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INVESTMENT AND TAXATION
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Corporate Income Tax (CIT)

The State Council of the PRC has just passed and promulgated the Implementation Regulations of
Corporate Income Tax Law.

= Editorial Comments: Enterprises are supposed to pay attention to the Regulations and make a study on
it.

Consumption Tax (CT)

On November 2nd, 2007, regarding levying consumption tax on beach vehicles and other vehicles

(Guo Shui Han [2007] No.1071), State Administration of Taxation (SAT) stipulated that:

® Because beach vehicles, snow vehicles, karts, golf cars are outside the scope of the levy of
consumption tax, no consumption tax will be applied for these vehicles.

Individual Income Tax (11T)

On October 9, 2007, regarding the levy of IIT on the income earned from the stock options of

non-listed company for the employees of Alibaba (China) Network Technology Corporation (Guo

Shui Han [2007] N0.1030), SAT announced that:

® Existing provisions for levy of IIT on the trade of stock options are only applied to listed-company
stocks. Therefore, IIT shall not be imposed on employees for the wages/salaries earned in the form
of stock options of non-listed company in accordance with the provision (Cai Shui [2005] No. 35).

® The method to calculate 11T paid for company’s employees’ wages/salaries earned in the form of stock
options of non-listed company could follow the approach of calculation of T paid for one-time
bonuses due to a high level of income earned.



® The purchase day shall be the date of tax imposed on employees’ wages/salaries earned in the form of
stock options of non-listed company. The taxable income is the difference between the price paid for
stock options and the market price of stock options sold.

® The value of shares purchased may be determined by using the value of net asset per share quoted
from the last-year audit report of its offshore non-listed parent company provided by the accounting
intermediaries.

Tax Levying Administration

On November 2nd, 2007, regarding issues of simplifying and cleaning up tax-related information
submitted by tax payers (Guo Shui Han [2007] No.1077), State Administration of Taxation (SAT)
stipulated that:

® As a result, the tax-related information is split into three parts: cancellation, simplifying and
reservation. Tax authorities will share the information tagged cancellation and simplifying with
internal tax payers through internet.

® 31 cancelled tax —related applications are no longer required for operations.

® 18 reduced main forms, 195 copies, and 375 supplements are no longer required for submission.

® This regulation will be effective on Jan. 1st, 2008.

In response to the regulation promulgated by the State Council of the PRC for the quality of
products and the safety of food control & management (the State Council Ordinance No0.503), State
Administration of Industry and Commerce and tax authorities issued several Circulars/regulations
as follows:

The implementation guideline corresponding to the special regulation issued by the Central
Government of the PRC regarding enhancement of control & management of the safety of food and
other products (Gong Shan Ban [2007] No. 176) promulgated that:

® Strictly controlling the permission for goods sale and making sure all permitted enterprises/entities are
qualified and legal. For those obtained advanced approval, please continue to insist on having
required documents before issuing the business license. Without approval, entity registration must
not be granted.

® [or those enterprises/entities with suspension or expiration of business license, change of registration
record in a limited period of time or write-off in accordance with laws shall be applied in time.
Otherwise, suspension of business license will be considered as a punishment for the violation of such
regulation.



On October 10, 2007, regarding in the special rectification of the product quality and food safety to
strengthen taxation administration (Guo Shui Han [2007] No0.1032), State Administration of
Taxation (SAT) stipulated that:

Strictly working on monitoring and reporting for tax payers’ registration of business opening, change of
registration record, suspension of business, resume of business, write-offs and operation in other locations.
Taxpayers will be asked to hang their original tax registration documents in their places of production or
operation of office space open at any time for inspection.

Food production and processing enterprises, food circulation enterprises, catering trades involving personal
health and safety product manufacturing enterprises, import and export products enterprise are targets for
sales invoicing under the strict control.

Import/Export Tariff Policy

China Customs promulgated that:

In addition to laws and regulations are clearly defined, foreign-invested enterprises may be exempted
from export tariffs on the export of foreign-invested enterprises taxable commaodities, export tariffs
will be levied according to the regulations (Hai Guan Zong Su Gong Gao [2007] No. 61).

What’s new?

National Development and Reform Commission and Ministry of Commerce of the PRC recently
jointly promulgated the{Industrial Investment Catalog for Foreign Investor (Year 2007 Amendment)),
which was executed as of December 1, 2007. Investments from real estate industry is restricted in the
ranks of all acts in the current adjustment. For the manufacturing field, the grade of product in the
encouraged product category is remarkably improved during the period of the current adjustment than
it in the year 2004 version.

China will gradually abolish the restrictions on foreign services trading in geographic areas, equity
share, application practice and etc. Meanwhile, in order to restrict or prohibit the entry of projects in
high material consumption and high pollution, foreign investment policies for goods exports has no
longer been simply implemented.

Since year 2007, the Ministry of Commerce of the PRC, State Administration of Foreign Exchange
(SAFE) and other departments have issued a number of policies to limit foreign investments on real
estate industry include the jointly promulgated Circular on May 23 regarding further strengthening
and regulating the norm of approval and monitoring on direct foreign investment in the real estate
industry (Circular No. 50), which stipulates that foreign investments in the domestic real estate
industry must be approved in advance. In addition, in the future, all applications for setting up new
real estate companies filed by oversea investors, which are typically approved by local Governments
must be submitted to the Ministry of Commerce of the PRC for registration. In July, Circular issued
by State Administration of Foreign Exchange regarding the first batch of approved check list for those
foreign invested real estate projects that were registered at the Ministry of Commerce of the PRC
(No.130 Wen) greatly restricts the foreign currency exchange. Although it does not expressly prohibit
foreign investors from investing on real estate industry, it has made foreign investments in China real



estate projects much more difficult than they invested in the pass. For example, not only the
working days for approval have been extended, but also, the difficulty of foreign currency exchange
has been increased.

B In order to further improve the quality of service, tax authorities are actively preparing for the
automatic filing of individual income tax by those who have annual income of over RMB 120,000.
Since January 1%, 2008, taxpayers whose annual income is over RMB 120,000 are required to use
amended tax filing forms for tax filing.

B Agreement between the Government of the People’s Republic of China and the Government of the
Republic of Singapore for the avoidance of double taxation and the prevention of fiscal evasion with
respect to taxes on income was taken effect on September 18, 2007. Since January 1%, 2008, in the
event that a company directly holds at least 25% of the capital of the company who is liable for
paying dividend, tax on the dividend payable shall be decreased to less than 5% of total amount of the
dividend.

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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