DEgy  #E8B%

INVESTMENT AND TAXATION

- [R5, - 20074203 H < A 831>

el RS HLE

2007 4 3 H 16 HEEAXKED THE (FEANRILAEMVIERE) nEERINESLIEEHE T
20084 1 A 1 HEFULG —. HEEARCHE:

ANV TR BLIIBL AN 25%, /NG Ab AR 52 B B AR A 70 3 4T 20% 1 15% RS RAL A, TC
M B AR ReA MG FH B A 20%.

Al A A A S RSB SE Y, AESEBERIEE A 129% L N HE T BLRT1IBSR

KA “CRWATE 1], BRI BB . 508 A e T mURAE R . IR
S AN SV 7 o | VN 7 5° 7 Sl W £ - 9 17 S| AN 7 N AN 5 & AN N A T i

BTAIBLE L B — BRI B, s SRR T P RLE , AR T BUR N5 R A b e il
SEMTE BRI YLy, R IR Y £ DY 300 B AR BOREBE 2 4 o

F 2008 G, AT BN IESE LR T2 HEADNHW.

PAF Al 5 SRy Bt — 2545 AR W 0 ) A«

=g

TR BE MG AT S ME R L AN B ik, R BT BRI, AIEHAEN, BPEs|
250 B3, ANk, R A S AR ) B A

H AT LeB AL A R B ATBUERRE 1, B S PR i 2

BOE N ATHT N 252 58 W AR CRIEAPRT BT A= A “ P S =38, T gkal 2 3|
S A 1k, ARCRIRATTT v A =52 A0, DL AN 2008 A 5

2007 EAEA BT THBWE R, AR SNV ISR, JCHE N S I T 22 S SO B 22 )
it 1 I3 U R 25 LG FRAR AL IR P 08 A b 23 SRR, 2007 At e s LAY el i) B 5K
AJ RS 8 W BUE S AT IR T

FIBUE A PR S RGP A SHE, A RILELE 2007 4F P i BEHRAT o

BIBGEA AR b B8 BT B P A TR R A A R ANV 5% 5 G SEBRER R
IR ZERN SR R MR i as T A, (R B2 A i $ i il 1) FL 4 [ 488 98 5 S A ) e
T DT T A3 B

AR WPTAFA, R AR RNEARA. RAGENTT . FPLEGAA, T

K% 7 @ AT R, ST Zml e 8 e — R AR, TR KEZQFIAL, &AM

L

BARFTTFREE, B8, BRMNKRHALBE G H#74% P A A L 38 2] 09 LRI AL, FHk—/A>F AL 2,

RILRRER AL, dofft4F Ak, Lgnki &M,

1

DE'AN CERTIFIED TAXATION AGENCY



fedl RS H

EZKBLS ERT 2007 4£ 3 A 9 HAATEBLEH[2007]305 53 (kT AFRN AL A % A B R A<

FHIBLAT IR AR EDY WA

® ANV IRAL A S IR a, AERUE FORRAE A, Ol B3 TR IR L g B, ST VB
Yoo BRI, REGTAEMIRI N, DL DAL s S SRR AT AN, 35 J T A il A7 1 T
A8 -5 LI VA7 AN e A AR VAT B A 9IS I 791582/ K 1 g 1 ¢ B g AT 8]

= Y X ZIRA AP, BANAPTRAL, TR AT A T L PTG ALAT I X T

2
ASY:

BRI E R TR SH

EEBIS BRT 2007 4£ 2 H 28 H & A EBI A [2007]23 53¢ (CTHMEMMmBB ML R (&3F) #

RBATRBEEG RBEHFPEY FEANFEN:

® SRR F A MU B WL N AN G AL AN BT A BB R S it s i fa , AL (M %
ALY RGN BT A B ) s

® I SCHUMEEAT FT A BIBIR S L, N R AU BLHLOCH L FIR CfitA B B0 T d AL

® N HUMRAF M HUR TR . BRI R PR [ 98 7= ik AT IH . o 2 s
BT SR BHEI, I RERSYIOHRE, JEEAS (S IZ. % R HTU A
H)s

& A ETHIAARI R, BRI, SRASNITERY D BERER, BHRA
EE S TRATAI,

B E

WAEBHR. ERBILEFT 2007 4 2 H 7 HRAAWAEL[2007]31 53 (R TF{RIEAIMEB B i & R X B

BRI S A1

®  JURHUBRRE T )y BT TR B/ NS BRI K A b, FERF G — g ), T4 1%
ANV TO%HEF N AR T 1380

®  FFAHUIAAF AL MAEA R HAN, A AE LU QB S B A A 4K

® RKil4NH 2006 41 H 1 HilsLi.

