I Value-Added Tax

The Concept of Value-Added Tax (‘VAT’)

VAT is a kind of Turnover Tax. It is also a Sales Tax. Under the scope of
VAT, tax liability incurred for sale and purchase of merchandise is the most
common situation in the PRC. It is a kind of tax which is levied on various
stages of sales and purchases goods. The so-called Turnover Tax is not
dependent on whether profits are earned at the ‘different assignment
stages’ in the process of goods being processed from raw materials by
manufacturers until they are finally passed to consumers. Therefore, it is
does not fall within the scope of profits tax, but is a kind of turnover tax
levied on different assignment stages. In this arrangement, all tax amounts
are eventually borne by the consumers.

Explanations on the concept of different assignment stages

Manufacturer — When raw materials manufacturers import raw materials,
the manufacturers must pay the first time VAT to the customs.
Subsequently, the manufacturers shall file VAT return with the central tax
authorities and pay the second time VAT in respect of the portion of the
added value of the processed products.

Wholesaler — When the manufacturers sell the produced products to the
wholesalers, they (manufacturers) will receive from the purchasers
(wholesalers) all the VAT paid by them (manufacturers). This includes the
VAT paid to the customs upon import and the VAT levied on the portion of’
the added value of the processed products paid to the central tax
authorities each month. In this process, the manufacturers shall deliver
exclusive VAT invoices to the wholesalers. On top of the first tinde\VAT
paid to the manufacturers in respect of the value of the relevasnt goods
purchased, the wholesalers shall file and pay the current second time VAT
to the local tax authorities in respect of the relevant addedwalue portion of
goods (difference between selling price and purchase\eost) sold each
month.

Retailer — When the retailers acquire goods from the wholesalers, the
wholesalers will request the retailers to pay all the VAT paid by them
(wholesalers) upon payment of the price for the goods. Here, the
wholesalers shall deliver exclusive VAT invoices to the retailers. The
retailers shall file and pay the current VAT on the portion of added value
(difference between selling price and purchase cost) of the goods to the
central tax authorities.

Consumer — When the retailers sell goods purchased from the wholesalers,
the retailers will include all the VAT paid together with the purchase price
of the products and the price for the added value as the total sale price to be
collected from the consumers. In these transaction processes of the
different assign stages, the VAT of PRC is eventually the same as the Sales
Tax of Canada. or the Sales Tax which the Hong Kong Government
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I Value-Added Tax VAT Rules on Special Activities and Various Businesses

Machinery processing industrial products using agricultura] MEHERB R ML TEE ; KB FB KT
and side-line products as raw materials do not belong to this
category of goods.

(1) Agricultural transport machines. This refers to all kinds of
transport machines needed in the course of agricultural
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Eer_(liuctic-n, including carts pulled by man or animal and tractor @ A R RIEEREA AT EN SR AIETR
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Automobiles used in agriculture do not belong to this category AR, ~ AR ~ #1HHo T 8 BRRA
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of goods. B M ——— - -
(k) Machines for animal husbandry. This refers to all kinds of (N & E R o RATIE ~ BHAKE KPR S9RIR © &H HHR
machines needed in animal husbandry, including machinery for W AR PR 2 e
the construction of grassland, harvest in animal husbandry, f%ﬁ’;a}.’.ﬂ“ﬁbﬁﬁi\*\ﬁﬂ#?ﬁfl o lf o . |
forage processing, raising of animals and poultry, and machines (m) #HEKM =15 I’f ﬁ“ﬁiﬁ’]%i_ F AR o 35T R
collecting products of animal husbandry. Hi > F AR > At FARARAR ©
(I)  Fishing machines. This refers to the machines used in fishing and 2 ks k#{& . ,ﬁﬁ WAL BT EULRE
aquatic breeding, including fishing machines, oxygen boosters, M HEECcOBEEAR -G hie PRI FRE
and bait machines. B S B A R A e B SR o

Motorized fishing boats do not belong to this category of goods.
(m) Forestry machines. This refers to the machines used for planting

and afforestation, including cleaning machines, afforesting ﬁgﬁi =

machines, and sapling planting machines. f ﬁﬁﬁﬁ% ﬁ&?ﬂ ¥;EE
Tree felling machines used in forests and log gathering

machines do not belong to this category of goods. i 1 (B FUNE T AL ST £

(n) Small farm implements and tools. This refers to farm tools like
animal-drawn plows and harrows, hoes, and sickles.
Parts and spare parts of agricultural machinery do not belong i =5
this category of goods.
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VAT Rules on Special Activities and (1) B2 FE 8 5 SR T
Various Businesses ) REMHEITA

(3) B SHE T RIE RGBS I RALT T
Explanations on VAT Rules on Special Activities

Categories
vart Are 5,6 VAT Tax calculation method of unique operation includes:

(1) Concurrent operations in goods or taxable service of different tax
rate

(2) Mixed sales activities

(3) Concurrent operations in sales of goods, taxable service and non-
taxable service
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I Value-Added Tax
Regulation on the Use of Exclusive VAT Invoice

THE PURCHASER OF VAT INVOICE
Conditions for persons obtaining for use

Invoices can only be obtained and used by general VAT taxpayer. Small
scale VAT taxpayer of and non-VAT taxpayer shall not obtain and purchase
it for use.

