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Identification of High-Tech Enterprises

Following the promulgation of Administration Measures for ldentification of High-tech Enterprises
(GuoKeHuo [2008]N0.172) and Administration Guidance for Identification of High-tech Enterprises
(GuoKeHuo [2008]N0.362), Shanghai Government issued Implementation Methods for Administration of
Identification of High-tech Enterprises (HuKeHe [2008] No0.025) to further prescribe the detailed
methods and procedures of applying for identification of high-tech enterprises, and also emphasize the
stipulation that special audit report issued by licensed accounting firms listed in http://www.stcsm.gov.cn
is required, and simultaneously, released the following notification:

® Year-2008 application for identification of Shanghai high-tech enterprises shall be started in September in

Shanghai, and the governments concerned shall accept and handle the applications submitted by the

enterprises that meet the relevant requirements. Enterprises that were granted identification of high-tech

enterprises in accordance with the old regulations should make new application for the identification.
® Procedures and time limits are prescribed as follows:

v Applicants should first complete a registration in http://www.innocom.gov.cn in the period from Sep.
1 to Sep. 10.

v" From Sep. 11 to Oct. 10, applicants should log in http://www.stcsm.gov.cn with their “user number”
to fill in the relevant forms and submit them on line after confirmation.

v Print application document with watermark of STCSM (two copies totally) from the above-said
website, and then hand the document to the relevant department after adding stamp to them. A formal
certificate shall be issued for on-line confirmation if the documents are confirmed to be complete and
true through examination.

v' Experts’ assessment shall be started as of Oct. 11. Applications submitted before Oct. 11 shall be
examined in the same year, and the examination results shall be published on line.

Corporate Income Tax (CIT)

Regarding the fact that parent company and its subsidiary company, being two separate legal entities,

incur payment for the service provided for each other in China, State Administration of Taxation (SAT)

issued Circular on CIT Treatment Related to Payment for Provision of Services between Parent

Company and Its Subsidiary Company (GuoShuiFa [2008] N0.86) on August 14, 2008, stipulating that:

® [f a parent company provides various services for its subsidiary company (“subsidiary”), price of the
services shall be determined based on the principle of arm’s length price; and the normal expense of
providing service shall be subject to tax treatment.
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If parent company and its subsidiary fail to determine the service price on arm’s length transaction basis,
tax authorities have right to adjust the price.

When parent company provides services for its subsidiary, they should sign service contract or agreement
which includes definite stipulation of service scope, pricing standards, fees and others. Service fees
prescribed by the above contract/agreement shall be regarded as business revenue of parent company and
subject to tax, and on the other hand, such service fees shall be deducted before tax as expense of the
subsidiary.

If parent company allocate expense to its subsidiary in the form of General & Administration expenses, i.e.
subsidiary pay G&A fee to its parent company, the G&A expenses cannot be deducted before tax.

When applying for pre-tax deduction of service fee paid to its parent company, subsidiary should provide
the service contract or agreement sighed with the parent company or other supporting documents to the
competent tax authorities. Without provision of relevant documents, the service fee cannot be deducted
before tax.

Administration of Foreign Exchange

The State Council issued Regulations of People’s Republic of China on Administration of Foreign
Exchange (Ordinance No.532 of PRC) on August 5, 2008, including general provisions, administration of
foreign exchange under current accounts, administration of foreign exchange under capital accounts,
administration of foreign exchange business of finance institutions, administration of RMB exchange rate
and foreign exchange markets, administration of supervision, penalty provision and others. The
Regulations also stipulate that:

This Regulations is applicable for domestic institutions and individuals that deal with receipts and payment
of foreign exchange or engage in operational activities of foreign exchange, and also for offshore
institutions and individuals involved in those businesses of foreign exchange within PRC.

International payment in foreign exchange and transfer of foreign exchange under current accounts shall
not be subject to the restriction of the state.

It is prohibited to circulate foreign currencies in China or use foreign currencies for pricing or account
settlement, except as otherwise stipulated by the state.

The income of foreign exchange of domestic institutions or individuals can be transferred back into China
or deposited overseas. The specific requirements and term related to the transfer or deposit shall be
prescribed by foreign exchange administration department of the State Council in light of the balance of
international payment and the status of foreign exchange administration.

In the event that the international payments becomes or may become seriously unbalanced, or the national
economy falls or may fall into a serious crisis, the state may take necessary protective or controlling
measures for the balance of international payments.



Administration of Investment

The Ministry of Commerce issued Circular on Delegating Foreign-invested Incorporated Companies,

Enterprises Changes, and Certain Items of Examination and Approval to Lower Administrative

Authorities (ShangZiHan [2008] No0.50) on August 5, 2008, stipulating that:

® Foreign-invested enterprises (FIEs) that needed to be approved by the Ministry of Commerce, such as FIEs
whose newly-increased total investment and registered capital is below the limit, shall be approved by the
competent commercial authorities of provincial level.

