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Questions and Answers on 2008 PRC Enterprise Income Tax Law (Part I)
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Q: How revenue is defined under the PRC Enterprise Income Tax Law (the EIT Law)?
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A: The total revenue of an enterprise consists of monetary and non-monetary revenue.
It is categorized as revenue from sale of goods; revenue from the provision of services;
revenue from the transfer of property; dividend, profits distributed as bonus issues and
other returns on equity investment; interest; rentals; royalties; donations received; and
other revenues.
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Q: How is non-monetary revenue defined under the PRC EIT law?
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A: Non-monetary revenue as defined under the PRC EIT law includes the following:
fixed assets, biological assets, intangible assets, equity investment, inventory, debt
investment which are not held to maturity, the supply of services and related rights,
etc (Article 12 of the Implementation Regulations).
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Q: What are other revenues?
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A: Other income includes asset surpluses, deposit on packaging device and container
overdue for return, accounts payable that cannot be settled, recovery on accounts
receivable which have previously been written off as bad debts, income arising from
debt restructuring, subsidies, compensation for the breach of contracts, exchange
gains, etc.
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Q: What is the non-taxable income?
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A: Non-taxable income includes funds appropriated under public finance. It refers to
the funds allocated under the budgetary administration by the governments at various
levels to organizations like public institutions, social bodies, etc.
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Q: What is the tax-exempt income?
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A: Tax-exempt income is originally part of taxable income. The legal rules
specifically grant the exemption to some of the taxable items. Tax-exempt income
includes interest income earned from national treasury bonds, the dividends and bonus
issues derived from resident enterprises, the income derived from production
activities of agriculture, forestry, animal husbandry and fishery.
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Q: What is the reduction in sales revenue?
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A: Reduction in sales revenue refers to the following: where the enterprise uses raw
materials that are on the list of “Category of Preferential Corporate Income Tax
Treatment for Synergistic Utilization of Resources” to produce goods that not
restricted or prohibited by the State and that are in conformance of national or
industry standards, the enterprise is entitled to a 10% reduction in sales revenue in the
computation of its taxable income.
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Q: Suppose that the tax rate is 25% and the fair value for the donated equipment is
100. How does the enterprise account for the donation received?
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A: The balance sheet of the enterprise receiving the donated assets will show the
following change:
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Step one is to debit asset 100 and credit other income 100. Step two is to debit income

tax 25 and credit income tax payable 25.

By China Tax & Investment Consultants Limited
rh R 55 S 4% 5% i I 7 B A 7] www.china-tax.net




