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Taxation of Stock Compensation on Foreign
Nationals during PRC Assignment

TSN

Legal references

BRIAERGEY AR SR E M R E R E - fTEE
MERRIIMENT ¢

The PRC legal authority regarding the taxation
of stock compensation is set out below

eESHMEZR (MEK) B{TARLFEINE
e Double Tax Agreement concluded between
Chino and other couniries (regions).

o pit L\ EEFE-TAREBHE - 2EAX (2006
)

e The PRC Individual Income Tax Law,
promulgated by the National People’ s
Congress and effective as from January 1, 2004

s \REHFEA-ARSHEZRER - BER
(2006 £F)

e Implementation Regulations of the PRC

Individual Inceme Tax Law, promuigated by

the State Council and effective as from March
1, 2008

e ERHBELRL ‘EBRE" HENEHMME 1M
= iEfeS|

e Administrative rules Guo Shui Fa {GSF)
made by State Administration of Taxation
[SAT), setting out details of the tax laws and
regulations; & & GSF (1998) 009, B #i % GSF
(1999) 241, E i % GS5F (2005) 009, E# & G5F
(2005) 205

e EFHFER/L "BERE" NEAEETHHS
iRk S AT EE

e Administrative notlices Guo Shui Han [GSH)
given by State Administration of Taxation (SAT)
in reply to the specific cases put forward by
a lower level of the tax administration: B # &
GSH (1990) 345, Ef & GSH (2000) 190, B &

SRSk | Legal references

MEERTEE T EHERE
L B2 A EE U T\ BRI 161 55

GSH (2005) 130, E#i GSH (2005) 482, E 5
GSH (2006) 866, ETi & GSH (2006) 902, E &
GSH (2007) 1030, Efigs GSH (2009) 285, EHiE
GSH [2009) 481

s HEMSERBSEEL "ME MEALEE
AR T ER B IEES 1]

e Administrative rules Cai Shui (CS) jaintly mndé‘z
by the Ministry of Finance (MOF) and the State
Administration of Taxation [SAT): 14 # Cai Shui
(2005) 035, 4 # Cai Shui (2005) 102, i # Cai
Shui (2005) 107, 1 %t Cai Shui (2009) 005, ¥ %
Cail Shui [2009) 040

AR R R
The point of time for the income
tax obligation to arise

PEETARERE - ﬁﬂi-ﬂ&ﬁﬂfiﬂﬁﬁﬁ. *
T AR A B2 2 LASEE « MR LS
EEFERTHYA - SEREHNERRNAER
AT HaE AR RS —ERME - ZEAATplEEiE
HETEIAREGE « 955 X & R E T T EAETGE
HAHHG ¢

The PRC individual income tax rules
provide that if the stock option is aranted
unconditionally and is vested immediately,
then the income tax obligation will arise in the
manth on which the grant day falls. Where the
stock option is granted subject to a vesting
period, then the income tax cbligation will arise
in the manth on which the exercise day falls.

i
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Taxation on stock options

5|
Questions and answers

(1) ; RTEREY HIS M T IANRSGER - R
I ENERET RSB ATRTTER - ZRT
MR 7

Q (1) : The stock option is granted prior to the
assignment in China, vested and exercised
while the employee is working in China
under the assignment contract. What is the
‘employee’s tax position?

£

g

PRC Assignment

o |- - -
(ol

o[- - -
)

G=Grant day ; V=Vest day ; E=Exarcise day
G=#ETH  V=HHETHEER  E=iTHH

B :HTEETFHR IS HERE
BIE  PEAENFESREREETHE - @z
THRESFAITNERX - S BifEERELE
% (Hoafled) » FBNERBETFEE
FHETHNAKRYEH (Hos3lvE) - THESR
P EER - AR SRERETIEARSS
BT HE R EST O R G X (8 B S0 S e
53 o BEANFRET{RER = [ {THUAS « RETIEHE/ &5
FHEFRE T ERESREEBER] -

