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Individual Income Tax (“IIT™)

The State Administration of Taxation (the “SAT”) issued Circular On Printing “Measures for
Individual Income Tax Payment by Self-Declaration (Trial)” (Guo Shui Fa [2006] No.162) on 6
November 2006, the contents of which are:

Starting from the year of 2006, individuals under the prescribed conditions shall file tax returns and
pay tax by themselves in the year following the year when receiving their incomes which are also
required to be withheld and paid by withholding agents.

Those that are required to file tax returns and pay tax by themselves are individuals who:

— have an annual income of more than RMB 120,000;

— derive income from wages and salaries from two or more units in the territory of China;

— derive income outside the territory of China;

— derive income without a withholding agent;

— are under other circumstances provided by the State Council.

The individuals are required to file tax returns and pay tax at the end of a year, even if they usually

have paid in full amounts of tax upon the receipts of income ;

The locations of filing are respectively the competent tax authority where an employer is located, or in

which a permanent filing location is selected to be and where “Hukous” of the individuals are

registered.

The timings are:

— For a taxpayer with an annual income of more than RMB 120,000, within 3 months after the end
of the tax year for the purpose of filing tax returns;

— For individual industrialists and merchants and individual contractors or lessee for the
operation of enterprises, within 3 months after the end of the tax year for the purpose of the final
settlement of tax payment;

— For an individual deriving income outside the territory of China, within 30 days after the end
of the tax year for the purpose of filing tax returns;

— For other individuals who need to handle the tax filing, within 7 days in the following month upon
the receipts of income.

Taxpayers can entrust intermediary agents with qualifications of taxation agency service or others to

handle the tax filing on their behalf.

= Editorial Comments: This is a new measure of significance taken by the SAT, which will have an
impact on the tax-filing issue of a large population of people. There are a lot of points to note in terms of
policy and implementation. Please follow us to pay attention to the progress of such work.

The SAT issued the Supplementary Notice on Issue of Individual Income Tax Payment on Benefits
from Share Option (Guo Shui Han [2006] No0.902) on 14 November 2006, to provide further
clarifications on the application of the Cai Shui [2005] No.35. The key points are:

Providing clarification on the issue of net proceeds derived from the transfer of share options;
Providing clarification on the issue of exercise price of each share;

If the employee is granted with the share options and earns the spread (between the market price and
the exercise price of shares at the date of vesting) from the employer without going through actual
purchase or sale of the shares on the date of vesting, the benefits from the spread will be treated as
income from wage and salary in the form of share option;




Where the employees are given share options which are ready for public trading, it is interpreted as
the employees actually obtain property with the determined values, which will be calculated according
to the market prices of the share options at the date of option grant and treated as income from wage
and salary of the month when the date of option grant occurs.

After the employees are given share options which are ready for public trading, the incomes derived
from the transfer of such share options shall be treated as income from transfer of property;

After the employees are given share options which are ready for public trading, subsequent exercise of
such share options and purchase of shares will be exempt from IIT;

Where the employees receive income from wage and salary in the form of share option sourced from
the territory of China more than once, or more than one income at a time, and there are different
periods of months of working in the territory of China when the income from wage and salary in the
form of share option is received each time or when the different incomes are received, the weighed
average of months of working in the territory of China will be the prescribed period of months which,
however, shall not exceed 12 months.

Administration of Valued Added Tax Invoice

The SAT issued Circular on Amendments to “Provisions on Usage of Special Valued Added Tax
Invoice” (Guo Shui Fa [2006] No.156) on 17 October 2006, the contents of which are:

General taxpayers shall use special VAT invoices through VAT Anti-fake and Controlling System.
So-called “use” includes “to purchase, issue, submit and cancel, ascertain paper special invoices and
their corresponding electronic data”.

Maximum limit of invoices issued is adopted in the administration of special invoices.

General taxpayers shall apply to the competent tax authorities for alternation in issuance of invoice in
case of changes in information including name of enterprise, maximum limit of invoices issued,
maximum limit of invoices purchased, name of personnel purchasing invoices, secret code, amount of
machines for issuance of invoices, and other information prescribed by the SAT; and shall apply to the
competent tax authorities for deregistration in case of changes in information of tax registration code.
General taxpayers that are commercial enterprises shall not issue special invoices for consumer’s
products including cigarette, alcohol, food, apparel, shoe and hat/cap (except for those specially
designed for labor protection), cosmetics for retail.

General taxpayers shall file tax returns with the competent tax authorities within the period of filing
VAT in case of issuing special invoices, and can handle the filings with the competent tax authorities
at several times within the said period of filing.

The Circular shall go into effect as of 1 January 2007.




Tax Administration of Associated Enterprises

The SAT issued Circular on Issues of Administration of Tax on Transfer Pricing in Business
Transactions between Affiliated Enterprises (Guo Shui Han [2006] No0.901) on 3 November 2006, to
give provisions on tax administration as follows:

In the event that an enterprise doesn’t go through corresponding procedures to make corresponding
adjustments in accounting in respect to the enterprise’s taxable income (excluding incomes of interest,
rental or royalties) adjusted upwards due to transfer pricing in business transactions between the
enterprise and its foreign affiliated enterprise(s), the portion of gains obtained by its foreign
affiliated enterprise(s) that exceeds what should be obtained in case of the absence of affiliated
relationship shall be subject to income tax as income from dividend distribution, and such dividend
shall not enjoy the income tax preferential policies on exemption.

In the event that an enterprise’s taxable income adjusted downwards due to transfer pricing in
business transactions between the enterprise and its foreign affiliated enterprises is derived from
interest, rental or royalties, the income tax that is already accrued and paid shall not be adjusted.

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 prevalil.
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