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Individual Income Tax (“IIT™)

The State Administration of Taxation (the “SAT”) issued Reply to the Issue of Imposing Individual
Income Tax Upon Damage Income Received During The Transfer of Individual Stock Rights (Guo
Shui Han [2006] No0.866) on 10 September 2006. The key points are as follows:

Upon the completion of the transfer of stock rights, if a transferring party (individual) receives
damages from a transferred party (individual) against the transferred party’s failure to make payments
for the stock rights within a prescribed time period, the damages received by the transferring party
shall be consolidated into his or her property transfer income for his or her calculating and paying IIT
under the class of “Property Transfer Income”.

The tax shall be filed and paid by the transferring party on his or her own behalf.

Tax Levying Administration

The SAT issued Circular On Issues Of Strengthening Administration of Immovable Property
Taxation In Respect To Voluntary Disposition By Individuals In Real Estate Transactions (Guo Shui
Fa [2006] No.144) on 14 September 2006. The key points are as follows:

Relevant documents (originals) shall be provided in the application for business tax exemption
depending on different circumstances:

- the applicant shall submit a notarial deed for right of inheritance issued by a notary organ where he
or she inherits an immovable property;

- the applicant shall submit a notarial deed for devise where he or she disposes of an immovable
property as heir by devise;

- the applicant shall submit a notarial deed for voluntary disposition and a letter for acceptance or a
notarial deed for voluntary disposition contract under other circumstances.

In addition, a property right ownership certificate and a Registration Form of Individual Voluntary
Disposition and Immovable Properties shall also be submitted.




® No invoice shall be issued in the case of voluntary disposition of immovable property.

Deed tax shall be paid in full in the case of voluntary disposition of immovable property.

® Inevent that an individual sells a house property from voluntary disposition by others, for the purpose
of calculating and paying IIT, the original value of the house shall not be deducted from the taxable
income, and the method of deeming a taxable income shall not apply.

= Editorial Comments: business tax and 1T can be exempted if all the required documents in relation to
voluntary disposition are provided, but please note that the risks of paying the taxes exempted and fines
can’t be ruled out in fraudulent application for exemption.

Measures on Complaints from Foreign Invested Enterprises (“FIE”)

The Ministry of Commerce (the “MOFCOM?”) issued The Interim Measures on Complaints from
Foreign Invested Enterprises (MOFCOM Order [2006] No.2) on 1 September 2006. The key points
are as follows:
® The State Center for Complaints from FIE and the competent departments of local governments at
various levels shall be responsible for accepting and hearing the complaints from FIE.
® After the complaints being accepted, in principle, they shall be handled by the local institutions where
the complained matters occur.
® The conditions for accepting complaints:
- There are clear complaint targets and claims;
- Compliance with the requirements for complaint subject qualification;
- there are the complaint facts, reasons and relevant documentary evidence;
- Within the scope of complaint matters under the Measures.
® Complaints made in an anonymous manner shall be rejected.
® The Measures shall go into effect as of 1 October 2006.

Export Tax Refund

Recently, the National Development and Reform Commission (the “NDRC”), the Ministry of
Finance (the “MOF”), the SAT, the MOFCOM, the General Administration of Customs (the “GAC”)
jointly issued a Circular, specifying that from 15 September, the rates of export tax refund applicable
to some export commodities shall be adjusted, and catalog for prohibited commodities in the
processing trade will be revised with additions and supplements.

The GAC, the MOF, the MOFCOM, the People’s Bank of China (the “PBC”) and the SAT issued

Order No. 52 on 20 September 2006, on issues concerning adjusting applicable rates of interest on

deferred tax imposed on domestic sales of bonded goods in processing trade:

® The interest on deferred tax shall be collected on a daily basis by reference of yearly interest rate of
short-term loan with a period of 6 months to 1 year published by the People’s Bank of China. The
prevailing rate of interest on deferred tax is 6.12%.

® The Order shall go into effect as of 10 October 2006.




Foreign Exchange Administration

The State Administration of Foreign Exchange issued Circular on lIssues Concerning Further

Improvement of the Administration of the Receipt and Settlement of Foreign Exchange of Trade

Account (Hui Fa [2006] No.49) on 29 September 2006. The key points are as follows:

® The administration of accounts for foreign exchange to be settled and making payments for settlement
of foreign exchange in respect to receipt and settlement of foreign exchange is cancelled.

® The foreign exchange bureaus conduct an annual assessment on the units receiving foreign exchange
and the units will be classified into “Enterprise Inviting Attention” and “Enterprise Inviting No
Attention”, depending on the actual status of receipts of foreign exchange of the units.

® The units receiving foreign exchange on the list of “Enterprise Inviting Attention” shall provide
designated foreign exchange banks (hereinafter referred to as the “Bank’™) with explanation in writing
on the nature of foreign exchange settlement in case of directly settling foreign exchange under
current account or settling foreign exchange after being put into a foreign exchange bank account
under current account.

® This Circular shall not apply to the enterprises in bonded zones, bonded ports, export processing
zones, bonded logistic parks and bonded logistic centers.

® This Circular shall go into effect as of 1 November 2006.

Market Transaction Administration

The MOFCOM, the NDRC, the Ministry of Public Security (the “MPS”), the SAT and the State

Administration for Industry and Commerce (the “SAIC”) issued Measures for the Administration of

Fair Transaction between Retailers and Suppliers (Order [2006] No.17) on 12 October 2006. The key

points are as follows:

® “Retailers” means the enterprises and their branches that directly sell goods to the customers with an
annual turnover of more than RMB 10 million.

® “Suppliers” means the enterprises and their branches, individual industrial and commercial
households that directly provide goods and relevant services for Retailers, including manufacturers,
agents and other intermediary providers.

® Retailers shall not abuse their dominate positions to engage in transactions in an unfair manner and
impede fair competition.

® Retailers shall record the promotion service fee received from Suppliers in accounting books, issue
the invoice to Suppliers and also pay taxes according to regulations.

® Suppliers shall not have the acts of impeding fair competition during the supply of goods.

® The Measures shall go into effect as of 15 November 2006.

= Editorial Comments: Please see the text of the Order for details.

The MOFCOM, the NDRC, the MPS, the SAT and the SAIC issued Measures for the Administration

of Promotion Acts of Retailers (Order [2006] No0.18) on 12 September 2006. The key points are as

follows:

® “Retailers” means the legally registered enterprises and their branches, individual industrial and
commercial households that directly sell goods to customers.




® Advertisements or other media used in the promoting activities carried out by Retailers shall contain
such contents as true, lawful, explicit and easy to understand, and shall not contain such languages,
words, pictures or videos as ambiguous, and apt to mislead. “Reserve the right to definitive
interpretation” shall not be used as excuse in case of damaging the legitimate rights and interests of
customers.

® During the carrying out of promotional activities, Retailers shall not use a fraudulent discount on
original price or a labeling or pricing method that may mislead so as to cheating or inducing
customers into buying goods.

® In the event customers require for invoices or purchase receipts for goods under promotion, Retailers
shall immediately issue at no additional cost of customers.

® Retailers shall not reject or set up barriers for the requests of return or replacement of goods made by
the customers by using promotion as an excuse.

® The Measures shall go into effect as of 15 October 2006.

= Editorial Comments: Please see the text of the Order for details.

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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