Situations where exclusive VAT invoices shall not be obtained and
purchased for use

When one of the following circumstances applies to a general taxpayer,
VAT invoice shall not be obtained and purchased for use:

I.  The accounting system is not reliable, that is the taxpayer 1s unable to
accurately calculate the amount of output VAT, input VAT and value-
added tax payable as required by the accounting system and the tax
authorities.

2

Taxpayer unable to accurately provide the amount of output VAT,
input VAT, value-added tax payable and other taxation data regarding
value-added tax.

3. Where the following activities were ordered by the tax authorities t5
be rectified within a stipulated period, but still not rectified:

(1) printing invoice without permission;

(2) purchasing exclusive invoice from individuals or units%ther than
the tax authorities;

(3) borrowing exclusive invoice from others:

(4) provide exclusive invoice to others:

(5) failing to issue exclusive invoice as stipulatés;

(6) failing to retain exclusive invoice as stipulated;

(7) failing to report the purchase, use and retention of the exclusive
invoices as stipulated:

(8) failing to allow inspection of the tax authorities as stipulated.

4. Goods for sales all belong to tax-exempt items.
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Determination of Time of Incurrence of VAT
Liabiliry and VAT Management
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o ified Deductions and Exemptions ( Value-Added Tax, Customs Duty
B and Consumption Tax)
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1l Value-Added Tax Il — Import Tax Deductions and Exemptions

Administration of the Examination and Approval
of Domestic Sale of Bonded Materials and Parts
Imported for Processing Trade

Definition of domestic sale of bonded materials and parts imported for
processing trade

Domestic sale of bonded materials and parts imported for processing trade
means: Operating enterprise needs to sell the bonded imported materials
parts or their finished products domestically or to use them for the produ
of goods, which are sold domestically, because the enterprise cannot process
the goods and then re-export them as stipulated for certain reasons.
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Conditions for domestic sale of bonded materials and parts imported
for processing trade

1. The foreign business entity has consulted with the operating unit for
certain reasons and requested for termination of the implementation of
the originally signed export contract, provided that the opera
enterprise can provide the corresponding evidence and after taking the
price etc into consideration, it is difficult for the enterprise to enter into
a new export contract. ]

2. Due to the decrease of the prices in the international market, if the.
operating enterprise continues implementing the originally si
export contract, it will suffer serious economic losses, provided th
can provide the agreement with the foreign business entity regaraing
the termination of the implementation of the contract. 4

3. The imported materials and parts have been put into p \éng and use,
but the quality of the processed finished products ot conform
the standards of the signed export contract, provi at the operating
enterprise can provide the related evidence issued by an export quality
inspection authority or a domestic quality supervision authority.

4. Part of the materials has been created due to the improvement of
processing techniques and reduced unit consumption or a reasonab!
quantity of leftover bits and pieces of materials inevitably created due:
to technological requirements of processing techniques, provided that
the operating enterprise can provide the corresponding evidence from:
the competent department responsible for the production industry.

5. The signed export contract is impossible to be implemented due to an:
event of force majeure events.

6. The enterprise possesses other proper reasons for requesting domestic
sale.
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I Consumption Tax

3.

Calculation of Consumption Tax Payable Amount

‘Additional fees’ means charges received from buyers not included ip
the price. They include funds, raising fund fees, returned profits,
subsidies, fines for breach of contract, service charges, packing fees,
reserve, fine-quality fees, loading and unloading charges, funds
collected on someone else’s behalf and funds paid on someone else’s
behalf and other various types of additional fees. But, the following
amounts are not included:
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(a) freight invoice issued to the buyer by the carrier;
(b) taxpayer passing the invoice to the buyer;

For taxable consumer goods sold by taxpayers on which foreign

currencies are used to account for the sales amount, the taxable

amount shall be calculated by converting the sales amount into

Renminbi with reference to the price in the foreign exchange market.
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For taxable consumer goods which are sold together with the packaging
and which adopt the ad valorem fixed rate method for the calculation of
consumption tax payable, whether the packaging is independently priced
or not, and despite how they are accounted for in accounting, the amount
of the packaging shall be included in the sales value of the taxable
consumer goods for the levy of consumption tax. If the packaging is not
priced and sold together with the goods, but for which cash deposit i
received, this cash deposit shall not be included in the sales amoun
the taxable consumer goods for the levy of consumption tax. Howav
the cash deposit which has been received for more than one ye e
cash deposit which will not be refunded due to the packagin being
recovered within the time limit, shall be included in the ount of
the taxable consumer goods and charged with consumption tax at the
applicable tax rate for the taxable consumer goods. %’

For packaging which have been priced andﬁsro ether with the
taxable consumer goods and for which cash deposit is received, if the
deposit is not refunded by the taxpayer within the stipulated time
period, this amount shall be included in the sales amount of the taxable
consumer goods and charged with consumption tax at the applicable
tax rate of the taxable consumer goods.

