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With close to 2,700 tax professionals and over 170 tax partners across Hong Kong, Macau, Singapore, Taiwan and 22
cities in Mainland China, PwC’s Tax and Business Service Team provides a full range of tax advisory and
compliance services in the region. Leveraging on a strong international network, our dedicated China Tax and
Business Service Team is striving to offer technically robust, industry specific, pragmatic and seamless solutions to our
clients on their tax and business issues locally.
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team providing R&D incentive related services in China. Our team, equipped with years of experience, consists of
professional engineers, scientists as well as financial, tax and R&D management experts. We adopt a leading technology
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A super package of tax incentives
for entrepreneurs, innovations,
and Small and Thin-profit
Enterprises

May 2018
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In brief

On 5 March 2018, the State Council’'s Premier Li Kegiang introduced a series of tax reduction
measures in the Government Work Report! (the “Report™). To immediately benefit taxpayers, the
State Council’s executive meeting (the “Meeting”) on 28 March decided to introduce a range of VAT
reform measures? including reducing the VAT tax rates, and increasing the annual sales revenue of
small-scale VAT taxpayers, etc., which is expected to reduce taxes by RMB 400 billion for 2018.
The Meeting on 25 April further set forth seven new tax incentive measures, including (1)
increasing the one-off deductible amount of newly-acquired research and development (“R&D”)
instrument and equipment for Corporate Income Tax (“CIT”) purpose; (2) increasing the annual
taxable income cap of small and thin-profit enterprises (“SMEs”) eligible for the half-rate reduction
CIT treatment; (3) Removing the restriction of disallowing super deduction on enterprises’
subcontracted overseas R&D expenses; (4) extending the loss carry-forward period of high/new
technology enterprises (“HNTEs”), and small and medium sized technological enterprises; (5)
increasing the deduction cap for staff education expenditure; (6) providing reduced or exemption
treatment on stamp duty; (7) extending the applicable scope of tax incentives for venture capital
enterprises (“VCEs”) and individual angel investors. It is estimated that these measures will reduce
taxes of enterprises by a further RMB 60 billion for 2018.

The above seven measures further implement the tax reduction proposal in the Report, and
respond to expectation of taxpayers. Looking at these measures, comprehensively speaking, they
will have positive impacts in encouraging entrepreneurships and innovations, and stimulate
market vitality of SMEs. In this issue of China Tax and Business News Flash, we will brief these
seven measures and share our observations.

In detail

Highlight of the seven tax
reduction measures

According to the decision of the
Meeting on 25 April, the seven
tax reduction measures are as
follows:

1. Increasing the one-off
deductible amount of
newly-acquired R&D
instrument and equipment
for CIT purpose

According to the CIT Law
and its Detailed
Implementation
Regulations (“DIRs”),
fixed assets acquired for
business production and
operation purpose can be
depreciated over the
stipulated depreciation
period using the straight-
line method. There was a
breakthrough in Caishui
[2014] No.75 which allows
a one-off deduction in the
year of acquisition for
R&D instrument and
equipment acquired on or
after 1 January 2014 with
unit price not exceeding
RMB 1 million, and those

with unit price exceeding
RMB 1 million can be
depreciated by using the
accelerated depreciation
method. Now, the State
Council increases such
deduction cap from RMB 1
million to RMB 5 million;
its intention of
encouraging enterprises to
increase investment in
R&D equipment is very
obvious.

Increasing the annual
taxable income cap of
SMEs eligible for the half-
rate reduction CIT
treatment

WWW.pWCCn.com
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During recent years, the scope of
SMEs eligible of the half-rate
reduction CIT incentive are
continuously being expanded.
The annual taxable income cap
for SMEs was increased from
RMB 300 thousand to RMB 500
thousand by Caishui [2017]
No.43, and, in less than a year
time, the State Council has
decided to increase the cap to
RMB 1 million which would allow
more enterprises to enjoy this
half-rate reduction tax incentive.
This measure will directly relieve
the tax burden of SMEs, and
provide powerful support to
SMEs to grow.

The valid period of the above two
measures is from 1 January 2018
to 31 December 2020.

Removing the restriction of
disallowing super deduction on
enterprises’ subcontracted
overseas R&D expenses;

According to the CIT DIRs,
qualified R&D expenses incurred
by an enterprise for the
development of new technology,
new products and new
craftsmanship can enjoy a super
deduction of 50% for CIT
purpose. Caishui [2017] No.34
increases such super deduction
ratio for small and medium sized
technological enterprises to 75%3.