A (1) : Since the employee cannot exercise
the siock option right at the grant day until
after the vesting peried is over, the cbligation
for Individual income tax arises from the
‘exercise day. The tax liability is computed with
reference to two relevant periods. The first
period s fram the day of the commencement
of the PRC assignment to the day the
employee exercises the option (from point a
to point ). The second pericd is from the day
of the grant to the day the siock is vested to
the employee (from point g to point v}, The
amount of taxable income is ascertained by
reference to the gain from the stock option as
adjusted as per the ratio between the numiber
of days in the 1st period and the total number
of days in 2nd period (from lhe grant day to

B BLIESNBLRE | Taxation on stock options

the vest dav). That is, taxable income = [gain
from stock option x number of doys worked in
China / total number of day in the perod from
the grant day to the vest dayl].

HTHARXETTHRETE - PHARRERERR
SEY > mEleiehE S EiE i - 81 2009 £
Bt 40 SHLE - WEPR A FSTEREHL - 7TH
1T H S RER R 6 - BEARE P& BRI -
Mote that the obligation for individual income
tax arises from the exercise day. That 15 o tax
on an unrealized gain. Therefore, to ease the
employee’ s liquidation problem, the PRC IIT
low provides that subject to the approval by
the in-charge tax bureou, the employee can
pay the tax by installments over a period not
exceeding &6 months commencing from the
exercise day. See article 2 in the document
Cai Shui (200%) 040 jointly issued by the PRC SAT
and the Ministry of Finance.

(2) : 2T RET EZ 5028 M T AR AGE T
R SR TIEsRE IS T 4E « R T IEMR
o] E e HE T TN -

Q (2) : The stock option is granted prior to
the assignment in Ching, and is vested while
the employee is working in China, but is not
exercised until after the employee leaves
China;

PRC Assignment

8 88

g A

®(2): WEEZRIERETEEREERTH &
BEMRXENANNEESERAINGSES
BEAH A fSREAE - MREBREATEZET
B RIEMN - TRABETRETHRENGA &
EHEPESE - AR TS S BEFERETE
ETHENBH (HoxREbrR) SR TFHENS
TRERSEE (HomE v e) MEEFIEE ;
R HEA A A RSN - TN -

A (2) : If the employee exercises the option
urtil after the PRC assignment, then the




answer to this gquestion depends an whether
the employee’ s salary is paid or borne by an
entity in China. If it is paid or borne by an entity
in China, the gain from the stock optich has a
PRC source and is taxable in proportion to ratio
the number of days the employee works in
China (from a to b to the total number of days
of the vesting period (from g to v). If not, then
the gain from stock option is exempted from
individual income tax in China.

W(3) : MEA TERETIEMES 0T AREUET

WU TRER  FERSCH T TR - IRt 2
Q (3) : The stock option is granted, vested,
and is exercised while the employee is working
in China under the PRC assighment contract.
What is the employee's tax position?

PRC Assignment
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& (3) : R 5B TIERE TIERE &M T IARBOET
R - BliefTRER  HFEXHETITER - HEFEE
BIEPENTE MEXESREETHHEHMYH -

A (3) : If the stock option is granted, vested
and is exercised while the employee is working
i China, then the gain is wholly taxable in
China. The income tax obligation arises in the
month on which the exercise day falls.

#(4) : 7 THRET (ERES M T IABRARETH R
HERTTIAR  RETHEMBEFPEZERRET
TR - AN 2

Q (4) : The stock option is granted and vested
while the employee is working in China, but is
not exercised until after the employee leaves
China. What is his tax position?

PRC Assignment
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& (4) ¢ 09 A TR E T (EHER hE S e
INBERIL - EFPHRENFERA THFEESHEB
RENAA RS E S TR - HEEBRAR
HE 5 SHRIEN - MARBEThE  EEal
PH ; FETEMBAA DG ES LR
AL R 3 -

A (4) : If the empleyee exercises the oplion

until after the PRC assignment. then the
answer fo this guestion depends an whether

the emplayee’ s salary is paid or borne
by an entity in China.If it 1s. then the dain
is considered to have a PRC source and is

taxable in China. If not, then it is exempted

from individual income tax in China.

R(5): ATERET IS N T ABARE
SR T AR I P Bl 2 ES T REE - M
Bi?

