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Issuing Tax Audit Reports

The State Administration of Taxation (“SAT”) issued Reply To Issues Concerning Non-tax-related

Intermediary Agencies Engaging In Issuing Tax Audit Reports (Guo Shui Han [2006] No.682) on 13

July 2006, emphasizing that:

® The state will adopt a strict access system in permitting the business conduct of issuing tax audit
reports. For the units that don’t have qualifications of certified taxation agencies, are not put under the
supervision of certified taxation agency industry and other intermediary agencies, they are not allowed
to accept clients’ engagement to issue tax audit reports.

It provides in Article No.7 of Interim Measures For Administration Of Certified Taxation Agency Industry

that “As for tax audit reports issued by taxation agencies according to relevant regulations governing the

business conduct of issuing tax audit reports, the tax authority shall accept the legitimacy of the tax audit

reports as a proof.”

Turnover Taxes

The SAT issued Circular On Turnover Taxes Issues Concerning Taxpayers Selling Self-produced Waterproof

Construction Materials And Simultaneously Providing Construction Services (Guo Shui Fa [2006] No.80) on

4 June 2006, with key points as follows:

® |f taxpayers selling self-produced waterproof materials and simultaneously providing constructions
services meet the conditions prescribed in The SAT’s Circular On Turnover Taxes Issues Concerning
Taxpayers Selling Self-produced Goods And Providing Taxable Services Of Value-added Tax (““VAT™)
and Simultaneously Providing Construction Services (Guo Shui Fa [2002] No.117), their revenues
derived from sale of self-produced goods and provision of taxable services of VAT are subject to VAT,
and their revenues derived from provision of construction services (excluding the revenues derived
from sale of self-produced goods that are subject to VAT according to the relevant regulations of
taxable services of VVAT) are subject to business tax (“BT").

® The Circular will be effective as of 1 May 2006.

Individual Income Tax (“lIT”)

The Ministry of Finance (“MOF”) and the SAT issued Circular On IIT Policy For Basic Pension

Insurance, Basic Medical Insurance, Unemployment Insurance And Housing Accumulation Fund (Cai

Shui [2006] No0.10) on 27 June 2006. The key points are as follows:

® If enterprises, institutions and individuals pay basic pension insurance, basic medical insurance,
unemployment insurance and housing accumulation fund in excess of their prescribed percentages and
capping limits, the excessive portions shall be consolidated into individuals’ wages and salaries of the
current period for the purpose of calculating their I1T liabilities.

® When individuals actually receive (draw) amounts from the accounts for originally drawn basic
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pension insurance, basic medical insurance, unemployment insurance and housing accumulation fund,
the received (drawn) amounts are exempt from IIT.

Tax Levying Administration

The SAT issued Supplemental Circular On Issuing New Tax Registration Certificates (Guo Shui Fa
[2006] N0.104) on 13 July 2006. The key points are as follows:

In order to ensure a smooth going of issuing new tax registration certificates to replace old ones
nationwide in the year of 2006, the work of distribution of tax registration forms can start early, and
the forms can be distributed to taxpayers when they come to the tax authority for tax filing and other
tax related matters;

When a taxpayer opens an account in a bank after obtaining a new tax registration certificate to
replace the old one, the bank shall record on the official duplicate copy of the new tax registration
certificate the taxpayer’s new account number. The recording of old account number is not required
for the time being, but the taxpayer must report it to the tax authority;

The identity number of a taxpayer issued by a state tax bureau shall be the same as the one issued by a
local tax bureau, and the number of a tax registration certificate will be made up in this way: Province
(City) Guo (Di) Shui Zi + Identity number.

Export Tax Refund

The SAT issued Circular On Certain Specific Issues Concerning Tax Refund (Exemption) For Exported
Goods (Guo Shui Fa [2006] No0.102) on 12 July 2006. The key points are as follows:

Unless otherwise provided, the following goods exported by exporting enterprises shall be deemed as

goods sold domestically for the purpose of accruing Output VAT or levying VAT:

— goods that state law explicitly provides are not entitled to tax refund (exemption);

— goods that exporting enterprises fail to report for applying for tax refund (exemption) within the
prescribed period;

— goods that although exporting enterprises have reported for applying for tax refund (exemption),
yet they fail to supply the deficiency of the relevant documentation proof of the goods within the
prescribed period;

— goods that exporting enterprises fail to report for appling for the issuance of Agency Exporting
Goods Certificate;

— goods except for those under the 4 categories deemed as self-produced goods that manufacturing
enterprises export.

For enterprises that have new exporting activities and small-scale exporting enterprises with a

12-month period of tax refund review, a uniform method of calculating the amounts of tax exemption,

credit and refund on a monthly basis shall be adopted in respectively calculating the amounts of tax
exemption and credit and the amounts of tax refund for the goods exported within the review period.

The accumulated amounts of monthly refundable tax within the aforesaid review period in the

small-scale enterprises can be processed for refund at a time in January of the following year; the

accumulated amounts of monthly refundable tax within the aforesaid review period in enterprises that
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have new exporting activities can be processed for refund at a time after detecting no errors in the
calculation of aforesaid refundable tax amounts in the very month when the review period expires.
The original tax processing rule under which only tax exemption and credit instead of tax refund can
be processed within the review period will be put to a halt for implementation.

Manufacturing enterprises engaging in processing imported materials shall go through the procedure
of filling in Manufacturing Enterprise Processing Imported Materials Registration & Declaration
Form with the competent tax authority in the following VAT assessable period after obtaining
Processing Imported Materials Registration Manual issued by the customs authority; shall go through
the procedure of filling in Imported Material Detail Form For Manufacturing Enterprise Processing
Imported Materials with the competent tax authority in the very month when the materials are
imported; shall go through the procedure of record cancellation with the competent tax authority in
the following VAT assessable period after obtaining the record cancellation proof issued by the
competent customs authority. If the procedures are not handled within the prescribed time limit, the
tax authority will impose penalties by referring to the relevant provisions of Article N0.62 in The Law
Of The People’s Republic China Concerning The Administration of Tax Collection before processing
the relevant procedures.

Exporting enterprises shall go through export tax refund (exemption) confirmation procedure
according to the relevant regulations. For goods that are exported before the exporting enterprises go
through the confirmation procedure, the tax authority can give approval of tax refund according to the
relevant regulations if the goods are reported for tax refund application within the export tax refund
reporting period; the tax authority shall deem the goods as sold domestically and levy tax if the goods
are not reported within the aforesaid period.

The Circular will be effective as of 1 July 2006.

The SAT issued Reply To Issues Concerning Export Tax Refund For Enterprises In Bonded Zones
(Guo Shui Han [2006] No.666) on 6 July 2006, with the key point as follows:

Given that exporting enterprises can go through the export declaration procedure outside bonded
zones within the PRC territory after the implementation of Measures For The Archival Filing And
Registration Of Foreign Trade Business Operators, the SAT agrees that the tax refund for the goods
exported to the areas outside bonded zones within the PRC territory by the exporting enterprises
within bonded zones can be processed according to the prevalent relevant export tax refund measures.

What’s New

Recently the six ministries including the Ministry of Construction jointly issued Proposals On Market
Access And Administration For Foreign Investment In Real Estate Sector, which emphasize a
threshold for foreign-invested real estate enterprise establishment and restrictions on residential
property purchases by foreign institutions and individuals, and further standardize the regulatory
systems.
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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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