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Corporate Income Tax

State Administration of Tax (SAT) issued year-2010 Act No.1 —— Guide of Foreign Tax Credit Granted
for CIT Paid Abroad by Enterprises on July 2, 2010, stipulating that:

This Guide is applicable for resident enterprises and permanent establishments set up in China by non-resident
enterprises (“enterprises” hereinafter) who are granted foreign tax credit for their CIT paid outside China in
accordance with the article 23 and 24 of CIT law.

When branches established outside China as non-independent taxpayers by resident enterprises have foreign
source income, their taxable income equals total amount of foreign income minus various types of reasonable
expenses related to the foreign income. Their income and expenses should be recognized according to the
relevant provisions prescribed by CIT law and CIT Implementation Regulations. Foreign source income of
those overseas branches of resident enterprises, regardless of whether to be remitted back to China or not,
should be treated as taxable foreign income of the fiscal year of the enterprises.

If a resident enterprise has foreign source equity investment gains like dividend and bonus or income from
foreign source interest, rent, royalties, etc., its taxable foreign income equals the foreign income minus
reasonable expenses related to the income. Income from foreign source equity investment gains like dividend
and bonus should be recognized on the day when the invested enterprise makes decision on profit distribution;
and income from foreign source interest, rent, royalties, etc. should be recognized according to the payment
date prescribed by relevant agreement.

This Guide came into effect as of Jan. 1, 2010.

Business Tax

In order to promote the development of offshore service outsourcing, Ministry of Finance and SAT issued
Circular on Exemption of Business Tax Levied on Offshore Service Outsourcing of Pilot Cities (CaiShui
[2010] No.64) on July 28, 2010, stipulating that:

From July 1, 2010 to Dec. 31, 2013, enterprises registered in pilot cities are exempt from business tax on
revenue from offshore service outsourcing. 21 pilot service outsourcing cities include Beijing, Shanghai,
Tianjin, Nanjing and others.

Offshore service outsourcing revenue refers to the revenue derived by enterprises in the pilot cities from
providing foreign enterprises with services of Information Technology Outsourcing (ITO), Business Processing
Outsourcing (BPO) and Knowledge Processing Outsourcing (KPO) according to service engagement contract
signed with foreign enterprises.

If an enterprise has paid the above-said kind of business tax during the period from July 1, 2010 to issuance
date of this Circular, the paid business tax can be deducted from business tax payable of subsequent tax period.

Corporate Restructuring

SAT issued year-2010 Act No.4 —— Measures for Administration of CIT Associated with Corporate
Restructuring on July 26, 2010, stipulating that:

In this Measures, corporate restructuring is defined as various business restructuring specified by article 1 of
Circular on Some Issues Regarding CIT Associated with Corporate Restructuring (CaiShui [2009] No.59)
issued by SAT, including liability restructuring, acquisition of equity, acquisition of assets, merge, separation,
etc.



In a corporate restructuring project, all the related parties should follow the same tax treatment method, i.e.
either general tax treatment or special tax treatment.

Enterprises that incurred corporate restructurings in 2008 or 2009 and have not made relevant CIT treatment
can follow rules of this Measures.

The Measures came into effect as of Jan. 1, 2010.

The Customs

In order to encourage development of international service outsourcing, the Customs of China on June 29,
2010 issued Act No.39 —— Overall Implementation of Bonded Area’s Supervision on Goods Imported by
International Service Outsourcing Business, stipulating that:

This Act is applicable for enterprises that are officially recognized as technologically-advanced service
enterprises.

Here service outsourcing enterprises refer to technologically-advanced service enterprises specified by
Circular on Tax Policies for Technologically-Advanced Service Enterprises (CaiShui [2009] No.63) (“Circular
No0.63” hereinafter).

Here international service outsourcing business refers to the international services specified by Scope of
Recognized Technologically-Advanced Services (Trial), an attachment of the Circular No.63.

Imports in association with service outsourcing are under the customs’ supervision, and meant to be used by
service outsourcing enterprises for performing service contracts, so the enterprises cannot use the imports for
mortgage, pledge and retention without approval of the customs.

If service outsourcing contract is changed, enterprise should handle formalities of the change at the customs
with the changes contract and other required documents.

This Act came into effect as of July 1, 2010.

The newsletter is merely provided to our clients and those who have interest in our business for
reference. Well 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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