Q (5) : The stock is granted while the employee
is in China and vested after the employee

departs frormn China. What is the tax position?

PRC Assignment
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E(5): BIEETEETHEN A LS IEIARDGEE
7t BITERET fEHRE1 2 M T IARAGE & 6
LB EMPNE - FEBYCERILE AR
o WA %6 LE AR TEIA TE MR 2 31T (A R ALIEAD 25

= .
A (5) : Except that the stock option right

is granted unconditionally and vested

immediately upon the grant day, the stock
oplion granting does not give rise to PRC
individual income tax liability for the employes.
The PRC individudl income tax law anly
imposes tax on the employvee on the day when
he exercises the option right either ta assign the
right ar to acquire the stock.

A BLIESYBE RIS | Taxation on stock options
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Taxation on stock appreciation rights

MIABEBGETT R BERE - TETIARNTZE
RIFLENHHERE - HmHAfRHEESR
AT ERARPGEE T A SR AR RS -
MR EISETIT R AERR - RERSNNERT -
EBEASZANEIMAT - SEEEED -

In respect of the stock option plan. after the
employee exercising the stock option right
and having acquired the stock, the employee
can realize the value of the stock by seling the
stock in the market. The investors in the market
pay the employee if he/she sells the stock but
the stock option plan will result in a dilution of
the equity interest of the original stockholders.
In respect of the stock appreciation right plan,
the plan will not dilute the equity interests.
However the Company needs to pay the
employee if the employee wishes to realize the
gain from the 5AR by exercising the rights. The
company will have less cash after paying the
employee.

HPRETHEAAERT  REHENNIBIXS
=5 A ) S ST E A BAGE—# -

To the PRC assignment, the time for the PRC
income tax obligation arising fram the exercise
of SAR falls aon the same day as that for the
exercises of the stock —;‘:rption rights.

SR B R A BLFIRE | Taxation on stock appreciation rights



DAL BN AL S

Tax treatment of stock related income

(1) fTEE ARG R B T E =61
An illustrative example of taxation
on stock option

—EBEERETHE4ITANAERLRAT  S0T
ANERTGIETHR] - REB T ITHERE - RETEIAER
i - BMETRITETESE SEN M - BUSk
m4EE 52,000 AR - ERA T ABTSHAMNE
MEWT

An employvee who already works with a wholly
foreign owned enterprise on an international
assianment for 24 moenths is granted stock
option right and gets vested unconditionally.
He later exercises the stock option right, Due
to the fact that the agreed upon acquisition
price for the stock at the grant day is lower
than the market price at the exercise day, the
paper gain from exercising the stock option is
RMBS2,000. The liability for the PFRC Individual
Income Tax is computed as below:

HRFR AR 12 SEERENEENE (A
BTy - MEMEUE IR B B R S MR gy -
REEAE ITHTEINEEIENE{E RETLHEEES
H241 B BEgNESKen AR aelEs
12 =

Dividing the value of the gain by 12 months,
then the guotient is used te determine the
applicable 1ax rate and quick deduction from
the table given below. Note that the maximum

number of months is limited to 12 only even if
the employee warks for 24 months at the time
of exercising the option right.

RMB52,000 / 12 = RMBA4,333.33
REEATE S = FENEIIERS GRERENE
#) = RMBS52,000

Taxable income = gain from exercising option
(Mo standard deduction) = EMBS2,000

B EHiEh = REgNFRATAEEm X Fis - e

IT payable = taxable income x tax rate - guick
deduction

=RMB52,000x 15% - 125

=RMB7 675

ERExREFEREREZ (1994) 87 SRR
o MRIBANEEE 4333« S AP ER B
BRI AR 15% B 125 -

Note that since the gquotient is 4,333.33, the

applicable tax rate and quick deduction is 15%
and 125 respectively from the table provided
under the administrative rule GSF (1994) 089
issued by the State Administration of Taxatian.

