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Individual Income Tax (11T)

The State Council issued PRC State Council Ordinance No0.502 Resolution on Amendment
Concerning <Measures for the Implementation of Collection of Individual Income Tax to the Income
of Savings Deposit Interest on July 20. 2007 which regulates that:

IIT rate on saving deposit shall be reduced to 5%.

Interest income generated on savings deposit before October 31, 1999 shall be exempted from
individual income tax; interest income generated on savings deposit between November 1, 1999 to
August 14, 2007 is subject to 20% IIT charge rate; interest income generated on savings deposit after
August 15, 2007 is subject to 5% IIT charge rate.

Amendment shall come into effect as of August 15, 2007.

Tax Refund on Export

The SAT issued a Circular Cai Shui [2007] No. 97 Concerning Reducing the Export Tax Refund
Rates of Some Commodities on July 10, 2007

Further clarified tax refund rates of some commaodities.

Ascertained execution scope of export equipments and construction materials involved in long-term
foreign construction contract.

Domestic equipment purchased by foreign investment enterprise that meets the condition of tax
refund and mechanical and electronic products of domestic enterprise wins bidding from international
bidding using loans taken from foreign government and international finance organization and
mechanical and electronic products supplied by foreign enterprise wins bidding who then subcontracts
to domestic enterprise shall be executed at the original tax refund rate.

Land Appreciation Tax (LAT)

Shanghai Local tax bureau issued a Circular Hu Di Shui Di [2007] No. 26 Concerning Collection
and Exemption of LAT on Transferring Individual Residential Houses of Non-Ordinary Standard on
June 12, 2007

Since July 15, 2007, individuals who transfer residential houses of non-ordinary standard without
valuation or purchase invoice are deemed to be subject toLAT according to regulations.

A rate of 0.5% is applied to transfer income for houses have been resided for less than 3 years; houses
have been resided for more than 3 years but less than 5 years are subject to half of the above rate.



Real Estate Tax

Shanghai Local tax bureau issued a Circular Hu Di Shui Di [2007] No. 16 Concerning Real Estate

Tax on Commercial House Conjointly Owned in A Residential Property

® Regarding commercial house conjointly owned in a residential property, real estate Tax is paid by
actual house operator (including self-operating or leasing) or actual house user.

® For self-operated houses, tax is based on the net value after deduction of 20% from the original value
of the house; For houses without original value or that can not be precisely divided from other
properties by using original value, the value of which shall be deemed by local tax authority with
reference to properties fall in the same category; For leased houses, tax is based on lease income.

® The notice shall come into effect as of January 1, 2007.

Tax Levy Administration

SAT issued Reply on Issues regarding Tax on Land Transfer without Obtaining Certificate of Land

Use Right (Guo Shui Han [2007]N0.645) on June 14, 2007, making emphasis on

® As long as land users have right to possess, use, benefit from and dispose the land, and hold such
evidence as contract to indicate substantial transfer, mortagage or exchange of land as well as
acquisition of the relevant benefits, land users and the related parties shall be liable for paying
business tax, land appreciation tax, deed tax and other relevant tax when land users transfer,
mortagage or exchange their land, no matter whether they obtain certificate of land use right of the
land, and no matter whether they perform the procedures for changing the owners of certificate of
land use right in the process of transferring, mortagaging and exchanging land.

SAT issued Reply on Issues regarding Late Payment Interest on Prolonged Report of Prepayment of

Tax (Guo Shui Han [2007]N0.753) on July 10, 2007.

® Taxpayers shall complete tax filing and payment within a deemed prolonged time limit. After
prepaying the tax, taxpayers shall not be subject to late payment interest if they could complete tax
filing and payment within the prescribed time limit.

® |f amount of prepaid tax is less than that of tax payable, tax authorities shall not charge late payment
interest on the difference when taxpayers handle tax filing and payment in line with relevant rules
after prepaying tax.

Foreign Exchange Administration

SAFE and Ministry of Commerce (MOF) issued Circular on lIssues regarding Abolishing Trial

Measures of Examination of Export Proceeds in Foreign Exchange on June 14, 2007, stating that

® SAFE shall not make a difference based on grades of examination of export collection in foreign
exchange when conducting issuance of verification and writing-off of export proceeds in foreign
exchange, reviewing enterprises’ qualification for automatic verification and writing-off of export
proceeds in foreign exchange, and handling other relevant issues.

® This Circular will come into effect as of July 1, 2007.



Operation Administration

MOF issued Opinions on Enterprises with Direct Sale License Engaging in Operating Activities of

Direct Sale (Shang Ban Jian Han [2007]N0.60) on May 16, 2007, stipulating that

® Besides obtaining Direct Sale License, enterprises engaging in direct sale must complete examination
and registration of service sites before they start activities of direct sale.

What’s new.

New catalogue of restricted commodities of processing trade, promulgated jointly by MOF and
General Administration of Customs (GAC) on July 23, is mainly in connection with
labor-intensive industries, such as raw material and products of plastic, yarn, cloth, furniture, etc.
The new catalogue comprises 1853 ten-figure commaodities tax item numbers, making up 15% of
the entire customs commodities code. Substantial transfer of bank margin money account shall be
required on administration of commodities listed in the restricted catalogue. This adjustment on
policy of restricted commaodities of processing trade is carried out to optimize the nation’s export
structure, strictly control exportation of highly energy-consumed, highly polluted and
resource-type commodities, restrain exportation of low value-added and low-tech commodities,
diminish trade friction, promote trade balance and alleviate prominent contradiction resulting
from excessively favorable balance of foreign trade.

With the adjustment on policy of restricted commodities of processing trade, the east of China and
the middle and west of China shall pursue different policy. Newly-established foreign trade
enterprises in the east of China shall be prohibited to engage in processing trade of restricted
commodities. Processing trade enterprises of Type A and Type B in the middle and west of China
shall continuously carry out empty transfer of bank margin money account.

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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