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Consumption Tax

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

On Adjusting And Refining Consumption Tax Policy (Cai Shui [2006] No. 33) on 20 March 2006,

making relatively big adjustments to prevailing consumption tax:

® Adding tax items including golf balls and clubs, high-end watches, yachts, disposable wooden
chopsticks, and wooden flooring etc., adding oil products as a tax item under which at a subordinated
level are listed gasoline and diesel oil, as well as newly-added naphtha, solvent oil, lubricating oil,
fuel oil, and aviation kerosene;

® Scrapping the tax item of skin and hair protection products, but moving high-end skin protection
cosmetics originally under the tax item of skin and hair protection products to the tax item of
cosmetics;

® Adjusting some of the tax rates among the prevailing 11 tax items, involving grain white wine,
compact car, motorcycle and automobile tires;

® The adjustments in the Circular will be effective as of 1 April 2006.

7 Editorial Comments: So far, the tax-levying scope for high-end skin protection cosmetics has not yet
been determined. In the near future, the SAT will follow up consumption tax adjustment with some
relevant official papers. Your attention will be greatly appreciated.

Subsequent to the adjustments to consumption tax policy, the MOF and the SAT issued Circular On

Issues Relative To Import-linked Consumption Tax (Cai Guan Shui [2006] No. 22) on 30 March 2006,

stating that:

® Newly added consumption tax items shall be subject to import-linked consumption tax, and
consumption tax rates for relevant products shall be adjusted accordingly;

® Stopping imposing import-linked consumption tax on hair and skin protection products;

® Consumption tax imposed on naphtha, solvent oil, lubricating oil and fuel oil will be calculated on
30% of taxable amounts respectively; aviation kerosene will be temporarily exempt from consumption
tax; meridian tires will be exempt from consumption tax;

® The adjustment in the Circular will be effective as of 1 April 2006.

Enterprise Income Tax (“EIT”)
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The SAT issued Circular On Imposing Enterprise Income Tax Upon Real Estate Development

Business (Guo Shui Fa [2006] No. 31) on 6 March 2006, with the following major changes:

® New projected gross profit rates for a tax purpose are introduced for real estate development pre-sale
revenues, and determined according to different natures (See the original for the details);

® Criteria for completing the work in developed products are defined;

® Restrictions to tax deductible amounts of advertising and promotional fees incurred by newly
established real estate developing enterprises are loosened,;

® Tax preferential policy of EIT reduction and exemption for newly established real estate developing
and selling enterprises are eliminated;

® The Circular will be effective as of 1 January 2006;

Foreign Invested Enterprise and Foreign Enterprise Income Tax (“FEIT”)

Shanghai Local Tax Bureau issued Circular On Extending Relevant Local Income Tax Preferential

Policy Enjoyed By Some Foreign Invested Enterprises Till The End Of Year 2006 (Hu Di Shui Wai

[2006] No. 14) on 27 February 2006, extending local income tax preferential policy till the end of year

2006 for foreign invested enterprises with a particular nature located in the following areas:

® Foreign invested enterprises with a nature of production established in Honggiao, Minhang and
Caohejing Economic Development Zones;

® [oreign invested enterprises established in Pudong New District;

® Export-oriented foreign invested enterprises and technologically advanced enterprises established in
Shanghai.

The SAT issued Reply To Issue Of Income Tax Relative To Foreign Invested Enterprise Demolishing

Commercial Buildings on 15 February 20086, stipulating that:

® |Initial renovation expenditure incurred before a building of a foreign invested enterprise is used for
commercial purposes must be included in the original cost of the building as a fixed asset and
depreciated in accordance with the provisions of the tax law. When the foreign invested enterprise
re-renovates the building after several years of use, the removal of the original renovation is not taken
as a loss and deducted from the cost of the fixed asset. Income from the sale of the removed material
and parts may be used to offset the cost of the new renovation.

Tax Levying Administration

Shanghai State Tax Bureau and Shanghai Local Tax Bureau issued Circular On Printing And

Circulating Measures For Tax Registration Centralized Administration (Hu Guo Shui Zheng [2006]

No. 12) on 20 March 2006. The key points are as follows:

® Tax registration centralized administration will be implemented starting from 1 April 2006;

® Starting from 1 April 2006, new taxpayers will be administered by the tax bureaus in the taxpayer’s
production and operating sites according to the principle of apanage;

® Taxpayers’ registration of establishment, alternation or cancellation of the registration shall be
processed by branches of competent tax authority, and the relevant certificates shall be fabricated only
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by tax registration department at a municipal level,
Tax registration of construction and installation enterprises of provinces and cities other than
Shanghai shall be processed only by Processing Department.

The SAT issued Circular On Issuing New Tax Registration Certificate on 16 March 2006, with a
decision to issue new tax registration certificates nationwide in the year of 2006

Starting from 1 August 2006, new tax registration will be issued and put into use nationwide; starting
from 1 January 2007, old versions won’t be valid any longer.

State tax bureaus and local tax bureaus will, after examination, issue only one tax registration
certificate for the same taxpayer.

The SAT issued Circular On A Number Of Issues Relative To Improving Tax Registration Certificate
Administration (Guo Shui Fa [2006] No. 37) on 16 March 2006, stating that:

Tax registration administration shall be governed by the principle of apanage;

Branches that are not independent from an accounting perspective shall apply to tax bureaus in the
branches’ production and operating sites for tax registration according to the relevant provisions;
Taxpayers with contracted and leased operations shall apply for temporary tax registration in the name
of a contractor and lesser.

After issuance of a new tax registration certificate, banks and other financial institutions need to
record on the official duplicate copy of the new tax registration certificate a taxpayer’s account
number when the taxpayer opens the account, and shall stamp on the record if it is done manually; the
taxpayer shall report the account number to the tax authority within 15 days starting from opening the
account.

Individual income tax withholding agents shall apply to the competent tax authority where the
withholding agents are located for tax amount withholding registration, and obtain Tax Amount
Withholding Registration Certificate. For taxpayers that have completed tax registration, the tax
amount withholding certificate will not be issued, and the tax authority will record matters related to
tax amount withholding on the official duplicate copy of the taxpayers’ tax registration certificate.

What’s New

Shanghai VAT Ordinary Taxpayer Status annual inspection for the year of 2006 has started from 1
March 2006, and will end on 31 May 2006. Starting from 1 June 2006, ordinary taxpayers must use
Invoice Purchase Books pasted with a pass mark for Shanghai VAT Ordinary Taxpayer Status
Inspection In 2006 while purchasing VAT invoices. All the enterprises that are granted VAT Ordinary
Taxpayer Status before 1 March 2006 and ordinary taxpayers in the training period shall be subject to
the annual inspection.
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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 HLIR (Tel): 53832277+168 B3 I 7 1 (Tel): 53832277*111

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