Under Caishui [2015] No.119,
where an enterprise subcontracts
the R&D activities to domestic
organizations or individuals, 80%
of the actual R&D expenses
incurred can be allowed for super
deduction purpose, while
expenses incurred for R&D
activities subcontracted to
overseas organizations or
individuals are not eligible for
super deduction. This provision
was aimed to encourage
enterprises to perform R&D
activities within China. However,
in practice, some enterprises
have to subcontract their R&D
activities to overseas
organizations and individuals
due to technical reasons, and
they are not allowed to claim
super deduction for such
subcontracting expenses. Now,
the removal of the restriction of
disallowing super deduction on
enterprises’ subcontracted
overseas R&D expenses will help
Chinese enterprises improve
their own R&D capacity by

learning from foreign advanced
technologies. Besides, some
multi-national corporations
(MNCs) usually establish a R&D
center in China to provide R&D
services to their overseas related-
parties, and the intellectual
property (“IP”) rights developed
from the R&D activities generally
belong to the overseas enterprise.
The removal of the restriction of
disallowing super deduction on
enterprises’ subcontracted
overseas R&D expenses will, from
a tax incentive perspective,
encourage MNC’s management to
consider apportioning the IP
ownership to their Chinese
subsidiary, and thereby, would
allow these Chinese subsidiaries
to properly enjoy the super
deduction treatment.

To properly enjoy the super
deduction treatment of R&D
expenses in practice, enterprises
have to retain the contract for the
subcontracted R&D projects
registered with the science and
technology authority for post-
examination purpose. Meanwhile,
where related-party relationship
exists between the principal and
its subcontracted party, the
subcontracting party has to
provide the principal with the
details of the expenditures for the
research project.

Extending the loss carry-forward
period of HNTEs and small and
medium sized technological
enterprises

Under the CIT Law, the loss
carry-forward period of
enterprises cannot exceed five
years. In practice, many
enterprises engaging in R&D
activities would invest large
amount of capital at the initial
period which may not necessarily
generate relevant profits.
Moreover, the period from the
commencement of R&D activities
to the profit-making phase may
exceed five years. Hence, the
losses incurred at the initial
period can no longer be allowed
to be carried forward to set off
the income earned in the profit-
making phase. In this regard, the
State Council extends the loss
carry-forward period of HNTEs
and small and medium sized
technological enterprises from 5
years to 10 years. This new
measure would reduce the
innovation cost of technological

enterprises, especially small and
medium sized ones, which would
further stimulate the R&D

activities of Chinese enterprises.

It is worth noting that an
accurate identification and
determination of R&D activities
is the foundation for HNTEs to
enjoy R&D related CIT
preferential treatment including
reduced CIT rate of 15%, and
super deduction of R&D expenses,
etc. The relevant policies have
reiterated the pioneer role of
technology in many times. As
such, enterprises should use the
correct method to handle the CIT
preferential treatment for R&D
activities.

Increasing the deduction cap for
staff education expenditure

According to the CIT DIRs,
expenditure for staff education
incurred by a general enterprise
is allowed to be deductible up to
2.5% of its total wages and
salaries. However, for certain
types of enterprises such as
technology advanced service
enterprises, HNTEs, etc., this
ratio is capped at 8%. Now the
State Council has extended the
scope of this 8% deduction ratio
to general enterprises. This
measure aims to encourage
enterprises to put more effort on
staff education and training, and
thereby improve enterprises’
R&D level, production capacity
and product quality.

The above three measures took
effect from 1 January 2018.

Providing reduced or exemption
treatment on stamp duty

China currently collects stamp
duty on capital accounting books
based on 0.5%o of the total
amount of paid-in capital and
capital reserve, and collects
stamp duty on the other
accounting books at RMB 5 per
piece. From 1 May 2018, the
stamp duty on taxpayer’s capital
accounting books and other
accounting books will be reduced
by 50% and exempted
respectively.

Extending the applicable scope of
tax incentives for VCEs and
individual angel investors

According to Caishui [2017]
No.38, in certain pilot areas, 70%
of the investment in
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technological enterprises at the
seed stage or start-up stage can
be used to offset the taxable
income of VCEs and individual
angel investors4. This CIT
preferential treatmentand 11T
preferential treatment is and will
be implemented nationwide
effective from 1 January 2018
and 1 July 2018 respectively.
Going forward, the tax incentive
measures for enterprises and
individuals investing in
technological start-ups will no
longer be restricted by
geographical locations, which will
help to promote the rapid growth
of entrepreneurships and
innovations in China.

