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Individual Income Tax (11T)

The Ministry of Finance and State Administration of Taxation (SAT) issued Circular on IIT Policy

Related to the Income from Savings Deposit Interest (Cai Shui[2008]N0.132) on October 9, 2008,

stipulating that:

® [ndividuals who have interest income generated by savings deposit before October 31, 1999 shall be
exempt from I T;

® Interest income generated by savings deposit from November 1, 1999 to August 14, 2007 shall be subject
to at the rate of 20%;

® Interest income generated by savings deposit from August 15, 2007 to October 8, 2008 shall be subject to
at the rate of 5%;

® Interest income generated by savings deposit on and after October 9, 2008 shall be temporarily exempt
from IIT.

Business Tax (BT)

Shanghai Local Tax Bureau released Circular on Issues Regarding Levy of Business Tax on Conference &

Exhibition Industry in Shanghai (Hu Di Shui Liu [2008]N0.49) on September 11, 2008, stipulating that:

® As for the enterprises sponsoring or undertaking business of conference & exhibition, in conformity with
the tax item of “services industry —— agency”, business tax shall be levied on their net revenue from all
the service fees and other charges they directly collect from exhibitors or conferees, i.e. the revenue with
deduction of rent of booth, layout fee, advertisement fee, accommodation fee, tickets and traffic fee they
paid to the third party.

® In the event that sponsors of conference & exhibition engage other enterprises to undertake the business of
conference & exhibition, in conformity with the tax item of “services industry —— agency”, business tax
shall be levied on the net revenue of the sponsors, i.e. the revenue with the relevant cost paid to the
undertakers by the sponsors deducted.

® As for the undertakers, business tax shall be levied on the net revenue from all the service fees they charge
the sponsors, that’s to say, the cost like rent of booth, layout fee, advertisement fee, accommodation fee,
tickets and traffic fee they pay to the third parties shall be deducted from such revenue.

® The above-mentioned accommodation fee, tickets and traffic fee refer to uniform team expenditure paid by
agents.

® These regulations shall take effect as of September 1, 2008.



Shanghai Local Tax Bureau issued Circular on Levy of Business Tax on Professional Service Firms in

Shanghai (Hu Di Shui Liu[2008]No0.48) on September 11, 2008, stipulating that:

® Projects that need to be completed through cooperation among the seven sorts of professional firms with
authentication functions (accounting, tax, assessment of assets, attorney, assessment of property and land,
construction cost and patent agent) shall be regarded as agent service, and business tax shall be levied on
the revenue from which the relevant fees paid to the cooperative party are deducted.

Shanghai Local Tax Bureau issued two sets of Regulations respectively on Applying for Admission into

List of Shanghai Tentative Logistics Enterprises, and on Administration of Preferential Turnover Tax

Policy for Cartoon Industry on September 11, 2008, stipulating that:

® Enterprises included in the list of Shanghai Tentative Logistics Enterprises shall in advance enjoy
preferential policies applicable for the tentative logistics enterprises. According to those policies, if
tentative logistics enterprises distribute their business of transportation and storage to other companies and
collect all the service fees from their clients, business tax shall be levied on their net revenue with
deduction of fees for transportation and storage paid to other companies.

® Cartoon companies identified by Shanghai government could apply to enjoy preferential VAT policy for
the state purpose of encouraging the development of software industry when they independently develop
and produce cartoon works. If those cartoon companies are involved with the labor service subject to
business tax (exclusive of advertisement and entertainment industry), business tax shall be levied at the
temporarily reduced rate of 3%.

Corporate Income Tax (CIT)

SAT issued Circular on Administration of Consolidated CIT Filing of Enterprises with Trans-regional

Operation (Guo Shui Han[2008]No.747) on August 21, 2008, stipulating that:

® Competent tax authorities of branches of enterprises shall make examination and identification of
sub-branches. If sub-branches perform substantial function of production, they shall be identified as the
sub-branches that should handle pre-paid CIT filing locally.

® Once a sub-branch is identified the one that should handle pre-paid CIT filing locally, the competent tax
authorities shall instruct it to urge its headquarter to provide statement of tax distribution within certain
time limit, and simultaneously request the competent tax authorities of the headquarter by correspondence
to urge the headquarter to provide statement of tax distribution within certain time limit.

® To levy CIT on the deem method basis is not applicable for the enterprises with trans-regional operation
and consolidated CIT filing.

The Ministry of Finance and SAT issued Circular on Tax Policy Regarding Pre-tax Deduction of Interest

Expenditure Between Related Parties of Enterprises (Cai Shui [2008]No0.121) on September 19, 2008,

definitely stipulating that:

® When calculating taxable income, expenditure of interest actually paid by enterprises to their related
parties shall be deducted, if such interest expenditure does not exceed the proportion of loan investment of
the related parties to enterprises’ equity investment (5:1 for monetary enterprises, and 2:1 for others) and
the relevant standard prescribed by the tax law and its implementation regulations. The excessive part of
the interest expenditure shall not be deducted before CIT either in the current year or in the later years.



® Expenditure of interest actually paid by enterprises to its domestic related parties shall be deducted while
calculating taxable income, if the enterprises could provide supporting documents to certify that the
relevant business activities are in conformity with principle of independent transactions, or the actual tax
burden of the enterprises is no more than that of their domestic related parties.

The Ministry of Finance, SAT and the State Committee of Development and Reformation respectively
released the following Categories on August 20, 2008: Category of Preferential CIT for Enterprises
Engaged in Integrated Utilization of Resources (Version in 2008) (Cai Shui [2008]No.117), Category of
Preferential CIT for Enterprises Engaged in Special Equipment of Power and Water Saving (Version in
2008) and Category of Preferential CIT for Enterprises Engaged in Special Equipment of Environmental
Protection (Version in 2008) (Cai Shui [2008]No0.115). Those Categories take effect as of January 1, 2008.

Consumption Tax

SAT issued Circular on Levy of Consumption Tax on Flavoring Drink (Guo Shui Han [2008]N0.742) on
August 20, 2008, stipulating that:
® Flavoring drink shall be no longer subject to consumption tax.

Export Tax Refund

SAT released Library of Export Tax Refund Rate (Version 20080918) on September 16, 2008. Enterprises
could download it from the category of FTP program on the website of SAT.

The newsletter is merely provided to our clients and those who have interest in our business for
reference. We'll do our best to ensure the accuracy of the information in the newsletter. We have to
remind you that the content in the newsletter is abstracted from relevant documents, and therefore in
practice the original documents should be used for reference. Meanwhile, we welcome all of you to
consult professionals in our firm regarding the information in the newsletter, and also welcome all of
you visit our website www.deancpa.com.cn. We will render affordable and value-added services to our
clients. If there is a discrepancy between Chinese and English versions, Chinese version will prevalil.
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