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Attention, please!

® Year-2008 annual corporate income tax (CIT) filing has been started now. Although the end of May of each
year is the prescribed deadline for the CIT filing according to the new CIT law, tax bureaus of different
regions shall stipulate different time limit based on their circumstances.

® [tis the first year to implement the new CIT law. There exist differences between the new policies and the old
CIT law, mainly including:

v" Newly-purchased fixed assets shall be depreciated within the depreciation period prescribed by the new CIT
law; and depreciation period of the fixed assets purchased before 2008 shall keep unchanged.

v Deductible amount of enterprises’ donation before tax shall be limited to no more than 12% of the
accounting profit of the year, and the amount exceeding the 12% cannot be carried forward to the following
year for deduction. As for the donation to the earthquake disaster area WenChuan, the nation has enacted a
special policy —— public relief donation contributed by enterprises to the disaster area before the end of
year 2008 shall be deducted before CIT on an actual basis, but the deductible amount shall be no more than
the accounting profit of enterprises of the year. Enterprises in loss shall not be allowed to deduct donation
before tax.

v Enterprises’ start-up expense could be one-off deducted in the period. If an enterprise still has remaining
start-up expense that needs to be deducted as of Dec. 31, 2007, it can continue to deduct them by
installment within the prescribed period, according to the old policy that start-up can be deducted by
installment in a period of no less than five years.

v Enterprises’ entertainment expense in connection with their production and business activities can be
deducted before tax by 60%, but the ceiling deduction cannot be more than 5%, of the sales (business)
revenue of the year.

v Enterprises staff refers to those who take post in the enterprises or have employment relations with the
enterprises, including permanent staff, contract employees and temporary employees. The above-said staff
should sign employment contract with their enterprises according to relevant regulations to ensure their
employment relationship with enterprises. CIT payers should add special employment contract seal to the
copies of employment contracts or forms of employment contracts registration while providing them to
competent authorities.

v Salary and wage paid to the staff who sign the employment contract with enterprises shall be deducted
before CIT. CIT payers who fail to sign the required employment contracts with their employees shall be
forbidden to make pre-tax deduction in the disguised form of labor remuneration invoice.

v Enterprises should sign employment contract with the retired people who are reemployed. Payment for
them can be deducted before tax on an actual basis, but cannot be calculated into the total amount of staff
payment of enterprises for the purpose of accrual of staff welfare fund, trade union fund and training fund.

® Enterprises should report their discarded assets to the tax authorities for registration; otherwise, expense
related to discarding assets cannot be deducted before tax.

® Annual CIT filing of branch entities should be integrated into their headquarters for consolidated CIT filing
purpose. In this case, branches should apply for Letter for Confirmation of Annual Consolidated CIT Filing to
the competent tax authorities of their headquarters, and submit the Letter to their own competent tax
authorities.



Value-added Tax (VAT)

The Ministry of Finance and State Administration of Taxation (SAT) issued Circular on Applying Lower
VAT Rate and Simplified Levy Method to Part of Goods (CaiShui [2009] No.9) on Jan. 19, 2009, stipulating:

Ordinary VAT payers shall become eligible for simplified levy method and a half reduction of VAT rate of 4%
while selling their used fixed assets of which the input VAT has not been deducted according to relevant
regulation.

Ordinary VAT payers shall abide by the regulations prescribed as Article 4 of the ordinance No0.179 (CaiShui
[2008]) while selling other fixed assets they have used.

Ordinary VAT payers selling their used articles exclusive of fixed assets shall be subject to VAT at the tax rate
applicable for them.

Small-scale VAT payers (except individuals, the same hereinafter) selling their used fixed assets shall be
subject to VAT at a reduced VAT rate of 2%.

VAT payers selling their used articles exclusive of fixed assets shall be subject to VAT at the tax rate of 3%.
VAT payers shall become eligible for simplified levy method and a half reduction of VAT rate of 4% while
selling second-hand goods.

Ordinary VAT payers selling goods on consignment of commission stores (including goods on consignment
of individuals) shall be eligible for simplified levy method and 4% VAT rate.

Pawnshop selling foreclosed pledge shall be temporarily eligible for simplified levy method and 4% VAT
rate.

This Circular came into effect as of Jan. 1, 2009.

Levy Management

SAT released Circular on lIssuing Temporary Measures for Management of Withholding Income Tax of
Non-resident Enterprises at Source (GuoShuiFa [2009] No.3) on Jan. 9, 2009, including the following
points:

Income tax of non-resident enterprises shall be withheld at source if non-resident enterprises derive following
income from China: equity investment gains like dividend, bonus and others, interests, rent, royalty fee,
income from property transfer and other income.

The withholders refer to entities or individuals who are directly liable to paying for those non-resident
enterprises.

The withholders should handle tax withholding registration at competent tax authorities within 30 days
following the date when they sign the first business contract or agreement with non-resident enterprises.

If the withholder shall burden the tax on income of the non-resident enterprise according to their contract, the
net income derived by the non-resident enterprise should be converted to gross income for the purpose of
calculating tax payable.

In accordance with the CIT law and its Implementation Regulations and other related policies, non-resident
enterprises should abide by relevant management measures for tax reduction and exemption as well as
administrative verification procedures while claiming eligibility for preferential policy of tax reduction and
exemption applicable for them. Before the application for tax reduction/exemption is approved by authorities,
income tax of non-resident enterprises should be withheld by withholders according to relevant regulations.
These Measures came into effect on Jan. 1, 2009.



SAT issued Ordinance No.19 —— Temporary Management Measures for Levying Tax on Non-resident
Enterprises Undertaking Contracted Construction Projects and Providing Services on Jan. 20, 2009,
stipulating that:

Non-resident enterprises undertaking contracted construction projects or providing services in the mainland
China should handle tax registration at local competent tax authorities within 30 days after signing project or
service contract; and handle tax deregistration according to Measures for Management of Tax Registration at
local competent tax authorities within 15 days after completion of the project or service, with providing
copies of required documents like certificates for project completion and examination and others.

Domestic entities or individuals who are liable for withholding tax should handle tax withholding registration
at local competent tax authorities within 30 days since the liability of withholding tax is undertaken.

If there appear changes in construction project or service contract signed by domestic entities or individual
and non-resident enterprises, consignor should submit Statement on Changes in Non-resident Project
Contract to local competent tax authorities within 10 days since the changes happen.

Non-resident enterprises undertaking contracted projects or providing services in the mainland China should
calculate CIT based on fiscal year, prepay CIT quarterly and handle annual CIT filing, and make a settlement
of CIT when the contracted projects or services are completed.

If non-resident enterprises become liable for business tax or VAT on their activities in mainland China and
they have no any establishments in China, then their agents shall be withholders of business tax or VAT. If
they have no agents, then consigners of projects or services or purchasers shall be the withholders.

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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