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FOREIGN INVESTMENT IN EDUCATION IN THE PRC
Foreign Investment Industries Guidance Catalog (2015)

Pursuant to the Foreign Investment Industries Guidance Catalog (Amended in 2015) ( <ZMpi#%
G EEBR) (2015 F1E7])), the “Foreign Investment Catalog”) which was amended and
promulgated by the NDRC and the MOFCOM on 10 March 2015 and became effective on 10 April
2015, preschool education, high school education and higher education are restricted industries for
foreign investors, and foreign investments are only allowed to invest in preschool education, high
school education and higher education in cooperative ways and the domestic party shall play a
dominant role in the cooperation, which means the principal or other chief executive officer of the
schools shall be a PRC national and the representative of the domestic party shall account for no less
than half of the total members of the board of directors, the executive council or the joint
administration committee of the sino-foreign cooperative educational institution. In addition,
according to the Foreign Investment Catalog, foreign investors are prohibited from investing in
compulsory education, namely primary school to middle school.

Sino-foreign cooperation in operating schools is specifically governed by the Regulation on
Operating Sino-foreign Schools of the PRC ( % A\ RILFNE H1Hh G EHFERMRBI) ), which was
promulgated by State Council on 1 March 2003 and became effective on 1 September 2003 and
amended on 18 July 2013, the Law for Promoting Private Education of the PRC ( {13 A &3
RIFZAE (L) ), and the Implementing Rules for the Regulations on Operating Sino-foreign
Schools ( {H#E N R ALANE 4G VE BB E i HHL) | the “Implementing Rules™), which were
issued by the MOE on 2 June 2004 and became effective on 1 July 2004.

The Regulation on Operating Sino-foreign Schools and its Implementing Rules apply to the
activities of educational institutions established in the PRC cooperatively by foreign educational
institutions and Chinese educational institutions, the students of which are to be recruited primarily
among PRC citizens and encourage substantial cooperation between overseas educational
organizations with relevant qualifications and experience in providing high-quality education, and
PRC educational organizations to jointly operate various types of schools in the PRC, with such
cooperation in the areas of higher education and occupational education being encouraged. The
overseas educational organization must be a foreign educational institution with relevant
qualification and high-quality education ability. Our PRC Legal Adviser have advised that based on
their current understanding and knowledge, it is uncertain as to what type of information (including
the length and type of experience) a foreign investor must provide to the competent PRC government
authority to demonstrate that it meets the qualification requirement. PRC-foreign cooperative schools
are not permitted, however, to engage in compulsory education and military, police, political and
other kinds of education that are of a special nature in the PRC. Any PRC-foreign cooperation school
and cooperation program shall be approved by relevant education authorities and obtain an Operation
Permit for Sino-foreign Cooperation School, and a sino-foreign cooperation school established
without the above approval or permit may be prohibited by the relevant authorities, be ordered to
refund the fees collected from its students and be subject to a fine of no more than RMB 100,000,
while a sino-foreign cooperation program established without such approval or permit may also be
banned and be ordered to refund the fees collected from its students.

On 18 June 2012, MOE issued the Implementation Opinions of the MOE on Encouraging and
Guiding the Entry of Private Capital in the Fields of Education and Promoting the Healthy
Development of Private Education ( B SBhAN 5| 28 [ [ & 4 A Z0E S HE RFACE (e
JEIEEE ) ) to encourage private investment and foreign investment in the field of education.
According to these opinions, the proportion of foreign capital in a sino-foreign education institute
shall be less than 50%.

— 81 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN CONJUNCTION
WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT

REGULATIONS

On 19 January 2015, MOFCOM published the Draft Foreign Investment Law. At the same time,
MOFCOM published an accompanying explanatory note of the Draft Foreign Investment Law (the
“Explanatory Note”), which contains important information about the Draft Foreign Investment
Law, including its drafting philosophy and principles, main content, plans to transition to the new
legal regime and treatment of business in the PRC controlled by foreign invested enterprises (the
“FIEs”), primarily through contractual arrangements. The Draft Foreign Investment Law is intended
to replace the current foreign investment legal regime consisting of three laws: the Sino-Foreign
Equity Joint Venture Enterprise Law, the Sino-Foreign Cooperative Joint Venture Enterprise Law and
the Wholly Foreign-Invested Enterprise Law, as well as detailed implementing rules. The Draft
Foreign Investment Law proposes significant changes to the PRC foreign investment legal regime
and introduced the concept of ‘“actual control” determined by the identity of the ultimate natural
person or enterprise that controls the domestic enterprise. If an enterprise is actually controlled by
a foreign investor through contractual arrangements, such enterprise may be regarded as a FIE. Such
FIE is restricted or prohibited from investment in certain industries listed on the negative list unless
permission from the competent authority in the PRC is obtained. Nevertheless, as the negative list has
yet to be published, it is unclear whether it will differ from the current list of industries subject to
restrictions or prohibitions on foreign investment (including our industry). The Draft Foreign
Investment Law also provides that any FIEs operating in industries on the negative list will require
entry clearance and other approvals that are not required of PRC domestic entities. As a result of the
entry clearance and approvals, certain FIE’s operating in industries on the negative list may not be
able to continue to conduct their operations through contractual arrangements.

Pursuant to the Draft Foreign Investment Law, as far as new variable interests entity (the“VIE”)
structures are concerned, if the domestic enterprise under the VIE structure is controlled by Chinese
nationals, such domestic enterprise may be treated as a Chinese investor and therefore, the VIE
structures may be regarded as legal. On the contrary, if the domestic enterprise is controlled by
foreign investors, such domestic enterprise may be treated as a foreign-investor or foreign-invested
enterprise, and therefore, the operation of such domestic enterprise through VIE structures may be
regarded as illegal if the domestic enterprise operates in a sector which is on the negative list and the
domestic enterprise does not apply for and obtain the necessary permission.

The Draft Foreign Investment Law stipulates restriction of foreign investment in certain
industry sectors. The negative list set out in the Draft Foreign Investment Law classified the relevant
prohibited and restricted industries into the Catalogue of Prohibitions and the Catalogue of
Restrictions, respectively.

Foreign investors are not allowed to invest in any sectors set out in the Catalogue of
Prohibitions. Where any foreign investor directly or indirectly holds shares, equities, properties or
other interests or voting rights in any domestic enterprise, such domestic enterprise is not allowed to
invest in any sector set out in the Catalogue of Prohibitions, unless otherwise specified by the State
Council.

Foreign investors are allowed to invest in sectors set out in the Catalogue of Restrictions,
provide that the foreign investors are required to fulfil certain conditions and apply for permission
before making such investment.

Notwithstanding that the accompanying explanatory notes of the Draft Foreign Investment Law
(the “Explanatory Notes”) do not provide a clear direction in dealing with VIE structures existing
before the Draft Foreign Investment Law becoming effective, which is still pending for further study
as of the Latest Practicable Date, the Explanatory Notes contemplate three possible approaches in
dealing with foreign-invested enterprises with existing VIE structures that conduct business in an
industry falling in the Negative List:

(a) to make a declaration to the competent authority that the actual control is vested with
Chinese investors, then the VIE structures may be retained for its operation;
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(b) to apply to the competent authority for certification of its actual control vested with
Chinese investors and upon verification by the competent authority, the VIE structures
may be retained for its operation; and

(c) to apply to the competent authority for permission and the competent authority together
with the relevant departments shall make a decision after taking into account the actual
control of the foreign-invested enterprise and other factors.

The Draft Foreign Investment Law introduces the concepts of “control” and ‘“actual control.”
Under Article 18 of the Draft Foreign Investment Law, the term “control” means a status whereby any
of the following conditions is met in respect of an enterprise:

(i) holding directly or indirectly 50% or more of the equity interest, assets, voting rights or
similar equity interest of the subject entity;

(i) holding directly or indirectly less than 50% of the equity interest, assets, voting rights or
similar equity interest of the subject entity but (a) having the power to directly or indirectly
appoint or otherwise secure at least 50% of the seats on the board or other equivalent
decision making bodies, (b) having the power to secure its nominated person to acquire at
least 50% of the seats on the board or other equivalent decision making bodies, or (c)
having the voting power to exert material influence over decision-making bodies, such as
the shareholders’ meeting or the board; or

(ii1) having the power to exert decisive influence, via contractual or trust arrangements, over
the subject entity’s operations, financial, staffing and technology matters.

