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Corporate Income Tax

The Ministry of Finance and State Administration of Taxation (SAT) issued Circular on Policy for Pre-tax

Deduction of Asset Loss of Enterprises (CaiShui [2009] No.57) on April 16, 2009, stipulating that:

® Under this Circular, asset loss occurs in actual production and operation activities of enterprises and is in
connection with taxable income, including losses in cash, deposit, bad debt, loan, stock investment, shortage
on fixed assets and inventory, assets damage and spoilage, etc. and other losses resulting from force majeure
like natural disaster.

® As for shortage on fixed assets or inventory, net book value of fixed assets or cost of inventory minus
compensation made by the responsible party shall be treated as fixed assets or inventory shortage loss that
shall be deducted when calculating taxable income.

® As for damaged and spoiled fixed assets or inventory, net book value of fixed assets or cost of inventory
minus residual value, insurance proceeds and compensation made by the responsible party shall be treated as
damage or spoilage loss of fixed assets or inventory that shall be deducted when calculating taxable income.

® |f the asset loss that has been deducted when calculating taxable income is fully or partly taken back in the
later fiscal year, the restored part of the loss shall be recognized as income and subject to income tax of the
year.



Enterprises should deal with asset losses occurring in their offshore and domestic operational entities
separately. Asset loss occurring in enterprises’ offshore branches cannot be deducted when calculating taxable
income of domestic branches.

Enterprises should provide valid proof to certify the truth of occurrence of asset loss and justify the pre-tax
deduction of asset loss. The supporting material includes legal external proof, economic authentication issued
by licensed agents, technical authentication issued by licensed professional institutions and others.

This Circular came into effect as of Jan. 1, 2008.

In order to further standardize management of special tax adjustment, and prevent transnational
enterprises from transferring the losses of their offshore subsidiaries to their related parties in China under
the circumstance of financial crisis, SAT issued Circular on Further Supervising and Inspecting
Trans-border Related Transactions (GuoShuiHan [2009]N0.363) on July 27, 2009, stipulating that:

Entities established by transnational enterprises in China and oriented to limited functions and risk such as
simple production (contract processing or contract assembly), distribution or contract research &
development, should not take on market and strategy risk brought about by the financial crisis. Following the
transfer pricing principle that profit should be matched with functional risk, those entities should have
reasonable profitability.

If the above-said entities with limited assumption of functions and risk incur loss, they should prepare
contemporary documents and other relevant paperwork in the year when loss occurs, and present those
documentations to competent tax authorities before June 20 of the following year, regardless of whether to
meet the standards for preparing contemporary documents.

Tax authorities shall strengthen the supervision and control over trans-border related transactions, and focus
on those transnational enterprises that transfer offshore business losses (including potential losses) to
domestic enterprises, or transfer domestic enterprises profits to tax havens through various channels. Tax
authorities shall enhance functional risk analysis and comparative analysis, and use reasonable measures for
transfer pricing to determine enterprises’ profitability.

In order to carry out the new CIT Law and its Implementation Regulations smoothly, in the first half of
2009, the national finance departments and tax authorities have promulgated more than 40 CIT-related
policies. We hereby make a summary of category of CIT policies for enterprises’ reference.

On preferential tax policies

v" Preferential CIT policies are further standardized. Preferential CIT policies include tax-exempt income,
periodical tax reduction and exemption, incentive tax rate, offset of taxable income, accelerated
depreciation, offset of tax payable and other special preferential policies.

v" Transition from the old preferential policies to the new becomes clearer.

v" Regulations for application of single preferential policy are more detailed.

v' It is clearly confirmed that enterprises paying CIT on a deem basis cannot be entitled to preferential tax
policies applicable for small-scale and slight-profit enterprise.

On pre-tax deduction policies

v" The concept and principle of “reasonable salary and compensation” are determined.

v" For the first time, the scope of “staff welfare expense” is defined from the tax point of view.

v" System and methods regarding pre-tax deduction of asset losses are released.

v" Pre-tax deduction of provision fund and relevant requirements are confirmed.



v" Policies for deduction of handling charge and commission are clarified.
® On special tax treatment
v' It is prescribed that enterprise restructure is subject to common tax treatment or special tax treatment
according to different condition.
v" CIT treatment measures for enterprise liquidation are definitely stipulated.
v" CIT treatment rules for real estate development business are further improved.
v" CIT treatment related to obtaining government funds for special use is provided.
v' Expiration of preferential tax policies for culture industry enterprises is prolonged.

Foreign Investment Administration

The Ministry of Commerce released Circular on the Provision That Provincial Commerce Authorities and
National-level Economic & Technological Development District Shall Have Jurisdiction over Part of
Foreign-Invested Enterprises (FIEs) of Service Industry (ShangZiHan [2009] No.6) on May 4, 2009,
stipulating that:
® Among the Guiding Category of Foreign-invested Industries, FIEs of encouraged and permitted industries
with total investment below USD 100 million, and FIEs of restricted industries (listed as follows) with total
investment below USD 50 million shall be legally under the jurisdiction of provincial commerce authorities
or national-level economic & technological development district administration in respect of registration and
changes of FIEs:
v Medical institutions of FIEs of equity joint venture and corporate joint venture;
v" Auction sector;
v" Books, newspaper and journal distribution business;
v" Video products wholesale business of FIEs of corporate joint venture;
v" Foreign-invested non-gas mine exploration enterprises;
v" Various non-gas mining enterprises.
® Jurisdiction over FIES’ merge & acquisition depends on amount of M&A transactions. As for FIEs of
encouraged and permitted industries with amount of M&A transactions below USD 100 million and FIEs of
restricted industries with amount of M&A transactions below USD 50 million, their M&A transactions shall
be under the jurisdiction of provincial commerce authorities or national-level economic & technological
development district administration.
® As for FIEs of the above-said industries approved originally by the Ministry of Commerce, their change
issues shall be under the jurisdiction of provincial commerce authorities or national-level economic &
technological development district administration.
® This Circular came into effect as of the date of its issuance.



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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