 50% of 5 internationally renowned carbon fiber tennis rackets.
	Xiamen

	Advanced International Multitech Co., Ltd.
	Advanced International Multitech develops and produces carbon fiber bicycles with world’s top bicycle manufacturers, and produces golf club heads, golf club sets, golf balls, carbon fiber bicycle frames and parts, and carbon fiber composite materials for electronics.
	N/A

	Taiwan Strong Sporting Goods Inc.
	Taiwan Strong is a professional manufacturer of carbon fiber tennis racket, squash racket (racketball racket), badminton racket, golf club head, bicycle frame, skateboard, table tennis racket, field hockey stick, ski pole, baseball bat and other sports equipment in Taiwan.
	Shenzhen and Ningbo

	Toray (Japan)
	Toray is the world’s largest carbon fiber manufacturer.
	Suzhou

	Teijin (Japan)
	Teijin’s main business scope includes composite molding materials, aramid fibers, carbon fibers, films, resins, fiber products and other materials.
	N/A

	Mitsubishi Rayon (Japan)
	Mitsubishi Rayon specializes in the manufacturing and sales of chemical products, synthetic resins, synthetic fibers, carbon fiber composite materials and functional films. It has a world-leading complete industrial chain of PAN-based and asphalt-based carbon fibers, and intermediate materials and molded and processed products using carbon fibers.
	N/A

	Zoltek (USA)
	Zoltek is the world’s 3rd largest carbon fiber manufacturer and a global leader in the production of low-cost industrial-grade carbon fiber, primarily engaged in the manufacture and sale of large-tow carbon fiber composite materials. It has been acquired by Toray in Japan.
	Zhongshan, Guangdong


(VIII) Import and processing of high value-added fresh fruits and vegetables
1. Analysis of the economic advantages of enterprises engaged in the import and processing of high value-added fresh fruits and vegetables to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing In the Catalogue of Categories Made from Raw Materials that are Subject to High Import Tariffs, the MFN tariff rate and general tariff rate for figs and their products are 30% and 70%, respectively; the MFN tariff rate and general tariff rate for avocados and their products, raspberries, blackberries, mulberries are 25% and 80%, respectively; the MFN tariff rate and general tariff rate for guavas and their products, mangoes and their products are 15% and 80%, respectively; the MFN tariff rate and general tariff rate for cranberries and cowberries are 30% and 80%, respectively; the MFN tariff rate and general tariff rate for kiwi fruits, durians, persimmons, sugar apples, plums and dragon fruits are 20% and 80%, respectively. This is in line with the high import tariffs on raw materials.
Fresh fruits and vegetables with high import volume and high tariff rate imported by China mainly include avocados, cranberries, cowberries, durians, sugar apples, dragon fruits, mangosteens, kiwi fruits and figs. According to the research of deeply processed products of fresh fruits and vegetables on Chinese market, cranberries and cowberries are the core raw materials of such products, which are mainly imported from Thailand, Chile, Vietnam, Philippines, Australia, New Zealand, Peru, Ecuador, Indonesia, Egypt, etc.
Main Categories of Fresh Fruits and Vegetables Imported into China in 2020

	Main categories
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Avocado
	27514
	1.8
	25

	Cranberry/cowberry (blueberry)
	25159
	5.0
	15

	Durian
	575883
	2.8
	20

	Sugar apples and litchi
	36816
	0.9
	20

	Dragon fruit
	618394
	0.6
	20

	Mangosteen
	294415
	1.6
	15

	Kiwi fruit
	116864
	2.7
	20

	Figs
	3745
	1.09
	30


As indicated by the findings from the research of data on fresh fruits and vegetables imported by China and the results of the comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of fresh fruits and vegetables.
(2) Reduction of operating costs under the zero-tariff policy. Core technologies for the deep processing of fruits and vegetables include high and new technologies and thermal drying technologies for fruit and vegetable extraction, separation and purification. The manufacturing level of the fruit and vegetable processing equipment made in China is gradually increasing but still lags behind that of equipment manufactured in foreign countries. Leading enterprises engaged in the deep processing of fresh fruits and vegetables in China actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the deep processing of fruits and vegetables from abroad, aiming at further improving product quality with precise control of process parameters.
The production line for the deep processing of fresh fruits and vegetables can complete the cleaning, slicing, color protection, dosing, filtration, homogenization, pulping (jam and fruit powder, etc.), sterilization, concentration (juice and jam), filling, dehydration (fruit and vegetable crisps), cooling, drying and other processes. The processing equipment on the production lines is mainly provided by international famous manufacturers of fruit and vegetable processing equipment, such as Compac in the United States. The following are the market prices of imported equipment for the processing of fresh fruits and vegetables.
Main Equipment for the Deep Processing of Fruits and Vegetables

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Cleaning
	Fruit and vegetable cleaner
	2-5
	5
	13
	0.93

	Slicing
	Slicer
	3-5
	8
	13
	1.10

	Dosing
	Dosing machine
	3-5
	5
	13
	0.93

	
	Fruit pulp crusher
	2-3
	8
	13
	0.66

	
	Juice extractor
	3-5
	7
	13
	1.05

	Filtration
	Separator
	10-20
	8
	13
	4.41

	Homogenization
	Homogenizing equipment
	15-30
	7
	13
	6.27

	Pulping
	Fresh fruit pulper
	6-15
	8
	13
	3.31

	Sterilization
	Pasteurization or high-temperature sterilization equipment
	10-15
	10
	13
	3.65

	Concentration
	Vacuum concentrator
	5-20
	0
	13
	2.60

	Dehydration
	Fruit and vegetable dehydrator
	15-20
	9
	13
	4.63

	Filling
	PET filling machine
	5-10
	12
	13
	2.66

	Cooling
	Refrigeration equipment
	10-20
	9
	13
	4.63

	Drying
	Fruit and vegetable dryer
	10-30
	9
	13
	6.95


According to the above analysis, enterprises engaged in the deep processing of fresh fruits and vegetables can enjoy economic advantages by realizing a cost reduction of about RMB 437,800 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of a single production base of leading enterprises in the deep processing and processing industry of fresh fruits and vegetables in China is about RMB 200 to 300 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Deep Processing of Fresh Fruits and Vegetables
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	3.0
	3.3
	2.42
	2.66
	2.93
	

	Operating cost (in RMB 100 million)
	
	1.35
	1.49
	1.63
	1.80
	1.98
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.41
	0.45
	0.50
	0.55
	0.60
	2.52

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.25
	0.27
	0.30
	0.33
	0.36
	1.51


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the fresh fruit and vegetable processing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a fresh fruit and vegetable processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 101 million less than that of a similar plant established in a non-free-trade-port area.
There are about 800-1,000 employees in each single production base of leading enterprises engaged in the deep processing of fruits and vegetables in China. Under the preferential policies on personal income taxes in Hainan Free Trade Port, the employees in enterprises engaged in the import and processing of fresh fruits and vegetables in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of high value-added fresh fruits and vegetables to settle in Hainan Free Trade Port
Take jam production for example. Chinese jam production enterprises mainly cluster in Shandong and some other provinces. Shanghai is the largest consumer of jams in China. Most of fresh fruits and vegetables subject to high tariffs in China are imported from Thailand. Let’s compare “importing 10 tons of cranberries (blueberries) by sea from the Bangkok Port in Thailand to the Yantai Port in China, producing and processing them in Linyi and then transporting them to Shanghai” with “importing 10 tons of cranberries (blueberries) by sea from Thailand to Hainan for production and processing and then transporting them to Shanghai”:
When importing 10 tons of cranberries (blueberries) by sea from Bangkok, Thailand to the Port of Qingdao in Shandong, the freight rate is about RMB 650 (about USD 100) per ton, and the total freight for international transportation is about RMB 6,500. When the fruits are transported from Qingdao to Linyi for processing, the freight rate is about RMB 200-300 per ton, and the freight is about RMB 3,000. When the fruits are transported from Linyi to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the freight is about RMB 5,000. Therefore, the accumulated freight is RMB 14,500.
When importing 10 tons of cranberries (blueberries) by sea from Bangkok, Thailand to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 980 (about USD 150) per ton, and the total freight for international transportation is about RMB 9,800. When the fruits are transported from Hainan to Shanghai for sales, the freight rate is about RMB 1,000 per ton, and the freight is about RMB 10,000. The accumulated freight is RMB 19,800. In other words, the logistics cost caused by the import to Hainan is about RMB 5,300 higher than that to the rest of China.
In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous enterprise engaged in the deep processing of fresh fruits and vegetables with another production base in a non-free-trade-port area.
The production base covers an area of 200 mu and is mainly engaged in the deep processing business of fresh fruits (such as jam and puree). It produces 45,000 tons of high-tariff jams (blueberry jam, cherry jam, durian jam, dragon fruit jam, kiwi fruit jam, mango jam and other jams) per year, consumes about 90,000 tons of fresh fruits (1 ton of jam requires about 2 tons of raw fruits), and imports about 9,000 tons of fresh fruits (the import volume of high-tariff fruits is about 10% of the required volume) per year. It has 2 production lines with a total value of about RMB 12 million. Taking the import of fresh fruits from Thailand for example (according to relevant researches, the difference in logistics costs can be ignored):
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)

	Non-free trade port area
	14.04
	0.30
	3.75

	Hainan Free Trade Port
	11.7
	0.24
	3.45


According to the above analysis, the annual operating cost of the production base in Hainan is about RMB 1.539 billion, that is about RMB 270 million less than that of the other production base in a non-free-trade-port area (which is about RMB 1.809 billion).
4. Geographical distribution of enterprises engaged in the deep processing of fresh fruits and vegetables
	Company Name
	Company Profile
	Main fruits and vegetables
	Production bases in China

	Three Squirrels
	Three Squirrels, headquartered in Wuhu, Anhui Province, is the first Chinese company positioned as a pure Internet food brand, as well as the largest food e-commerce enterprise in China in terms of sales scale. Its main business covers a full range of leisure snacks such as nuts, dried meat, dried fruit, puffed food and other leisure snacks, with the revenue of dried fruit reaching RMB 840 million in 2020.
	Mango, black currant and blueberry
	Wuhu (under construction), Hangzhou (for contract manufacturing), Tianjin (for contract manufacturing), Xuancheng (for contract manufacturing), etc.

	Be & Cheery
	Baicaowei, a sub-brand of PepsiCo headquartered in Hangzhou, is a channel brand and comprehensive brand with the R&D, processing and production of leisure food as its core. It integrates the Internet business operation mode and new retail and fully covers the supply chain of the whole category of leisure food of nuts, dried fruits, meats, pastries and candies.
	Mango and kiwi fruit
	Linjiang, Hangzhou (for contract manufacturing), Zhuji (for contract manufacturing)

	Bestore
	Headquartered in Wuhan of Hubei Province, it is a professional brand chain operation company providing R&D, processing, distribution and retail services related to leisure food.
	Mango and blueberry
	Hangzhou Zhejiang, Baoshan Yunnan (for contract manufacturing), Meihekou Jilin (for contract manufacturing), Xuancheng Anhui (for contract manufacturing) and Beijing (for contract manufacturing)

	Elvish Bear
	Elvish Bear focuses on the single product of fruit and vegetable crisps and is deeply involved in the fruit and vegetable snack market. Its annual operating income growth rate is over 50%, with an operating income of RMB 80 million in 2016. It is the No. 1 fruit and vegetable crisp brand in Tmall.
	Mango
	Guangxi

	Suniko
	Suniko is engaged in processing tropical fruits and vegetables to layout NFC (raw pulp and juice), juice concentrate, frozen diced fruits, freeze-dried fruits, and beverage products, with an annual growth rate of over 12% in operating income. Its downstream customers are beverage producers and food manufacturers. It started to develop frozen durian and freeze-dried durian products by importing durian from processing companies and fruit import and export trading companies in exporting countries since 2015.
	Mango, dragon fruit, durian, blueberry and litchi
	Hubei

	Kewpie
	Kewpie, one of the top ten jam brands, was jointly established by Kewpie Corporation (Japan), Mitsubishi Corporation (Japan), Beijing Capital Agribusiness & Food Group Co., Ltd., Nakashimato Co., Ltd. (Japan), Aohata Corporation (Japan) and Kanae Corporation (Japan). It has introduced complete sets of state-of-the-art technologies and equipment, automatic packaging equipment, and perfect facilities for producing salad dressing from Japan.
	Blueberry and mango
	Beijing, Hangzhou, Zhejiang, and Nantong, Jiangsu

	Andros
	Andros, one of the top ten brands of jam, was founded in 1910 in France and is a large food production company focusing on the production of jams and frozen fruits. It always selects high-quality fruits from all over the world as raw materials, imports 41 kinds of fruits to China for processing, covering 110 cities, 3 distribution centers (Beijing, Shanghai and Guangzhou) and 240 distributors in China, and exports to more than 20 cities and regions.
	Blueberry, durian, dragon fruit, kiwi fruit and mango
	Beijing, Shanghai, Guangzhou, Guangdong and Shandong

	Ice Flower
	Ice Flower, one of the top ten brands of jam, was founded in 1999 and is an enterprise integrating the R&D, processing and sales of canned fruits, juice drinks, jams, frozen fruits and vegetables, and dried fruit products.
	Blueberry
	Hebei

	Wallen
	Wallen, one of the top ten brands of jam, is a production enterprise of food products in the whole industry chain of blueberry with a focus on the deep processing of blueberries. Its products cover frozen fruit, dried fruit, fruit juice, fruit wine and other series, and it focuses on promoting the development of natural, healthy and modern crafted fruit products.
	Blueberry
	Shandong

	Hebei Jinminghou Food Co. Ltd.
	Hebei Jinminghou has introduced a large number of internationally advanced DWG aseptic canning machines, vacuum concentration tanks, automatic dicing machines and other production equipment and high precision instruments and technical R&D equipment such as photometers, acidity meters and analytical balances. With an annual production capacity of more than 10,000 tons, the company has become a modernized and diversified food processing enterprise that mainly produces three series of products: canned jam, jam for industrial use and shaved ice.
	Strawberry, mango and pawpaw
	Hebei

	Shandong Runding Food Co., Ltd.
	Shandong Runding is a modern enterprise with a high starting point and large scale that is engaged in the production and export of canned fruits. It has 8 advanced production lines for canning, with a total annual production capacity of over 20,000 tons.
	Strawberry and plum, etc.
	Shandong

	Berry
	It is a brand specializing in bakery and seasoning products, including jams, salad dressings and dairy products.
	Blueberry
	Shandong

	Blackmores
	The company was founded in 1930 and is a company involving the lifestyle, technology, health, and food industries that is renowned in Australia and around the world. It offers a range of high-quality vitamins, minerals, herbs, and nutritional supplements. Its blueberry eye care products are gradually gaining appeal in China.
	Blueberry
	N/A

	Amway Nutrilife
	Nutrilife is a global premium brand of nutrient supplement foods. Nutrilife Vision Health with Lutein provides antioxidant nutrients to the eyes of people over 30 years old.
	Blueberry
	Guangzhou, Guangdong


(IX) Import, processing and manufacturing of raw materials for the pharmaceutical and health care products made from fish liver oil
1. Analysis of the economic advantages of enterprises engaged in the import, processing and manufacturing of raw materials for the pharmaceutical and health care products made from fish liver oil to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing. The MFN tariff rate on fish oil products is 12%. However, the processing of pharmaceutical and health care products made from imported fish liver oil (mainly fish liver oil capsules) has a very high added value and is insensitive to logistics costs, which can become the development direction of advanced manufacturing industries in the Hainan Free Trade Port. In 2020, China imported a total of about 6.813 million tons of fish liver oil and its fractions mainly from Iceland, Australia, the United States, New Zealand and other countries.
Import of Fish Liver Oil and its Fractions by China in 2020

	Main exporters
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Iceland
	332
	3.77
	12

	Australia
	85
	72.59
	12

	USA
	67
	64.51
	25


As indicated by the findings from the research of data on fish liver oil and its fractions (high-value raw materials) imported by China, and the results of the comprehensive assessment on the tariff reductions and exemptions under the value-added processing policy, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of fish liver oil and its fractions.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on the manufacturers of fish liver oil capsules such as Xingsha, BYHEALTH and Kingkeys, the manufacturing level of the processing equipment for fish liver oil capsules made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. At the same time, leading manufacturers and processors of fish liver oil capsules actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of fish liver oil capsules from abroad, aiming at further improving product quality with precise control of process parameters such as temperature.
The production line for fish liver oil capsules can complete the making of gelatin and contents, pill pressing, shaping, drying and other processes. The equipment on the production line is mainly provided by international famous processing equipment manufacturers such as BOSCH in Germany, TECHNOPHAR in Canada, BOCHANG in Korea and BUHLER in Switzerland. The following are the market prices of imported equipment for the processing of fish liver oil capsules.
Main Equipment for the Processing of Fish Liver Oil Capsules

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Gelatin making
	Gelatin melting tank
	17-20
	8.5
	13

	
	Liquid evacuation machine
	3-5
	8
	13

	
	Gelatin filter
	26-30
	10
	13

	Content making
	Blender
	15-20
	7
	13

	Capsule filling
	Capsule filling machine
	5-9
	8
	13

	Pill pressing, shaping and drying
	Rolling-die-type soft capsule machine
	40-45
	8
	13


As indicated by the findings from the research on the import prices of major equipment for the processing and manufacturing of fish liver oil capsules in China, and the results of comprehensive assessment on the tariff reductions and exemptions under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of pharmaceutical and health care products made from fish liver oil (fish liver oil capsules) can enjoy obvious economic advantages by realizing a cost reduction of about RMB 290,000 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of a single production base of leading enterprises in the fish liver oil capsule processing industry of China is about RMB 300 to 500 million
, which is steadily growing at a growth rate of 8% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes on Enterprises Engaged in the Processing of Fish Liver Oil Capsules
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	4
	4.32
	4.67
	5.04
	5.44
	

	Operating cost (in RMB 100 million)
	
	1.5
	1.62
	1.75
	1.89
	2.04
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.63
	0.68
	0.73
	0.79
	0.85
	3.67

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.38
	0.41
	0.44
	0.47
	0.51
	2.20


In summary, the comprehensive evaluation on the production, processing and operation of a leading enterprise in the industry of pharmaceutical and health care products made from fish liver oil in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a processing plant of pharmaceutical and health care products made from (fish liver oil capsules), which was established in Hainan Free Trade Port and has operated for five years, is about RMB 147 million less than a similar plant established in a non-free-trade-port area.
As indicated by the findings from the research on enterprises engaged in fish liver oil capsules, there are about 50-100
 employees in each single production base of leading enterprises in the industry of fish liver oil capsules in China, where:
Senior officers account for about 1.5% of total employees, with an average annual income of about RMB 500,000-600,000.
Technicians account for about 7% of total employees, with an average annual income of about RMB 120,000-150,000.
Administration staff account for about 10% of total employees, with an average annual income of about RMB 100,000-120,000.
Sales persons account for about 10% of total employees, with an average annual income of about RMB 100,000-120,000.
Production personnel account for about 70% of total employees, with an average annual income of about RMB 50,000-60,000.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the import and processing of fish liver oil in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import, processing and manufacturing of raw materials for the pharmaceutical and health care products made from fish liver oil to settle in Hainan Free Trade Port
Chinese enterprises of pharmaceutical and health care products made from fish liver oil mainly cluster in the southeast coastal region of China, such as Guangdong. Shanghai is the largest consumer of pharmaceutical and health care products made from fish liver oil in China
. Most of imported raw material of fish liver oil originate from Iceland. Let’s compare “importing 10 tons of fish liver oil by sea from Reykjavik, Iceland to Shantou for production and processing and then transporting them to Shanghai” with “importing 10 tons of fish liver oil by sea from Reykjavik, Iceland to Hainan for production and processing and then transporting them to Shanghai”:
When importing 10 tons of fish liver oil by sea from Reykjavik, Iceland to the Port of Shenzhen, Guangdong Province, China, the freight rate is about RMB 550 (about USD 83) per ton, and the total freight for international transportation is about RMB 5,500. When the fish liver oil is transported from the Port of Shenzhen to Shantou City for the processing of fish liver oil capsules, the freight rate is about RMB 200-300 per ton, and the freight is about RMB 3,000. When the fish liver oil capsules are transported from Shantou City to Shanghai City for sales, the freight rate is about RMB 200-400 per ton, and the freight is about RMB 4,000. Therefore, the accumulated freight is RMB 12,500.
When importing 10 tons of fish liver oil by sea from Reykjavik, Iceland to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 700 (about USD 108) per ton, and the total freight for international transportation is about RMB 7,000. When the fish liver oil capsules are transported from Hainan to Shanghai for sales, the freight rate is about RMB 750 per ton, and the freight is about RMB 7,500. The accumulated freight is RMB 14,500. In other words, the logistics cost caused by the import to Hainan is about RMB 2,000 higher than that to the rest of China.
In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous enterprise engaged in the production of pharmaceutical and health care products made from fish liver oil with another production base in a non-free-trade-port area. The production base, covering an area of 300 mu, imports about 2,500 tons of fish liver oil per year, and has 4 capsule production lines with a total value of about RMB 1.3 million. Taking the import of fish liver oil from Iceland for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.06
	0.45
	0.63
	0.03

	Hainan Free Trade Port
	0.94
	0.4
	0.38
	0.04


In summary, the comprehensive evaluation on the operation of the production base for fish liver oil capsules of an enterprise engaged in the production of pharmaceutical and health care products made from fish liver oil indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base engaged in the processing of imported fish liver oil in Hainan is about RMB 176 million, that is about RMB 41 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 217 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading production enterprises
	Company Name
	Company Profile
	Production bases in China

	Jiasui (Shanghai) Trading Co. Ltd.
	The company is a wholly-owned subsidiary of Blackmores, which was established in Shanghai in December 2014 to handle market development and brand building in China. Blackmores offers a range of high-quality vitamins, minerals, herbs, and nutritional supplements.
	N/A

	BYHEALTH
	Established in 1995, BYHEALTH systematically introduced Vitamin & Dietary Supplements (VDS) into the indirect-selling field of the Chinese market in 2002. On December 15, 2010, BYHEALTH went public on ChiNext of Shenzhen Stock Exchange (SZSE). Since then, it has rapidly developed into the leading VDS brand, and industry benchmark, in China. In 2020, BYHEALTH topped China’s VDS industry with a market share of 10.3%.
	Zhuhai and Shantou, Guangdong

	Nordic Naturals
	Nordic Naturals is the #1 fish oil brand in the United States, a global leader in the Omega-3 markets, and one of the largest fish oil manufacturers in the world. Nordic Naturals manufactures all fish oil products in Norway, where it adheres to the highest manufacturing standards guaranteeing exceptional product purity and freshness levels. The quality level achieved exceeds the Norwegian Medical Standard (NMS) and European Pharmacopoeia Standards (EPS).
	N/A

	GNC (Shanghai) Trading Co., Ltd.
	Headquartered in Pittsburgh, Pennsylvania, USA, GNC operates in more than 150 countries and 8,800 retail entities worldwide. It offers more than 1,500 health-related products, including basic nutrition products such as vitamins and minerals, sports & health nutrition products, herbal extracts and dietary nutrition products.
	N/A

	Sinopharm Xingsha Pharmaceuticals (Xiamen) Co., Ltd.
	Xingsha Pharmaceuticals (Xiamen) Co., Ltd. is the leading production enterprise of Xiamen Xingsha Pharmaceuticals Group Co., Ltd. It applies the new technologies of biological engineering and advanced technologies of modern pharmaceutical preparations to produce vitamins and fish liver oil emulsions, drops, pills, soft capsules and other series of products processed from fish liver oil, and health-oriented series of products such as natural vitamin E and deep-sea fish oil gel pills. It is the largest manufacturer and operator of fish liver oil and vitamin preparations in China.
	Xiamen, Fujian (2 production bases on/off the island)

	Shandong DYNE Marine Biopharmaceutical Co., Ltd.
	Established in October 1994 and registered in Rongcheng City, Shandong Province, the company is mainly engaged in the R&D, production and sales of medicines for children. The company’s existing products are mainly involved in the field of pharmaceutical products and health care foods for children. Its pharmaceutical products for children include YIKEXIN (vitamin A&D drops in capsule form), GAIDIXIN (compound calcium carbonate effervescent granules), YIGANXIN (licorzine granules), and iron dextran oral solution.
	Rongcheng, Shandong

	Guangzhou Kingkeys Trading Co., Ltd.
	In 2006, Kingkeys (International) introduced Norwegian cod liver oil to China. As the general agent of products of Kingkeys brand in China, Guangzhou Kingkeys Trading Co., Ltd. is responsible for the operation of all products of Kingkeys brand in China. As the manufacturer of Kingkeys in China, Kingkeys (Guangzhou) Biotechnology Co., Ltd. is responsible for the production of some non-imported products.
	Guangzhou, Guangdong

	Zhejiang Hailisheng Pharmaceutical Co. Ltd.
	Zhejiang Hailisheng Pharmaceutical Co. Ltd. is a private limited liability company. Hailisheng Group Co., Ltd. is a comprehensive limited liability company with marine medicine, marine biology and deep-processed marine food as its leading industries. Its main products include natural marine drugs, natural mineral drugs, APIs and preparations of synthetic chemical drugs, intermediate APIs, natural marine bio-health foods, medical foods, a series of marine cosmetics, canned food for export and aquatic products for export.
	Zhoushan, Zhejiang

	Shanghai Donghai Pharmaceutical Co., Ltd.
	Shanghai Donghai Pharmaceutical Co., Ltd. is a foreign-invested joint-stock enterprise approved by the Ministry of Commerce of the People’s Republic of China. Its predecessor, Shanghai Donghai Pharmaceutical Factory, was founded in 1948 and is an early domestic fish liver oil pharmaceutical company. As an early pharmaceutical company of fish liver oil in China, Donghai Pharmaceutical is committed to the R&D and production of vitamin drugs and marine bio-health foods.
	Shanghai
(2)

	Shanghai Heng Shou Tang Pharmaceutical Co. Ltd.
	Shanghai Heng Shou Tang Pharmaceutical Co. Ltd. is a large private enterprise specializing in high-tech biomedical health care products. The company’s affiliated pharmaceutical research institute has developed a series of natural health care foods such as Golden Milk Calcium, Shark Liver Oil, Minoline and Xianbaotong. The company has a soft capsule production workshop, a synthetic drug workshop and a modern high standard warehouse in the Shanghai Xinghuo Economic Development Zone.
	Shanghai

	Shantou Yingjili Biotechnology Co., Ltd.
	Founded in 2000, Yingjili Biotechnology is a modern enterprise specializing in the application, research and production of nutrients and functional foods for infants and children. The company’s product line covers four series: complementary foods for infants and young children, electuaries for infants and young children, functional foods for infants and young children, and nutrients for infants, young children, and adults.
	Shantou, Guangdong


(X) Import and processing of raw materials for implantable consumables
1. Analysis of the economic advantages of enterprises engaged in the import and processing of raw materials for implantable consumables to settle in Hainan Free Trade Port
(1) Tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing
Implantable consumables mainly include vascular implantable devices (balloon catheters, vascular stents, heart occluders, artificial heart valves, pacemakers and artificial hearts, etc.) and orthopedic implantable consumables (those for trauma, spine and joints, etc.). Except for coronary stents and trauma and orthopedic consumables, the products of multinational giants take more than 70% of the market share in China. Leading Chinese companies and the production companies of foreign giants in implantable consumables in China are highly dependent on imported raw materials (i.e., medical biomaterials).
The import tariff of medical biomaterials is 6%-8%. However, implantable consumables made of medical biomaterials have high value-added potential and are insensitive to logistics costs.
With economic development, China’s demand for high technology implantable medical biomaterials will continue to increase. To reduce costs, some foreign multinational companies have invested in China to build production bases, using imported raw materials, equipment, molds and accessories to produce in China, and then re-sell them abroad or directly in China. Leading Chinese enterprises of implantable consumables are also more dependent on imported upstream biomaterials.
Raw materials for implantable consumables are medical biomaterials, mainly including medical metal materials (titanium alloys, chromium alloys, cobalt alloys, stainless steels, precious metals and pure metals) and medical polymer materials (chitin, collagen, silicone rubber, polylactic acid, polyurethane, polyether ether ketone and other natural and synthetic polymer materials). Biomedical materials made in China are mainly used to produce disposable products (such as disposable syringes, infusion sets, blood collection devices and blood bags). China is still weak and highly dependent on imports (with over 70% imported) in the field of biomedical materials with high technology content for implantable consumables. The following are the market prices of imported raw materials for the production of implantable consumables in China.
Major imported biomaterials for implantable consumables in China

	Classification
	Main categories
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)

	Medical metal materials
	Titanium alloy
	2352
	52
	8

	
	Nickel–titanium alloy (shape memory alloy)
	1646
	22.7
	8

	
	Stainless steel for implantable consumables (316 stainless steel)
	450
	5.2
	6

	Medical polymer materials
	Polymer materials for implantable consumables
	677000
	1.52
	6.5


As indicated by the findings from the research on the data related to imported medical biomaterials for implantable consumables in China, and the results of comprehensive assessment on the tariff reductions and exemptions under the policy for exemption of tariffs on added value from processing, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the production, processing and manufacturing of implantable consumables based on imported medical biomaterials.
(2) Reduction of operating costs under the zero-tariff policy.
The manufacturing of implantable consumables belongs to the field of precision manufacturing. In recent years, the manufacturing level of Chinese production equipment for implantable consumables has been gradually improved, but most of Chinese leading manufacturers still choose to import advanced processing equipment and production lines from abroad with the aim of improving product quality.
The manufacturing process of vascular and orthopedic implantable consumables mainly include: laser cutting and engraving, vacuum heat treatment, chemical polishing, coating, etc. The processing equipment on the production lines are mainly provided by internationally renowned processing equipment manufacturers such as Trumpf in Germany. The following are the market prices of imported equipment for the production of implantable consumables.
Main Equipment for the Production of Implantable Consumables

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Laser cutting
	CNC laser cutting machine
	50-200
	13
	13

	Vacuum heat treatment
	Vacuum heat treatment furnace
	20-30
	0
	13

	Chemical polishing
	Electrochemical polishing equipment
	15-30
	6
	13

	Drug coating
	Drug-coated equipment
	20-30
	0
	13


As indicated by the findings from the research on the current import prices of major equipment for the production of implantable consumables in China, and the results of the comprehensive assessment on the tariff reductions and exemptions for imported equipment under the zero-tariff policy of Hainan Free Trade Port, manufacturers of implantable consumables can enjoy obvious economic advantages by realizing a cost reduction of about RMB 691,000 for each set of production equipment purchased.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of raw materials for implantable consumables to settle in Hainan Free Trade Port
Taking metal heart occluders (which are mainly made of shape memory alloys) for example, Chinese heart occluder manufacturers mainly cluster in the Yangtze River Delta region, such as Shanghai. The shape memory alloys in China are mainly imported from the United States. Let’s compare “importing 10 tons of shape memory alloy material by sea from the West Coast of the United States to Shanghai for processing and manufacturing” with “importing 10 tons of shape memory alloy material by sea from the West Coast of the United States to Hainan for processing and then transporting them to Shanghai”.
When importing 10 tons of shape memory alloy material by sea from the West Coast of the United States to Shanghai for processing and manufacturing heart occluders and selling them locally, the freight rate is about RMB 7,410 (about USD 1,140) per ton, and the total freight for international transportation is about RMB 74,100.
When the material is shipped from the West Coast of the United States to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 11,000 (about USD 1700) per ton. If the medical devices manufactured in Hainan are sold in areas within the province, such as the Boao Lecheng International Medical Tourism Pilot Zone, the freight for the transportation of the devices within the province can be saved.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous manufacturer of implantable consumables with another production base in a non-free-trade-port area. The production base covers an area of 20 mu and is mainly engaged in the production of heart occluders. It imports about 570 tons of shape memory alloy material per year, and has a production line with a total value of about RMB 150 million. Taking the import of shape memory alloy materials from the United States for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.4
	1.8
	2.94
	0.04

	Hainan Free Trade Port
	1.3
	1.5
	2.94
	0.04


In summary, the comprehensive evaluation on the operation of the production base of one famous implantable consumable manufacturer indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 578 million, that is about RMB 40 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 618 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading production enterprises
	Company Name
	Company Profile
	GDP:

	Lepu Medical
	As one of the earliest enterprises engaged in the R&D and manufacturing of medical devices for cardiovascular intervention in China, Lepu Medical is the only National Engineering Technology Research Center for Cardiac Implantation, Interventional, Diagnostic and Therapeutic Devices and Equipment granted by the Ministry of Science and Technology of the People’s Republic of China, and one of the few enterprises that can form strong competition with foreign products in the field of high-end medical devices in China, with business covering four major sectors: medical devices, pharmaceutical products, medical services and new medical business, and continuous growth and breakthrough in the fields of cardiovascular stents, pacemakers, cardiovascular drugs and medical artificial intelligence.
	Beijing, Shanghai, Shandong, Zhejiang and Shaanxi

	MicroPort Medical
	As an innovative high-end medical device group, MicroPort has established major production (R&D) bases in Memphis (USA), Paris suburbs (France), Milan suburbs (Italy) and the Dominican Republic, forming a global R&D, production, marketing and service network. It has over 300 products on the market, covering 12 business clusters: cardiovascular and structural heart disease, electrophysiology and cardiac rhythm management system, bone and soft tissue repair technologies, aortic and peripheral vascular diseases, cerebrovascular and neuromodulation sciences, surgical acute and critical diseases and robotics, endocrine management and assisted reproduction, urogynecology, digestive and respiratory diseases, ear, nose, mouth, eye and body contouring, in vitro diagnostics and in vivo and in vitro imaging, in vivo solid tumor treatment technologies, insomnia and depression, and rehabilitation medicine.
	Shanghai, Suzhou, Jiaxing and Shenzhen

	JWMS
	JW Medical Systems (JWMS) is a subsidiary of Biosensors International, which focuses on the R&D, production and sales of high-tech interventional medical products. It is an international enterprise with multiple investments, and its biodegradable drug-coated cardiac stent (a coronary stent with the rapamycin-coated carrier, using 316L stainless steel as the stent platform) has been industrialized, and its next-generation biodegradable drug-coated cardiac stent, EXCROSSSAL, has been officially marketed.
	Weihai, Shandong

	LifeTech Scientific
	LifeTech Scientific Corporation (LifeTech Scientific) is the leading company specialized in minimally invasive interventional medical devices to treat cardio-cerebrovascular and peripheral vascular diseases. The company’s innovative products with independent IP covering structural heart disease, peripheral vascular disease, heart-rhythm management and other fields. It also developed the global-first Iron-based Bioresorbable Scaffold platform. The company ranks among the top three in China in terms of the volume of stent implantation, with next-generation aortic stents (intraoperative stents, iliac artery stents, new-generation abdominal aortic stents and aortic arch stents and other aortic products) bringing high growth and a gradually improving ladder of occluders for congenital heart disease. A total of 13 products have been approved to be included in the special review process on innovative medical devices, and this will gradually start the substitution with similar products made in China.
	Shenzhen

	Dinova - Venus Medtech
	Venus Medtech is a medical device company dedicated to the minimally invasive treatment of heart valve diseases, with the world’s first pre-installed interventional valve system and the world’s first interventional self-expanding pulmonary valve system. The new interventional heart aortic valve replacement system researched, developed and manufactured by it has completed more than 200 clinical procedures and entered the green channel for approval by the China Food and Drug Administration. The company has become the only Chinese company that has initiated human clinical trials for interventional heart valves in Europe and China.
	Hangzhou

	Endovascular MedTech
	Endovascular MedTech, a subsidiary of MicroPort Medical, is committed to the R&D, manufacturing and sales of aortic and peripheral vascular interventional devices. Its main products are thoracic and abdominal aortic covered stents, intraoperative stents, drug coated balloon catheters, and peripheral vascular balloon catheters. Endovascular MedTech has 5 approved thoracic and abdominal aortic covered stent products for aortic intervention, and is a company with comparatively complete product lines in subdivisions around the globe.
	Shanghai

	Blue Sail Medical
	As a leading medical device company with a complete layout of low, medium and high-value consumables, Blue Sail Medical has more than 40 branches and subsidiaries in more than 20 countries and regions, eight R&D centers (the USA, Germany, Shanghai and Singapore) and six manufacturing bases worldwide, and its products are sold to more than 110 countries and regions. Its implantable consumables business is centered on cardiac stents and interventional procedures-related devices, and it is operated through the Biosensors International Group in Singapore.
	Zibo, Shandong

	Zhenghai Bio-tech
	The company’s marketed products are bioregeneration materials, among which soft tissue repair products such as oral repair film, biofilm, skin repair film, have been widely used in many fields including stomatology, head and neck surgery, neurosurgery. Its hard tissue repair products - bone repair materials are functional scaffold materials with major clinical needs, which are used for guiding the repair of bone damages. The company’s project technology level is at the forefront of the industry.
	Yantai, Shandong

	Starway Medical
	Starway Medical is a high-tech enterprise in Zhongguancun, Beijing, specializing in the design, development, manufacturing and sales of cardiac interventional devices. The products developed and manufactured by the company include atrial septal defect (ASD) occluder, ventricular septal defect (VSD) occluder, patent ductus arteriosus (PDA) occluder, patent foramen ovale (PFO) occluder, abnormal vascular access occluder (Plug), occluder delivery system, mesh basket guidewire, angiographic catheter, guidewire, arterial sheath, all of which have been issued with a Class III Medical Device Registration Certificate by the China Food and Drug Administration.
	Beijing

	Wego Group
	As a leading orthopedic consumables company in China, Wego Group, with its strong R&D strength and core technology industrialization capability, has always been committed to the improvement of high-end consumables and the development and manufacturing of intelligent products, and has established five product lines for spine materials, trauma materials, joint materials, sports medical materials and biomaterials.
	Weihai, Shandong and Ganzhou, Jiangxi

	Wisee Medical
	Wisee Medical, wholly invested by Wego Group, mainly produces devices for the treatment of congenital diseases (mainly include occluders), cerebrovascular intervention devices (mainly include electrolytic detachable coils, cerebrovascular stents and other products), devices for gastrointestinal non-vascular intervention (mainly include biliary stents, esophageal stents and other products), and interventional devices for the treatment of peripheral vascular diseases (mainly include aortic covered stent system and peripheral vascular stents).
	Weihai, Shandong

