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Individual Income Tax (11T)

State Administration of Taxation (SAT) released Circular on Issue regarding Matching Individual Income
from Salary and Compensation with Enterprise’s Expense of Staff Salary (GuoShuiHan [2009] No.259) on
May 15, 2009, stipulating that:

@ State tax bureaus of different regions should hand over enterprises’ information like their names, 1D numbers,
address, expenditure for staff salary and others to the related local tax bureaus before the end of July; and then
local tax bureaus shall make comparison and analysis on enterprises’ expense of staff salary and total amount
of individual income from salary that has been taxed. Tax officials shall conduct on-the-spot examination in
such enterprises that incur abnormal difference.

® \When making spot examination, local tax bureau shall mainly focus on the following respects: whether the
staff salary that is deducted before tax as enterprise expense has been taxed; whether enterprises treat staff
salary as welfare or other expense accounts and fail to withhold 11T; whether to calculate and withhold IIT at
tax rate for average of staff salary; and whether to legally withhold IIT on staff income from non-monetary
salary and compensation.

® Problems detected under the examination of local tax bureau shall be treated by local tax bureau or state tax
bureau according to their different jurisdiction.



SAT issued Circular on Strengthening Management of Levying IIT on Income from Equity Transfer
(GuoShuiHan [2009] No.285) on May 28, 2009, including the following points:

In the midst of equity transaction, when different parties in equity transaction finish the signing of equity
transfer agreements and fulfill the transfer transaction, transferor or transferee who are liable for paying or
withholding I1T should handle tax filing and payment (withholding) at competent tax authorities before related
enterprises start to deal with change in equity registration.

When applying for registration of change in shareholders to competent authorities, enterprises shall fill out
Statement of Change in Individual Shareholders and submit it to competent tax authorities.

Competent tax authorities in charge of enterprises that incur change in shareholders shall be responsible for
levying IIT on individual income from transfer of equity. Tax payers or tax withholders should handle tax
filing at tax authorities.

Corporate Income Tax (CIT)

The Ministry of Finance and SAT released Circular on CIT Treatment Related to Financial Fund for
Special Use (CaiShui [2009] No.87) on June 16, 2009, stipulating that:

If an enterprise obtains financial fund that makes up of part of its total income from financial department of
county-level governments or above from Jan. 1, 2008 to Dec. 31, 2010, the financial fund could be treated as
tax-free income and deducted from the enterprise’s taxable income on condition that the enterprise could meet
each requirement as follows:
v" Provide official documents related to the financial fund which prescribes the special use of the fund;
v Financial departments or governments allocating the financial fund stipulate special management
measures or rules;
v Enterprises should make separate accounting treatment with the financial fund as well as expenditure
related to that fund.

In order to further promote development of technically-advanced service enterprises, and boost creativity
and technical service capacity of enterprises, the Ministry of Finance, the Ministry of Commerce and SAT
released Circular on Tax Policies for Technically-advanced Service Enterprises (CaiShui [2009] No.63) on
May 24, 20009, stipulating that:

From Jan. 1, 2009 to Dec. 31, 2013, 20 specified service outsourcing cities are entitled to the following
incentive tax policies:

v' Officially recognized technically-advanced service enterprises shall be eligible for 15% CIT rate;

v As for recognized technically-advanced service enterprises, staff training expense shall be deducted
before CIT on an actual basis, with ceiling deduction limited to no more than 8% of total amount of staff
salary; and excessive part can be carried forward to following fiscal year for deduction;

v' Offshore service outsourcing business shall be exempt from business tax.

Business scope of technically-advanced service enterprises:

v"Information technology outsourcing;

v' Business process outsourcing; and

v Knowledge process outsourcing.

Technically-advanced service enterprises that meet the following conditions shall be entitled to preferential tax
policies:



v Engage in one or more kinds of technically-advanced service prescribed by this Circular;

v" Registered address and business operation site are located in specified service outsourcing cities;

v Technically-advanced service enterprises have no illegal operation in respect of export & import,
accounting, tax, foreign exchange and the customs issues over the past two years.

v Revenue from providing prescribed technically-advanced services should account for more than 70% of
annual total revenue of the enterprises;

v Technically-advanced service enterprises should obtain internationally-authenticated license and sign
service outsourcing contract with offshore clients. Revenue from offshore service outsourcing business
should account for no less than 50% of annual total revenue of the enterprises.

SAT released Circular on Issuing Guidance on CIT Treatment of Real Estate Business (GuoShuiFa [2009]
No.31) on March 6, 2009, stipulating that:
® This Guidance is applicable for enterprises engaging in real estate development business within mainland
China.
® Business of real estate enterprises includes land development, construction and sale of apartments and
commercial buildings, accessorial facilities and others.
® This Guidance covers the following tax issues:
v’ Tax treatment of revenue;
v Tax treatment of cost and expenses deduction;
Calculation of tax-related cost;
v' Tax treatment of special issues.
® This Guidance came into effect as of Jan. 1, 2008.

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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