In respect of “actual control,” the Draft Foreign Investment Law looks at the identity of the
ultimate natural person or enterprise that controls the foreign-invested enterprise. “Actual control”
refers to the power or position to control an enterprise through investment arrangements, contractual
arrangements or other rights and decision-making arrangements. Article 19 of the Draft Foreign
Investment Law defined “actual controllers” as the natural persons or enterprises that directly or
indirectly control foreign investors or foreign-invested enterprises.

Where foreign investors and foreign-invested enterprises circumvent the provisions of the Draft
Foreign Investment Law by entrusted holding, trust, multi-level re-investment, leasing, contracting,
financing arrangements, protocol control, overseas transaction or otherwise, make investments in
sectors specified in the Catalogue of Prohibitions, or make investments in sectors specified in the
Catalogue of Restrictions without permission or violate the information reporting obligations
specified therein, the penalty shall be imposed in accordance with Article 144 (Investments in Sectors
Specified in the Catalogue of Prohibitions), Article 145 (Violation of Provisions on Access
Permission), Article 147 (Administrative Legal Liability for Violating the Information Reporting
Obligation) or Article 148 (Criminal Legal Liability for Violating the Information Reporting
Obligation) of the Draft Foreign Investment Law, as the case may be.

Where foreign investors make investments in the sectors specified in the Catalogue of
Prohibitions, the competent authorities of foreign investment of the people’s governments of
provinces, autonomous regions and municipalities directly under the Central Government at the place
where the investments are made shall order them to cease the implementation of such investments,
dispose of equity or other assets within a prescribed time limit, confiscate illegal gains, if any, and
impose a fine of not less than RMB100,000 but not more than RMB1.0 million or of not more than
10% of illegal investments.
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Where foreign investors make investments in the sectors specified in the Catalogue of
Restrictions without authorization, the competent authorities of foreign investment of the people’s
governments of provinces, autonomous regions and municipalities directly under the PRC central
government at the place where the investments are made shall order them to cease the implementation
of such investments, dispose of equity or other assets within a prescribed time limit, confiscate illegal
gains, if any, and impose a fine of not less than RMB 100,000 but not more than RMB1.0 million or
of not more than 10% of illegal investments.

Where foreign investors or foreign-invested enterprises are in violation of the provisions of the
Draft Foreign Investment Law, including evading the performance of the information reporting
obligation, or concealing the truth or providing false or misleading information, the competent
authorities of foreign investment of the people’s governments of provinces, autonomous regions and
municipalities directly under the Central Government at the place where the investments are made
shall order them to make rectifications within a prescribed time limit; if they fail to make
rectifications within the prescribed time limit, or the circumstances are serious, a fine of not less than
RMB50,000 but not more than RMB500,000 or of not more than 5% of the investments shall be
imposed.

Where foreign investors or foreign-invested enterprises are in violation of the provisions of the
Draft Foreign Investment Law, including failing to perform on schedule, or evading the performance
of, the information reporting obligation, or concealing the truth or providing false or misleading
information, and if the circumstances are extremely serious, a fine shall be imposed on the foreign
investors or foreign-invested enterprises and the directly responsible person-in-charge and other
persons liable shall be sentenced to fixed-term imprisonment of not more than one year or criminal
detention.

REGULATIONS ON PRIVATE EDUCATION IN THE PRC
Education Law of the PRC

On 18 March 1995, the National People’s Congress of the PRC (4B A K% #5Z: B ) enacted
the Education Law of the PRC ( {H#E NRILFEIZF %) , the “Education Law”), which was
amended on 27 August 2009. The Education Law sets forth provisions relating to the fundamental
education systems of the PRC, including a school education system comprising preschool education,
primary education, secondary education and higher education, a system of nine-year compulsory
education, a national education examination system, and a system of education certificates. The
Education Law stipulates that the government formulates plans for the development of education,
establishes and operates schools and other institutions of education. Furthermore, it provides that in
principle, enterprises, social organizations and individuals are encouraged to establish and operate
schools and other types of educational institution in accordance with PRC laws and regulations.
Meanwhile, no organization or individual may establish or operate a school or any other educational
institution for profit-making purposes. However, private schools may be operated for “reasonable
returns,” as described in more detail below. The Education Law also stipulates that some basic
conditions shall be fulfilled for the establishment of a school or any other institution of education,
and the establishment, modification or termination of a school or any other institution of education
shall, in accordance with the relevant PRC laws and regulations, go through the procedures of
examination, verification, approval, registration or filing. On 27 December 2015, the Education Law
was amended (the “amended Education Law”), which came into effect on 1 June 2016. The
amended Education Law does not include the requirement that no organization or individual may
establish or operate a school or any other educational institution for profit-making purposes, but
schools and other educational institutions sponsored by all or part of government financial funds and
donated assets are forbidden to be established as for-profit organizations.
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The Law for Promoting Private Education and the Implementation Rules for the Law for
Promoting Private Education

The Law for Promoting Private Education of the PRC (RIFHFIE#EL) became effective on
1 September 2003 and was amended on June 29, 2013, and the Implementation Rules for the Law for
Promoting Private Education of the PRC ( ¥ A\ RILANE R HFEE (a5 B MR ]) ) became
effective on 1 April 2004. Under these regulations, “private schools” are defined as schools
established by social organizations or individuals using non-government funds. The establishment of
a private school shall meet the local need for educational development and the requirements provided
for by the Education Law and relevant laws and regulations, and the standards for the establishment
of private schools shall conform to those for the establishment of public schools of the same grade
and category. In addition, private schools providing academic qualifications education, preschool
education, education for self-study examination and other education shall be subject to approval by
the education authorities at or above the county level, while private schools engaging in occupational
qualification training and occupational skill training shall be subject to approvals from the authorities
in charge of labor and social welfare at or above the county level. A duly approved private school will
be granted a Permit for operating a Private School (FRHFEALHFEFTAIFE), and shall be registered
with the Ministry of Civil Affairs of the PRC ("3 A\ RILFNE REG, the “MCA”) or its local
counterparts as a privately run non-enterprise institution (RHFIEMZFEEA(T). Except for Panjin
Guangzheng Preparatory School, each of our schools has obtained the Permit for Operating a Private
School and has been registered with the relevant local counterpart of the MCA.

Under the above regulations, private schools have the same status as public schools, though
private schools are prohibited from providing military, police, political and other kinds of education
which are of a special nature. Public schools that provide compulsory education are not permitted to
be converted into private schools. The operations of a private school are highly regulated. For
example, a private school shall establish the executive council, the board of directors or any other
form of the decision-making body and such decision-making body shall meet at least once a year.
Furthermore, the text books selected by the private primary schools and middle schools for teaching
state fundamental classes should be approved in accordance with related laws and regulations, and
the curriculum arrangements of the teaching courses should be in conformity with the provisions of
the MOE. Teachers employed by a private school shall have the qualifications specified for teachers
and meet the conditions for the post as provided for in the Teachers Law of the PRC ( ("% A\ R4t
FE kALY ) and other relevant laws and regulations, and there shall be a definite number of
full-time teachers in a private school, and in private schools offering academic qualifications
education full-time teachers shall account for not less than one-third of the total number of the
teachers. Each of our schools provides a diploma or certificate to students. In line with relevant
regulations, all of our courses required for PRC diplomas are taught by teachers that are certified by
the relevant city education bureaus after undergoing systematic training and passing standardized
tests in the subject as they teach.

