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Real Estate Tax

The Ministry of Finance (“the MOF”) and the State Administration of Taxation (“the SAT”) issued
Circular Regarding Imposing Real Estate Tax On Underground Buildings With House Functions
(Cai Shui [2005] No. 181) on 23 December 2005. The key points are as follows:

The underground constructions with house functions subject to Real Estate Tax include underground
constructions connected to above-ground houses, constructions and air-raid shelters etc. that are
completely built underground. Real Estate Tax shall be imposed on these constructions pursuant to
relevant regulations.

For Real Estate Tax purpose, the underground constructions connected to above-ground houses, such
as basements, underground parking lots, underground sections of department stores etc., shall be
treated together with the above-ground houses as a whole. The Real Estate Tax imposed on these
underground constructions shall be calculated in accordance with the relevant regulations applied to
the above-ground houses they are connected to.

The Real Estate Tax imposed on leased underground constructions shall be calculated in accordance
with the relevant regulations applied to leased above-ground constructions.

The Circular will be effective as of 1 January 2006.

Editorial Comments: Adequate attention to the Circular is demanded from those enterprises that
have done some tax planning in this aspect.

Preferential Policies

The MOF and the SAT issued Circular On Tax lIssues Related To Reemployment Of Laid-off
Workers (Cai Shui [2005] N0.186), and the SAT issued Opinions On Implementing The Circular
(Guo Shui Fa [2006] No.8). The key points are as follows:

For commercial and trading enterprises, service enterprises (excluding advertisement industry, real
estate agency, pawn broking, sauna bars, massage bars, oxygen bars), processing type of enterprises
among labor and employment service enterprises, and small-sized entities with a nature of processing
under the administration of neighborhood organization, fixed amounts of tax (in sequence of business
tax and its surcharges, enterprise income tax) can be deducted on a basis of the actual amount of
recruited laid-off workers for newly-added posts. The fixed amount for tax deduction is limited to
RMB 4,000 per capita per year.
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For self-employed business (excluding construction industry, entertainment industry, sale of real
property, transfer of right of land use, advertisement industry, real estate agency, sauna bars, massage
bars, and oxygen bars) run by laid-off workers, fixed deduction of tax (in order of business tax, city
construction tax, education additional tax and individual income tax) to be paid in the current fiscal
year is limited to RMB 8,000 per unit per year.

For enterprises that obtain approval of tax preference for reemployment before the year end of 2005,
the original tax preferential policy shall be carried out until its expiry. For self-employed business run
by lay-off workers that obtain approval of tax preference for reemployment before the year end of
2005, the new tax preferential provisions mentioned above will be implemented from the date of 1
January 2006, while the original tax preferential policy will not be implemented any longer.

For economic entities (excluding finance and insurance industry, postal communication industry,
entertainment industry, sale of real property, transfer of right of land use, advertisement industry,
sauna bars, massage bars, and oxygen bars, general contractors in construction industry) set up by
surplus people diverted from state-owned enterprises through division of main business operations
and other business operations, and transformation of other business operations, providing that they fit
the conditions for tax preference, they can pay no EIT within 3 years with the confirmation of
authority concerned and examination and approval of tax authority.

The examination and approval period for the above-mentioned preferential policy is from 1 January
2006 to 31 December 2008.

The MOF and the SAT issued Circular Regarding Qualification Criteria For Newly-established
Enterprises Enjoying Tax Preferential Policy (Cai Shui [2006] No.1) on 9 January 2006. The
qualifications are as follows:

The newly-established enterprises should be in registration with the regulatory authorities for industry
and commerce;

The accumulated amounts of non-monetary assets like fixed assets, intangible assets etc. that equity
investors (shareholders or other equity investors) of newly-established enterprises actually contribute
as capital should account for no more than 25% of the total capital contribution.

Newly-established enterprises that already obtain approval for enjoying the tax preferences for
newly-established enterprises can continue to enjoy the relevant tax preferences until the expiry of tax
preferences.

Tax Levying Administration

Individual Income Tax File Administration

The SAT issued Circular On Strengthening The Administration Of Individual Income Tax Record
Files For Expatriates (Guo Shui Han [2006] No. 58) on 23 January 2006. The key points are as
follows:

Each individual enterprise shall establish record files for all expatriate people, regardless of how long
they have come to China, including names, nationalities, positions, term of office etc.;
The tax authority will administer the expatriate individual income tax by establishing each record file
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for each expatriate;
® Enterprises shall set up a sound record file system on their own by the end of June 2006.

7 Editorial Comments: This is one more measure in strengthening the levying of IIT for expatriates.

Export Invoice Management

The Ministry of Commerce (“MOCOM?”), the General Administration of Customs, the SAT issued

Interim Punitive Measures For Issuing Undervalued Export Invoices (Decree No. 26 of the MOCOM)

on 10 January 2006. The key points are as follows:

® By “Issuing Undervalued Export Invoices”, it means that foreign trade dealers submit to oversea
importers a self-issued export invoice with a value lower than that on an invoice submitted for
customs declaration for the same foreign trade transaction.

® The MOCOM, the tax authority and the customs authority will jointly conduct an examination and
give a punishment over enterprises issuing undervalued export invoices as long as the MOCOM
receives reports in whatever forms (verbal or written) disclosing the deed, reports transmitted by
importing state governments, or information of examination and punishment of the customs authority

® The punishments to foreign trade dealers issuing undervalued export invoices are as follows:

- Awarning will be given to enterprises in violation of the provision for the first time;

- A fine of no more than RMB 30,000 will be imposed on enterprises in violation of the provision
again within 2 years from receiving a warning;

- Enterprises in violation of the provision that incur material adverse impact on foreign trade order
will be banned to engage in the relevant foreign trade operations for a period ranging from 1 year
to 3 years in light of the seriousness of the case.

- Legal representatives of enterprises who take key responsibility in violation of the provision will
be banned to assume the post of legal representative of foreign trade enterprises within a period
ranging from 1 years to 3 years in light of the seriousness of the case;

- The SAT will conduct an examination or give a punishment in according to the relevant regulation
of Invoice Management Rules to enterprises that are suspected of issuing undervalued invoices.

- The customs authority will give a punishment in according to Customs Law of the PRC and
Punitive Measures to enterprises that are found to engage in smuggling or other deeds in violation
of the customs supervision regulations.

What’s New

B According to the new regulation recently released by the SAT, starting from 1 March 2006, except
those subject to the fast-track tax returns approved by tax bureaus, business taxpayers in
transportation, entertainment, service construction industries shall proceed with their tax returns in
compliance with the new regulation. Under the new regulation for the purpose of tax return, the
taxpayers are required to submit business tax return statement in a new form, and appendix to the
statement classified by the taxpayers’ transactions. If the taxpayers’ transactions fall into two or more
categories, appendixes to the statement corresponding to the two or more categories shall be filled
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respectively and submitted together.

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 HLIR (Tel): 53832277*168 B 3G I 7 1 (Tel): 53832277*111

Youli Zhang  HL {54 (Email): Jude Wang L 7 {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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