Consumption tax shall be calculated and paid on taxable consumer
goods manufactured and used by the taxpayer himself according to the
sale price of the similar types of consumer goods manufactured by the
taxpayer; if sale price for the similar types of consumer goods is not
available, consumption tax shall be calculated and paid according to
the composite taxable value. The formula for calculating composite
taxable value is as follows:

Composite taxable value = (Cost + Profit) / (1 — consumption tax rate)
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IV Custom Duty

Calculation of the Insurance Premium,
Transportation and Related Expenses

Goods imported by land, air, sea transport in general

The calculation of the insurance premium, transportation and related
expenses of the imported goods and exported goods:

1. Transportation by sea

For goods imported by sea, the costs of transportation and insurance shall
include those incurred up to the point when the goods are delivered to the
port of unloading in the territory;

If the port of unloading the good is on an inland river, the cost shall
include those incurred up to the point when the good is delivered to this
port.

2. Transportation by land

For goods imported by land transport, the costs of transportation and
insurance shall include those incurred up to the point when the goods are
delivered to the first place of entry in the territory;

If insurance premium, transportation and related fess are paid until the
port of destination, the cost shall include those incurred up to the point
when the goods reach this port of destination.

3. Transportation by air

For goods imported by air transport, the costs of transportation and
insurance shall include those incurred up to the point when the goods ar¢
delivered to the first place of entry in the territory;

If the destination of the good is the port other than the first place of
entry in the territory, the cost shall include those incurred up te the point
when the goods reach this port of destination.

4. Principles of calculation of transportation expenses and insurance
premium

The transportation expenses and insurance premium on the goods
imported by land, air and sea transport shall be accounted for according to
the amount actually paid.

If the transportation expenses of the imported goods cannot be
determined or has not actually incurred, the customs shall calculate the
transportation expenses by referring to the payment rate (amount)
announced by the transportation industry for the same period in which the
goods are imported; the insurance premium shall be 3% of the sum of
‘price of goods and freight expenses’.
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Calculation of the Insurance Premium,
Transportation and Related Expenses
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IV Custom Duty Customs Duties on Exported Goods

DV (iv) Other processing expenses incurred during the production (v) AEERHERFH AT HH o 4% §10(1)
Art 10(1) process of that good. S A o SN AE B K R AR SRS A ey A~ —
(v) Profits from the overseas sale of goods with the same class or e By F s fe— A B o * i —E $1002)
DV same type, profits that are related to the general expenses and o |
Art 10(2) general expenses. 4, HASETE
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4.  Other reasonable methods

Other reasonable methods adopt the assessment principles stipulated by '

the WTO agreement and ‘Dutiable value method’, and use the information % o 511
obtained in China’s territory as the base of assessing the dutiable value, (a) FRAKPRA 3 & B B AR 80 1645 a4 §11(6)
pv are 11 However, the following price cannot be used: (b) THIRIT (RS FIE B | R $1102)
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Art 11(6) (a) lowest price limit or arbitrarily fabricated price; (c) HihE & o TiahsEMms B4 §10(3)
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DV (d) price calculated from the price or expenses other than those ( DHEZESILE T EES o 4% §11(5)

Art 11{4) stipulated in the price calculation method;

- ”%‘f; (e) selling price of the goods produced and sold in the territory;

" ”%"; (f) selling price of the goods sold to third country or region.
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Customs Duties on Exported Goods

Background of the tariff rate of export duty in China

There is only one column of tariff rate of export duty in the ] WA o

Import and Export Tariff. Since export can bring benefits a’s

economy, foreign exchange and employment to a certain ext erefore, HOEHHTRER

China only levies export duty on a small number of resour: products o Jue

and semi-finished goods whose export order needs to ulated due to HO TR EMB > REZT W HOME RN RO EF T

blind import and keen price competition. GEY. SFEoE £ 4 §21

Dutiable value of exported goods : . FAFHBATETAE 8GR T4 -

The transaction price of exported goods means the price paid or payable to (1) o 57406 THAR L F 40 6 SeIb 58 & oY sk X RAS B At »
pv are21 seller by the buyer for the goods exported and sold outside the territory. HiaMEERE o

i = & .
l. Transaction price of the price paid or payable: _ ) i%gﬁ;;ﬁg :g%% Hb%g;ﬁ; c'i U

(1) The transaction price of the goods sold abroad shall be adopted
as the basis of the dutiable value of the exported goods, which is
examined and determined by the customs.

