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VAT

The Ministry of Finance (“MOF”) and the State Administration of Taxation (“SAT”) issued Circular

On A Number Of VAT Policies (Cai Shui [2005] No. 165) on 28 November 2005, covering some issues

that had not been resolved for a long period of time, by stipulating that:

® |f an applicable VAT rate associated with the import is different from the rate associated with domestic
transactions, or applicable VAT rates vary in different parts of the country, the amount of deductible
input VAT shall equal to the amount written in acquired Special Invoice For VAT and certificate for
completion of tax payment issued by the Customs.

® Once taxpayers are officially designated as Ordinary Taxpayer, they are prohibited from changing into
Small-scaled Taxpayer, with exceptions for Ordinary Taxpayer in Training Period.

® \When an enterprise’s status of Ordinary Taxpayer is changed into Small-scaled Taxpayer after the
Ordinary Taxpayer status being deregistered or being cancelled in Training Period, the input VAT
associated with its inventory shall not be put in Input VAT Transfer Out in accounting treatment, and
the remainder in input VAT after deduction from output VAT shall not be refunded either.

® International Goods Transportation Agency Invoice and International Goods Transportation Invoice
acquired by Ordinary Taxpayer are not eligible for its calculation of deduction amount of input VAT.

® \When a taxpayer is commissioned to develop a software product on the condition that the copyright in
the product solely belongs to the commissioned party, its revenue derived from the development is
subject to VAT. Nevertheless, its revenue shall not be subject to VAT if the copyright in the product
solely belongs to the commissioning party or is owned jointly by the both parties.

® Revenue derived from Membership Fee shall not be subject to VAT.

Business Tax (“BT”)

The SAT issued Reply To Imposing Business Tax On Revenue Derived From Waste Disposal (Guo
Shui Han [2005] No. 1128) on 30 November 2005, with one stipulation as follows:
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® \Waste disposal service rendered by units and individuals doesn’t fall into the scope of services subject
to BT, and no BT shall be imposed upon their revenues from disposal of waste.

The MOF and the SAT issued Circular On Business Tax Policy For Qualified Foreign Institutional

Investor (Cai Shui [2005] No. 155), with one stipulation as follows:

® No business tax shall be imposed upon qualified foreign institutional investors’ revenue after
commission paid to domestic companies that are commissioned to engage in purchasing and selling
securities by the former.

Enterprise Income Tax

The SAT issued Measures For Administering Enterprise Income Tax Annual Filing (Guo Shui Fa

[2005] No. 200), in a view to further standardizing the administration of levying enterprise income tax, in

which the issues in three main aspects are resolved in the following ways:

® Expressly stipulating that taxpayers are bearers for legal liabilities associated with the annual filing,

and the tax authorities take no responsibility whatever for errors in the filing conducted by enterprise

taxpayers.

Extending the annual filing duration as within 4 months following the current fiscal year.

® Clarifying that participants in annual filing are enterprise taxpayers for whose accounting records the
tax authorities reserve a right to inspect and also enterprise taxpayers whose applicable tax rate is
officially deemed by the local tax authorities. All the said taxpayers are obliged to conduct annual
filing in compliance with relevant regulations, regardless of their financial operation results (gain or
loss), or the validity of their tax holiday (tax reduction or exemption).

® Stipulating that if taxpayers authorize intermediary agencies to conduct the enterprise income tax
annual filing on behalf of the taxpayers, the intermediary agencies shall issued a report covering items,
causes, supporting evidence, calculation process, amounts associated with tax reconciliation.

Individual Income Tax (“lIT”)

The State Council issued Resolution On Amending Regulations For The Implementation Of The

Individual Income Tax Law ([2005] Order No. 142). The key points are as follows:

® The threshold for 1T is RMB 1,600;

® There is an additional provision stipulating that in accordance with state regulations, taxable income
of individual taxpayer shall be exclusive of basic pension, basic medical insurance, and
unemployment insurance, housing accumulation fund paid by the unit which employs the individual;

® The threshold for 11T paid by expatriates is RMB 1,600, and additional allowance exempt from IIT is
RMB 3,200;

® The method referred to as “Withholding And Filing For All Member All Amount” is implemented. By
this method, it means that withholding agents shall submit to the regulatory tax authorities documents
covering basic information of each individual taxpayer, paid income amount, details of each withheld
tax amount and total amount, and other relevant information.

7 Editorial Comments: In addition to increasing the threshold for IIT, the tax authorities also increase
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requirements for administration work.

The SAT issued Circular Regarding Points To Note For Individual Income Taxpayer Tax Filing (Guo

Shui Fa [2005] No. 207) on 28 December 2005, stipulating that:

® Starting from 1 January 2006, an individual taxpayer who has received a total income of more than
RMB 120,000 (including RMB 120,000) for a fiscal year, shall report the total income to the
regulatory tax authorities before the end of March in the following year.

® The original regulatory method before the issuance of the Circular shall be enforced in a case that an
individual taxpayer has received a total income of more than RMB 120,000, or has received incomes
of salary and wage from two sources or more within the territory of the PRC, or has received any
foreign-sourced incomes or there is no withholding agent in place.

7 Editorial Comments: The above-mentioned individual taxpayer shall go to the tax authorities for tax filing
in person unless units with a tax-withholding obligation handle his or her tax filing. Nevertheless there is a
need for further clarification upon whether “engaging an intermediary agency” can serve as an alternative
to “going to the tax authorities in person”, and what is the regulatory tax authority for individual taxpayers
having two ore more income sources.

Export Tax Refund

The SAT issued Circular Regarding Cancellation On Liquidation Of Export Tax Refund (Exemption)

(Guo Shui Fa [2005] No. 197) on 19 December 2005, stipulating that:

® Starting from 1 January 2006, liquidation shall not be conducted any more on export-oriented
enterprise’s export tax refund (exemption) for the previous fiscal year;

® [or the goods exported during the previous fiscal year, export-oriented enterprises shall submit to the
tax authorities an application for export tax refund (exemption) with the application period prescribed
in the relevant ruling document.

The SAT issued Reply To Tax Levying Issue Regarding Materials Taken From Bonded Warehouses

And Export Warehouses Under Supervision (Guo Shui Han [2005] No. 1153) on 7 December 2005.

One key point is as follows:

® Tax exemption certificate for processing purchased imported materials shall be issued by the
authorities to enterprises taking materials (previously purchased overseas) from the Customs bonded
warehouses, and also completing the procedure for Processing Purchased Imported Materials Manual
issued by the Customs. Tax exemption certificate for processing purchased imported materials shall
not be issued to enterprises taking materials from export warehouses under the Customs’ supervision.

Tax Levying Administration
The SAT and the People’s Bank of China recently issued Circular On Use Of Electronic Tax

Certificate After Paying Tax Electronically (Guo Shui Fa [2005] No. 193), which
® Standardized the form and contents of electronic tax certificate used in electronic tax filing, electronic
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tax paying.
What’s New

® Enterprise Income Tax Law has been officially listed in Legislation Agenda For The Year Of 2006,
which implies that the issue of unification of income tax laws for enterprises with domestic
investment and enterprises with foreign investments which has long attracted attention from all walks
of life, has gone into the People’s National Congress’ legislative process.

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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