	Kewei Medical
	The company’s main products include extracorporeal circulation consumables series, occluder series for the treatment of congenital heart diseases, and polypropylene hernia repair series for general surgery. It has a nationwide sales network, with its main products covering more than 30 provinces, municipalities and autonomous regions, and more than 500 large and medium-sized hospitals, some of which have been cooperating with it for more than 20 years. Compared with similar products in China, its main products have ranked leading in market share for many consecutive years and have entered more than 10 countries and regions such as Russia, Japan, Korea, Germany, India, Indonesia and Pakistan.
	Dongguan, Guangdong

	Push Medical
	Push Medical, a supplier of medical devices for cardiovascular and cerebrovascular interventions, engages in R&D, manufacturing, and sales. Its LACbes left auricular occluder based on micropuncture integrated processing technology was specially reviewed and approved as an innovative medical device by China Food and Drug Administration in 2017. In addition, the company’s patent ductus arteriosus occluder (PDAO), atrial septal defect occluder (ASDO), ventricular septal defect occluder (VSDO), occluder intervention delivery system, snare and other interventional medical devices for congenital heart disease have been widely used in major hospitals in China.
	Shanghai

	Double Medical
	Double Medical is a comprehensive medical enterprise mainly engaged in the production, R&D, sales and services of high-value medical consumables, covering the fields of orthopedics, minimally invasive surgery, neurosurgery, trauma surgery and dentistry. Its revenue from implantable consumables for the treatment of trauma, spine and neurosurgery together account for more than 90% of its operating income. The company ranks first among Chinese brands in market share of implantable consumables for orthopedic trauma and top three among Chinese brands in market share of implantable consumables for orthopedic spine. The company’s owns production park has a scale of 150,000 m2, making it one of the most competitive orthopedic implant manufacturers in China.
	Xiamen, Fujian

	AK Medical
	As a leading company in China’s orthopedic implant industry, AK Medical has successively obtained NMPA registration certificates for metal 3D printed implants. The company focuses its main business on the orthopedic implant industry and the application of 3D printing technology in orthopedics, especially focusing on research and development, production and sales of artificial joint and auxiliary devices. In the field of the traditional artificial joint, a full series of product lines such as primary hip and severe deformity have been formed, providing a full range of overall solutions for clinical applications.
	Beijing

	Medtronic Kanghui (USA)
	Kanghui Medical in Jiangsu was acquired by Medtronic Group, a global leading player in orthopedic implantable consumables, and established a production base in Changzhou. Its leading products are orthopedic implantable materials, which are widely used in human trauma repair, spinal orthopedics and other therapeutic fields. As an important business branch of Medtronic, the products have entered Latin America, the Middle East, Africa, India, Southeast Asia and Europe.
	Changzhou, Jiangsu

	Abbott (USA)
	As a global leader in orthopedic implantable consumables, Abbott focuses on improving treatment solutions for coronary artery disease, heart rhythm management, atrial fibrillation, heart failure, structural heart disease and peripheral artery disease, providing market-leading innovative stents for vascular therapy, implantable pacemakers and cardioverter defibrillators for heart rate management and treatment of heart failure, and occluders and heart valve products for structural heart disease. With the acquisition of St. Jude Medical, Abbott’s scope of operations includes important segments of the cardiovascular market, catching up with Medtronic to become the number two player in the cardiovascular market.
	Shanghai

	Boston Scientific (USA)
	As a leading global medical technology company, the company is registered in China as BSC International Medical Trading (Shanghai) Co., Ltd. Its core business and products include devices for cardiac interventions (coronary stents and balloon catheters), devices for structural heart disease (left auricular occluders) and cardiac rhythm management (implantable pacemakers and implantable cardioverter defibrillators), and implantable access devices for endoscopic interventions, peripheral and oncological interventions and respiratory interventions.
	N/A

	Cook Medical (USA)
	Cook Medical has been in the Chinese market for 20 years, and its product line has expanded rapidly from the initial vascular interventions, mainly involving aortic interventions, cardiac interventions, peripheral vascular interventions, etc. The distribution center is located in Pudong, Shanghai.
	N/A

	B. Braun (Germany)
	B. Braun is one of the world’s largest suppliers of specialized medical devices, pharmaceutical products and surgical medical devices. Its implantable consumables focus on cardiovascular intervention (coronary intervention products), neurosurgical intervention (cerebrovascular clips, dural (spinal) substitutes and cranial fixation systems), and orthopedic joint replacement (hip joint replacement, knee joint replacement, and trauma products).
	Suzhou, Jiangsu and Zibo, Shandong

	Johnson & Johnson (USA)
	The primary products of Johnson & Johnson (China) include medical devices for minimally invasive and open surgeries (e.g., wound closure devices, staplers, ultrasonic knives and absorbable hemostatic gauze), electrophysiology (e.g., catheters and related technologies), orthopedics (e.g., joint reconstruction, trauma, spine, sports medicine, jaw and power tools), and orthopedics (e.g., breast implants).
	Suzhou, Jiangsu

	Stryker (USA)
	Stryker, one of the world’s largest orthopedic and medical technology companies, offers implantable access devices for joint replacement, trauma, skull and face, spine, neurosurgery, ear, nose and throat, etc.
	N/A

	Smith & Nephew (UK)
	Smith & Nephew is a global leader in sports medicine and a world leader in the fields of the reconstruction of orthopedic joints, advanced wound management and trauma. Its orthopaedic business includes hip and knee joint implants for the replacement of diseased, damaged or worn joints, trauma products for stabilizing severe fractures and correcting skeletal deformities. It holds 90% of the artificial joint market.
	N/A

	LivaNova (UK)
	LivaNova, a leading global medical technology company specializing in cardiac surgery and neuromodulation, was founded in 2015 through the merger of Italian company Sorin, an industry leader in the treatment of cardiovascular disease, and US-based company Cyberonics, an industry leader in neuromodulation.
	N/A

	Biomet (USA)
	Biomet, one of the top three global manufacturers of orthopedic medical devices, was acquired by Zimmer Biomet. The company’s products include devices for reconstruction and fixation, devices for stimulating the growth of bones electrically, devices for supporting orthopedics, joint replication products, spinal implant tablets, bone cements, bone substitutes, cranial maxillofacial plastic grafts, dental reconstruction implants and related devices.
	Shanghai, Jinhua, Zhejiang, and Changzhou, Jiangsu

	Zimmer Biomet (USA)
	Zimmer Biomet, a global leader in musculoskeletal health, is committed to researching, developing, designing, manufacturing and bringing to market products for the reconstruction of orthopedic joints, sports medicine, biologics, shoulder, elbow and trauma, spine, bone rehabilitation, craniofacial and maxillofacial surgeries, as well as dental implants and related surgical products.
	Beijing, Zhejiang and Jiangsu


Chapter II Duty-Free Processing
This chapter deeply analyzes the advantages of bonded processing under the offshore duty-free policy, clarifies the application direction and application scenarios of the offshore duty-free policy via case studies, and gives suggestions on how to attract investments and implement relevant projects.
I. Interpretation of the Offshore Duty-Free Policy
(I) Interpretation of the offshore duty-free policy
1. Provision. The offshore duty-free policy increases the duty-free shopping quota for each offshore traveler per year to 100,000 yuan per year and expands the varies of duty-free goods.
2. Interpretation. In accordance with the Announcement of the Ministry of Finance, the General Administration of Customs and the State Taxation Administration on the Duty-free Shopping Policy for Travelers Leaving Hainan Island in 2020, the varieties of duty-free goods have increased from 38 to 45 (see the table below for details).
Categories of Offshore Duty-Free Goods in Hainan
	S/N
	Categories of goods
	Quantity limit for each purchase per offshore traveler
	Remarks

	1
	Jewelry
	Unlimited
	

	2
	Craftwork
	Unlimited
	

	3
	Watches
	Unlimited
	

	4
	Perfumes
	Unlimited
	

	5
	Cosmetics
	30 pieces
	

	6
	Pens
	Unlimited
	

	7
	Glasses (including sunglasses)
	Unlimited
	

	8
	Scarves
	Unlimited
	

	9
	Ties
	Unlimited
	

	10
	Woolen textiles
	Unlimited
	

	11
	Cotton textiles
	Unlimited
	

	12
	Apparel and accessories
	Unlimited
	

	13
	Shoes and hats
	Unlimited
	

	14
	Belts
	Unlimited
	

	15
	Bags and suitcases
	Unlimited
	

	16
	Articles of leather
	Unlimited
	

	17
	Candy
	Unlimited
	

	18
	Sports goods
	Unlimited
	

	19
	Beauty and health care equipment
	Unlimited
	

	20
	Tableware and kitchenware
	Unlimited
	

	21
	Toys (including buggy)
	Unlimited
	

	22
	Infant formula milk powder and complementary feeding in retail packaging
	Unlimited
	

	23
	Coffee (coffee beans, espresso coffee)
	Unlimited
	

	24
	Ginseng products (American ginseng, red ginseng; Korean ginseng capsules and granules)
	Unlimited
	Non-initial import, with the approval certificate for imported health food

	25
	Cereal flakes; other food preparations of malt extract and flour; dairy products; sweet biscuits; waffles and wafers; pastry, cakes, biscuits and bakers' wares; and similar products.
	Unlimited
	

	26
	Health food
	Unlimited
	Non-initial import, with the approval certificate for imported health food

	27
	Royal jelly put up as tonic essences
	Unlimited
	Non-initial import, with the approval for imported health food

	28
	Olive oil
	Unlimited
	

	29
	Diapers
	Unlimited
	

	30
	Ceramic goods
(bone chinaware, etc.)
	Unlimited
	

	31
	Glassware
(other glassware)
	Unlimited
	

	32
	Household air purifier and accessories
	Unlimited
	

	33
	Household hardware
(locks, taps, shower devices)
	Unlimited
	

	34
	Clocks (wall clocks, desk clocks, alarm clocks, etc.)
	Unlimited
	

	35
	Plug adapters
	Unlimited
	

	36
	Watch straps, watch chains
	Unlimited
	

	37
	Spectacle lenses
	Unlimited
	

	38
	Household medical devices of Category I or II (blood glucose meter, blood glucose test strips, electronic sphygmomanometer; infrared body thermometer; vision trainer; hearing aids; orthopedic or hearing aid devices; household ventilator, etc.)
	Unlimited
	The registration certificate or filing certificate for imported medical devices has been achieved.

	39
	Natural honey and other edible animal products (natural honey, edible bird's nest, fresh royal jelly, other bee and edible animal products)
	Unlimited
	

	40
	Tea, maté tea and other products with tea and maté tea as basic ingredients (green tea, black tea, maté tea; other products with tea and maté tea as basic ingredients)
	Unlimited
	

	41
	Tablet computers, other portable automatic data processing machine; small automatic data processing machine; microcomputers; other data processing machine; small computers and microcomputers presented in the form of systems
	Unlimited
	

	42
	Wearable devices and other electronic consumer products (wireless headsets; Other apparatus for the reception, conversion and transmission or regeneration of voice, images or other data; parts and accessories of video game consoles and machines
	Unlimited
	

	43
	Mobile phones, handheld cordless phone (including car cordless phones)
	4 pieces
	

	44
	Video games
	Unlimited
	

	45
	Alcohol (beer, wine, sake, imported wine and fermented beverages)
	Not exceeding 1,500ml in total
	


The offshore duty-free shopping in Hainan is flourishing. As of October 2021, 10 duty-free shops are officially operating across the Island of Hainan: 5 in Haikou, 4 in Sanya and 1 in Qionghai. They include: CDF Duty-Free Shop in Terminal 1 of Haikou Meilan International Airport, CDF Duty-Free Shop in Terminal 2 of Haikou Meilan International Airport, CDF Duty-Free Shop in the West Zone of Riyue Square in Haikou City, Global Premium Duty-Free Plaza (Haikou), Times’ DF Shop in Mission Hills in Haikou, CDF International Duty-Free Mall in Haitangwan of Sanya, Hainan Tourism Duty Free Shopping Complex in Sanya, CNSC International Duty-free Shopping Park in Sanya, CDF Duty-Free Shop, CDF Duty-Free Shop in Sanya Phoenix Airport, CDF Duty-Free Shop in Boao of Qionghai. On the basis these duty-free shops, Hainan is actively exploring the “front shop, back factory” mode (i.e., bonded processing + offshore duty-free sales), and expanding the processing and manufacturing of high value-added products under the offshore duty-free policy.
The “front shop, back factory” mode means that raw materials are imported to the comprehensive bonded zone in Hainan for bonded processing under the zero-tariff policy, and the processed products are directly transported to local duty-free shops for sales. Under this mode, importing and processing enterprises, which import the required raw materials to the bonded zone, then process them and sell the processed products through local duty-free shops, are exempted from the tariff, VAT and consumption tax on the imported raw materials. The innovation in the “front shop, back factory” mode (i.e., bonded processing + offshore duty-free sales) will give full play to the advantages of the offshore duty-free policy and reduce the operating costs of relevant enterprises.
At present, Haikou is prospectively exploring the “bonded processing + offshore duty-free sales” mode. The Management Committee of Haikou Comprehensive Free Trade Zone and Haikou Customs have approved and designated the Port of Macun for the import of rough diamonds, and introduced Haikou Peace Base Industry Development Co., Ltd. to build a diamond processing base. A number of jewelry processing enterprises are introduced as “back factories”, and settled enterprises are supported to cooperate with the duty-free shops affiliated to Hainan Tourism Investment Development Co., Ltd. to build “front stores”. Such an innovative “front shop, back factory” mode can effectively expand the industry chain for the duty-free shopping.
Based on the duty-free shops, the development of the “front shop, back factory” mode (i.e., bonded processing + offshore duty-free sales) will create great appeals to investors, and investors may pay more attentions to the following industries:
(1) Processing and manufacturing of jewelries;
(2) Processing and manufacturing of edible bird's nest;
(3) Processing and manufacturing of perfumes;
(4) Processing and manufacturing of cosmetics;
(5) Import and processing of ginsengs;
(6) Import and processing of honey;
(7) Processing and manufacturing of coffee;
(8) Processing and manufacturing of sunglasses;
(9) Import and processing of tea.
(II) Interpretation of other applicable policies
In addition to the offshore duty-free policy, advanced manufacturing industries enjoy other favorable policies of Hainan Free Trade Port, mainly including the zero-tariff policy, and the preferential policy for corporate income tax and personal income tax. (For details, see the policy interpretation in Chapter I “Added Value from Processing”.)
II. Suggestions on Development Direction
(XI) Processing and manufacturing of jewelries
1. Analysis of the economic advantages of enterprises engaged in the import and processing of raw materials for jewelries to settle in Hainan Free Trade Port
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2019, China imported about 1,730 tons of raw materials for jewelries mainly from Australia, Canada, Thailand, Myanmar and other countries, with the main imported jewelry categories being rough diamonds, color gemstones, jades, precious metals, pearls and other raw materials for jewelries.
Categories of raw materials for jewelries Imported by China in 2019

	Categories of raw materials for jewelries
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	Diamond
	/
	1.88
	2855802.3
	Australia
Canada
	0
	5
	0

	Color gemstones
	Rubies
	0.59
	169880.2
	Myanmar
Thailand
	3
	13
	10

	
	Sapphires
	134.34
	167.2
	Thailand
Sri Lanka
	3
	13
	10

	Jades
	Nephrite
	0.04
	10348.9
	Canada
Russia
	4
	13
	10

	
	Jadeite
	0.19
	218797.6
	Myanmar
Japan
	4
	13
	10

	Other
	Pearls
	129.6
	161.7
	Thailand
Philippines
	21
	13
	10

	
	Crystal
	2.5
	3427.6
	Brazil
Uruguay
	4
	13
	10

	Precious metals
	Gold
	12.11
	27023.4
	USA
Australia
	8
	13
	5

	
	Silver
	7.34
	491.8
	Mexico
USA
	8
	13
	5


As indicated by the findings from the research of data on raw materials for jewelries imported by China and the results of the comprehensive evaluation on the exemption and reduction of tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of jewelries.
	Introduction of Import Tariff, VAT and Consumption Tax on Diamonds
Shanghai Diamond Exchange, a national-level factor market established in 2000 with the approval of the State Council, is the only trading platform for import and export of diamonds in Mainland China. Unless for processing trade, the import and export of unworked and rough diamonds nationwide (relevant categories including 71021000, 71023100, 71023900, 71042010, 71042090, 71049091, 71022100, 71022900, 71049011, 71051020) shall complete the customs clearance procedures with Shanghai Diamond Exchange in a unified and centralized mode only, rather than any other ports.
Shanghai Diamond Exchange is a special customs supervision area. For diamonds imported from abroad to Shanghai Diamond Exchange or exported from Shanghai Diamond Exchange to abroad, only the filing and registration procedures shall be completed with the customs office in Shanghai Diamond Exchange. For diamonds entering the rest of China from Shanghai Diamond Exchange, or entering Shanghai Diamond Exchange from the rest of China, customs clearance procedures shall be completed in accordance with relevant laws and regulations. In 2009, Shanghai Diamond Exchange was relocated to the “China Diamond Exchange Center” Building with a total floor area of 50,000 square meters. The Customs, the Inspection and Quarantine Bureau, the Bureau of Foreign Exchanges, the Bureau of Industry and Commerce, Hainan Provincial Tax Service and other government authorities set up offices to provide “one-stop” services for enterprises, perform their functions, and give supports to banks, escorts, customs brokers, diamond appraisers and other organizations.
The Diamond Exchange Policy, which was issued as per the Notice of General Administration of Customs on the Implementation of Relevant Policies on Import of Diamonds and Diamond Ornaments released in 2002, specify that the import and export of diamonds under general trade in China shall all go through the customs formalities at the customs office in Shanghai Diamond Exchange; the import and export of diamonds under processing trade shall follow the currently ruling policies; the import of diamonds for domestic sales shall go through the trading or filing formalities in Shanghai Diamond Exchange. In 2006, in order to regulate China’s diamond market and balance the tax burden of similar goods, the Ministry of Finance, the General Administration of Customs and the State Administration of Taxation again issued the “Notice of Adjusting Relevant Tax Policies on Diamonds and the Shanghai Diamond Exchange” to clarify the tax burden requirements for the import and export of diamonds in China.
As a special customs supervision area, Shanghai Diamond Exchange has is also a bonded zone where the diamonds traded are subject to the bonded policy. That is, imported rough diamonds, if entering Shanghai Diamond Exchange, are exempted from import tariff, VAT and consumption tax. In particular: 1) rough diamonds sold from Shanghai Diamond Exchange to a non-free-trade-port area are exempted from import tariffs; 2) rough diamonds sold from Shanghai Diamond Exchange to any market in China are exempted from import VAT; and 3) the consumption taxes on such diamonds will be calculated at a rate of 5% (reducing from 10%) and collected by the domestic tax authorities in the retail process.
Collection of Import Tariff, VAT and Consumption Tax on Diamonds
Tariff before adjustment
Tariff after adjustment
VAT before adjustment
VAT after adjustment
Consumption tax before adjustment
Consumption tax after adjustment
71021000 Unsorted diamonds
3%
Rough diamonds cleared at the customs office in Shanghai Diamond Exchange and sold to a non-free-trade-port area are exempted from import tariffs.
13%
Rough diamonds sold from Shanghai Diamond Exchange to any market in China are exempted from import VAT.
10%
The consumption taxes originally levied at the import and production stages will be collected at the retail stage, and the consumption tax rate will be reduced from 10% to 5%.
71023100Non-industrial diamonds, unworked or simply sawn
3%
13%
10%
71023900 Other non-industrial diamonds
8%
13%
10%
71042010 Unworked or reconstructed diamonds
6%
13%
10%
71042090 Unworked or reconstructed other precious or semi-precious stones
6%
13%
10%
71049091 Other non-industrial synthetic or reconstructed diamonds
8%
13%
10%
71022100Industrial diamonds, unworked or simply sawn
0%
The import of these diamonds is not required to go through the customs clearance formalities at the customs office in Shanghai Diamond Exchange, but shall pay import tariffs as required.
13%
The import of these diamonds is not required to go through the customs clearance formalities at the customs office in Shanghai Diamond Exchange, but shall pay import VAT as required.
10%
71022900 Other industrial diamonds
0%
13%
10%
71049011 Synthetic or reconstructed industrial diamonds
4%
13%
10%
71051020 Powder of synthetic diamonds 
0%
13%
10%
Compared to rough diamonds imported under general trade from Shanghai Diamond Exchange for processing and sales, the rough diamonds imported under the “bonded processing + offshore duty-free sales” mode (similar to the processing trade) adopted by Hainan Free Trade Port are exempted from import consumption tax (5%) and sales VAT (13%; rough diamonds imported from Shanghai Diamond Exchange are exempted from import VAT, but the VAT at the consumption of such rough diamonds shall be paid). Therefore, the “bonded processing + offshore duty-free sales” mode adopted by Hainan Free Trade Port has certain competitive advantages.


(2) Reduction of operating costs under the zero-tariff policy. The findings of surveys on famous enterprises engaged in the import and processing of raw materials for jewelries (such as Lukfook Group, Chow Sang Macon and Chow Tai Fook) indicate that, the manufacturing level of the jewelry processing equipment made in China has gradually improved and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of jewelry mainly use the jewelry processing equipment made in China). At the same time, leading enterprises engaged in the manufacturing and processing of jewelries actively seek international cooperation to promote technological upgrading and choose to import automatic advanced equipment and production lines for the manufacturing and processing of jewelries from abroad, aiming at further improving product quality with precise control of process parameters such as temperature.
The imported processing line for jewelries can complete the cutting, forming&mold pressing, wax injection, mold reversing, casting master, plating&gilding, cleaning&de-waxing, and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Elma and Yamato. The following are the market prices of imported equipment for the processing of jewelries.
Main Equipment for the Processing of Jewelries

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Cutting of raw materials
	Cutter
	14.8-40
	10
	13

	Forming&mold pressing
	Mold press
	2.8-15
	10
	13

	Wax injection
	Wax injectors
	3.6-6
	10
	13

	Mold reversing
	Automatic mold reversing machine
	45-50
	10
	13

	Casting master
	Polishing machine
	2.5-20
	10
	13

	Plating&gilding
	Gilding machine
	35.5-60
	10
	13

	Cleaning&de-waxing
	Ultrasonic cleaner
	2.8-8.8
	10
	13


As indicated by the findings from the research on the prices of major jewelry processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of raw materials for jewelries can take obvious economic advantages by realizing a cost reduction of about RMB 486,000 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the average annual operating income of leading enterprises in China’s jewelry industry is about RMB 5.8 billion
, which is steadily growing at a growth rate of 5% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Jewelries
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	58
	60.9
	63.95
	67.14
	70.5
	

	Operating cost (in RMB 100 million)
	
	52.2
	54.81
	57.55
	60.43
	63.45
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	1.45
	1.52
	1.6
	1.68
	1.76
	8.01

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.87
	0.91
	0.96
	1.01
	1.06
	4.81


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the jewelry industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a jewelry processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 320 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of jewelries in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of raw materials for jewelries to settle in Hainan Free Trade Port 
Guangdong is a province where jewelry processing enterprises cluster. The Pearl River Delta is also the largest jewelry consumption region in China
. Most of raw materials for jewelries imported by (such as diamonds) China originate from Australia. We can compare “importing 1 ton of rough diamonds by sea from Australia to Huizhou for processing and sales” with “importing 1 ton of raw material of rough diamonds by sea from Australia to Haikou for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 1 ton of rough diamonds by sea from Australia to Huizhou Guangdong in China under the same context, the freight rate is about RMB 400-500 per ton, averaging at RMB 450 per ton for the estimation of total freight. When importing 1 ton of raw materials for jewelries by sea from Australia to Hainan under the same context, the freight rate is about RMB 800-1,150 per ton, averaging at RMB 975 per ton for the estimation of total freight. The total logistic cost is RMB 525 per ton.
3. Case study
In this case study, a comparison was made on a production base established in Hainan by a famous jewelry enterprise with another production base in a non-free-trade-port area. The production base, covering a total area of 58 mu, which is mainly engaged in the processing of raw materials for jewelries and the sales of finished jewelries, imports 0.1 ton of raw materials for jewelries (diamonds) per year, and has 4 production lines with a total value of about RMB 6 million. Taking the “import of diamonds from Brazil at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)

	Non-free trade port area
	29.99
	0.30
	1.45

	Hainan Free Trade Port
	28.56
	0.24
	0.87


In summary, the comprehensive evaluation on the operation of the production base of one famous jewelry enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the jewelry production base in Hainan is about RMB 2.967 billion, that is about RMB 207 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 3.174 billion), without considering the amortization of equipment costs.
4. Geographical distribution of leading jewelry enterprises
	Company Name
	Company Profile
	Categories of imported raw materials for jewelries
	Production bases in China

	Lao Feng Xiang
	Lao Feng Xiang has a number of professional factories, research institutes and more than 3,800 sales outlets throughout China. It owns a complete industrial chain which supply jewelries made of gold, silver, platinum, diamonds, white jade, jadeite, pearls, gold with jade, color gemstones, enamel, red coral and other materials. In 2019, Lao Feng Xiang realized on an operating income of RMB 49.629 billion and total profits of RMB 2.493 billion.
	Diamonds, precious metals, jade, color gemstones, pearls, etc.
	Huizhou, Dongguan, Shenzhen, etc.

	Chow Tai Fook
	Founded in 1929, Chow Tai Fook is widely recognized as a symbol of credibility and genuineness, and is renowned for excellent product design, quality and value. It has an extensive retail network in China, Japan, Korea, Southeast Asia and the United States, and operates a fast-growing e-commerce business.
	Diamonds, precious metals, jade, color gemstones, pearls, etc.
	Hong Kong, Huizhou, Shenzhen, Shunde, Wuhan, etc.

	Chow Sang Shunned
	Well known in Mainland China, Hong Kong, Macau and Taiwan, Chow Sang Shunned has established factories and laboratories in Hong Kong and Mainland China, which are equipped with the most advanced instruments, to ensure that all jewelry and other products made of precious metals have gone through rigorous production tests. Its gold and platinum purity accreditation has been recognized by the Hong Kong Laboratory Accreditation Scheme (HOKLAS).
	Diamonds, precious metals, jade, color gemstones, pearls, etc.
	Hong Kong, Huizhou, Shenzhen, Shunde, etc.

	Lukfook Group
	Mainly engaged in the sourcing, design, wholesale, trademark licensing and retails of gold and platinum jewelries and jewelry products, Lukfook Group runs 2,360 retail outlets worldwide, and provides professional services such as the identification and grading of diamonds, the accreditation of jadeite and color gemstones and the quality tests of jewelries.
	Diamonds, precious metals, jades, etc.
	Guangzhou, Nansha, etc.

	Kingee Culture
	Kingee Culture is mainly engaged in the R&D, design, production and sales of handicrafts and jewelries made of precious metals. It continues to expand its diversified business modes and make strategic arrangements in the upstream and downstream of China's gold and jewelry industries and related industries including bank and post channels, retail channels, manufacturing, wholesale, supply chain finance, etc.
	Diamonds, precious metals, etc.
	Nanchang (Jiangxi), Anyang (Henan), etc.

	Chow Taiseng
	As a China's famous jewelry brand, Chow Taiseng has operated 40 regional operation and management institutions as of 2019. It runs a total of 3,457 outlets, including 296 self-operated outlets and 3,161 franchised stores, with a sales network covering more than 300 large and medium-sized cities in 32 provinces and municipalities. Now Chow Taiseng has become the largest jewelry chain brand in China.
	Diamonds, precious metals, jade, color gemstones, pearls, etc.
	Huizhou, Shenzhen, Danzhou, etc.

	Cartier
	Founded in France in 1847, Cartier has become a world leader in the field of jewelries, watches and accessories. It was once praised by King Edward VII of England as “the jeweler of emperors and the emperor of jewelers”.
	(International enterprises)
	N/A

	Tiffany
	Tiffany is a jewelry and watch brand famous for its diamonds. It currently runs specialist shops in 17 cities in Mainland China including Beijing and Shanghai.
	(International enterprises)
	Xi’an

	BVLGARI
	Founded in 1884, Bvlgari is an Italian jewelry brand. It ranks No. 487 in 2018 Top 500 World Brands released by the World Brand Lab in December 2018.
	(International enterprises)
	Guangzhou

	Harry Winston
	Founded in 1932 in New York, Hare Winston, which is specialized in the processing and sales of luxury jewelries and watches, is one of the top ten brands in the world, and also known as the “King of Diamonds”. It has set up a number of branches in China, and is mainly engaged in the import and export of jewelries and other businesses.
	(International enterprises)
	N/A


(XII) Processing and manufacturing of edible bird's nest
1. Analysis of the economic advantages of enterprises engaged in the import and processing of edible bird's nest to settle in Hainan Free Trade Port
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2019, China imported 336.8 tons of edible bird's nest with an import value of 3.73 billion yuan, mainly from foreign countries such as Indonesia, Malaysia and Thailand.
Data on Edible Bird's Nest Imported by China in 2019

	Main exporters
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	Indonesia
	267
	1081.1
	0
	13
	0

	Malaysia
	69.7
	1081.1
	0
	13
	0

	Thailand
	0.1
	1081.1
	0
	13
	0


As indicated by the findings from the research of data on edible bird's nest imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of edible bird's nest.
(2) Reduction of operating costs under the zero-tariff policy
As indicated by the findings from the research on edible bird's nest enterprises in China, such as Yan Palace, Standard Biotechnology and Royalnest Food, the manufacturing level of the edible bird's nest processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of edible bird's nest mainly use the edible bird's nest processing equipment made in China). At the same time, leading manufacturers and processors of edible bird's nest actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of edible bird's nest from abroad.
The imported processing line for edible bird's nest can complete the rinsing, sterilizing, stewing, filling and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Tetra Pak and Krones. The following are the market prices of imported equipment for the processing of edible bird's nest.
Main Equipment for the Processing of Edible Bird's Nest

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Rinsing and sterilizing
	Rinsing machine
	8-10
	10
	13

	
	Sterilizer
	8-10
	10
	13

	Stewing at a high temperature
	Stewing machine
	6-8
	10
	13

	Automatic filling
	Filling machine
	500-600
	12
	13


As indicated by the findings from the research on the prices of major edible bird's nest processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of edible bird's nest can take obvious economic advantages by realizing a cost reduction of about RMB 1,661,600 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes
Now, the annual operating income of leading enterprises in the edible bird's nest industry is about RMB 500 to 800 million
, which is steadily growing at a growth rate of 20% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Edible Bird's Nest
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	8.0
	9.6
	11.52
	13.82
	16.58
	

	Operating cost (in RMB 100 million)
	
	3.5
	4.2
	5.04
	6.05
	7.26
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	1.13
	1.35
	1.62
	1.94
	2.33
	8.37

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.68
	0.81
	0.97
	1.17
	1.4
	5.03


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the edible bird's nest industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a edible bird's nest processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 334 million less than that of the other production base established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers (accounting for 1%-3% of total employees) in enterprises engaged in the processing of edible bird's nest in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
(4) Advantage of market access under the “entry unless on the list” policy
According to the Master Plan for the Construction of Hainan Free Trade Port, the “market access upon commitment” system shall be implemented for the market access in Hainan Free Trade Port. The “entry unless on the list” policy should be implemented strictly in accordance with applicable laws and regulations. In the premise of “effective control”, licenses and approvals should be abolished in fields where mandatory standards have been formulated, and a sound filing system should be established. Any market player, which makes commitment to follow the relevant requirements and submit relevant materials for filling, should be allowed to carry out investment and other business activities. The organizations accepting materials submitted for filing purpose, should be responsible for reviewing such materials upon the receipt date.
Hainan Free Trade Port implements the “entry unless on the list” policy to ease the market access and provide more equal development treatment to enterprises, which allows private enterprises, state-owned enterprises or foreign-funded enterprises to obtain the opportunities of equal development and competition under the market mechanism. This greatly enhances the market acceptance of Hainan Free Trade Port and further stimulates the vitality of market entities.
Raw bird's nest, the raw materials of edible bird's nest products, are products made from bird nests created by swiftlets and other swiftlets with solidified saliva, which is free from any dung, soil, general impurities or mould, and without being added with any other substances. Enterprises needing to import the raw bird's nest should register with the General Administration of Customs of China and establish an epidemic prevention system in line with the quality and safety management system. They are also required to apply for quarantine approval and obtain the “Permit of Inward Animals and Plants” before importing any raw bird’s nest. The analysis of the “entry unless on the list” policy and the goods subject to import restrictions or operating restrictions after import indicates that, Hainan Free Trade Port has the advantageous conditions for the introduction and processing raw bird’s nests, dried bird's nests and other raw materials for edible bird's nest products which are subject to operating restrictions after entering China.
At present, the construction of several national biosecurity strategy projects, such as the Global Animal and Plant Germplasm Resources Introduction and Transfer Base, helps Hainan establish a solid biosecurity control barrier. With the aid of China Academy of Inspection and Quarantine and other industry authorities, Hainan will explore the ways to establish national standards for the bird's nest industry, develop a scalable and authoritative traceability system to meet the inspection, quarantine, standard management, professional traceability and other needs of enterprises engaged in processing and manufacturing of bird's nest products when they import some goods under restricted categories for processing trade, such as raw and dried bird’s nest. Hainan will also make efforts to help relevant enterprises establish a quality and safety management system and obtain the “Permit of Inward Animals and Plants” with the approval from quarantine authorities. This will attract more and more manufacturers of bird's nest products to cluster in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of edible bird's nest to settle in Hainan Free Trade Port
The manufacturers of edible bird's nest products mainly cluster in the southeast region of China, such as Fujian. The East China is the largest consumer of edible bird's nest in China
. Bird's nest imported by China mainly originate from Indonesia. We can compare “importing 5 tons of edible bird’s nest by sea from Jakarta Indonesia to Xiamen for production and processing” with “importing 5 tons of edible bird’s nest by sea from Jakarta Indonesia to Haikou for production and processing and sales”:
When importing 5 tons of edible bird's nest by sea from Jakarta Indonesia to Xiamen Fujian in China, the freight rate is about RMB 390 (about USD 60) per ton, and the total freight for international transportation is about RMB 1,950. When the bird’s nest is transported from Xiamen to Shanghai for sales, the freight rate is about RMB 200-300 per ton, and the total freight is about RMB 1,500. So, the total accumulated freight is RMB 3450.
When importing 5 tons of bird’s nest by sea from Jakarta Indonesia to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 585 (about USD 90) per ton, and the total freight for international transportation is about RMB 2,925. Because edible bird's nest is a best-selling product for duty-free shops in Hainan, the finished products can be sold directly through duty-free shops in Hainan, which can reduce the transportation cost of the finished products. The total logistic cost is RMB 525 less than that of the import of bird's nest from Jakarta Indonesia to Xiamen.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous enterprise engaged in the processing of edible bird's nest with another production base in a non-free-trade-port area. The production base, covering a total area of 67 mu and with a total of 1,000 employees, is mainly engaged in the processing of bird’s nest. It imports about 50 tons of bird’s nest per year, and has production lines with a total value of about RMB 15 million. Taking the import of bird’s nest from Indonesia for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Labor cost (in RMB 100 million)

	Non-free trade port area
	6.11
	0.19
	0.58
	0.603

	Hainan Free Trade Port
	5.41
	0.15
	0.41
	0.642


In summary, the comprehensive evaluation on the operation of the production base of a famous enterprise engaged in the edible bird's nest business indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 661 million, that is about RMB 87 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 748 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading enterprises engaged in the manufacturing of edible bird's nest
	Company Name
	Company Profile
	Major categories of edible bird's nest products
	Production bases in China

	Xiamen Yan Palace Sinong Food Co., Ltd.
	A famous enterprise specialized in bird's nest, Yan Palace builds a healthy brand of bird's nest with excellent operation philosophy. It has established a chain network system integrating production, R&D, processing, design, sales and service into an orderly cycle.
	Dried bird's nest, instant edible bird's nest, freshly stewed bird's nest, etc.
	Xiamen, Fujian

	Beijing Tongrentang Health Pharmaceutical Co., Ltd.
	Located in a CBD in Beijing China, Beijing Tongrentang Health Pharmaceutical has a GMP-100,000 large and modern production plant in the International Venture Park of Shangdi Information Industry Base in Zhongguancun, Beijing, which meets the standards of the State Food and Drug Administration and the pharmaceutical industry.
	Dried bird's nest, instant edible bird's nest, etc.
	Beijing

	Da Zhou Xin Yan (Xiamen) Biotechnology Co., Ltd.
	Headquartered in Xiamen, Fujian, Da Zhou Xin Yan has built a “Smart Plant of Bird's Nest” with intelligent production equipment, high R&D capability and a supply chain coordination system.
	Freshly stewed bird's nest, bird's nest with fish maw, bird's nest drinks, etc.
	Xiamen, Fujian

	Xiaoxiandun Bazhou Food Co., Ltd.
	Headquartered in Bazhou, Hebei, Xiaoxiandun is the leading brand of freshly stewed bird's nest, topping the list of the annual sales of freshly stewed bird's nest in China for three consecutive years.
	Freshly stewed bird's nest
	Bazhou, Hebei

	Beijing Chuangxi Health Food (Gu'an) Co., Ltd.
	Headquartered in Langfang, Hebei, Chuangxi Health Food develops and produces natural, pure, reliable, nutritious and delicious bird's nest products in the principle of “using top quality raw materials, picking out impurities purely by hand, and adding zero chemical additives”.
	Dried bird's nest, instant edible bird's nest, etc.
	Langfang, Hebei

	Dingjia (Xiamen) Biotechnology Co., Ltd.
	Headquartered in Xiamen, Fujian, Dingjia (Xiamen) Biotechnology is mainly engaged in the production of bird's nest products by creating a standardized management system for bird's nest.
	Instant edible bird's nest, etc.
	Xiamen, Fujian

	Yanzhichu Jiankangmei (Xiamen) Food Co., Ltd.
	Headquartered in Xiamen, Fujian, Yanzhichu has gradually taken advantages in the whole industrial chain of bird’s nest and derivative products thereof by continuous efforts made to improve its raw materials, R&D, production and services, and is committed to providing products and services of higher value.
	Freshly stewed bird's nest, instant edible bird's nest, etc.
	Xiamen, Fujian

	Zhenjiang Royalnest Food Co., Ltd.
	Located in Zhenjiang, Jiangsu, Royalnest Food is a leading bird's nest OEM in China, which is mainly engaged in the OEM of instant bird's nest, bird's nest drinks and bottled bird's nest.
	Instant edible bird's nest, bird's nest drinks, etc.
	Zhenjiang, Jiangsu