(2) The dutiable value of the exported goods shall include
transportation and other related expenses, insurance premium
incurred before the goods are delivered to the place of exit in the
territory.
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V Value-Added Tax Ill — Tax Refund

Tax Refunds (Exemptions) Regulations on the Implementation of
Classification Management by Enterprise on Exported Goods

Standards and management method of type C enterprise -,_gﬁ%iﬁﬁﬁﬂﬁiﬁ
GSH;j gg 1. Standards of enterprise 1. &EEF ﬁ:ﬁj "
i3 #51(3)
(1) no tax deception has been committed for the recent three years; (1) i3 FRAE LB R T IRBH A
(2) the enterprise has a sound and complete financial system. 2) LEMBRARE -
Nﬁﬂﬂ ,ﬁ?ﬁ 2. Management by classification methods 0. HEEEME (?9?;?35
(1) Implementing a management methods in which tax refund can 4
only be lodged when the invoices and documents are completely (1 TAEERLFT BRI IR EEME
collected. @) U ETHRM g > BT 8 TR R (
(2) After the exported goods have been exported through customs, hO BB )~ ARSI (HOHHER ) Bk ko
tax refund (exemption) can only be lodged when the tax refund ME SN~ H AR R DB ZE R i E A FTE
proofs such as exported goods customs declaration forms, copy RHE 0 : . '
specifically used for export tax refund, value-added tax payment - i T 5
certificate (specifically used for exported goods), foreign & & e ﬁﬁ%ﬁﬁﬁ MR FHAEREE - ETEL
currency receipt verification and cancellation form for goods ()O Rt b FHARA ©
export ‘export currency receipt’, special invoice for value-added % .
tax and export invoice) are completely collected. &%E&B_ﬁﬂﬁ}f
(3) The tax authorities responsible for export tax refund examine )
and approve tax refund on the basis of conscientiously 1. #HIE ﬁgf;f’ o
examining and approving the tax refund proofs and electronic # 8
information.
i ST e = = w3 ERGHELBBAMEMAGETLEK
tandards and management method of type D enterprise e i P
GSH 1998 el i (1998) 36
No36Arr4 L. Standards of enterprise #es
A () FARBEESY B S5~ FRETRE O
Export enterprise which has committed tax deception in theg t three 2) oA PREN R C Mo ERET N £F
I ‘é{'\' 0 080 B B SR AL P A AR ATRAS B4 > &
Noi6ArS 2. Management by classification method MEBE > AMERoRhOFRFECERFEHTTH

i Bk 4 = 4. ~ ~ s 1 ? o

(1) Implementing a management method in which the lodging, B R ETRLRN - K& ARGEALENEN
examination and approval of tax refund are strict.

(2) For the examination and approval of tax refund for exported
goods, apart from following the management method for type C
enterprises, the competent taxation authorities responsible for
export tax refund shall conduct strict examination and
verification on the information lodged for tax refund. After
verification through investigation, the examination and approval
of tax refund shall be made on the basis that the loans on the
exported goods are confirmed to have been directly paid to the
seller and the tax refund proofs and electronic information are
authentic, complete and correct.
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V Value-Added Tax 11l — Tax Refund

enterprise carries out recording in the enterprise; recording by
commissioned middlemen is selected by an enterprise by referring to the
actual need.

After finishing recording, the enterprise may calculate the tax
refundable amount for this period through the functions of the declaration
system, such as summary, inquiry and calculation, make them into a soft
copy of computer record ‘soft copy” and send to the tax refund authorities
for carrying out of pre-examination. With reference to the doubts found in
the pre-examination, the enterprise shall readjust the lodged information
by referring to the actual condition until the pre-examination is passed
and a soft copy is made.

Step 3: Sending to the MOFTEC for verification and signature

An enterprise applies to MOFTEC for export tax refund verification with
documents that have passed the pre-examination. MOFTEC department
responsible for export tax refund verification carries out verification on the
enterprise’s documents according to the export tax refund verification
administrative method.

The main points of verification are:

(1) if it falls under long-term collection, whether the long-term
collection proof is provided;

(2) whether the higher tax rate and valuable goods lodging tax
refund belong to the goods approved to claim tax refunds by the
State Administration of Taxation and MOFTEC;

(3) whether the price of the exported goods is normal;

(4) whether the amount of increase or decrease in export is normal,
and

(5) whether the cash operation is normal.

Step 4: Sending to the tax authorities responsible for taxefund for
examination, verification and approval

After the documents used for application of tax refund are verified by
MOFTEC, the export enterprise sends the documents, which fulfill the
rules, and the corresponding lodged information to the tax authorities
responsible for tax refund for examination, verification and approval. The
main corresponding procedures are as follows:

Firstly, the tax person of the export enterprise transfers the content of
soft copy information to the export tax refund examination system under
the arrangement of the special personnel of the competent taxation
authorities responsible for tax refund;

Secondly, the special personnel of the competent taxation authorities
responsible for tax refund carries out the preliminary examination work;
the preliminary examination examines the business and found doublts,
prepare a list of doubts for carrying out examination or transfer to
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Taxable Items and Tax Rates of Business Tax
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s Business Tax

3 Taxable Items Scope of tax levy Tax rate

Nightclubs, music halls, 20%
ballrooms, areas for shooting,
hunting and horse racing, arcade
rooms and places for playing
golf, bowling and billiard.

