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Double Tax Agreement

On 27" June 2011, China and the United Kingdom (UK) signed a new double tax agreement
(new DTA) which, once in before, will replace the previous DTA of 26™ July 1984 (as amended
by the 1996 protocol). It may be effective from as early as 1% January 2012 in China. Key
changes at a glance:

v’ Lower rates of withholding tax on dividends, royalties and capital gains

» Dividends. The withholding tax on dividends, from shareholdings of 25% or more of the
total capital of the paying company, is reduced from 10%, for all dividends under the old
DTA, to 5%. New rates of dividend withholding tax apply to distributions from exempt
real estate investment entities.

» Royalties. While the general withholding tax on royalties is unchanged at 10%, it has
been lowered from 7% to 6% for royalties from the use of, or right to use, industrial,
commercial or scientific equipment.

» Capital gains. If the UK companies disposals of shareholdings less than 25% should
now be exempt from Chinese withholding tax; conversely, disposals of shareholdings
25% and above continue to be subject to tax 10% in China.

v’ Clearer definition of PE and PE profit attribution methodology
» A ‘services PE’s’ clause has been introduced in the new DTA as encompassing the
provision of services for a period of more than 183 days in a 12-month period.
» Construction and installation projects now only constitute a PE if they continue for more
than 12 months
» The agent must additionally deal with the principal on non-arm’s length terms in order not
to be regarded as independent
» The clause in the business profits article, which states that executive and general
administrative expenses incurred for the purposes of the PE, is now no longer qualified by
the previous wording, which stated that recharged from head office to the PE are not
deductible.
v’ Extensive anti-abuse rules in the withholding tax articles, and article authorizing the use
of domestic anti-avoidance rules
v" Inclusion of the latest version of the Exchange of Information article



Individual Income Tax (11T)

On 30" June 2011, the 21% Standing Committee of the National People’s Congress (NPC) passed
the 6™ amendment to the Individual Income Tax Law of the PRC (PRC IIT Law). The amended
PRC T Law will take effect on 1* September 2011.

The amendment to the PRC IIT Law was finally passed with the following changes:

1. Standard monthly deduction on employment income increased from RMB 2,000 to
RMB 3,500;

2. Number of tax brackets reduced from 9 to 7, 15% and 40% brackets removed;

3. Adjustment to tax on income of sole traders from production or business operation and

income from contracting or leasing activities;

T filing deadline extended to within 15 days of the following month.
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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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