	GLYKEN SINGAPORE
	Headquartered in Singapore, GLYKEN SINGAPORE is the world's leading whole-industry-chain comprehensive group engaged in the bird’s nest, and the technological leader of the bird's nest industry.
	Bird's nest peptide, etc.
	Qinzhou, Guangxi

	TWIN LOTUS
	Headquartered in Bangkok, Thailand, TWIN LOTUS is the second plant in Thailand certified as a national export-grade instant bird's nest plant by the Ministry of Agriculture of Thailand, and the only brand plant in China that passed such certification for instant bird's nest originating from Thailand.
	Instant edible bird's nest, etc.
	N/A


(XIII) Import and processing of ginsengs
1. Analysis of the economic advantages of enterprises engaged in the import and processing of ginsengs to settle in Hainan Free Trade Port
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode.
In 2019, China imported a total of 1,543.5 tons of ginsengs mainly from the United States, Canada and South Korea, with the main imported ginseng categories being American ginseng and Korean ginseng.
Categories of Main Ginsengs Imported by China in 2019

	Categories of ginsengs
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	American ginsengs
	1496.81
	26.31
	USA
Canada
	20
	9
	0

	Korean ginsengs
	46.69
	275.41
	South Korea
	20
	9
	0


As indicated by the findings from the research of data on ginsengs imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of ginsengs.
(2) Reduction of operating costs under the zero-tariff policy
As indicated by the findings from the research on ginseng processing enterprises in China, such as Jilin Aodong, Zixin Pharmaceutical and Yisheng Pharmaceutical, the manufacturing level of the ginseng processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of ginsengs mainly use the ginseng processing equipment made in China). At the same time, leading ginseng manufacturing and processing enterprises actively seek international cooperation to promote technological upgrading and choose to import automatic advanced equipment and production lines for the manufacturing and processing of ginsengs from abroad.
The imported processing line for ginsengs can complete the sterilizing, crushing, grinding, freeze-drying, filling and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Heinkel. The following are the market prices of imported equipment for the processing of ginsengs.
Main Equipment for the Processing of Ginsengs

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Sterilization
	Sterilizing cabinet
	10-20
	10
	13

	Slicing
	Slicer
	2-3
	10
	13

	Grinding
	Grinder
	2-3
	10
	13

	Freeze-drying
	Freeze dryer
	20-23
	10
	13

	Filling
	Filling machine
	2-3
	10
	13


As indicated by the findings from the research on the prices of major ginseng processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of ginsengs can take certain economic advantages by realizing a cost reduction of about RMB 126,400 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes
Now, the annual operating income of leading enterprises in the ginseng processing industry is about RMB 100 to 400 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Ginsengs
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	4.0
	4.4
	4.84
	5.32
	5.86
	

	Operating cost (in RMB 100 million)
	
	3.0
	3.3
	3.63
	3.99
	4.39
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.25
	0.28
	0.3
	0.33
	0.36
	1.52

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.15
	0.17
	0.18
	0.2
	0.22
	0.92


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the ginseng industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a ginseng processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 60 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of imported ginsengs in Hainan Free Trade Port are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of ginsengs to settle in Hainan Free Trade Port 
The Chinese ginseng enterprises mainly cluster in the northeast region of China, such as Jilin. The East China is the largest consumer of ginsengs in China
. Ginsengs imported by China mainly originate from the United States. We can compare “importing 5 tons of American ginsengs by sea from New York to Baishan in Jilin (through Shanghai) for production and processing and transporting finished goods to Shanghai for sales” with “importing 5 tons of American ginsengs by sea from the USA to Hainan for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 5 tons of American ginsengs by sea from the United States to Shanghai, the freight rate is about RMB 7,410 (about USD 1,140) per ton, and the total freight for international transportation is about RMB 37,050. When the American ginsengs are transported from Shanghai to Baishan City for processing, the freight rate is about RMB 800-900 per ton, and the total freight for transportation is about RMB 4,500. When the processed products are transported from Baishan to Shanghai for sales, the freight rate is about RMB 800-900 per ton, and the total freight is about RMB 4,500. So, the total accumulated freight is RMB 46,050.
When importing 5 tons of American ginsengs by sea from the United States to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 11,000 (about USD 1,700) per ton, and the total freight for international transportation is about RMB 55,000. When the processed products are transported from Hainan to Shanghai for sales, the freight rate is about RMB 1,000 per ton, and the total freight is about RMB 5,000. The accumulated freight is RMB 60,000. However, ginseng is a best-selling product for duty-free shops in Hainan. If the processed ginsengs are sold directly through duty-free shops in Hainan, the transportation cost will be reduced to RMB 55,000, down by RMB 5,000.
3. Case study
In this case study, a comparison was made on the actual operation of a ginseng processing base established in Hainan by a famous enterprise with one of similar plants in a non-free-trade-port area. The processing base, covering a total area of 186 mu, imports about 200 tons of American ginsengs per year, and has 4 production lines with a total value of about RMB 50 million. Taking the import of ginsengs from the United States for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	0.69
	0.62
	0.07
	0.018

	Hainan Free Trade Port
	0.53
	0.5
	0.024
	0.022


In summary, the results of the above analysis indicate that, the annual operating cost of the processing base established in Hainan is about RMB 107.6 million, that is about RMB 32.2 million less than that of the other processing base established in a non-free-trade-port area (which is about RMB 139.8 million).
4. Geographical distribution of leading ginseng production enterprises
	Company Name
	Company Profile
	Categories of main ginseng products
	Production bases in China

	Kangmei Xinkaihe (Jilin) Pharmaceutical Co., Ltd.
	The business scope of Kangmei Xinkaihe covers the cultivation, purchase, processing, sales and R&D of ginsengs, wild ginsengs and Chinese medical herbs.
	Ginseng slices with honey, red ginseng solid drinks, super-micro ginseng powder capsules, etc.
	Ji'an, Jilin

	Jilin Ji'an Yisheng Pharmaceutical Co., Ltd.
	The business scope of Yisheng Pharmaceutical covers the upstream, midstream and downstream of the ginseng industry chain, involving four major fields: medicine, Chinese herbal slices, cosmetics, as well as food and health products.
	Pure wild ginseng powder, pure red ginseng powder, red ginseng drinks, American ginseng slices, etc.
	Ji'an, Jilin

	Jilin Zixin Pharmaceutical Co., Ltd.
	production, sales and R&D of Chinese patent medicines, the cultivation of Chinese medical herbs, and other fields.
	Ginseng slices with honey, sun-dried red ginseng slices, American ginseng, etc.
	Baishan, Jilin

	China Beijing Tongrentang (Group) Co., Ltd.
	The business scope of China Beijing Tongrentang covers the production, wholesale and sales of Chinese and Western patent medicines, Chinese traditional medicine slices, protected herbal species, health food, etc.
	American ginseng grain head, American ginseng powder, etc.
	Baishan, Jilin

	Jilin Aodong Pharmaceutical Group Co., Ltd.
	The business scope of Aodong Pharmaceutical, which is headquartered in Dunhua, Jilin, covers the cultivation, R&D, production, processing and sales of ginseng products including red ginseng protein.
	Ginseng JianPi Pills, Ginseng Royal Jelly Oral Liquid, etc.
	Dunhua, Jilin

	Shanghai Shenxiang Health Pharmaceutical Co., Ltd.
	The business scope of Shenxiang Health Pharmaceutical, which is located in Xuhui District of Shanghai, mainly covers wild ginseng, American ginseng and other valuable tonic products and deep-processing ginseng products.
	Wild ginseng slices, American ginseng slices, etc.
	Benxi, Liaoning

	Longbao Ginseng & Antler Co., Ltd.
	Located in Benxi, Liaoning, Longbao Ginseng & Antler is mainly engaged in the processing and sales of ginsengs, American ginsengs and other tonic health products as well as the cultivation of wild ginseng.
	Western ginseng slices, ginseng slices, red ginseng slices, etc.
	Baishan, Jilin

	Hunchun Huarui Ginseng Biological Engineering Co., Ltd.
	The business scope of Hunchun Huarui, which is located in Hunchun, Jilin, covers the production and sales of ginseng and antler products from Changbai Mountain.
	Ginseng capsules, active American ginseng capsules, etc.
	Hunchun, Jilin

	Cheong Kwan Jang 6-Year Korean Red Ginseng (Shanghai) Co., Ltd.
	The business scope of Cheong Kwan Jang located in Changning, Shanghai, covers the production and processing of high-quality ginseng cultivated under strict conditions.
	Raw ginseng, ginseng extract, ginseng powder, Korean ginseng cream, etc.
	Yanji, Jilin

	Weizhou HSU's Ginseng (Nanjing) Co., Ltd.
	The business scope of Weizhou HSU's Ginseng, which is located in Nanjing, Jiangsu, covers the production, processing, distribution, sales, marketing and promotion of Hsu's American Ginseng and its derivative products.
	American ginseng slices, American ginseng capsules, American ginseng tea, etc.
	Nanjing, Jiangsu


(XIV) Processing and Manufacturing of Perfumes
1. Analysis of the economic advantages of enterprises engaged in the import and processing of raw materials for perfumes to settle in Hainan Free Trade Port 
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2019, China imported a total of 1,730 tons of raw materials for perfumes mainly from India, Germany, the United States and Brazil, with the main imported categories being menthol, essential oils of orange, benzaldehyde and benzyl alcohol.
Categories of raw materials for perfumes imported by china in 2019

	Categories of raw materials for perfumes
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	Menthol
	12000
	10.66
	India
	5
	13
	0

	Essential oils of orange
	2450.7
	8.7
	Brazil
	20
	13
	0

	Benzaldehyde
	881
	1.7
	India
	5.5
	13
	0

	Benzyl alcohol
	370
	2.5
	Germany
	5
	13
	0


As indicated by the findings from the research of data on raw materials for perfumes imported by China and the results of the comprehensive evaluation on the exemption and reduction of tariffs, VAT and consumption taxes under the bonded policy and the “front shop, back factory” mode, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of perfumes.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on Chinese enterprises engaged in the import and processing of raw materials for perfumes, such as Huabao Flavors & Fragrances, Hyea Aromas and Givaudan, the manufacturing level of the perfume processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of performs mainly use the perfume processing equipment made in China). At the same time, leading enterprises engaged in the production and processing of perfumes actively seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the manufacturing and processing of perfumes from abroad.
The imported processing line for perfumes can complete the pre-processing, aging, freezing, filtering, filling and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Radleys. The following are the market prices of imported equipment for the processing of perfumes.
Main Equipment for the Processing of Perfumes

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Pre-processing
	RO water purifier
	2-3
	10
	13

	Aging
	Storage tank
	3-5
	10
	13

	Freezing
	Freezer
	5-10
	10
	13

	Filtering
	Reaction kettle
	30-50
	10
	13

	Filling
	Filling machine for perfumes
	10-15
	10
	13


As indicated by the findings from the research on the prices of major perfume processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of perfumes can take certain economic advantages by realizing a cost reduction of about RMB 202,000 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes
Now, the average annual operating income of leading enterprises in China’s perfume industry is about RMB 0.8 billion
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and other factors.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Perfumes
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	8
	8.8
	9.68
	10.66
	11.71
	

	Operating cost (in RMB 100 million)
	
	6
	6.6
	7.26
	7.99
	8.78
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.5
	0.55
	0.61
	0.67
	0.73
	3.06

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.3
	0.33
	0.36
	0.4
	0.44
	1.83


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the perfume industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a perfume processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 123 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of perfumes in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in and develop Hainan.
2. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous perfume enterprise with another production bases in a non-free-trade-port area.
The production base, covering a total area of 32 mu, is mainly engaged in the processing and sales of perfumes. It imports about 0.25 ton of raw materials for perfumes (mainly menthol), and has 2 production lines with a total value of about RMB 5 million. Taking the “import of menthol from India at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100,000)
	Cost of imported equipment (in RMB 100,000)
	Corporate income tax (in RMB 100,000)

	Non-free trade port area
	31620.22
	621.5
	2371.52

	Hainan Free Trade Port
	26650
	500
	1199.25


In summary, the comprehensive evaluation on the operation of the production base of one famous perfume enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 284 million, that is about RMB 62 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 346 million), without considering the amortization of equipment costs.
3. Geographical distribution of leading perfume production enterprises
	Company Name
	Company Profile
	Categories of raw materials for perfumes
	Production bases in China

	NHU
	NHU, a key high-tech enterprise accredited by the State, is specialized in the production of nourishments, flavors and fragrances, new polymer materials and APIs.
	Benzaldehyde, citronellol, citral, essential oils of orange, etc.
	Xinchang, Shangyu, Weifang, Suihua

	Huabao Flavors & Fragrances
	Xiamen Amber Daily Chemical Technology Co., Ltd., a member under Huabao Food Flavors & Fragrances (Shanghai) Co., Ltd., is a high-tech comprehensive enterprise integrating R&D, production and sales of daily-use flavors & fragrance. It is mainly engaged in household cleaning products, personal care cosmetics, aromatic agents, incense and other daily chemical and industrial products.
	Menthone, benzaldehyde, etc.
	Xiamen

	Kunshan Yaxiang Fragrances Co., Ltd.
	Located in Kunshan, Jiangsu, Yaxiang Fragrances has been committed to the development and manufacture of fragrances, and its main business includes the production and sales of natural and synthetic fragrances (excluding dangerous chemicals), the production and sales of food additives, etc.
	Benzaldehyde, citronellol, citral, essential oils of orange, etc.
	Kunshan

	Guangzhou Baihua Flavours and Fragrances Co., Ltd.
	Located in Liwan District of Guangzhou, Guangzhou Baihua is a large-scale comprehensive enterprise engaged in the production and sales of flavor and fragrance in China.
	Citronellol, citral, rhodinol, eugenol, etc.
	Guangzhou

	Firmenich
	Firmenich, an international privately-owned company headquartered in Geneva of Switzerland and with a history of more than 100 years, is one of the world's largest companies engaged in the research and production of perfumery ingredients.
	a-Damascone, benzaldehyde, etc.
	Shanghai, Kunming, Zhangjiagang

	Guangzhou Oumiao Cosmetics Co., Ltd.
	Located in Guangzhou, Guangzhou Oumiao Cosmetics is an international company integrating R&D, production, sales and OEM/ODM of perfume and cosmetics. Focusing on the perfume processing industry, it is committed to building a large perfume brand incubation base in China.
	Menthone, etc.
	Guangzhou

	Givaudan
	Headquartered in Vernier of Switzerland, Givaudan, a global leader in the flavor and fragrance industry, takes 25% of the market share in the global flavor and fragrance industry and supplies edible and daily flavors and fragrances to global and local food, beverage, consumer and flavor companies. It has set up a center in Shanghai, China.
	Menthone, givescone, etc.
	Shanghai, Changzhou, Guangzhou, Nantong, etc.

	Symrise
	Headquartered in Germany, Symrise, a leader in the global flavor and fragrance market, supplies raw materials to manufacturers of perfumes, cosmetics, food and beverages, pharmaceuticals and other products worldwide
	Citronellol, citral, rhodinol, eugenol, etc.
	Shanghai, Nantong, etc.

	International Flavors & Fragrances Inc.
	International Flavors & Fragrances Inc. (IFF) is a pioneer and leading manufacturer of flavor and fragrance products in the world. Headquartered in New York, the USA, it runs R&D centers, sales organizations and plants in 30 countries and regions worldwide.
	Citronellol, citral, rhodinol, eugenol, etc.
	Shanghai, Guangzhou, Beijing, etc.


(XV) Import and processing of honey
1. Analysis of the economic advantages of enterprises engaged in the import and processing of honey to settle in Hainan Free Trade Port 
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2019, China imported a total of 5,000 tons of honey mainly from New Zealand, Australia, Thailand and other countries.
Origin of natural honey imported by China in 2019

	Main exporters
	Import volume (tons)
	Average import price (RMB 100,00/ton)
	Import tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	New Zealand
	1900
	110.5
	0
	9
	0

	Australia
	500
	
	0
	9
	0

	Thailand
	500
	
	0
	9
	0


As indicated by the findings from the research of data on natural honey imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has certain economic advantages for the development of enterprises engaged in the import and processing of raw materials for honey.
(2) Reduction of operating costs under the zero-tariff policy. The manufacturing level of the honey processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of honey mainly use the honey processing equipment made in China). At the same time, honey enterprises actively seek international cooperation to promote technological upgrading and optimize the performance of relevant equipment. The imported honey processing line can complete the grading, melting, filtering, vacuum concentration, cooling, filling and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as LEGA. The following are the market prices of imported equipment for the processing of honey.
Main Equipment for the Processing of Honey

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Grading
	Cutter
	10-13
	10
	13

	Melting
	Blender
	3-7
	10
	13

	Filtration
	Filter
	1-2
	10
	13

	Vacuum concentration
	Concentrator
	4-5
	10
	13

	Cooling
	Cooling tower
	2-4
	10
	13

	Filling
	Filling machine
	30-50
	10
	13


As indicated by the findings from the research on the prices of major honey processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of honey can take certain economic advantages by realizing a cost reduction of about RMB 196,900 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the average annual operating income of leading enterprises in China’s honey industry is about RMB 200-300 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Honey
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	3
	3.3
	3.63
	3.99
	4.39
	

	Operating cost (in RMB 100 million)
	
	2
	2.2
	2.42
	2.66
	2.93
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.25
	0.28
	0.30
	0.33
	0.37
	1.53

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.15
	0.17
	0.18
	0.2
	0.22
	0.92


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in China’s honey industry indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a honey processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 61 million less than that of a similar plant established in a non-free-trade-port area.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of honey to settle in Hainan Free Trade Port 
Chinese honey processing enterprises mainly cluster in the east region of China, such as Shanghai and Hangzhou. East China is the largest consumer of honey in China
. Most raw materials of honey imported by China originate from New Zealand and other foreign countries. We can compare “importing 1 ton of honey by sea from New Zealand to Hangzhou (through Ningbo) for processing and sales” with “importing 1 ton of honey by sea from New Zealand to Haikou for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 1 ton of honey by sea from New Zealand to Ningbo Zhejiang in China, the freight rate is about RMB 400-500 per ton, averaging at RMB 450 per ton for the estimation of total freight. When importing the honey from Ningbo to Hangzhou for processing and sales, the reight rate is about RMB 200-300 per ton, averaging at RMB 250 per ton for the estimation of total freight. So, the total accumulated freight is RMB 700.
When importing 1 ton of honey by sea from New Zealand to the Port of Yangpu, Hainan under the same context, the freight rate is about RMB 800-1,150 per ton. As a best-selling product for duty-free shops in Hainan, honey can be processed and sold in Hainan, which can reduce the transportation cost.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous honey enterprise with another production base in a non-free-trade-port area. The production base, covering a total area of 69 mu, is mainly engaged in the processing and sales of raw materials for honey. It imports about 0.1 ton of honey per year and has 2 production lines with a total value of about RMB 5 million. Taking the “import of honey from New Zealand at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.2
	0.06
	0.25
	0.008

	Hainan Free Trade Port
	1.1
	0.05
	0.15
	0.009


In summary, the comprehensive evaluation on the operation of the production base of one famous honey enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 130.9 million, that is about RMB 20.9 million less than that of the other production base in a non-free-trade-port area (which is about RMB 151.8 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading honey enterprises
	Company Name
	Company Profile
	Main honey product
	Production bases in China

	Comvita
	Comvita Food (China) Limited, a wholly owned subsidiary of Comvita (New Zealand) in China, is a professional honey producer and exporter, and its products are exported to more than 50 countries and regions worldwide. It is also an internationally renowned natural health and personal care brand
	Honey, propolis, etc.
	N/A

	Manuka Health
	Founded in 2006, Manuka Health is a bee product brand from New Zealand, with its own Manuka Valley and beekeeping team. Its outstanding geographical resources and professional scientific research advantages, makes Manuka Health one of the most famous bee product brands in the world. Products of Manuka Health has exported to 47 countries and regions worldwide, making it the bee product brand with the largest export market and the most export destinations in New Zealand.
	Honey, propolis, etc.
	N/A

	Capilano
	Capilano, the most popular honey brand in Australia, offers pure and natural Australian honey products.
	Honey, honey products, syrup, etc.
	N/A

	Streamland
	Streamland, a company based in New Zealand, is dedicated to producing entirely natural products and incorporating pure elements of New Zealand into their products.
	Honey, honey products
	N/A

	Watson&Son
	With its own beekeeping bases, Watson&Son is dedicated to producing high grade Manuka honey and is the largest exporter of Manuka honey originating from New Zealand in the European market.
	Honey
	N/A


(XVI) Processing and manufacturing of cosmetics
1. Analysis of the economic advantages of enterprises engaged in the import and processing of cosmetics to settle in Hainan Free Trade Port 
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2020, China imported a total of 232,700 tons of cosmetics with a total import amount of about RMB 117.6 billion, mainly from South Korea, Japan, the USA and EU.
Origin of Cosmetics Imported by China in 2020

	Main exporters
	Import volume (tons)
	Average import price (RMB 100,00/ton)
	Import tariff (%)
	Value-added tax (%)
	Consumption tax (%)

	South Korea
	94872.7
	23.5
	10%
	17%
	30%

	Japan
	44513.1
	65.9
	10%
	17%
	30%

	USA
	15295.3
	82.9
	10%
	17%
	30%


As indicated by the findings from the research of data on cosmetics imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of cosmetics.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on cosmetic OEMs in China such as P&G, Unilever, Amore, Shiseido and Estee Lauder, the manufacturing level of cosmetic processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. There is also a need to import foreign equipment for technology upgrading. The imported processing line for cosmetics (for example, creams and lotions) can complete the dissolving, stirring, pre-emulsifying, emulsifying, mixing, degassing, cooling, feeding, blending, filling and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as ELE.
Main Equipment for the Processing of Cosmetics

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Dissolving
	Heating stirrer
	5-8
	10
	13

	Emulsifying
	Vacuum emulsifier
	8-12
	10
	13

	Stirring
	Liquid washing and stirring kettle
	10-15
	10
	13

	Degassing
	Pneumatic disperser
	1-3
	10
	13

	Feeding
	Vacuum feeding machine
	6-8
	10
	13

	Filling
	Filling machine
	3-8
	10
	13


As indicated by the findings from the research on the prices of major cosmetic processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of cosmetics can take obvious economic advantages by realizing a cost reduction of about RMB 131,200 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the average annual operating income of leading enterprises in China’s cosmetics industry is about RMB 2-2.5 billion
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Cosmetics Enterprises
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	25.00
	27.50
	30.25
	33.28
	36.60
	

	Operating cost (in RMB 100 million)
	
	20.00
	22.00
	24.20
	26.62
	29.28
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	1.25
	1.38
	1.51
	1.66
	1.83
	7.63

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.75
	0.83
	0.91
	1.00
	1.10
	4.58


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in China’s cosmetic industry indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a cosmetic processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 305 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of cosmetics in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of cosmetics to settle in Hainan Free Trade Port 
Chinese cosmetic processing enterprises mainly cluster in the east region of China, such as Shanghai. Among others, Shanghai is the largest consumer of cosmetics in China
. Most cosmetics imported by China originate from South Korea. We can compare “importing 1 ton of cosmetics by sea from Seoul of South Korea to Shanghai for processing and sales” with “importing 1 ton of cosmetics by sea from Seoul of South Korea to Hainan for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 1 ton of cosmetics by sea from Seoul of South Korea to Shanghai, the freight rate is about RMB 600-700 per ton, averaging at RMB 650 per ton for the estimation of total freight. When importing 1 ton of cosmetics by sea from Seoul of South Korea to the Port of Yangpu, Hainan under the same context, the freight rate is about RMB 800-1,150 per ton, averaging at RMB 975 per ton for the estimation of total freight. The total logistic cost is RMB 325 per ton.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous cosmetic processing enterprise with another production base in a non-free-trade-port area. The production base, covering an area of 175 mu, is mainly engaged in the processing and sales of cosmetics. It imports about 0.1 tons of cosmetics per year, and has 20 production lines with a total value of about RMB 10 million. Taking the “import of cosmetics from South Korea at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	3.99
	0.12
	1.25
	0.006

	Hainan Free Trade Port
	2.35
	0.10
	0.75
	0.009


In summary, the annual operating cost of the production base established in Hainan is about RMB 320 million, that is about RMB 220 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 540 million), without considering the amortization of equipment costs.
Entities engaged in the cosmetics business do not need to obtain special qualifications, but the they should complete the purchase, storage, transportation, advertising, sales and other activities required by cosmetics business in strict accordance with the requirements of the Regulation on the Supervision and Administration of Cosmetics. On the premise of strict implementation of the Regulation on the Supervision and Administration of Cosmetics, and under the zero-tariff policy and the duty-free “front shop, back factory” mode, it is recommended that Hainan should focusing on attracting foreign cosmetic companies, as well as Chinese cosmetic companies which is mainly engaged in the processing of imported cosmetics.
4. Geographical distribution of leading enterprises
	Company Name
	Company Profile
	Major Products
	Production bases in China

	Intercos
	As the brand of the largest makeup plant in the world, Intercos is OEM group for top global cosmetics brands such as Dior, Lancome and Chanel. It provides services for 40% of global high-end cosmetics brands.
	Skincare products, makeups, etc.
	Shanghai, Suzhou (Jiangsu)

	Cosmax
	Cosmax is the OEM for global cosmetic brands such as Maybelline, KOREAGU, BIG EVE, etc.
	Skincare products, makeups, etc.
	Shanghai

	Kolmar
	Kolmar is the OEM for Korean cosmetic brands such as Max Factor, Missha, Etude House, and Innisfree.
	Makeups, etc.
	Beijing, Wuxi (Jiangsu)

	Guangzhou Yachun
	Guangzhou Yachun, affiliated to Yalan International Group, is mainly engaged in the OEM of makeups and skin cleansing products, and has established cooperation relationship with famous cosmetic enterprises at home and abroad.
	Makeups, etc.
	Guangzhou, Guangdong

	Nox Bellcow
	Nox Bellcow, the largest cosmetic OEM/ODM, is mainly engaged in the production of facial masks, with 38 mask production lines.
	Facial masks, etc.
	Zhongshan, Guangdong

	Guangzhou Ridgepole
	With 25 production lines, Guangzhou Ridgepole focuses on the cosmetic OEM/ODM businesses, and is mainly engaged in the OEM of detergent, skin care, soap and makeup products.
	Skincare products, makeups, etc.
	Qingdao, Shandong

	Estee Lauder
	Estee Lauder is mainly engaged in the production and sales of skin care products, makeups, perfumes and hair care products. It runs a number of international famous brands such as La Mer, Estee Lauder, Clinique, Origins and MAC.
	Skincare products, makeups, etc.
	N/A

	L'Oreal
	L'Oreal is a famous cosmetic manufacturer running famous brands such as Helena, Lancôme, Armani, Biotherm, Kiehl's, Yue Sai and L'Oreal.
	Skincare products, makeups, etc.
	Shanghai, Hubei Yichang, Jiangsu Suzhou

	P&G
	As an internationally renowned manufacturer of daily chemical products and beauty and skin care products, P&G runs a number of beauty and skincare brands such as Olay, SK-II and Old Spice.
	Skincare products, makeups, etc.
	Huangpu (Guangzhou), Xiqing (Tianjin), Taicang (Jiangsu), Beijing, Chengdu

	Shiseido
	As the largest cosmetics group in Asia, Shiseido runs a number of beauty and skincare lines and brands.
	Skincare products, makeups, etc.
	Shanghai

	Amore Pacific
	Amore Pacific is the largest cosmetic manufacturer in Korea, running beauty and skincare brands such as Sulwhasoo, Innisfree, HOLA and Laneige.
	Skincare products, makeups, etc.
	Shanghai

	Coty
	Coty is one of the largest perfume companies in the world, with brands covering perfumes, makeups, skin care products, and body care products.
	Skincare products, makeups, etc.
	N/A


(XVII) Processing and manufacturing of coffee
1. Analysis of the economic advantages of enterprises engaged in the import and processing of coffee to settle in Hainan Free Trade Port 
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. In 2020, China imported a total of 71,000 tons of coffee mainly from Brazil, Guatemala, Colombia, Ethiopia and Indonesia, including about 14,000 tons of roasted coffee (at an import tariff rate of 15%) and about 57,000 tons of unroasted coffee (at an import tariff rate of 8%). Under the bonded policy and the “front shop, back factory” mode in Hainan Free Trade Port, the import of coffee are entitled to reduction on import tariff and import VAT.
Import of Coffee by China in 2020

	Categories of coffee
	Main exporters
	Import volume (tons)
	Import price (10,000 yuan/ton)
	Import tariff (%)
	Value-added tax (%)

	Un-roasted coffee
	Brazil
	9093.37
	1.84
	8
	13

	
	Guatemala
	5940.11
	2.63
	8
	13

	
	Colombia
	5745.62
	2.74
	8
	13

	
	Ethiopia
	4674.67
	3.17
	8
	13

	
	Indonesia
	3305.04
	2.32
	8
	13

	Coffee roasted
	Colombia
	204.32
	5.18
	15
	13

	
	Indonesia
	58.96
	8.73
	15
	13


As indicated by the findings from the research of data on coffee imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of coffee.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the research on famous coffee enterprises mainly engaged in the production of instant coffee and ready-to-drink coffee, such as Nescafe, Saturnbird and Bernachon, the manufacturing level of the coffee processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of coffee mainly use the coffee processing equipment made in China). At the same time, leading coffee processing enterprises actively seek international cooperation to promote technological upgrading and choose to import coffee processing equipment and production lines from abroad.
The imported processing line for un-roasted coffee can complete the sterilizing, cleaning, roasting, grinding, cold extraction, low-temperature concentration, freeze-drying, crushing, packaging and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Buhler Group. The following are the market prices of imported equipment for the processing of coffee.
Main Equipment for the Processing of Coffee

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Cleaning
	Cleaner
	2-5
	10
	13

	Roasting
	Roaster
	15-20
	10
	13

	Grinding
	Grinder
	10-15
	8
	13

	Cold extraction
	Extraction tank
	2-5
	10
	13

	Low-temperature concentration
	Vacuum concentrator
	10-15
	10
	13

	Freeze drying
	Freeze dryer
	25-40
	9
	13

	Crushing
	Crusher
	5-8
	8
	13

	Packing
	Packer
	2-8
	8
	13


As indicated by the findings from the research on the prices of major coffee processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of coffee can take certain economic advantages by realizing a cost reduction of about RMB 270,400 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of leading enterprises in China’s coffee processing industry is about RMB 200 to 500 million
, which is steadily growing at a growth rate of 15% owing to increasing market demand, continuous upgrading of production technologies, and other factors.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Coffee
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	5.00
	5.50
	6.05
	6.66
	7.32
	

	Operating cost (in RMB 100 million)
	
	4.00
	4.40
	4.84
	5.32
	5.86
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.25
	0.28
	0.30
	0.33
	0.37
	1.53

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.15
	0.17
	0.18
	0.20
	0.22
	0.92


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in China’s coffee industry indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a coffee processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 61 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the import and processing of coffees in Hainan Free Trade Port are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and processing of coffee to settle in the Hainan Free Trade Port 
Chinese coffee processing enterprises mainly cluster in the east region of China, such as Shandong. Shanghai is the largest consumer of coffee in China
. Most coffee imported by China originate from Brazil. We can compare “importing 10 tons of coffee by sea from Santos of Brazil to Yantai (through Qingdao) for processing and then transporting processed coffee to Shanghai for sales” with “importing 10 tons of coffee by sea from Santos of Brazil to Hainan for and processing and then transporting processed coffee to Shanghai for sales”:
When importing importing 10 tons of coffee by sea from Santos of Brazil to Qingdao, the freight rate is about USD 100-150 per ton, and the total freight for international transportation is about RMB 8,000. When the coffee is transported from Qingdao to Yantai for processing, the freight rate is about RMB 200-300 per ton, and the total freight is about RMB 2,500. When the coffee is transported from Yantai to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the total freight is about RMB 5,000. So, the total accumulated freight is RMB 15,500.
When importing 10 tons of coffee by sea from Santos of Brazil to the Port of Yangpu in Hainan Province under the same context, the freight rate is about USD 150-180 per ton, and the total freight for international transportation is about RMB 12,000. The finished products can be sold directly through duty-free shops in Hainan, which can reduce the transportation cost of most of finished products.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a coffee enterprise with another production base in a non-free-trade-port area. A part of the coffee products processed in Hainan will be sold to non-free trade areas through the "second line", and the other will be sold to the duty-free shops. The number of the coffee consumers is about 330 million in China, accounting for 23%
of the total population of China. The number of visitors in Hainan exceeds 80 million, so it is expected that the number of coffee consumers in duty-free shops in Hainan can reach 20 million
. Based on the ratio of the number of coffee consumers in duty-free shops in Hainan to that in rest of China, the proportion of the quantity of coffee sold to the duty-free shops in Hainan to that of the coffee sold to non-free trade areas is about 1:15.
The production base, covering an area of 100 mu, is mainly engaged in the processing of imported coffee. It imports 10,000 tons of coffee per year, and has 4 production lines with a total value of about RMB 20 million. The price of imported roasted coffee is 4-5 times of that of unroasted coffee. In this case study, the import cost of raw materials is calculated at the price of un-roasted coffee for cost control. Taking the import of unroasted coffee from Brazil for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.84
	0.20
	0.25
	0.16

	Hainan Free Trade Port
	1.43
	0.15
	0.15
	0.12


In summary, the comprehensive evaluation on the operation of the production bases of one famous coffee enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 185 million, that is about RMB 60 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 245 million), without considering the amortization of equipment costs.
4. Geographical distribution of famous coffee enterprises
	Company Name
	Company Profile
	Production bases in China

	Nescafe
	Affiliated to Nestle which is the largest food manufacturer in the world, Nescafe taking the largest market share in China's coffee market.
	30 bases located in Dongguan, Qingdao, Songjiang, etc.

