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Business Tax

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

Regarding Business Tax For Taxpayers’ Provision Of Pure Furnishing Services (Cai Shui [2006] No.

114) on 17 August 2006, which says:

® [or taxpayers who provide pure furnishing services, the amount of business tax shall be determined
and calculated according to incomes in the forms of labor fees, management fees and auxillary
material fees (excluding the expenditures for materials and equipment purchased by the clients on
their own) that taxpayers actually collect from their clients.

Consumption Tax

The MOF and the SAT issued Circular Regarding A Number Of Detailed Policies For Consumption

Tax (Cai Shui [2006] No. 125) on 30 August 2006, which stipulates:

® In the event that the paid amount of consumption tax that is deductible for raw materials put into
production for the current period, is greater than the amount of consumption tax payable for the
current period, in the current situation that there is no addition of filling-in column for the amount of
consumption tax of the prior period left for deduction in the current format of consumption tax return,
the amount of consumption tax payable for the current period shall be used for deduction with the
portion of the paid consumption tax that exceeds the amount payable carried forward for the sequent
period’s deduction.



Enterprise Income Tax

The MOF and the SAT issued Circular Regarding Adjusting Deduction Policy For Salary
Expenditure Before Enterprise Income Tax (Cai Shui [2006] No. 126) on 1 September 2006, which
stipulates:

Starting from 1 July 2006, the deduction limit of staff salary per person for domestic enterprises shall
be adjusted to be RMB 1,600 per capita. The portion of salary amounts actually paid by enterprises
within the above-said deduction limit is allowed to be deducted on an actual basis before enterprise
income tax.

The salaries paid by enterprises before 30 June 2006 shall be treated according to the deduction
criteria before the policy adjustment. The portion of salaries that exceeds the deduction criteria shall
in no case be carried forward to the latter six (6) months (latter half) of this year for a deduction
purpose.

All kinds of working compensation and other related expenditures including bonus, allowance,
subsidy and other expenditures with a salary nature paid by enterprises shall be included in total salary
amounts of the enterprises.

Taxation Administration

Shanghai Finance Bureau and Tax Bureau issued Implemental Opinions On Further Regulating
Administration Of Tax Levying Upon Local Real Estate Trade Market (Hu Di Shui Zheng [2006]
No.8) on 29 August 2006. The key points are:

In administering tax levying, “one-window” type of administration will be adopted, including opening
windows specially for *“second-hand houses” related tax filing with such responsibilities as:
processing, reviewing, and issuing certificates for paying such taxes or certificates for completing
payments of such taxes as deed tax, business tax, individual income tax, land appreciation tax, stamp
duty relative to “secondhand houses” trade; “Unified Invoice For Real Estate Sale In Shanghai”,
“Payment Notification On Individual Income Tax Deposit For Individual-owned Property Transfer”,
“Special Receipt For Tax Custodial Fund, Notice On Opening Special Bankbooks For Tax Deposit
Refund”, refunding individual income tax deposits etc..

The SAT issued Provisional Measures For Real Property, Construction Industry Business Tax
Project Administration And Invoice Use Administration (Guo Shui Fa [2006] No.128) on 24 August
2006, which requires that:

In case of selling real properties, or providing taxable services in construction industry, taxpayers shall
go through the relative formalities of real property and construction engineering project registration
with their competent tax authority in the places where the real properties are located or taxable
services in construction industry occur with relative supporting documentation, within thirty (30) days
from concluding real property sale contracts or construction industry engineering contracts and
obtaining construction permits;

In case of selling up real properties and deregistering construction industry projects upon completion
of the projects, taxpayers shall go through the relative formalities of project registration with their



competent tax authority in the places where the real properties are located or taxable services in
construction industry occur with relative supporting documentation, within thirty (30) days from
selling up real properties and completing construction industry projects.

® In case of providing taxable services in construction industry in the places where taxpayer-institutions
are not located, the taxpayers shall also go through the relative formalities of project registration with
their competent tax authority in the places where the institutions are located according to regulations
or rules.

Foreign Exchange Administration

The State Administration of Foreign Exchange (“SAFE”) and the Ministry of Construction issued

Circular Regarding Standardizing Real Estate Market Foreign Exchange Administration (Hui Fa

[2006] No.47) on 1 September 2006, which stipulates:

® In the event that branches, representative institutions established in the PRC by oversea institutions
purchase for self use in the places where they are registered commodity premises in line with actual
needs, the prescribed procedures shall be followed;

® Oversea individuals that domicile for work or study in the PRC for more than one (1) year can
purchase for self use commodity houses in line with actual needs, and go through the formalities of
foreign exchange according to regulations or rules;

® Residents from Hong Kong, Macau and Taiwan, and overseas Chinese, for living needs, can purchase
for self use commaodity houses that meet the requirements for area size in the PRC, and go through the
formalities of foreign exchange according to regulations or rules;

® In the event that foreign invested real property enterprises have not fully paid their registered capital,
or have not obtained “Certificate For State-owned Land Use”, or their capital amounts for developing
projects have not reached 35% of their total investment amounts, they can in no case borrow foreign
loans from oversea, and no foreign loan registration and approval of foreign exchange settlement for
foreign loans shall be processed by administrative bureaus of foreign exchange;

® In the event that overseas institutions and individuals that conduct mergers or acquisitions of domestic
real estate enterprises by equity transfer or other means or purchase equity shares held by Chinese
parties of equity joint ventures, fail to make full payments for transfers with their own funds in one
installment, no registration of receiving foreign exchange for equity transfer, foreign investment and
foreign exchange shall be processed in administrative bureaus of foreign exchange;

® Funds that overseas institutions and individuals deposit in foreign exchange accounts specially for
foreign investors’ use in domestic banks can in no case be used for real estate development and
operation.

The SAFE issued Circular Regarding Adjusting Policy For Selling Foreign Exchange Under Some

Accounts For Trade In Services (Hui Zong Fa [2006] No.73) on 24 August 2006, which stipulates:

® In the event that foreign institutions and/or foreign individual need to pay freight and relative
expenses under the accounts for international air and overland transportation which is less than USD
50,000 or equivalents (inclusive) in the case of foreign institutions, and less than USD 5,000 or
equivalents (inclusive) in the case of foreign individuals, they can directly go through the formalities



of purchasing foreign exchange at designated foreign exchange banks with supporting documentation
such as contracts (agreements) or invoices (payment notification letters); in the event that the
payments exceed the above-said limits, air or overland transportation lists (fax copies) and invoices
(payment notification letters) are needed for going through the formalities of purchasing foreign
exchange at designated foreign exchange banks.

® In the event that a single transaction of selling and paying foreign exchange for commission under the
export account doesn’t exceed 10% of total contract amount or doesn’t exceed USD 100,000 or
equivalents even though it exceeds the above-said percentage, the transaction can be processed
directly at designated foreign exchange banks with supporting relative documentation.

® The Circular is applicable to such special areas of the Customs supervision as bonded zones, export
processing zones.

What’s New

® National Development and Reform Commission, the MOF and the SAT jointly issued Administrative

Measures For Designating Resource Comprehensive Utilization Encouraged By The State (Fa Gai
Huan Zi [2006] No.1864) on 7 September 2006, on a basis of revisions to Administrative Measures
For Designating Resource Comprehensive Utilization (Guo Jing Mao Zi Yuan [1998] No.716) and
Administrative Measures For Designating Power Plants (Machine Sets) With Resource
Comprehensive Utilization (Guo Jing Mao Zi Yuan [2000] No.660) issued by the government
authorities including the State Economic and Trade Commission.

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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