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Deduction of Value-added Tax (VAT)

The Ministry of Finance and the State Administration of Taxation (SAT) released Circular on Some lIssues
Regarding Carrying Out VAT Reform Across the Nation (Cai Shui [2008] No.170) on December 19, 2008,
stipulating that:
® Since Jan. 1, 2009, input VAT incurred by ordinary VAT payers while purchasing fixed assets (including
receiving donation or physical goods investment) or producing fixed assets by themselves (including
expanding construction or installation) shall be deducted from output VAT, with the tax payers offering
special VAT invoice, imports VAT receipt of the customs and bill of transportation fare (VAT deduction
proof”).
® Fixed assets input VAT shall become deductible on condition that VAT payers actually incur them after Jan. 1,
2009, and receive the input VAT in light of the amount written on the VAT deduction proof or calculated
based on the VAT deduction proof issued after Jan. 1, 2009.
® Asof Jan. 1, 2009, taxpayers shall differentiate their used fixed assets that they are about to sell according to
the following rules:
v Selling the used fixed assets purchased or produced by the taxpayers after Jan. 1, 2009 shall be subject
to the applicable VAT rate;
v Selling the used fixed assets purchased or produced by the taxpayers before Dec. 31, 2008 shall be
subject to 4% VAT rate —— a half cut of the applicable rate.

= Editorial Comments: Input VAT on the fixed assets purchased by small-scale and non-ordinary VAT
payers after Jan. 1, 2009 cannot be deducted. Selling the used fixed assets purchased by those VAT payers
before year 2009 shall be subject to 4% VAT rate —— a half cut of the applicable rate, and for the fixed
assets purchased after year 2009, the applicable rate shall be 2%.

SAT released Circular on Issues Regarding Identification of Ordinary VAT Payers (GuoShuiHan

[2008]N0.1079) on Dec. 31, 2008, stimulating that:

® [f the small-scale VAT payers, whose year-2008 taxable sales were up to the newly-promulgated standard,
apply to competent tax authorities for identification of ordinary VAT payers, the tax authorities should handle
the identification formalities according to the existing regulations.



The small-scale VAT payers whose year-2009 taxable sales are up to the new standard should apply to
competent tax authorities for identification of ordinary VAT payers. If they do not make the application, their
VAT payable shall be calculated based on their sales and the relevant VAT rate, and they shall not be allowed
to deduct input VAT and use special VAT invoice.

The small-scale VAT payers whose annual taxable sales fail to reach the new standard may apply to
competent tax authorities for identification of ordinary VAT payers according to the existing regulations.

= Editorial Comments: The newly-amended Detailed Implementation Rules of VAT Regulations prescribe
the standards for identification of small-scale VAT payer as follows: engaging in production or providing
taxable services, and taking production or provision of taxable services as their main businesses, with
wholesale or retail as their minor businesses; and having annual VAT-related sales of less than RMB 500
thousand; and the other VAT payers with annual taxable sales of less than RMB 800 thousand.

SAT released year-2008 No.1 Bulletin Regarding Deduction of Waste Material Invoice from VAT on Dec. 31,
2008, stimulating that:

Since Jan. 1, 2009, ordinary VAT payers dealing in waste material shall not be allowed to issue the VAT
invoice with the words “waste material” printed on it while selling waste material.

VAT payers who receive the special invoice for waste material issued before Dec. 31, 2008 should handle the
invoice verification within 90 days after the issuance day, and calculate the deductible input VAT of the
period in the month when the verification is completed.

Since April 1, 2009, waste material invoice cannot be deducted from VAT as VAT deduction proof.

The Ministry of Finance and SAT issued Circular on Tax Refund Policy for Homemade Equipment
(CaiShui [2008]N0.176) on Dec. 25, 2008, stimulating that:

Since Jan. 1, 2009, foreign-invested enterprises purchasing homemade equipment within their total

investment shall no longer enjoy policy of homemade equipment VAT refund.

To ensure a smooth transition of the amended policies, it is prescribed that FIEs purchasing homemade

equipment on or before June 30, 2009 can still enjoy the VAT refund policy, if their VAT invoice passes the

official verification, and simultaneously those FIEs meet the following requirements:

v' Obtaining Letter for Being Foreign-invested Projects Prescribed by the Nation’s Industrial Policies
before Nov. 9, 2008, and applying for registration to the competent tax authorities before Dec. 31, 2008.

v" Purchasing homemade equipment with VAT invoice issued on or before June 30, 2009, and applying for
VAT refund to the competent tax authorities.

v' The purchased homemade equipment has been in the List of Homemade Equipments for Prescribed
Projects.

If a foreign-invested enterprise purchases homemade equipment which is eligible for the VAT refund policy,

the input VAT cannot be deducted from its output VVAT.



Corporate Income Tax (CIT)

SAT issued Circular on Deduction of Corporate Expenses of Staff Salary and Welfare Payment
(GuoShuiHan [2009]No.3) on Jan. 4, 2009, stipulating that:

® According to the regulations of CIT law, deductible “reasonable salary” before tax should meet the following
requirements:
v Enterprises have formal staff compensation system;
v Staff compensation system made by enterprises should be in conformity with the level of industry and
region they belong to;
v The level of staff salary should be relatively steady during a certain period, and the adjustment of salary
should be rational;
v Enterprises should be responsible for withholding individual income tax on their actual payment of staff
salary.
® The salary cannot include staff welfare fee and training fee, trade union fund, pension, medical insurance,
unemployment insurance, hurt compensation, maternity insurance and housing fund.

In accordance with the regulation of the new CIT law, SAT issued Trial Measures for Implementation of Special
CIT Payment Adjustment (GuoShuiFa [2009]No2) to further standardize the transaction activities between related
parties. SAT shall bring forth new requirements for the related party transactions reported by enterprises.

Business Tax on Real Estate Trading

The Ministry of Finance and SAT issued Circular on Business Tax Policy for Individuals Transferring

Property (CaiShui [2008]No.174) on Dec. 29, 2008, stimulating that:

® FromJan. 1 to Dec. 31, 2009, individuals who sell non-ordinary house they bought in the past two years shall
be liable for business tax;

® [ndividuals who sell non-ordinary houses they bought two years ago or sell ordinary houses they bought in
the past two years shall be liable for business tax on their sales revenue minus cost of buying them.

® [ndividuals who sell ordinary houses they bought in the past two years shall be exempt from business tax.

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 prevail.
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