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VAT Incentives

The Ministry of Finance (MOF), the Ministry of Commerce (MOFCOM), the General Administration
of Customs (GAC) and the State Administration of Taxation (SAT) jointly issued Cai Shui [2011] No.
88 (Circular 88). Circular 88 stipulates the continuation of the relevant import tax exemption on
purchases of certain R&D equipment and devices by foreign invested R&D centers and the Value
Added Tax (VAT) refund on purchase of domestically-manufactured equipment available for domestic
and foreign invested R&D institutions. This exemption was specified in a previous circular, Cai Shui
[2009] No.115 (Circular 115). Circular 88‘s effective period is from 1 January 2011 to 31 December



2015. Incentives specific to an R&D centre shall take effect from the first day of following the month
in which it obtains the qualification (“Effective Day”).

The criteria for foreign invested R&D centers to be eligible for tax incentives

Parameters R&D centers set up on or R&D centers set up on or after 1
before 30 September 2009 October 2009

R&D expenses parameter

-Independent legal entity — total
investment > USD 5 million > USD 8 million

-Non-independent legal entity
(internal department or

branch)- total R&D contribution > USD 5 million > USD 8 million
-All foreign invested R&D centers
— annual R&D expenditures > CNY 10 million Not applicable
Full time R&D I

uitime personne > 90 persons > 150 persons
Accumulated equipmentvalue . ~\v 40 mirfion > CNY 20 million

The tax incentives available for qualified foreign invested R&D centers

» Import tax exemption- Qualified foreign invested R&D centers shall be exempt from import
Customs Duty, VAT and Consumption Tax on imported equipment specified in “Equipment
List for Scientific Development, Scientific Research and Teaching”.

» VAT refund on domestically-manufactured equipment- Qualified foreign invested R&D
centers shall be entitled to a VAT refund on purchases of certain domestically-manufactured
equipment specified in “Equipment List for Scientific Development, Scientific Research and
Teaching”.

VAT Reform

The Chinese State Council announced on 26™ October 2011 that it will launch the much-anticipated
pilot VAT reform program on 1% January 2012. The pilot grogram initially will apply to transportation
and modern service industries in Shanghai. Under China’s current indirect tax system, VAT is levied
on the supply of goods, the provision of repair, processing and replacement services, and on imports at
the standard rates of 13% or 17%, while Business Tax is levied on the provision of other services and
the transfer of intangibles and real property at rates of 3% or 5%. The aim of the pilot program is to
resolve the double taxation issues under the prevailing system and to foster the development of
specified modern service industries by gradually transitioning these industries from liability to
Business Tax to liability to VAT.



Highlights of the pilot program
(1) The taxation of specified sectors will transition to being subject to VAT rather than Business

Tax;

(2) The pilot program initially will be implemented in the transportation sector and certain modern
service industries in Shanghai. The program may be expanded nationwide for selected

industries when conditions permit;

(3) Two new tax rates of 11% and 6% will be introduced, which will apply in conjunction with the
current rates of 17% and 13%;

(4) During the pilot period, the VAT revenue will be retained by the original local governments;

(5) Business Tax incentives applicable to the pilot industries will be adapted to the VAT reform so

that the incentives continue to apply; and

(6) VAT paid by taxpayers under the pilot program will be creditable provided all other

requirements are met under the VAT rules.

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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