	Saturnbird
	Saturnbird is a coffee manufacturer, mainly providing customers with drip coffee, hand brewed coffee series, cold brew coffee series, hand crank coffee grinder and other products.
	Changsha, Hunan

	UCC
	UCC coffee, a world-renowned brand coffee produced and sold by UCC Ueshima Coffee Co., Ltd., is made from coffee beans that are cultivated carefully.
	N/A

	Bernachon
	Bernachon is a beverage brand of Wei Chuan, and its products include Bernachon coffee and milk tea. Bernachon is also the ready-to-drink coffee brand with the largest market share.
	Zhejiang (Hangzhou) and Hebei (Langfang)

	AGF
	Affiliated to Ajinomoto, AGF is a brand very popular among customers both in Japan and China. AGF instant coffees are made from roasted and ground coffee beans that are imported from Columbia.
	N/A

	Trung Nguyên G7
	G7 3-in-1 instant coffee is produced by Trung Nguyên Coffee in Vietnam and designated for G7 Summit.
	N/A

	Grandos
	Grandos is a famous German coffee brand and one of top eight instant coffee brands worldwide. In particular, Grandos 100% instant coffee is very popular among consumers.
	N/A

	KreisKaffee
	KreisKaffee, one of the world's first instant coffee manufacturers, is widely recognized in countries such as Europe and the Soviet Union.
	N/A

	OldTown
	OldTown, a famous coffee brand in Malaysia and also a popular white coffee brand worldwide, is the first company to launch a three-in-one instant white coffee drinks.
	N/A

	illy
	As a famous Italian coffee brand, illy uses 100% of the best Arabica coffee beans to make coffee with a unique flavor, and takes 30% of market share in the homemade coffee market.
	N/A


(XVIII) Processing and manufacturing of sunglasses
1. Analysis of the economic advantages of enterprises engaged in the import and processing of sunglasses to settle in the Hainan Free Trade Port 
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode. Over the past five years, the market size of sunglasses in China has been expanding with a compound annual growth rate of 13%, and the market size of sunglasses reached RMB 37.4 billion by 2020. In 2020, the import volume and amount of sunglasses reached 7.6 million pairs and RMB 1.94 billion and the import amount of the raw materials of sunglasses (including frames and mountings and spectacle lenses) reached RMB 2.57 billion in China. The sunglasses and their raw materials mainly originate from Italy, Japan, the United States and other countries.
Import of Raw Materials of Sunglasses by China in 2020

	Type of the raw materials
	Main exporters
	Import volume (in pairs or pieces)
	Average import price (yuan/pair or yuan/piece)
	Import tariff (%)
	Value-added tax (%)

	Frames and mountings
	Italy
	668447
	330.03
	7
	13

	
	Japan
	562395
	394.58
	7
	13

	
	USA
	17151
	98.61
	7
	13

	Spectacle lenses
	Japan
	1591403
	51.32
	7
	13

	
	USA
	543707
	31.91
	7
	13

	
	Italy
	148693
	30.60
	7
	13


As indicated by the findings from the research of data on sunglasses imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of sunglasses.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on international OEM enterprises of luxury brand sunglasses, such as Zhongya Glasses and Mingya Shengye Glasses, the manufacturing level of sunglass processing equipment made in China has gradually improved in recent years, and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of sunglasses mainly use the sunglass processing equipment made in China). At the same time, the sunglass enterprises also seek international cooperation to promote technological upgrading. The imported processing line of sunglasses can complete the polishing, grinding, welding, paint spraying, lettering, loading of fish wires, cutting and assembly processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Elma and Yamato. The following are the market prices of imported equipment for the processing of sunglasses.
Main Equipment for the Processing of Sunglasses

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Polishing
	Polishing machine
	10-25
	12
	13

	Grinding
	Grinding machine
	5-10
	8
	13

	Paint spraying
	Paint sprayer
	5-10
	8
	13

	Lettering
	Marking machine
	3-5
	9
	13

	Cutting
	Cutter
	10-20
	8
	13

	
	Notching machine
	2-5
	8
	13


As indicated by the findings from the research on the prices of major sunglass processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of sunglasses can take certain economic advantages by realizing a cost reduction of about RMB 177,200 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the average annual operating income of Chinese sunglass processing enterprises is about RMB 200 to 500 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Sunglasses
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	5.00
	5.50
	6.05
	6.66
	7.32
	

	Operating cost (in RMB 100 million)
	
	4.00
	4.40
	4.84
	5.32
	5.86
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.25
	0.28
	0.30
	0.33
	0.37
	1.53

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.15
	0.17
	0.18
	0.20
	0.22
	0.92


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the sunglass industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a sunglass processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 61 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the processing of sunglasses in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of logistics costs
Chinese sunglass processing enterprises mainly cluster in the southeast region of China, such as Xiamen. East China is the largest consumer of sunglasses in China
. Most imported raw materials of sunglasses in China originate from Italy. We can compare “importing 1 ton of raw materials of sunglass by sea from Italy to Xiamen for processing and sales” with “importing 1 ton of raw materials of sunglass by sea from Italy to Hainan for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 1 ton of raw materials of sunglass (about 25,000 pairs of frames and mountings and 29,000 spectacle lenses) by sea from Italy to Xiamen, Fujian, China, the freight rate is about RMB 1,500-2,000 per ton, averaging at RMB 1,750 per ton for the estimation of total freight. When importing 1 ton of raw materials of sunglass by sea from Italy to the Port of Yangpu, Hainan under the same context, the freight rate is about RMB 2,000-2,800 per ton, averaging at RMB 2,400 per ton for the estimation of total freight.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous sunglass processing enterprise with another production base in a non-free-trade-port area.
The production base, covering an area of 50 mu, is mainly engaged in the processing and sales of sunglasses. In each year, it outputs about 500,000 pairs of sunglasses, and imports 500,000 pairs of frames and 1,000,000 spectacle lenses as the raw materials for sunglasses. The production base has 2 production lines with a total value of about RMB 5 million. Taking the “import of raw materials for sunglasses from Italy at the end of operating period of 1 year” for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Freight (in RMB 10,000)

	Non-free trade port area
	1.96
	0.05
	0.38
	35

	Hainan Free Trade Port
	1.55
	0.04
	0.23
	48


In summary, the comprehensive evaluation on the operation of the production bases of one famous sunglass processing enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 182 million, that is about RMB 57 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 239 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading spectacle enterprises
	Company Name
	Company Profile
	Production bases in China

	Luxottica
	Luxottica, a multinational group company specializing in the manufacture and sale of spectacles, is the largest manufacturer of spectacles in the world and the authorized manufacturer of many top international brands.
	Dongguan

	Safilo
	Safilo, the second-largest spectacle company in the world, is a world-renowned manufacturer of high-end spectacles and an authorized manufacturer of more than thirty internationally renowned brands. Its main products include frames and mountings, sunglasses and sports glasses.
	Suzhou

	Huaguangming Glasses
	Huaguangming Glasses is a spectacle manufacturer that produces frame glasses, plate frame glasses, metal frame glasses, titanium frame glasses, sunglasses, etc. It is also a spectacle OEM for Ray-Ban, MUJOSH, EVISU and other brands.
	Shenzhen

	Zhenshi Optical
	Zhenshi Optical is an early established spectacle manufacturer in China and a spectacle OEM for FILA, POLICE, ZERSER and other brands.
	Wenzhou

	Actif Lens
	Actif Lens is specialized in the production and processing of polarized sunglasses, polarized lenses, 3D glasses, etc.
	Xiamen

	Gensun Enterprise
	Gensun Enterprise is specialized in the manufacturing of premium sunglasses, premium sports glasses, fishing glasses, premium metal frames, premium plate frames and lenses.
	Xiamen

	Jiadesheng Glasses
	Jiadesheng Glasses is a spectacle manufacturer that is engaged in the development and design of spectacles and their parts, and the manufacturing, OEM, marketing and sales of spectacles. It is also an OEM of customized frames and mountings and an OEM/ODM of branded spectacles.
	Xiamen

	Baishifen Glasses
	Baishifen Glasses is a spectacle manufacturer that is engaged in the manufacturing of spectacle frames and mountings, spectacle parts and lenses.
	Danyang


(XIX) Import and processing of tea
1. Analysis of the economic advantages of enterprises engaged in the import and processing of tea to settle in Hainan Free Trade Port
(1) Exemption and reduction of import tariff, VAT and consumption tax under the bonded policy and the “front shop, back factory” mode.
Import of Tea by China in 2020

	Tea varieties
	Import volume (in 10,000 tons)
	Import price (10,000 yuan/ton)
	Main exporters
	Import tariff (%)
	Value-added tax (%)

	Black tea
	3.71
	2.31
	Sri Lanka, India, Kenya and Indonesia
	15
	9

	Green tea
	0.42
	2.93
	
	15
	9

	Oolong tea
	0.26
	10.01
	
	15
	9

	Scented tea
	0.03
	6.66
	
	15
	9


As indicated by the findings from the research of data on tea imported by China and the results of the comprehensive assessment on the reductions and exemptions of import tariff, VAT and consumption tax under the protective tariff policy and the duty-free consumption mode of “front shop, back factory”, Hainan Free Trade Port has obvious economic advantages for the development of enterprises engaged in the import and processing of tea.
(2) Reduction of operating costs under the zero-tariff policy. As indicated by the findings from the research on tea processing enterprises in China such as Taetea, CHALI and Lipton, the manufacturing level of tea processing equipment made in China has gradually improved in recent years and can generally meet the processing and manufacturing needs of enterprises. At the same time, leading processors of tea seek international cooperation to promote technological upgrading and choose to import advanced equipment and production lines for the processing of tea from abroad. The imported production line for tea can complete the twisting and kneading, fermentation, sieving, drying, cooling, re-drying, crushing, packaging and other processes. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as MAISA and FUSO. The following are the market prices of imported equipment for the processing of tea.
Main Equipment for the Processing of Tea

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)

	Twisting and kneading
	Kneader
	1-2
	8
	9

	Fermentation
	Fermentation tank
	1-2
	8
	13

	Sieving
	Tea sieving machine
	1-2
	7
	13

	Dehydration
	Dehydrator
	5-10
	8
	13

	Crushing
	Crusher
	3-5
	8
	13

	Packing
	Packer
	5-10
	8
	13


As indicated by the findings from the research on the prices of major tea processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of tea can take certain economic advantages by realizing a cost reduction of about RMB 67,200 for each set of processing equipment purchased.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual operating income of a single production base of leading enterprises in the tea processing industry of China is about RMB 500 to 1,000 million
, which is growing at a growth rate of about 10% owing to increasing market demand, continuous upgrading of production technologies and e-commerce dividends.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Processing of Tea
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	15.00
	16.50
	18.15
	19.97
	21.96
	

	Operating cost (in RMB 100 million)
	
	13.50
	14.85
	16.34
	17.97
	19.77
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.38
	0.41
	0.45
	0.50
	0.55
	2.29

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.23
	0.25
	0.27
	0.30
	0.33
	1.37


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the tea processing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a tea processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 92 million less than that of a similar plant established in a non-free-trade-port area.
2. Analysis of logistics costs for enterprises engaged in the import and processing of tea Chinese tea processing enterprises mainly cluster in East China, such as Hefei. Shanghai is the largest consumer of sea in China
. Most imported tea (mainly black tea) in China originate from Sri Lanka. We can compare “importing 10 tons of tea by tea from Colombo, Sri Lanka to Hefei for production and processing by way of Shanghai and then transporting them to Shanghai for sale” with “importing 10 tons of tea by tea from Colombo, Sri Lanka to Hainan for production and processing and then selling them in duty-free shops in Hainan Province”:
When importing 10 tons of tea by sea from Colombo, Sri Lanka to Shanghai, the freight rate is about RMB 650 (about USD 100) per ton, and the total freight for international transportation is about RMB 6,500. When the tea is transported from Shanghai to Hefei for processing, the freight rate is about RMB 400-500 per ton, and the total freight is about RMB 4,500. When the tea is transported from Hefei to Shanghai for sales, the freight rate is about RMB 400-500 per ton, and the total freight is about RMB 4,500. So, the total accumulated freight is RMB 15,500.
When importing 10 tons of tea by sea from Colombo, Sri Lanka to the Port of Yangpu, Hainan Province under the same context, the freight rate is about RMB 980 (about USD 150) per ton, and the total freight for international transportation is about RMB 9,800. The finished products can be sold directly through duty-free shops in Hainan, which can reduce the transportation cost of the finished products.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous tea processing enterprise with another production base in a non-free-trade-port area. Tea products (such as tea bags) are partially sold to other provinces through the “second line” and partially sole in duty-free shops. The number of the consumer of tea bags is about 210 million in China, accounting for 15%
 of the Chinese population. The annual number of visits in Hainan exceeds 80 million, so it is expected that the number of consumers of tea bags in duty-free shops in Hainan can reach 12 million
. According to the rough estimation of the proportion of consumer number of tea bags in duty-free shops in Hainan to that in China, the proportion of the number of tea bags sold to free-duty shops in Hainan to that of tea bags sold to other provinces is about 1:18.
The production base, covering an area of 200 mu, imports about 20,000 tons of tea per year, and has 10 production lines with a total value of about RMB 30 million. Taking the import of tea from Sri Lanka for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	4.62
	0.30
	0.38
	0.31

	Hainan Free Trade Port
	3.92
	0.23
	0.23
	0.2


In summary, the comprehensive evaluation on the operation of the production bases of one famous tea processing enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 458 million, that is about RMB 103 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 561 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading tea production enterprises
	Company Name
	Company Profile
	Production bases in China

	Lipton
	Lipton is the world’s largest tea brand, one of the world’s largest tea manufacturers, and a popular tea bag brand among Chinese consumers.
	Hefei

	TWININGS
	TWININGS offers a wide variety of teas, including classic black tea, fruity black tea, green tea and herbal tea, among which Earl Grey and English Breakfast Tea are the most famous. TWININGS tea is leading the new trend of tea drinking culture. In the eyes of tea lovers worldwide, TWININGS tea is the representative of “British style tea drinking”.
	N/A

	TEEKANNE
	TEEKANNE, a famous German brand of tea bags, is currently selling classic black tea, Rooibos tea, fruit tea and herbal tea in the Chinese market.
	N/A

	Harrods
	Harrods, a leading British premium tea brand, offers a wide range of tea products under its own brand, including blends and single tea varieties from all over the world.
	N/A

	Fortnum Masons
	Fortnum Masons is a British royal brand that sells more than 100 kinds of teas from China, India, Nepal, Japan, and other countries and teas under its own brand.
	N/A

	Taetea
	Taetea is a large modern tea enterprise in China that integrates production and sales and is one of the top three most commonly purchased brands of tea bags by Chinese consumers.
	Dongguan

	ChaLi
	ChaLi is a new type of tea enterprise with its own brand and the ability to research, develop and refine modern teas. As a guide to the new school of tea culture, ChaLi has grown to become one of the top three most commonly purchased brands of tea bags by Chinese consumers through innovative Internet modes and offline social platforms.
	Guangzhou

	Whittard
	Whittard is the only tea-making company globally that can offer 400-600 different tea flavors and has many large plantations in Sri Lanka and other places.
	N/A

	Tetley
	Founded in 1837 in the United Kingdom, Tetley is a world-famous tea brand, a world’s leading brand of tea bag, and a world’s larger tea supplier.
	N/A

	Teapical
	Teapical focuses on Chinese tea bag -the Teapical Tea and implement European standards. It offers modern consumers with high-quality, convenient, safe and new tea drinking and consumption experience in the form of 100% original leaf teas without being chopped or added with additives, which are packed in environment-friendly and biodegradable triangular bags.
	Shanghai

	UMTEA
	UMTEA, the chain brand of the first concept tea gallery “Colourful Tea” in China, is mainly engaged in German compound flower and fruit tea, black tea, green tea, tea substitutes.
	Chengdu

	TEAONE
	TEAONE, an original tea brand dedicated to providing quality tea products for modern urban people, is mainly engaged in original leaf tea bags, traditional Chinese tea and tea ware.
	Shanghai


Chapter III Entry Unless on the List
This chapter deeply analyzes the advantages of enterprises in the market access under the “entry unless on the list” policy, clarifies the application direction and application scenarios of the “entry unless on the list” policy via case studies, and gives suggestions on how to implement relevant projects.
I. Interpretation of the Offshore Duty-Free Policy
(I) Interpretation of the “entry unless on the list” policy
1. Provision. The “market access upon commitment” system shall be implemented for the market access. The “entry unless on the list” policy should be implemented strictly in accordance with applicable laws and regulations. In the premise of “effective control”, licenses and approvals should be abolished in fields where mandatory standards have been formulated, and a sound filing system should be established. Any market player, which makes commitment to follow the relevant requirements and submit relevant materials for filling, should be allowed to carry out investment and other business activities. The organizations accepting materials submitted for filing purpose, should be responsible for reviewing such materials upon the receipt date.
2. Interpretation. Hainan Free Trade Port implements the “entry unless on the list” policy to ease the market access and provide more equal development treatment to enterprises, which allows private enterprises, state-owned enterprises or foreign-funded enterprises to obtain the opportunities of equal development and competition under the market mechanism. This greatly enhances the market acceptance of Hainan Free Trade Port and further stimulates the vitality of market entities.
Based on attractions on enterprise to cluster brought by high market acceptance, Hainan should, under the “entry unless on the list” policy, focus on the raw materials of products subject to import restrictions or operating restrictions after import.
“Products subject to import restrictions or operating restrictions after import: (1) Products restricted from import, i.e., products listed on the List of the People’s Republic of China of Articles Restricted from Import and Export published by the General Administration of Customs or those with complicated entry management procedures, such as dairy products, vaccine raw materials and other raw materials that are prone to carry unknown viruses and harmful bacteria; (2) Commodities restricted for processing trade, i.e., products listed on the List of Commodity Restricted for Processing Trade published by the General Administration of Customs, such as salanganes’ nests with feather, polyacrylamide and other raw materials that are highly polluting, energy-consuming or low-tech, or have a high biosecurity risk; (3) Products not on the custom access list, i.e., products not on the custom access list but have an excellent variety and low risk.
List of the People’s Republic of China of Articles Restricted from Import and Export
(Partial)
	Articles restricted from import
	Raw material
	Reasons for the restriction

	Human tissues
	Extracts of human glands or other organs or of their secretions
	They can carry unknown viruses.

	Biological products
	Nucleic acids and their salts, vaccine raw materials, etc.
	They can carry viruses and bacteria.

	Blood products
	Various types of human blood
	They can carry unknown viruses.

	Microbiological products
	Bacteria and viruses, genetically modified organisms, etc.
	They can carry harmful bacteria.

	Special germplasm resource
	Potato seeds imported from countries with an epidemic, etc.
	They can carry viruses and bacteria.

	Dairy products
	Dairy
	They can carry viruses and bacteria.

	···
	···
	···


List of Commodity Restricted for Processing Trade
(Partial)
	Commodities restricted for processing trade
	Raw material
	Reasons for the restriction

	Chemical fiber products and other chemical industrial products
	Polyacrylamide, etc.
	They are highly polluting.

	Nickel wire and other alloy products.
	Nickel and other metal materials.
	They are highly polluting and energy-consuming.

	Crude ground-nut oil
	Ground-nuts
	They are low-tech.

	Edible bird's nest
	Salanganes’ nests with feather
	They have a high biosecurity risk.

	Pharmaceutical products of animal or plant origin
	Dried hippocampi, saffron, etc.
	They have a high biosecurity risk.

	···
	···
	···


In addition, the lists of commodities restricted for processing trade of China (including the List of Old Electromechanical Products Banned from Import) include many old electromechanical products, including second-hand printers, copying machines, engines and medical imaging equipment. As indicated by relevant research results, old printers and copying machines that are allowed to be imported to other provinces and cities in China are mainly electrostatic photo-sensitive printers and thermal printers and many subcategories of old printers and copying machines are banned from being imported to non-free-trade-port areas (see the table below); second-hand engines that are allowed to be imported to non-free-trade-port areas mainly include generating sets with spark-ignition internal combustion piston engines, and many subcategories of second-hand engines are banned from being imported to non-free-trade-port areas (see the table below); old medical imaging equipment that is allowed to be imported to non-free-trade-port areas mainly includes X-ray non-destructive test (NDT) equipment, γ-ray non-destructive test (NDT) equipment, and γ-ray automatic fuel pellet inspection stand, and many subcategories of old medical imaging equipment are banned from being imported to non-free-trade-port areas (see the table below).
List of old printers and copying machines banned from import for processing trade
	Products banned from import
	Specific categories

	Old printers
	Stylus printers

	
	Laser printers

	
	Ink-jet printers

	
	···

	Old copying machines
	Electrostatic photo-copying apparatus, operating by reproducing the original image directly onto the copy (direct process)

	
	Electrostatic photo-copying apparatus, operating by reproducing the original image via an intermediate onto (the process)

	
	Other photocopying apparatus, incorporating an optical system

	
	Other photocopying apparatus of the contact type

	
	Thermo-copying apparatus

	
	Thermo-sublime copying apparatus

	
	···


List of second-hand engines banned from import
	Products banned from import
	Specific categories

	Car engines
	Reciprocating piston engines, of a cylinder capacity not exceeding 50cc

	
	Reciprocating piston engines, of a cylinder capacity exceeding 50cc but not exceeding 250cc

	
	Reciprocating piston engines, of a cylinder capacity exceeding 250cc but not exceeding 1,000cc

	
	Reciprocating piston engines, of a cylinder capacity exceeding 1,000cc but not exceeding 3,000cc

	
	Firedamp engines

	
	Gasoline engines with rotational speed < 3,600 r/min

	
	Gasoline engines with rotational speed < 4,650 r/min

	
	Gasline engine forklife (800 r/min ≤ rotational speed ≤ 3,400 r/min)

	
	Engines with other rotational speeds

	
	Vertical output shaft of the gasoline engine

	
	Other reciprocating or rotary internal combustion piston engines

	
	Diesel engines for saloon car with the power per liter ≥50kw and the output power < 132.39kw

	Commercial aircraft engines
	Internal combustion aircraft engines, of an output power not exceeding 298kw

	
	Highly-efficient internal combustion for unmanned aerial vehicles or unmanned airships with output power > 298kw

	
	Other internal combustion aircraft engines, of an output power exceeding 298kw

	Marine propulsion engines
	Spark-ignition marine propulsion engines, outboard motors

	
	Other spark-ignition marine proulsion engines, other than outboard motors

	
	Marine propulsion engines (diesel)

	
	Diesel engines with output power ≥ 441kw

	Engines for tractors
	Diesel engines for tractors with output power ≥ 132.39kw

	
	Diesel engines for tractors with output power < 132.39kw

	Engines for agricultural machinery
	Single cylinder diesel engines for agricultural use with output power ≤ 14kw

	
	Diesel engines for agricultural use with output power ≤ 14kw

	
	Diesel engines for agricultural use with output power exceeding 14 but not exceeding or equal to 132.39kw

	
	Diesel engines for agricultural use with output power ≥ 132.39kw

	Engines for other uses
	Diesel engines for other uses with output power ≥ 132.39kw

	
	Diesel engines for other uses with output power < 132.39kw

	
	Locomotive engines

	
	Single cylinder diesel engines for other uses with output power ≤ 14kw

	
	Diesel engines for other uses with output power ≤ 14kw

	
	Diesel engines with rotational speed < 4650r/min and output power exceeding 14kw but not exceeding or equal to 132.39kw

	
	Diesel engines for other uses with output power exceeding 14kw but not exceeding or equal to 132.39kw

	
	Diesel engines for other uses with output power ≥ 14kw


List of old medical imaging equipment banned from import
	Products banned from import
	Specific categories

	X-ray equipment
	X-ray computed tomography apparatus

	
	Other apparatus based on the use of X-rays, for dental uses

	
	Medical linear accelerators

	
	Other medical or veterinary X-ray applications

	
	Other X-ray applications (excluding X-ray fully-automatic fuel pellet inspection stations and [X-ray wafer manufacturing thickness measurement equipment)

	CT equipment
	α-ray, β-ray and γ-ray equipment for medical uses

	Ultrasound equipment
	B-ultrasonic diagnostic equipment

	
	Color ultrasonic diagnostic instrument

	MRI equipment
	Magnetic resonance imaging apparatus

	Endoscopic equipment
	Endoscope


According to the catalogs of encouraged industries in Hainan Free Trade Port (including encouraged industries under the Catalogue for Guiding Industrial Restructuring and Catalogue of Industries for Encouraging Foreign Investment and newly added encouraged industries in Hainan Free Trade Port), the remanufacturing of mechanical equipment such as machine tools, engineering machinery and railway locomotive equipment, the remanufacturing of auto parts, the remanufacturing of medical imaging equipment and other high-end medical devices and their key parts, and the remanufacturing of copying machines and other office equipment are encouraged industries in Hainan Free Trade Port. The “entry unless on the list” policy is the core policy for the development of such industries. On the basis of filing, lowering market access threshold and allowing Hainan Free Trade Port to develop the production and manufacturing industry of products banned from being imported to non-free-trade-port areas may be more attractive to enterprises engaged in the industries and can be focused on:
(1) Remanufacturing of printers and copying machines
(2) Import and remanufacturing of engines
(3) Import and remanufacturing of medical imaging equipment
(4) Manufacturing of reclaimed rubber based on imported scrap rubber
(II) Interpretation of other applicable policies
In addition to the policy of “entry unless on the list”, advanced manufacturing industries enjoy other favorable policies of Hainan Free Trade Port, mainly including the zero-tariff policy and the preferential policy for corporate income tax and personal income tax. (See Article (II) “Interpretation of other applicable policies” under the Section I “Interpretation of the Policy for Exemption of Tariffs on Added Value from Processing” of Chapter I “Added Value from Processing” for details)
II. Suggestions on Development Direction
(XX) Import and remanufacturing of printers and copying machines
1. Analysis of the economic advantages of enterprises engaged in the import and remanufacturing of printers and copying machines to settle in Hainan Free Trade Port 
(1) Reduction of operating costs under the zero-tariff policy. Remanufacturing generally consists of the following five processes: disassembly, cleaning, part testing and service life estimation, part repair and remanufacturing, and part assembly. With the non-destructive disassembly technology and sorting and recycling technology adopted in the disassembly process, non-destructive cleaning equipment in the part cleaning process, non-destructive test technology in the part testing and service life estimation process, as well as the surface engineering technology in the part repair and remanufacturing process, the manufacturing level of the remanufacturing equipment made in China have improved to certain extent that such equipment can generally meet the processing and manufacturing needs of enterprises (i.e.: remanufacturing enterprises mainly use the processing equipment made in China).
Meanwhile, foreign automatic cleaning, testing and assembly equipment can significantly increase the precision of remanufacturing and production processes and reduce the pollution level of the remanufacturing process. Remanufacturing enterprises seek international cooperation to promote technological upgrading and choose to import equipment and production lines for the remanufacturing and processing of printers and copying machines from abroad.
Main Remanufacturing and Processing Equipment

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Disassembly
	Mechanical dismantling equipment
	3-10
	0
	13
	1.3

	Cleaning
	Ultrasonic equipment and other cleaning equipment
	5-20
	0
	13
	2.6

	Testing
	Non-destructive testing devices
	15-50
	0.7
	13
	6.9

	Repair and remanufacturing
	Laser cladding equipment
	20-200
	9
	13
	46.3

	Assembly
	Automatic assembly equipment
	10-15
	0
	13
	2.0


As indicated by the findings from the research on the prices of major remanufacturing and processing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the import and remanufacturing of printers and copying machines can take certain economic advantages by realizing a cost reduction of about RMB 591,000 for each set of processing equipment purchased.
(2) Exemptions and reductions in corporate income taxes and personal income taxes. Now, the annual production capacity of a single production base of leading enterprises engaged in the remanufacturing of copying machines in China is about 60,000 sets (5,000 per month), with an annual operating income of RMB 100 million, which is growing at a growth rate of 5% owning to the large market size in China.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Remanufacturing of Printers or Copying Machines
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	1.00
	1.05
	1.10
	1.16
	1.22
	

	Operating cost (in RMB 100 million)
	
	0.70
	0.74
	0.77
	0.81
	0.85
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.075
	0.079
	0.083
	0.087
	0.091
	0.414

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.045
	0.047
	0.050
	0.052
	0.055
	0.249


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the printer or copying machine remanufacturing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a printer or copying machine remanufacturing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 17 million less than that of a similar plant established in a non-free-trade-port area. Since enterprises engaged in the remanufacturing of printers and copying machines are small in size and investment, the advantages of the preferential policies on corporate income taxes in Hainan Free Trade Port are considerable.
2. Comparison and analysis of the logistics costs of enterprises engaged in the import and remanufacturing of printers or copying machines to settle in Hainan Free Trade Port. Chinese enterprises engaged in the remanufacturing of printers or copying machines mainly cluster in Changsha City, Hunan Province. The East China is the largest consumer of printers and copying machines in China. Most imported printers and copying machines in China originate from Japan, the United States and Europe. We can compare “importing 60,000 sets of printers and copying machines by sea from Japan to Changsha City, Hunan Province for remanufacturing and then transporting them to Shanghai for sale” with “importing 60,000 sets of printers and copying machines by sea from Japan to Hainan for processing and then transporting them to Shanghai for sale”:
When importing 60,000 sets of printers and copying machines by sea from Japan to the Port of Guangzhou in China, the freight rate is about RMB 390 (about USD 60) per ton, and the total freight for international transportation is about RMB 0.35 million. When the printers and copying machines are transported from the Port of Guangzhou to Changsha, Hunan Province for remanufacturing, the freight rate is about RMB 360 per ton, and the total freight is about RMB 0.32 million. When the printers and copying machines are transported from Changsha to Shanghai for sales, the freight rate is about RMB 600 per ton, and the total freight is about RMB 0.54 million. Therefore, the accumulated freight is RMB 1.21 million.
When importing 60,000 sets of printers and copying machines by sea from Japan to the Port of Yangpu under the same context, the freight rate is about RMB 585 (about USD 90) per ton, and the total freight for international transportation is about RMB 0.53 million. When the printers and copying machines are transported from Hainan to Shanghai for sales, the freight rate is about RMB 1,200 per ton, and the total freight is about RMB 1.08 million. The accumulated freight is RMB 1.61 million. In other words, the logistics cost caused by the import to Hainan is about RMB 0.4 million higher than that to the rest of China. In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a remanufacturer of printers or copying machines with another production base in a non-free-trade-port area. The production base, covering an area of 100 mu, is mainly engaged in the remanufacturing of printers and copying machines. It has an annual production capacity of about 60,000 tons of refurbished printers and copying machines per year. Each of its production lines is valued at about RMB 37.5 million and has an annual production capacity of 10,000 sets. Taking the import of printers and copying machines from Japan for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.2
	2.54
	0.41
	0.012

	Hainan Free Trade Port
	1.2
	2.25
	0.25
	0.016


In summary, the comprehensive evaluation on the operation of the production bases of one leading enterprise engaged in the remanufacturing of printers or copying machines indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 372 million, that is about RMB 44 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 416 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading printer and copying machine remanufacturing enterprises
	Company Name
	Company Profile
	Major Products
	Production bases in China

	Zhuhai Saint Technology Co., Ltd.
	Zhuhai Saint Technology specializes in the production and processing of a wide variety of toner cartridges and ink cartridges in a wide range of models (including those of HP, CANON, BROTHER, EPSON, and LEXMARK). It has a complete and scientific quality management system, and its products have a sales volume of 100 thousand sets per month and are mainly sold to Southeast Asia. It has distributors in all provinces in China and intends to carry out the import and remanufacturing business of second-hand printers.
	Toner cartridges and ink cartridges
	Zhuhai

	Beihai Shin Home Electronic Technology Co., Ltd.
	Beihai Shin Home Electronic Technology was established in 2015 in the Beihai Export Processing Zone in Guangxi Province, with a registered capital of USD 10 million and a standardized factory covering 10,000 m2. It is specialized in the remanufacturing of copying machines and digital multi-function printers, also known as the remanufacturing of office equipment.
	Office equipment such as engineering copying machines, printers, toner cartridges and ink cartridges
	Beihai, Guangxi

	Hunan Zhijian Copier Remanufacturing Co., Ltd.
	Founded in 2016, Zhijian Copier Remanufacturing is a high-tech enterprise that specializes in the agency of new machines (Ricoh), consumables and accessories (original or generic) and the remanufacturing of copying machines. It has remanufacturing factories, technical training centers, product experience centers, and production lines for the remanufacturing of copying machines for office or production use of Xerox, Ricoh, Canon, Gama, Sharp, Kyocera and other brands. It has set up wholly-owned sales subsidiaries in Beijing, Guiyang and Guangzhou.
	Copying machines
	Changsha

	Sharp Office Equipment (Changshu) Co., Ltd.
	Sharp Office Equipment (Changshu) Co., Ltd. was established in 1993 as a wholly foreign-owned enterprise invested by Sharp Corporation of Japan, a world-renowned multinational corporation. It mainly researches, develops, designs, remanufactures, and produces copying machines, printers, projectors and other cultural and office equipment, fax machines and other products.
	Copying machines, printers, fax machines, high-end digital composite printers and their key parts
	Changshu

	Fujian Zhentai Electromechanical Equipment Co., Ltd.
	In 2016, Fujian Zhentai Electromechanical Equipment passed the on-site assessment on the remanufacturing competency, becoming the first enterprise that copies and promotes experience in the repair and remanufacturing of imported old copying machines outside the Fujian Pilot Free Trade Zone. In 2017, the 4 batches of 99 sets of old copying machines imported by it entered the Chinese mainland smoothly from the Port of Jiangyin.
	Repair of electromechanical equipment, copying machines and printers
	Putian

	Tohoku Ricoh (Fuzhou) Printing Products Co, Ltd.
	Tohoku Ricoh (Fuzhou) is the first remanufacturing enterprise in the Fujian Pilot Free Trade Zone. In 2015, its remanufacturing project of copying machines was put into production, becoming the first remanufacturing project conducted by a copying machine enterprise in China.
	Copying machines
	Fuzhou

	Xin Printing Technology Co., Ltd.
	Xin Printing Technology is a developer of cultural and creative products and quick printing service provider guided by the provincial, municipal and county-level governments of Hunan Province, invested mainly by Pacific Securities, and participated by a wide range of cultural and printing entrepreneurs. It provides online and offline supply solutions for quick printing stores by tackling the three major technological attacks of new materials, new equipment and artificial intelligence. It has built a plant for the manufacturing of consumables of copying machines and a remanufacturing plant of copying machines and has become a leading enterprise in the remanufacturing of copying machines in China.
	Printers and copying machines
	Xinhua, Hunan

	Shanghai ITR Office Equipment Remanufactured Co., Ltd.
	ITR Office Equipment is an innovative service company that takes office recycling and remanufacturing as its core, and the R&D of intelligence chips clamped into printers as its basis to provide intelligent office service. It introduces advanced equipment and related technologies from Japan, Germany, and the United States to ensure that the quality of all toner cartridges of laser printers and ink cartridges of inkjet printers, which have been processed by professional remanufacturing technologies, can be restored to the quality of original new products and even exceed the service life of the original new products. Its products cover the toner cartridges and ink cartridges of almost all brands of printers, which significantly reduces customers’ office costs.
	Printer toner cartridges and ink cartridges
	Shanghai

	Nanjing Yuekun Electrical Remanufacturing Co., Ltd.
	Yuekun Electrical Remanufacturing, established in 2011, is a professional enterprise dedicated to the import, repair and remanufacturing of used copying machines, which integrates overseas purchasing, self-declaration of customs, production, processing, sales, technical support and after-sales service. It has a standard plant of 12,000 square meters and several high-quality and fine production lines for repair and remanufacturing.
	Copying machines
	Nanjing


(XXI) Import and remanufacturing of engines
1. Analysis of the economic advantages of enterprises engaged in the import and remanufacturing of engines to settle in Hainan Free Trade Port 
(1) Reduction of operating costs under the zero-tariff policy. Remanufacturing generally consists of the following five processes: disassembly, part cleaning, part testing and service life estimation, part repair and remanufacturing, and part assembly. Researches indicate that, with the non-destructive disassembly technology and sorting and recycling technology adopted in the disassembly process, non-destructive cleaning equipment in the part cleaning process, non-destructive test technology in the part testing and service life estimation process, as well as the surface engineering technology in the part repair and remanufacturing process, the manufacturing level of the remanufacturing equipment made in China have improved to a certain extent that such equipment can generally meet the processing and manufacturing needs of enterprises (i.e.: remanufacturing enterprises mainly use the processing equipment made in China). Meanwhile, foreign automatic cleaning, testing and assembly equipment can significantly increase the precision of remanufacturing and production processes and reduce the pollution level of the remanufacturing process. Remanufacturing enterprises seek international cooperation to promote technological upgrading and choose to import equipment and production lines for the remanufacturing and processing of printers and copying machines from abroad.
Main Remanufacturing and Processing Equipment

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Disassembly
	Mechanical dismantling equipment
	3-10
	0
	13
	1.3

	Cleaning
	Ultrasonic equipment and other cleaning equipment
	5-20
	0
	13
	2.6

	Testing
	Non-destructive testing devices
	15-50
	0.7
	13
	6.9

	Repair and remanufacturing
	Laser cladding equipment
	20-200
	9
	13
	46.3

	Assembly
	Automatic assembly equipment
	10-15
	0
	13
	2.0


As indicated by the findings from the research on the prices of major remanufacturing and processing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the import and remanufacturing of engines can take obvious economic advantages by realizing a cost reduction of about RMB 519,000 for each set of processing equipment purchased.
(2) Exemptions and reductions in corporate income taxes and personal income taxes
We can take a production base of a leading enterprise in the remanufacturing of car engine industry as an example to calculate the corporate income tax. The production base has an annual production capacity of 4,200 sets, with an annual operating income of RMB 269 million that is growing at a rate of 5%.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Remanufacturing of car Engines
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	2.69
	2.82
	2.97
	3.11
	3.27
	

	Operating cost (in RMB 100 million)
	
	1.88
	1.98
	2.08
	2.18
	2.29
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.20
	0.21
	0.22
	0.23
	0.25
	1.11

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.12
	0.13
	0.13
	0.14
	0.15
	0.67


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the car engine remanufacturing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a car engine remanufacturing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 44 million less than that of a similar plant established in a non-free-trade-port area. As the scale of enterprises engaged in the remanufacturing of car engines is generally small, the advantages of the preferential policies on corporate income taxes in Hainan Free Trade Port are considerable.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the remanufacturing of car engines in Hainan Free Trade Port are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and remanufacturing of engines to settle in Hainan Free Trade Port 
Chinese enterprises engaged in the remanufacturing of engines mainly cluster in Shanghai City. North China and East China are the largest assembly and consumption regions of engines in China. Most imported engines in China originate from the United States and Europe.
If car engines are produced and refurbished in a remanufacturing and production base in Shanghai and transported to a complete vehicle base in Beijing for assembly, then we can compare “importing 100 engines by sea from Germany to Shanghai for remanufacturing and then transporting them to Beijing for assembly” with “importing 100 engines by sea from Germany to Haikou for processing and then transporting them to Beijing for assembly”:
When importing 100 car engines by sea from Germany to Shanghai, China, the freight rate is about RMB 1,750 per ton, and the total freight for international transportation is about RMB 70 thousand. When the car engines are transported from Shanghai to Beijing for assembly, the freight rate is about RMB 600 per ton, and the total freight is about RMB 24 thousand. Therefore, the accumulated freight is RMB 94 thousand.
When importing 100 car engines by sea from Germany to the Port of Yangpu in China, the freight rate is about RMB 2,400 per ton, and the total freight for international transportation is about RMB 96 thousand. When the car engines are transported from Hainan to Beijing for assembly, the freight rate is about RMB 1,800 per ton, and the total freight is about RMB 72 thousand. The accumulated freight is RMB 168 thousand. In other words, the logistics cost caused by the import to Hainan is about RMB 72 thousand higher than that to the rest of China. In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a remanufacturer of car engine with another production base in a non-free-trade-port area. One of the manufacturing and production bases of Benz in a non-free-trade-port area covers an area of 38 mu. If 10% (about 400) of second-hand engines recycled for remanufacturing by the production base are imported from Germany:
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.5
	1.11
	0.004

	Hainan Free Trade Port
	1.3
	0.67
	0.007


In summary, the comprehensive evaluation on the operation of the production bases of one leading enterprise engaged in the remanufacturing of engines indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 198 million, that is about RMB 63 million less than that of the other production base established in Shanghai (which is about RMB 261 million), without considering the amortization of equipment costs.
At present, the car engine is the most industrialized category among all engines. The remanufacturing industry of auto parts has been quite mature in other countries. A number of Chinese enterprises have obtained the qualification as the remunufacturer of car engines. The remanufacturing of aircraft and marine engines is still in its infancy globally. However, as a key support direction for China’s remanufacturing industry, it is expected to achieve breakthrough development in the future.
4. Geographical distribution of leading engine enterprises
	Company Name
	Company Profile
	Major Products
	Production bases in China

	Mercedes-Benz
	The Asia-Pacific Center for the remanufacturing project of Mercedes-Benz has officially settled in Lingang, Shanghai, with three production lines for engines, gearboxes and electro-hydraulic control units. The Lingang base is the only remanufacturing base of Mercedes-Benz outside Europe and will become an important remanufacturing plant of Mercedes-Benz in the world.
	Car engines, gearboxes and electro-hydraulic control units
	Shanghai

	Volkswagen Faw Engine (Dalian) Company Ltd.
	The German Volkswagen Group has been researching the remanufacturing field for more than 60 years and has manufactured 7.7 million engines and 2.8 million transmissions. Its product models have expanded to more than 10,000 kinds. Volkswagen Faw Engine (Dalian) Company Ltd. is the first company established by the Volkswagen Group to introduce remanufacturing technologies to a country other than Germany, and its products are applicable to such popular models as the Magotan, Golf, Audi Q5, A4L and Shanghai Volkswagen Tiguan, Superb and Octavia.
	Car engines
	Dalian

	Faw Jiefang Automotive Co., Ltd. (Wuxi Diesel Engine Plant of Faw Jiefang Automotive Co., Ltd.)
	Faw Jiefang Automotive is one of the first pilot enterprises of auto parts remanufacturing in China. Based on the 7.7-liter engine of Owei, it has developed 9-liter, 11-liter and 13-liter engines. Its products have formed seven series of W, X, K, F, L, M and N. Since the remanufacturing base of Wuxi Diesel Engine Plant has been put into operation for eight years, more than 10,000 remanufactured engines have been put into the market, and the added value of its recycled products has exceeded RMB 250 million with sales revenue exceeding RMB 10 billion.
	Diesel engines and natural gas engines
	Wuxi

	Dongfeng Cummins Engine Co., Ltd.
	Dongfeng Cummins Engine Co., Ltd. is a joint venture between Cummins and Dongfeng. Cummins USA has more than 50 years of experience in engine remanufacturing and is a global leader in this technology. With the engine remanufacturing technology provided by Cummins USA, Dongfeng Cummins produces 10,000 remanufactured engines annually and offers remanufacturing services for customers in China and the Asia-Pacific region.
	Engines for trucks, buses, ships and construction machinery
	Xiangyang