AT BT i B e AE N SCi% | Tax treatment of stock related income

Employee bears tax | Employer bears tox | Tax rate | Quick deduction
BT AIEH | AEFIER BE | EENRY

| Llessthan £ 500 |[lessthan &F475 |5% [0

2 501 =2000 474 — 1,825 10% 25

3 20015000 |ieze—dars  |isw  |izs

4 5001 —20.000 4375 — 18,375 20% w3 T,

5 20,001 — 40,000 | é376-351375  |25% | 1875

& 413' DDl 613 DDD JESra— 45005 30% 3,375

7 éoooi-soo00 |4e76-s8375  |as% femrs

8 E‘-D DD1 = 1DD DDU 58,376 — 70,375 40% 10,375

9 Over #34100,000 |Over@id 70,375 |45% | 15,375
S ——

8
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(2) #iLIA BRAGIE 1T {E4 B9 40 15)
Taxation on assignment of stock
option right

BEECLL AR TGEfT MRS T ad%sE
FERTRME c MR ZATIESE T EREEILE
LA RTULITE « BB SEEBESTH
ETWEAE  ZaTHEASERR TIERHEEH
HEE *

The income from the assignment of stock
option right is taxable in the same way as salary
income. For example, where the employee
assigns the right while working in China. the
gain shall be ascertained taking into account
the respective number of days the employee
warks In China and the home country during
the period between the grant day and the
exercise day.

(3) B {5R% FI B g 5 3
Taxation on dividend

fir TRBBUWIEREARUN  BFAFEERE
JEEmEd 10% 9% - AR LA A mE S EH -
subject to the provisions in the bilateral double
tax agreement, dividend income is taxed at
a flat rate of 10% on gross income without any
deduction.

(4) SR A GO a1 R
Taxation on gains arising from the
disposal of stock

THEEEE ZRA T HESEMNRERER - L8
BT AFRESHEED 0% HELSXHTE
BEGSTRHYRNASZNAS A SN
Fiiig =

Where the employee, after exercising the
option right, sells the stock for o profit, the
income from the disposal of the stock will be
taxed at a fiat rate of 10% on the gain. The gain
Is ascertained by reference to the difference
between the market price at the disposal day
and market price at the exercise day.

BRI R B BT BT R kR
About the Legal Base of the PRC
Administrative Rules

hERk S 89 Sl BR TENETTE - FhES
EEA AN 5 SRR AR - SroAnEsE
B R S TR X RS - R R R
SRR EOEAESRMEHAHUBREEERE
TEHIEE  SESREATHIEE T mES
B AT EGA LA AR - UG E AT
E o WU < A RAFESVFRSHE - AR
HFIE S RE T B | R T ER SR
i e SRt SR SN e En =
R  FI< B S e AR >
< AR EER FRRIEU A A BB R A1 > 2 -

Article 89 of the PRC Constitution Law authaorizes
the administrative branch to make cdministrative
regulations including the administrative requlations
(Regulations) and administrative rules (Rules). All
these Regulations collectively refer to the legally
binding rules that are gromulgated by the Stote

Council, the highest organ in the odministrative

branch, in accordance with the PRC Constitution
and laws, and the legal rules promulgated by the
minisiries and commissions under the delegated
authority of the PRC State Council. The legal
rutes mdde by the State Council ore nomed os
Regulations such as the “The Implementation
Regulations for the PRC Corporate Income Tax
Law® . and The Implementation Regulations for the
PRC Tax Collection and Administration Law” | The
legalules that are promulgated by the ministries and
commissions with the outhorization from the State
Council cannet be named as Regulations, Instead,
these legal rules are nomed administrative rules
such gz “the administrative measures of corparate
income tax law for company rearganization and
re-structuring” and “the issues relating to the
PRE individual incame tax law for the impaosition of
taxation on stock option compensation" | ate.

N BLUE I B AE IR | Tax treatment of stock related income



HEHIARBE

Sale recognition rules in China

W BMPAREEMPENAEES - BRHES
B ERNEME A A %R ?

Question : Our Company is planning to
do domestic sales in China. What are the
differences between the PRC accounting
rules and the tax rules in respect of sales
recognition?