School Sponsor’s Reasonable Returns

According to PRC laws and regulations, entities and individuals who establish private schools
are commonly referred to as “school sponsors” rather than “owners” or “shareholders.” The economic
substance of “school sponsorship” with respect of private schools is substantially similar to that of
ownership in terms of legal, regulatory and tax matters. Private education is treated as a public
welfare undertaking under the regulations. Nonetheless, school sponsors of a private school may
choose to require “reasonable returns” from the annual net balance of the school after deduction of
costs for school operations, donations received, government subsidies (if any), the reserved
development fund and other expenses as required by the regulations.

The election to establish a private school the school sponsors of which require reasonable
returns must be set out in the articles of association of the school. The percentage of the school’s
annual net balance that can be distributed as reasonable return shall be determined by the school’s
executive council, board of directors or other form of the decision-making body, taking into
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consideration the following factors: (i) items and criteria for the school’s fees, (ii) the ratio of the
school’s expenses used for educational activities and improving the educational conditions to the total
fees collected; and (iii) the school operation level and educational quality. The relevant information
relating to the school operation level and the quality of education shall be publicly disclosed before
the determination of the percentage of the school’s annual net balance that can be distributed as
reasonable returns. Such information and the decision to distribute reasonable returns shall also be
filed with the approval authorities within 15 days from the decision made. However, none of the
current PRC laws and regulations provides a formula or guidelines for determining what constitutes
a “reasonable return”. In addition, no current PRC laws or regulations set forth any requirements or
restrictions on a private school’s ability to operate its education business that differ based on such
school’s status as a school the school sponsor of which requires reasonable returns or a school the
school sponsor of which does not require reasonable returns. All of our schools elected to be a school
whose school sponsor requires reasonable return.

At the end of each fiscal year, every private school is required to allocate a certain amount to
its development fund for the construction or maintenance of the school or procurement or upgrade of
educational equipment. In the case of a private school the school sponsor of which requires
reasonable returns, this amount shall be no less than 25% of the annual net income of the school,
while in the case of a private school the school sponsor of which does not require reasonable returns,
this amount shall be equal to no less than 25% of the annual increase in the net assets of the school,
if any. Private schools the school sponsor of which does not require reasonable returns shall be
entitled to the same preferential tax treatment as public schools, while the preferential tax treatment
policies applicable to private schools the school sponsor of which require reasonable returns shall be
formulated by the finance authority, taxation authority and other authorities under the State Council.
To date, however, no regulations have been promulgated by such authorities in this regard.

A school sponsor of a private school has the obligation to make capital contributions to the
school in a timely manner. The contributed capital can be in the form of tangible or non-tangible
assets such as materials in kind, land use rights or intellectual property rights. The capital contributed
by the school sponsor becomes assets of the school and the school has independent legal person
status. In addition, the sponsor of a private school has the right to exercise ultimate control over the
school by becoming the member of (if school sponsor is individual) and controlling the composition
of the school’s decision-making body. Specifically, the school sponsor has control over the private
school’s constitutional documents and has the right to elect and replace the private school’s
decision-making bodies, such as the school’s board of directors, and therefore controls the private
school’s business and affairs.

Interim Measures for the Management of the Collection of Private Education Fees

Pursuant to the Interim Measures for the Management of the Collection of Private Education
Fees ( (RIFHE WA S HE 17H15) ), which was promulgated by the NDRC, the MOE and the
Ministry of Labor and Social Security (currently known as the Ministry of Human Resources and
Social Security (H#E A RALFE A T E IR A4 & R ) on 2 March 2005, and the Implementation
Rules for the Law for Promoting Private Education, the types and amounts of fees charged by a
private school providing academic qualifications education shall be examined and verified by
education authorities or the labor and social welfare authorities and approved by the governmental
pricing authority, and the school shall obtain the Fee Charge Permit. A private school that provides
non-academic qualifications education shall file its pricing information with the governmental
pricing authority and publicly discloses such information. If a school raises its tuition levels without
obtaining the proper approval or making the relevant filing with the relevant government pricing
authorities, the school would be required to return the additional tuition fees obtained through the
raise and become liable for compensation of any losses caused to the students in accordance with
relevant PRC laws.

According to the Notice regarding Cancellation of the Fee Charge Permit System and

Strengthening the Supervision in process and afterwards ( <258 i pi 5 22 B BUHR B s BT Wi 2 =
AR ) BN e 2 R S AR AU AE AN ), or Circular 36, which was issued jointly by the NDRC and the
Ministry of Finance on January 9, 2015, the fee charge permit system shall be cancelled nationwide
from January 1, 2016.
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Pursuant to the Notice on Regulations Applicable to Service Charges and Fees Collected-on-
behalf in the Primary and Middle Schools (€[ K88 o /INE JR 5 M s 2 A0 4 Colic 2 A8 2 A 81 REL 1 2
1) ) jointly promulgated by the National Development and Reform Commission and Ministry of
Education on 23 July 2010, service charges in the primary and middle schools refer to the fees
charged by the school for the services provided by the school and selected by the students or their
parents on a voluntary basis after completion of normal teaching. “Fees collected-on-behalf” in the
primary and middle schools refer to the fees collected, on a voluntary basis of students or their
parents, by the school on behalf of third parties who provide services for the purpose of convenience
of students’ learning and living in school. Services charges and fees collected-on-behalf should be
publicly disclosed and paid on a voluntary and non-profit basis.

Regulations on Safety and Health Protection of Schools

Pursuant to the Food Safety Law of the PRC ( {H#E A\ RILFE & &4 27%) ), which was
amended on 24 April 2015 and became effective on 1 October 2015, collective canteens of schools
shall obtain the license in accordance with the laws and strictly abide by the laws, regulations and
food safety standards. With regard to the order of meals from the feeding entity, the order shall be
issued to an enterprise obtaining the food production and trading license and the inspection shall be
conducted on the food ordered as required.

According to Administrative Measures on License of Catering Industry ( (% fRIRES & vl & 2L
%) ), which was promulgated on 4 March 2010 and became effective on 1 May 2010, a licensing
system for catering industry is implemented. A catering service provider shall obtain food service
license, and assume the food safety liability in accordance with the law. Pursuant to Administrative
Measures for Food Operation Licensing ( (& fh &8 5l & #HF%) ) promulgated on 31 August
2015 and became effective on 1 October 2015, food operation license shall be obtained in accordance
with the law to engage in food selling and catering services within the territory of the PRC. The
principle of one license for one site shall apply to the licensing for food operation, and classified
licensing for food operation according to food operators’ types of operation and the degree of risk of
their operation projects is implemented.

Pursuant to Administrative Measures for the Supervision of Food Safety in Catering Service
( CEMRMRES & &2 BB S ML) ), catering service providers shall carry out catering service
activities in accordance to laws, regulations, food safety standards and relevant requirements, be
responsible for society and the general public, ensure food safety, accept social supervision, and take
responsibilities for food safety in catering service.

In accordance with the Regulation on Hygiene Administration of School Canteens and
Collective Dining of Students ( C(EEA% £ 4% BLER A= AR 0 &1 A2 A BRKAE ) ), which was promulgated
on 20 September 2002 and became effective on 1 November 2002, hygiene administration of school
canteens and collective dining of students should (a) follow a policy of precaution in the first place,
and (b) observe the principles of being supervised and instructed by hygiene administrative
department, being managed and inspected by education administrative department, and being
executed by school. School canteens should keep environment inside and outside clean and tidy, and
strictly supervise the process of food procurement. Staff members and management personnel of
canteens should master the basic requirements of food hygiene. The principal shall be responsible for
the food safety of the school canteen, and full-time or part-time food hygiene management personnel
shall be appointed.

