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Value-added Tax (“VAT”)

The State Administration of Taxation (“SAT”) issued Circular On Prepaying VAT For Ordinary VAT
Payers Purchasing Additional VAT Invoices In The Trial Period (Guo Shui Han [2005] No. 1097) on
18 November 2005. The key points are as follows:

For VAT payers purchasing additional VAT invoices, the policy of prepaying VAT shall still be carried
out. The prepaid VAT can be deducted from the current VAT payable. If there is a balance for the
prepaid VAT after the deduction, the balance shall be deducted in turn when purchasing additional
VAT invoices in the subsequent periods.

For the VAT to be deducted from the current VAT payable, the VAT payer shall calculate it by itself
and apply to the local tax bureau for the deduction.

If the balance of prepaid VAT is bigger than the prepaid VAT in the current period, the VAT payer
doesn’t need to prepay VAT any more, and may purchase VAT invoices directly.

Business Tax(“BT”)

The SAT issued Reply On Tax Issues Relative To Information System Maintenance And Consulting
Services Rendered by Foreign Enterprises (Guo Shui Han [2005] N0.912) on 25 September 2005. The
key points are as follows:

Pursuant to the prevailing regulations, technology service fee should be combined together as royalty
for calculation of (withholding) income tax only when the fee is paid in consideration of labor of
tuition, coaching and training which usually accompany transfer for proprietary technology.

A foreign parent company will, according to the service contract it signed with its subsidiaries
worldwide on IT operation, maintenance and consulting, bear the obligation to provide operation,
maintenance and consulting services on information system and related software to its subsidiaries
worldwide, including the one(s) in China, and the services are provided abroad, i.e. the foreign parent
will certainly arrange technical force, pay advancement for relevant expenses and finally charge
service fee and software advancement on terminal users. The transaction, if takes place in China,
should be regarded as support, maintenance and consulting provided to serve the information system
and related software already used by Chinese subsidiaries, and the resulting tax treatment varies in
different situations.

For the part of services provided abroad, no BT or corporate income tax will be eligible; for the part
of services provided at home, however, BT and income tax should be charged pursuant to the
Provisional Regulations on Business Tax and the Income Tax Law Of The People's Republic Of China
For Enterprise With Foreign Investment and Foreign Enterprises; and

Advancement charged by the foreign parent company on software users in China should be regarded
as intangible assets transfer proceeds and royalty and accordingly is liable for business tax and
corporate income tax respectively. If some of this meet the requirements on examination of business
tax pursuant to Cai Shui Zi [1999] No.273, BT should be exempted.
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Tax Incentives

— Re-employment

Recently the State Council issued Circular Regarding Further Enforcing Re-employment (Guo Fa
[2005] No. 36) closely followed by a Circular (Guo Shui Fa [2005] No0.183) issued by the SAT aimed
at implementing the former. The key points are as follows:

The tax preferential policy regarding re-employment to expire by the end of 2005 will be extended.
The tax preferential policy in the Circular will be implemented starting from the year of 2006, and the
deadline for policy review is set forth temporarily as the end of 2008.

For the laid-off workers from state-owned enterprises who have working abilities and also a wish to
work, the workers to be assigned with a new job after state-owned enterprises’ bankruptcy, the laid-off
workers from collectively-owned enterprises affiliated to state-owned enterprises, and the other
registered unemployed who are entitled to the lowest city living support given by the governments
and keep jobless for more than 1 year, all of them are granted Re-employment Preferential Certificate,
and enjoy the relevant preferential policies.

—— Re-investment Tax Refund

The SAT issued Circular On Foreign Enterprise Income Tax Refund To Foreign Investor For Its
Re-investment (Guo Shui Han [2005] No. 1093) on 17 November 2005. The key points are as follows:

For a foreign investor who acquires a foreign-invested enterprise’ equity in the form of transfer and
re-invests in the PRC after the equity transfer of with the dividends distributed from the enterprise
which are realized before the transfer, it shall not enjoy the tax preferential policy of re-investment tax
refund.

A foreign investor acquires equity in the form of transfer from a related party who directly owns or
indirectly owns the investor or is 100% owned together with the investor by the same person, and the
related-party transfer of equity is done at a cost price. For the investor who re-invests in the PRC after
the equity transfer with the dividends distributed from the enterprise which are realized before the
transfer, it shall enjoy the tax preferential policy of re-investment tax refund per the relevant
regulations.

