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Value-added Tax (VAT)

State Administration of Taxation (SAT) issued Circular on Deduction of input VAT of Imported

Goods (GuoShuiHan[2007]No0.350) on March 22, 2007, stipulating definitely that

® \alid certificate of customs dutiable obtained by tax-payer when importing goods is the only basis of
calculating input VVAT. Discrepancy of price and returned money from overseas suppliers shall not be

put in input VAT transfer out in accounting treatment.

Ministry of Finance (MOF) and SAT issued Provisional Measure Applying to Central Regions of

China for Extending Scope of Input VAT Deduction (CaiShui[2007]No.75) on May 11, 2007, stating

that

® The Central Regions this Provisional Measure applies to refer to ShanXi, AnHui, JiangXi, HeNan,
HuBei and HuNan.

® This Provisional Measure applies to ordinary VAT payers engaging in manufacturing, petrochemical
works, metallurgical industry, automobile manufacturing, processing of farm products, power industry,
mining and high-tech industries.

® Input VAT of following items shall be deducted when calculating amount of VAT payable in the
Central Regions of China:
v" Purchase of fixed assets;
v" Purchase of goods and services subject to VAT for home-made fixed assets; fixed assets acquired

by financing lease;

v Freight of fixed assets.

® The deduction of input VAT prescribed by this Provisional Measure shall be applicable for special
VAT invoices and valid input VAT deduction certificate for transportation and imported goods,
obtained by tax-payers on or after July 1, 2007 and associated with their actual business on or after

July 1, 2007.



Foreign Investment Enterprises Income Tax (FEIT)

SAT issued Reply on Treatment of Income Tax on Government Subsidy Obtained by FIEs and FEs
(GuoShuiHan [2007]N0.408) on April 5, 2007, and key points include:

® According to the laws, administrative regulations and the provisions of the State Council, the
government subsidy obtained by the enterprises shall be exempted from enterprise income tax, and
such government subsidy shall be treated as investments. The income of the government subsidy shall
not be calculated into the amount of taxable incomes of the enterprises.

® |f government subsidy is treated as a non-current asset owned by enterprise for a long term, or
government subsidy obtained by enterprise as a current asset has been or must be used for purchase,
construction or improvement of a non-current asset based on certain condition, the government
subsidy shall not be put in enterprise’s profit or loss of the period. Otherwise, amount of government
subsidy shall be deducted when calculating cost, depreciation or amortizement of the assets connected
with the government subsidy.

® Other government subsidy derived by enterprises shall be put in profit or loss of the period as taxable

income of enterprises.

SAT issued Reply on Determination of Production Value Proportion of Exported Products of

Foreign-invested Export-oriented Enterprises (GuoShuiHan[2007]No0.426) on April 16, 2007,

stipulating definitely that

® Tax incentive applicable for export-oriented enterprises aims at the total income of an enterprise,
which includes both the income from the sales of its self-made products and the income from the sales
of purchased products. The standards for calculating the value of the products exported in that year
and for calculating the total output value in that year shall be consistent, and both of the two values

include the value of sales of the purchased products.

Taxation Arrangement between the Mainland of China and Hong Kong

SAT issued Circular on Explanation and Implementation of Certain Items of Arrangement between
the Mainland of China and the Hong Kong Special Administrative Region for Avoidance of Double
Taxation on Income and Prevention of Tax Evasion and Tax Dodging (GuoShuiHan[2007]No0.403) on

April 4, 2007, stating that:



® The Mainland of China and Hong Kong Special Administrative Region officially signed Arrangement
between the Mainland of China and the Hong Kong Special Administrative Region for Avoidance of
Double Taxation on Income and Prevention of Tax Evasion and Tax Dodging on August 21, 2006, and
the Arrangement came into effect on January 1, 2007 within the Mainland of China. This article is

provided to make further explanation on relevant items of the Arrangement.

= Editorial comments: Newly-promulgated Corporate Income Tax of People’s Republic of China, which
uniforms the two separate enterprise income tax regimes for domestic-invested enterprises and
foreign-invested enterprises into a single regime, will come into effect on January 1, 2008; and existing
preferential policy of tax for FIEs will be partly cancelled. Since positions of the Arrangement and Tax
Agreement are prior to the domestic tax law, the Arrangement will be prevailing when they are not in
conformity with the PRC tax law and relevant regulations. If the tax incentive items in the tax law and
regulations are more beneficial to enterprises than the Arrangement, the tax law and regulations could be
prevailing. Thus, we should pay more attention to definitions and detailed provisions of tax collection and

tax exemption.

Individual Income Tax (11T)

SAT issued Circular on Issues about Strengthening and Standardizing the Collection of 11T on the

Individual Income Arising from Auctions (GuoShuiFa[2007]N0.38) on April 4, 2007, stipulating that

® As for the income obtained by writers from auctioning the originals or photocopies of their
manuscripts, 1T shall be levied under the item of “income from franchise royalties” and on the basis
of the tax rate of 20%.

® As for the income obtained by individuals from the auctioning of property other than the originals and
photocopies of manuscripts of writings, individual income tax shall be levied under the item of
“income from property transfer” and on the basis of the tax rate of 20%.

® \When collecting IIT on auction of personal properties, the final auction price of the properties shall be

revenue of properties transfer.



® |f the taxpayer could neither provide legal, complete and accurate evidence of original value of the
auctioned properties, nor calculate accurately the original value of the properties, the IIT payable shall
be calculated at the rate of 3% of properties transfer revenue. If the auctioned article is appraised to be
overseas returned cultural relic by Cultural Relic Administration, the IIT payable shall be calculated at
the rate of 2% of properties transfer revenue.

® This Circular came into effect on May 1, 2007.

Vehicle and Vessel Tax

SAT issued Circular on Perfecting the Act of Withholding Agent of Vehicle and Vessel Tax
(GuoShuiFa[2007]No.55) on April 29, 2007, stating definitely that

® [nsurance institutions engaging in compulsory traffic accident liability insurance for motor vehicles

shall be the only withholding agent of vehicle and vessel tax for motor vehicles.

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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