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Corporate Income Tax

State Administration of Tax (SAT) issued Circular on Further Confirmation of Implementation Rules
of Transitional Preferential CIT Policies (GuoShuiHan [2010] No.157) on April 21, 2010, confirming
the following points:
® Rules for resident enterprises’ options of applicable tax rate and tax half-reduction

v' When a resident high-tech enterprise is within the transition period of preferential CIT

reduction/exemption policies like “2-year exemption and 3-year half-reduction” or “5-year exemption
and 5-year half-reduction” prescribed by the Article 1-(3) of Circular of the State Council on
Transitional Preferential CIT Policies (GuoFa [2007] No.39), this enterprise can choose either the
half-cut CIT rate based on the transitional tax rate before expiration, or 15% CIT rate which is
especially applicable for high-tech enterprises, but half-reduction based on 15% rate shall not be
allowed.

If a resident high-tech enterprise is entitled to enjoy preferential CIT half-reduction policies applicable
for software development or integrated circuit enterprises, it can choose either 15% CIT rate which is
applicable for high-tech enterprises, or CIT half-reduction based on the 25% CIT rate; but
half-reduction based on 15% rate shall not be allowed.

If a resident enterprise has income which is eligible for CIT half-reduction policy according to Article
86-88 and Avrticle 90 of Implementation Regulations of CIT Law, this enterprise shall calculate the CIT
on this part of income separately and pay CIT on that income at half-cut rate based on the statutory
CIT rate of 25%.

v" Resident enterprises who were entitled with approval of tax authorities to enjoy preferential CIT

policies for high-tech or new-tech enterprises in and before 2007 but not recognized as high-tech
enterprises in and after 2008 shall not be eligible either for 15% CIT rate or for the transitional rate
prescribed by the Article 1-(2) of Circular of the State Council on Transitional Preferential CIT
Policies (GuoFa [2007] No0.39). They shall be subject to 25% CIT rate since 2008.

® Implementation of transitional rate applicable for resident enterprises with branches
v According to Circular of SAT on CIT Rate Applicable for Branches of Foreign-invested Enterprise

(GuoShuiFa [1997] No.49), and with approval of tax authorities, resident enterprises’ branches that
were located in different tax rate regions and separately subject to preferential CIT reduction policies
before 2007 shall be continuously eligible for those policies.



Business Tax

The Ministry of Finance and SAT issued Circular on Exemption of Business Tax on International
Transportation Service (CaiShui [2010] No.8) on April 23, 2010, stipulating that:
® Since Jan. 1, 2010, China’s entities or individuals providing international transportation services are
exempt from business tax on those services.
® Here international transportation services refer to:
v’ Carrying passengers or goods out of China;
v’ Carrying passengers or goods into China;
v’ Carrying passengers or goods outside China.
® This Circular came into effect on Jan. 1, 2010. If an entity or individual has paid business tax on the
above-mentioned services during the period from Jan.1, 2010 to the issuance date of this Circular, the paid
business tax can be refunded or deducted from its other business tax payable.

= Editorial Comments: Exemption of business tax, a favorable policy for international transportation
enterprises. In accordance with the relevant clauses of both the old Implementation Rules of Provisional
Business Tax Regulations and the newly-promulgated one, China’s entities or individuals carrying passengers
or goods out of China would be regarded as provision of domestic service and subject to business tax. The
Circular of CaiShui [2010] No.8 gave a preferential business tax policy to international transportation
enterprises, i.e. China’s entities or individuals carrying passengers or goods out of China shall be exempt
from business tax.

Value-Added Tax

In order to encourage FIEs to set up research & development centers, the Ministry of Commerce, the

Ministry of Finance and SAT jointly issued Circular on Measures for Verification of Tax

Exemption/Refund in Connection with Equipment Purchase of R&D Centers of FIEs (ShangZiFa

[2010] No. 93) on March 22, 2010, including the following points:

® Establishment of R&D center of FIEs should be approved or verified by commercial authorities according
to relevant regulations.

® If a R&D center of FIE is an independent legal entity, total investment should be in conformity with the
amount written in the Approval Letter for FIE.

® As for R&D centers that are less than 2 years old and not independent legal entities, total investment in
R&D refers to all the assets invested by their holding FIEs in the past two years especially for
establishment of R&D centers, including assets that are about to be used and purchased under contracts.

® Competent authorities shall review the eligibility of the FIE R&D centers for tax exemption/reduction
every two years. For R&D centers that fail to meet the relevant requirements, their eligibility for tax
exemption/reduction shall not be cancelled.



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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