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WTS -Tax Information in China

2009 Value Added Tax (VAT) Reform

The executive meeting of the State Council presided by Premier Wen Jiabao signed
amended Provisional Regulations of VAT this Monday afternoon. Based on this amend-
ment, from January 1, 2009, the current value added tax policy on fixed asset purchase
will be substantially changed. Most important changes are as follows:

—

Allow enterprises are allowed to claim credit of VAT paid for newly-purchased
equipments.

II. Cancel VAT exemption for imported equipments.

III. Cancel VAT refund for domestic equipments that are procured by foreign
invested enterprises (FIE).

In general, this tax reform is good news for companies in China who have equipment
purchase as they may claim the input VAT credit for purchased fixed assets. It will bring
definite benefits to those who could not utilize the existing tax incentives relating to
import VAT exemption for imported equipment and input VAT refund for domestically
purchased equipment. For these legal entities, it is our advice to put purchase plan on
hold till Jan. 1, 2009.

However, taking into consideration that

I. the input Vat paid for fixed assets will definitely occupy cash and

II. It is likely that only credit method (against output VAT) not refund method will
be adopted for those paid input VAT for fixed assets.

It is our advice for those legal entities who have the opportunity to utilize tax refund or
tax exemption based on existing legal basis to take immediate action to ensure those
tax incentives.

It is expected that the amended version of this regulation will be promulgated soon. By
then, more details may be interpreted. We will keep close look on the development and
will issue separate tax circular with tax advice.
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The information contained in this publication is for general guidance on matters of in-
terest only and is not meant to be comprehensive. The application and impact of laws
can vary widely based on the specific facts involved. Before taking any action, please
ensure that you obtain advice specific to your circumstances from your WTS service
team. WTS expressly disclaims all implied warranties, including, without limitation, war-
ranties of merchantability, title, fitness for a particular purpose, noninfringement, com-
patibility, security and accuracy.
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