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Individual Income Tax (11T)

The Ministry of Finance and State Administration of Taxation (SAT) jointly issued Circular on Adjusting

Standards for Pre-tax Deduction Regarding T of Individual Proprietors, Individually-Owned

Businesses and Partnership Businesses (Cai Shui [2008]No.65) on June 3, 2008, stipulating that:

® As for levying IIT on the income derived by individual proprietors, individually-owned business and
investors of partnership business from engaging in production and business operation, the amount of
pre-tax expenses deduction shall be fixed on RMB 24,000 per year (RMB 2,000/month). This standard
came into effect as of March 1, 2008.

® Expenditure for paying reasonable salary and wage to employees of individual proprietors,
individually-owned business and partnership business could be deducted on an actual basis before IIT.

® Trade union fees, expenditure for staff welfare and staff training fees incurred by individual proprietors,
individually-owned business and partnership business could be deducted on an actual basis, with the
deduction rate limited respectively to 2%, 14% and 2.5% of total amount of salary and wages.

® As to advertisement fee and promotion fee incurred in each fiscal year by individual proprietors,
individually-owned business and partnership business, part of such expenditure, less than or equal to 15%
of sales (operation) revenue, could be deducted before tax on an actual basis; and the part exceeding the
15% could be deducted in the following fiscal year.

® For entertainment expenses directly related to the production and business operation of individual
proprietors, individually-owned business and partnership business, 60% of such expenses could be
deducted before tax, with the ceiling amount of deduction no more than 5%. of the revenue of the year.

= Editorial Comments: Individual proprietors, individually-owned business and partnership business are not
included in the Corporate Income Tax Law, but this Circular makes the pre-tax expenses deduction standards
applicable for them in conformity with other kind of taxpayers.

Deed Tax

SAT issued Circular on Deed Tax Policy for Wholly-Owned Subsidiary Company Taking over Assets

from Holding Company (Guo Shui Han[2008]No.514) on May 26, 2008, stipulating that:

® (Capital increase launched by a restructuring incorporated enterprise to its wholly-owned subsidiary with its
ownership right of land or property shall be regarded as internal assets allocation under the same investing
body. Such wholly-owned subsidiary taking over ownership right of land or property from its holding
company shall not be subject to deed tax.



SAT released Approval Letter on Issue of Deed Tax Related to Invalid Property Right Transfer (Guo Shui

Han[2008]N0.438) on May 12, 2008, stipulating that:

® Property right transfer that is ruled to be invalid by court shall not be subject to deed tax.

® [f Certificate of Property Ownership is cancelled according to the sentence of court, the paid deed tax shall
be returned.

Invoice Management

SAT issued Circular on Approval for Special Invoice of Customs Declaration Agent (Guo Shui

Han[2008]No0.417) on May 14, 2008, stipulating that:

® Special Invoice of Customs Declaration Agent shall come into use on August 1, 2008. When receiving
payment for customs declaration service, customs declaration agents shall issue Special Invoice of
Customs Declaration Agent formally printed by local tax authorities, with special invoice stamp added to
the invoice.

® Special Invoice of Customs Declaration Agent shall be printed by tax gathering machine or computer.

® Full names of payers and payment receivers should be filled in the invoice, and shortened form of name
shall make the invoice invalid.

Corporate Income Tax (CIT)

With the implementation of the new corporate income tax law, the old preferential tax policy applicable

for foreign-invested enterprises has been abolished accordingly. SAT issued Circular on Measures for

Simplifying Operation and Treatment of Tax Documentation of Taxpayers After the State Council’s

Abolishing and Adjusting Certain Administrative Review and Approval Procedures (Guo Shui

Fa[2008]No.56) on May 23, 2008, definitely prescribing that the following operations shall be formally

cancelled:

® Ratification of offsetting CIT by purchasing domestically-made equipment in connection with corporate

technical reform.

Approval for reinvestment tax refund applicable for foreign investors of FIEs.

Approval for change in fiscal year made by foreign enterprises.

Approval for periodical reduction and exemption of CIT of foreign-invested enterprises.

Approval for preferential tax policy enjoyed by the FIEs that make investment by stages or make

supplementary investment.

® Examination of CIT reduction applicable for the encouraged FIEs which are located in the middle-west
region and eligible for CIT rate of 15% in the postponed three years.

® Approval for offset to the CIT of FIEs and foreign enterprises by their purchasing domestically-made
equipment.

® Approval for reduction of depreciation period of FIES’ fixed assets.

® Approval for reduction or exemption of accrued CIT on royalty income derived by FIEs.



Export Management

The Ministry of Commerce issued year-2008 Ordinance No.11 —— Measures for Management of
Export License, including the following points:

The state shall use export license to manage the restricted export.

Export license comprises of export quota license and export license. If foreign trade enterprises export the
goods that is subject to the limit of such two kinds of license, they shall apply for export license to the
specified authorities before exportation, and the customs shall accept their declaration and conduct
examination according to their license.

For the FIEs exporting the goods subject to limit of export quota, the relevant license authorities shall issue
export license to them according to the quantities of export quota of FIEs prescribed by the Ministry of
Commerce.

If China’s wholly-owned enterprises or joint venture incorporated abroad or in Hong Kong and Macao
need to be supplied with domestic goods that is subject to limit of export license, the relevant license
authorities shall issue export license according to Approval Letter and Approval Certificate for Offshore
Enterprises issued by the Ministry of Commerce, or Approval Certificate for Offshore Processing &
Assembly Enterprises with Domestic Material.

Export quota shall be valid before or on December 31 of the year. Enterprises should apply for export
license to the relevant authorities within the valid period of the export quota.

The period of validity of export license is six months, and the deadline of the valid period is December 31
of the year.

With regard to exporting the goods subject to limit of quota license in the form of processing trade, valid
period of the export license shall be fixed according to the time limit prescribed by Approval Certificate for
Processing Trade, but the deadline shall be no later than December 31 of the year. If the time limit of
export on the Approval Certificate for Processing Trade is later than December 31 of the year, enterprises
should apply for renewed export license within the valid period of the old export license. The relevant
license authorities shall recall, examine and cancel the old export license in the system of license issuance.
With the used part of quota deducted, an updated export license for the coming year shall be issued
according to the time limit of export prescribed by the Approval Certificate for Processing Trade, and the
code of the old export license shall be printed in the column of notes.



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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