& WA ERAERRENT

(1) MEER . S1ENSE 45—l A (EaseE -
wBEFE - FLHESFEHRTD

(2) ZEAK : iEARHFTEEEZE ;

(3) FEAX : REAEERECIRER L - BS
e : thik AR HEFE A ETER L6

(4) @HLE : BEREITER  SUHEETEM - B
BREITEG

(5) HMEGTRMESE - SEHETERE R
Bl HEITEGSCHEED - HERETEG kR
m ;

(6) B &k : PHEARENESZEE L ;

(7 BEE: HERTHAEFANR, (£mE
BhiEy SChgamm

Answer : The following are the relevant legal
rules for sales recognitions:

(1) PRC Accounting Standard Ne. 14 -
Revenue lincluding the sole of goods, the
provision of services and the income derived
from the use of company's assets by third
parties), as prenounced by the Ministry of
Finance.

EARFRAHLS 5

Dong domestic sales in China .-

(2) The FRC Contract Law, as promulgated by
the National People’s Congress.

(3) The PRC Enterprise Income Tax Law, as
promulgated by the National People! s
Congress. The Implementation Regulaticrs
of the PRC Enterprise Income Tax Law, as
promulgated by the State Council

(4) PRC VAT Tentative Regulations, PRC
Business Tax Tentative Regulations, FRE
Consumption Tax Tentative Reguiations, all
being issued by the State Council

(5) The Implementation Rules of PRE VAT
Tentative Regulations, PRC Business Tax
Tentative Eegulations, PRC Consumption Tax
Tentative Regulations, all being issued by the
Ministry of Finance and the State Administration
of Taxation

(6) The Measures for the Administration of Tax
Invoices, promulgated by the State Council

(7) The Administrative Measure for the Use of
VAT Special Invoices, and the Implementation
Measures for the Administration of Tax Invoices,
issued by the State Administration of Taxation

B9 M sE | Sale recognition rules in China



A : Revenue for the Sale of Goods

(M= ENI4SE4E: U RBIIAELIHEHES
Wr A2 ol BORE A AR BT A AR R A0 3 B LR FO 4R A
EBEEWES" - RNEXESNiES586/E
RMETREMF - SEESE—A=ZT=F0E
PFRMR TR B RN AN RER 0 Bk
AAMERE SR AZTEUENRN" - SGEEE
—H=THRME: "HEATNEXZIEERY
EXFANRBITEMNMBEEEBXEH Y
RIPTEtUE T A ="

(1) Article 4 of the PRC Accounting Standard
No. 14 provides that “the Company shall
recognize the sale where it has passed the major
risks and rewards of the goods to the buyer” |
Note that the provision of accounting standards
is not the same as the legal rules under the PRC
Contract Law. Article 133 of the PRC contract
law provides that “the legal ownership of the
goods shall be transferred to the buyer, unless
the law has a different provision or the parties to
the contract agree otherwise. Article 134 of the
contract law also provides that  “parties to the
purchase and sale contract can agree that the
legal ownership of the goods remains with the
sefler until the buyer has made the payment or
periormed the contractual obligations” .

(2) MRES SHERBNFIL L - URAABNA -
SHENSEFZAEREER  HH  BEHS
BXESFHE BN ERREE SR SL -

(2) Where the goods are sold and delivered
on the spot. the sale is recognired on the
same day. There is no difference between the
accounting standards and the contract law. In
addition, the obligation to pay VAT and issue
tax invoice occur on the same day.

A FiSeN | A : Revenue for the Sale of Goods

(3) MFEERHE AN ZHELHEE (ZHHE)
LHBAEA - BMERMBEXSEFRENHEE
EREERGREEREL - mAS A JIEE
AEAERER BRI ERFNE  WERIMAEY
BRI ENMERERTIRE -

(3) Where the goods are sold on credit, the sale
is recognized on the date when the buyer takes
delivery. The VAT obligation and the timing for
issuing tax invoices occur oh the same day.
The Accounting treatment for sales recognition
can take ploce on the day of delivery or on
the date when the buyer makes the payment,
depending on the terms in the contract
regarding the day on which the legal ownershio
is passed from the seller to the buyer,

(4) MEWHREEZES 133 £FHAENE - £itHF
BEHHEZEREE () SEHFBIALA - MR
EENWHAERSEZ 1M EFHNEHE - kR
GBS SMGRENKELETRFRE AN
BEEERIZMIE S BEALA -

(4) Where the contracting parties adopt
article 133 of the contract law, the seler should
recognize sales on the day of delivery. Where
the contracting parties adopt article 134 of
the contract law, the accounting treatment
will differ from that for cash sales. In thotl case,
the seller should recognize sales on the day of
receiving payment.