Agency services, hotels, food 5%
and catering, tourism, storage,
rental and leasing services,
. ' advertising and other services.

7. Service industry

Bao §i 8. Assignment of Assignment of land use rights, 5%
intangible assets patents, non-patented technology,
' trademarks, copyrights and
%%*ﬁﬂgﬁ E *u *ﬁg | i business reputations.
0, Sales ovable |Sales of buildings and other 5%
g%%ﬁfﬁgfﬂ%ﬁ ' pro structures attached on the land.
R O Taxable Items for Business Tax Explanations
#t. 8 e HE 1
METTTS RSN  ASBIEN  EE | 3% f 7 Trufic and transportation industry
9~ BRI~ | _
e . 3% Traffic and Transportation Industry’ refers to goods or passengers
2 EEX ﬁf ﬂéi B4~ KRR \ ported by using transportation tools, manual or animal forces. The
PN ysical location of these goods or passengers is being transferred. The
3. 2EERE A~ R W\ pe of tax levy include§: transportation by land, water, a:u' and Qipeline
o . +\ d loading and unloading transport. Any labour services which are
4. HEREX B~ B - ) 3% ed to operational activities shall fall under the scope of this taxable
5. XALMAE P Lk Q) 3% m for tax levy.
6. BEE 4 OK %M - F2%A | 5%20% L. Land transport
I
‘Land transport’ refers to the transportation business which carries goods
GsF 1993 OF PAssengers via land (above the ground or beneath the ground), including
" No 149 transportation by railways, highways, cable cars, cableways and other land
Art (1) transportation.
2. Water transport
: *Water transport’ refers to the transportation business which carries goods
GsF 1993 OF Passengers via waterways, natural or man-made, in streams, rivers,
No149 4, lakes and plains, etc or via marine courses. ‘Salvage’ is subject to tax levy
1{2) similar to water transport.
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Taxpayer and Scope of Taxation of Individual Income Tax

EAFTSREMRAREHIRER
1ELA AT 78 FEATFATENA

VII Individual Income Tax

Taxpayer and Scope of Taxation of
Individual Income Tax

Taxpayer of Individual Income Tax
1. ZR

| AYEBRAAEN KA REMTERABAEN —FOEAKLT R

g A BT F o RIBAE AT AR E M B AT B o masm
(BAER) §1

2. #ER

fob A RAE X T EERE BT ERA BET S S8
Ao &*@fiﬂﬁiﬁ-ﬁﬁfﬁﬁ- ) mﬁﬁkﬂijﬁ'ﬁ%ﬂiﬁyﬁﬂhfﬁ'ﬁ e i
#o (BRER) 2

1. Domiciled in the PRC

Individuals who are domiciled in the PRC, or who are not domiciled but.
have resided inside the PRC for one year, shall pay individual income tax

in accordance with the Law on income derived from sources inside and
outside the PRC (Individual Concept) ]

2. Not Domiciled in the PRC

Individuals who are neither domiciled nor resident in the PRC, or who are.
not domiciled and have resided for less than one year inside the PRC, shall
pay individual income tax in accordance with the Law on income derived

from sources inside the PRC (Source Concept). ﬁ /L ﬁﬁfg;ﬁg %ﬁ?ﬂﬁ@

Scope of Taxation of Individual Income Tax R (BEEE)

T . BB — RS P R R R B TR B0 R RABU . BARA
Not domiciled in the PRC (Temporary Residence) S A M A b 3 A i & R 3B TR 183 K f;:u‘,,w

§7

B REATAEAGAE S GFRRAREXAOIE e
B P BN R E AT RGRAL o B B E XA AER (109 148

Definitions — Resident inside the PRC consecutively or accumulatively
for not more than 90 days, or 183 days within periods under double
taxation treaty, in one Tax Year

Scope of Taxation — Income derived from sources inside th , but : S REAVH . 325 B P
only which is paid by employers inside the PRC shall be taed."income EuNALE RAGRE BT AR

paid by employers outside the PRC is not taxable. Inco 2 paid by an

employer outside the PRC shall not be borne by organim@ or places of HER (RMEHE)

that employer inside the PRC. BE A b ik R R 3 B AEARB00 R H A AL

EomM P A PEBA RS X EHEERB I3 B 2RH1F

#E— RRATRBAYHE > RHEGTRBARE LTRG P TEE

B35 B £ AT PRI ARAL o ';EMJ 148

Not domiciled in the PRC (Permanent Residence)

Definitions — Resident inside the PRC consecutively or accumulatively
for more than 90 days, or 183 days within periods under double taxation
treaty, in one Tax Year. |

BE (FEkA1E)
RE—BaE# 1 5L 2585 4%

Scope of Taxation — Income derived from sources inside the PRC,
whether paid by employers within the PRC or paid by an employer outside
the PRC, shall be taxed.