® Establishment and changes of foreign-invested incorporated companies below the limit shall be examined
and approved by the competent commercial authorities of provincial level.

® The existing regulations are still applicable for foreign investment into specially prescribed industries,
specific industry policies and macro-controlled industries. Strategic investment into listed companies by
foreign investors should be reported to the Ministry of Commerce for examination according to the
relevant regulations.

The Ministry of Commerce issued Circular on Smoothly Completing the Record-keeping Job for Foreign

Investment into Real Estate Industry (ShangZiHan [2008] No.23), emphasizing the following points:

® The Ministry of Commerce shall authorize competent commercial authorities of provincial level to check
documents of records of foreign investment into real estate industry. After legally approving the foreign
investment into real estate (including registration of enterprise, increase of capital or shares, transfer of
share, merger and acquisition, etc.), local competent commercial authorities shall submit the documents,
which would be submitted to the Ministry of Commerce for archival purposes, to the competent
commercial authorities of provincial level for their review.

® The Ministry of Commerce shall exercise spot check on the foreign-invested real estate enterprises
together with the relevant departments of the State Council. In principle, 5 to 10 enterprises shall be
checked at random each quarter.

EXTRA

= Editorial Comments: People’s Government of Shanghai recently released Opinions on Certain Policies for
Propelling Transformation of Economic Development Mode and Adjustment of Industrial Structure
(HuFuBanFa [2008] No.38), proposing 11 finance and tax policies. These immediate incentive policies for
enterprises aim at advanced manufacturers, modern services industry, headquarter economy, etc. Hereby we
make a special summary of certain articles that enterprises may be more concerned about. For more information
on the policies, please contact us. We’ll sincerely provide our services for you.

® Financial benefits to input VAT of purchasing fixed assets

As for the major enterprises in the 10 important industries of electronic information, equipment, auto
manufacturing, ship and marine equipment, petrochemical and fine chemicals, fine steel, aeronautics, new
energy, new material and biopharmaceutical, when they acquire fixed assets (exclusive of real property, but
including transportation fees) by way of purchase, self-making or financing lease, they shall enjoy a financial
benefit related to the input VAT.



In detail, the financial benefit to the input VAT of newly-purchased fixed assets shall be limited to the increment
of paid-in VAT exceeding the VAT paid in the same period of the last year.

These Policies came into effect as of September 1, 2008, and shall keep valid till the nationwide implementation
of expanded scope of VAT deduction.

® Integrate accounting and tax of chain commercial enterprises into uniform accounting treatment of
their headquarters, and bring the chain commercial enterprises into the allocation of financial
resource of the city and the districts

Since January 1, 2008, accounting and tax of chain commercial enterprises shall be brought into the uniform

accounting and tax system of their headquarters, as long as those enterprises are registered in Shanghai and have

cross-district chain branches in the city.

Requirement for entering the scope of financial resource allocation of the city and the districts: annual

distributable revenue from an enterprise exceeds RMB 5 millions [local financial resource: (VAT of 25% +

business tax of 100) X 85%)].

® | evy business tax on balance of revenue of licensed agents

In respect of revenue from agency services derived by the agency firms with legal authentication functions such
as accounting firm, tax agent, assets assessment firm, lawyers’ office, etc. business tax shall be levied on the
balance of that kind of revenue, i.e. the revenue minus the fees the above-said agency firms pay to their
cooperative parties.

® | evy tax on balance of revenue of conference & exhibition service enterprises

As for the enterprises registered in Shanghai and hosting or undertaking conference & exhibition service,
business tax shall be levied on their revenue minus rent of space, booth layout fee, advertisement fee,
accommodation fee, tickets and traffic fee paid to the third party.

® Financial aid and rewards for regional headquarters of multinational companies (MNC)

Incentive policies for regional headquarters of MNC newly-stationed in Shanghai (newly registered or newly
moved in) shall be carried out in the form of financial aid, rewards and others.

In detail:

v/ Start-up aid for the stage of registration;

v Financial aid on a proportional basis for the headquarters leasing or purchasing offices;

v" One-off rewards for national-grade regional headquarters of MNC identified by the Ministry of Commerce;
v" Rewards for senior management like legal representative and others of the regional headquarters of MNC.
Additionally, since July 7, Shanghai government has relaxed the requirements for admission. Registered capital
of regional headquarters of MNC set up in Shanghai was decreased from USD 30 millions to USD 10 millions.



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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ylzhang@deancpa.com.cn weiwen@deancpa.com.cn
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