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Individual Income Tax (“IIT™)

The Ministry of Finance, and the State Administration of Taxation (the “SAT”) issued Circular on
the Issue of Individual Income Tax in Employers’ Sale of Houses to Employees at a Low Price (Cai
Shui [2007] No.13) on Febrary 8, 2007, stipulating that:



® During the period of housing sytem reform, in the event that an employer sells public houses to
employees at a cost price of housing system reform as regulated by the local people’s governments at
or above the county level where the employer is located, the gain obtained by the employees from the
difference between the house construction cost price or market price and the cost price of housing
system reform paid by the employees is exempt from IIT. In the event that an employer sells houses to
employees at a price lower than acquisition or construction cost price, the amount of the price
difference that is not paid by the employees is determined to be taxable income for IIT purpose, and
shall be subject to IIT under the category of “income from wages and salaries”.

® The IIT imposed upon the above taxable income acquired by employees shall be calculated by
reference to the tax collection method for annual bonus set forth in Guo Shui Fa [2005] No.9.

Tax Levying Administration

The SAT issued Circular on Simplifying the Relevant Documents for Verification Submitted by

Taxpayers to the Tax Authorities (Guo Shui Han [2007] No.149) on Febrary 1, 2007, the content of

which is:

® In the case that it is the first time that a taxpayer submits its business license, organizational code
certificate, identification certificate of its legal representative, tax registration certificate to the tax
authorities according to law, the originals and copies of such license and certificates shall be provided.
The originals are for the verification, and the copies will be filed with the tax authorities after the
in-charge tax officer checks the copies against the originals with no inconsistencies found and then

states with “in consistent with the originals upon verification” on the copies with the signature of the tax
officer. Afterwards, if the said license and certificates are required again for submission while the taxpayer
handles tax-related matters, the tax authorities shall just require the taxpayer to provide the originals of
such license and certificates, which will be returned to the taxpayer right after such originals are checked
against the “Yi Hu Shi” electronic file stored in the information system with no inconsistencies found. The
taxpayer will not be required to provide copies of such license and certificates.
® In case of changes in the contents of such license and certificates, the taxpayer shall apply for
alternation, and the tax authorities shall require the taxpayer to provide the copies of altered license
and certificates and update the various basic information stored in the “Yi Hu Shi” electronic file as
well as that in the paper file.

The Ministry of Finance (the “MOF”) and the SAT issued Interim Measures for Rewards to
Reporting Taxpayers’ Tax lllegal Acts (Order No.18 of the MOF and the SAT in 2007) on January 13,
2007, stipulating:

® In the case that units and individuals report tax illegal acts to the tax authorities using their real names



and such reported tax illegal acts are authentic upon investigation, the tax authorities will give
monetary rewards of certain amounts to such units and individuals.

After the tax authorities register a reported tax illegal acts as a case and handle the case upon
investigation, collect the tax payments and put into the state treasury according to law, the reporter of
the case shall be granted a monetary reward the maximum amount of which is RMB 100,000 yuan,
based upon the reporting time bar of the case, how detailed the clues and evidences presented in the
reporting documents are, how many consistencies there are in the reported information with the
information that is proved to be anthentic upon investigation, and the amount of tax payments
collected and put into the state treasury. In case that there is no tax payable after the tax authorities
handle the tax illegal acts upon investigation, a monetary reward shall be given according to the
standards as set forth in Article 6 of these Measures based upon the amount of fine collected and put
into the state treasury.

In the event that the same tax illegal acts are reported respectively by two reporters or more reporters,
reward shall be given to the first reporter that conforms to the provisions of these Measures. The
sequence of reportings is determined by the registration times recorded by the tax authorities in charge
of investigation and punishment over such illegal acts accept the reportings.

These Measures shall be implemented as from March 1, 2007.

