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Corporate Income Tax (CIT)

The Ministry of Finance and State Administration of Taxation issued Circular on Policies for Pre-tax

Deduction of Advertisement and Market Promotion Fees of Certain Sectors (Cai Shui [2009] No.72) on July

31, 20009, stipulating that:

® Manufacturers of cosmetics, medicine and beverage (exclusive of alcoholic drink) shall be allowed to deduct
their expenses of advertisement and market promotion before CIT, and amount of the deduction shall be
limited to no more than 30% of sales (business) revenue of the year. The remaining part of the deductible
expenses can be carried forward to the following years for deduction.

® For beverage enterprises under franchise mode, franchisees could either deduct their advertisement and
market promotion expenses before CIT within the limit to 30% of their sales (business) revenue of the year,
or consolidate the expenses partly or fully to their franchisers or headquarters for expenses deduction before
CIT.

® Cigarettes enterprises shall not be allowed to deduct their advertisement and market promotion expenses
when calculating their taxable income.

® This Circular is effective in the period from Jan. 1, 2008 to Dec. 31, 2010.

Individual Income Tax (11T)

SAT released Circular on Confirming Some Issues Regarding Implementation of IIT Policies (GuoShuiFa
[2009] No.121) on Aug. 17, 2009, including the following points:

® An individual who is employed or takes office in a company (including its related parties) and simultaneously
takes position of director or supervisor of the company shall merge his/her compensation from
director/supervisor payment and his/her salary together for the purpose of paying IIT according to the tax
item of salary.



SAT released Circular on 11T Issues Related to Stock Option Incentive (GuoShuiHan [2009] No.461) on Aug.
24, 20009, stipulating that:

When individuals have income from their stock appreciation right and restricted stock due to being
employed or taking office in listed companies, those listed companies shall withhold their 11T according to the
tax item of salary and compensation as well as the taxation methods for stock option.

The authorized individuals’ proceeds from stock appreciation right shall be equal to the stock price difference
between granting day and exercise day times the authorized stock amount, and realized in the form of cash
directly paid by the listed companies. The companies shall withhold IIT of the authorized individuals when
cashing in their proceeds from stock appreciation right.

Individuals shall incur liability for paying IIT on the day when the listed companies cash in their proceeds
from stock appreciation right. As for the proceeds from restricted stock, individuals shall become liable for
paying HIT on the day when the restricted stock is unbanned every time.

Tax Levy Administration

SAT issued Detailed Measures for Strengthening Tax Levy Management (GuoShuiFa [2009] No.114) on July
27, 2009, including the following points:

Further clearance of tax arrears. Tax authorities shall carry out responsibility management of target tax arrears
to control newly emerging tax delinquency. Old tax arrears shall be shrunk by more than 20%, comparing
with the amount at the beginning of the year. Tax arrears of the previous years shall be settled and paid
temporarily.

Management of consolidated CIT payment of trans-regional enterprises. Information communication between
competent tax authorities of both headquarters and branches shall be strengthened for insuring the accuracy of
monthly or quarterly prepaid tax.

Management of pre-tax deduction. Tax inspection shall focus on the cost items that obviously depart from
regular proportion of output to input in comparison with enterprises of the same industry and without justified
reasons. Tax authorities shall also specially inspect accuracy of staff payment deduction and validity of assets
loss deduction.

Supervision over tax on equity transaction. As to non-resident enterprises transferring domestic equity, tax
authorities shall collect transaction information, ascertain the nature of transaction, and prevent non-resident
enterprises from committing tax evasion through abusing organizational form, tax haven and tax treaties.
Management of tax anti-avoidance. Supervision and control over trans-border related party transaction shall
be intensified, focusing on those companies established in China by transnational enterprises and oriented to
limited functions and risk such as simple production, distribution or contract research & development, and
preventing transnational enterprises from transferring offshore business losses to domestic enterprise under
the circumstances of the global financial crisis.

Strengthen management of taxation on the non-resident enterprises that provide services to domestic
institutions.

Value-added Tax (VAT)

SAT issued Circular on Making Assessment Prior to Tax Refund When Handling VAT Refund Upon
Payment (GuoShuiHan [2009] No0.432) on Aug. 20, 2009, stipulating:



When handling VAT refund application made by taxpayers who’re entitled to the preferential policy of VAT
refund upon payment, competent tax authorities shall conduct a tax assessment of taxpayers’ sales fluctuation
rate and VAT burden rate.

Tax authorities shall handle VAT refund for the taxpayers who have regular sales fluctuation rate and VAT
burden rate.

As for taxpayers who incur abnormal sales fluctuation rate and VAT burden rate, tax authorities shall
temporarily suspend the approval for the tax refund, but investigate the reason for the abnormal indicators
within 20 working days through case analysis, communication, on-the-spot inspection and other means.

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

Real Estate Tax

The Ministry of Finance and SAT issued Circular on Levying Real Estate Tax on Foreign-Invested
Enterprises and Foreign Individuals (CaiShui [2009] No.3), stipulating that:

Since Jan. 1, 2009, real estate tax shall be levied on the real estate owned by FIEs and foreign individuals. In
respect of tax scope, tax basis, tax rate, preferential policy and others, they shall abide by Provisional
Regulations of Real Estate Tax of PRC (GuoFa [1986] No0.90).

When FIEs and foreign individuals pay real estate tax, if they do not use RenMinBi as bookkeeping currency,
their tax that is calculated on the base of their bookkeeping currency should be converted into RenMinBi
according to middle price of RenMinBi exchange released in the last day of the past month..

Tax authorities in the location of real estate shall be responsible for levy of real estate tax, following
regulations of PRC Tax Levy Management Law.

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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