	Caterpillar Remanufacturing Services (Shanghai) Co., Ltd.
	Established in 2005, Caterpillar is located in Shanghai Lingang Industrial Manufacturing Park and is Caterpillar’s first remanufacturing plant in China.
	Engines
	Shanghai

	Yuchai, Guangxi
	Guangxi Yuchai established an engine remanufacturing plant in 2006. It has mastered key technologies and processes for remanufacturing engine parts by means of independent innovation and technology introduction and gradually established part cleaning processes, surface treatment and repair processes, old part failure assessment processes, remanufactured product quality assurance system, etc. In 2010, it cooperated with Caterpillar (China) to establish a remanufacturing base in Suzhou, which provides remanufacturing services for more than 60 varieties such as cylinder block fine assembly (short engine), cylinder head fine assembly, basic machine (long engine), complete engine and engine block, crankshaft, cylinder head and camshaft.
	Engines and their parts
	Suzhou

	Sinotruk Jinan Fuqiang Power Co., Ltd.
	Sinotruk, the first company in China to carry out car engine remanufacturing, has introduced a number of imported equipment such as world-advanced crankshaft processing grinders and has advanced equipment, strong production capacity, high processing accuracy and stable quality. Its processed products and production equipment level are at the leading level of the same industry in China, and it has developed more than twenty varieties of remanufactured engine products, including Steyr, Cummins, Dachai 6110, Chaochai 6102 of more than ten series, which are circulated and used as repair parts.
	Diesel engines
	Ji’nan

	Weichai Power (Weifang) Zai Manufacturing Co., Ltd.
	Weichai Power is one of the first 14 pilot enterprises of auto parts remanufacturing identified by the National Development and Reform Commission, specializing in the remanufacturing of engines and their parts.
	Engines and their parts, gearboxes, starters, steering gears
	Weifang

	GE Aviation
	GE Aviation built a Smart Manufacturing and Remanufacturing Innovation Center in Shanghai Lingang. The initial R&D projects of the Center include advanced cleaning technologies for aircraft engines, coating stripping and automatic laser cleaning technologies, which will be gradually expanded to the development of maintenance technologies such as effectiveness analysis and laser melting and cladding at a later stage.
	Aircraft engines
	Shanghai (not in production at present)


(XXII) Import and remanufacturing of medical imaging equipment
1. Analysis of the economic advantages of enterprises engaged in the import and remanufacturing of medical imaging equipment to settle in Hainan Free Trade Port
(1) Reduction of operating costs under the zero-tariff policy. With the non-destructive disassembly technology and sorting and recycling technology adopted in the disassembly process, non-destructive cleaning equipment in the part cleaning process, non-destructive test technology in the part testing and service life estimation process, as well as the surface engineering technology in the part repair and remanufacturing process, the manufacturing level of the remanufacturing equipment made in China have improved to certain extent that such equipment can generally meet the processing and manufacturing needs of enterprises (i.e.: remanufacturing enterprises mainly use the processing equipment made in China). Meanwhile, foreign automatic cleaning, testing and assembly equipment can significantly increase the precision of remanufacturing and production processes and reduce the pollution level of the remanufacturing process. Remanufacturing enterprises seek international cooperation to promote technological upgrading and choose to import equipment and production lines for the remanufacturing and processing of printers and copying machines from abroad.
Main Remanufacturing and Processing Equipment
	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Disassembly
	Mechanical dismantling equipment
	3-10
	0
	13
	1.3

	Cleaning
	Ultrasonic equipment and other cleaning equipment
	5-20
	0
	13
	2.6

	Testing
	Non-destructive testing devices
	15-50
	0.7
	13
	6.9

	Repair and remanufacturing
	Laser cladding equipment
	20-200
	9
	13
	46.3

	Assembly
	Automatic assembly equipment
	10-15
	0
	13
	2.0


As indicated by the findings from the research on the prices of major remanufacturing and processing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the import and remanufacturing of medical imaging equipment can take certain economic advantages by realizing a cost reduction of about RMB 591,000 for each set of processing equipment purchased.
(2) Exemptions and reductions in corporate income taxes and personal income taxes. Global remanufacturing business of medical imaging equipment is mainly concentrated in leading enterprises, such as GE Healthcare, Siemens, Philips, Hitachi and Toshiba Medical. Among them, GE Healthcare has completed its first green remanufacturing project of large medical equipment MR in China at its magnetic resonance imaging (MRI) production base in Tianjin, and the first three MR devices have been delivered. As enterprises engaged in the remanufacturing of medical imaging equipment have not achieved mass production in China, we can assume that each production base of leading enterprises remanufactured 10 sets of high-end MRI equipment per year, with an annual operating income of RMB 500 million, which will grow at a rate of 5%, to calculate the corporate income tax of the production bases.
Comparison of Corporate Income Taxes of Enterprises Engaged in the Remanufacturing of Medical Imaging Equipment
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	5.00
	5.25
	5.51
	5.79
	6.08
	

	Operating cost (in RMB 100 million)
	
	3.50
	3.68
	3.86
	4.05
	4.25
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.375
	0.394
	0.413
	0.434
	0.456
	2.072

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.225
	0.236
	0.248
	0.260
	0.273
	1.243


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the medical imaging equipment remanufacturing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a medical imaging equipment remanufacturing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 83 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the remanufacturing of printers or copying machines in Hainan Free Trade Port are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in the import and remanufacturing of medical imaging equipment to settle in Hainan Free Trade Port 
Chinese enterprises engaged in the remanufacturing of medical imaging equipment mainly cluster in Tianjin City. East China is the largest consumer of medical imaging equipment in China. Most imported medical imaging equipment in China originate from the United States. We can compare “importing 100 sets of medical imaging equipment by sea from the United States to Tianjin City for remanufacturing and then transporting them to Shanghai for sale” with “importing 100 sets of medical imaging equipment by sea from the United States to Hainan for processing and then transporting them to Shanghai for sale”:
When importing 100 sets of medical imaging equipment by sea from the United States to the Port of Tianjin in China, the freight rate is about RMB 9,000 (about USD 1,400) per ton, and the total freight for international transportation is about RMB 9 million. When the equipment is transported from Tianjin to Shanghai for sales, the freight rate is about RMB 1,000 per ton, and the total freight is about RMB 1 million. Therefore, the accumulated freight is RMB 10 million.
When importing 100 sets of medical imaging equipment by sea from the United States to the Port of Yangpu in China under the same context, the freight rate is about RMB 10,500 (about USD 1,600) per ton, and the total freight for international transportation is about RMB 10.5 million. When these machines are transported from Hainan to Shanghai for sales, the freight rate is about RMB 1,200 per ton, and the total freight is about RMB 1.20 million. The accumulated freight is RMB 13.20 million, and the total logistics cost is about RMB 3.2 million. In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous Chinese remanufacturer of medical imaging equipment with another production base in a non-free-trade-port area. The production base covers an area of 60 mu and is mainly engaged in the remanufacturing of MRI equipment. As the production base still cannot produce MRI equipment in mass and medical equipment remanufacturing market in China is still in its infancy, if the production base produces 10 sets of high-end refurbished MRI equipment per year in the short term and imports MRI equipment mainly from the United States:
	
	Cost of imported raw materials (in RMB 100 million)
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1
	0.8
	2.07
	0.1

	Hainan Free Trade Port
	1
	0.71
	1.24
	0.13


In summary, the comprehensive evaluation on the operation of the production bases of one leading enterprise engaged in the remanufacturing of medical imaging equipment indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base established in Hainan is about RMB 308 million, that is about RMB 89 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 397 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading enterprises engaged in the remanufacturing of medical imaging equipment
	Company Name
	Company Profile
	Major Products
	Production bases in China

	GE Healthcare (USA)
	GE Healthcare, a world’s leading provider of medical imaging, monitoring, and digital medical technologies, has been engaged in refurbishing medical equipment for 20 years through its GoldSeal Department. When a medical facility decides to remove an imaging device, GE Healthcare, through its GoldSeal program, offers to buy it back and refurbish it for remanufacturing so that the product can meet or exceed the original equipment specifications. In 2020, GE Healthcare completed its first green remanufacturing project of large medical equipment MR in China at its base in Tianjin, and the first three MR devices have been delivered.
	MRI equipment and PET/CT equipment
	Tianjin

	Siemens (Germany)
	Siemens’ medical equipment refurbishment and remanufacturing business is known as the Diamond Select program, and the remanufacturing business consists of five processes (rigorous screening, assessment of the service life, condition and repair of equipment, disassembly and transportation, professional refurbishment, installation, calibration and testing, and provision of service support).
	CT, cardiac/vascular or interventional X-ray equipment, conventional X-ray machines, surgical C-arms, mobile equipment and ultrasound equipment
	N/A

	Philips (Netherlands)
	Philips’ medical equipment refurbishment and remanufacturing business is known as the ecoline, which consists of the following five processes: selection - disassembly and transportation - refurbishment - installation - provision of quality assurance and after-sales service as if the equipment is new equipment.
	MRI and CT
	N/A

	Canon (Japan)
	Canon Medical’s medical equipment refurbishment and remanufacturing business is known as the Secondlife, which consists of the following five processes: conducting run tests by an authorized engineer in the area where the equipment is located; issuing an equipment status report; arranging for equipment that meet requirements to enter the Secondlife; disassembling the equipment by trained professional; and transporting the equipment to Canon Medical’s refurbishment center in Aalborg, Denmark.
	MRI and CT
	N/A


(XXIII) Manufacturing of reclaimed rubber based on imported rubber
1. Analysis of the economic advantages of enterprises engaged in reclaimed rubbers to settle in Hainan Free Trade Port
(1) Reduction of operating costs under the zero-tariff policy. Reclaimed rubber is a scrap and vulcanized rubber that has been crushed, heated, mechanically treated, and undergone other physical and chemical processes to be transformed from an elastic rubber to a plastic and sticky rubber that can be vulcanized again. The essence of the reclamation process is the destruction and degradation of vulcanized rubber networks under the combined effect of heat, oxygen, mechanical action, and chemical and physical effects of the reclamation agent, i.e., “desulfurization” treatment.
The exhaust gas and dust generated from the manufacturing process of reclaimed rubber pollute the environment and require strict exhaust gas purification measures. In terms of the production process, in 2008, China invented the atmospheric pressure plasticization method, which completely solved the secondary pollution problem in the desulfurization process of reclaimed rubber, enabling the Chinese reclaimed rubber industry to achieve clean production and basically realize pollution-free and nuisance-free production. The production technologies of the industry have reached the advanced international level and are being improved to promote green and environment-friendly production.
The manufacturing of reclaimed rubber mainly includes four major processes: crushing, filtering, desulfurization and refining. Researches indicate that Chinese enterprises mainly use homemade equipment to manufacture reclaimed rubbers. However, to fight against pollution caused by the high-temperature desulfurization process, leading enterprises of reclaimed rubber in China integrate advanced technologies and equipment from Russia, the United States, Canada, Germany and other countries to create automatic, continuous, green and environment-friendly, clean and intelligent production lines of reclaimed rubber to achieve “near-zero emission” during the manufacturing of reclaimed rubbers. As China continues to implement stricter requirements on the green and environment-friendly production of reclaimed rubbers, and energy saving and consumption reduction during the production, enterprises may use imported equipment more frequently. The following are the market prices of imported equipment that may be used in different processes of the production lines of reclaimed rubbers.
Main Equipment for the Processing of Reclaimed Rubbers

	Process
	Types of equipment
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Crushing
	Crushing systems and equipment for scrap tires
	15-20
	7
	13
	3.6

	Filtering and classification
	Rubber filter
	30
	5
	13
	5.4

	Desulfurization
	Twin-screw double-stage special extruder
	40-50
	5
	13
	8.1

	Refining
	Kneader
	20-50
	5
	13
	6.3

	
	Refiner
	15-20
	8
	13
	3.78


As indicated by the findings from the research on the prices of major remanufacturing and processing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the remanufacturing of reclaimed rubber can take obvious economic advantages by realizing a cost reduction of about RMB 300 thousand for each set of processing equipment purchased.
(2) Exemptions and reductions in corporate income taxes and personal income taxes. The current production capacity of Chinese enterprises of reclaimed rubber is generally small. There are about 1,500 enterprises of reclaimed rubber in China. Their total production capacity of reclaimed rubber is about 4.3 million tons per year, which means each enterprise produces about 3,000 tons of reclaimed rubber per year. We can take a leading enterprise of reclaimed rubber that integrates imported equipment into its production line as an example to calculate the corporate income tax. The production base of the enterprise has one production line which can produce up to 20 thousand tons of reclaimed rubber powder every year, with an operating income of RMB 204 million that is growing at a rate of 5%.
Comparison of Corporate Income Taxes of Enterprises of Reclaimed Rubber
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	2.040
	2.142
	2.249
	2.362
	2.480
	

	Operating cost (in RMB 100 million)
	
	1.428
	1.499
	1.574
	1.653
	1.736
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	0.153
	0.161
	0.169
	0.177
	0.186
	0.845

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	0.092
	0.096
	0.101
	0.106
	0.112
	0.507


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the reclaimed rubber manufacturing industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a reclaimed rubber plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 28 million less than that of a similar plant established in a non-free-trade-port area. For reclaimed rubber enterprises which are generally of a small scale, the advantages of the preferential policies on corporate income taxes in Hainan Free Trade Port are considerable.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the manufacturing of reclaimed rubbers in Hainan Free Trade Port are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
2. Analysis of the logistics costs of enterprises engaged in reclaimed rubbers to settle in Hainan Free Trade Port
Chinese enterprises engaged in the manufacturing of reclaimed rubber mainly cluster in the Yangtze River Delta region. East China is the largest consumer of reclaimed rubber in China. Taking the production of reclaimed rubber powder in a reclaimed rubber production base in Anhui and the sales of the tires in Shandong for example, we can compare “importing 10,000 tons of scrap tires by sea from Japan to Maanshan, Anhui for remanufacturing and then transporting them to Shandong for sales” with “importing 10,000 tons of scrap tires by sea from Japan to Hainan for processing and then transporting them to Shandong for sales”:
When importing 10,000 tons of scrap tire by sea from Japan to Anhui, China, the freight rate is about RMB 450 per ton, and the total freight for international transportation is about RMB 4.5 million. When the tires are transported from Anhui to Shandong for assembly, the freight rate is about RMB 700 per ton, and the total freight is about RMB 7 million. Therefore, the accumulated freight is RMB 11.5 million.
When importing 10,000 tons of scrap tire by sea from Germany to the Port of Haikou, China under the same context, the freight rate is about RMB 585 per ton, and the total freight for international transportation is about RMB 5.85 million. When the tires are transported from Hainan to Shandong for sales, the freight rate is about RMB 1,000 per ton, and the total freight is about RMB 10 million. The accumulated freight is RMB 15.85 million. In other words, the logistics cost caused by the import to Hainan is about RMB 4.35 million higher than that to the rest of China. In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a reclaimed rubber enterprise with another production base in a non-free-trade-port area. The clean and intelligent production base of reclaimed rubber covers an area of 37 mu and has an annual production capacity of 20,000 tons reclaimed rubber powder. If the raw materials of scrap rubber are all imported, then the base will import about 30,000 tons (1 ton of reclaimed rubber powder requires about 1.5 tons of scrap rubber) of scrap rubber.
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax
(In 100 million yuan)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.90
	0.85
	0.35

	Hainan Free Trade Port
	1.56
	0.51
	0.47


In summary, the comprehensive evaluation on the operation of the production bases of one leading enterprise engaged in the manufacturing of reclaimed rubber indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of the production base in Hainan is about RMB 254 million, that is about RMB 56 million less than that of the other production base established in Shanghai (which is about RMB 310 million), without considering the amortization of equipment costs.
4. Geographical distribution of reclaimed rubber enterprises
	Company Name
	Company Profile
	Major Products
	Production bases in China

	Nantong Huili Rubber Co., Ltd.
	Nantong Huili Rubber, founded in 1975, is a large reclaimed rubber manufacturer and a demonstration unit of circular economy promotion in Jiangsu Province. It has an annual production capacity of 120,000 tons of reclaimed rubbers. Its products are exported to more than 20 countries and regions such as Europe, the United States, Asia Pacific and Africa.
	Butyl reclaimed rubber, EPDM reclaimed rubber, reclaimed rubber for environment-friendly tires and tire reduction rubber, etc.
	Nantong

	Hebei Hongyun Special Reclaimed Rubber Co., Ltd.
	Hongyun Special Reclaimed Rubber is a famous production base for the R&D and production of special reclaimed rubber in China, which has established 7 reclaimed rubber production bases, 39 professional automatic special reclaimed rubber production lines, 1 comprehensive R&D center and 11 sales branches throughout China, and has developed into a group enterprise of reclaimed rubber that provides one-stop service of production, scientific research, development, introduction and sales. It adopts high-quality raw materials with high content, complete testing means, and world-class advanced desulfurization technologies.
	Recycled rubber products (for inner and outer tires, shoe materials, cables and wires, conveyor belts, bridge bearings, water stops, ship fenders, hoses, seals, oil-resistant products, etc.)
	Hengshui

	China Rubber Resource Regeneration (Qingdao) Co. Ltd.
	Founded in 2013, China Rubber Resource Regeneration (Qingdao) Co. Ltd. has always committed to the energy-saving and environmental protecting utilization of scrap tires resource. It is mainly engaged in the R&D and consultation service of vulcanized rubber powder, reclaimed rubber and its complete set of clean production equipment and technology. It has designed China’s first continuous, automatic, environment-friendly, energy-saving and 10,000-ton clean production line of reclaimed rubber for scrap tires, and developed a set of plant-derived environment-friendly formula additives system reclaimed rubber. Its relevant technologies, equipment and products have been mature and its products meet applicable EU standards.
	Reclaimed rubber (for rubber products such as v-belts, conveyor belts, hoses and shaped tires)
	Qingdao

	Xiantao Juxing Rubber Co., Ltd.
	Xiantao Juxing Rubber is a council member of the China Rubber Industry Association and the vice-chairman unit of the Scrap Rubber Comprehensive Utilization Branch. It produces 10,000 tons of ordinary reclaimed rubber, 6,000 tons of butyl reclaimed rubber, 4,000 tons of light-colored reclaimed rubber, 1,500 tons of high-strength reclaimed rubber and 3,000 tons of refined rubber powder annually. Its pollution-free reclaimed rubber for sponge midsole has been nominated as a designated product by several large shoe-making groups in China.
	Butyl, light color, tire, rubber shoe, miscellaneous products, special reclaimed rubber for inner tire and rubber powder
	Xiantao

	Laiwu Fuquan Rubber Co., Ltd.
	Founded in 1976, Laiwu Fuquan Rubber is a famous enterprise engaged in the R&D of the production process of reclaimed rubber, the chairman unit of the Scrap Rubber Comprehensive Utilization Branch, and the largest scrap rubber recycling enterprise in Shandong.
	Reclaimed rubber and rubber powder
	Laiwu

	Chaoyang Huaxing Wanda Tyre Co., Ltd.
	Chaoyang Huaxing Wanda Tyre, formerly known as the state-owned Beipiao Rubber Plant established in 1958, has rich experience in producing inner tires and advanced production technologies. It mainly produces butyl rubber inner tires, cushion belts and engineering inner tires and is building a reclaimed rubber project with a designed annual output of 200,000 tons of reclaimed rubber.
	Reclaimed rubber
	Beijing


Chapter IV Other Characterized Industries
Focusing on other characterized industries in Hainan, including key high-tech industries and competitive industries with Hainan characteristics, this chapter analyzes the benefits brought by the preferential policies of Hainan Free Trade Port to the manufacturing industries settling in Hainan, shows the scenarios for the application of relevant polices, and give suggestions for the development and investment attraction of Hainan.
I. Key High-Tech Industries
(XXIV) Manufacturing of chips and wafers below 90nm
A chip refers to a silicon chip containing an integrated circuit, where an integrated circuit (IC) consisting of transistors, resistors, capacitors, inductors, wiring and other components is placed on one or several small wafers (silicon wafers) and then cut, mounted, plastic-encapsulated to build a micro structure with required circuit functions. A chip is made by building an integrated circuit on wafers through a series of operations such as packaging and testing, while wafer fabrication is a procedure of transferring an integrated circuit (IC) from a mask to an extremely high-purity silicon wafer substrate (mainly mono-crystalline silicon materials).
The advanced nature of the chip technology is mainly reflected in the "process" (that is, the IC line width). The wafer size develops with the technological process. Each process stage corresponds to a wafer size. The larger the diameter of the wafer, the more the integrated grains, the smaller the chip process, and the more advanced the process. 90nm and 28nm are the two major process nodes for chips. 12-inch wafers correspond to 90nm process or below, 8-inch wafers correspond to 90nm process or above. It is recommended that Hainan should focus on the manufacturing of chips and wafers below 90nm.
1. Analysis of preferential policies
The main preferential policy, which chip and wafer manufacturers settling in Hainan Free Trade Port are entitled to, is the zero-tariff policy. Chip manufacturing facilities in China mainly include wafer manufacturing equipment and chip packaging and testing equipment, and the investments on such equipment account for 60%, 5% and 8% of total investments for the equipment on the chip production line, respectably. It should be noted that China is highly dependent on the import of chip manufacturing facilities. Most of the semiconductor equipment required for chip production needs to be imported from the United States and Japan, and very few manufacturers in China are able to manufacture the equipment required for the technological process of chip production. The Chinese enterprises which can manufacture the required equipment only take a very small market share.
Wafer manufacturing equipment. Wafer processing equipment mainly includes mask aligners, etching machines, physical vapor deposition (PVD) equipment, chemical vapor deposition (CVD) equipment, ion implanters, chemical-mechanical polishing (CMP) machines, diffusion/oxidation equipment. Among others, mask alignment is the most complex and critical process step in the wafer manufacturing process, involving precision optics, precision motion, high-precision environmental control and many other advanced technologies. The lower the line width of a chip, the more advanced the mask aligner. At present, there are very few mask aligner manufacturers in China. Mask aligners manufactured by Shanghai Micro Electronics Equipment (Group) Co., Ltd., which represent the top level of mask aligners in China, take 80% of market share of the “mask aligner above 90nm” market in China. However, China is almost completely dependent on the import of chips of 90nm or below. In China, many etching machines are manufactured domestically. The etching machines produced by Advanced Micro-Fabrication Equipment Inc. can be used for manufacturing 28nm chips. PVD equipment made in China can technologically cover 110-28nm chips. Less than 20% of CVD equipment, ion implanters and other equipment in service are made in China.
Packaging equipment: the packaging equipment market is an oligopoly market, so no more than 10% of traditional packaging equipment are made in China. China is heavily dependent on the import of bonders, which is an important equipment used in the packaging process. The main bonder manufacturers include EVG in Austria, SUSS in Germany, K&S in Japan and ESEC in Switzerland.
Testing equipment: mainly include process testing, wafer testing and final testing equipment. Teradyne (USA), Advantest (Japan) and Cohu (USA) take more than 90% of the testing equipment market in China.
In summary, most of chip manufacturing equipment in China are imported from foreign countries at a very high cost. The reduction and exemption of tariff and VAT on such equipment under the zero-tariff policy of Hainan Free Trade Port will greatly reduce the operating cost of chip manufacturing enterprises.
As the import tariff rate on chips, wafers and their upstream silicon slices is 0%, relevant enterprises cannot enjoy the benefits brought by the policy for exemption of tariffs on added value from processing in Hainan. The Announcement on Enterprise Income Tax Policies for Promoting the High-Quality Development of the Integrated Circuit Industry and the Software Industry, issued by the Ministry of Finance in December 2020, clearly provides relief from corporate income tax for chip enterprises.
The integrated circuit manufacturing enterprises or projects which can manufacture integrated circuits with an encouraged line width of less than 28nm (inclusive) for an operating period of more than 15 years are exempted from corporate income taxes in the first 10 years (from the first year to the tenth year).
The integrated circuit manufacturing enterprises or projects which can manufacture integrated circuits with an encouraged line width of less than 65nm (inclusive) for an operating period of more than 15 years are exempted from corporate income taxes in the first 5 years and entitled to a 50% tax reduction (on the basis of a tax rate of 25%) from the sixth year to the tenth year.
The integrated circuit manufacturing enterprises or projects which can manufacture integrated circuits with an encouraged line width of less than 130nm (inclusive) for an operating period of more than 10 years are exempted from corporate income taxes in the first 2 years and entitled to a 50% tax reduction (on the basis of a tax rate of 25%) from the third year to the fifth year.
2. Analysis of the economic advantages of chip manufacturers to settle in Hainan Free Trade Port
The research findings indicate that, a wafer production line capable of outputting 10,000 wafers per month requires 8 mask aligners, 25 etching machines, 24 sets of PVD equipment, 42 sets of CVD equipment, 13 ion implanters, 12 sets of CMP equipment, 22 sets of diffusion / oxidation equipment; a chip packaging and testing line capable of outputting 10,000 chips per month requires 80 chip bonders, 15 testing machines, 20 sorting machines and 50 probe stations. The tariff exemption amounts in Hainan can be quantified on the basis of the import price, import tariff and VAT of the equipment required by the wafer and chip packaging and testing line.
Import of Main Equipment for Manufacturing Chips
	Manufacturing process
	Types of equipment
	Import price (in RMB 10,000/set)
	Import tariff (%)
	Import VAT (%)
	Number of equipment on production line
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Manufacturing of chips and wafers
	Mask aligners
	70000-110000
	0
	13
	8
	114400

	
	Etching machines
	7400
	0
	13
	25
	24050

	
	Physical vapor deposition (PVD) equipment
	5000
	0
	13
	24
	15600

	
	Chemical vapor deposition (CVD) equipment
	100
	0
	13
	42
	546

	
	Ion implanters
	1500
	0
	13
	13
	2535

	
	Chemical-mechanical polishing (CMP) machine
	1200
	0
	13
	12
	1872

	
	Diffusion/oxidation equipment
	620
	0
	13
	22
	1773.2

	Chip packaging and testing machine
	Bonder
	165
	0
	13
	80
	1716

	
	Testing machine
	25
	0
	13
	15
	48.75

	
	Sorting machine
	30
	0
	13
	20
	78

	
	Probe station
	50
	0
	13
	50
	325


(Note: No tariff is levied on the import of mask aligners in China; and the import of mask aligners in non-free trade areas of China is subject to 13% VAT, but exempted from import VAT in Hainan Free Trade Port.)
With 28nm and 90nm as technology nodes, all equipment for manufacturing chips and wafers below 28nm need to be imported from abroad; for the manufacturing of chips at 90-28nm, all mask aligners need to be imported from abroad, etching machine and PVD equipment made in China can be adopted, and all other wafer manufacturing equipment need to be imported; all mask aligners, etching machine and PVD equipment made in China can be used for the manufacturing of chips above 90nm. Chip packaging and testing equipment is not closely related to the chip manufacturing process, so it can be deemed that all such equipment needs to be imported from broad.
For chips and wafers of 28nm or below: the equipment imported by enterprises that have settled in Hainan Free Trade Port is entitled to a tax exemption amount of RMB 1.608 billion.
For chips and wafers of 90-28nm: the equipment imported by enterprises that have settled in Hainan Free Trade Port is entitled to a tax exemption amount of RMB 1.21 billion.
For chips and wafers above 90nm: the equipment imported by enterprises settling in Hainan Free Trade Port is entitled to a tax exemption amount of RMB 67 million.
For chip packaging and testing: the equipment imported by enterprises that have settled in Hainan Free Trade Port is entitled to a tax exemption amount of RMB 22 million.
As indicated above, the enterprises that have settled in Hainan Free Trade Port are entitled to the great benefits under the zero-tariff policy when importing the equipment for chips of 90nm or below.
3. Analysis of the costs of chip manufacturers to settle in Hainan Free Trade Port
The chip manufacturing equipment, which may weigh up to 100-200 tons per set, is a precision instrument requiring high logistics costs. Light in weight, chips (including chip wafers) are logistic-light goods, and their logistics costs can be ignored. As indicated by the findings from the research on logistics and transport enterprises, chip manufacturers to settle in Hainan Free Trade Port, will face a disadvantage in terms of logistics cost when they import manufacturing equipment from “overseas origin to Hainan”.
The freight rate for importing chip manufacturing equipment by sea, from the USA to Guangzhou (one of chip manufacturing centers in China), is about 9,000 RMB per ton (about USD 1,400 per ton), while in the same context, the freight rate for importing chip manufacturing equipment by sea, from New York to Port of Yangpu in Hainan Province is about 10,500 RMB per ton (about USD 1,600 per ton). We can calculate and compare the logistics costs occurred to a chip manufacturer in a non-free-trade-port area to that of a chip manufacturer in Hainan Free Trade Port when they both import a wafer production line capable of outputting 10,000 wafers per month and a chip packaging and testing line capable of outputting 10,000 chips per month.
When importing a production line for manufacturing wafers of 28nm or below: the logistics costs of a chip manufacturer in Hainan Free Trade Port is RMB 307 million, that is RMB 44 million higher than that of a chip manufacturer in a non-free-trade-port area (which is about RMB 263 million). 
When importing a production line for manufacturing wafers of 90-28nm: the logistics costs of a chip manufacturer in Hainan Free Trade Port is RMB 204 million, that is RMB 29 million higher than that of a chip manufacturer in a non-free-trade-port area (which is about RMB 175 million). 
When importing a production line for manufacturing wafers above 90nm: the logistics costs of a chip manufacturer in Hainan Free Trade Port is RMB 307 million, that is RMB 147 million higher than that of a chip manufacturer in a non-free-trade-port area (which is about RMB 160 million). 
When importing a chip packaging and testing line: the logistics costs of a chip manufacturer in Hainan Free Trade Port is RMB 9.1 million, that is RMB 1.3 million higher than that of a chip manufacturer in a non-free-trade-port area (which is about RMB 7.8 million). 
4. Case study
In this case study, a comparison was made on the cost for establishing a production base in Hainan by wafer manufacturers and chip packaging and testing enterprises with another production base in a non-free-trade-port area.
(1) Manufacturing of wafers
Wafers of 28nm or below. With the TSMC 28nm production base (with a monthly production capacity of 20,000 pieces and a total area of about 670 mu) in Nanjing as a benchmark: the cost for a 28nm (and below) wafer production base to settle and start operations in Hainan Free Trade Port is about RMB 11.374 billion, that is about RMB 1.522 billion less than that in Nanjing (which is about RMB 12.896 billion), without considering the amortization of equipment costs. This indicates that, considerable comprehensive economic benefits will be obtained by an enterprise if it establishes a 28nm (and below) wafer production base in Hainan.
Cost Comparison for 28nm Wafer Production Bases
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Nanjing
	123.7
	0
	5.26

	Hainan
	107.6
	0
	6.14


90-28nm wafers. With a 55nm production base (with a monthly production capacity of 40,000 pieces and a total area of about 700 mu) as a benchmark: the cost for a 90-28nm wafer production base to settle and start operations in Hainan Free Trade Port is about RMB 8.923 billion, that is about RMB 1.094 billion less than that in a non-free-trade-port area (which is about RMB 10.017 billion), without considering the amortization of equipment costs. This indicates that, high economic benefits will be obtained by an enterprise if it establishes a 90-28nm wafer production base in Hainan.
Cost Comparison for 55nm Wafer Production Bases
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	93.17
	0
	7

	Hainan Free Trade Port
	81.07
	0
	8.16


Chips and wafers above 90nm. With the SMIC 90-350nm production base (with a monthly production capacity of 70,000 pieces and a total area of about 320 mu) in Tianjin as a benchmark: the cost for a wafer production base above 90nm to settle and start operations in Hainan Free Trade Port is about RMB 5.299 billion, that is about RMB 0.56 billion less than that in Wuxi (which is about RMB 4.739 billion), without considering the amortization of equipment costs. This indicates that, no economic benefits will be obtained by an enterprise if it establishes a wafer production base above 90nm in Hainan.
Cost Comparison for 90-350nm Wafer Production Bases
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Tianjin
	36.19
	0
	11.2

	Haikou
	31.5
	0
	21.49


(2) Chip packaging and testing
With the JCET chip packaging and testing base (with a monthly production capacity of 300,000,000 pieces and a total area of about 60 mu) in Jiangyin as a benchmark: the cost for a chip packaging and testing base to settle and start operations in Hainan Free Trade Port is about RMB 462 million, that is about RMB 62 million less than that in Nanjing (which is about RMB 524 million), without considering the amortization of equipment costs. This indicates that, certain comprehensive economic benefits will be obtained by an enterprise if it establishes a chip packaging and testing base in Hainan.
Cost Comparison for Chip Packaging and Testing Bases
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Jiangyin
	5.01
	0
	0.23

	Haikou
	4.35
	0
	0.27


In summary, Hainan Free Trade Port should focus on the manufacturing of chips and wafers below 90nm.
Among others, wafers of 28nm and below are mainly used in 3D NAND (flash memory particles), DRAM (dynamic random-access memory), System on a Chip (SOC), application specific integrated circuits (ASIC), MEMS microcomputers, smartphone processor chips, high-end graphics cards, PC processors (CPU, GPU, etc.), mining machine chips and FPGA (field programmable gate array). 28-32nm wafers are mainly used in WiFi Bluetooth chips, audio effect processing chips, digital TV chips, set-top box chips, low-voltage and low-energy IoT chips, etc. 32-65nm wafers are mainly used in DSP processors, image sensors, RF chips, WiFi, Bluetooth, GPS, NFC (a near distance wireless communication device) and ZigBee (a short-range wireless technology device). 65-90nm wafers, featuring mature technologies, high profitability and large market, are mainly used in industrial personal computers, motherboard chips, NB-IoT, driver IC, automotive ECU, and widely used in vehicle electronics, as well as military and professional equipment.
5. Geographical distribution of leading chip enterprises
	Company Name
	Company Profile
	Production bases in China

	SMIC
	As one of the leading IC wafer OEMs worldwide, SMIC is the largest multinational group engaged in the manufacturing of ICs with the most advanced technologies and the best supporting facilities in China. 1% of its manufacturing capacity is for 14nm wafers; 5% for 28nm wafers; 16% for 40/45nm wafers; 31% for 55/65nm wafers; and 1.5% for 90nm wafers.
	Beijing, Shanghai, Shenzhen, Tianjin

	Huahong Group
	Huahong Group is a chip manufacturer with mainstream technology for manufacturing advanced chips, with its operating income mainly from the sales of 65nm/55nm wafers. Huahong Group has started the mass production of 28nm wafers, and is still in a stage of verifying and introducing technologies for 14nm wafers.
	Shanghai, Wuxi

	China Resources Microelectronics Limited
	As a leading semiconductor company capable of integrating operations in the whole industrial chain such as chip design, wafer fabrication, packaging and testing, China Resources Microelectronics has strong product technology and manufacturing process capabilities in both discrete devices and integrated circuits, especially for the manufacturing of 90nm wafers.
	Chongqing, Wuxi

	Nexchip Semiconductor
	As a joint venture established by Hefei Construction Investment Holding (Group) Co., Ltd. and Tiawan Powerchip Technology Corporation, Nexchip Semiconductor has become of top 10 wafer OEMs worldwide, which is mainly engaged in the manufacturing of 180-55nm wafers.
	Hefei

	United Semiconductor
	A first-class joint venture established by United Microelectronics Corporation, Xiamen Municipal People's Government and Fujian Electronic Information Group, United Semiconductor is mainly engaged in manufacturing of integrated circuits and can provide fabrication services of 40nm and 28nm wafers.
	Xiamen

	Semiconductor Manufacturing Electronics (ShaoXing) Corporation
	As a manufacturer providing OEM services for the package of special integrated circuit chips and modules, Semiconductor Manufacturing Electronics (ShaoXing) is devoted to artificial intelligence, mobile communications, automotive electronics, industrial control and other fields.
	Shaoxing

	CanSemi
	Focusing on IoT, automotive electronics, industrial control, 5G and similar application fields, CanSemi mainly produces analog chips, discrete devices and image sensors. The first phase of its semiconductor project focuses on the manufacturing of 180-90nm analog chips and discrete devices (outputting 40,000 pieces of 12-inch wafers per month), and the second phase focuses on the most advanced high-voltage BCD technology for 65nm-40nm analog chips (outputting 40,000 pieces of 12-inch wafers per month).
	Guangzhou

	Hejian Technology
	United Semiconductor (Xiamen), a subsidiary of Hejian Technology, is mainly engaged in the R&D and manufacturing of 12-inch wafers, covering 28nm, 40nm, 90nm and other processes, and its products are mainly used in fields such as communications, computers, consumer electronics, and automotive electronics.
	Suzhou

	TSMC
	As a leader in the advanced process, TSMC has begun the mass production of 7nm chips and wafers, and the products with advanced process technology (28nm and below) contributed 61% of total income, and the contribution rate of 10nm products rose to 13%.
	Nanjing, Shanghai

	Hangzhou Silan Microelectronics Co., Ltd.
	The 12-inch chip project of Silan Microelectronics is to build two 12-inch IC production lines which may be used mainly for producing MEMS and power components. The first 12-inch production line will output 80,000 wafers with a line width of 90nm in each month, and the second one will be completed in the third phase of the project, with an estimated total investment of RMB 10 billion and a process line width of 65nm-90nm.
	Xiamen

	Samsung
	As the only enterprise that can design and produce 5nm chips in the world, Samsung (China) Semiconductor is a wholly-owned subsidiary of Samsung Electronics in China. The Samsung plant in Xi'an, equipped with semiconductor chip manufacturing, packaging and testing lines, is the largest single investment made by Samsung in oversea market.
	Xi’an

	JCET
	JCET is the world's leading enterprise providing IC manufacturing and technology services, including IC system integration, design simulation, technology development, product certification, wafer-in-test, wafer-level mid-channel package and testing, system-level package and testing and testing of finished chips. Its products cover fields such as network communications, mobile terminals, high-performance computing, automotive electronics, big data storage, artificial intelligence and the Internet of Things and industrial intelligence.
	Jiangyin, Chuzhou, Suqian

	Huatian Technology
	Ranking the second place among listed companies in the Chip industry by virtue of its outstanding package capacity and sales incomes, Huatian Technology provides clients with one-stop services such as package design, package simulation, leadframe package, substrate package, wafer-level package, wafer testing and function testing, logistics and distribution, and enthusiastically undertakes the packaging and testing of high-end CPUs and GPUs.
	Tianshui, Xi'an, Kunshan

	Tongfu Microelectronics
	Specializing in the packaging and testing of ICs, Tongfu Microelectronics is the backbone unit of the National Science and Technology Major Project (Project “02”). It developed and produced MEMS, Hall sensors, MCU and new-generation electronic combustion modules for automobiles of world famous automobile brands such as BMW, Toyota, GM and Suzuki.
	Nantong, Hefei, Xiamen, Suzhou

