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Clarification on Preferential Policy of CIT 

During the Transition Period after Tax Reform 
 

 
 

 

In 21 April, 2010, the State Tax Bureau stipulated 

the circular (GuoShuiHan[2010]79) “Further steps 

to specify the preferential policy of cooperation 

income tax (CIT) during the transition period”.  

The Circular mainly aim to specify the cooperation 

income tax for the enterprises that enjoy the tax 

exemption and reduction (for instance “two-year 

exemption followed with 3-year half reduction”) 

during the transition period between the new 

income tax law and the old one. 

 

Main Contents 

 

1. If a resident enterprise is identified as 

high-tech enterprises while it enjoys the tax  

 

 

 

holiday “2-year exemption followed with 3-year 

half reduction”), the enterprise can chose to adopt 

the special tax rate for the transition period and 

have 50% reduction on the cooperation income 

tax till the end of the transition period, or adopt the 

preferential rate 15% for high-tech enterprises. 

However, the preferential rate 15% should not 

have further 50% reduction. 

 
 

2. If a resident enterprise is qualified as 

high-tech enterprise while it is also identified as a 

software producer or a integrated circuit 

enterprise (IC) and meet the conditions of 

preference terms for half reduction on cooperation 

income tax, the company can chose to adopt the 

special tax rate for transition period and have 50% 

reduction on the cooperation income tax till the 

end of the transition period, or adopt the 

preferential rate 15% for high-tech enterprises. 

However, the preferential rate 15% should not 

have further 50% reduction. 

 
 
3. If a resident enterprise has incomes 

allowed for 50% reduction on cooperation income 

tax, the incomes shall be separately accounted 

and adopt the 50% reduction rate of state 

cooperation income tax 25%, say 12.5%. 
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4. If a resident enterprise was qualified be a 

high-tech or a new-established technology 

enterprise to enjoy the preferential tax policy in or 

before year 2007, but it was failed to be identified 

in year 2008, the enterprise shall adopt the state 

cooperation income tax rate 25%. The special 

rates for transition period are not available for the 

enterprise. 

 

Notes 

- For the preferential tax policy in relating to high-

tech enterprise, please refer to article No. 24, 25 

and 30 of the appendix of Circular GuoFa[2007]39. 

 

- The above-mentioned provisions are applicable for 

the resident enterprises established before 16 

March 2007. 

 

 

Our Comments and Suggestions 
 

1. The circular is a definition and reiterate of 

Circular GuoFa[2007]39. It indicates if the 

special preferential tax policy for the transition 

period and the preferential policy of the new 

Cooperation Income Tax Law are both available, 

the resident enterprise shall choose the most 

favorable policies. The two preferential policies 

should not be superposition enjoy. Besides, 

once it has been chosen, it should not be 

changed. 

 

2. According to Circular Caishui[2009]69, a 

software producer or a IC manufacture identified 

before the new Cooperation Income Tax came 

into effective, it is available to enjoy the special 

preferential tax policy for the transition period. If 

the enterprise is identified to be a high-tech after 

the new Cooperation Income Tax came into 

effective, it can not enjoy the 50% reduction of  

 

 

 

 

the preferential rate 15% for a high-tech to avoid 

the superposition enjoy in accordance with the 

Circular GuoFa[2007]39 and Circular 

Caishui[2009]69. 

 

3. If a software producer or a IC 

manufacture established after the new 

Cooperation Income Tax came into effective, the 

“New” software producer or the “New” IC 

manufacture should be enjoy a tax holiday “the 

first 2 year fully exempted and followed with 3-

year 50% reduction” commencing from the first 

accumulative profitable year in accordance with 

the Circular Caishui[2008]1. If the “New” 

enterprise can not enjoy the 50% reduction on 

the preferential rate of 15%，even it is identified 

as a high-tech as well. 