g s BIS SR T 2007 4 2 H 28 HRAYHEBISF2007]9 530 (SRTATER 44 B8 illA et
J5 BTG BUAR B BUR E BIIAT 2 2007 £EJEIERY 2N :
® T HAMRTHLTE AL T AR ST AT JEUREE R 7 P S BLOL B BUK &2 2007 4 i
— WOLAEMINR. AT MRS GFEARTT R X A AR P EA R Al
—  BELAETHZR TR P A R Al
TENLAEARTIT (17 il H 2R A0 3 48 0 A R S bR R A AR i B Al

DE'AN CERTIFIED TAXATION AGENCY



HEER

B LT 2006 4 12 J] 31 H AT ICE M RIS R $BE AL 4202 I 2006 AR EEG R . SRS R B A
MBS AR AU L B R, AR A LIS AR I 1] 5802 6 H 30 H.

VA _EAE BARIRAAE 2 P BT AN E) e GBI AL B H, ROVHFRB AR LR SR, RN
R HE2E, LRARARAIHOHE, ERREAN, RARAI YL, BT, RANRKEEAz3H
LRAZEE AN E) 6 F b A, AR IR BT AR R AT 49 W 35 www.deancpa.com.cn.  EATHF A HAT 49 &
PREEFEAGEAIRS, LRSI IR —8, P A k.

356 3K 3K 56 K6 3K K K K KKK KKK K KM K KR K KO K KK KK KKK KOOEOK KX

New Corporate Income Tax Law

The National People’s Congress passed the new Corporate Income Tax Law of the People’s Republic

of China on 16 March 2007, embarking the consolidation of two enterprise income tax regimes for

domestic-invested enterprises and foreign-invested enterprises as from 1 January 2008. The key

points are as follows:

® The corporate income tax rate is 25%, and a lower tax rate is available for small and thin-profit
enterprises (20%) and for high/new technological enterprises (15%) without geographical limitation;
the tax rate applicable to tax non-resident enterprises is 20%.

® Charitable donations incurred by enterprises are allowed to be deducted before income tax within the
amount corresponding to 12% of their annual profits before tax for the corresponding year.

® The new regime adopts “Predominantly Industry-oriented, Limited Geography-based” tax incentive
policy. The State focuses on the development of science and technology, environment protection,
energy conservation, production safety and venture capital, and continues investment in agriculture,

forestry, animal husbandry and fishery.

® The new Corporate Income Tax Law devotes an entire chapter entitled “Special Tax Adjustments” to
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anti-avoidance, which demonstrates the determination of the government to strengthen the
administration over transfer pricing between related parties as well as the implication that the four
more detailed measures to combat tax-avoidance are to be introduced.

As from 2008, the period of corporate income tax filing is extended as within five months upon the
end of the corresponding year.

Issues necessary for enterprises to pay attention to or to be further clarified are as follows:

The current tax rates as tax incentive for foreign-invested enterprises that have obtained approval on
their establishment before the promulgation of the new Corporate Income Tax Law will be gradually
increased to 25%. How to increase is to be clarified in the implementing regulations of the new
Corporate Income Tax Law.

As currently some tax preferential treatments are not based on the provisions of tax laws and
administrative regulations, arrangements for transit preferential treatments will not apply to the said
tax preferential treatments.

The tax holiday with a period (including the *“2-year exemption and 3-year reduction by half” for
foreign-invested enterprises with production nature) that shall be enjoyed before the promulgation of
the new law can be grandfathered till the expiry. However, the tax holiday for those enterprises that
make no profits and have not enjoyed tax incentives is calculated as from 2008.

Special attention shall be paid to the issue of tax rate difference due to timing difference for the
purpose of corporate income tax for the year of 2007, a transit period between the new tax law and the
old one.

As from 2007, headquarters will file the tax combined with branches of domestic-invested enterprises
that originally files the tax with the tax authorities where such branches are registered. The State may
draw up the measures for financial transfer payment accordingly.

There is no reference to the provisions related to tax refund for reinvestment, and original provisions
can be implemented within the year of 2007.