	China Wafer Level CSP Co., Ltd.
	Devoted to the development and innovation of new technologies, China Wafer Level CSP provides customers with reliable, miniaturized, high-performance and cost-effective semiconductor packaging and mass production services. The wafer-level packaging technology for CMOS image sensors makes possible the emergence of high-performance and miniaturized cell phone camera modules. It has become the most widely used packaging technology. Now, this technology has been used in nearly 50% of the image sensor chips for smart phones, tablet PCs, wearable electronics and other electronic products.
	Suzhou


(XXV) Manufacturing of high-end industrial robot body
An industrial robot is a multi-joint manipulator or an MDOF robotic device. It can realize a variety of industrial processing and manufacturing functions with its own power energy and control capabilities. Industrial robots are widely used in automotive, electronics, chemical and other advanced manufacturing fields, and known as the “the brightest jewel in the crown”. The research and development, manufacturing and application of industrial robots is one important measure of the national innovation and high-end manufacturing level.
The manufacturing of industrial robots mainly includes: body manufacturing and system integration. The robot body, consisting of arms, wrists, travel mechanisms and other structures, is the mechanical support foundation of the robot. The body manufacturing is a process of assembling upstream parts, and the technology and the process determine the performance of robots. System integration is a process of conducting the targeted secondary development and integrating automated peripheral supporting equipment according to different application scenarios and purposes of robots. System integrators, based on their product design capabilities and understanding of the users' industry, provide users with standardized and personalized industrial robot sets that can adapt to different application fields. Only after the system integration can the robot body be put into use by end customers in the downstream manufacturing industries such as automobiles, electronics and metal processing.
At present, the industrial robot bodies manufactured by foreign-funded enterprises account for 70% of the total output of industrial robot bodies in China, and most of them are of high-end categories. There are very few industrial robot body manufacturers with independent brands in China. They are small in in scale, and what they produced mostly are mid-low-end industrial robot bodies. All of the top four industrial robot manufacturers in the world (namely, Fanuc, ABB, Yaskawa and Kuka) have the capabilities of both body manufacturing and system integration, and the automotive industry, which has the widest application of industrial robots and the highest technical barriers, is basically dominated by the products of these four giants. More than 80% of industrial robot enterprises in China are system integrators, and Chinese enterprises with the capabilities of manufacturing industrial robot bodies mainly cluster in low-end fields, and their key technologies and components fall far behind the advanced level in the international community. Most of their products are mainly used in general industrial fields such as 3C electronic automation, metal working, chemical engineering and food manufacturing. Therefore, Hainan should focus on the body manufacturing of high-end industrial robots.
1. Analysis of preferential policies
The preferential policy of Hainan Free Trade Port applicable to the “manufacturing of high-end industrial robot bodies” is the policy for exemption of tariffs on added value from processing.
The research findings indicate that, the top four multinational giants and other foreign-funded enterprises engaged in the industrial robot industry have established production bases in China to produce high-end industrial robot bodies, and a high proportion of the three core components (namely, servo motors, reducers and controllers) adopted in these production bases are imported from abroad.
Servo motors: the servo motor market in China is dominated by servo motor enterprises in the Europe, the United States and Japan. The market of servo motors for industrial robots in China are dominated by Panasonic (14%), Yaskawa Electric (12%) and Mitsubishi (12%), but only Yaskawa Electric established a production base in China. Rexroth (2.5%), Siemens (4.4%) and Schneider (2.2%) take a smaller market share. On the whole, foreign brands’ share of the servo motor market in China is about 75%, with their products mostly targeting at the high-end market, and most of them don’t establish any production base in China. The Chinese brands’ share of the servo motor market in China is about 25%, with their products mostly targeting at the mid-low-end market. About 50% of servo motors demanded by China have to be imported from abroad. It can be believed that China depends entirely on imports to meet the demand of joint ventures and local enterprises for high-end servo motors intended for industrial robots.
Precision reducer: the reducer (mainly including the RV reducer or the harmonic reducer), as a precision power transmission mechanism, is the most critical component of industrial robots. Almost all precision reducers for industrial robots worldwide are made by Japanese companies. For example, Nabtesco’s share of China's industrial robot precision reducer market is 60%; Harmonic’s share, 15%; and Sumitomo’s share, 10%. Leading industrial robot manufacturers around the globe choose precision reducers made by Japanese companies. The industrial robot precision reducers made in China mainly serve Chinese industrial robot enterprises. So far, Nabtesco, Harmonic and Sumitomo have established reducer assembly bases in China, and very few original reducers are imported from Japan.
Controller: The controller is the brain of an industrial robot, which is generally designed and manufactured by robot manufacturers themselves. Therefore, the market sharing of the controller market is basically consistent with that of the robot market. At present, the mainstream industrial robot manufacturers import brand controllers from countries of origins. The robot-specific motion control products developed by some CNC equipment manufacturers in China gradually move to maturity and industrialization, but are mainly used by local industrial robot enterprises.
In summary, China mainly depends on imports to meet the demand of domestic enterprises for servo motors and controllers of high-end industrial robots. Under the policy for exemption of tariffs on added value from processing, if the industrial robot bodies, which have been manufactured or processed, are sold to non-free trade areas, the imported raw materials and parts are exempted from import tariffs. The tariffs on the two major imported parts are less than 15% (that is,12% for servo motors and 8% for controllers), but industrial robot manufacturers are insensitive to logistics costs, and the exemption of import tariffs on core parts is still a strong offset to the disadvantage of logistics costs. Therefore, the policy for exemption of tariffs on added value from processing is highly favorable to the manufacturing of high-end industrial robots.
Now, a small number of automatic production equipment imported by Chinese industrial robot manufacturers are subject to import tariff and VAT. The issuance of the “zero-tariff” negative list for the production equipment imported by enterprises for their own use can reduce the operating cost caused by the imported equipment. This will be attractive to industrial robot body manufacturers. As the costs of imported equipment only account for a small proportion to the total cost of production lines, the zero-tariff policy is not very attractive to industrial robot body manufacturers. Meanwhile, industrial robot manufacturers are mainly national high-tech enterprises identified in the field of advanced manufacturing and automation, and they are also entitled to 15% tax reduction if they establish a plant in a non-free-trade-port area. As a result, the preferential policies on corporate income taxes in Hainan Free Trade Port are not very attractive to industrial robot manufacturers.
2. Analysis of the economic advantages of high-end industrial robot body manufacturers to settle in Hainan Free Trade Port
Under the policy for exemption of tariffs on added value from processing, industrial robot body manufacturers can enjoy the exemption of import tariff on servo motors and controllers, and the reduction of operating costs. For example, a production base of KUKA, with an annual production capacity of 25,000 industrial robots (mainly six-axis robots), has just started trial production. To reach the expected annual production capacity, the production base needs to purchase 150,000 servo motors and 25,000 controllers per year. If the import rate of servo motors and controllers are 50% and 100% respectively, it needs to import 75,000 servo motors and 25,000 controllers per year. Under the policy for exemption of tariffs on added value from processing, the costs of raw materials and parts imported by the production base in Hainan Free Trade Port can be reduced by about RMB 36.50 million per year.
Reduction in Raw Material Import Cost of Kuka’s Production Base in Hainan Free Trade Port
	Category of parts
	Import price (in RMB 10,000/set)
	Import tariff (%)
	Import volume (in 10,000 sets)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Servo motors
	0.25
	12
	7.5
	2250

	Controller
	0.72
	8
	2.5
	1440


3. Analysis of the logistics costs of high-end industrial robot body manufacturers to settle in Hainan Free Trade Port
The production base of Kuka (a leading industrial robot manufacturer in Germany) is in Shunde, Foshan, China, with an annual production capacity of 25,000 industrial robots. The Yangtze River Delta region in China is a large consumer of industrial robots. China imports servo motors and controllers mainly from Japan and Germany, respectively. We can compare “importing 75,000 servo motors and 25,000 controllers by sea from Japan and Germany to Foshan for manufacturing industrial robots, and then transporting the finished goods to the Yangtze River Delta region for sales” with “importing 75,000 servo motors and 25,000 controllers by sea from Japan and Germany to Hainan and then to the Yangtze River Delta region for manufacturing industrial robots”:
When importing 75,000 servo motors by sea from Japan to Guangdong, the freight rate is about RMB 500 per ton, and the total freight for international transportation is about RMB 56,000; when importing 25,000 controllers by sea from Germany to Guangdong, the freight rate is about RMB 1,500 per ton, the freight for international transportation is about RMB 56,000, and the total international freight is RMB 112,000. When the finished industrial robots are transported to the Yangtze River Delta region for sales, the freight rates are about RMB 780 per ton and the total freight is RMB 11.21 million. So, the total accumulated freight is RMB 11.32 million.
When importing 75,000 servo motors by sea from Japan to Port of Yangpu under the same context, the freight rate is about RMB 585 per ton, and the total freight for international transportation is about RMB 66,000; when importing 25,000 controllers by sea from Germany to Port of Yangpu, the freight rate is about RMB 2,200 per ton, the freight for international transportation is about RMB 82,500, and the total international freight is RMB 148,500. When the finished industrial robots are transported to the Yangtze River Delta region for sales, the freight rates are about RMB 1,200 per ton and the total freight is RMB 17.25 million. So, the total accumulated freight is RMB 17.40 million. The total logistic cost is RMB 6.08 million. In reality, the transportation costs are constantly changing because end products may be sold in more than one region. This analysis is just to provide a fresh idea. Before making any investment, enterprises need to conduct careful estimations and calculations based on the realities of relevant markets.
4. Case study
In this case study, a comparison was made on the actual operation of a production base established by a leading industrial robot manufacturer (Kuka, a leading industrial robot manufacturer in Germany) in Hainan with that of another production base in a non-free-trade-port area. The production base in Foshan, covering an area of 75 mu, have an annual production capacity of 25,000 industrial robots and can realize an annual revenue of up to 2.5 billion yuan after starting formal operation. Taking the import of servo motors from Japan and the import of controllers from Germany for example:
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Foshan
	3.68
	1.13
	0.113

	Hainan
	3.31
	1.13
	0.174


Note: The parts and accessories required for manufacturing industrial robot bodies highly depend on imports, but the proportion of imported parts and accessories in the whole production equipment is not high. So, the benefits brought by the zero-tariff policy to relevant enterprises is very limited and can be neglected.
In summary, the comprehensive evaluation on the operation of the production bases of leading industrial robot manufacturers in China indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of an industrial robot manufacturer in Hainan is about RMB 461 million, that is about RMB 31 million less than that of a similar manufacturer in Foshan (which is about RMB 492 million), without considering the amortization of equipment costs. This indicates that, enterprises in Hainan will obtain certain but not obvious comprehensive economic benefits. Other measures need to be taken to attract high-end industrial robot body manufacturers to settle in Hainan.
5. Suggestions on development measures
First, the policy for exemption of tariffs on added value from processing should be implemented to attract leading foreign-funded enterprises to settle and establish an industrial robot body production base in Hainan. Centering on the policy for exemption of tariffs on added value from processing, Hainan should attract leading foreign-funded industrial robot body manufacturers including Fanuc (Japan), ABB (Switzerland), Yaskawa (Japan) and KUKA(Germany) to settle and assembly industrial robot parts in Hainan Free Trade Port and then sold them to non-free trade areas, by elaborating the advantages of lower costs due to the exemption of import tariffs on such core parts.
Second, efforts shall be made to enhance fiscal and financial support by local governments. During the “Thirteenth Five-Year Plan” period, Wuhu Municipal People’s Government of Anhui Province, in order to realize the goal that the scale of the robot manufacturing industry can reach RMB 50 billion, invested RMB 500 million every year to guide the development of the robot manufacturing industry, and 40% of such an investment is used to pay the construction of annual key projects. The government invested RMB 80 million to establish Wuhu Binjiang Intelligent Equipment Industry Development Co., Ltd. and set up a special guarantee fund (RMB 60 million), to guide the investment orientation of financial capital and social capital, form a diversified investment mechanism with “financial guidance at all levels, intensive supports from financial institutions, subsidy support from guarantee institutions”, and to promote the rapid and healthy development of the robot industry. Hainan can learn from the development experience of Wuhu. By establishing industrial development funds and special guarantee funds, Hainan can support the development of the intelligent robot production base of Shanghai Chaz Industry Co., Ltd. which has been located in Meian Ecological Science and Technology New Town, and attract domestic high-end industrial robot manufacturers to settle in Hainan.
Third, the cooperation mode between the government and colleges and universities both at home and abroad should be further explored to establish a joint platform for enterprises, universities and research institutes and guide the development of local small and medium-sized industrial robot enterprises. To promote the clustering of robotics projects, technologies, talents and other elements, Wuhu Municipal People’s Government signed a letter of intent with the Robotics Institute at Carnegie Mellon University, so that Carnegie Mellon University and Effort (a Wuhu-based industrial robotics enterprise with independent brands) can carry out cooperation in the R&D and training concerning robotics engineering, and that Hit Robot, Cowarobot and other enterprise projects can be incubated to build a first-class platform for enterprises, universities and research institutes engaged in the robotics industries. Hainan can learn from the development experience of Wuhu. By establishing cooperation with robotics institutes of colleges and universities at home and abroad, Hainan can establish a joint platform integrating engineering R&D, robotic training and project incubation, to attract Chinese enterprises engaged in body manufacturing and system integration of high-end industrial robots to settle in Hainan.
Fourth, enterprises should be encouraged to carry out the pilot project of “replacing human labor with machines” to demonstrate the transformation of intelligent technologies and the application of robots to activate market demand. Compared with the Yangtze River Delta and the northeast region of China where Chinese industrial robot manufacturers cluster, Chongqing is lack of resources for robotic research and development and weak in the development foundation for the robot industry chain, but enjoys great market advantages for the development of the robot industry. With large-scale automotive and electronics manufacturing industries, Chongqing is facing challenges such as rising labor costs and structural adjustments, and is in urgent need of digital solutions including industrial robots. Chongqing encourages enterprises to apply industrial robots according to their industrial structure, promotes the transformation and upgrading of traditional manufacturing plants to smart plants, and attracts leading robot enterprises both at home and abroad such as Fanuc, KUKA, ABB and Yaskawa to settle in Chongqing with huge market demand. Cities in Guangdong Province encourage enterprises to carry out the transformation to intelligent technologies, and support the industrial robotics industry. Among others, Dongguan Municipal government invests RMB 200 million to support the “replacing human labor with machines” initiatives every year, and drives enterprise to complete technology transformation with a value of RMB 10.7 billion. Hainan should promote the transformation of production bases to adopt intelligent technologies, focus on the automobile, electronics, aerospace and other industries, encourage the initiative of the “replacing human labor with machines”, strengthen the construction of “intelligent plant” pilot projects, form a certain demonstration effect, and use the market demand data to highlight the advantages of industrial robot enterprises to settle in Hainan.
6. Geographical distribution of leading robot enterprises
	Company Name
	Company Profile
	Production bases in China

	FANUC (Japan)
	Founded in 1956, FANUC is the largest professional CNC system manufacturer in the world, taking 70% of the global market. It has developed up to 240 robot products, which are widely used in assembly, handling, welding, forging, spraying, palletizing and other fields.
	Shanghai System Integration Base, without any body base in China

	ABB (Switzerland)
	ABB was founded in 1988 and entered China in 1994. Since 2005, ABB has begun to move its robot production, R&D and engineering centers to China. Now, China has become the largest market of ABB in the world. The robot body products and solutions of ABB have been widely used in welding, assembly, handling, spraying, finishing, packaging, palletizing and other processes of many industries such as automobile manufacturing, food and beverage, computer and consumer electronics.
	Shanghai

	KUKA (Germany)
	KUKA is a top manufacturer in the field of industrial robots and automatic control systems around the world, serving clients such as GM and Siemens. Its products can be applied to the welding, manipulating, palletizing, packaging and working processes in the plant, and also in the medical field. Its production base in Shanghai is the only overseas plant of KUKA set up outside Germany.
	Shanghai

	Yaskawa (Japan)
	Yaskawa Electric (China) Co., Ltd., a wholly foreign-funded enterprise under Yaskawa Electric Corporation with a history of nearly 100 years, was registered in Shanghai in April 1999. Yaskawa Electric has established its first overseas robot manufacturing base in Wujin High-Tech Industrial Development Zone. It is the robot production base with the largest individual production capacity in the world. Yaskawa Electric has built the world's largest servo motor production base in Shenyang.
	Wujin

	Nachi-Fujikoshi (Japan)
	Nachi-Fujikoshi is a comprehensive manufacturing enterprise covering a full range from raw material products to machine tools. It offers diversified products such as machining, industrial robots and functional parts, with the application fields being aerospace industry, rail transit, automobile manufacturing, etc.
	Jiangsu

	Stäubli (Switzerland)
	Stäubli mainly produces precision mechanical and electronic products (such as textile machinery, industrial joints and industrial robots). Industrial robots include light/medium/heavy-load robots, 4-axis SCARA robots, 6-axis robots and special robots, featuring high speed, high precision and good flexibility
	Hangzhou

	Kawasaki (Japan)
	As the first Japanese company to commercialize industrial robots, Kawasaki Robotics (Tianjin) Co., Ltd., which is 100% invested by Kawasaki Heavy Industries, was officially incorporated in Tianjin Economic-Technological Development Area in August, 2006. Its robot products achieve very impressive sales in various fields such as beverage, food, fertilizer, solar energy, etc.
	Suzhou

	Comau (Italy)
	Comau has developed a full range of robots with load ranging from 6 kg to 800 kg. The new-generation SMART series robots adopt core technologies for processes such as spot welding, arc welding, handling, automatic connection with pressing machine, forging, gluing, assembling and cutting. It is the leader in robot automation integration solutions.
	N/A

	Siasun Robotics
	Founded in 2000 and affiliated with the Chinese Academy of Sciences, Siasun Robotics is a high-tech listed company mainly engaged in the robotics technology. It has successfully developed five series of industrial robots with independent intellectual property rights. The five series are industrial robots, collaborative robots, mobile robots, special robots and medical service robots, covering more than 100 products. Siasun Robotics has formed ten development orientations such as intelligent plants, intelligent equipment, intelligent logistics, semiconductor equipment and intelligent transportation. It hasn’t produced any servo motor independently.
	Shenyang, Shanghai, Tianjin, Hangzhou, Wuxi, Qingdao, Weifang

	Borunte Robot
	Founded in 2008 in Dongguan, Guangdong, Borunte Robot has developed and output up to 29 categories of industrial robots and manipulators. Its industrial robots can be applied to fields such as packaging, injection molding, loading and unloading, assembling, finishing, electronic equipment, handling, pressing, grinding, tracking, welding, machine tools, palletizing, spraying, die-casting and bending.
	Dongguan


(XXVI) Manufacturing of new energy vehicles and power system components 
1. Analysis of preferential policies
The policy for refunding value-added tax and consumption tax, the zero-tariff policy and the preferential policy on corporate income tax and personal income tax, which are implemented in Hainan Free Trade Port can only bring very limited benefits to the manufacturers of new energy vehicles and power system components, while the policy for exemption of tariffs on added value from processing can enable the manufacturers of new energy vehicles and power system components to enjoy certain economic advantages.
	Some industries do not enjoy the zero-tariff policy as stated in the “zero-tariff” negative list for the production equipment imported and used by the enterprises, including: the coal mining and processing industry, the ferrous metal mining and processing industry, the non-ferrous metal mining and processing industry, the non-metallic mining and processing industry, the leather tanning industry, the fur tanning and processing industry, the coal chemical industry, the nuclear fuel processing industry, the calcium carbide–based polyvinyl chloride industry, the chromium salt industry, the ferrous metal smelting and rolling industry, the non-ferrous metal smelting and rolling industry, the electroplating process in the metal surface treatment and heat treatment industry, the lead battery manufacturing industry, the manufacturing industries such as PCB and other products that cause high pollution and high environmental risk, the old battery dismantling and recycling industry for the metal waste and scrap processing (except for power battery equipment required by new energy vehicles), the coal product manufacturing industry, the nuclear radiation processing industry, the coal-fired power generation industry, the small hydropower industry in the hydropower generation industry, the thermal power generation industry and the supply industry. The production equipment for new energy vehicles and core components thereof, if not included in the “negative list”, are entitled to the exemption of from import duties, import VAT and consumption tax. Now, the automatic production equipment imported by the manufacturers of new energy vehicles and power system components are subject to import tariff and VAT. The issuance of the “zero-tariff” negative list for the production equipment imported by enterprises for their own use can reduce the operating cost caused by the imported equipment. This will be attractive to manufacturers of new energy vehicles. As the costs of imported equipment only account for a small proportion to the total cost of production lines, the zero-tariff policy is not very attractive to enterprises engaged in the manufacturing and processing of new energy vehicles.
Meanwhile, manufacturers of new energy vehicles and power system components are mainly national high-tech enterprises identified in the field of new energies and the energy-saving technologies, and they are also entitled to 15% tax reduction if they establish a plant in a non-free-trade-port area. As a result, the preferential policies on corporate income taxes in Hainan Free Trade Port are not very attractive to the manufacturers of new energy vehicles and power system components.


The research findings indicate that, most components of new energy vehicles in China are produced domestically (by Chinese-funded enterprises or by the Chinese plants of foreign-funded enterprises). Only the upstream parts or raw materials of new energy vehicle components rely on imports to a certain extent, and can enjoy certain benefits under the policy for exemption of tariffs on added value from processing.
New energy vehicle components with certain import dependency
	New energy vehicles and core components thereof
	Main imported parts and raw materials
	Import tariff (%)

	High-end hybrid vehicles
	Gear boxes
	6%

	Power lithium battery
	Cathode material, electrolyte
	8%

	Cathode material for power lithium battery
	Lithium carbonate, nickel-cobalt materials
	2-8%

	Fuel cell
	High-pressure hydrogen storage cylinder
	8%

	Fuel cell stack
	Membrane electrode
	10%

	Membrane electrode of fuel cell
	Metallic bipolar plate, proton exchange membrane, catalyst
	1.3%-6.5%

	Drive motors and control systems
	IGBT modules
	8%


The main processing and manufacturing orientations include:
High-end hybrid vehicles. Hybrid vehicles have both power system components (engine, gear box, etc.) for traditional fuel vehicles and power system components (power battery, drive motor and control system) for electric vehicles. Many gear boxes used in high-end hybrid vehicles manufactured by joint ventures (such as a part of high-end hybrid models of BMW, Toyota and Honda) are imported from abroad.
Power lithium battery. The cathode materials used in mid-to-high end power lithium batteries (such as the batteries of L&F (South Korea), Ecopro (South Korea) and Umicore (Belgium)) by Chinese power lithium battery manufacturers are all imported from abroad; the anode materials are basically domestically manufactured (main relevant foreign-funded enterprises have established plants in China); the electrolytes are completely domestically manufactured.
Cathode material for power lithium battery. The upstream raw materials for the cathode materials of power lithium battery mainly include lithium carbonate and nickel-cobalt materials. China highly depends on the imports of lithium carbonate. In 2020, the total demand of China for lithium carbonate was 208,600 tons, while the total output nationwide was 166,000 tons. In this period, 50,100 tons of lithium carbonate were imported mainly from enterprises such as SQM (Chile), Chemtall (Germany) and FMC (USA). In China, the nickel-cobalt materials used in the cathode materials for the power lithium battery are mainly produced by companies such as OMG (USA), Forrest (USA), Inco (Canada), Mineral Metals (Russia), Norilsk (Russia), Western Australia Mineral (Australia), showing a high import dependency.
Fuel cell. Now, all fuel cell stacks, adopted as a core component in fuel cells, are made in China, while the high-pressure hydrogen storage cylinder in the hydrogen storage system needs to be imported from abroad. The research findings indicate that, the Type Ⅳ high-pressure hydrogen storage cylinder consists of a plastic liner fully wound with carbon fiber. Light in weight and suitable for vehicle, it is the mainstream technology route abroad, which is almost blank in China. The Type Ⅳ high-pressure hydrogen storage cylinder is still a bottleneck for China’s hydrogen energy industry.
Fuel cell stack. Membrane electrode, the most core component of fuel cell stacks, is known as fuel cell chip. The membrane electrodes demanded by leading enterprises (both British Ballard and Johnson Matthey take a high market share of membrane electrode in China) are mainly imported from abroad, and it will take some time to replace imported by domestic production.
Membrane electrode of fuel cell. The membrane electrode of fuel cell consists of a bipolar plate, a gas diffusion layer, a catalytic layer and a proton exchange membrane. China is still in the R&D trial stage of the metal bipolar plate, and mainly dependent on the imports from Cellimpact (Sweden), Dana (Germany), and treadstone (USA). In China, the proton exchange membrane is only available in bulk in Shandong Dongyue, and the demand of proton exchange membrane is mainly met via imports from Gore (USA), Comu (USA), 3M (USA), and Asahihua (Japan); the common catalyst is platinum catalyst, and only 1 to 3 domestic companies can mass-produce such catalyst, so China mainly depends on imports from Johnson Matthery (UK), BASF (Germany), Tanaka (Japan) and Umicore (Belgium).
Drive motors and control systems. IGBT, a core component of motor controllers, is completely dependent on imports.
2. Manufacturing of power system components for new energy vehicles
Power lithium battery. A leading power lithium battery manufacturer in China, which has established a production base in Hainan, is selected for cost comparison for production bases. The enterprise is a national high-tech enterprise, covering an area of about 400 mu, with an annual output of 10GWh and an annual revenue of RMB 4 billion. The cathode materials and electrolytic materials required by the enterprise are all imported from Japan. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. In summary, the cost of a power battery production base established in Hainan is about RMB 1.829 billion, that is about RMB 64 million less than that of a similar production base established in a non-free-trade-port area (which is about RMB 1.893 billion), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Power Batteries
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	16
	1.8
	1.13

	Hainan Free Trade Port
	14.8
	1.8
	1.69


Cathode material for power lithium battery. A leading cathode material manufacturer, which has established a production base of cathode materials for power lithium batteries in Hainan, is selected for cost comparison of production bases. The enterprise is a national high-tech enterprise, covering an area of about 350 mu. It can output 30,000 tons of high nickel ternary cathode material per year and realize an annual revenue of RMB 3.6 billion. The lithium carbonate and nickel-cobalt materials demanded by the enterprise are imported from the United States. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. In summary, the cost of a production base of cathode material of power lithium battery, which is established in Hainan, is about RMB 1.625 billion, that is about RMB 28 million less than that of a similar production base established in a non-free-trade-port area (which is about RMB 1.653 billion), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Cathode Materials for Power Batteries
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	13.49
	1.65
	1.39

	Hainan Free Trade Port
	12.85
	1.65
	1.75


Fuel cell. A hydrogen fuel cell manufacturer in China, which has established a production base in Hainan and put it into operation, is selected for cost comparison of production bases. The enterprise is a national high-tech enterprise. The first phase of its hydrogen fuel cell project, covering an area of 230 mu, can output 50,000 hydrogen fuel cells, with an output value of RMB 40 billion. Each hydrogen fuel cell, with its power being 145kW, cost RMB 170,000 (so the battery cost is about USD 180 per kilowatt). The fuel cell stacks demanded by the enterprise are all imported from the United States. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. The cost for a fuel cell production base to settle and start operations in Hainan Free Trade Port is about RMB 2.799 billion, that is about RMB 191 million less than that in a non-free-trade-port area (which is about RMB 2.99 billion), without considering the amortization of equipment costs. This indicates that, certain comprehensive economic benefits will be obtained by a fuel cell manufacturer if it establishes a production base in Hainan.
Cost Comparison for Production Bases of Fuel Cells
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	21.25
	8.4
	0.25

	Hainan Free Trade Port
	19.30
	8.4
	0.29


Fuel cell stack. A fuel cell stack manufacturer in China, which has established a production base in Hainan and put it into operation, is selected for cost comparison of production bases. The enterprise is a foreign-funded leading enterprise and has been accredited as a national high-tech enterprise. The production base, covering an area of about 25 mu, is mainly engaged in the production of metal stacks. It can output 1,000 metal stacks per year, with an estimated output value of about RMB 135 million. The membrane electrodes for fuel cell stacks demanded by the enterprise are all imported from the United States. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in Hangzhou. In summary, the cost of a fuel cell production base established in Hainan is about RMB 49 million, that is about RMB 4 million less than that of a similar production base established in a non-free-trade-port area (which is about RMB 53 million), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Fuel Cell Stacks
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	0.47
	0.06
	0.003

	Hainan Free Trade Port
	0.43
	0.06
	0.004


Membrane electrode of fuel cell. As the output of membrane electrodes of fuel cells in China is very small, we can benchmark with the planned capacity of a production base established in Hainan by a leading enterprise engaged in the membrane electrodes of fuel cells. The enterprise is a national high-tech enterprise, and planned to output 4 million fuel cell membrane electrodes per year, with an annual revenue expected to be about RMB 8 billion. The production base is more likely to be built in the Yangtze River Delta, covering an area of 100 mu as conservatively estimated. The metal bipolar plates, proton exchange membranes and catalysts demanded by the enterprise are all imported from the United States. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. In summary, the cost of a fuel cell production base established in Hainan is about RMB 2.4 billion, that is about RMB 40 million less than that of a similar production base established in a non-free-trade-port area (which is about RMB 2.44 billion), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Membrane Electrodes of Fuel Cells
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	19.6
	3.6
	1.2

	Hainan Free Trade Port
	18.8
	3.6
	1.6


Drive motors and control systems. A brand automobile enterprise in China, which has established a “drive motor and control system” production base in Hainan, is selected for cost comparison of production bases. The production base, covering an area of 500 mu, can output 280,000 units (sets) of high-performance motors and control systems, with an annual revenue of about RMB 16.5 billion. The IGBT modules for control systems demanded by the enterprise are all imported from the United States. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. In summary, the cost of a “drive motor and control system” production base established in Hainan is about RMB 2.59 billion, that is about RMB 80 million less than that of a similar production base established in a non-free-trade-port area (which is about RMB 2.67 billion), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Drive Motors and Control Systems
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	21.61
	4.95
	0.11

	Hainan Free Trade Port
	20.68
	4.95
	0.25


In summary, the policy for exemption of tariffs on added value from processing can bring certain economic benefits for manufactures of fuel cells and power system components for new energy vehicles, which has settled in Hainan Free Trade Port, but cannot form a strong offset to the disadvantage of logistics costs. The research findings indicate that, auto parts manufacturers in China often adopt a “centering layout” around the vehicle production bases. Hainan is in the “centering range” of the Greater Bay Area. Planning the manufacturing of upstream auto parts can somewhat reduce the logistics cost disadvantage of vehicle manufacturers in the Greater Bay Area, and enhance the comprehensive economic benefits of enterprises located in Hainan Free Trade Port. It is recommended that Hainan should focus on introducing more production capacity of fuel cells and power system components for new energy vehicles in the Greater Bay Area.
3. Manufacturing of high-end hybrid new energy vehicle
To control costs and improve profits, four core factors should be taken into consideration for the site selection of vehicle manufacturers: (1) local infrastructures for the automotive industry; (2) the transfer of industrial spillover; (3) the expansion of consumer markets; (4) the support of local policies.
Local infrastructures for the automotive industry. China has formed 10 major automobile manufacturing clusters, including Changchun (leading enterprise: FAW Group), Beijing (leading enterprise: Beijing Automotive Group), Shanghai (leading enterprise: SAIC Motor Corporation), Guangzhou (leading enterprise: Guangzhou Automobile Group), Shenyang (leading enterprise: Huachen Automotive Group), Chongqing (leading enterprise: Chang'an Automobile Group), Wuhan (leading enterprise: Dongfeng Motor Group), Baoding (leading enterprise: Greatwall Technology Group), Nanchang ( leading enterprise: Jiangling Motors), Shenzhen (leading enterprise: BYD, XPeng Motors). The leading enterprises in these 10 manufacturing clusters have advanced industrial foundation. To reduce the supply chain costs of vehicles, these enterprises establish their own plants to produce parts and accessories, and attract external manufacturers to provide parts and accessories. Some other vehicle enterprises are also attracted to settle in these clusters by their sound supporting infrastructures. The development of Haima Automobile Group lay a certain foundation for the automobile industry in Hainan, boosting the manufacturing of automobile parts and accessories to a certain scale. However, the new energy vehicle business of Haima Automobile Group is in an initial stage, and have formed a mature industry chain in Hainan, which makes it difficult to attract other vehicle enterprises to settle in Hainan without the industrial agglomeration effect.
Transfer of industrial spillover. If having needs in capacity expansion, a leading vehicle manufacture often chooses an area, which is around its production base and has good industrial foundation, to transfer its capacity spillover, and continues to use existing supply chain to obtain cost advantages. For example, Jiangsu, Zhejiang and Anhui, which have solid industrial foundation for the manufacturing of light industry products such as vehicle parts and components, convenient transportation to and from Shanghai to Shanghai, and a complete supply chain of vehicle parts and components, are the preferred locations for SAIC to build new vehicle production capacity. As planned, the Guangdong-Hong Kong-Macao Greater Bay Area will output 800,000 new energy vehicles per year, but actually it can only output less than 200,000 new energy vehicles per year, in an urgent need for capacity expansion. Located in the Pan-Greater Bay Area, Hainan becomes an option to take on the transfer of capacity spillover from the new energy vehicle industry in the Greater Bay Area. However, Hainan is weak in the supporting infrastructures for the vehicle industry (for example, Hainan is lack of the capacities of manufacturing automotive electronics as well as cells, motors and controllers for new energy vehicles), and is not well connected to other regions of China. As a result, Hainan is not the preferred option to take on the transfer of industrial spillover from the Greater Bay Area.
Expansion of consumer markets. To open up the market and obtain the advantage of vehicle transportation cost, vehicle manufactures may choose to build vehicle production bases in some regions which are weak in industrial foundation and lack of the capacity to take on the transfer of industrial spillover but have great potentials in vehicle consumption market. For example, Sichuan is lack of independent auto brands, and has poor industrial foundation for the vehicle industry. The penetration rate of private cars in Sichuan is far behind that in the eastern region of China, but the growth potential of the automobile consumption market in Sichuan is huge. The automobile market bordering 14 countries is still a blank, enjoying the advantage over both domestic and international markets. The automotive industry is dominated by passenger cars, the foundation of the automotive industry is weak, but the replacement speed of local new energy vehicles is accelerating. As the departure station of the China-Europe Railway Express, Zhengzhou enjoys great advantages to the export of complete vehicles in both domestic and international markets. Hainan Province accelerates the replacement speed of new energy vehicles and has the advantage of being close to the new energy vehicle market in Southeast Asia. However, the size of local and export markets is still relatively limited, so it is difficult to drive new energy vehicle manufacturers to settle in Hainan.
Support of local policies. In some regions which are weak in the industrial foundation for the automotive industry and the capacity to take on the transfer of industrial spillovers, Local governments attract leading vehicle enterprises and other vehicle manufacturers by implementing preferential industrial policies for investment attraction and improving the manufacturing of supporting parts and accessories. For example, when BAIC planned to set up a plant in the south region of China in 1999, Hunan Province seized the opportunity and successfully attracted BAIC Foton to settle in Changsha by implementing relevant policies on giving intensive supports to key enterprises (BAIC Foton, Changfeng Group, etc.) with financial subsidies and capital incentives for manufacturers of key parts and accessories. This helps Hunan Province cultivate the local industry chain and form an industrial agglomeration effect. Hainan Province gives obvious supports for the new energy vehicle industry, but the supporting policies mainly focus on the consumer side, which is not directly beneficial to the manufacturing of new energy vehicles and relevant components. The preferential policies of Hainan Free Trade Port (mainly refer to the policy for exemption of tariffs on added value from processing as stated above) will become the core positive factor to attract the manufacturers of new energy vehicle to settle in Hainan.
As high-end hybrid new energy vehicles can enjoy the benefits brought by the policy for exemption of tariffs on added value from processing, the comprehensive economic benefits for high-end hybrid new energy vehicle manufacturers settled in Hainan Free Trade Port are calculated.
A joint-venture brand automobile enterprise in the Greater Bay Area, which expands its production capacity by establishing a production base in Hainan to produce high-end hybrid new energy vehicles, is selected for cost comparison of its existing production bases. The production base, covering an area of about 685 mu, can output 190,000 hybrid new energy vehicles equipped with imported original gear boxes per year, and such vehicles can create an annual review of RMB 47.5 billion. We can compare the cost of the production base established in Hainan with that of another production base established by the enterprise in a non-free-trade-port area. The cost for a production base of high-end hybrid new energy vehicles to settle and start operations in Hainan Free Trade Port is about RMB 3.52 billion, that is about RMB 76 million less than that in a non-free-trade-port area (which is about RMB 3.596 billion), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of High-End Hybrid Vehicles
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	14.4
	21.37
	0.19

