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Export Value-added Tax (“VAT”) Refund Rates Adjusted

The Ministry of Finance (“MOF”) and the State Administration of Taxation (“SAT”) jointly issued a notice, Caishui (2003) No.
222, (“Notice 222”) on 13 October 2003 in respect of adjustments to VAT refund rates for export sales.

Unless otherwise specified in Notice 222, VAT refund rates for all export products will be reduced by 2 to 4% as follows:
B Products currently eligible for export VAT refund rates of 17% and 15% will be subject to a reduced refund rate of 13%.

B Products currently subject to a VAT rate of 13% and an export VAT refund rate of 13% will be subject to a reduced refund
rate of 11%.

The refund rates for products otherwise specified in Notice 222 are outlined below.

Products with no change in the export VAT refund rate

Export VAT refund rates for the following products will remain unchanged under Notice 222:

B Agricultural products currently eligible for an export VAT refund rate of 5% or 13%.

B Unless otherwise specified in Notice 222:
- industrial products made from agricultural products, which are currently eligible for an export VAT refund rate of 13%;
- ;Irlgducts currently subject to a VAT rate of 17% and eligible for an export VAT refund rate of 13%.

B Products listed in Appendix 1 of Notice 222 and currently subject to an export VAT refund rate of 17%. The products listed
in Appendix 1 include, but are not limited to, certain types of ships, motor vehicles and their key components and parts,

certain engineering, construction and exploration machinery and equipment and certain medical equipment.

Products with an increase in the export VAT refund rate

The export VAT refund rate for certain agricultural and poultry products (listed in Appendix 2 of Notice 222) will be increased
from 5% to 13%. Since most of these products are currently subject to a VAT rate of 13%, the export of these products will
effectively be zero-rated after the implementation of their new VAT refund rate.

Products with a decrease in the export VAT refund rate

Export VAT refund rates for the following products are reduced to 5%, 8% or 11%.

Major items Current refund rate (%) | New refund rate (%)
Gasoline (tariff code 27101110), zinc 13, 15,17 11

(tariff code 7901)

Aluminium, phosphorus, nickel, certain 13,15, 17 8

alloys of iron

Certain chemical products and minerals 13, 15,17 5

listed in Appendix 5
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Products with the export VAT refund abolished

Products listed in Appendix 3 of Notice 222, consisting of 46 categories of products, are no longer eligible for any
export VAT refund. Those products are currently eligible for export VAT refund rates of 5%, 13%, 15% and 17%.

If the above products are subject to Consumption Tax, the refund of Consumption Tax will likewise be abolished.
The following are some of the major products that will see their VAT refund rates reduced to zero.

Items Current refund rate (%) New refund rate (%)
Crude oil 13 0
Wood 5 0
Paper, paper pulp 13 0
Aluminium oxide 15 0
Lubricating oil 13 0
Light diesel oil 13 0
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The notice will take effect on 1 January 2004, i.e. products declared to Customs on or after 1 January 2004 for export
will be subject to the new export VAT refund rates.

However, Notice 222 provides grandfathering relief to allow the application of old export VAT refund rates to
certain whole sets of equipment and large machinery and electrical products, the export VAT refund rates of which
have been reduced by 2 to 4% under Notice 222. Such machinery and equipment will be eligible for the old export
VAT refund rates upon approval by the MOF and the SAT, provided that all of the following conditions are satisfied:

m  The export value of the set of equipment is USD 2 million or above, or the unit value of the electrical or
electronic product is USD 1 million or above.

®m  The contracts are signed before 15 October 2003 and the prices are unalterable.

m  The export dates stipulated in the contracts are after 1 January 2004.

m  The case is registered with the relevant local tax authorities in charge of export VAT refund, upon production of
the original and copies of the contracts in question, before 15 November 2003 and is examined and verified by

the provincial tax authorities and reported to the State Administration of Taxation before 30 November 2003.

For cases and export contracts not registered on time, the machinery and equipment exported on or after 1 January
2004 will be subject to the new and lower export VAT refund rates.

Should you require further information on this issue, please contact our PRC professionals (see below) or your usual
KPMG contacts.

Peter Kung John Lee Khoon Ming Ho
(852) 2826 8080 86 (21) 5359 4666 86 (10) 8518 5000
* %k %

All issues of ChinaAlert are now accessible on the Internet
(http://www.kpmg.com.hk)

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity.
Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is
received or that it will continue to be accurate in the future. No one should act upon such information without appropriate professional advice
after a thorough examination of the particular situation.
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