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VAT

The State Administration of Taxation (“SAT”) issued Circular On Issues Relating To On-line VAT

Filing (Guo Shui Fa [2006] No. 20) on 5 February 2006, stressing that:

® Aon-line VAT payer shall fill in tax returns by referring to its Tax Control IC card in accordance with
relevant regulations, send to the regulatory tax authority electronic data for filing (except for the IC
card) within the filing period and then go to the tax desk for VAT filing with the IC card containing the
record information of Special Invoice Stub Statements;

® The tax authority must first check the amount of Output VAT declared by the VAT payer by inserting
the IC card, comparing the figure contained in IC card with the sales amount in the issued Special
Invoices sent via the web, and then recording the information of Special Invoice Stub Statements after
confirmation; secondly check the amount of Input VAT by going through information on
Authentication of VAT Invoices for VAT deduction, and data on Four Small Statements; finally issue
the tax certificate after confirming the accuracy of the relevant information and then calculating the
amount of VAT payable.

® The VAT payer may purchase VAT invoices with the IC card after completing the VAT filing.

Export Tax Refund Management

The SAT and the Ministry of Commerce (“MOCOM?”) issued Circular On Further Standardizing

Exporting Procedures In Foreign Trade And Strengthening Management Of Tax Refund (Exemption)

Of Exported Goods (Guo Shui Fa [2006] No. 24) on 13 February 2006, which stipulates that an

exporter, which handles export business either on its own or per pro, is not allowed to apply for tax refund

(exemption) of exported goods, if

® the exporter provides blank Declaration Statements For Exports, or blank Instrument For The
Collecting, Verifying And Writing-off Of Export Proceeds In Foreign Exchange etc. to other irrelevant
units or individuals for their use;

® the exporter pretends to handle export business on its own, but actually assists others in handling
export business under its disguise;
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® the exporter pretends to handle export business on its own, but actually signs both a purchase contract
and an agency contract (or agreement) based on the same batch of goods;

® the content of declaration statement for exports is inconsistent with that of maritime transportation bill
of lading;

® the exporter handles export business on its own, but doesn’t take the risks related to exported goods
quality, exchange settlement or tax refund,;

® the exporter pretends to handle export business on its own, but doesn’t virtually participate in export
operating activities, accept and engage in other export business introduced by intermediary persons or
agencies.

Individual Income Tax (“lIT”)

The Ministry of Finance (“MOF”) and the SAT issued Circular On Administrative Organs And

Institutions Performing The Obligation Of Withholding And Paying IIT on 24 January 2006,

stressing that,

® Administrative organs and institutions shall perform their obligation of withholding and paying IIT in
accordance with laws and regulations, i.e. calculating individual’s taxable income by combining all
the salary, allowance, subsidy and bonus etc. paid in the current period by financial departments (or
organ administration, human resources departments etc.) and themselves. IIT withholding agents
which fail to withhold the amount of tax that ought to be withheld, evade from withholding, refuse to
withhold or otherwise interfere with the tax authority’s lawful inspection, will be punished or fined in
accordance with the relevant provisions in The Law Of The People’s Republic Of China Concerning
The Administration Of Tax Collection.

Invoice Management

The SAT issued Reply To Issues Relative To Issuing Computer-aided Single-Copy Invoice (Guo Shui

Han [2006] No. 210) on 23 February 20086, stipulating that enterprises entitled to use computer to issue

single-copy invoices shall meet the following criteria:

® Have a good record for paying tax;

® Have a standard financial management;

® Guarantee that stubs of electronic invoices will be securely put in file for more than 5 years;

® Have the ability to submit data of electronic invoice stubs to the regulatory tax authority on a basis of
a prescribed period.

Tax Levying Administration

The SAT printed and circulated the notice on Business Tax Return Measures For Business Tax

Payers, furthering standardizing administration for levying business tax. The key points are:

® The same standard format of business tax return and same requirements for filling in the business tax
return shall be applied,;

® Business tax returns should be filed monthly from the first to the tenth day of the following month.
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Editorial Comments: please note that new format of business tax return shall be used.

Investment Management

The MOCOM, the China Securities Regulatory Commission, the SAT, the State Administration of
Industry and Commerce, the State Administration of Foreign Exchange issued Administrative
Measures Governing Foreign Strategic Investors Of Listed Companies (Order [2005] No. 28). The
key points are as follows:

After approved by the MOCOM, foreign investors can make strategic investments in listed companies

in accordance with the Measures;

Strategic investors should meet the following requirements:

- Class-A stocks can only be acquired through share transfer agreement, additional share offering to
specific investors or in other forms pursuant to relevant PRC laws and regulations;

- Investing by stage is permitted, although no less than 10% of an investee company’s outstanding
stocks should be acquired by completion of the initial stage, unless otherwise approved by
regulatory departments or specific regulations governing investment in specific industries;

- Class-A stocks investors have acquired cannot be transferred for the following three years;

- Investment ratio pertaining to a specific industry should be in compliance with the specified range
for shareholding set forth by foreign investment regulations, if any, regarding that industry;
foreign investors should not invest in any listed companies in an industry where foreign
investment is prohibited by laws and regulations; and

- Where state shareholders of listed companies are involved, compliance with state-owned assets
management regulations should be considered.

An investor should meet the following conditions: a legally established foreign “legal person” or other
organization with stable financial results, good credit and mature management experience; oversea
assets actually owned by the investor shall be no less than USD 100 million, or oversea assets
managed by the investor shall be no less than USD 500 million; oversea assets actually owned by its
parent company shall be no less than USD 100 million, or oversea assets managed by the investor’s
parent company shall be no less than USD 500 million; the investor (including its parent company)
has not been given any material penalties by the regulatory and supervisory authorities within the
recent 3 years.

Editorial Comments: According to the Order, China government has loosened the restrictions on
foreign investors investing in Class-A stocks. By doing so, it might be helpful to attract more capital
to be invested in the sluggish capital market.

What’s New

From February to October of this year, the tax authority will conduct a specialized inspection in 1T of
seven sectors including construction and installation industry, service and entertainment industry, post
and telecommunication industry, finance and insurance industry, coal mining enterprises and coal
selling and transporting enterprises, waste and used material collecting enterprises and enterprises
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utilizing waste, high-income industries and individuals.

B The annual joint inspection in domestic invested enterprises and foreign invested enterprises will
officially commence on the first day of March, and end on the thirtieth day of June. An enterprise
under inspection shall show its business license to the industry and commerce authority that issued the
business license, or a designated industry and commerce authority, for getting a package of forms to
fill out, and a foreign invested enterprise can submit the data required by the inspection through the
website of Shanghai Industry & Commerce Authority from 1 March 2006 to 30 June 2006. For an
enterprise that fails to get the package of forms to fill or submit the package of forms that are filled
out within the prescribed period, the industry and commerce authority will give a punishment in
accordance with the relevant regulation, or even cancel its business license.

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 HLIF (Tel): 53832277*168 FHX I 7 1 (Tel): 53832277*111

Youli Zhang  HL {54 (Email): Jude Wang L 7 { 4 (Email):
ylzhang@deancpa.com.cn weiwen@deancpa.com.cn

JA S Ik 3 HL 1% (Tel): 53832277*118

Jenny Zhou  FE-F{E4f(Email):
jenny.zhou@deancpa.com.cn
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