	Hainan Free Trade Port
	13.6
	21.37
	0.23


In summary, the policy for exemption of tariffs on added value from processing can bring certain economic benefits (rather than any obvious comprehensive economic benefits) for manufactures of high-end hybrid new energy vehicles, which has settled in Hainan Free Trade Port. It is recommended that, on the basis of the implementation of the policy for exemption of tariffs on added value from processing, and drawing on the experience of Shanghai in attracting Tesla to settle in Shanghai, the policy support should be strengthened to meet the production capacity demand of the China-based plants of the multinational hybrid vehicle manufactures, so as to realize the “high grafting” of high-end hybrid vehicle projects.
Electric vehicle development plan of major multinational automobile manufacturers
Mercedes-Benz: put forward the vision that the sales volume of pure electric vehicles, plug-in hybrid vehicles, 48V light hybrid electric vehicles will account for more than 50% of its total sales volume in 2030.
BMW: plan to launch 25 EV models (including 13 pure EVs and 12 plug-in hybrids) in 2023, wherein 5 models have been launched by now.
Audi: plan to launch more than 20 EV models by 2025, with hybrid and pure electric models accounting for about a half each.
Volkswagen: accelerate the planning of electrification, adhere to the pure electric route, plan to launch 80 EV models by 2025, among which, 3 EV models have been manufactured in SAIC Volkswagen, 14 EV models in FAW Volkswagen, and 1 EV model in JAC Volkswagen.
Hyundai: produce about 12 EV models through Beijing Hyundai and Chongqing Hyundai Plant, and plan to launch 44 EV models by the end of 2025.
Toyota: open the Chinese market with hybrid vehicles in FAW Toyota and GAC Toyota, and plan to focus on hybrid vehicle manufacturing in the future (increasing the sales volume of hybrids to account for 80% of its total sales volume in 2025).
Honda: plan to put more than 20 electrified models into production in China in 2025, among which 5 have been put into production in Dongfeng Honda and GAC Honda.
Nissan: plan to put more than 20 EV models into production in China by 2022, among which 7 have already been launched via Dongfeng Nissan.
GM: plan to launch more than 60 EV models by 2030, realizing the localization of light hybrids, full hybrids, plug-in hybrids and pure EV series, among which 2 pure EV models and 1 plug-in hybrid model have been put into production in SAIC GM.
Ford: develop a plan to launch 330 series, plan to launch 10 EV models in Chinese market, among which 3 models have been launched via Chang’an Ford and JMC Ford.
Mitsubishi: put 3 EV models into operation in GAC Mitsubishi, but remain slow in development of electric vehicles due to the lack of funds and competitive models, and face increasing market pressure.
Mazda: put 1 pure EV model into production in Chang’an Mazda, and plan to launch plug-in hybrid models on Chinese market.
Experience in attracting Tesla to settle Shanghai
The settlement of Tesla in Shanghai, China received a lot of support from the local government and the central government, including: (1) huge loans at a low interest rate: ICBC, CCB, ABC and Shanghai Pudong Development Bank provided three loans totaling RMB 14.75 billion with an annual interest rate of only 3.9%; (2) high subsidy funding: the Shanghai Municipal Government provided a subsidy of RMB 590 million for the Shanghai Plant of Tesla in 2019; (3) lands sold at an extremely low price: the Shanghai Municipal Government granted Tesla a land at a price equal to 10% of the market price. In return, Tesla has promised to offset this in the form of taxes (RMB 2.2 billion per year), and in case of any failure in doing this, Tesla will have to return the plant to the government.
On the basis of such experience and in combination with the Several Policies to Support the Development of High-tech Enterprises in Hainan Province (for Trial Implementation), Hainan can sign VAM agreements and adopt other means to strengthen the government's financial support, attract new energy vehicle manufactures and focus on the implementation of major projects in key fields.
4. Geographical distribution of leading enterprises
	Company Name
	Company Profile
	Production bases in China

	Contemporary Amperex
	As a global leader in the research and development and manufacturing of lithium-ion batteries, Contemporary Amperex focuses on the R&D, production and sales of new energy vehicle power battery systems and energy storage systems. With its technology and installed capacity leading its peers in China, it is the first and only one Chinese enterprise that can provide supporting parts to international vehicle manufacturers.
	Ningde (Fujian), Xining (Qinghai), Liyang(Jiangsu), Yibin (Sichuan), Zhaoqing (Guangdong)

	BYD
	As an electric vehicle enterprise in China, BYD has mastered the core technology of new energy vehicles such as batteries, motors, electric control, etc. The installed capacity of batteries in 2020 reached 9.48 GWh, ranking the second in China. It has officially launched the blade battery, announced that the endurance mileage of its batteries reaches the same level of ternary lithium batteries, which greatly enhances the safety performance of these batteries.
	Shenzhen, Xi'an, Qinghai, Chongqing, Changsha, Guiyang

	Guoxuan High-Tech
	Being one of the earliest Chinese enterprises engaged in independent R&D, production and sales of lithium-ion batteries for new energy vehicles, Guoxuan High-Tech is specialized in the R&D, production and operation of new lithium-ion batteries and their materials, and has intellectual property rights on core technologies. Its main products include lithium iron phosphate and ternary materials, cells, power battery packs, battery management systems and energy storage battery packs. The products of Guoxuan High-Tech are widely used in new energy vehicles such as pure electric commercial vehicles, passenger cars, logistics vehicles and hybrid vehicles. Guoxuan High-Tech has established long-term strategic cooperative relationships with many major new energy vehicle manufacturers in China. 
	Hefei, Nanjing, Qingdao, Tangshan, Nantong, Liuzhou, Yichun

	Tianjin Lishen
	As a joint-stock high-tech enterprise with independent intellectual property rights on core technologies, Tianjin Lishen is specialized in the R&D, production and operation of lithium-ion batteries and power batteries, has become the professional manufacturer of lithium-ion batteries with the largest domestic investment and the highest technology level, and ranks among the leaders of the world's lithium battery industry.
	Tianjin

	China Aviation Lithium Electricity
	China Aviation Lithium Electricity is a high-tech enterprise specialized in the development, production, sales and market application development of lithium-ion power batteries, battery management systems, energy storage batteries and related integrated products as well as lithium battery materials. It is committed to providing global customers with complete product solutions and perfect whole-life service, with products covering the two major systems of ternary and lithium iron phosphate. It is also committed to building a lithium technology innovation platform with global influence.
	Changzhou, Luoyang, Xiamen, Chengdu, Wuhan

	Hunan Shanshan
	With the fastest growth rate and the largest production and sales scales, Hunan Shanshan, as a professional manufacturer of cathode materials for lithium-ion batteries in China, takes 30% share of the cathode material market in China. Its products are sold to the United States, Canada, South Korea and other overseas markets. It has an annual production capacity of 5,000 tons of lithium cathode materials, including lithium cobaltate, lithium manganate, nickel-cobalt binary system, nickel-cobalt-manganese ternary system, lithium iron phosphate, lithium titanate, etc.
	Changsha

	Ningbo Ronbay New Energy Technology Co., Ltd.
	As a multinational group company engaged in the high-tech new energy material industry, Ningbo Ronbay is devoted to the R&D, production and sales of cathode materials for lithium batteries. Under the management by two teams from China and South Korea which have more than 20 years of successful experience in the cathode material industry, Ningbo Ronbay supplies cathode materials for LG, BYD and other power battery manufacturers.
	Ningbo

	Xiamen Tungsten Co., Ltd.
	Xiamen Tungsten has built two major product lines in the field of new energy materials: cathode materials for lithium batteries; and anode materials (a hydrogen storing alloy) for nickel-hydrogen batteries. Among others, the cathode materials for lithium batteries include lithium cobaltate, ternary materials, lithium manganate and lithium iron phosphate, which are supplied to Samsung, LG, Panasonic and other power battery manufacturers.
	Xiamen

	Foresight Energy
	Foresight Energy has mastered the core technologies for the design, development, testing, evaluation and manufacturing of key parts, accessories (stacks) and systems for fuel cells and fuel cell power systems, and has undertaken the R&D for more than one fuel cell projects under 863 Program and other national science and technology support programs.
	Suzhou

	Shanghai Refire Group
	Focusing on the R&D of fuel cell technologies, the development, production and sales of fuel cell system-related products and fuel cell engineering application development services, Shanghai Refire Group has established in-depth cooperation with domestic and foreign famous vehicle enterprises such as FAW Jiefang, Dongfeng Motor, Yutong Bus, Zhongtong Bus, Mitsubishi Fuso, etc. The application scope of the fuel cell technologies of Shanghai Refire Group covers the Yangtze River Delta, the Pearl River Delta, the Central China, the North China, and foreign markets such as Germany, Japan and Malaysia. The accumulated mileage has exceeded 61 million kilometers worldwide.
	Shanghai, Changshu

	Beijing SinoHytec Co., Ltd.
	Beijing SinoHytec has formed a vertically integrated product and service system with independent hydrogen fuel cell engine as the core, including bipolar plates, stacks, vehicle controllers, intelligent DC/DCs, hydrogen systems, testing equipment, fuel cell laboratory one-stop solutions, etc. The new generation of hydrogen fuel cell engine, which is built on the basis of core independent intellectual property rights, has reached the national fuel cell system technology target ahead of schedule and align with the international advanced level. 
	Beijing, Shanghai, Zhangjiakou, Chengdu, Suzhou

	Sunrise Power Co., Ltd.
	As the first joint-stock enterprise dedicated to the industrialization of fuel cells in China, Sunrise Power is mainly engaged in the design, development, manufacturing and technical services related to the membrane electrodes, stack modules and systems for hydrogen fuel cells as well as related testing equipment. 
	Yixing, Jiangsu

	Zhongshan Broad-Ocean Motor Co., Ltd.
	Being a global supplier of electric motors and drive control system solutions, Zhongshan Broad-Ocean Motor offers products such as new energy vehicle powertrain systems, hydrogen fuel cell systems and their key components. It has a production capacity of 3,000 sets of hydrogen fuel cell systems. 2 hydrogen fuel cell models have been included in the Catalogue of Recommended Models for the Popularization and Application of New Energy Vehicles, and another 3 models are making application for vehicle announcement.
	Liaocheng (Shandong), Shanghai, Xiaochang (Hubei)

	Vision Group
	As a professional service provider offering intelligent energy solutions, and also one of famous battery exporters in China, Vision Group focusing on the battery launched a battery system integrating lead-acid batteries, lithium batteries and hydrogen fuel cells.
	Shenzhen

	ZF Group
	With the early planning for electric drive products, ZF Group reserves technologies in motors, reducers and electric control, and sets up an electric drive production base in China. In order to meet market demand, ZF Group is increasing investment in the electric drive business and expand the capacity of its production base in recent years.
	Hangzhou

	Jing-Jin Electric
	Being a world's leading provider of electric motors and power systems for new energy vehicles, Jing-Jin Electric has technology lines covering pure electrics, plug-in hybrids, hybrids, etc. The drive motor products are characterized by high power density, high torque density and high reliability, and the output and export volume of drive motor systems rank the first in the industry in China.
	Shanghai, Shijiazhuang


(XXVII) Processing and manufacturing of high value-added small household appliances
1. Analysis of preferential policies. Seen from the policy orientation, the policy for exemption of tariffs on added value from processing, the zero-tariff policy, and the preferential policies on corporate income tax and personal income tax in Hainan Free Trade Port, may bring certain benefits (rather than obvious economic advantages) to the enterprises engaged in the processing and manufacturing of household appliances.
	The research findings indicate that, in addition to a very small part of chips, sensors and other electronic devices, the parts and accessories of large household appliances brands and joint venture brands are also 100% made in China. Most of core components (such as air conditioning compressor, refrigerator compressor, color TV LCD display, etc.) are made domestically, and only a few mid-to-high-end products under joint venture brands (for example, the compressors of a part of mid-end refrigerators of Panasonic are imported from Singapore), choose to import parts from abroad. So, the policy for exemption of tariffs on added value from processing is not attractive for household appliance manufacturers. Taking Gree for example: Gree is engaged mainly in the manufacturing of air conditioners, and partly in household appliances (refrigerators, washing machines, electric heaters, etc.) and intelligent equipment (industrial robots, precision molds, CNC machine tools, etc.). The core components such as compressors and motors are all supplied by its subsidiaries (Landa Compressor, Gree Daikin, etc.). Most other components are gradually localized through subsidiaries and suppliers in China. It is worth noting that quite a few core components of small household appliances under joint venture brands are imported from abroad (such as liners of rice cooker, movements of coffee machines, cups of high-speed blenders, motors of hair dryers, etc.). The import of such components can enjoy the benefits of the policy for exemption of tariffs on added value from processing to a certain extent. However, given the low tariffs on raw materials, the reduction in raw material costs brought by the policy for exemption of tariffs on added value from processing is only a limited offset against the increase in logistics costs.
In addition, a small number of automatic production equipment (such as smart robots) imported by Chinese household appliance manufacturers are subject to import tariff and VAT. The issuance of the “zero-tariff” negative list for the production equipment imported by enterprises for their own use can reduce the operating cost caused by the imported equipment. This will be attractive to manufacturers of household appliances. As the costs of imported equipment only account for a small proportion to the total cost of production lines, the zero-tariff policy is not very attractive to enterprises engaged in the manufacturing and processing of household appliances.
At the same time, the intelligence and environmental friendliness of current household appliances product is increasing, the general trends in the manufacture of household appliances is the intelligent ecological construction centering the artificial intelligence (AI) and the Internet of Things (loT) and the function upgrading oriented to the application of new materials. Household appliances manufacturers possessing electronic information technologies, new materials technologies and other technologies, will be easier to obtain the accreditation as high-tech enterprises. They are also entitled to 15% tax reduction if they establish a plant in a non-free-trade-port area. As a result, the preferential policies on corporate income taxes in Hainan Free Trade Port are not very attractive to household appliances manufacturers.


Taking the production bases of electric rice cookers under import brands for example: In this case study, the cost of the production base of Panasonic Corporation in Hainan, which produce high-end series of small kitchen appliances, is compared with that of a production base of Panasonic Corporation in Jiaxing. The production base in Jiaxing, covering an area of 75 mu, is designed to output 300,000 of mid-to-high-end rice cookers per year. In light of the import of lines from Japan for the mid-to-high-end Panasonic rice cookers, the annual operating cost of the production base in Jiaxing is compared with the production base in Hainan. The comparison results show that, the annual operating cost of a rice cooker production base in Hainan established by a small household appliance manufacturer under foreign brands such as Panasonic is RMB 265 million, that is about 9 million less than that of a rice cooker production base in Jiaxing (which is about RMB 274 million), without considering the amortization of equipment costs.
Cost Comparison for Production Bases of Electric Rice Cookers under Import Brands
	
	Cost of imported raw materials (in RMB 100 million)
	Corporate income tax (in RMB 100 million)
	Logistics transportation cost (in RMB 100 million)

	Non-free trade port area
	1.6
	1.13
	0.005

	Hainan Free Trade Port
	1.5
	1.13
	0.023


Under the duty-free consumption policy, the “front shop, back factory” mode (i.e., bonded processing + offshore duty-free sales) in Hainan Free Trade Port will bring core competitive advantages for household appliances manufacturers. Therefore, it’s recommended that Hainan should focus on the manufacturing of high value-added kitchen appliances, beauty and health care appliances as well as air purification appliances under the categories subject to the offshore duty-free policy.
Seen from the development trend of China's household appliance industry, the sales of large household appliances (including air conditioners, refrigerators, washing machines and color TVs) decline as a whole, while the market size of small household appliances is growing rapidly. With the increase in residents’ income level, the market of small household appliances enters a stage of rapid growth, but the ownership and penetration rate are still very low compared with that in developed countries. With the upgrading of consumption structure and the growth of e-commerce channels, China's small household appliance market has huge growth potential.
Kitchen appliances, beauty and health care appliances as well as air purification appliances, which are subject to the duty-free consumption policy of Hainan Free Trade Port, exhibit different development trends.
Small kitchen appliances - traditional kitchen appliances grow steadily, while emerging small kitchen appliances become a blue ocean. The market demand for traditional kitchen appliances such as soybean milk machines, induction cookers, rice cookers, electric pressure cookers, electric kettles and other traditional categories is stable. Top three Chinese brands in the kitchen appliance industry (namely, Midea, Supor and Joyoung) take more than 80% of the market share and maintain a solid leading position by virtue of their brand, product and channel advantages. It is worth noting that, as a traditional small kitchen appliance highly dependent on technologies and processes, the rice cooker made in China faces increasing competition pressure from imported rice cooks, high-net-worth customers prefer to buy imported rice cookers (For example, the rice cookers of Zojirushi, Hitachi and other Japanese brands available on the market are all imported from Japan). In the field of emerging kitchen appliances, the penetration rate of small kitchen appliances for western diets (such as high-speed blenders, coffee makers, ovens and toasters) in China is much lower than that in developed countries (For example, the penetration rates of coffee makers and ovens are 0.2 set per 100 households and 2 sets per 100 households respectively, which is much lower than that in the United States (where the figures are 157 and 48 respectively) and in Japan (where the figures are 8 and 24 respectively)). Under the evolution of consumption upgrading, the emerging small kitchen appliances, which are still in the product introduction and growth period, have become the most important incremental market for the small household appliance industry in China. In the past five years, the growth rate of the emerging kitchen appliance markets in China far exceeded that of traditional kitchen appliances. For example, the growth rate of the high-speed blenders is 66%; tabletop electric ovens, 57%; bread maker, 26%; ovens, 18; and coffee makers, 14%. Foreign brands dominate the emerging kitchen appliance markets, and most of the products on the markets are imported from abroad.
Small beauty and health care appliances - they are personal care products, and the market size of small beauty and health care appliances grows at a rate of nearly 20%. Among others, the market demand for traditional household appliances such as electric shavers and hairdryers, maintain a steady and rapid growth. The electric shaver market is dominated by imported brands. The high-end products of the two shaver giants Philips and Flyco are all imported from abroad, and their mid-end products are made in China. The products of Braun and other high-end brands are all imported from abroad. The high-end hair dryer market is also dominated by imported brands. The demand for emerging categories such as beauty apparatus, massage devices, facial steamer and skin cleansers keeps rising, and the market size of each single category is close to or more than RMB 10 billion. They are the blue ocean in the beauty and health care appliances.
Small air purification appliances - they are an emerging household appliance category, the market size in China has exceeded RMB 100 billion. The high-end air purification appliance market is dominated by imported brands.
According to the policy application orientation and the industry trend, it is recommended that Hainan Free Trade Port should the manufacturing of focus on small household appliances, particularly: (1) emerging small kitchen appliances for Western diets (including high-speed blenders, coffee makers, electric ovens, etc.) and other categories with high technology requirements in traditional fields (mainly including rice cookers); (2) mid-to-high-end beauty and health care appliances in the traditional fields (electric shavers, hair dryers, etc.) and in emerging fields (beauty apparatus, massage devices. Etc.); (3) high-end air purification appliances.
2. Suggestions on development measures
With the innovation of the “front shop, back factory” mode under the duty-free consumption policy, Hainan should strengthen support policies and guidance for specific industries, and enhance the attraction to household appliances manufacturers.
First, the “bonded processing + offshore duty-free sales” policy should be implemented. With the “front shop, back factory” mode under the duty-free consumption policy as the key policy to attract the investment from household appliance manufacturers, Hainan should focus on attracting manufacturers of key small household appliance categories with the low raw material costs due to the “bonded processing + offshore duty-free sales” policy and huge market expansion potentials in Hainan. 
Second, more preferential tax policies should be implemented on targeted enterprises. Before 1965, Singapore almost had no foundation to develop the electronic industry. After that, Singapore, replaying on multinational electronic companies, accelerated the transfer of the manufacturing industry, and gradually upgraded the electronic industry into an economic development engine by attracting foreign investments. To attract the investment from multinational companies, Singapore introduced the “Act of Tax Exemption on Emerging Industries" into the "light" emerging industries, including the electronic industry, which provides that any enterprise which invests in emerging industries that the government believes should be developed as a priority, will be exempted from corporate income tax for the first 5-10 years. Now, Singapore provides two income tax incentives to promote the development of high-tech and high value-added “emerging” industries: (1) “Pioneer Certificate Incentive”, which means enterprises engaged in pioneering production activities are entitled to an initial exemption from corporate income tax, for a period of 15 years at most; (2) “Development and Expansion Incentive”, which encourages enterprises to increase their investment in high-tech and high-value-added fields and to upgrade their equipment and operations, and provides a preferential tax rate of 5% or 10% on the income of eligible enterprises which develop new business or expand existing businesses, for a period of 40 years at most. Hainan Free Trade Port offers a favorable corporate income tax rate of 15% for enterprises engaged in “encouraged industries”, but does not provide further income tax preferences for enterprises in high-value-added, high-tech fields in “encouraged industries”. This makes it difficult to form a comparative advantage over non-free trade areas. After the independent customs operation, Hainan Free Trade Port can learn from Singapore's experience, enhance the income tax preferences for enterprises in high-value-added and high-tech fields and improve the flexibility of the implementation mechanism by formulating a list of “emerging industries” and other measures.
Third, the support and guidance from local governments for the investment by enterprises shall be enhanced as appropriate. The household appliance manufacturing industry of Hefei has experienced the development stages of “growing out of nothing and expanding from small to large and then to strong” during the industrial chain transfer of China's household appliance industry, which is mainly driven by the financial investments by the local government. The Hefei Municipal Government is committed to developing the emerging display panel industry to create a unique advantage in the household appliance manufacturing industry. In order to introduce emerging display panel projects, the Hefei Municipal Government leads social capital financing, inputs fiscal revenues, implements capital control in the whole process of "raising-inputting-withdrawing" through capital injection, recovery and re-injection, successfully attracted BOE to establish three LCD panel production lines in Hefei, and drive the settlement of household appliances manufacturers through the emerging display panel industry. Learning from the development experience of Hefei, Hainan can create highlights for the household appliance manufacturing industry (such as intelligent core components and new materials for small household appliances) by guiding the industrial investments, and promote the development of local household appliance manufacturing industry.
3. Geographical distribution of leading manufacturers of small household appliances
	Company Name
	Company Profile
	Production bases in China

	Delonghi (Italy)
	As a globally known household appliance brand and a leading brand of espresso automatic coffee makers, Delonghi started to enter China as a small household appliance manufacturer in 2005, established a subsidiary in China in 2018, started the production of Nescafe capsule coffee makers in 2010. It mainly focuses on the classic Italian taste and professional technologies, and its product prices are above 5000 yuan, targeting at high-end consumer groups. It takes a leading share in the premium market of coffee makers in China. In the future, it will target at young people aged 28-35, and further increase the penetration into the Chinese market through e-commerce channels and the cooperation with Nescafe.
	Dongguan

	Philips (Netherlands)
	Philips entered the Chinese market as early as 1920 and set up its first joint venture in 1985. It has become one of the largest investment partners in China's electronic industry, with a total investment of more than USD 3.4 billion. Philips has 35 joint ventures and wholly-owned enterprises in China, with more than 60 offices nationwide and more than 19,000 employees. The small household appliance production bases of Philips are mainly located in Zhuhai (mainly producing high-end and star products such as electric shavers, electric toothbrushes, as well as products for mother and child care) and Suzhou (mainly producing vacuum cleaners, electric irons and coffee makers).
	Zhuhai, Suzhou

	Panasonic (Japan)
	Panasonic established its first production base in Hangzhou in 1992, and Panasonic Hangzhou Industrial Park in 2004, becoming one of the leaders in the household appliance manufacturing industry in Hangzhou. Now, Panasonic Hangzhou Industrial Park runs production lines for several categories such as smart toilet lids, floor sweeping robots, smart washing machines, etc. In 2019, Panasonic's China and Northeast Asia Division was established and build a kitchen appliance production base in Jiaxing. The mid-end household appliances of Panasonic are mainly produced by its joint ventures in China, while the high-end categories still depend on imports.
	Nanjing, Wuxi, Hangzhou, Jiaxing

	Braun (Germany)
	Braun products covers electric shaver, female shaver, hair care products, kitchen appliances and other fields. Relying on its sonic technology, super-sensitive geometry network, automatic cleaning center, ice technology, ion technology and other core technologies, Braun has become China's leading brand in the high-end field of electric shaver, but most of its high-end products are mainly imported. 
	Shanghai

	Toshiba (Japan)
	Toshiba’s production base in China mainly produces large household appliances (air conditioners, color TVs, etc.). Its mid-end small household appliances mainly including rice cookers are manufactured in Foshan, and high-end categories depend on original imports
	Foshan

	Tobishi (Japan)
	In 2009, Tobishi becomes a wholly-hold subsidiary of Guangdong Xinbao Electrical Appliances Holdings Co., Ltd., with the product line covering electric kettles, food processors, coffee makers, egg beaters, toasters, microwave ovens, electric ovens, deep fryers, electric irons and other fashionable small household appliances.
	Dongguan

	Foreo (Sweden)
	Being the first company to use medical silicone as a beauty apparatus in the world, Foreo is well known for its outstanding technical advantages. It has four major series including Luna facial cleanser, ISSA electric toothbrush, IRIS eye massage device and ESPADA beauty device, which can serve all age groups and take the largest share in China’s beauty apparatus market.
	N/A

	YA-MAN (Japan)
	As a high-end beauty appliance brand of Japan, YA-MAN owns 181 patents and 465 intellectual property rights. Its products cover beauty, slimming, hair removal and other fields, and its smart beauty apparatuses represented by the classic best-selling RF regenerative beauty apparatus model aims to provide a salon-level beauty effect at a low price. Most of YA-MAN products in China are imported from Japan. 
	N/A

	TriPollar (Israel)
	As the world's leading brand of beauty apparatus, TriPollar is mainly engaged in the anti-aging beauty apparatus based on the radio frequency technology, and the Chinese market contributes a half of the global sales of TriPollar.
	N/A

	Krups (Germany)
	Founded in 1846 in Solingen of Germany, Krups has a history of 175 years. As a professional coffee maker manufacturer leading the entire global market, Krups is mainly engaged in food processors, coffee makers and other kitchen appliances. It is well known for manufacturing accurate, reliable and robust precision measuring instruments. Krups is affiliated to SEB which is a kitchen appliance manufacturer among Fortune 500. 
	N/A

	Jura (Switzerland)
	Founded in 1931, Jura has long been committed to the development and manufacture of high-end household appliances, and since the mid-1980s has focused on the development of automatic coffee makers for home use. It has gradually become a first-line brand and manufacturer in the industry. Most of Jura's household espresso automatic coffee makers are priced at 20,000-50,000 yuan per unit, targeting at the high-end coffee maker market in China.
	N/A

	Blendtec (USA)
	As the world's leading brand of high-speed blenders, Blendtec offers its products to the world by virtue of super horsepower, sound insulation and noise reduction technology and patented five-sided cups. With its high-speed blenders selling well in China, Blendtec plans to launch more products suitable for Chinese cuisine. 
	N/A


(XXVIII) Manufacturing of biomedical preparations
The R&D and manufacturing of biomedical products features: high risk, high technology, high investment, high return and long cycle. The implementation of the policies of Hainan Free Trade Port, including the “entry unless on the list” policy, the zero-tariff policy, the preferential policy of corporate income tax and personal income tax and the convenient treatment policy for domestic and foreign patients, in combination with the construction of national strategic projects such as the Global Animal and Plant Germplasm Resources Introduction and Transfer Base (hereinafter referred to as the “Introduction and Transfer Base”), will effectively reduce the high risk and high investment in the R&D and manufacturing process of biomedical products, shorten the R&D cycle, and bring great benefits to the planning for the R&D and manufacturing of biomedical products.
1. Analysis of preferential policies
(1) Preferential policies support the gathering of R&D factors for biomedical products.
 - The “entry unless on the list” policy. Hainan Free Trade Port implements the “entry unless on the list” policy to ease the market access and provide more equal development treatment to enterprises, which allows private enterprises, state-owned enterprises or foreign-funded enterprises to obtain the opportunities of equal development and competition under the market mechanism. This greatly enhances the market acceptance of Hainan Free Trade Port and stimulates the vitality of market entities. At the same time, the “entry unless on the list” policy will also explore the ways to facilitate the import of raw materials subject to mandatory standards under the premise of “effective control”. It is recommended that priorities should be given to the raw materials of products subject to import restrictions or operating restrictions after import.
Based on the “entry unless on the list” policy and the analysis on the products subject to import restrictions or operating restrictions after import, in combination with the construction of the Introduction and Transfer Base, Hainan Free Trade Port will, under the premise of improving its biosafety prevention and control capabilities, have relative advantages in terms of biological products, blood products and other products subject to import and export restrictions, and bring great convenience to the R&D of the biomedical industry.
With the accelerating construction of the Introduction and Transfer Base and the settlement of several national biosafety strategy projects such as Sanya National Quarantine and Testing Center, the National Tropical Animal Disease and Public Health Security Research Laboratory, high level biosafety laboratories, Hainan will establish a solid biosafety prevention and control barrier, and accelerate the implementation of the “entry unless on the list” policy.
- The policy for facilitating the import of model animals through the Introduction and Transfer Base. Model animals and disease animal models, as the key to the translational medicine, run throughout all aspects of biomedical R&D process, and in vivo drug tests are highly dependent on such models. Currently, the introduction of large model animals such as monkeys and pigs for scientific research in China is strictly restricted in terms of species, entry supervision and quarantine. Hainan can introduce global model animal resources by means such as easing germplasm access, signing bilateral agreements on germplasm, and opening green channels for germplasm export, to develop the R&D of biologics with high reliance on model animals, so that it will achieve the expansion of the introduction scale and reduce the high investment in preclinical researches of the “entry biomedical products.
- The policy for promote the efficient cross-border flow of biomedical innovation factors
. Hainan should improve its clearance mechanism of biological products, biological materials and laboratory animals, and provincial science and technology departments should make a list of those organizations which need to carry out scientific researches, clinical researches or import and export products for the production of biomedical products (reagents, instruments and equipment, biological samples, controls for antibodies original drugs, etc.), and regularly submit such a list to the Customs. The Customs should conduct credit cultivation on those enterprises included on the list on a prioritized basis and give supports to the enterprises certified by the Customs by all means, such as facilitating them in customs clearance.
The efficient cross-border flow of biomedical innovation elements will increase the trade flow efficiency of biomedical products between Hainan and the world. The implementation of a more convenient and open customs clearance mechanism will effectively shorten the time for the import, export and cross-border trade of biomedical products, thus effectively enhancing the service capacity of Hainan in biomedical product trade.
(2) Preferential policies reduce the production costs of biomedical products. The zero-tariff policy and the preferential policies on corporate income tax and personal income tax will reduce the production and operation cost of biomedical enterprises. (Please see sections above for more details.)
(3) Preferential policies promote the expansion of biomedical consumer market. Special policies stated in the Implementation Plan for Supporting the Construction of Hainan Bo'ao Lecheng International Medical Tourism Pilot Zone, such as the policies for providing convenient treatment for domestic and foreign patients and developing high-level medical service institutions and research institutions, will greatly promote the development of Hainan's medical market.
- The policy for providing convenient treatment to domestic and foreign patients. Measures shall be formulated to facilitate the entry, stay and residence of foreign medical personnel, patients and accompanying persons to the Pilot Zone. On the basis of the commitments given by patients during the registration process, the patients of medical institutions in the Pilot Zone should be allowed to bring a reasonable number of imported drugs for their own use out of the Pilot Zone in certain conditions. In the principle of “small amount and self use”, the measures for the administration of imported drugs out of the Pilot Zone shall be formulated as soon as possible. The import scope of health food as well as health care and medical equipment should be expanded, and some special medical food, that is marketed already in foreign countries but not yet in China, shall be allowed to be used in the Pilot Zone in certain conditions.
Measures to facilitate the entry, stay and residence of foreign medical personnel, patients and accompanying persons are the continued exploration and innovation results of Boao in optimizing the medical service environment, improving the level of medical services. These measures will promote the establishment of a convenient and standardized policy system for foreign personnel entering and leaving Hainan to receive medical services, and enhance the attractiveness of the medical industry and expand the medical market in Hainan. What’s more, the licensed use of imported drugs, the use of imported drugs outside the Pilot Zone for use, as well as the expansion of the import scope of health food and medical equipment for health care, and the permission for the use of some special medical food that is marketed already in foreign countries but not yet in China in the Pilot Zone on certain conditions, will drive the rapid growth of local demand for biomedical products in Hainan.
--The policy for building a national medical education and research exchange base. Efforts should be made to promote the joint establishment of medical schools in the Pilot Zone with world-renowned medical schools. Key domestic and foreign research institutes and medical schools, national key laboratories, and famous enterprises should be encouraged and supported to set up branches in the Pilot Zone. Relying on public platforms, provincial and ministerial authorities should be supported to build advanced technology clinical medical research centers. Supports should be provided to the construction of key laboratories and the establishment of academician (leaders of national key disciplines and key specialties) and postdoctoral workstations in the Pilot Zone. Real-world clinical data application researches shall be conducted.
Biomedical enterprises that settle in Hainan Free Trade Port can cooperate deeply with research institutes, medical schools and other institutions in the Pilot Zone. This will accelerate the innovation and technology upgrading of emerging biomedical products based on clinical researches of real-world data, increase the economic added value of pharmaceutical enterprises while effectively reducing the R&D cycle of biomedical products in Hainan, and improve the R&D and marketing efficiency of chemical drugs, biological drugs and other biomedical products, thus helping biomedical enterprises in Hainan Free Trade Port to get a head start on the market competition. 
2. Analysis of the economic advantages of biomedical product manufacturers to settle in Hainan Free Trade Port
(1) Reduction of operating costs under the zero-tariff policy. The findings of surveys on famous enterprises engaged in the processing of biomedical products (such as Hualan Bio and Boya Bio-pharmaceutical) indicate that, the manufacturing level of the biomedical product processing equipment made in China has gradually improved and can generally meet the processing and manufacturing needs of enterprises (i.e.: Chinese enterprises engaged in the processing of biomedical products mainly use the processing equipment made in China). At the same time, leading enterprises engaged in the processing of biomedical products actively seek international cooperation to promote technological upgrading and choose to import automatic advanced equipment and production lines for the processing of biomedical products from abroad, aiming at further improving product quality with precise control of parameters such as ratio.
The imported processing line for biomedical products can complete the inactivation, purification, proportioning, filling, packaging and other processes. The production line is generally an integrated solution. The processing equipment on the production line is mainly provided by internationally renowned processing equipment manufacturers such as Thermo Fisher and Hitachi. The following are the market prices of imported equipment for the processing of biomedical products.
Main Integrated Biomedical Production Lines

	Types of production lines
	Import price (in RMB 10,000)
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Ampoule water needles
	450-500
	10
	13
	121.5

	Lyophilized preparations
	350-400
	10
	13
	97.2

	Pre-filling
	300-350
	10
	13
	85.1


As indicated by the findings from the research on the prices of biomedical product processing and manufacturing equipment imported by China, and the results of comprehensive assessment on the tariff reduction and exemption for imported equipment under the zero-tariff policy of Hainan Free Trade Port, enterprises engaged in the processing of biomedical products can take obvious economic advantages by realizing a cost reduction of about RMB 1.215 million for each set of processing equipment purchased.
(2) Exemptions and reductions in corporate income taxes and personal income taxes.
Now, the annual operating income of leading enterprises in China’s biomedical processing industry is about RMB 3 to 4 billion
, which is steadily growing at a growth rate of 15% owing to increasing market demand, continuous upgrading of production technologies, and other factors.
Comparison of Corporate Income Taxes on Biomedical Enterprises
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 100 million)
	
	40
	46
	52.9
	60.84
	69.96
	

	Operating cost (in RMB 100 million)
	
	26
	29.9
	34.39
	39.54
	45.47
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 100 million)
	25%
	4.03
	4.63
	5.32
	6.12
	7.04
	27.14

	Corporate income tax on a plant established in Hainan (in RMB 100 million)
	15%
	2.42
	2.78
	3.19
	3.67
	4.22
	16.28


In summary, the comprehensive evaluation on the production, processing and operation of leading enterprises in the biomedical industry in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a biomedical processing plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 1,086 million less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the import and processing of biomedical products in Hainan Free Trade Port are entitled to tax exemptions and reductions.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan by a famous biomedical enterprise with another production base in a non-free-trade-port area. The production base, covering an area of 240 mu, is mainly engaged in the production and processing of blood products and has production lines with a total value of about RMB 400 million. Taking a biomedical subsidiary located in Hainan for example:
	
	Cost of imported equipment (in RMB 100 million)
	Corporate income tax (in RMB 100 million)

	Non-free trade port area
	5
	4

	Hainan Free Trade Port
	4
	2.4


In summary, the comprehensive evaluation on the operation of the production bases of famous biomedical enterprises indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of an imported biomedical processing plant in Hainan is about RMB 640 million, that is about RMB 260 million less than a similar plant established in Beijing (which is about RMB 900 million), without considering the amortization of equipment costs.
4. Geographical distribution of leading enterprises
	Biomedical segmentation
	Company Name
	Company Profile
	Production bases in China

	Biological preparations
	Hualan Bio
	Established in 1992 and headquartered in Xinxiang City, He’nan Province, Hualan Bio is a national key high-tech enterprise engaged in the research, development and production of blood products, and was the first to pass the GMP certification in the blood products industry in 1998.
	Xinxiang

	
	Beijing Tiantan Biological Products Co., Ltd.
	Headquartered in Beijing, Tiantan Biological Products is mainly engaged in the R&D, manufacturing sales and consultation of blood products. It is committed to providing more varieties, more quantities and better quality of blood products to society and strives to become a leading blood product enterprise in China and the world.
	Beijing, Chengdu, Lanzhou, Shanghai, Wuhan and Guizhou

	
	Shanghai RAAS
	Shanghai RAAS is a foreign-invested joint-stock company approved by the Ministry of Commerce of the People's Republic of China under the No.17 Commercial Capital Approval and is one of the leading companies of blood products in China. Its products are priced higher than the average level in the same industry and occupy the high-end market of blood products consumption.
	Shanghai

	
	Boya Bio-pharmaceutical Group Co., Ltd.
	Boya is headquartered in Fuzhou, Jiangxi Province, and its main business is divided into three modules: albumin, immunoglobulin and coagulation factors. It has built more than 10 plasma stations in many provinces and cities in China, including Jiangxi and Sichuan, with an average annual plasma collection volume of nearly 200 tons.
	Fuzhou

	
	Qingdao Vland Biotech Co., Ltd.
	Qingdao Vland Biotech Co., Ltd. is mainly engaged in the R&D, production and sales of microecological products, animal health care products and biological products, and produces a wide range of products such as agricultural and animal husbandry products, food products, laundry products and textile products with enzymes and enzyme preparations as raw materials.
	Qingdao

	
	Guangdong Vtr Bio-Tech Co., Ltd.
	Focusing on the bioengineering field, Guangdong Vtr Bio-Tech Co., Ltd. has developed a series of biological enzyme preparations, steroid hormone APIs and functional feed additives around the biomedical and bioagriculture industries.
	Zhuhai

	Biotechnology
	Beijing Biocytogen Co., Ltd.
	Biocytogen, an international pharmaceutical technology company that is driven by innovative technologies while researching and developing new drugs, specializes in technological innovation and continuous production of new drugs. It organically integrates a technology platform for the discovery of single-cell antibodies, a platform for the development of highly-efficient gene editing models, a platform for the provision of large-scale animal models, a platform for the rapid evaluation on in vivo and ex vivo drug efficacy in animals, and its solid clinical development capacity, to form a unique new drug R&D system that covers the whole process of drug R&D.
	Beijing and Haimen

	
	Cyagen Biosciences
	Cyagen Biosciences, an international and innovative CRO platform that is based on the R&D of model animal drugs, has more than 700 employees and a total scale of more than 40,000 square meters. It is committed to providing scientific research institutions and the pharmaceutical industry with comprehensive services in the preparation, breeding and production of animal models and the R&D of pharmaceutical products based on animal models.
	Guangzhou, Suzhou and Gu’an