 

4. A resident enterprise shall separately 

account for the incomes which are allowed for 

50% reduction of cooperation income tax in 

accordance with the new tax law; otherwise, the 

50% reduction can not be applied in cooperation 

income tax. In addition, according to the 

stipulation in Circular GuoShuiHan[2010]48 

regarding the annual tax compliance of year 

2009, the free-of-tax income, discounted 

incomes and incomes of tax exemption and 

reductions are not used to make up for losses of 

taxable items of current and prior years. For the 

losses derived from the incomes of tax 

exemption and reductions, it can not be made 

up by the other incomes of taxable item of 

current and prior years. 

 
 

For more information or advice on these topics 

and their impact on your business in China, 

please contact our tax professional team. 
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Lexicon 

 
Product Labeling “ Made in Germany” 
 

 
 
 

“Made in Germany" is a term that stands for a 

very high product quality for decades. The origin 

of this description of goods is ascribed to the 

Merchandise Marks Act of 1887 of the House of 

Commons. Thus British customers should be 

protected against fraud concerning the origin of 

imported German goods. Over time, the term 

“Made in Germany”, however, became a special 

indication of quality. Nevertheless, there is a grey 

area regarding the geographical indication of 

origin, which is used by numerous manufacturers 

in marketing, especially in the age of the (partial) 

relocation in developing and emerging countries. 

Below it is attempted to develop a practically 

useful guideline for the use of the product labeling 

from a legal point of view. 

 

It is subject to the legislation of individual 

countries whether the product labeling “Made in 

…” is possible or necessary. In Germany, the 

product labeling is a voluntary indication of origin, 

which the manufacturer affixes himself and on his 

own responsibility to his products. However, 

“Made in Germany” is a form of product 

advertising so that this information must be true. 

Although there is no institution in Germany, which 

verifies the accuracy of geographical product 

labeling with formal legalization effect, but a 

judicial review is possible at any time, in particular 

if competitors proceed with misleading 

advertising. 

 

 

 

 

 

 

 

If the manufacturer should decide to label his 

goods with the indication “Made in Germany”, it 

has to be done in accordance with the relevant 

statutory provisions. For the question of the 

correct product labeling in cross-border traffic, 

inter alia the following statutes are relevant: 

Arrangement of Madrid for the Prevention of False 

Indications of Origin on Goods, Trademark Act 

and Competition Law. These legal principles have 

in common that they all gear to the customary 

usage in the trade. 

 

According to the regulations a false or misleading 

labeling leads to confiscation of the goods by 

customs, whereas the indication of origin is false 

or misleading when it is understood by the 

involved group in a way, which does not equates 

to the reality. The Trademark Act specifies that so 

far that by the use of such indications it is not 

allowed to create a risk of being misled about the 

geographical origin. As “Made in Germany” raises 

special expectations with reference to the product 

quality and reliability, this marking is reserved only 

for products, which have undergone a special 

treatment in Germany, which is important for the 

quality of the product.  

 

For the U.S. more severe requirements are to be 

met. In the U.S. the usage of the indication “Made 

in Germany” is permissible only if the product is 

completely or almost completely from Germany 

and German precursors are used. Various stages 

of development and production should be 

considered, as well as the adherence to certain 

local environmental standards and social 

standards.  
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If the labeled products do not meet the 

requirements, such products will be contested by 

the U.S. customs and detained in a confiscation 

procedure. Thus, in addition to meet the “German 

quality” also the compliance with the German 

environmental and social standards, as well as 

identification standards, are decisive in some 

countries. 

 

When a product becomes origin of a particular 

country is subject to the customs law. The 

customs law forms the legal basis for the trade 

origin of goods. According to the customs law a 

product, which is produced by two or more 

countries, is the product of the country in which 

the last substantial and economically justified 

manufacturing or processing had taken place. 

This processing has to be carried out by a 

company which was set up for such processing. 

Furthermore the processing must have led to a 

new product or the product must have reached an 

important stage of manufacture after the 

processing. For the product labeling “Made in 

Germany” the customs law is not directly relevant, 

however, the present scheme of the last 

substantial and economically justified 

manufacturing or processing obviates in most 

cases a mislead of the involved group. 