Domiciled in the PRC (Non-Permanent)

Definitions — Resident for more than one year, but less than five years.
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VIl Individual Income Tax Payment of Tax
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Taxpayers requesting to change the place for tax filing shall first be
approved by the original tax authority.

2. When taxpayers file tax returns, deduction for the amount individual
income tax levied inside and outside the PRC shall be allowed on
amount of payable tax as prescribed by the relevant rules.

3. When filing tax returns, taxpayers shall correctly complete the tax
returns in respect of different categories of taxable income, and shall
also send the relevant information according to the rules prescribed by
the tax authority.

4. Taxpayers may personally or appoint others to file tax returns by post
within the period of time for tax filing as prescribed.

5. For tax returns filed by post, the actual date of filing shall be the date of
postal chop of the sending place.

6. Where the period of time limited for tax filing ends upon a statutory
rest day, the next day after the rest day shall be the last day of the
period of time limited.

oo

7. Taxpayers having genuine difficulties who cannot deal with filing tax
returns in accordance with the period of time limited, after approval of
the tax authority, may postpone filing.

8. Taxpayers who due to special difficulties cannot file tax returns in
accordance with the period of time limited, after approval of tax

authority (branch) of a level above the provincial level, may pos$ )
of

RIERAIRAN

BAMFHRA RGO BMEI BT 7| = AE TR

paying tax, but not more than three months at maximum.

9. Where tax authority investigate income and tax payment si kIR
taxpayers as prescribed by law, the taxpayers must repog\l 1ly, i
and produce relevant information, and shall not refuse arenceal. () % ﬁgﬂﬂ’r% ’
Y (b) BT |

(c) HFMEARHE

(d) F& -~ RA ~ E&FAT S
(e) HAREME

) HEBRFAT

(g) FBRMAF ]

(h)y HHriiFe

S

Payment of Tax

Levy of tax amount of individual income tax are categorized into the
following three types of time limit in total:

Levy per Occasion

(a) Income from remuneration for personal services
(b) Income from remuneration for manuscripts

(c) Royalty Income

(d) Income from interest, dividends and bonuses

(e) Income from leasing properties

(f) Income from assignment or transfer of properties
(g) Contingency income

(h) Other income

344 345




LTI No 20

LTI Art 58

GSH 1993
No 469

VIII Foreign Investment and F oreign Enterprises Profit Tax

The issues of taxation treatment concerning the above circumstances are
determined as follows: i

(a) foreign investment enterprises inviting guests to their restaura
which are operated for outsiders shall pay business tax according
to the operating income computed from the pricing standard
charged of the external business operations. The amount shall
not be valued at cost to directly offset the operating cost; and

(b) foreign investment enterprises withdrawing their own products.
like cigarettes and alcohol etc for receiving guests shall treat the’
expense as sales and pay value-added tax according to the
operating income computed from the external selling price. The
amount shall be recognized at the input cost to offset the inventory.

Administrative expenses

Reasonable administrative expenses supported with certificates about the
scope, total amount, sharing basis and methods of the overall
administrative expenses of the head office, attached with a verification
report issued by a chartered public accountant concerning the which are
paid to the head office by the establishments or sites inside China
established by the foreign enterprises and which are related to the
production and business operations of the aforesaid establishments or sites
shall be submitted and, subject to the verification and approval of the local
tax authorities, may be recognized as expenditure.

Foreign investment enterprises shall share with their branches
reasonable administrative expenses relating to the production and
business operations.

However, administrative expenses paid by associated enterprises are
not recognizable.

Where administrative expenses have been paid by «&n) foreign
investment enterprise in a certain proportion of the sales ineorme but the
relevant departments have not provided actual services for'the enterprise,
or an foreign investment enterprise has paid expenses 10 the respective
departments at an amount over the reasonable charging standard of the
same type of services in the market, the expenditure belongs to the
expenditure unrelated to the production and business operations as
stipulated in item 10 of article 19 of ‘Detailed rules for the
implementation of the income tax law of the PRC for foreign investment
enterprises and foreign enterprises’, and thereby may not be deducted
before income tax payable of the enterprise.