(5) EH L ELEmME St W AR E —
o E—RERT S ENE B SRS A
HEEFRN  AEERIVEETREEER -

(5) The income tax ebligation arises on the
same day as the sales recognition under
the accounting rules does. In general, the
accounting standards and income tax rules
adopt the accrual principle, with no differences
between the two sets of rules in respect of sale
recognition.

(6) WEHMAESZIHENRETRE » BERDHR
HEETHNRBRATRE: () SUFREHEER
BEgESAMaLsTansE » M e R s T
S48 (Z) BHURENELERE . (=) Hitd
SHESEWER ; (I AEHEEINER -

(6) The VAT rules differ from the accounting
standards on sale recognition. The VAT
obligation occurs under the following
circumstances: (i} the goods has been
relocated from one city to ancther or goods
dispatched from the head office to the branch
resulting in a change in possession; (i the legal
ownership for the goods has been changed:; (i)
other situations in which the goods are sold at
a consideration; {iv) the situation in which the
goods are deemed to have been disposed of,

(7) AEHEENNRLERE BEREYRAES
AT - ML FIEET - B S ERME 5Tl
Bl EYMRTAERSEEE S — ARzt =
MEHEETNELRE . SEULEESEA
FEYEARERS  AFREQREZIREAEZY
B FIE =

(7) The situations in which the goods are sold
for a consideration include the following: the
owner uses the goods o invest in another
company, the owner obtains monetary, goods
or other economic benefits such as the use
of goods to settle a debt obligation or the
exchange of the goods for equity shares in
another company. The deemed sale situalions
include the following: giving out the goods at
no consideration, reclassifying the goods as
company’ s fixed assets by using the goods in
the construction of company’' s fixed assets,
or distribute the goods to the investor in lieu of
dividends. :

A PSR | At Revenue for the Sale of Goods




B RS EA

(1) =THEN 14 S5 10 £80E - tUEE~hHER
BRRESSZHNEREBTRETR - HSEA
ELEALZRIINERTSERA - TIESHE
EREEREHRSSTENETTHERINGASER
HYT 7% =

(1) Articie 10 of the Accounting Standard No. 14
provides that "where the Company can make
an estimate on the outcome of service provided
on the balance sheet date, the service income
should be recognized by using the percentage
of completion method. By percentage of
completion method, it is meant to recognize
inceme and service costs with reference to the
progress of the service provision.

(2) =B AT « R SR E i EmE - 1
SRS FELSRARE SRS LA « 40
RUESSEHANER  THERHRAOESSR
FEASE A - BUBNEE  BEHFEEEEEE
SRS SREFRALAE - BB IR ASKHBELE
TR CEASIDENSE 9 SMBRERIESER -

(2) Accounting treatment will depend on the
duration of the services provided. If the service
Is completed in one single day, the income is
recodgnized on the same day. If the service can
be completed within a few days, the income
can be recognized after the completion of the
services, The PRC business tax rules provide that
ithe supplier of services should issue tax invoices
giter the completion of the services provided. If
the day when the income is recognized and the
day when the payment is received are different,
the provision of the accounting standard no. 19
shall be adopted to deal with the differences
accordingly.

