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Individual Income Tax

The State Administration of Taxation (the “SAT”) issued Circular regarding Clarifications on
Requirements for Tax Payment and Self-reporting by Individuals with Annual Income above RMB
120,000 (Guo Shui Han [2006] N0.1200) on 15 December 2006, stipulating that the amount of annual
income shall be computed in accordance with the following provisions:

The relevant taxes and fees that taxpayers pay for the provision of services or the use of royalties by
others shall not be deducted from income from remuneration for personal services and income from
royalties.

The relevant taxes and fees that the taxpayers pay for the lease of property shall not be deducted from
income from the lease of property. As for the income from the lease of property for a prior year that
the taxpayers receive in one installment, it shall be wholly deemed as the income of the year when it is
actually received.

Individual income tax imposed upon income from transfer of house by individuals shall be levied by
determining the amount of taxable income in accordance with taxable income rates (5%, 10% and
15%) into which the actually appliable tax rates (1%, 2% and 3%) are converted. The calculation of
the annual income is based on the said taxable income rates.

Income from interest on individual saving deposits and income from interest on business enterprise
bonds shall be wholly deemed as the income of the year when they are actually received by the
taxpayers.

As for income from transfer of stocks, in case that the result after profits from transfer of stocks less
losses from the same within one tax year is a positive figure, the positive figure shall be the amount of
income to be reported, and in case that the result is a negative figure, “nil” shall be filled in for this
category of income.

In the event that the taxpayers entrust intermediary agencies with taxation agency qualifications to
handle the tax reporting, agreements (contracts) regarding the entrustment shall be attached to the
materials for tax reporting.




Shanghai Municipal Administration of Local Taxation issued Opinions for Handling Purpose on the
Implementation of Measures of Individual Income Tax Payment and Self-reporting by Individuals
(Hu Di Shui Suo Er [2006] N0.19) on 7 December 2006, stipulating that:

In case of no involvement of individual income tax to be paid or refunded in a taxpayer’s handling the
tax self-reporting, either reporting by post or via website can be chosen; in case of involvement of
individual income tax to be paid or refunded, the taxpayer shall go to the tax handling service hall of
his (or her) competent tax authority to handle the matters related to tax self-reporting.

While reporting by post, it is required to post by registered mail and write on the returned envelope
the taxpayer’s valid address, name and postal code in an accurate, complete and clear manner, so as to
faciliate the competent tax authority to precisely send the mail for reply.

While reporting via website, it is required to go to the tax handling service hall of his (or her)
compentent tax authority to handle the matters related to on-line tax reporting within the prescribed
reporting period.

Export Tax Refund

The SAT and the State Administration of Foreign Exchange (the “SAFE”) issued Circular On Issues
of Export Tax Refund for Receipt of Foreign Exchange at Usance (Guo Shui Fa [2006] No.168) on 13
November 2006, the contents of which are:

While applying to the tax authority for tax refund (exemption) on exported goods, an export enterprise
with its receipt of foreign exchange at usance still within the deadline of receipt date can provide the
“filing certificate for receipt of foreign exchange at usance” issued by the administrative bureau of
foreign exchange where the enterprise is located. Upon the acceptance for handling, the tax authority
shall verify and approve the tax refund (exemption) on exported goods in accordance with prevailing
regulations on export tax refund.

“Receipt of foreign exchange at usance” means the receipt of export proceeds in foreign exchange
with the expected receipt date later than the date of reporting export to the Customs for more than 180
days (inclusive) in accordance with the prevailing regulations on administration of foreign exchange.
The export enterprise shall go to the administrative bureau of foreign exchange where it is located for
the handling of filing procedures of receipt of foreign exchange at usance. Subject to the application
by the export enterprise, the administrative bureau of foreign exchange will issue the “filing certificate
for receipt of foreign exchange at usance” with the “stamp of verification and supervision operations
for receipt of export proceeds in foreign exchange”.

After the export of goods and handling of filing procedures of receipt of foreign exchange at usance
with the administrative bureau of foreign exchange, the export enterprise shall receive (settle) the
foreign exchange on or before the expected receipt date and handle the procedures of verfication of
receipt of export proceeds in foreign exchange within 30 days upon the expected receipt date.

This Circular shall be implemented as of 1 December 2006.




Business Tax

Shanghai Municipal Administration of Local Taxation issued Circular regarding the Implementation
of the SAT’s “Measures for Business Tax Payment and Filing” in this Municipality (Hu Di Shui Liu
[2006] No.61) on 6 December 2006:

The scope of implementation: business tax payers in this municipality that engage in the activities
falling within the business tax applicable scope of categories such as transportation, entertainment,
service and construction.

The steps for implementation: to implement as planned in phases and in batches. No enterprises
engaging in the highway and/or inland river transportaion of goods shall be exempted from
implementation starting from 1 January 2007.

Administration of Invoices

The SAT issued Public Announcement on Issues Relative to Value Added Tax (“VAT”) Deduction
Based on Uniform Invoice for Highway and Inland River Transportation (Public Announcement
[2006] No.2) on 14 December 2006, the contents of which are:

Starting from 1 January 2007, the invoices for goods transportation which VAT general taxpayers
obtain as VAT deduction supporting document during the purchase or sale of goods shall be invoices
for goods transportation in new version issued by tax control system for invoice for goods
transportation.

Invoices for goods transportation in old version issued after 1 January 2007 that taxpayers obtain shall
not be used as VAT deduction supporting document for the deduction of input VAT.

Invoices for goods transportation in old version issued before 31 December 2006 that taxpayers obtain
can continue to be used as VAT deduction supporting document, and the taxpayers shall file the
deduction of input VAT based on the said invoices after 90 days upon the issuance date of the invoices,
and before the end of the first tax payment and filing period.

Starting from 1 April 2007, invoices for goods transportation in old version shall not be used as VAT
deduction supporting document for the deduction of input VVAT.

Administration of Investment

The State Council issued Regulations of the People’s Republic of China on the Administration of
Foreign-invested Banks (Order No.478) on 11 November 2006, the contents of which are:

Foreign-invested banks and the branches thereof can be established upon the examination and
approval of the banking regulatory institution.

The minimum limit of registered capital for a wholly foreign-invested bank or a Chinese-foreign joint
venture bank shall be RMB 1 billion or convertible foreign currencies on a par with RMB 1 billion.
The registered capital shall be the paid-in capital.
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® Shareholders of wholly foreign-invested banks and Chinese-foreign joint venture banks to be
established or foreign banks that are to establish branches or representative offices shall satisfy the
conditions as follows:

Having sustainable capability of gaining profits and good credibility and no record of major
violations of the laws and regulations;

Shareholders of the wholly foreign-invested banks and foreign shareholders of Chinese-foreign
joint venture banks to be established or foreign banks that are to establish branches or
representative offices shall boast experiences of engaging in international financial businesses;
Having effective anti-money laundering systems;

Shareholders of the wholly foreign-invested banks and foreign shareholders of Chinese-foreign
joint venture banks to be established or foreign banks that are to establish branches or
representative offices shall be subject to effective supervision by the financial regulatory
authorities in the countries or regions where they are located from which they shall obtain
approval for their applications; and

Other prudent conditions as prescribed by the banking regulatory institution of the State Council.

® Wholly foreign-invested banks and Chinese-foreign joint venture banks may engage in foreign
exchange business and Renminbi business in part or in whole.

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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