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and China

TAX NEWS Further Information on Recent Changes to Individual Income Tax Filing Prodecure Professional Services
in Beijing

Circular of Beijing Local Tax Authority

"Provisional Administration Measure on lIT Filing" and "Provisional Administration Measure on Taxation
Issuing IIT Receipt" Jing Di Shui Ge [2003] No. 590

Applicable taxpayers:

Financial Accounting
IAll withholding taxpayers and self-filing taxpayers who pay their individual income tax at the Beijing

Local Tax Bureau.

Definition of "Self-filing taxpayers":

Management Solutions
"Self-filing taxpayers" refers to those who fall into either of the following categories:

1) The taxpayer generates income from two or more resources.

2) The taxpayer receives, in more than one installments, one-off incomes such as remuneration for Business Management
labor services, author's remuneration, royalties, and lease of property.

3) The taxpayer generates income and there is no withholding taxpayers to withhold IIT for that
income.

Corporate Restructuring

4) The taxpayer receives income from a resource where relevant withholding taxpayers failed to
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withhold IIT.
5) The taxpayer receives incomes from overseas.
6) Other.

Self-filing taxpayers should complete the IIT Self-filling Taxpayer Basic Information Form when they
pay IIT for the first time. Any changes to the information provided should be communicated to the local
tax authority within 30 days.

\Withholding taxpayers should file "Withholding IIT Breakdown" form on a timely basis. Self-filing
taxpayers should file "Self-filing IIT" form on a timely basis.

Taxpayers having difficulties in filing on time can postpone tax filing until the end of month.
\Withholding taxpayers and self-filing tax payers can choose to file T via the internet.

Penalty Terms:

\Withholding taxpayers and self-filing taxpayers who have failed to file their taxes in time are subject to
a penalty up to RMB10,000.

Withholding taxpayers and self-filing taxpayers who are found guilty of tax evasion will be subject to a
penalty from 50% to 500% of the evaded tax. Criminal charges may be applied if the amount is
significant.

Tax agents:
Withholding taxpayers and self-filing taxpayers can entrust tax agents to handle all their tax affairs.
Effective date:

This circular becomes effective from 1st January 2004. The Beijing Local Tax Authority Provisional
Measures Concerning Strengthening Tax Administration on Key Individual Income Taxpayers is
abolished on the same date.

Issue of tax receipt:

Taxpayers can ask the local tax authority to issue tax receipts upon presentation of eligible
identification.

TAX NEWS Individual Income Tax Issues for Hong Kong Residents Working in Hong Kong and

China

Under "The Arrangement between the Mainland of China and the Hong Kong Special Administrative
Region for the Avoidance of Double Taxation on Income"” ("the Arrangement”), a Hong Kong resident
who exercises employment both in Hong Kong and the Mainland can be exempt from IIT in the
Mainland if all the following three conditions are satisfied:

1) The Hong Kong resident stays in the Mainland for a period or periods not exceeding in the
aggregate 183 days in the calendar year concerned, 2) the income is paid by, or on behalf of, an
employer who is not a resident of the Mainland and 3) the income is not borne by a permanent
establishment or a fixed base which the employer has in the Mainland.

In December last year, the Hong Kong Inland Revenue Department issued guidelines to clarify several
issues concerning Hong Kong residents exercising employment both in Hong Kong and the Mainland.
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They include the principle for counting the "period of stay" in the Mainland. According to the
guidelines, a 2-tier test should be adopted in counting the "period of stay".

1) The period of stay in determining the taxing right

The first test is to calculate the "period of stay" for the purpose of determining which jurisdiction has
the right to tax.

Under the Arrangement, one of the conditions for IIT exemption is that a Hong Kong resident must not
stay in the Mainland for a period exceeding 183 days in a calendar year. In deciding whether the
"period of stay" exceeds 183 days, the determination of the number of days of presence is critical. In
this regard, a "day" includes any day on which a Hong Kong resident is physically present in the
Mainland. This test is also referred to as the "N Day rule".

Suppose a Hong Kong resident is employed by a Hong Kong company but works full time in a factory
in the Mainland and earns HK$21,000 a month. The resident travels into the Mainland on Monday and
comes back to Hong Kong on Friday every week and does not have any duty in Hong Kong.

Since the 183-day threshold is exceeded no IIT exemption is available and the whole amount of salary
of HK$21,000 is subject to IIT because it is entirely PRC sourced. The whole amount of salary of HK
$21,000 is exempt from Hong Kong Salaries Tax because no duty is performed in Hong Kong.

2) The period of stay in calculating tax liabilities

If a Hong Kong resident has stayed in the Mainland for more than 183 days in a calendar year under
the "days of presence” rule, he or she is liable to IIT. In this regard, the second test is to determine the
"period of stay" for the purpose of calculating the IIT liabilities in the Mainland. This second test is
referred to as the "N-1 Day rule".

Suppose a Hong Kong resident is employed by a Hong Kong company but performs duties both in
Hong Kong and the Mainland. The resisdent travels into the Mainland on Monday and comes back to
Hong Kong on Friday every week and then works in Hong Kong every Saturday. The resident's
monthly salary is HK$21,000 and the amount of [IT due on HK$21,000 is HK$3,000.

Days of presence using “N-1 day rule” is: Number of days of presence in the Mainland each week:
5 -1 days = 4 days

Number of days of presence in the Mainland in the month:

4 days per week x 4 weeks = 16 days

Since the 183-day threshold is exceeded no IIT exemption is available and the whole amount of salary
of HK$21,000 is subject to IIT, and then apportion on time basis because the Hong Kong resident has
duties both in Hong Kong and the Mainland.

The IIT payable is calculated as follows:
HK$3,000 x 16/ 30 = HK$1,600

The whole amount of salary of HK$21,000 is subject to Hong Kong Salaries Tax but the Hong Kong
resident is eligible to claim an exclusion of salary on which IIT is paid.

The amount of salary subject to Hong Kong Salaries Tax is effectively calculated as follows:

HK$21,000 x (1-16/30)




"Providing an alternative in China"

insights@lehmanbrown provides updates of the latest business news, taxation and
accounting regulations in the People's Republic of China. It is designed to provide
you with interesting and informative information to assist in your dealings with
China or any China-related issues that you may encounter. If you do not wish to
receive this newsletter, we have provided an un-subscribe facility below.

LehmanBrown also provides a monthly newsletter Peeling the Onion which
investigates certain topical issues affecting businesses in China, particularly for
those companies and individuals with operations in the PRC, or looking to
establish a presence in-country.

Recent editions include:

¥ Due Diligence in China
¥ Transfer Pricing Strategies in China
P Business Fraud in China
F Corporate Valuations in China
¥ Crisis Management in China
F China's Changing Tax Environment
P Internal Controls in China
} Establishing an SME in China
¥ Managing Your China Business Under SARS
P Treasury Management in China
P Banking in China
¥ Mergers and Acquisitions in China
P Bridging the Accounting Standards Gap in China
¥ The Changing Role of CFOs and Accountantsin China
F Transfer Pricing Investigations...When not if!

You can subscribe to these newsletters through our website: www.lehmanbrown.
com
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Or you can visit the full LehmanBrown library at: www.lehmanbrown.com/
library.htm
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