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Corporate Income Tax (CIT)

The State Council approved and promulgated Implementation Regulations of CIT Laws of PRC on
Dec. 6, 2007. The law comprises 8 chapters and 133 articles, with the following issues specified:

The “effective management” is defined as the setup that practises material and all-round management
and control over production, business operation, staff, finance, assets, etc. of the enterprise.
“Reasonable” salary shall be deducted on an actual basis.

60% of entertainment expense shall be deducted while calculating CIT, with maximum amount of
deduction no more than 5%, of sales (operation)revenue of the year.

Advertisement expense shall be deducted by 15% of sales revenue, and the amount not deducted in
the year shall be carried over to the next year for deduction.

Three key points is definitely confirmed in respect of identification of high-tech enterprises

v Scope of high-tech enterprises;

v' Detailed standard of identification of high-tech enterprises

v" Hard-core and indigenous intellectual property rights

Enterprises who have annual taxable income of no more than RMB300,000 shall be defined as
small-scale/slight-profit enterprises for which 20% tax rate shall be applicable.

Dividend and bonus derived from all the non-listed enterprises or from holding stock of listed
company for consecutivel2 months or longer shall be exempt from CIT. Compensation for tax rate
difference is cancelled.

The year when enterprises derive production/operation revenue for the first time is regarded as the
year of commencement of CIT reduction and exemption.



The State Council issued Circular on Implementation of Transitional Preferential Policy of CIT

(Guo Fa [2007]N0.39) on December 26, 2007, stipulating definitely that:

® Since January 1, 2008 when the new CIT law came into effect, enterprises that were subject to a
reduced income tax rate under the old CIT law will be eligible for a five-year transition period, during
which the tax rate will gradually increase to the unified rate. Tax rate of 15% applicable for
enterprises that enjoyed the preferential tax rate shall increase year by year respectively by 3%, 2%,
2%, 2% and 1%, and enterprises that enjoyed preferential tax rate of 24% will be subject to 25% since
2008.

= Editorial Comments: According to the above Circular, enterprises that enjoyed preferential policy of
reduced tax rate excluded non-productive enterprises in Pu Dong District and WaiGaoQiao Bonded Area,
and it is not stipulated whether such enterprises are eligible for transition period of preferential tax rate.

Individual Income Tax (11T)

The 31st meeting of the 10th term Standing Committee of the National People’s Congress of PRC
passed a resolution on amending T law on December 29, 2007. HIT threshold shall be raised from
RMB 1600 to 2000 as of March 1, 2008.

The State Administration of Taxation (SAT) issued Approval for Levying II'T on Individual Income

from Auction of House (Guo Shui Han[2007]No.1145) on November 20, 2007, stipulating that:

® \When calculating 1T on individual income derived from auctioning house through auction market, original
value of house shall be deducted from the income by virtue of legitimate, complete and accurate vouchers
provided by the 1T payers.

® |f complete and accurate vouchers of original value of the house cannot be provided, and the original value
and taxable income cannot be correctly calculated either, 3% of the total auction income shall be taken as
the calculating basis of the IIT.

® While paying business tax, deed tax, land appreciation tax and others on house auction, 1T shall be filed
and paid simultaneously.

Export Tax Refund

SAT issued Circular on Time Limit of Applying for Export Tax Refund by Foreign Trade

Enterprises (Guo Shui Han [2007]No0.1150) on November 22, 2007, including the following points:

® As for the foreign trade enterprises that applied for export tax refund after January 1, 2008, the deadline of
the tax refund application shall be the last day of the time limit of the 1st VAT filing after the 90th day of
completing the export customs declaration.

® [f an enterprise cannot apply for export tax refund in the required time limit due to certain special situation,
it is allowed to delay the procedure of the application according to the current regulations.



SAT issued Circular on Measures (Provisional) for Administration of Export Tax Exemption of

Small-scale VAT Payers (Guo Shui Fa[2007]No0.123) on December 3, 2007, stipulating that:

® Small-scale VAT taxpayers are required to go through the procedure of export tax exemption confirmation;

® As for the small-scale VAT payers who have handled the export tax exemption confirmation, if there are
changes in the confirmed items, they shall go through the procedure of the changes with providing relevant
certificates at tax authorities;

® After completing the export customs declaration, small-scale VAT payers with export license shall apply
for form of export customs declaration to the customs, and log in the export tax refund sub-system of Port
Electronic System of Executing Laws to submit the required electronic data.

® After small-scale VAT payers have their goods exported with their own export license or through
exportation agent, they shall provide Application Form of Export Tax Exemption and relevant electronic
data while going through VAT filing at competent tax authorities in the next month;

® Tax payable on small-scale VAT payers’ exporting goods:
VAT payable = (export FOB X quote price of foreign exchange to RMB) —+ (1 +tax rate) X tax rate

® This Measure came into effect as of January 1, 2008.

Farmland Occupancy Tax (FOT)

The State Council issued year-2007 No.511 Ordinance —— Provisional Regulations on Farmland

Occupancy Tax of PRC and simultaneously abolished the old regulations. The Provisional

Regulations include the following points:

® Foreign-invested enterprises are included in the scope of FOT payers;

® Actual quantity of farmland occupied by the taxpayers shall be taken as taxation basis, and FOT shall be
one-time levied according to the prescribed amount of tax;

® Enterprises or individuals who are granted approval for using farmland shall pay FOT within 30 days after
receiving the notification of land administration;

® This Regulation came into effect as of January 1, 2008.

Administration of Enterprises Investment

Ministry of Commerce (MOC) issued Supplementary Regulation (I11) of Administration Measures

for Foreign Investment into Commercial Industry (year-2007 Ordinance No.18) on December 11,

2007, regarding service providers of Hong Kong and Macao investing into commercial industry —

— an issue included in Measures for Administration of Foreign Investment into Commercial

Industry (year-2004 MOC Ordinance No.8). The Supplementary Regulation (111) stipulates that:

® A service provider of Hong Kong/Macao shall be allowed to hold stock with capital contribution less than
65%, if it has totally set up more than 50 stores in the mainland China dealing in commodities of different
brands provided by different suppliers, including pharmacy, agricultural chemicals, agricultural plastic film
fertilizers, vegetable oils, sugar, cotton, etc.



® Service provider should meet the standard and the relevant requirement of “service provider” as prescribed
by both Closer Economic Partnership Arrangement between the Mainland China and Hong Kong, and
Closer Economic Partnership Arrangement between the Mainland China and Macao.

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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