Where the relevant departments have actually provided services in
respect of property consultation, market information, and sales and
purchases of goods ete, and the foreign investment enterprise has paid the
service charges one by one to those departments according to the relevant
regulated charging standard or the normal charging price of the same type
of services in the market, the service charges may be deductible in the
computation of the income tax of the enterprise.
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Calculation and Filing
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Tax Management on Foreign Investment Enterprises and Affiliated

VIII Foreign Investment and Foreign Enterprises Profit Tax Enterprises — Transfer Pricing

Unit Procedure Article [ paurss HEAE 25
6. Tax Issue the ‘Notice on Provision of Specific 12 "i FERAR | ALETE (Esema B~ E R 18
authority-in- | Relevant Information Concerning Business | EAAH AR THYE L) & Kok
charge Transactions with Affiliated Enterprises’ to REBEAMRHEH®-TAEE A
enterprises, requiring enterprises to # o

provide the relevant information such as
the standards of transaction prices and
expenses, efc.

7. Tax Determine the method of taxation 33
assessment | adjustments and draft the preliminary
personnel proposals.

h.ﬁﬁ%#A.ﬁﬂﬁ&agﬁ%iﬁz@%ﬁéﬁ 33
B A & o
g masF& D GRS ER  HREEHRMe | 34
L FERo
1o, zammk| RETHA > SAER ERWHARK 35

8. Internal Carry out internal deliberation and form 34 1] o K TR A SRR 4 WA SL AT
deliberation | the preliminary opinions of the principal . ooy SFEE 0
comuities | SAIRAHE 10, SR LB M| 30 R A Mk FRAR > BB GRREM | 36
9. Tax Consult and negotiate with enterprises for 35 ' HAOE W RMMFE ZR) MWLM
authority-in- | opinions. Enterprises with dissenting () AR EpL AR R 20 RA T A FEht o

charge opinions may provide evidential
information to explain the reasonableness
of the prices within the stipulated period.

10. Tax Make deliberation decision within 30 days, 36
authority-in- | fill in the ‘Form for Submission of Tax
charge Treatment of Transfer Pricing and

Adjustment of the Amount of Tax on ).
Transfer Pricing for Approval’ and submit §
)

ﬁLi%ﬂﬁﬁsamﬁﬂ(ﬁﬂiﬁ@ﬁ&hiﬁ% 36
Bl HAEEELiEsE) » & BB IoHGH
¥ BRI
o mmes g | kel (akd) 24k REATHRE| 40
Bk ok Btk o ABMBLIR B
7 60 & A b — AL AR b o ke
st AR RA 60 RAEE R
ko AEHEHRARRLR TAIS K
M ARERART °

it to the senior leaders who shall conduct
verification and approval within 20 days\\\‘

11. Tax Fill in the ‘Notice of Adjustment of the, > | 36
authority-in- | Amount of Taxable Revenue or In in
charge Connection With Transfer Pricing’ Within

five days, inform the adjusted enterprises in

writing and handle the signature for

receipts.
12. Enterprises | Pay the tax according to the stipulated 40
under period after receipt of the ‘Notice’. Where

investigation | dissenting opinions arise, tax shall be paid
first and application for review shall be
submitted to the tax authority one level
higher within 60 days. Decision of review
shall be made by the tax authority one level
higher within 60 days. Enterprises not
satisfied with the decision of review may
appeal to a people’s court within 15 days.
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The payments of the following expenditure by a resident representative
ofﬁ_ce for the head office not belonging to the busi tivities of the
Gsw Tresident representative office itself may be exempt (&emg regarded as

No 140

GSW 88
No 333

IX Taxation Practice of Representative Office

without refusals or hiding of truths. Certificates concerning the p
of expenditure incurred outside China signed by the head office
certified accountant shall also be submitted for verification gp
approval of tax authorities.

Formulae of taxation based on expenditure amount are as follows:
Computation of business tax: '
Income amount = expenditure of this period / (1 — 10% verified profit rage
~ 5 % business tax rate)

Payable business tax amount = income amount x 5% business tax rate
Computation of income tax of enterprises:
Assessable income amount = income amount x 10% (verified profit rate)

Payable income tax amount = assessable income amount x income tax rate
of foreign enterprises

Expenditure of resident representative offices related to their business
activities shall be regarded as expenditure of the resident representati
offices. The following expenditure shall be regarded as expenditure of the
resident representative offices:

(a) sample fees and transportation expenses for acquiring samples
from inside China for the head office; .
(b) warehouse and storage expenses and custom declaration fees

incurred inside China from delivery of foreign samples to China.

(c) fees of hiring interpreters for members from head office pa

visits to China; and
(d) fees of buying tenders paid by a resident representative ¢fiice for
the head office biding for a Chinese project etc.

expenditure of the resident representative offices:

(a) air ticket fees paid by the resident representative office for visits
of the relevant personnel invited by the head office;

(b) expenses paid by the resident representative office on clothing,
board and lodging, transportation and entertainment of members
of the representative group of the head office during their visits

to China. They exclude the above expenses paid for the

representative groups visiting China to engage in commercial
negotiations or contract conclusions elc;

(c) decoration expenses, custom duty on samples, transportation
fees inside China and other expenses paid by the resident
representative office relating to a large scale exhibition held in
China organized by the head office.
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CSZ 1994
No 074

CSZ (1992)
No 077
Art 1{1)