—— Tax Refund For Purchase Of Domestically Produced Equipments

The SAT issued Reply To Issues In Tax Refund For Foreign-invested Enterprises With A Status Of
Small-scaled VAT Payer To Purchase Domestically Produced Equipments (Guo Shui Han [2005] No.
1092) on 14 November 2005. The key points are as follows:

Before the addition of a function of designating VAT invoices for small-scaled VAT payers to the VAT
Fake-proof Control and Designation System, if a foreign-invested enterprise with a status of
small-scaled VAT payer obtains VAT invoices for buying domestically produced equipments and the
invoices are through the tax bureau’s investigation with no error found, the enterprise enjoys an export
tax refund per the existing regulations.
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Investment Management

The nine ministries including Development And Reform Commission, Technology Ministry, Finance
Ministry, Ministry Of Commerce issued Interim Measures For Venture Capital Investment
Enterprises Management (Order No.39 of Foreign Exchange Administration Bureau) on 15
November 2005. The key points are as follows:

By a venture capital investment enterprise, it means that an investor invests in the enterprise in a form
of equity in an expectation to obtain the capital gains in a transfer of the equity after the enterprise has
developed into a mature or relatively mature one;

Venture capital investment enterprises will be put in file, and be supervised by venture capital

investment regulatory authorities. Those whose investment operations comply with the relevant

regulations will enjoy the preferential policies;

To meet the following criteria, venture capital investment enterprises:

- Shall be registered with Administration For Industry And Commerce;

- Shall be with paid-in capital of no less than RMB 30 million, or with the initial injection of no
less than RMB 10 million into paid-in capital and all the investors’ promise to make paid-in
capital of no less than RMB 30 million within 5 years after registration by further injections;

- Shall have no more than 200 investors;

- Shall have at least 3 advanced management staff with more than 2 years’ experience in venture
capital investment or other relevant working experience to bear investment management
responsibility;

- Shall be with business scope limited to: venture capital investment operations; venture capital
investment on behalf of other venture capital investment enterprises or individuals; venture capital
consulting; provision of venture capital management to other venture capital investment
enterprises; participation in setting up venture capital investment enterprises and venture capital
investment management consulting agencies.

Venture capital investment enterprises shall not engage in guarantee operations and real estate

operations.

The Measure will be effective on 1 March 2006.

Company Law (Amended)

The National People’s Congress issued amended Company Law as Chairman’s Order No.42 on 27
October 2005. The amended Company Law will be effective on 1 January 2006. The key points are as
follows:

Reduce the registered capital threshold for limited liability companies to RMB 30,000 and allow the
injections for registered capital by installments.

Allow a limited liability company to be set up by one natural person

Reduce the registered capital threshold for stock-limited companies to RMB 5 million

Increase the ratio of intangible property to the total injection so as to make the forms of injection
sound

Loosen a restriction on company’s investment in other companies loosened in an appropriate way.
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Standardize company’s provision of guarantee to others and decide to impose penalty on high
executives for the loss brought about by their law-breaking practices;

Reveal a series of regulations for managing listed companies and stock-limited companies

Standardize related-party transactions;

Enlarge the scope of enterprises which are allowed to issue company bonds;

Protect the independence of accounting firms in terms of system, and simultaneously clarify the
compensation responsibility to be borne by the intermediary agencies;

Simplify the announcement procedure for company’s merger or separation, and simultaneously
emphasize the company’s liquidation responsibility

Securities Law (Amended)

The National People’s Congress issued amended Securities Law as Chairman’s Order [2005] No.43
on 27 October 2005. The amended Securities Law will be effective on 1 Jan. 2006. The key amended
issues are as follows:

Unless otherwise specified by the State, securities should be managed and regulated as a business
separated from banking, trust and insurance.

Stock can be traded in spot transaction or in other ways permitted by State Council.

State-owned enterprise and state-controlled enterprise should buy and sell listed stocks in accordance
with regulations set forth by the State.

Securities investment advisory agencies and investment professionals should not trade stock of listed
companies to which they render consulting services, nor should they provide or disseminate false or
misleading information to investors through media or other means. Otherwise, they should be liable
for the damages due to the losses they cause to investors.

What’s New

Shanghai Tax Bureau will further standardize the administration in taxation registration for
de-registered enterprises. For this purpose, it issued Measures For Administering Taxation
Registration Of De-registered Enterprises, stipulating that de-registration taxation registration
involves paying off taxes, canceling and submitting official tax invoices, and de-registering of
taxation. It also stipulates that taxpayers can engage taxation agencies with qualifications (taxation
firms with an approval of establishment) to handle the application for de-registering taxation, or
handle it by themselves. If the tax authorities find out more taxes to be paid during or after an
inspection into the result of paid-off taxes, they will impose penalties or late payment interests
accordingly.

It is stressed in the official document (Guo Shui Fa [2005] No.196) recently issued by the SAT that the
original threshold of RMB 800 for individual income tax stipulated in Tax Law before amendments
shall be adopted in calculating individual income tax (“IIT”) imposed on the incomes of salary or
wage which are actually received before 31 December 2005, no matter whether the payments of 11T
are put into treasury after 1 January 2006.
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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.

AL I A FLL i (Tel): 53832277+168 TR I % HL i (Tel): 53832277*111

Youli Zhang  HL {54 (Email): Jude Wang L7 {5 4 (Email):
ylzhang@deancpa.com.cn weiwen@deancpa.com.cn

JA S I 2 HL i (Tel): 53832277*118

Jenny Zhou  HL-F {5 4 (Email):
jenny.zhou@deancpa.com.cn
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