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Administration of Company Examination and Approval, Registration

The State Administration for Industry and Commerce, the Ministry of Commerce, General
Administration of Customs, the State Administration of Foreign Exchange (“SAFE”) jointly issued
Opinions On Implementing The Opinions Regarding Law Application In Administration Of
Foreign-invested Company Examination And Approval, Registration (Gong Shang Wai Qi Zi [2006]
No0.81) on 27 April 2006. The key points are as follows:

Foreign-invested company registration administration is subject to Company Law and Regulations On
Administration Of Registration Of Companies. Where the laws or administrative regulations on
enterprises with foreign investment provide otherwise, the provisions of such laws or administrative
regulations apply;

For one-person limited company in the form of wholly foreign-owed enterprise, its minimum
registered capital shall be in compliance with the provisions for one-person limited company in
Company Law;

While examination and approval, establishment registration of foreign-invested company is applied
for, the foreign investor’s entity status certificate or identity certificate submitted to the examination
and approval, registration authority shall be notarized by the notary organ of the country where the
investor is located or resides, and then certified by the Chinese embassy or consulate in the country
where the investor is located or resides. Entity status certificate or identity certificate for an investor
from regions of Hong Kong, Macau and Taiwan shall be supported by notary papers issued by the
local notary organ of the regions where the investor is located or resides.

When a foreign-invested company applies to the company registration authority for establishment
registration, or a change in registration due to equity transfer, submission of equity/cooperative joint
venture contracts and investors creditability certificates are no longer required.

Foreign Exchange Administration

SAFE issued Circular On Foreign Exchange Administration Policy For Adjusting Current Account
(Hui Fa [2006] No.19) on 13 April 2006. The adjustments are as follows:

To abrogate requirements for examination and approval before applying for opening a foreign
exchange account under current account, and raise the amount limit to foreign exchange account
under current account;

To simplify valid documents required in selling and paying foreign exchange under the item of service
trade, and adjust the limits of examination and review authorization for selling and paying foreign
exchange under the item of service trade;

To loosen the restriction on purchase of foreign exchange by individual residents within China, and
implement the administration of a total amount of foreign exchange purchased within one fiscal year.

Tobacco Leaf Tax

The State Council issued Provisional Regulations Of the People’s Republic Of China On Tobacco
Leaf Tax (Decree No.464 [2006] of the State Council) on 28 April 2006, saying that:
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® Units purchasing tobacco leaf within China are tobacco leaf taxpayers.

® The so-called “tobacco leaf” is dried tobacco leaf and roasted tobacco leaf.
® Tobacco leaf tax is calculated at a flat tax rate of 20%.

® The Regulations shall go into effect on the day of their promulgation.
Deed Tax

The Ministry of Finance, the State Administration of Taxation (“SAT”) issued Circular On

Extending A Number of Deed Tax Policies For Enterprises Transformation And Restructure (Cai

Shui [2006] No.41) on 29 March 2006, saying that:

® Deed tax policies involved in enterprise transformation and restructure shall be continuously
implemented according to the relevant provisions in Cai Shui [2003] No.184. The implementation
period is from 1 January 2006 to 31 December 2008.

The SAT issued Circular On Adjusting Deed Tax Return Format (Guo Shui Han [2006] No.329) on 5

April 2006. The key points are as follows:

® In an adjusted Deed Tax Return, there is an addition of information column for transferor relative to
business tax etc..

® There is an addition of mark number column for transferee and transferor.

Tax Preferential Policy

National Development And Reform Commission, the SAT issued Circular On Business Tax

Exemption For Institutions Providing Credit Guaranteeing Services To Small/Medium-sized

Enterprises (Fa Gai Qi Ye [2006] No.563) on 3 April 2006, saying that:

An institution providing credit guaranteeing services can enjoy business tax reduction/exemption policies

for 3 years provided that it meets the following conditions:

® The institution is mainly engaged in providing guaranteeing services to small/medium-sized
enterprises upon the approval of the authorized departments of governments (government competent
departments for small/medium-sized enterprises);

® Making profits is not a primary purpose for the institution. The charge standards for providing

guaranteeing services shall be approved by competent departments of governments where the

small/medium-sized enterprises are located and the pricing authority of governments at the same

level;

Its required amount of registered capital is more than RMB 20 million.

® |ts accumulated guarantee amount for loans of small/medium-sized enterprises accounts for more than
80% of its total amount of guarantee business operation. Guarantee balance amount for one individual
guaranteed enterprise shall not exceed 10% of its paid-in capital, and one individual amount of
guarantee liability shall not exceed RMB 40 million.

® The ratio of a guarantee amount to a guaranteed loan amount shall not be lower than 3, and the ratio
of its compensation amount to a guarantee amount shall not exceed 5%.
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Tax Treaty

The SAT issued Circular On Enforcing Interest-related Provisions In Tax Treaty (Guo Shui Han
[2006] No0.229) on 1 March 2006, saying that:

Provided that it is stipulated in interest-related provisions of a tax treaty that interest income gained
within China by the other contracting party’s central bank, financial institutions or other organizations
owned by governments shall be exempted from tax, the foresaid bank/institutions can apply to the
competent tax authority where the interest is generated for enjoying the relevant treatment stipulated
in the tax treaty after one individual loan contract is signed.

Provided that the banks or financial institutions of the other contracting party enjoying tax exemption
treatment for their interest income within China have been explicitly written in the tax treaty’s
provisions, protocol, meeting memos/exchanged letters etc., taxpayers can go through tax exemption
procedures in accordance with the relevant regulations.

What’s New

On 14 April, Shanghai Municipal Bureau of Industry and Commerce and People’s Government of
Pudong New District jointly held a press conference, in which it was announced that a number of
measures for the industry and commerce authority to boost reforms in Pudong comprehensive
supporting work will be implemented on a trial basis in Pudong New, including that: enlarging the
registration jurisdiction of Pudong New District branch of industry and commerce authority,
permitting using trade mark proprietary rights as a form of capital contribution in Pudong New
District, optimize examination and approval, registration administration methods for foreign-invested
enterprises in Pudong New District, incorporating relevant personnel responsible for enterprise bad
records into individual personal credit collecting system.

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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JASIZE I A L1 (Tel): 53832277*118
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