- B.Income derived from the provision of services

(3) MEAEZFSRETH AN E— 2L Ean
s « NERAT TESHEAmIMERS S -
ZUHMNNE: B SEEEEERAES —NES
FRAREE - WILNBEWRA SIS BT ETEL -
FHZITENSE 19 SABERIIRTEER -

(3) Where the duration of the service lasts for
several months or over a year, the company
should adopt the percentage of completion
method to recognize the income. The PRC
business tax tentative reguiations provide that
the supplier of taxable services shall issue tax
invoice after the completion of each stage of
the services provided. Where the exchange
rate of the income recognition differs from that
the payments are received, the service supplier
shall deal with the rate difference according to
the provisions in the accounting standard no.
19,

(4) ENFHETRAETRRNE  “ELHAMFE
HPRAAH58 ~108 ~ 158 14 ARE 1 1 ZE -
MHAFEEAF AR - BEEHR S XIRENH
A REPIEER R N B E | A AE T B E HA IR 4
R R - " B S xmERA®
RELHAEEAN  TTDERREFEHEALA
EEER A PR A FEBIALA - iIERE
CRILBER BETRETCEER -REftF 5
NERES SEWIAAMLCESESRLRTE
HY  RZERSTTENE 19 SR BRI R IRER -

(4) Article 15 of the PRC Business Tax Tentative
Regulation provides ‘that “the tax payment
due days are five, ten, fifteen, one month or one
quarter respectively. The specific tax payment
gue days are determined by the tax authority
in charge in accordance with the amount of

B. #2557 55 A | B. Income derived from the provision of services



tax payable; if the taxpayer cannot pay the
tax at fixed time intervals due to the nature of
the business, it can pay the tax on o transaction
basis™ | The taxpayer with a small business scale,
as determined by the tax authority in charge,
can issue tax invoice after the completion
of services. In practice, it can also issue the
tax invoice on the day when the payment is
received. The service income that is recognized
on receipt basis will not have to deal with the
exchange rate differences. If the day when
income is recognized and the day when
payment is received do not fall on the same
day, the taxpayer should adopt accounting
standard no. 19 to deal with the difference in
exchange rates.
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(5) According to PRC accounting practices.
the exchange rate for accounting purposes
can be determined with reference to the
transaction day, or determined with reference
to the exchange rate in the first day of the
month. Where a specific exchange rate has
been adopted for accounting purposes, the
company is not permitted 1o make o changein
rates used for keeping the books of accounts.
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e Setting up PRC Sino-foreign equity joint
venture enterprises, Sino-foreign cooperative
joint venture enterprises, wholly foreign owned
enterprises, wholesale and retail trading
companies, representative offices for foreign
enterprises. Setting up of processing trade
factories in Mainland China.

e Post-incorporation complignce with
requirements for accounting, taxation, customs,
foreign exchange control and company
corpordte compliance, ete.

e Providing consultation on PRC laws and
regulations relating to tax, accounting, customs,
foreign exchange, company, labor and social
security.

e Providing consultation on various entry modes

of foreign investors into the PRC market within
the framework of WTO and CEPA, assisting in
merger and acquisition of domestic Chinese
companies and foreign investment enterprises.

® Assisting clients in locating suitable factory sites
in the Mainland China, and obtaining licenses
for environmental compliance, customs record
filing, commeodity inspection and quarantine
for imported capital equipment, assisting in
shipping and logistic services and customs
clearance.

® Searching and registering trade mark in
mMainland China.
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PRC TAX SERVICES
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We provide both tax consultation and agent services:
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® Providing update information on PRC tax laws,
administrative regulations and rules including
corporate income tax, VAT, business tax and
consumption tax, city property tox, deed tox
and stamp tax,

e Providing consultation on issues relating to
taxation, foreign-exchange, aecounting, use.
issue and custody of taxinvoices:

e Froviding consultation en the avoidance of
double taxation on income under the PRC
tax treaty fromework including applicotion for
cerfificate of residency;

¢ Providing services relating to tax planning,
application for granting of tax incentive, income
tax, turnover tax, behavioral tax declarations
and filing for PRC corporations, and application
for temporary tax registrations for non-resident
foreign investors;

¢ Tax declaration and filing for PRC individual
income tox for foreign naticnals and residents of
Hong kong and Taiwan;

e Providing assistance in application for
recognition of general VAT taxpayer and
certificate for export rebates.

e Providing assistance in initiating administrative
appeals and/or litigations for tax related cases.

e Preparing research report relaling to
investment and taxation in the PRC.

® Providing in-house fraining relating to the PRC
Company Law, accounting, taxation, customs
and foreign exchange.
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