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Value-Added Tax (VAT)

State Administration of Taxation (SAT) released Reply to the Issue Regarding VAT Policies for Taxpayers

Involving in Assets Restructuring (GuoShuiHan [2009] No.585) on Oct. 21, 2009, stipulating that:

® |f an enterprise transfers its assets, liability and related rights and duties to holding company, but retains its
identity of a listed company in the course of assets restructuring, that transfer activities shall not be treated as a
whole transfer of property rights of the enterprise. Such transfer of taxable goods amidst assets restructuring
shall be subject to VAT according to relevant regulations.

® |f the above-said holding company reinvests the transferred physical assets into other enterprise, it shall be
liable for paying VAT.



Tax Treaty

Based on the relevant regulations in Agreement on Avoidance of Double Taxation and CEPA between the
Mainland and Hong Kong/Macao (hereinafter “the tax treaty”), and aiming at the issue of how to confirm
identity of “beneficial owner” when contracting party residents apply for enjoying tax treaty policies
related to dividend, interests, royalties and others, SAT issued Circular on How to Understand and
Recognize “Beneficial Owner” in the Tax Treaty (GuoShuiHan [2009] No0.601) on October 27, 2009,
stipulating that:

® “Beneficial owner” refers to those who are entitled to own and control earnings, and rights or possessions
generating such earnings. Generally, beneficial owners are individuals, companies or other entities that engage
in substantial business activities. Agents and shell companies are not beneficial owners. Shell companies, in
most cases, are set up for the purpose of tax evasion or reduction, transfer or accumulate profits and others.
Registered in local government, shell companies have legal form, but never engage in substantial business
activities such as manufacturing, marketing, management, etc.

® Recognizing the identity of beneficial owners should be based on the principle of “economic substance over
form”, and combined with actual circumstance of cases. Besides technical and law standpoint, purpose of the
tax treaty (avoidance of double taxation and prevention from tax evasion) should be taken into consideration.
Commonly, the following conditions may affect the recognition of identity of beneficial owners:

v

v
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Applicants are liable to pay or dispatch all or most (more than 60%) of their earnings to residents of the
third country (region) within a prescribed period.

Except holding the rights and possessions that can generate earnings, the applicants have no or little other
business activities.

Applicant is a company or an entity of other forms with small amount of assets, small scale and little staff,
which cannot be matched with its earnings.

Applicants have no or little rights to control or dispose the earnings as well as possessions or rights
generating such earnings; and they also take no or little risk.

Contracting country (region) dose not levy tax on that earnings, or the actual tax rate applicable for that
earning is very low.

Besides the loan contract according to which interest shall be produced and paid, there exists other loan or
savings contract signed by applicant and the third party, with approximately same amount of interest, rate,
signing time, etc.

Besides the transfer contract of use right of copy, patent, technology and others according to which royalties
shall be derived and paid, there exists other contract with similar contents signed by applicant and the third

party.



Deed Tax

SAT released Reply to the Issue Regarding Clarifying Taxation Base of Deed Tax on Transfer State-owned
Land Use Right (GuoShuiHan [2009] No0.603) on October 27, 2009, definitely pointing that:

As for transferring state-owned land use right, taxation base of deed tax is defined as all the economic benefits
paid by transferee for obtaining the land use right. Those who obtain state-owned land use right through
procedures of “biding, auction and listing” shall pay deed tax calculated on the basis of total price of the land
transaction, and early development cost of the land cannot be deducted.

Export Tax Refund

SAT released Reply to the Issue Regarding Export Tax Refund (Exemption) of Productive Enterprises
Undertaking Offshore Contract Engineering Projects (GuoShuiHan [2009] No0.538) on Sep. 15, 2009,
stipulating that:

Productive enterprises (general VAT payers only) that need to export goods used for their undertaking of
offshore contract engineering projects shall be entitled to the policies of export tax exemption, deduction and
refund, as long as the export goods are included in category of especially-approved tax refund prescribed by
the current tax policies, and regarded as sales in accounting treatment.

If the goods are not eligible for export tax refund (exemption) policies according to the state regulations, it
shall be taxed.

Goods exclusive of the two above-said types like articles for daily use shall be eligible for export tax
exemption.

In order to encourage scientific research and technical development, the Ministry of Finance, the Customs
and SAT issued Circular on Tax Policies for Research & Development Institutions Purchasing Equipment
(CaiShui [2009] No.115) on Oct. 10, 2009, including the following points:

Foreign-invested R&D institution shall be exempt from import tax according to Provisional Regulations on
Import Tax Exemption for Scientific Development Articles, if they meet the following conditions:
v’ Foreign-invested R&D institutions established on or before Sep. 30, 2009 should meet all of the
requirements as follows:
1. R&D expense standards: 1) newly-established foreign-invested R&D institutions, at the age of less than
2 years, have total investment of no less than USD 5 millions if they’re legal entities, or total R&D
investment of no less than USD 5 millions if they’re internal divisions or branches; 2) for the institutions
of more than 2 years old, the annual R&D expenses are no less than RMB 10 millions.
2. No less than 90 professional research personnel are required.
3. Original value of equipment purchased since the establishment amounts to RMB 10 millions.



v' Foreign-invested R&D institutions established on or after Oct. 1, 2009 should meet all of the requirements
as follows:

1. R&D expense standards: the institutions have total investment of no less than USD 8 millions if they’re
legal entities, or total R&D investment of no less than USD 8 millions if they’re internal divisions or
branches.

2. No less than 150 professional research personnel are required.

3. Original value of equipment purchased since the establishment amounts to RMB 20 millions.

® This Circular is valid in the period from July 1, 2009 to Dec. 31, 2010.

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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