According to the Circular on Strengthening Hygiene and Epidemic Prevention and Food
Hygiene and Safety of Private Schools ( <A INaE R HFER A f A By R B R S AR &2 & TAE R 28
A1) ), which was promulgated on 28 April 2016, the private schools should pay high attention to and
strengthen the school hygiene and epidemic prevention and the food hygiene and safety.
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According to the Administrative Measures of Safety of Kindergartens, Primary and Middle
School ( (H/NEZ) b [ % 28 HH#E) ), which was promulgated on 30 June 2016 and became
effective on 1 September 2016, schools should strictly implement Regulation on Hygiene
Administration of School Canteens and Collective Dining of Students ( CERAG A BHLER A A o
A S E) ) and Norms on Hygiene of Catering Industry and Delivery Entity of Collective
Dining of Students ( #RZEFIELA S0 FI A ik SO 4= BL45) ), and should strictly comply with
the hygiene operation norms. In order to ensure the hygiene and safety of food and drink of teachers
and students, schools should (a) establish a system of procurement of canteen supplies from
designated suppliers, (b) establish a system of demanding for certificate and keeping record during
procurement, (c) establish a system of retention of food for check-up and record, and (d) examine the
situation of hygiene and safety of drinking water.

Pursuant to Circular on Further Strengthening Food Safety of School Canteens ( (B iA#E—
JnsR A B R L TAERE ) ) issued on 11  August 2011, school canteens are
comprehensively required to carry out food safety self-inspection. Local food and drug
administration at all levels are required to comprehensively strengthen supervision and inspection on
food safety of school canteens before commencement of each term, and, before the commencement
of every spring term and every autumn term, should consider school canteens as key point of
supervision and strengthen the supervision and inspection. School food safety responsibility system
should be comprehensively carried out.

According to the Laws of the PRC on the Protection of Minors of PRC ( 13 A\ R LA A
A ANPREE) ), which was amended on 26 October 2012 and became effective in January 2013,
schools shall establish safety system, improve safety education among the minors and adopt measures
to guarantee their personal safety.

In accordance with the Regulation on Safety Management of Middle, Primary schools and
Kindergartens ( (/N4 b [ % 2 HHHEL) ), which was promulgated on 30 June 2006 and
became effective on 1 September 2006, schools shall be responsible for safety management and
safety education, establish and improve internal safety management system and safety emergency
response mechanism, incorporate safety education in to teaching content and carry out safety
education among the students.

According to the Regulation on Sanitary Work of Schools ( (44 TAEMAHI) ), which was
promulgated on 4 June 1990 and became effective on 4 June 1990, schools shall carry out sanitary
work. The main tasks of the sanitary work include monitoring health conditions of students, carrying
out health education among students, helping students to develop good health habits, improving
health environment and health conditions for teachers, strengthening prevention and treatment of
infectious disease and common diseases among students.

Regulations on Compulsory Education

In accordance to the Law for Compulsory Education of the PRC ( {H'# N RILHEHFHH T
%) ), which was promulgated by the National People’s Congress on 12 April 1986 and was amended
by the tenth Standing Committee of the National People’s Congress on 29 June 2006 and by the
twelfth Standing Committee of the National People’s Congress on 24 April 2015., a 9-year system of
compulsory education, including 6 years of primary school and 3 years of middle school, was
adopted.

Further, the MOE issued the Reform Guideline on the Curriculum System of Compulsory
Education (Trial) ( (GEEEZE AR EAZGATT) ) ) on 8 June 2001, which became effective on
the same day, pursuant to which schools providing compulsory education shall follow a
“state-local-school” three-tier curriculum system. In other words, the schools must follow the state
curriculum standard for state courses, while the local educational authorities have the power to
determine the curriculum standard for other courses, and the schools may also develop curriculum
that are suitable for their specific needs.
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Regulations on the Operation of High Schools

The MOE has promulgated several regulations on the operation of high schools, mainly
concerning the choice of textbooks, the curriculum system and the graduation exam system.

According to the Circular of the Central Office of the MOE on the Selection of the Trial Text
books for the Curriculum of High Schools ( (T BB A/ HE B A 548 v whown i B B ob 428 H
TAER#EHN) ) promulgated on 26 April 2005 and the Interim Measures for the Management of the
Selection of the Primary and Middle School Textbooks ( {H/NERZRLESE Y ITHHE) )
promulgated and simultaneously came in to effect on 30 September 2014, the text books used by the
primary and middle schools can only be selected from the catalog created by the MOE; And the
provincial educational authority is in charge of textbook selection within its relevant administrative
jurisdiction and has the power to approve the curriculum system applied in its primary and middle
schools.

Further, the MOE issued the Notice on Developing Trial Curriculum System in High Schools
( CHCE FRBA A BA 48 = PR R AR B BE TAERY48 ) ), the Guidance on Strengthening Instruction
on Developing Trial Curriculum System in High Schools ( k8 5B A #E— 45 i 5 31 48 15 o B sl fe
BB TAERF5EZ ) ), the Notice on Propelling 2006 Trial Curriculum System in High Schools
( CHTE BRI BERR A 200647 4 2 5 48 5 v B el A B B LAE W48 A1) ) and the Notice on Propelling
2007 Trial Curriculum System in High Schools ( & E FBHE BERH 1A 20074 454 /5 o pr i i B 5
TAERHEAT) ) from 2003 through 2007, pursuant to which the MOE developed a new curriculum
system in high schools nationwide, and the implementation of such curriculum system is carried on
mainly by the provincial educational authorities while the MOE mainly provides guidance to its local
counterparts. Under the guidelines of the MOE and subject to approval by the respective provincial
educational authorities, the high schools may adopt their own unique curriculum system.

In addition to the supervision and administration in textbooks and curriculum system applied in
high school, the PRC government also provides strict guidelines on the graduation exam system.
According to the National Educational Committee’s Opinions on Carrying Graduation Exam System
in High Schools ( (BIZKAZHNAETEETETREGEHEMNZER) , the “Graduation Exam
System Opinions”) which became effective from 20 August 1990, the graduation exam is a standard
exam uniformly organized by a provincial educational authority to determine the studying results of
a high school graduate, who can only obtain a high school diploma after passing such graduation
exam. Thereafter, the MOE promulgated the Opinions on the Reform of the Graduation Exam System
in High Schools ( B 5 m R 2E e 5 il BRI L) | the “Reform Opinions”) on 15 March
2000. Based on the Reform Opinions, passing the uniform Graduation Exam is no longer a
prerequisite condition for obtaining a high school diploma. Upon approval by a provincial
educational administration, a high school may select its own way to conduct the graduation exam,
including picking the subjects and the scope of such exam.

The Guidelines for Overseas Study Tour participated by the Primary and Middle School
Students (Trial)

The Ministry of Education has promulgated the Guidelines for Overseas Study Tour participated
by the Primary and Middle School Students (Trial) (*1/NEEELA: kb 35 AMIF B2 iR A 7176 Bl 45 R (A7), the
“Guidelines”) on 14 July 2014. The Guidelines stipulate that overseas study tours participated in by
primary and middle school students(the “Overseas Study Tour”) means, by adapting to the
characteristics of the primary and middle school students and the educational needs, programmes that
organize the primary and middle school students to go overseas to learn foreign languages and attend
other short-term curriculum, perform art shows, compete in contests, visit schools, attend
summer/winter school programmes, or take part in other activities that help the students expand their
horizon and promote enrichment and enhancement, in the manner of group travel and group
accommodation during the academic term or vacation. Overseas Study Tours attended by the primary
and middle school students shall follow the principles of safety, civility and efficiency. The schedule
for study, from the perspective of both the content and the duration, shall be no less than 1/2 of the
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total schedule. The organizer shall choose legitimate and qualified cooperation institutions, and stress
the importance of safe education, and shall appoint a guiding teacher for each group. The organizer
shall apply the rules of cost accounting, notify the students and their supervisors of the composition
of the fees and expenses, and enter into an agreement as required by law. The school and its staff shall
not seek any economic benefit from organizing its own students to attend an Overseas Study Tour.

