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Value-added Tax (VAT)

Ministry of Finance (MOF) and State Administration of Taxation (SAT) issued Circular on Relevant

Issues Regarding the Waiver of Tax Exemption Rights by VAT Payers (CaiShui[2007]N0.127) on

September 25, 2007, including the following items,

® |f a taxpayer producing or selling VVAT-free goods or services requires to waive the tax exemption
right, the taxpayer shall report written declaration upon its waiver of the tax exemption right to the
competent taxation authorities for archival purpose.

® Ordinary VAT taxpayer who waives the tax exemption right may issue special VAT invoice when
selling goods or providing services.

® Once a VAT taxpayer waive the tax exemption right, it shall be liable for paying VAT for all the
taxable goods or services it sells according to applicable tax rate. The taxpayer shall be not allowed to
waive the tax exemption right either on certain tax-free item(s) of the goods or services optionally, or
on part of the goods or services of different customers.

® VAT taxpayers shall not apply for tax exemption within 12 months after they waive the tax exemption
right.

® Input VAT invoice obtained when purchasing goods shall not be deducted during the tax holiday.



Individual Income Tax (11T)

MOF and SAT replied to the Issue Regarding Collecting 11T on Noncompetitive Money Paid by
Enterprises to Individuals (CaiShui[2007]N0.102) on September 12, 2007, stipulating that,

Noncompetitive money paid by assets purchaser to individual shall be attributed to one-off incidental
income, and subject to 11T as an item of “incidental income”.

MOF issued Opinions about Enhancing Management of Research & Development Expenses of
Enterprises (Cai Qi[2007]No0.194) on September 4, 2007, including the following items:

Define the scope clearly of enterprises’ research & development expenses;

Direct enterprises to differentiate reasonably research & development expenses from production
expenses;

Group corporation may make integrated use of research & development expenses in the scope of its
wholly-owned or stockholding subsidiaries, with total amount of the expenses less than 2% of annual
revenue of the consolidated financial statement of group corporation.

Enterprise Income Tax (EIT)

MOF and SAT issued Circular on Issues regarding EIT Policy in the Implementation of Accounting
Standards for Enterprises (CaiShui[2007]N0.80) on July 7, 2007, stipulating definitely that:

As for interest expenses related to financial debts and determined as per an actual interest rate, the part
not exceeding the bank loan interest rate over the same period shall be deducted in the calculation of
taxable income of the current term, and the excessive part shall not be deducted.

For those enterprises which may receive such EIT that is returned after being levied and has special
use according to relevant regulations of competent financial and tax authorities of the State Council,
the returned EIT shall be recognized in the before-income-tax profit of the period of receiving it in
accordance with the Accounting Standards, instead of taxable income of the period.

With respect to financial assets, financial liability and investment real estate, etc. which are held by
enterprises and measured at fair value, the change in fair value shall not be recognized in taxable
income while enterprises are holding them. In the event of actual disposal or settlement, money
derived from the disposal, with the historical cost deducted, shall be recognized in taxable income of
the term of disposal or settlement.

Enterprises shall capitalize their loan interests and expenses that meet the regulations of the
Accounting Standards, and recognize them in the cost of the related assets. Cost and expenses like
depreciation, etc. calculated on a tax law basis shall be deducted before income tax.

This Circular came into effect as of January 1, 2007.



Policy of Logistics Center of Bonded Area

MOF, China Customs and SAT issued Circular on Tax Policy Applicable for Logistics Center

(Type-B) of Bonded Area in the Period of Trial Measure Expansion (CaiShui[2007]No0.125) on

August 30, 2007, stipulating that:

® Entrance of domestic goods into the Logistics Center shall be regarded as exportation for which
policy of export tax refund shall be applicable, and the Customs shall issue Declaration Statement for
Export Tax Refund according to the relevant regulations. Enterprises may apply for export tax refund
(exemption) to the competent authorities with export tax refund slip of the Declaration Statement.

® Shipping goods from the Logistics Center into the Mainland China shall be regarded as importation,
and for those kinds of goods, the Customs shall conduct procedures of passing examination according
to actual condition of the goods and relevant regulations, including import declaration statement and
tax levy, tax exemption or being under bond.

Invoice Management

SAT issued Circular on Issues regarding Bank’s Using Tax Invoice While Being Engaged to Collect

Public Utility Fees (GuoShuiFa[2007]No0.108) on September 26, 2007, stipulating that:

® In order to simplify banks’ procedures of public utility fees collection, banks shall issue the unique
Special Invoice for Bank’s Collecting Public Utility Fees while accepting engagement to collect such
fees.

® This Special Invoice shall be used as of January 1, 2008.

Individual Proprietors Administration

State Tax Bureau and Local Tax Bureau of Shanghai issued Circular on Issuing Provisional
Administration Measures for Shanghai Individual Proprietors Paying Tax at Regular Intervals and
Fixed Amounts (Hu Guo Shui Zheng[2007]No0.33) on September 4, 2007, including the following
points:
® This Measure defines the tax collection at regular intervals and fixed amounts as such a mode of tax
collection that, taxable business revenue or income derived by individual proprietors at a certain
place, period and business scope shall be deemed and recognized as basis of calculating VAT,
consumer tax, business tax and individual income tax by tax authorities according to relevant
regulations of law and administrative rules, and further, tax payable shall be accordingly decided.
Tax collection at regular interval and fixed amounts shall not be applicable for ordinary VAT payers.
® Tax collection at fixed amount shall go through the following procedures: self-declaration, deeming
the fixed amount, publication of the fixed amount, higher level examination, notification of the fixed
amount, and publication of procedures of deciding the fixed amount.
® For individual proprietors paying tax at regular intervals and fixed amounts (“the individual
proprietors™), the period of implementing the fixed amount is one year.



® If business revenue or income of the individual proprietors is more or less than the deemed fixed
amount by 20% in successive 3 months, they shall fill out Form of Self-declaration of Individual
Proprietors on Fixed Amount Related to Tax Payment, and submit the Form to tax authorities for
their recalculation of the fixed amount.

® The individual proprietors for which simple tax filing is applicable shall pay off tax in the time limit
required by tax authorities according to relevant regulations of law and administrative rules, and they
shall not need to handle procedures of tax filing in the same time limit of tax payment.

® |If the monthly revenue or income reported by the individual proprietors does not exceed the fixed
amount by 20% in their consolidated monthly filing, and the individual proprietors complete the tax
filing and payment in the required time limit, they shall not be charged late payment interest.

® |f tax authorities discover that the individual proprietors failed to report the part of revenue or
income exceeding the fixed amount in previous or current period of implementation of the fixed
amount, tax authorities shall trace their tax payable back and impose late payment interest and
penalty according to relevant law and regulations.

® This Measure can be taken as reference for the administration of tax collection of wholly
individual-owned enterprises.

What’s new

® | evy of fuel oil tax is expected to be started up in March of next year. Once the fuel oil tax is levied,
the paid road maintenance fees can be used to set off fuel oil tax of the same sum with certificate
issued by tax authorities. Details of practice shall be included in regulations promulgated at the time.

® The Ministry of Land and Recourses formally promulgated the latest version of Provisions on
Transfer of Land Use Right of State-owned Construction Land by Bidding, Auction and Quotation
(Ordinance No.39), stipulating definitely that industrial land shall be transferred by public bidding,
auction and quotation. Additionally, certificate of land use right of construction land shall be obtained
only on condition that payment for the land is completed paid off. Payment by installment in
proportion shall not be allowed.

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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