	Chemical preparations
	Hengrui Pharma
	Established in 1970 and listed on the Shanghai Stock Exchange in 2000, Hengrui Pharma is mainly engaged in pharmaceutical innovation and the R&D, production and promotion of high-quality pharmaceutical products. With more than 24,000 of employees worldwide (data as of the end of 2019), it is a famous supplier of antineoplastic drugs, drugs for surgery and contrast agent.
	Lianyungang

	
	Shanghai Fosun Pharmaceutical (Group) Co., Ltd.
	Fosun Pharmaceutical is a leading group in the medical and healthcare industry in China. Its business, covering medical devices, medical diagnosis, medical services, and the distribution and retail of pharmaceutical products, is developed based on China and laid out globally, with the manufacturing and R&D of pharmaceutical products as the core. Driven by the core factors of innovation and R&D, Fosun Pharmaceutical continues to improve the pharmaceutical product R&D system of “combining innovative drugs and generic drugs”.
	Shanghai

	
	Huadong Medicine
	Headquartered in Hangzhou, Zhejiang Province, Huadong Medicine is a large comprehensive listed pharmaceutical company integrating the R&D, manufacturing and sales of pharmaceutical products, modern logistics of pharmaceutical products, healthcare industry, and the manufacturing and sales of medical beauty products.
	Hangzhou


II. Local characteristic advantageous industries in Hainan
(XXIX) Yacht repair
1. Analysis of preferential policies
Policies of Hainan Free Trade Port favorable to the development of advanced manufacturing of “yacht repair” mainly include: zero-tariff policy, water opening policy, tariff guarantee insurance policy, offshore financing policy, financing and leasing policy, policy on accelerating depreciation and amortization, zero-tariff policy for raw and auxiliary materials, and preferential policies on corporate income taxes and personal income taxes. For the details of the policy for exemption of tariffs on added value from processing, zero-tariff policy and preferential policies on corporate income taxes and personal income taxes, see Chapter I “Added Value from Processing”.
(1) Water opening policy. In the earlier period, Yachts from Hong Kong and Macao can visit the open waters of Hainan, and the 8 marine scenic areas of Dongying, Boao, Shimei Bay, Shenzhou Peninsula, Haitang Bay, Nanshan, Longmu Bay, Qizi Bay and Lingaojiang, where offshore yachts are allowed to access temporarily after being approved by the Ministry of Transport. With the conducting of the activity of Hainan-Hong Kong-Macao Free Flow of Yachts and based on the reality, Hainan can adjust entry and exit ports and waters for activities for Hainan-Hong Kong-Macao yachts. The sailing activities of Hainan-Hong Kong-Macao yachts must be subject to applicable regulations of maritime administrative institutions and applicable laws and regulations on yacht management of Hainan Province
.
Adjusting and opening entry and exit ports and waters for activities for Hainan-Hong Kong-Macao yachts indicates the continuous exploration and innovation of Hainan, Hong Kong and Macao on the entry and exit control, supervision and inspection of yachts, and the planning of waters for sailing.
(2) Tariff guarantee insurance policy. Under the tariff guarantee insurance policy, yacht service provider or other enterprises registered at customs contracted by offshore yacht owners shall be the policy holder, the customs shall be the insured. Enterprises shall, after purchasing tariff guarantee insurance from a pilot insurance company that is carrying out tariff guarantee insurance business, go through tariff guarantee procedures at the customs according to the Tariff Guarantee Insurance Policy issued by the insurance company. This enables the mode of “release before tax payment”
.
The entry of offshore yachts into China requires a low insurance premium to the relevant insurance company, which in turn undertakes the tariff guarantee responsibility, without the need to pay high insurance deposit (43.65% of the value of the yacht) to the customs, which significantly reduces the cost of entry of yachts from other countries. The convenient, low-cost and innovative method of entry may attract offshore yachts to enter the territory of China, promote the development of the yacht market in Hainan, and further drive the increase of volume of the yacht repair business.
(3) Offshore financing policy. Hainan Province provides high-quality and highly-efficient financial services to enterprises in ship and aircraft financing, and has canceled restrictions on offshore ship or aircraft financing
.
Hainan Free Trade Port will establish new cross-border financing systems, conduct a pilot to consolidate administration frameworks for cross-border financing policies for the transaction process, gradually enable main bodies in the market within the Free Trade Port decide on, at their sole discretion, cross-border financing methods, amount, timing and others based on the their reality, and give priority to enterprises in key industries, such as tourism, modern service, and high-tech industries in Hainan Free Trade Port to break through existing cross-border financing leverage ratio. The cancellation of offshore ship financing by Hainan Free Trade Port can improve the cross-border financing capacity of yacht enterprises, and create larger spaces for the production and operation of yacht enterprises and the ecosystem of yacht industry chain in Hainan Free Trade Port.
(4) Policy on financing and leasing. Hainan Province provides high-quality and highly-efficient financial services to enterprises in ship and aircraft financing, and is exploring the way to replace security deposits with insurance policies.
In the financing and leasing business, financing and leasing enterprises usually require lessees to pay a certain percentage of security deposit to the leasing enterprises or pre-deduct a certain percentage of loans as the security deposit to strengthen risk management. “Exploring the way to replace security deposits with insurance policies” means that lessees can guarantee their leasing by way of ship, yacht or aircraft policy as a security deposit. Now, chinese yacht enterprises generally need to pay 10% - 30% of the total value of the yacht to be leased by way of financing and leasing as a security deposit. If the security deposit is replaced by an insurance policy, Hainan Free Trade Port can revitalize the cash flow of leasing enterprises, reduce the financial pressure on enterprises, and attract enterprises with yacht financing and leasing business to settle in Hainan.
(5) Policy on accelerating depreciation and amortization. Capital expenditures that meet certain requirements are allowed to be fully deducted from the taxable income or to be depreciated and amortized at an accelerated speed in the current accounting period. Ireland has become the world’s largest cluster for financing and leasing relying on its unique 8-year accelerated depreciation policy with zero residual value and an annual depreciation rate of up to 12.5%, significantly reducing the total taxable profits of financing and leasing enterprises.
At present, Hainan has not issued specific policies and rules to specify accelerated depreciation years. When it issues favorable policies and rules on accelerated depreciation in the future, enterprises engaged in the financing and leasing of yachts can gain return on their investment, update their fixed assets, and reduce their annual pre-tax costs, and related main bodies in the yacht industry may be attracted to cluster in Hainan Province.
(6) Zero-tariff policy for raw and auxiliary materials. Parts and accessories on the list are subject to the zero-tariff policy for raw and auxiliary materials and shall be used for the repair of aircrafts or ships (including related parts of the aircrafts or ships). If they meet any one of the following conditions, they can be exempted from import tariffs, import VAT and consumption taxes:
The parts and accessories are used to repair aircrafts or ships (including related parts and accessories of the aircrafts or ships) that enter the territory of China from other countries and will be re-transported out of China.
The parts and accessories are used to repair aircrafts (including related parts and accessories of the aircrafts) operated by aviation enterprises whose main operating base is in Hainan.
The parts and accessories are used to repair ships operated by shipping companies registered in Hainan as independent legal entities and whose port of registry are ports in Hainan Province.
At present, the zero-tariff positive lists
 for raw and auxiliary materials of Hainan Free Trade Port, including positive lists for marine engines and their parts, marine propellers and marine fuel filters, have been officially released to the public, providing policy benefits to yacht repair enterprises. Now, Chinese yacht repair enterprises shall pay import tariff and VAT on imported yacht parts and accessories (for example, enterprises that import compression-ignition internal combustion engines for ships need to pay 5% of import tariff and 13% of import VAT on the engines imported). The release of zero-tariff lists for raw and auxiliary materials will significantly reduce the high costs incurred from the purchasing of repair parts and accessories for stocking for enterprises. Meanwhile, ships that enter the territory of China for repair and will be re-transported out of China can be exempted from tariff, which will further increase the volume of yacht repair business and strengthen the attractiveness of Hainan to yacht repair enterprises.
2. Analysis of the economic advantages of yacht repair enterprises to settle in Hainan Free Trade Port
(1) Synchronous development of yacht repair industry driven by the expansion of the yacht consumption market in Hainan. At present, the yacht industry in Hainan is maintaining a steady momentum of development. The yacht ownership in the whole province exceeds 800, and about 50% of China’s superyachts are moored in Sanya. The policies for the yacht industry in Hainan Free Trade Port, such as the zero-tariff policy for the import of yachts, the policies of removing restrictions on overseas ship financing, removing restrictions on foreign shareholding proportion for ship registration body, and accelerating depreciation and amortization, will promote the rapid expansion of Hainan’s yacht market. It is estimated that the annual growth rate of the scale of yacht industry in Hainan will exceed 40% during the 14th Five-Year Plan period (the average growth rate of yacht industry in China is nearly 20%). Yacht repair enterprises can benefit economically from the synchronous development of yacht repair market under the rapid development of the yacht market in Hainan.
(2) Tariff reductions and exemptions under the zero-tariff policy for exemption of tariffs on raw and auxiliary materials. As indicated by the findings from the research on Chinese yacht repair enterprises, such as Sanya Visun Tuscany Yachting Co., Ltd. and Shenzhen Haizhilan Yacht Technology Co., Ltd., core parts and accessories of yacht include engines, generators, stabilizers, radar equipment and radio equipment.
Import of Core Parts and Accessories of Yachts

	Equipment type
	Equipment model
	Import price (10,000 yuan/set)
	Main exporters
	Import tariff (%)
	Import VAT (%)
	Tariff Exemption Amounts in Hainan (in RMB 10,000)

	Engines
	Vovlo Penta
	30-40
	Sweden
	5
	13
	7.46

	Generator
	Caterpillar
	40-50
	USA
	5
	13
	9.33

	Stabilizer
	Seakeeper
	2-3
	USA
	5
	13
	0.56

	Radar equipment
	Furuno
	10-13
	Japan
	0
	13
	1.73

	Electric winches and capstans
	Hadef
	4-5
	Germany
	5
	13
	0.93


As indicated by the findings from the research on Chinese enterprises engaged in the repair of imported yachts (and their related parts and accessories) and the results of the comprehensive assessment on the tariff and VAT reductions and exemptions under the zero-tariff policy for raw and auxiliary materials of Hainan Free Trade Port, Hainan Free Trade Port has obvious economic advantages for the development of yacht repair enterprises.
(3) Exemptions and reductions in corporate income taxes and personal income taxes. As indicated by the findings from the research on yacht repair enterprises, the annual operating income of Chinese yacht repair enterprises is about RMB 5 million to 10 million
, which is steadily growing at a growth rate of 10% owing to increasing market demand, continuous upgrading of repair demands and gradual release of dividends from policies.
Comparison of Corporate Income Taxes of Yacht Repair Enterprises
	Operation time
	Tax rate
	1St year
	2nd year
	3rd year
	4th year
	5th year
	Accumulated payment

	Operating income (in RMB 10,000)
	
	500
	550
	605
	665.5
	732.1
	

	Operating cost (in RMB 10,000)
	
	300
	330
	363
	399
	439
	

	Corporate income tax on a plant established in a non-free-trade-port area (in RMB 10,000)
	25%
	50
	55
	60.5
	66.6
	73.2
	305.3

	Corporate income tax on a plant established in Hainan (in RMB 10,000)
	15%
	30
	33
	36.3
	39.9
	43.9
	183.1


In summary, the comprehensive evaluation on the operation of yacht repair enterprises in China indicates that, under the preferential policies on corporate income taxes in Hainan Free Trade Port, the annual operating cost of a yacht repair plant, which was established in Hainan Free Trade Port and has operated for five years, is about RMB 1,222 thousand less than that of a similar plant established in a non-free-trade-port area.
Under the preferential policies on personal income taxes in Hainan Free Trade Port, senior officers in enterprises engaged in the repair of yachts in Hainan Free Trade Port, with an annual salary exceeding RMB 470,000, are entitled to tax exemptions and reductions. This will attract high-end and highly-demanded talents to settle in Hainan.
3. Case study
In this case study, a comparison was made on the actual operation of a production base established in Hainan for the repair of yachts by a leading Chinese yacht repair enterprise with one of its repair bases in a non-free-trade-port area. The repair production base covers an area of 10 mu and is engaged in the sales and repair of yachts. It was compared with a yacht repair base located in Sanya:
	
	Cost of imported equipment (in RMB 100,000)
	Corporate income tax (in RMB 100,000)

	Non-free trade port area
	1187
	178

	Hainan Free Trade Port
	1000
	90


In summary, the comprehensive evaluation on the operation of the production bases of one famous yacht repair enterprise indicates that, under the preferential policies in Hainan Free Trade Port, the annual operating cost of a yacht repair plant established in Hainan is about RMB 10.90 million, that is about RMB 2.7 million less than that of the other production base established in a non-free-trade-port area (which is about RMB 13.65 million), without considering the amortization of equipment costs. This gives the plant in Hainan Free Trade Port a certain advantage when it is compared to other plants in a non-free-trade-port area. With the rapid expansion of the yacht market in Hainan, yacht repair enterprises will quicken their pace to cluster in Hainan.
4. Geographical distribution of leading enterprises
	Company Name
	Company Profile
	Main maintenance business types
	Maintenance base in China

	Hu’nan Yue Hang Yacht Trade Co., Ltd.
	As a key yacht trading enterprise of Hu’nan Province, Hu’nan Yue Hang Yacht Trade Co., Ltd. is located in Hengyang, Hu’nan, and is mainly engaged in the sales and repair of vessels.
	The sales and repair of vessels (such as yachts, speedboats and rubber boats) and water recreation equipment.
	Hengyang City, Hu’nan Province

	Hangzhou Xiongda Marine Equipment Co., Ltd.
	Founded in 2001 in Hangzhou, Zhejiang, Hangzhou Xiongda Marine Equipment Co., Ltd. specializes in the sales and after-sales repair of marine engines and their parts and accessories and marine equipment for the boats of Yamaha, Suzuki, Honda, Mercury and other brands. It is the general distributor of Yamaha Motor (China) Co., Ltd.
	The repair of marine equipment and engines.
	Hangzhou, Zhejiang

	Changzhou Jingsui Yachts Equipment Co., Ltd.
	As a key yacht trading enterprise of Jiangsu Province, Changzhou Jingsui Yachts Equipment Co., Ltd. is located in Changzhou, Jiangsu, and is mainly engaged in the sales of marine equipment, yachts, marine engine oil, sports and cultural products, and the repair of yachts.
	The repair of marine equipment, etc.
	Changzhou City, Jiangsu Province

	Jiangsu Sea-Land Yacht Manufactory Co., Ltd.
	Located in Rugao Jiangsu as a subsidiary of Nantong Sumar Marine Equipment Manufacturing Co., Ltd., Jiangsu Sea-Land Yacht Manufactory Co., Ltd. is mainly engaged in the manufacturing, repair and leasing of luxury yachts, sightseeing boats and other vessels.
	The repair of luxury yachts, sightseeing boats, speedboats, business boats, etc.
	Rugao City, Jiangsu Province

	Shanghai Yihong Yacht Investment Co., Ltd.
	Located in China (Shanghai) Pilot Free Trade Zone as a subsidiary of Fujian Yihong Yacht Co., Ltd., Shanghai Yihong Yacht Investment Co., Ltd. is mainly engaged in the investment and management of yachts, the sales of ships, and the manufacturing, repair and maintenance of yachts.
	The daily repair and maintenance of yachts, etc.
	Shanghai

	Shenzhen Haizhiyuan Yacht Co., Ltd.
	Located in Shenzhen, Guangdong, and as a comprehensive and professional company with yachts and related industries as the main line, Haizhiyuan Yacht is mainly engaged in the agency sales of imported yachts, the leasing, repair, maintenance, and hosting of operation.
	The repair and maintenance of international luxury yachts, etc.
	Shenzhen, Guangdong

	Shenzhen Speedo Marine Co., Ltd.
	Established in 1993 and headquartered in Shenzhen City, Speedo Marine is one of the most influential agents and sales service providers of imported luxury yachts in China.
	After-sales repair and maintenance services for luxury yachts.
	Shenzhen, Guangdong


Chapter V Positioning of Industries in Industrial Parks in Hainan Province
I. Haikou National Hi-Tech Industrial Development Zone (including One City Four Parks)
1. Led by high-end medical health, medical devices and low-carbon manufacturing industries, Meian Ecological Technology New City focuses on the production, R&D and certification of pharmaceutical products, the production and R&D of medical devices, new industries integrated with pharmaceutical products, and high-end and low-carbon light manufacturing industries, etc.
2. Led by biomedical and health care production and manufacturing, Medicine Valley Industrial Park focuses on the production and R&D of pharmaceutical products and health care products and the development of Li medicine industry, etc.
3. Led by the automobile industry, Haima Industrial Park focuses on the production and R&D of environment-friendly new energy vehicles, the production of auto parts and accessories and the auto logistics industry etc.
4. Led by new energy and new materials, Shiziling Industrial Park focuses on the development and application of new energy technologies, electrical equipment, electronic information and light industry packaging, etc.
5. Led by energy conservation, environmental protection and high-end equipment manufacturing, Yunlong Industrial Park focuses on the development and application of energy conservation and environmental protection technologies, high-end equipment manufacturing, etc.
Tel.: 4008518888
Website: http://gxq.haikou.gov.cn
II. Haikou Comprehensive Free Trade Zone (Old City District)
Haikou Comprehensive Free Trade Zone (Old City District) focuses on developing duty-free products, logistics for international trades, bonded processing, advanced manufacturing, financing and leasing industries, and building storage and distribution bases for duty-free products, regional international trade centers, and exhibition and trading centers for imported commodities.
Tel.: 0898-67204908
Website: http://ftz.haikou.gov.cn
III. Haikou Comprehensive Free Trade Zone (Jinpan District)
Haikou Comprehensive Free Trade Zone (Jinpan District) aims to develop advanced manufacturing industries such as the deep processing of new energy vehicles and their parts and accessories, high-end medical devices and pharmaceuticals, high-voltage and low-voltage complete transformers, fiber optic cables, food and health care products, as well as modern service industries such as headquarter buildings and urban distribution.
Tel.: 0898-67204908
Website: http://ftz.haikou.gov.cn
IV. Haikou Jiangdong New Area
Haikou Jiangdong New Area vigorously promotes the clustering and development of the modern service industry and builds a modern service industry cluster. It gathers global innovation elements, deepens two-way opening to the inside and outside, takes the airport economy as the detonation point, builds a multi-functional composite airport industry cluster, expands and extends the shipping service industry chain, and promotes the development of key airport industries such as business aircraft, financial leasing, air transportation, warehousing and logistics, cross-border trade and the recruitment of upstream and downstream industry chains. Relying on the liberalization and facilitation policies and systems of the Free Trade Port, Haikou Jiangdong expands the opening of financial services to the outside world, builds a headquarters economic cluster in Jiangdong New Area, focuses on diversifying the types of headquarters and attracting industry leaders to cluster, vigorously introduces headquarters of enterprises engaged in offshore trade, international investment, international settlement and special trading, builds special headquarter industrial clusters, and accelerates multinational regional headquarters to settle. It will make good use of the policies of Hainan International Education Innovation Island and International Design Island, develop international education services and diversified design services, and accelerate the innovative development of trade in services such as digital services, professional services, exhibition services and medical health around the freedom and convenience of trade in services.
Tel.: 0898-68603376 (Ms. Cao), 0898-68662391 (Mr. Chen)
Website: http://jdxq.haikou.gov.cn/
V. Haikou Fuxing City Internet Information Industrial Park
Led by the digital economy, the park develops digital economy industries with four core industrial clusters: digital trade (cross-border data flow, cross-border e-commerce, digital content and data services), smart IOT (integrated circuits, smart homes, smart cars, 5G), financial technology (blockchain, exchanges, industrial funds, Internet finance) and international offshore innovation and entrepreneurship.
Tel. for Business Cooperation: 0898-3666-1888
Tel. for Smart IoT: Mr. Yao 17789795886
Tel. for Digital Trade: Mr. Chen 15897888868
Tel. for FinTech: Mr. Wu 18520240945
Tel. for International Offshore Business: Ms. Zhang 13627582955
Website: http://www.fullsing.cn/
VI. Haikou Future Industrial Park
Modern service and high-tech industry.
Tel.: 021-50331303
Website:
https://mp.weixin.qq.com/s/eDvpHkpGm85IEskx_KMb-w
VII. Yangpu Economic Development Zone
1. Yangpu Economic Development Zone insists on focusing the development on the real economy, promotes the upgrading of industrial bases and modernization of industrial chains, and strives to form three 100-billion-yuan industries in offshore oil and gas, port and logistics, and trade services (international trade), and three over 10-billion-yuan industrial clusters in health food processing, high-end tourism, consumer goods manufacturing, and pulp and paper manufacturing during the 14th Five-Year Plan period, as well as cultivates a number of new high-tech industries to basically form the “3+3+N” industrial system to enhance the economic quality, efficiency and core competitiveness of the development zone.
2. Yangpu Economic Development Zone strives to form three 100-billion-yuan industries in offshore oil and gas, port and logistics, and trade services (international trade), and three over 10-billion-yuan industrial clusters in health food processing, high-end tourism, consumer goods manufacturing, and pulp and paper manufacturing during the 14th Five-Year Plan period, as well as cultivates a number of new high-tech industries to basically form the “3+3+N” industrial system.
Tel.: 0898-28826502 / 28810998
Website: http://yangpu.hainan.gov.cn/ 
VIII. Old City Economic Development Zone
1. Old City Economic Development Zone will accelerate the construction of the South China Sea Oil and Gas Exploration and Production Service Base, accelerate the development of oil and gas in the South China Sea, create a logistics service base for the exploration and development of oil and gas in the South China Sea, a production service industry cluster, a research and development and manufacturing cluster for offshore high-tech enterprises, and build a new pattern of an export-oriented economy with multiple points of support.
2. Old City Economic Development Zone focuses on the development of the modern logistics industry and supply chain finance industry. It actively develops processing trade and cross-border e-commerce, explores the development of bonded warehouses, bonded processing, global central warehouse and other businesses, and gradually turns Macun Port into an international first-class hub port.
3. Old City Economic Development Zone actively develops intelligent manufacturing and medical device assembly, port processing, pharmaceutical and medical industries, equipment manufacturing and assembly, food processing industries, etc., accelerates high value-added manufacturing clusters and builds an intelligent manufacturing industry demonstration area.
Tel.: 0898-67606037
Website: http://chengmai.hainan.gov.cn/
IX. Hainan Resort Software Community
Digital economy and Internet industry.
Tel.: 4008877971
Website: https://www.rschn.com
X. Changjiang Circular Economy Industrial Park
The park mainly develops industrial projects such as the mining, smelting and deep processing of ore, the utilization of tailing resources, environment-friendly building materials, new construction materials, low-carbon manufacturing, the deep processing of agricultural and sideline products, fruit and meat preservation, warehousing and logistics, biotechnology, Internet industry and e-commerce.
Tel.: 0898-2669 9191 
Website: http://changjiang.hainan.gov.cn
XI. Changjiang Clean Energy Industrial Park
The park mainly develops high-end equipment manufacturing industry, new material industry and information technology industry with the application direction of photovoltaic power, power energy storage, smart grid, environmental technology and marine ecological technology, and supports the production and living service industries with the digital economy, education and training, cultural tourism, business conference and entertainment as the main applications to form a comprehensive and high-tech clean energy industrial system.
Tel.: 0898-2669 9191 
Website: http://changjiang.hainan.gov.cn
XII. Danzhou Wangwu Industrial Park

The “One-Main and Two-Secondary” industrial function positioning of Danzhou Industrial Park is as follows: First, bonded value-added processing, relying on tax exemptions and preferential policies for processing and manufacturing, serving the "double cycle", integrating and reconstructing the global manufacturing industry chain and value chain; second, cross-border trade circulation, relying on the island-wide customs clearance operation conditions of the Port of Yangpu and Hainan Free Trade Port, developing modern logistics and supply chain services; third, international information services, relying on the "data special zone" policy, developing value-added telecommunications and basic telecommunications services and conducting online data processing and transaction processing business. It is committed to building a key industrial park for high-tech manufacturing in Hainan, a demonstration park for the modern industrial system in the Hainan Free Trade Port and a special park for international trade logistics and bonded processing. The Wangwu District focuses on developing the deep processing of agricultural products and the trade and logistics industry and actively laying out new-generation information technology and high-end medical equipment.
Tel.: 13307585313 
Website: https://www.danzhou.gov.cn/danzhou
XIII. Danzhou Mutang Industrial Park
The “One-Main and Two-Secondary” industrial function positioning of Danzhou Industrial Park is as follows: First, bonded value-added processing, relying on tax exemptions and preferential policies for processing and manufacturing, serving the "double cycle", integrating and reconstructing the global manufacturing industry chain and value chain; second, cross-border trade circulation, relying on the island-wide customs clearance operation conditions of the Port of Yangpu and Hainan Free Trade Port, developing modern logistics and supply chain services; third, international information services, relying on the "data special zone" policy, developing value-added telecommunications and basic telecommunications services and conducting online data processing and transaction processing business. It is committed to building a key industrial park for high-tech manufacturing in Hainan, a demonstration park for the modern industrial system in the Hainan Free Trade Port and a special park for international trade logistics and bonded processing. The Mutang District focuses on the development of 4 leading industries: marine engineering equipment, deep processing of agricultural and livestock products, new chemical materials and inbound remanufacturing and global maintenance industry. It focuses on the development of marine-fishery equipment, marine resources exploration equipment, high-performance rubber and plastics, deep processing of livestock and poultry meat and machinery.
Tel.: 13307585313 
Website: https://www.danzhou.gov.cn/danzhou
XIV. Wenchang International Space City
1. Major Scientific and Technological Innovation Industrial Base in the Aerospace Field: satellite development, space ground equipment development, rocket development;
2. Strategic Industrial Base for Technological Innovation in Aerospace: satellite applications, space science and exploration;
3. Demonstration Industrial Base for Integration and Innovation: electronic information, high-end equipment, new materials, new energy;
4. International Cooperation Industrial Base for Aerospace: international cooperation, exchange and transaction in aerospace and aerospace financial services;
5. Aerospace Supercomputing Center: aerospace supercomputing, cloud computing, development and application of aerospace big data.
Tel.: 0898-63337888
Website: http://www.wchtc.net/
XV. Wechang Yueting Industrial Park
The park focuses on the development of the agricultural and sideline products processing industry, taking into account the development of the food processing industry, high-tech industry, low-carbon manufacturing industry, biology industry, storage, logistics and other supporting industries.
Tel.: 188 7665 3632 (Ms. Xing)
Website:
http://wenchang.hainan.gov.cn/wenchang/index.shtml
XVI. Ding’an Taling Industrial Park
With the strategic goal of building a provincial emerging industrial base, the park focuses on developing new industries such as the processing of agricultural and sideline food products, biology and new pharmaceuticals, advanced manufacturing and automation, and green building materials.
Tel.: 0898-63832268/0898-63832298
Website: http://dingan.hainan.gov.cn/dingan/
XVII. Dingan Xinzhu Green Building Industry Base
Green assembly building industry.
Tel.: 0898-63832268
Website: http://dingan.hainan.gov.cn/dingan/
XVIII. Liji High-Tech Industrial Park
Special tourism and food, clothing, handicrafts, agricultural products processing industry, etc.
Tel.: 0898-62222955
Website: http://wanning.hainan.gov.cn/
XIX. Wanning Binglang City Industrial Park
Based on the cultivation of modern tropical agriculture such as betel nut and pineapple, the park will create an integrated industrial city with comprehensive development of the processing of tropical agricultural products, biopharmaceuticals, science popularization and tourism, residence and health care, trading, storage and logistics and cultural and leisure tourism industry featuring betel nut culture, focusing on the deep processing of betel nut and pineapple.
Tel.: 133 2203 1330 (Mr. Li)
Website: http://wanning.hainan.gov.cn/
XX. Lingshui Qingshui Bay Information Industrial Park
Based on the new generation of Internet information technology, the park takes satellite navigation, marine information, technologies of colleges and universities, creative design and Internet as its leading industries.
Tel.: 0898-38320001
Website: http://www.hnvico.com
XXI. Sanya Yazhou Bay Science and Technology City
1. Deep Sea Science and Technology Town develops an industrial ecosystem with deep-sea science and technology research and application as the leading industry, general science and technology industry, marine supporting industry as synergy, and modern service industry as supporting. It mainly develops deep-sea equipment and technologies, deep-sea communication, deep-sea materials, deep-sea exploration, deep-sea energy power, marine pasture, deep seawater utilization in deep-sea science and technology R&D and application; intelligent manufacturing, new-generation information technology, new materials in general science and technology industry; marine vessels, marine equipment, marine public services in the marine supporting industry; intellectual property rights, finance, exhibition, training in the modern service industry.
2. Nanfan Science and Technology City takes Nanfan scientific research as its basic industry, seed industry technology as its core industry, and tropical agricultural science as its characteristic industry. It focuses on the fields of animal crops, forests, flowers and plants, R&D of Nanfan on animal husbandry and aquaculture, biological breeding technology, trading in seed industry, trading of intellectual property rights of science and technology in seed industry, science and technology of special tropical crops, agricultural services, agricultural tourism, etc. It is committed to building an industrialized, market-oriented, professional, intensive and internationalized intelligent ecological industrial city.
3. Science and Education City takes marine and agricultural science and research industries as the core, research institutes plus graduate schools as the platform, high-level scientific research institutions and higher education institutions as the carrier, and focuses on the development of education, science and research, public scientific R&D services and innovation and entrepreneurship incubation and transformation platforms related to the formation of the integration of industry, university and research in deep-sea science and technology and Nanfan science and technology. 4. Global Animal and Plant Germplasm Resources Introduction and Transfer Base: introduces global animal, plant, and microbial germplasm resources and has functions such as inspection and isolation, strategic reserves, industrial applications and international trade transactions, becoming the “four beams and eight columns” project for the innovation of free trades in Hainan, the building of industrial core competitiveness, and the upgrading of global competitiveness of national germplasm resources.
Tel.: 0898-88759511
Website: http://www.yazhou-bay.com
XXII. Sanya Internet Information Industrial Park
Internet, entertainment, culture and creativity, e-commerce, emerging information technology.
Tel.:
0898-31526699/0898-31526688/0898-31525566
Website: http://www.cafa.edu.cn/
XXIII. Demonstration Zone of Industry-Urban Integration in Tunchang County
The demonstration zone aims to build a new industrial city for green development, an ecological industrial platform with low-carbon development, and a special industry center with the development characteristics of Central China.
Tel.: 183 8980 2111 (Mr. Peng)
Website: http://qiongzhong.hainan.gov.cn
XXIV. Hainan Wanling Agricultural Products Processing and Logistics Park
According to the industrial layout of "1+4+X", the park focuses on the manufacturing of high-end food products (coconut, betel nut, fruits and vegetables and other agricultural products of the island and imported dried seafood, dried fruits, dairy products and meat products, etc.), and drives industrial revitalization and rural revitalization through deep processing, storage and distribution, e-commerce and agricultural science and technology.
Tel.: 0898-86228072
Website: http://qiongzhong.hainan.gov.cn
XXV. Baisha Bangxi Industrial Park
Based in Baisha area and facing the whole Hainan, Baisha Bangxi Industrial Park takes the processing of agricultural and sideline products as the leading industry, highlights the characteristics of natural ecological environment, and takes the forestry, South China medicine processing and health care industry as auxiliary industries to create an ecological and open green ecological zone in Hainan Province.
Tel.: 0898-27881909
Website: http://hbaisha.hainan.gov.cn/baisha
XXVI .ICC

Based on industry 4.0 operation mode,   ICC is committed to becoming a “eco-friendly, smart and low carbon” industry park by developing three key industries including innovative finance, headquarters economy and designing industry.

Tel.: 0898-6577 9999
Biological preparations








�Based on surveys on relevant enterprises, the logistics cost and the labor cost are the core considerations for enterprises to choose whether to enter and settle in Hainan. With the current average logistics and labor costs (which account for 15% of the total value of products) in China as the benchmark, when the tariff reduction amount is greater than the logistics and labor costs (i.e., 15%) of products, enterprises are more willing to enter Hainan.


�At this stage, the List of Zero-Tariff Raw and Auxiliary Materials of Hainan Free Trade Port mainly includes food crops, chemical products, metal minerals, timbers, aircrafts and ship parts.


� High-end talents refer to those with an annual income of 300,000 yuan or more or identified by the talent management department of Hainan. Highly-demanded talents refer to those meeting the above identification requirements and included in the list of highly-demanded talents of Hainan Free Trade Port.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of nuts.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in the nut industry in China, such as Qiaqia, Truthlove Food, Wolong Food and Ganyuan Food.


�Based on the annual reports of the leading enterprises in China’s nut industry such as Qiaqia Food, Bestore and Three Squirrels.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the production of chocolates.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in the chocolate industry, such as Apple Flavor and Fragrance Group, Ferrero, Mars Group and Hershey Group.


12Based on the annual reports of leading enterprises in the chocolate industry, such as Apple Flavor and Fragrance Group, Ferrero, Mars Group and Hershey Group.


�Source: Nielsen


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of meats.


� These figures are obtained mainly based on the comparison of production and processing bases of leading enterprises in the meat industry in China, such as WH Group and Yurun Group.


�These figures are obtained mainly based on the analysis of annual reports of leading enterprises engaged in the production and processing of meat in China, such as WH Group and Yurun Group.


�Source: List of Imported Meat Designated Port of the General Administration of Quality Supervision, Inspection and Quarantine and the China Statistical Yearbook.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the production of polylactic acid and lactide.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in China’s polylactic acid industry, such as Jindan Lactic Acid Technology.


�These figures are obtained on the basis of the annual reports of leading enterprises in China’s polylactic acid industry, such as Jindan Lactic Acid Technology and Zhejiang Hisun Biomaterials.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the production of pet food.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in foreign food pet industry, such as Mars Group and Haid Group.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of sugar-sweetened beverages.


� These figures are obtained mainly based on the comparison of production and processing bases of leading enterprises in the sugar-sweetened beverage industry in China, such as Master Kong, Uni‑President and Wei Chuan.


�These figures are obtained mainly based on the analysis of annual reports of leading enterprises engaged in the production and processing of sugar-sweetened beverages in China, such as Master Kong, Uni‑President and Wei Chuan.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the production of carbon fiber composite materials.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in China’s carbon fiber composite material industry, such as Guangwei Composites and Sinofibers Technology Co., Ltd.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of fresh fruits and vegetables.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in China’s deep processing industry of fresh fruits and vegetables, such as Kewpie and Suniko.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of fish liver oil capsules.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in the industry involving health care products made from fish liver oil, such as Xingsha, BYHEALTH and Kingkeys.


�These figures are obtained on the basis of the annual reports of leading enterprises engaged in health care products made from fish liver oils, such as Xingsha, BYHEALTH and Kingkeys.


�Source: Nielsen


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the production of implantable consumables.


�Source: http://www.customs.gov.cn (The categories listed above are only some categories of raw materials for jewelries.)


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of jewelries.


� These figures are obtained mainly based on the estimation of average annual revenue of top 35 leading jewelry enterprises in China in 2019.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of edible bird's nest.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in the edible bird's nest industry, such as Yan Palace, Standard Biotechnology and Da Zhou Xin Yan.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of ginsengs.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in China’s ginseng industry, such as Zixin Pharmaceutical, Yisheng Pharmaceutical and Beijing Tongrentang.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn (The categories listed above are only some categories of raw materials for perfumes.)


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of perfumes.


� These figures are obtained mainly based on the estimation of average annual revenue of top 35 leading perfume enterprises in China in 2019.


�Source: http://www.customs.gov.cn (The categories listed above are only some categories of raw materials for honey.)


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of raw materials for honey.


� These figures are obtained mainly based on the estimation of average annual revenue of top 10 leading honey enterprises in China in 2019.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of cosmetics.


� These figures are obtained mainly based on the estimation of average annual revenue of leading listed enterprises engaged in cosmetic OEM in China in 2019.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of coffee.


� These figures are obtained mainly by estimating the development scale median of production and processing bases of leading enterprises in China’s coffee industry, such as Nescafe, UCC, Saturnbird, and Bernachon.


�Source: Nielsen


� Source: iiMedia Research


�It is estimated based on the proportion of coffee consumers and the number of visitors in Hainan.


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of sunglasses.


� These figures are obtained mainly based on the estimation of the average annual operating income of leading sunglass enterprises, such as Doctor Glasses and Prsr Glasses.


�Source: Alibaba Big Data


�Source: http://www.customs.gov.cn/


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of tea.


� These figures are obtained mainly based on the estimation of the scale of processing bases of leading tea processing enterprises in China, such as CHAL I,Teapical, Taetea and Lipton.


�Source: Alibaba Data Bank.


�Source: Research and Analysis Report on the Development and Consumption Trends of the Tea Bag Industry in China in the First Half of 2020 of iiMedia Research.


� It is estimated based on the proportion of tea bag consumers and the number of visitors in Hainan.


�Only partial articles are listed here due to the large number of articles under the List of the People’s Republic of China of Articles Restricted from Import and Export released by the General Administration of Customs.


� Only partial commodities are listed here due to the large number of articles under the List of Commodity Restricted for Processing Trade released by the General Administration of Customs.


� The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of edible bird&apos;s nest.


� The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the manufacturing and processing of edible bird's nest.


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for remanufacturing.


�Several Opinions of Hainan Province on Supporting the Transfer and Transformation of Results of National Science and Technology Special Projects for the Creation of Major New Drugs


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the equipment for the processing and manufacturing of biomedical products.


� These figures are obtained mainly based on the estimation of the development scale of production and processing bases of leading enterprises in China’s biomedical industry, such as Hualan Bio, Tiantan Biological Products and Shanghai RAAS.


�Selected from the Implementation Plan for the Hainan-Hong Kong-Macao Free Flow of Yachts in China (Hainan) Pilot Free Trade Zone.


�Selected from the Cases of System Innovation in China (Hainan) Pilot Free Trade Zone.


�Selected from the Master Plan for the Construction of Hainan Free Trade Port.


�At this stage, the List of Zero-Tariff Raw and Auxiliary Materials of Hainan Free Trade Port mainly includes food crops, chemical products, metal minerals, timbers, aircrafts and ship parts.


�The tariff exemption amounts under the zero-tariff policy of Hainan Free Trade Port are all estimated at the upper limit of the import price range of the core parts and accessories of yachts.


� These figures are obtained mainly based on the estimation of the scale of development of enterprises, such as Sanya Visun Tuscany Yachting Co., Ltd., Shenzhen Haizhilan Yacht Technology Co., Ltd. and Jiangsu Sea-Land Yacht Manufactory Co., Ltd.