Outline of China’s National Plan for Medium-and Long-Term Education Reform and
Development (2010-2020)

On 8 July 2010, the PRC central government promulgated the Outline of China’s National Plan
for Medium-and Long-Term Education Reform and Development (2010-2020) ( Bl XK HRHIZF ik
ORI R4 22(2010-2020) ) ) which for the first time announced the policy that the government
will implement a reform to divide private education entities into two categories, for-profit private
education entities and not-for-profit private education entities. On 24 October 2010, the General
Office of the State Council (BIH5FEH#F/ EE) issued the Notices on the National Education System
Innovation Pilot ( <[ B R B R 2 E fa il o st B %8 %0) | “Pilot Notice”). Following the Pilot
Notice, the MOE submitted to the State Council A Series of Suggested Amendments to Varies of
Educational Laws ( (HEBEHBE—E A BT ERTRCEEFR) ), the “Suggested Drafted
Amendments”) which were published by the legislation office of the State Council on 5 September
2013. The Sixteenth Session of the Twelfth Standing Committee of the National People’s Congress
deliberated for the first time A Series of Amendments to Various of Educational Laws (Draft) ( (%
BEA—ETBIEL(ESE) ), the “Drafted Amendments”) in August 2015, and the Eighteenth
Session of the Twelfth Standing Committee of the National People’s Congress deliberated the second
draft of the amendment to The Law for Promoting Private Education ( (R ERER B ERE
F IR ) |, the “Second Drafted Amendment”) in December 2015. Under the Pilot Notice,
Suggested Drafted Amendments, Drafted Amendments and Second Drafted Amendment, the PRC
government plans to implement a for-profit and not-for-profit classified management system for
private schools. According to the Drafted Amendments, private schools can choose to register as a
non-for-profit or for-profit legal entity and charge fees on the basis of the cost of running a school,
market demand and other factors. The standard of fees charged by non-for-profit private schools is
prescribed by provincial governments, while for-profit private schools can make their own decisions
on the standard of fees which is subject to the market adjustments. While the amendments to the
Educational Law were approved by the Standing Committee of the National People’s Congress on 27
December 2015 and came into effect on 1 June 2016. The amendment to The Law for Promoting
Private Education of the PRC was not approved as the National People’s Congress suggest the State
Council further discuss and propose relevant specific measures in regard with the for-profit and
not-for-profit classified management system, which has been given priority by the MOE in 2016.

On 18 June 2012, the MOE issued the Implementation Opinions on Encouraging and Guiding
the Entry of Private Capital in the Fields of Education and Promoting the Healthy Development of
Private Education ( (BARASIEIASERMESEALTHEEMER BT EREZENERE L) )
to encourage private investment and foreign investment in the field of education. According to these
opinions, the proportion of foreign capital in a sino-foreign education institute shall be less than 50%.

LEGAL REGULATIONS OVER PROPERTY IN THE PRC

Pursuant to the Property Law of the PRC ( {3 ARILFBHYHED) | the “Property Law™)
which was promulgated on 16 March 2007 and with effect from 1 October 2007, educational, medical
and health and other public welfare facilities and other properties of institutions and social groups
with the aim of benefiting the public such as schools, kindergartens, hospitals are not allowed to be
mortgaged. As advised by our PRC Legal Adviser, educational facilities in our schools cannot be
mortgaged.

According to the Property Law, transferable fund units and equity, property right in intellectual

property rights of transferable exclusive trademark rights, patent rights, copyrights, accounts
receivable and other property rights as stipulated by any law or administrative regulation to be
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pledgeable may be pledged. As advised by our PRC Legal Adviser, as no law or administrative
regulation stipulates that school sponsor’s right is pledgeable, the school sponsor’s right cannot be
pledged under the PRC laws and regulations.

LEGAL REGULATIONS OVER TRADEMARK AND DOMAIN NAME IN THE PRC
Trademark

Pursuant to the Trademark Law of the PRC ( {H#EARILFEFHAEL) | the “Trademark
Law”), which was revised on 30 August 2013 and with effect from 1 May 2014, registered trademarks
refer to trademarks that have been approved and registered by the Trademark Office of the State
Administration For Industry & Commerce (B TR T4 A5 PG1E/R), which include
commodity trademarks, service trademarks, collective marks and certification marks. The trademark
registrant shall enjoy an exclusive right to use the trademark, which shall be protected by law.

Domain Name

Pursuant to the Measures for the Administration of Internet Domain Names of China ( {H'[E{
HIA A G ), which was promulgated by Ministry of Industry and Information
Technology of the PRC ("3 A [ LA B T2 {5 B 1L #F) on 5 November 2004 and with effect from
20 December 2004, “domain name” shall refer to the character mark of hierarchical structure, which
identifies and locates a computer on the internet and corresponds to the Internet protocol (IP) address
of that computer. And the principle of “first come, first serve” is followed for the domain name
registration service. After completing the domain name registration, the applicant becomes the holder
of the domain name registered by him/it. Furthermore, the holder shall pay operation fees for
registered domain names on schedule. If the domain name holder fails to pay the corresponding fees
as required, the original domain name registrar shall write it off and notify the holder of the domain
name in written form.

LEGAL REGULATIONS OVER LABOR PROTECTION IN THE PRC

According to the Labor Law of the PRC ( % A\ RILANE 258 7%) | the “Labor Law”), which
was promulgated by the Standing Committee of the National People’s Congress on 5 July 1994, came
into effect on 1 January 1995 and was amended on 27 August 2009, an employer shall establish a
comprehensive management system to safeguard the rights of its employees, including developing
and improving its labor safety and health system, stringently implementing national protocols and
standards on labor safety and health, conducting labor safety and health education for workers,
guarding against labor accidents and reduce occupational hazards. Labor safety and health facilities
must comply with relevant national standards. An employer must provide employees with the
necessary labor protection equipment that comply with labor safety and health conditions stipulated
under national regulations, as well as provide regular health checks for workers that are engaged in
operations with occupational hazards. Laborers engaged in special operations shall have received
specialized training and obtained the pertinent qualifications. An employer shall develop a vocational
training system. Vocational training funds shall be set aside and used in accordance with national
regulations and vocational training for workers shall be carried out systematically based on the actual
conditions of the company.

The Labor Contract Law ( (%8 &%) ), which was promulgated by the Standing Committee
of the National People’s Congress on 29 June 2007, came into effect on 1 January 2008, and was
amended on 28 December 2012, and the Implementation Regulations on Labor Contract Law ( (%
B A RIEE RS ), which was promulgated and became effective on 18 September 2008, regulate
employer and employee relations and contain specific provisions involving the terms of the labor
contract. Labor contract must be made in writing. An employer and an employee may enter into a
fixed-term labor contract, an un-fixed term labor contract, or a labor contract that concludes upon the
completion of certain work assignments, after reaching agreement upon due negotiations. An
employer may legally terminate a labor contract and dismiss its employees after reaching agreement
upon due negotiations with the employee or by fulfilling the statutory conditions. Labor contracts
concluded prior to the enactment of the Labor Law and subsisting within the validity period thereof
shall continue to be honored.

—91 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN CONJUNCTION
WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT

REGULATIONS

According to the Interim Regulations on the Collection and Payment of Social Insurance
Premiums ( (?i@%@ﬁ%ﬁﬁ%ﬁﬁﬁéﬁw ), the Regulations on Work Injury Insurance ( < TA5 R
i) ), the Regulations on Unemployment Insurance ( (JZELRFEEEH) ) and the Trial Measures on
Employee Maternity Insurance of Enterprises ( {130k TAEF REEEITHHE) ), enterprises in the
PRC shall provide benefit plans for their employees, which include basic pension insurance,
unemployment insurance, maternity insurance, work injury insurance and basic medical insurance.
An enterprise must provide social insurance by processing social insurance registration with local
social insurance agencies, and shall pay or withhold relevant social insurance premiums for or on
behalf of employees. The Law on Social Insurance ( {f#H&fRFiL) ) (No. 35 of the President), which
was promulgated on 28 October 2010 and became effective on 1 July 2011, has consolidated pertinent
provisions for basic pension insurance, unemployment insurance, maternity insurance, work injury
insurance and basic medical insurance, and has elaborated in detail the legal obligations and
liabilities of employers who do not comply with relevant laws and regulations on social insurance.