 

Therefore, under German law, a product “Made in 

Germany” does not mean that is has to be entirely 

manufactured in Germany. The decisive fact is 

that the key elements and individualizing 

characteristics of the product, which in the eyes of 

the public determining its market value, must be 

based on a German performance. 

 

If you only want to gear to the value added 

proportion, usually the Chamber of Industry and 

Commerce considers in the practice of 

commercial transactions for competitive purposes 

a value added proportion of 40 - 45 % in Germany  

 

 

as sufficient to justify the indication of origin 

“Made in Germany”. However, it is conceivable for 

example that a product evidenced by the 

processing processes undergoes its greatest 

value added in Germany, the last step, however, 

takes place abroad. Here, a value added 

proportion of at least 50 % in Germany is 

necessary. 

 

Thus, it can be stated in conclusion that a 

consideration of the value added proportion only 

is impractical because the valuation is not 

schematically but strictly by case basis. However, 

the principle can be followed that those 

processing which are crucial for the characteristic 

of the product and give the product in its 

composition the signification, should be performed 

in Germany. 

 

Against the background of the described 

imponderability an individual examination 

regarding the admissibility should be made in any 

event before the use of the term “Made in 

Germany”. For this purpose we are pleased to 

assist you. 

 

Should you have further inquiries please contact 

us at any time. 

 

B. Heringhaus           R. Kok 

 

Guest article: 

 

SCHINDHELM 

RECHTSANWALTSGESELLSCHAFT MBH 

German Centre for Industry and Trade Shanghai 

Tower 1, 3. Floor, Room 322, 88 Keyuan Road 

Zhangjiang Hi-Tech Park 

Pudong, Shanghai 201203, China 

Telephone:   +86 (21) 28 98 63 - 79  

Fax:          +86 (21) 28 98 63 - 70 

raymond.kok@schindhelm.net 

www.schindhelm.net 
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Tax News Headlines 
 

Catalogue of some important tax regulations und laws for the release period: 

16 April – 15 June 2010 
 

Release 

Date: 
Circular: Title: Effective Date: 

 
 

2010-04-07 
 

 
 

GuoShuiHan(2010)No.138 
 
Notice of State Administration of Taxation on the Publicity 
Materials concerning Administrative Measures on the 
Recognition of General VAT Taxpayers  
 

 
Administrative Measures 
on the Recognition of 
General VAT Taxpayers 
take effect from March 
20, 2010. 

2010-04-07 GuoShuiFa(2010)No.40 

 
Notice of State Administration of Taxation on the 
Issuance of the Administrative Measures of General VAT 
Taxpayers in Supervisory Period 
 

This Notice takes effect 
from March 20, 2010. 

2010-04-07 GuoShuiHan(2010)No.139 

 
Notice of State Administration of Taxation Clarifying 
Certain Articles of the Administrative Measures on the 
Recognition of General VAT Taxpayers 
 

This Notice takes effect 
from March 20, 2010. 

2010-04-17 GuoFa(2010)No.10 

 
Notice of the State Council on Containment of High-
speed Rise of Housing Prices in some Cities  
 

 

2010-04-19 GuoShuiHan(2010)No.156 

 
Notice of State Administration of Taxation on 
Administration of Income Tax of Cross-regional Operating 
Construction Enterprises  
 

This Notice takes effect 
from January 1, 2010. 

2010-04-21 GuoShuiHan(2010)No.157 

 
Notice of State Administration of Taxation Clarifying 
Implementation Issues of EIT Preferential Policy during 
the Transitional Period 
 

 

2010-04-23 CaiShui(2010)No.8 

 
Notice of Ministry of Finance and State Administration of 
Taxation Regarding Exemption from Business Tax on 
International Transportation Labor Service 
 

This Notice takes effect 
from January 1, 2010. 