Administration of Value-added Tax (“VAT”’) Invoice
The SAT issued Supplementary Circular regarding Amendments to Provisions for the Use of Special
Invoices of Value-added Tax (Guo Shui Fa [2007] No.18) on February 16, 2007, stipulating that:

In case of sales return, sale rebate, or error in a special VAT invoice issued by general VAT payers after the
general VAT payers issue the special VAT invoice, a red-letter special VAT invoice shall be issued
according to the following provisions depending on different circumstances. In case of a failure in
authentication of both deduction page and invoice page of special VAT invoice, the buyer shall apply to the
competent tax authorities for the issuance of “Notice on the Issuance of Red-letter Speical VAT Invoice”
(the “Notice”). The buyer shall not do accounting treatment as transfer-out of input VAT.

Where the goods purchased by the buyer don’t fall into categories deductible for the purpose of VAT
calculation, and the special VAT invoice obtained by the buyer has not undergone authentication, the
buyer shall apply to the competent tax authorities for the issuance of the Notice. The buyer shall not
do accounting treatment as tranfer-out of input VAT. If the buyer refuses to accept the special VAT
invoice due to error in the special VAT invoice, the seller shall apply to the competent tax authorities
for the issuance of the Notice within the period of special VAT authentication. The seller shall issue
the red-letter special VAT invoice with the Notice as supporting document. If the special VAT invoice
has not been delivered to the buyer due to error in the special VAT invoice issued or for other reasons,
the seller shall apply to the competent tax authorities for the issuance of the Notice in the following
month after the issuance of the special VAT invoice with error. The seller shall issue the red-letter



special VAT invoice with the Notice as supporting document. In case of sale return or sale rebate, the
seller shall do as specified in the Circular, and shall also file with its competent tax authorities a copy
of the corresponding accounting voucher in relation to this transaction after the issuance of the
red-letter special VAT invoice. Currently, the general VAT payer keeps the Notice for a future
verification and the tax authorities don’t cancel the Notice after the verification. The authentication of

the red-letter special VAT invoice by the tax authorities is not required for the time being. As for the special
VAT invoice issued in the year of 2006, the red-letter special VAT invoice can be issued before 30 April
2007 according to the original regulations.

Administration of Investment

The Ministry of Commerce (the “MOFCOM?”) issued Supplementary Provisions Il on Measures for
Commercial Sector with Foreign Investment (Order No.22 of the MOFCOM in 2006) on 9
November 2006, giving supplementary provisions in respect to commercial sector with investment by
Hong Kong and Macau service suppliers as follows:

® In the event that the same Hong Kong or Macau service supplier open more than 30 stores in
aggregate in the mainland, with business operation of merchandises such as books, newspapers,
magazines, medicine, pesticide, agricultural film, fertilizer, grain, plant oil, sugar, cotton etc. each
category of which is under different brands and from different merchandise suppliers, the Hong Kong
or Macau service supplier is allowed to hold a controlling share and its contribution proportion shall
be no more than 65%.

® These Provisions shall go into effect as from 1 December 2006.
Tax Preferential Policies

The Ministry of Finance and the SAT issued Circular regarding Income Tax Preferential Policies
Related to Propaganda Cultural Undertakings (Cai Shui [2007] No.24) on 6 February 2007, the
content of which is:

® From 1 January 2006 to 31 December 2010 (the “Period”), in the event that an enterprise or individual
makes charitable donations for propaganda cultural undertakings through non-profit organizations
established upon the approval of the State or the government authorities, the portion of donations
made by the enterprise within the scope of 10% of its taxable income for the Period can be deducted
from its taxable income for the purpose of payment of enterprise income tax; the portion of donations
made by the individual within the scope of 30% of his or her taxable income to be reported can be

deducted from his or her taxable income for the purpose of payment of individual income tax. This
Circular shall be implemented as from 1 January 2006.



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 FLL i (Tel): 53832277+168 THX I %% HL i (Tel): 53832277*111

Youli Zhang  HL {54 (Email): Jude Wang L7 {5 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




	Tax Levying Administration
	张有礼
	王伟文
	Youli Zhang

	Jude Wang
	周剑英
	Jenny Zhou