According to the Interim Measures for Participation in the Social Insurance System by
Foreigners Working within the Territory of China ( 79 EI5% A 5k 3£ A9 7B S At € O g 17 %
%) ), which was promulgated by the Ministry of Human Resources and Social Security on 6
September 2011 and became effective on 15 October 2011, employers who employ foreigners shall
participate in the basic pension insurance, unemployment insurance, basic medical insurance,
occupational injury insurance, and maternity leave insurance in accordance with the law, with the
social insurance premiums to be contributed respectively by the employers and foreigner employees
as required. In accordance with such Interim Measures, the social insurance administrative agencies
shall supervise and exam the legal compliance of foreign employees and employers and the
employers who do not pay social insurance premium in conformity with the laws shall be subject to
the administrative provisions provided in the Social Insurance Law and the relevant regulations and
rules mentioned above.

According to the Regulations on the Administration of Housing Provident Fund ( {f£/F A& %
EHE) ), which was promulgated and became effective on 3 April 1999, and was amended on 24
March 2002, employers are required to contribute, on behalf of their employees, to housing provident
funds.

The employer shall process housing provident fund payment and deposit registrations with the
housing provident fund administration center. The employer shall timely pay up and deposit housing
provident fund contributions in full amount, any employer who violates the above regulations shall
be fined and ordered to make good the deficit within a designed period. Those who fail to process
their registrations within the designated period shall be subject to a fine ranging from RMB10,000
to RMB50,000. When companies breach the these regulations and fail to pay up housing provident
fund contributions in full amount as due, the housing provident fund administration center shall order
such companies to pay up within a designated period, and may further apply to the People’s Court
for mandatory enforcement against those who still fail to comply after the expiry of such period.

LEGAL REGULATIONS OVER TAX IN THE PRC
Income Tax

According to the Enterprise Income Tax Law of the PRC ( {H1# A\ RILFIE A ZEP 58I |
the “EIT Law”), which was promulgated on 16 March 2007 and became effective from 1 January
2008, and the Implementation Rules to the EIT Law ( CrprEE N R LA A ZE TSR IE BT )
(the “Implementation Rules”), which was promulgated on 6 December 2007 and became effective
from 1 January 2008 by the State Council, enterprises are classified as either resident enterprises or
non-resident enterprises. The income tax rate for resident enterprises, including both domestic and
foreign-invested enterprises shall typically be 25% commencing from 1 January 2008. An enterprise
established outside China with its “de facto management bodies” located inside China is considered
as a “resident enterprise”, which means it can be treated as domestic enterprise for EIT purposes. A
non-resident enterprise that does not have an establishment or place of business in China, or has an
establishment or place of business in China but the income has no actual relationship with such
establishment or place of business, shall pay EIT on its passive income deriving from inside China
at the reduced rate of EIT of 10%.
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According to Notice of the Ministry of Finance and the State Administration of Taxation on Tax
Policies Relating to Education ( {BAELHS ~ Bl ZHIGHL)S B R 2 B BUIECR 94 A1) |, the “Circular
39”) and Notice of the Ministry of Finance and the State Administration of Taxation on Issues
Concerning Strengthening the Administration over the Collection of Business Tax on Educational
Services ( CBABGES ~ 180 A5 485 B A I 5 208 25765 75 SE R BUE BRA B I RE R 3 ) the
“Circular 3”), schools shall be exempt from EIT on fees they have collected upon approval and have
incorporated under the fiscal budget management or the special account management of the funds
outside the fiscal budget. Schools shall be exempt from EIT on the financial allocations they have
received and special subsidies they have obtained from their administrative departments or
institutions at higher levels.

According to the Law for Promoting Private Education and its implementing rules, a private
school that does not require reasonable returns enjoys the same preferential tax treatment as public
schools, whereas the preferential tax treatment policies applicable to private schools that require
reasonable returns are separately formulated by the relevant authorities under the PRC State Council.

Income Tax In Relation To Dividend Distribution

The PRC and the government of Hong Kong entered into the Arrangement between the
Mainland of the PRC and Hong Kong for the Avoidance of Double Taxation and the Prevention of
Fiscal Evasion with respect to Taxes on Income (€ [AyHUFN - H5 45 FIl 47 IR BH 7 36 Fir 75 2k 4 B8 o 4
BB I BL R ZPE) |, the “Arrangement”) on 21 August 2006. According to the Arrangement, if
the beneficiary of the dividends is a Hong Kong resident enterprise, which directly holds no less than
25% equity interests of the aforesaid enterprise, the tax levied shall be 5% of the distributed
dividends. The 10% withholding tax rate applies to dividends paid by a PRC company to a Hong
Kong resident if such Hong Kong resident holds less than 25% of the equity interests in the PRC
company.

Pursuant to the Circular of the State Administration of Taxation on Relevant Issues relating to
the Implementation of Dividend Clauses in Tax Agreements ( <[H ZBiH5 48 J5) B i 047 B oh 2 IS
oK A BRI FE R 48 0) ) promulgated by the State Administration of Taxation of the PRC (HF#E AR
AN B Z B HE)R), the “SAT”) and became effective on 20 February 2009, all of the following
requirements shall be satisfied where a fiscal resident of the other party to a tax agreement needs to
be entitled to such tax agreement treatment as being taxed at a tax rate specified in the tax agreement
for the dividends paid to it by a Chinese resident company: (i) such a fiscal resident who obtains
dividends should be a company as provided in the tax agreement; (ii) owner’s equity interests and
voting shares of the Chinese resident company directly owned by such a fiscal resident reaches a
specified percentage; and (iii) the equity interests of the Chinese resident company directly owned
by such a fiscal resident, at any time during the twelve months prior to the obtainment of the
dividends, reach a percentage specified in the tax agreement.

Pursuant to the Administrative Measures for Tax Convention Treatment for Non-resident
Taxpayers ( {FFJE RABLNZZ B E R BHHE) ), which came into force on 1 November
2015, a non-resident taxpayer meeting conditions for enjoying the convention treatment may be
entitled to the convention treatment itself/himself when filing a tax return or making a withholding
declaration through a withholding agent, subject to the subsequent administration by the tax
authorities.

Business Tax

According to the Provisional Regulations on Business Tax ( CEEBIEITHA) ), which was
promulgated by the State Council on 13 December 1993, came into effect on 1 January 1994, and was
amended on 10 November 2008, and the Detailed Implementing Rules on the Temporary Regulations
on Business Tax ( & BT HRGIEMAIN]) ), which was promulgated by the MOF and the SAT
and came into effect on 25 December 1993, was amended on 22 May 1997, 15 December 2008 and
further amended on 28 October 2011, business tax is imposed on income derived from the furnishing
of specified services and transferring of immovable property or intangible property at rates ranging
from 3% to 20%, depending on the activity.
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According to Circular 39, Circular 3 and the Provisional Regulations of the PRC on Business
Tax, educational services provided by schools and other educational institutions shall be exempt from
business tax. Hence, the educational services provided by our schools are not subject to business tax.

Value-added Tax

According to the Temporary Regulations on Value-added Tax ( {3 {EFLE 171551 ), which was
promulgated by the State Council on 13 December 1993, came into effect on 1 January 1994, and was
amended on 10 November 2008, and the Detailed Implementing Rules of the Temporary Regulations
on Value-added Tax ( (E{EBIE1TIRGIEMEAIR]) ), which was promulgated by the MOF and came
into effect on 25 December 1993, and was amended on 15 December 2008 and 28 October 2011, all
taxpayers selling goods, providing processing, repairing or replacement services or importing goods
within the PRC shall pay value-added tax.

According to the Circular on Comprehensively Promoting the Pilot Program of the Collection
of Value-added Tax in Lieu of Business Tax ( <[P Z 1 HEBA % SR i (AL il B 48 A1) | the
“Circular 36”), which was promulgated on 23 March 2016 and became effective from 1 May 2016,
education services provided by schools engaged in diploma education shall be exempted from VAT.
“Circular 36 stipulates that income from the provision of education services that is exempted from
VAT refers to the income from the provision of degree education services for student enrolled within
the officially prescribed admission plans, specifically including: income from tuitions,
accommodation fees, textbook fees, exercise-book fees, and exam entry fees that are examined and
approved by the relevant government authorities and charged according to the prescribed standards,
as well as income from boarding fees for catering services provided by school canteens. Except for
aforesaid income, income from the sponsorship fees and school-selection fees charged by schools in
any name is not exempted from VAT.