2010-05-06 GuoShuiHan(2010)No.183 

 
Notice of State Administration of Taxation on Strengthen 
the Administration on EIT from Stock Dividends of 
Domestic Listed Companies gained by Non-resident 
Enterprises 
 

 

2010-05-12 GuoShuiHan(2010)No.195 

 
Notice of State Administration of Taxation on Stop 
Entering VAT Information of Imported Products withheld 
by Customs  
 

This Notice takes effect 
from June 1, 2010.  

2010-05-27 / 

 
Third agreement of Arrangement of Mainland and Hong 
Kong Special Administrative Region on Preventing 
Double Taxation and Tax Evasion 
 

The agreement was 
signed in Beijing in May 
27, 2010. 

2010-05-31 GuoShuiFa(2010)No.54 

 
Notice of State Administration of Taxation on Strengthen 
the Administration on IIT of High-income Individuals  
 

 

2010-06-02 GuoShuiHan(2010)No.256 

 
Notice of State Administration of Taxation on Issues 
Regarding EIT Deduction by Investment of Special 
Equipments for Environment Protection, Energy Saving, 
Water Conservation and Production Safety 
 

This Notice takes effect 
from January 1, 2009. 
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News from ECOVIS Ruide China 
 
 
ECOVIS – Partner of German Centre Shanghai 
During EXPO 2010  
 
Needless to say, there is no more important, 
exciting, always brand new topic than taxes (of 
course besides the Football World Cup 2010 and 
the World Expo Shanghai). Therefore we were 
really not surprised that we had so many 
participants for our ECOVIS Tax Seminar China on 
last Friday, 25 June 2010. 
 
In our seminar our speaker Mr. Yi Wang provided 
an overview regarding non-trade payments and 
introduced the issues such as handling 
management, service, and knowhow fees between 
Chinese subsidiaries and the foreign headquarters.  
 
In addition Mrs. Helen Fang gave our participants 
an overview of the key issues regarding the 
changes on the taxation for Representative Offices 
in China. 
 

Thank you again to all guests that participated in 
our seminar. For further requests to these topics 
please don’t hesitate to contact our speakers: 
 

Mr. Yi WANG: yi.wang@ecovis.cn and  

Mrs. Helen Fang: helen.fang@ecovis.cn). 

 

 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
Partner of German Centre Shanghai During EXPO 2010  
 
 
 

About ECOVIS 
 

Ecovis is a leading global consulting firm with its origins in Continental Europe. It has over 2,700 people operating in 
30 countries. Its consulting focus and core competencies lie in the areas of, tax consultation, auditing, legal advice 
and accounting and management consulting services. The particular strength of Ecovis is the combination of personal 
advice at a local level with the general expertise of an international and interdisciplinary network of professionals. 
Every Ecovis office can rely on qualified specialists in the back offices as well as on the specific industrial or national 
know-how of all the Ecovis experts worldwide. This diversified expertise provides clients with effective support, 
especially in the fields of international transactions and investments – from preparation in the client’s home country to 
support in the target country. In its consulting work Ecovis concentrates mainly on midsized firms. Both nationally and 
internationally, its one stop-shop concept ensures all-round support in legal, fiscal, managerial and administrative 
issues. The name Ecovis, a combination of the terms economy and vision, expresses both its international character 
and its focus on the future and growth.  

 

Imprint  
 
ECOVIS Ruide Certified Public Accountants Co., Ltd.  
ECOVIS Ruide Investment Management Consulting Co., Ltd. 
18E, Double Dove Tower, 
438 Pudian Road, Pudong New District, 
200122 Shanghai, P.R. China 
Telephone: +86-21-6105 7333 
Telefax:    +86-21-6105 7330 
Email:    info@ecovis.cn 
Website: www.ecovis.cn 
 
 
Shanghai, 1 July 2010 
 
ECOVIS Ruide China Info is published for the clients and the 
professionals of Ecovis Ruide China. The contents are of a general 
nature only. Before taking acting on any information contained in this 
newsletter, please contact our ECOVIS Ruide China team for further 
consulting and support. ECOVIS Ruide China expressly disclaims all 
implied warranties. 