In the new CIT law, it is definitely stipulated that, if a tax non-resident enterprise has establishment or
place in the PRC and obtains such equity investment income as dividend and bonus related to the
establishment or place from tax resident enterprises, the equity investment income could be exempt
from income tax. Whereas, the new regime does not state whether the profits paid to foreign investors
by foreign-invested enterprises would be exempt from accrued income tax of dividend.

= Editorial comments: Each link from revenue to cost and expenses is in connection with CIT.

Promulgation of the new CIT is followed by many indefinite issues, and those issues are expected to be
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explained or further clarified in subsequent detailed rules of implementation and series of regulations. We
will make efforts to seek for explanation of those focused issues. In the coming days we are going to hold a
seminar of special subject with regard to transition from the old CIT to the new CIT and actual questions
incurred by enterprises after the reform of CIT. We are looking forward to the kind participation of
personalities of various circles. If you have any questions or opinions, please feel free to contact us.

Corporate Income Tax

State Administration of Taxation (SAT) issued Approval for Pretax Deduction of Relevant Expenses

Subsequent to Reform of System of Vehicle Use for Business of Enterprises and Institutions

(GuoShuiHan[2007]No0.305) on March 9, 2007, stipulating that

® Subsequent to the Reform of System of Vehicle Use for Business of Enterprises and Institutions, such
relevant expenses as gas, toll, parking, car washing, repair, insurance, etc. reimbursed to staff, and
traffic allowance paid to staff in the form of cash or substance, as long as they are in the prescribed
criteria, shall be regarded as part of salary of staff, computed into total amount of salary paid to staff
by enterprises and institutions, and deducted from pretax profit according to existing criteria of
taxable salary.

= Editorial comments: Total amount of salary in connection with computation of domestic enterprises
income tax is specified in the Approval, but impact of the increased income on individual income tax is not
mentioned.

Consolidated Filing of Foreign Enterprises Income Tax (FEIT)

SAT issued Circular on Standardizing and Enhancing Administration of Consolidated Income Tax

Filing and Payment of Foreign Investment Enterprises (FIES) (GuoShuiFa[2007]No0.23) on February

28, 2007, mainly stating that

® Competent tax authorities should issue Confirmation Letter for Consolidated Filing and Payment of
Income Tax by FIEs to headquarters of FIEs, after HQ of FIEs complete their registration of category
of foreign investment enterprises income tax;

® When handling registration of category of income tax, branches should provide competent tax
authorities with the above-said Confirmation Letter for their review;

® |If branches incur tax-related issues that need to be reviewed and filed, such as pretax deduction of
property damage, accumulated deduction of technical development expenses, accelerated depreciation
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of fixed assets, accelerated amortization of intangible assets, they should report those issues to
competent tax authorities, and obtain Confirmation Letter for Reviewed and Filed Issues of Branches.

= Editorial comments: Due to the delayed promulgation of the above-said Circular, different tax
authorities might not render a perfectly same account of it. Thus, taxpayers should contact competent tax
authorities to confirm relevant requirement while handling consolidated filing and payment of income tax.

Preferential Treatment of Tax

The Ministry of Finance and SAT issued Circular on Tax Policies Related to Promoting Development

of Investment into Newly-started Enterprises (CaiShui[2007]No.31 on February 7, 2007, indicating

that

® |f an enterprise invested in an unlisted middle or small scale high-tech enterprise by way of equity
investment for two years or above, and at the same time met other relevant requirements, an amount
equal to 70% of amount of the investment could be deducted from the enterprise’s taxable income.

® |f taxable income of an enterprise qualified for the deduction is less than the deductible amount, the
remaining could be continuously deducted in the following years.

® This Circular came into effect on January 1, 2006.

Shanghai Local Tax Bureau issued Circular on Prolonging Implementation of Local Preferential
Treatment of Income Tax Given to Partial FIEs in Shanghai to the End of 2007
(HuDiShuiWai[2007]No.9) on February 28, 2007, stating that

® The following FIEs would enjoy local preferential treatment of income tax till end of 2007:
v Productive FIEs established in Honggiao, Minhang and Caohejing Economic & Technological
Development Zone;
v FIEs established in Pudong New District;
v" Goods-exporting FIEs and technologically advanced FIEs established in Shanghai.

What’s New
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® FIEs registered before December 31, 2006 should perform 2006 joint annual inspections. This year
FIEs are required to apply for online joint annual inspections before June 30.

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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