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Value-Added Tax (VAT)

State Administration of Taxation issued Circular on Adjusting Time Limit of Input VAT Deduction
(GuoShuiHan [2009] No0.617) on Nov. 9, 2009, stipulating that:

When receiving special VAT invoice, standard transportation service invoice and standard automobile sale
invoices issued after Jan. 1, 2010, ordinary VAT payers should handle the tax authorities’ verification of
those invoices within 180 days since the issuance date, and then apply to the tax authorities for deduction
of the input VAT in the next month of the verification.

As for the ordinary VAT payers who are subject to the policy of “comparison prior to deduction”
applicable for the special letter of the customs import VAT payment (hereinafter “the Customs’ Tax
Payment Letter” or “the Payment Letter”), when receiving the Payment Letter issued after Jan. 1, 2010,
they should submit List of Deduction of the Customs Duties Payment Certificate (both hard copies and
electronic data) to the competent tax authorities for their verification and comparison purpose.

If ordinary VAT payers who received the above-said invoices or the Customs’ Tax Payment Letter fail to
apply to the competent tax authorities for the verification, deduction or comparison within the prescribed
time limit, those invoices and the Payment Letter cannot be used as valid voucher of input VAT deduction.
When ordinary VAT payers who are not subject to the policy of “comparison prior to deduction” receive
the Customs’ Tax Payment Letter issued after Jan. 1, 2010, they should apply to the tax authorities for
input VAT deduction before the ending of the first tax-filing month following the 180™ day after the
issuance date.

This Circular shall come into effect as of Jan. 1, 2010. VAT payers who hold the voucher of input VAT
deduction issued before Dec. 31, 2009 shall follow the old regulations.

Individual Income Tax (11T)

In order to further standardize the levy of 11T on enterprise annuity, SAT released Circular on Issues
Regarding Levy of IIT on Enterprise Annuity (GuoShuiHan [2009] No.694) on Dec. 10, 2009,
stipulating that:

Individual payment of enterprise annuity cannot be deducted from their taxable salary and compensation
in the course of 1T calculation.

Enterprise payment of the annuity (hereinafter “the enterprise payment”) is deposited into individual
account, regarded as a sort of individual income from taking office or being employed and subject to IIT.
The enterprise payment shall be treated as individual salary of a certain month (not consolidated into
individual’s regular salary), without any expenses to be deducted before tax. 11T shall be calculated in
accordance with the rules for the tax item of “income from salary” and withheld by enterprise.

If the enterprise payment of the annuity is collected on a quarterly, semi-year or yearly basis, then in the
calculation of IIT, the enterprise payment cannot be recalculated back to the monthly basis. Treated as
individual monthly salary, the enterprise payment shall be taxed at the applicable IIT rate, without any
pre-tax deduction.

In the event that a certain amount of the enterprise payment that has been posted into individual account
needs to be taken out due to certain annuity conditions, the related IIT that has been withheld and paid
shall be refunded.



Enterprises that exercise enterprise annuity plan should carry out detail report system in respect of the full
payment of the annuity of whole staff, according to 1T law and tax levy law.

As for the enterprises that had properly withheld the IIT on the enterprise payment of the annuity before
the promulgation of this Circular, tax authorities shall not refund the tax to them. Enterprises that had not
withheld the 11T related to the enterprise payment shall be required by tax authorities to withhold it within
the prescribed time limit, and the 1T should be calculated in accordance with the following way: the
taxable income shall be the enterprise payment that had not been taxed in the relevant years; the
applicable tax rate shall be the rate applying to the average monthly salary of each staff member in the
relevant year. Based on the above-said results, enterprises shall work out and withhold the 11T payable of
the years.

In this Circular, enterprise annuity is defined as a complementary pension fund set up voluntarily by
enterprises for their staff according to regulations of Tentative Measures for Enterprise Annuity, on
condition that the enterprises simultaneously implement statutory basic pension system. If an individual
has other kinds of complementary pension insurance, it should be fully consolidated with his/her monthly
salary for I1T calculation and payment purpose.

This Circular shall come into effect at of issuance date.

SAT issued Circular on Levy of T on Individuals’ Proceeds from Subletting Property (GuoShuiHan
[2009] N0.639) on Nov. 18, 2009, stipulating that:

Individuals who have proceeds from subletting the property that they rent from others shall be subject to
1T, and the proceeds shall be treated as “income from lease of property” in the calculation of IIT payable.
When calculating the IIT, individuals who have proceeds from subletting property can deduct the rent
they pay to the owner of the property, by virtue of property lease contract and valid voucher of rent
payment.

In accordance with the SAT’s Reply to Some Issues Regarding IIT (GuoShuiHan [2002] No.146), cost
shall be deducted in the following order before levying IIT on proceeds from property lease:

1) Tax paid during the period of lease of property;

2) Rent paid to the leaser of property;

3) Property maintenance expenditure burdened by taxpayers;

4) Other deductible expenses prescribed by tax laws.

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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