Other Tax Exemptions

According to Circular 39 and Circular 3, the real properties and land used by schools, nurseries
and kindergartens established by enterprises shall be exempt from house property tax and urban land
use tax. Schools expropriate arable land upon approval shall be exempt from arable land use tax.
Schools and educational institutions established by any enterprises, government affiliated
institutions, social groups or other social organizations or individuals and citizens with non-state
fiscal funds for education and open to the public upon the approval of the administrative department
for education or for labor of the relevant people’s government at the county level or above which has
also issued the relevant school running license, shall be exempted from deed tax on their ownerships
of land and houses used for teaching activities.

REGULATIONS ON COMPANIES IN PRC

The establishment, operation and management of corporate entities in the PRC are governed by
the Company Law of the PRC ( (% A RILFNE A F]L) |, the “PRC Company Law”), which was
promulgated on 29 December 1993 and amended on 25 December 1999, 28 August 2004, 27 October
2005 and 28 December 2013. Under the PRC Company Law, companies are generally classified into
two categories: limited liability companies and limited companies by shares. The PRC Company Law
also applies to foreign-invested limited liability companies but where other relevant laws regarding
foreign investment have provided otherwise, such other laws shall prevail.

The latest amendment to the PRC Company Law took effect from 1 March 2014, pursuant to
which there is no longer a prescribed timeframe for the shareholders to make full capital contribution
to a company, except in situations where there are requirements otherwise in other relevant laws,
administrative regulations and State Council decisions. Instead, shareholders are only required to
state the capital amount that they commit to subscribe in the articles of association of the company.
Further, the initial payment of a company’s registered capital is no longer subject to a minimum
amount requirement and the business license of a company will not show its paid-up capital. In
addition, shareholders’ contribution of the registered capital is no longer required to be verified by
capital verification agencies.
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LEGAL REGULATIONS OVER FOREIGN EXCHANGE IN THE PRC

The principal regulation governing foreign currency exchange in China is the Foreign Exchange
Administration Rules of the PRC ( (¥ A RALANE SMEEHEH]) ) (the “Foreign Exchange
Administration Rules”). These were promulgated by the State Council of the PRC on 29 January
1996 and with effect from 1 April 1996 and were amended on 14 January 1997 and 1 August 2008.
Under these rules, Renminbi is generally freely convertible for payments of current account items,
such as trade and service-related foreign exchange transactions and dividend payments, but not freely
convertible for capital account items, such as direct investment, loan or investment in securities
outside China, unless the prior approval of the SAFE or its local counterparts is obtained.

Under the Foreign Exchange Administration Rules, foreign-invested enterprises in the PRC
may,without the approval of SAFE, make a payment from their foreign exchange accounts at
designed foreign exchange banks for paying dividends with certain evidencing documents (board
resolutions, tax certificates, etc.), or for trade and services-related foreign exchange transactions by
providing commercial documents evidencing such transactions. They are also allowed to retain
foreign currency (subject to a cap approval by SAFE) to satisfy foreign exchange liabilities. In
addition, foreign exchange transactions involving overseas direct investment or investment and
trading in securities, derivative products abroad are subject to registration with SAFE or its local
counterparts and approval form or filling with the relevant PRC government authorities (if
necessary).

According to the Circular on the Management of Offshore Investment and Financing and Round
Trip Investment By Domestic Residents through Special Purpose Vehicles ( <[FiA 5% A J& B 4 48 Fr ok
H A RIS A SORFE BB AN AT B Y@ A) | the “Circular No. 377), which is
promulgated on 4 July 2014 and with effect from the same day, before a domestic resident contributes
its legally owned onshore or offshore assets and equity into an SPV, the domestic resident shall be
required to register with local branch of SAFE for foreign exchange registration of overseas
investments before contributing the domestic and overseas lawful assets or interests to a SPV, and to
update such registration in the event of any change of basic information of the registered SPV or
major change in capital, including increases and decreases of capital, share transfers, share swaps,
mergers or divisions. The SPV is defined as “offshore enterprise directly established or indirectly
controlled by the domestic resident (including domestic institution and individual resident) with their
legally owned assets and equity of the domestic enterprise, or legally owned offshore assets or equity,
for the purpose of investment and financing”; “Round Trip Investments” refer to “the direct
investment activities carried out by a domestic resident directly or indirectly via an SPV, i.e.
establishing a foreign-invested enterprise or project within the PRC through a new entity, merger or
acquisition and other ways, while obtaining ownership, control, operation and management and other
rights and interests”. In addition, according to the procedural guidelines as attached to the Circular
No. 37, the principle of review has been changed to “the domestic individual resident is only required
to register the SPV directly established or controlled (first level)”.

Pursuant to Circular of the State Administration of Foreign Exchange on Further Simplifying
and Improving the Direct Investment-related Foreign Exchange Administration Policies ( B #E—
AL O BB RCE NS BUR 4 AN) | the “Circular 13”), which was promulgated on 13
February 2015 and implemented 1 June 2015, the initial foreign exchange registration for
establishing or taking control of a SPV by domestic residents can be conducted with a qualified bank,
instead of the local foreign exchange bureau, and the Circular 13 also simplifies some procedures of
foreign exchange for direct investments.

On 30 March 2015, the SAFE promulgated the Circular on Reforming the Management
Approach regarding the Settlement of Foreign Exchange Capital of Foreign-invested Enterprises
( KB FR AN PR B A DO A i 43 A S VM AR 4 4 R A 2 5 U3 40) ), which came  into
effect from 1 June 2015. According to Circular 19, the foreign exchange capital of foreign-invested
enterprises shall be subject to the Discretional Foreign Exchange Settlement (“Discretional Foreign
Exchange Settlement”). The Discretional Foreign Exchange Settlement refers to the foreign exchange
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capital in the capital account of an foreign-invested enterprise for which the rights and interests of
monetary contribution has been confirmed by the local foreign exchange bureau (or the book-entry
registration of monetary contribution by the banks) can be settled at the banks based on the actual
operational needs of the foreign-invested enterprise. The proportion of Discretional Foreign
Exchange Settlement of the foreign exchange capital of a foreign-invested enterprise is temporarily
determined as 100%. The Renminbi converted from the foreign exchange capital will be kept in a
designated account and if a foreign-invested enterprise needs to make further payment from such
account, it still needs to provide supporting documents and go through the review process with the
banks.

Furthermore, Circular 19 stipulates that the use of capital by foreign-invested enterprises shall
follow the principles of authenticity and self-use within the business scope of enterprises. The capital
of a foreign-invested enterprise and capital in Renminbi obtained by the foreign-invested enterprise
from foreign exchange settlement shall not be used for the following purposes:

1. directly or indirectly used for the payment beyond the business scope of the enterprises or
the payment prohibited by relevant laws and regulations;

2. directly or indirectly used for investment in securities unless otherwise provided by
relevant laws and regulations;

3. directly or indirectly used for granting the entrust loans in Renminbi (unless permitted by
the scope of business), repaying the inter-enterprise borrowings (including advances by the
third party) or repaying the bank loans in Renminbi that have been sub-lent to the third
party; and

4. paying the expenses related to the purchase of real estate that is not for self-use (except
for the foreign-invested real estate enterprises).

SAFE issued the Circular on Reforming and Regulating Policies on the Control over Foreign
Exchange Settlement of Capital Accounts ( [H 54/t /E 3L ) B 17 el S A R o A T 4% T A8 B IBUR
H%%N) ), or SAFE Circular 16, on 9 June 2016, which became effective simultaneously. Pursuant
to SAFE Circular 16, enterprises registered in the PRC may also convert their foreign debts from
foreign currency to Renminbi on self-discretionary basis. This Circular provides an integrated
standard for conversion of foreign exchange under capital account items (including but not limited
to foreign currency capital and foreign debts) on self-discretionary basis which applies to all
enterprises registered in the PRC. Circular 16 reiterates the principle that Renminbi converted from
foreign currency-denominated capital of a company may not be directly or indirectly used for
purposes beyond its business scope or prohibited by PRC laws or regulations, while such converted
Renminbi shall not be provided as loans to its non-affiliated entities.