The takeaway

The aforementioned tax reduction
measures is the second batch of tax
incentives released by the State
Council within less than one month,
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which fully demonstrates China’s
continuous effort in improving
business environment and enhancing
taxpayer’s satisfaction. In addition, the
tax incentive package mainly aims at
entrepreneurs, innovative enterprises,
as well as SMEs, which will play a
more positive role in stimulating the
creativity in the society and vitality in
the market.

At present, relevant enterprises may
comb through their own business with
the information provided by the
Meeting, adjust their investment and
R&D activities, as well as their fiscal
and taxation information system.
Moreover, the fiscal and taxation
department would generally issue a
series of follow-up circulars to clarify
specific implementation measures and
collection and administrative matters
based on information released by the
Meeting. Relevant enterprises are
therefore recommended to pay close
attention to the implementation

details and follow-up circulars. We
will closely monitor this area and
share with you our observations in due
course.

Endnote

1.  For the details of Government Work
Report in 2018, please refer to the
China Tax & Business News Flash
[2018] Issue 8.

2. For the VAT reform measures, please
refer to the China Tax & Business
News Flash [2018] Issue 9 and Issue
10.

3. For the assessment measures for small
and medium-sized technological
enterprises, please refer to the China
Tax & Business News Flash [2017]
No.16.

4. For the tax incentives for venture
capital enterprises and individual
angel investors in the pilot regions of
China, please refer to the China Tax &
Business News Flash [2017] No.15.
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Let’s talk

For a deeper discussion of how this issue might affect your business, please contact a member of PwC’s China Tax
and Business Service:

Peter Ng Spencer Chong Edwin Wong

+86 (21) 2323 1828 +86 (21) 2323 2580 +86 (10) 6533 2100
peter.ng@cn.pwc.com spencer.chong@cn.pwc.com edwin.wong@cn.pwc.com
Alan Yam Charles Lee

+86 (21) 2323 2518 +86 (755) 8261 8899

alan.yam@cn.pwc.com charles.lee@cn.pwc.com

With close to 2,700 tax professionals and over 170 tax partners across Hong Kong, Macau, Singapore, Taiwan and 22
cities in Mainland China, PwC’s Tax and Business Service Team provides a full range of tax advisory and
compliance services in the region. Leveraging on a strong international network, our dedicated China Tax and
Business Service Team is striving to offer technically robust, industry specific, pragmatic and seamless solutions to our
clients on their tax and business issues locally.

12 PwC



News Flash — China Tax and Business Advisory

Let’s talk

For a deeper discussion of how this issue might affect your business, please contact a member of PwC’s China R&D
Incentive Services:

Roger Di Landa Guo
+86 (10) 6533 2268 + 86 (21) 23233016
roger.di@cn.pwc.com landa.guo@cn.pwc.com

PwC’s China R&D Incentive Services Team, as part of PwC global R&D incentive services network, is a specialised
team providing R&D incentive related services in China. Our team, equipped with years of experience, consists of
professional engineers, scientists as well as financial, tax and R&D management experts. We adopt a leading technology
driven methodology characterised in equal emphasis on both R&D technologies and fiscal & taxation.

One-stop tax information platform - Shui Jie

Stay on top of China tax regulatory updates

-......................................-.-.--Q

* For Android users, please scan the QR code to access to Tencent App store.
* Shui Jie web portal - https://taxnews.pwchk.com. (i0S 10 or above) Android 6.0 or abovel)

In the context of this News Flash, China, Mainland China or the PRC refers to the People’s Republic of China but excludes Hong Kong Special
Administrative Region, Macao Special Administrative Region and Taiwan Region.

The information contained in this publication is for general guidance on matters of interest 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 usual PwC’s client service team or your other tax advisers. The materials contained in this publication were
assembled on 2 May 2018 and were based on the law enforceable and information available at that time.

This China Tax and Business News Flash is issued by the PwC’s National Tax Policy Services in China and Hong Kong, which comprises of a
team of experienced professionals dedicated to monitoring, studying and analysing the existing and evolving policies in taxation and other business
regulations in China, Hong Kong, Singapore and Taiwan. They support the PwC'’s partners and staff in their provision of quality professional
services to businesses and maintain thought-leadership by sharing knowledge with the relevant tax and other regulatory authorities, academies,
business communities, professionals and other interested parties.

For more information, please contact:

Matthew Mui
+86 (10) 6533 3028
matthew.mui@cn.pwc.com

Please visit PWC'’s websites at http://www.pwccn.com (China Home) or http://www.pwchk.com (Hong Kong Home) for practical insights and professional
solutions to current and emerging business issues.

© 2018 PricewaterhouseCoopers Consultants (Shenzhen) Ltd. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers Consultants
(Shenzhen) Ltd. which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.
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