CSZ (1992)
No 077
Art 1(3)

X Enterprise Income Tax

SPECIAL RULES ON DETERMINATION OF INCOME
Tax treatment of reduction or refund of turnover tax by tax handling

Tax Treatment of Reduction or Refund of Turnover Tax by Tax handling,

Reduction or refund of turnover tax (including Pay First Refund
Immediately, Pay First Refund Later) of enterprises is credited into the
enterprise’s ‘subsidy income’ ledger. Except the special items for specified
purpose stipulated by the State Council, Ministry of Finance, State

Administration of Taxation which are exempt from tax, all shall be
included as profits of the enterprise and be levied with enterprise income
tax as stipulated. Those of direct exemption and pay first refund
immediately shall be included as profits of the enterprise for the current
year and levied with enterprise income tax. Those of first pay later return
or first pay later refund shall be included as the profits of the enterprise in
the year of tax refund or return and be levied with enterprise income tax.

Value-added tax amount refunded upon export is not levied with
enterprise income tax:

(a) one reason is that Value-added Tax is a tax on amount excluded
from the price, and is not related to the accounting profits of the
enterprise; and

(b) second reason is that Value-added Tax is credited into the
‘Payable Tax — Payable Value-added Tax (Export Tax Refund)’
ledger and is not treated as income. Amount of consumption tax
refunded upon export is set off against ‘Principal Business Tax
and Extras’ ledger, and on the contrary increases the accounting
profits of the enterprise. This means that Value-added ~Tax
refunded upon export shall be levied with enterprise income tax.

Taxation treatment for assessed value increase of assets

Net value increase from fixed asset assessments incurred'in the course of
appraisal of assets and funds in accordance with the uniform rules of the
State Council shall not be included in the taxable income amount of the
taxpayer.

Net profits or losses of in the transfer of asset rights incurred in the
course of transfer of asset rights by taxpayers shall be included in the
taxable income and enterprise income tax shall be paid according to the
tax laws. Net profits from transfer of State-owned asset rights, where the
full amount is submitted to the Ministry of Finance in accordance with the
relevant regulations of the State, shall not be included in the transfer
income amount.
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Calculation of Taxable Income
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ET Art 7(6)

ET Art 7(7)

ET Art 7(8)

ET Art 11,
Offset Art |

Offshore
Arr2

Offset of Losses

X Enterprise Income Tax
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6. Donations

Gifts of the taxpayer outside the scope of gifts used on public welfare and
of relief nature falling outside the stipulations of the tax laws, and gifts
exceeding the deduction standard of the annual taxable income, are not
deductible.

7. Expenditures on various rypes of sponsorship

All types of sponsorship expenditures mean all types of non-advertisement
nature sponsorship expenditures. If it belongs to advertisement nature
sponsorship expenditure, it may be deducted with reference to the relevant
stipulations on the advertisement fees.

8. Loan guarantee unrelated to the income of taxpayer

For loan guarantee elc. provided by the taxpayer for other independent
taxpayers unrelated to the income of that taxpayer, the capital and interest
borne by the guaranteeing taxpayer due to inability to repay loans by the
guaranteed party is not deductible before tax. N
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9. QOther expenditure unrelated to deriving of income

Offset of Losses SRR o ARARE A RS 0 T A Rl F — #h B A
. &4 P A R T*ﬁ’!ﬂ%)ﬁﬂﬁﬁﬁﬁii?ﬂﬁé@ s ST AR IEIEHURA 0 e
Definition of offset of losses Q g 5 RN AR 5 05 AR AR B RS A s
According to the Enterprise Income Tax Law, if the taxpayer incurs S B R A3t o Bt
in an assessable year, the income of the subsequent year may be dto 50 -
offset such losses. If the income of the subsequent year is cient to - T
offset such losses, such losses may be gradually offset ov:r%e following . BRALLEMFRE bR RE IASRM Ak T
years, subject to a maximum of five years. Whether ‘are losses or iR A E £ T AR BREATHETAREYER
profits in these five years, these five years are as the actual 4 i _
maximum period for the calculation of offset of losses. 5 AEBINERZ M BETAZAMEH 12 SEPBRIZEGE
BRI RE A SRR EiE2 M ey B 15T oA ZAR R A RAE P
Explanations: —ERERANEE > FRBERY B kA LIRA © #5h§2
1. Loss does not mean the loss amount reflected in the enterprise’s
financial statements. It means the loss amount in the enterprise’s
financial statements as verified and adjusted by the tax authorities
according to the tax laws.
2. Profits and losses of overseas operations within the same enterprise may
be offset against each other for the purpose of offset of losses. However,
profits and losses of domestic and overseas operations of the same
enterprise shall not be offset against each other for the purpose of offset
of losses. Profits and losses of overseas operations within the same
enterprise refer to the profits and losses within the same country. Profits
and losses in different countries may not offset against each other.
576 577