As Circular 16 is newly issued and SAFE has not provided detailed guidelines with respect to
its interpretation or implementations, it is uncertain how these rules will be interpreted and
implemented.

Provisions on the Merger and Acquisition of Domestic Enterprises by Foreign Investors
(Revised in 2009)

Under the Provisions on the Merger and Acquisition of Domestic Enterprises by Foreign
Investors (Revised in 2009) ( (BARIMNEBCEE R AMEZENHBIE) |, the “M&A Rules”), a
foreign investor is required to obtain necessary approvals when (i) a foreign investor acquires equity
in a domestic non-foreign invested enterprise thereby converting it into a foreign-invested enterprise,
or subscribes for new equity in a domestic enterprise via an increase of registered capital thereby
converting it into a foreign-invested enterprise; or (ii) a foreign investor establishes a foreign-
invested enterprise which purchases and operates the assets of a domestic enterprise, or which
purchases the assets of a domestic enterprise and injects those assets to establish a foreign-invested
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enterprise. According to Article 11 of the M&A Rules, where a domestic company or enterprise, or
a domestic natural person, through an overseas company established or controlled by it/him/her,
acquires a domestic company which is related to or connected with it/him/her, approval from
MOFCOM is required. Particularly, the M&A Rules requires special purpose offshore companies
formed for overseas listing purposes and controlled directly or indirectly by Chinese companies or
individuals to obtain the approval of the CSRC prior to publicly listing their securities on an overseas
stock exchange.

LAWS AND REGULATIONS IN ONTARIO, CANADA

This section summarises relevant Ontario statutes and other regulatory requirements that may
affect our school(s) in Ontario in the future, if any, specifically in relation to the process in Ontario
of operating a private high school in Ontario offering credits towards an Ontario Secondary School
Diploma.

The power to regulate education in Canada is granted to Provinces pursuant to section 93 of the
Constitution Act, 1867. In Ontario, the provision of elementary and secondary education is subject
the Education Act (Ontario) (the “Education Act”).

Publicly Funded Elementary and Secondary Schools

Publicly funded elementary and secondary school education for children and youth between the
ages of 3.8 years and 18 years of age who reside in Ontario is regulated by the Ontario Ministry of
Education (the “Ministry”). The regulatory scheme is set out in the Education Act, regulations
thereunder, Ministry Policy Program Memoranda (the “PPMs”) and educational programming policy
documents, which together provide for the delivery of elementary and secondary education by
publicly funded district school boards and school authorities to resident pupils.

Compulsory attendance at school is required by children and youth resident in Ontario between
the ages of 6 years and 18 years, unless the child or youth is excused pursuant to legislation. Excusal
from attendance at a publicly funded school includes the receipt of satisfactory instruction elsewhere,
including private schools.

Private Schools

The legal framework governing private schools in Ontario is restricted to specific provisions of
the Education Act and particular Ministry PPMs and educational programming policy and procedure
documents.

Ontario private schools are defined in the Education Act as “an institution at which instruction
is provided at any time between the hours of 9 a.m. and 4 p.m. on any school day for five or more
pupils who are of or over compulsory school age in any of the subjects of the elementary or secondary
school courses of study and that is not a school as defined in this section”.

In contrast to publicly funded schools operated by district school boards and school authorities,
private schools are independent of the Ministry and do not receive provincial funding. Also,
individuals providing instruction in private schools are not required to be members of the Ontario
College of Teachers, nor members of one of the provincial teachers unions.

Private schools may operate as for profit businesses, as well as not-for-profit corporations. The
Ministry notes on its website that “in Ontario, private schools operate as businesses or non-profit
organizations independently of the Ministry of Education and in accordance with the legal
requirements established by the Education Act. Unlike private schools in other provinces, they do not
receive any funding or other financial support from the government”.

While all private schools in Ontario must meet the same general requirements, additional

requirements are imposed on private schools seeking the authority to grant credits toward the Ontario
Secondary School Diploma (OSSD).
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Notice of Intent to Operate a Private School

While private schools operating in Ontario are not subject to the same regulatory framework and
requirements established for publicly funded elementary and secondary schools operated by district
school boards and school authorities, nevertheless, the Education Act requires that all private schools
file, in the form required, an annual notice of their intention to operate (the “NOI”) by 1 September.

Failure to provide such notice may result in an offence pursuant to the Education Act and
conviction requiring the payment of a fine. Similarly, private schools are required to file with the
Ministry specific statistical information such as, the number of students enrolled, the number of
private school staff and the courses of study offered. A failure to return the information requested
within (60) sixty days of the request may result in a conviction and fine. Moreover, the Ministry has
the authority to direct an inspection of a private school, including the records retained by the school.

Board School Identification Number

When a private school located in Ontario provides notice of operation, the Ministry issues a
Board School Identification Number (the “BSID”) to those schools validated to be in compliance
with the basic requirements for private schools identified in the Education Act and the policies and
procedures namely:

. providing instruction between the hours of 9 a.m. and 4 p.m. on any school day;

. for five or more pupils;

. who are of or over compulsory school age;
. in any of the subjects of the elementary or secondary school courses of study;
. a principal in charge of the school;

. control of the program content or courses of study;

. control of the quality of instruction;

. control of the evaluation of student achievement;

. a common school-wide attendance policy; and

. secure maintenance of student records.

In the event that a private school is not validated and does not receive a BSID, it must cease
operation for the remainder of the school year, but may provide notice of its intention to operate for

the following school year.

Private schools are responsible for ensuring that the information required to be filed with the
Ministry of Education is updated when changes occur out of cycle. For example, in the event that
there is a change in private school ownership, the Ministry requires immediate notice. Other changes,
such as a change of principal, may also trigger notice requirements. Otherwise, the private school will
be responsible for filing a NOI before September 1 of each year.
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Granting Credits Towards an OSSD

Once validated, an Ontario private school may offer and provide elementary programs and
non-credit bearing secondary school programs. However, Ministry inspections are required if a
private school desires to offer credits, including distance education via the internet, leading to the
award of an Ontario Secondary School Diploma (the “OSSD”), which is granted by the Ministry on
the basis of a principal’s recommendation. In such cases, the Ministry’s inspection is for the purpose
of verifying whether the standard of instruction in courses offering credits towards the OSSD is
compliant with the Ministry’s requirements. If a private school is not compliant, the Ministry may
revoke the authority to grant secondary school credits towards an OSSD. The Ministry’s policy
manual for private schools states: “Ensuring the integrity of OSSD credits through inspections is a
critical part of the Ministry’s role with respect to private education.”

Inspections are cyclical, and while generally conducted every two years, the Ministry has
discretion to conduct them more frequently where the inspector deems necessary. Compliance with
Ministry expectations includes the requirements outlined in the Ministry’s policy framework outlined
in Ontario Schools, Kindergarten to Grade 12 Policy and Program Requirements. Following the
inspection process, an inspection report will be issued which identifies the inspector’s findings as
well as recommendations for compliance, if any. The inspector will recommend whether or not the
private school principal may issue credits towards an OSSD. In addition to prohibiting a private
school from offering secondary school credit bearing courses or granting credits, the Ministry may
also revoke the school’s BSID following inspection, in which case the private school must
immediately cease operating.

Private School Principal

The principal of an Ontario private school plays an essential role in its management. S/he is
responsible for ensuring the appropriate delivery of educational programming, the necessary
assessment and evaluation of students and appropriate reporting practices. An OSSD is granted by the
Ministry on the recommendation of the private school’s principal. A change in the school principal
can trigger an inspection, at the discretion of the Ministry.

Policies and Procedures

Information regarding the validation and inspection process together with the Ministry’s PPMs,
policies and procedures applicable to Ontario private schools is outlined in the Ministry of
Education’s Private Schools: Policies and Procedures Manual.
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