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Individual Income Tax (11T)

Based on the recent adjustment of tax rates on the individual income derived from savings interest,
State Administration of Taxation (SAT) issued Supplementary Circular on Issue Regarding the
Application of Conventional Tax Rates on Individual Income Derived from Savings Interest by
Foreigners and Residents of HongKong, Macao and Taiwan (GuoShuiHan [2007]N0.872) on August
7, 2007, including the content as follows:

® \With respect to the income derived from savings interest by a foreigner or resident of Hong Kong,
Macao or Taiwan within the territory of China, if the conventional tax rate determined in the tax treaty
between his/her country (region) and the Mainland China is lower than the one as prescribed by
China’s tax law or regulations, he/she can enjoy the treatments under the treaty; and if the
conventional tax rate is higher than the one as prescribed by China’s law or regulations, the latter shall
prevail.

= Editorial comments: This regulation is just applicable for those individuals who are subject to 1IT on
their China source income.

SAT issued Circular on Issues Regarding Cancellation of Right to Examine Temporary Exemption of
IIT for the Purpose of Promoting Transfer of Scientific and Technological Achievement
(GuoShuiHan[2007]N0.833) on August 1, 2007, confirming that:

® |t was stipulated that individuals, who were rewarded in the form of stock right like stock or
proportional investment for transfer of functional scientific and technological achievement of
scientific research institutes or universities, would be exempted from T on that kind of rewards. The
implementation of this stipulation is temporarily stopped as of August 1, 2007.

Foreign Exchange Administration

State Administration of Foreign Exchange (SAFE) issued Circular on Retaining Foreign Exchange
Incomes under Current Items by Domestic Institutions Themselves (HuiFa[2007]No0.49) on August
13, 2007, stipulating that:

® A domestic institution may retain foreign exchange incomes obtained under its current items in light
of the operation needs.

® Banks shall stop using the “quota administration” function of the foreign exchange account
management information system when opening foreign exchange accounts and handling foreign
exchange operation business for domestic institutions.

® This Circular shall be carried out since the date of issuance of it.



SAFE issued Measures of Foreign Exchange Administration for Bonded Areas (HuiFa[2007]No0.52)
on August 15, 2007, including the following items:

Having obtained business license, enterprises inside Bonded Areas (inside-area enterprises) shall
handle registration of foreign exchange at local administration bureau of foreign exchange pursuant to
relevant regulations. Inside-area enterprise shall show certificate of foreign exchange registration
when handling foreign exchange operation business with required valid vouchers and business bills.
Overseas business transactions of the bonded areas shall be priced and settled in foreign exchange,
unless otherwise prescribed. Goods flowing between the bonded areas and domestic areas shall be
priced and settled in both RenMinBi and foreign currency. Service trading transactions shall be priced
and settled in RenMinBi. Transactions between inside-area entities shall be priced and settled in both
RenMinBi and foreign currency.

Inside-area enterprises making overseas payment need not to go through the formalities of import
payment verification.

Domestic while outside-area enterprises purchasing inside-area goods shall make payment either to
inside-area enterprises, or directly to overseas enterprises, or to domestic while outside-area
enterprises who own goods, with valid vouchers and business bills.

Inside-area enterprises shall open, use and close foreign exchange account according to domestic
while outside-area regulations of foreign exchange administration.

This Measure shall come into effect as of October 1, 2007.

SAFE issued a Reply with Regard to Launching Experiment in Direct Investment into Overseas
Securities Market by Domestic Individual (HuiFu[2007]N0.276) on August 20, 2007, stating that:

Domestic individuals shall be allowed to make investment with self-owned or purchased foreign
exchange into overseas securities market through the proper channels at experimental areas, and
amount of foreign exchange purchase shall not be limited by annual total amount of foreign exchange
purchase prescribed by the Detailed Rules of Implementation of Administration Measures for
Individual Foreign Exchange.

Act of Administrative Reconsideration

The State Council recently released an Ordinance of the State Council of PRC —— Regulations for
Implementation of Administrative Reconsideration Act of People’s Republic of China (N0.499).

In respect of smoothing the way to administrative reconsideration and protecting legal rights and

interests of citizen, legal entity, etc., emphasize that:

m  Unless administrative reconsideration application does not meet the requirements of
administrative reconsideration institutions, they shall be liable for acceptance of such application.

m If higher administrative institution deem that the reason administrative reconsideration institution
reject the application is untenable, they shall urge the reconsideration institution to accept it, or
accept it directly if necessary.



In respect of improving quality, stipulate that:

Grave or complicated cases shall be settled in the form of hearing if applicants make such
requests or reconsideration institutions deem it necessary.

If citizen, legal entities or other organizations have objection to the administrative activities
resulting from administration institution’s exerting right in free judgement prescribed in the laws
and regulations, and apply for administrative reconsideration, the applicants and respondents
shall be allowed to make a compromise voluntarily before decision on administrative
reconsideration is made.

Administrative reconsideration institutions shall make compromise on a voluntary and legal base
on following cases: applying for administrative reconsideration due to having objection to
administrative activities resulting from administrative institution’s exerting legal judgement right,
and administrative compensation or dissention as to compensation between related parties.
Applicable condition for making a pause in and putting a termination to an administrative
reconsideration is definitely stipulated, hearing procedures of the reconsideration is improved.

In order to avoid respondent’s delaying their administrative activities, a time limit is definitely

stipulated for respondent’s renewing their administrative activities on the receipt of charges from
administrative reconsideration institution about renewing the respondent’s administrative activities.
Administrative reconsideration institutes shall not make reconsideration decisions which are more
adverse to interests of applicants, within applicant’s request for administrative reconsideration.

This Regulations come into effect as of August 1, 2007.

Act of Administrative Reconsideration was promulgated on May 6, 1999, and the promulgation of this
Regulations for Implementation will make it more exercisable.

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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