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Tax Incentive Provisions of the PRC Enterprises Income Tax Law and the
Implementation Regulations
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Revenue Eligible for Tax Exemption and Reduction
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The following revenues of an enterprise shall be exempted from income tax (Article
26 of the EIT law):
(1) The interest income from the holding of treasury bonds;
(2) Dividends, bonuses and other return on equity investment distributed between
qualified resident enterprises;
(3) Dividends, bonuses and other return on equity investment which a non-resident
enterprise with establishments or place of business in China obtains from a resident
enterprise and which is effectively connected with such establishments or place of
business; and
(4) Revenue of qualified non-profit making organizations
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The term “qualifying return from equity investment such as dividends and bonuses
between resident enterprises” as used in Article 26 (2) of the EIT Law refers to the
investment returns obtained by a resident enterprise from its direct investment in any
other resident enterprises. The term “returns” from equity investment such as
dividends and bonuses” as used in Article 26 (2) and (3) of the EIT Law shall not
include the investment returns from stock publicly issued and trade on a stock
exchange which is consecutively held by a resident enterprise for not more than 12
months. (Article 83, Implementation Regulations)

2] A& AR H kIR E P

Income from Agriculture, Forestry, Animal Husbandry and Fishery Projects
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Income of an enterprise derived from projects of agriculture, forestry, animal
husbandry, and fishery shall either be exempted from tax or subject to reduction in tax:
(1) The enterprise’s income derived from the following projects which shall be
exempt from the EIT (Article 86, Implementation Regulations):
a. The growing of vegetables, cereals, potatoes, oil plants, beans, cotton, hemps, sugar
plants, fruits, nuts, etc;



b. The selection and cultivation of new agricultural species;

c. The growing of traditional Chinese medicinal herbs;

d. Cultivation and growing of forests;

e. Raising of livestock and poultry;

f. Gathering of forestry products;

g. Other agricultural, forest, animal husbandry and fishing projects such as irrigation,
preliminary processing of agricultural products, veterinary services, promotion of
agricultural techniques, operations and maintenance of agricultural machines, etc;

h. Ocean fishing.
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The enterprise’s income derived from the following projects shall be subject to
income tax at a 50% reduced rate (Article 86, Implementation Regulations):
a. The growing of flowers, tea plants, and other crops used for beverage and spices;
b. Maritime and inland aquaculture.
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Public Infrastructure Projects Receiving Key State Support
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The term “public infrastructure projects with the key support of the state” as used in
Article 27 (2) of the EIT Law refers to the ports, wharves, airports, railways,
highways, municipal public transportation, electric power, water conservancy, etc. as
listed in the Catalogue of Public Infrastructure Projects Eligible for Enterprise Income
Tax Preferential Treatment.
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The income derived by an enterprise from investing in or operating any of the public
infrastructure projects with the key support of the state as mentioned in the preceding
paragraph shall be exempted from the EIT for the first three years as of the tax year
when the first revenue arising from production or operation is reported, and shall be
taxed at a 50% reduced rate from the fourth to the sixth years. (Article 87,
Implementation Regulations)
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Environment Protection, Energy and Water Conservation Projects
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The term “qualifying environmental protection, energy or water conservation
projects” as used in Article 27 (3) of the EIT Law shall include the processing of
public sewage, the processing of public garbage, the comprehensive exploitation and
utilization of firedamp, the renovation of technologies of saving energy or discharging
wastes, the desalination of sea water, etc. The specific conditions and scope of such
projects shall be set down by the competent departments of the State Council in
charge of finance and taxation in collaboration with other relevant department of the
State Council, which shall come into effect after being ratified by the State Council.
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The qualifying income derived by an enterprise from engaging in any of the
environmental protection or energy or water conservation projects as described in the
preceding paragraph shall be exempted from the EIT for the first three years from the
tax year when the first revenue arising from production or operation is reported, and
shall be taxed at a 50% reduced rate for the fourth to the sixth years. (Article 88,
Implementation Regulations)
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Technological Transfer
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The “reduction and exemption of EIT for qualifying technological transfers” as used
in Article 27 (4) of the EIT Law refers to the exemption and reduction of taxable
income in the tax year in which the transfer takes place. The portion of taxable
income not exceeding 5 million yuan earned by a resident enterprise from
technological transfer shall be exempted from EIT, and the portion in excess of the 5
million yuan shall be taxed at a 50% reduced rate. (Article 90, Implementation
Regulations)
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Small and Low-Profit Enterprises

P AN EAGIOR A, 9% 20% I BERAEW AL B S B 5 2R /N Y
TR A, St N SRR I EE IR, JFRT A N AISAT Ak CGB15
92 %) :
(—) Tk, ERENABPTAEAEDT 30 J7oc, AL ABAEDL 100
N, BEPEAANE TS 3000 J7 7T
(=) HoftAlk, FRENABFTAHAEL 30 J77c, M AZARE 80
N B REIAGEE 1000 717G,
Qualifying small enterprises earning low profits as used in Article 28 (1) of the EIT
Law are enterprises that are engaged in the industries not restricted or prohibited by
the state. Qualified small enterprises earning low profits are taxed at 20% where they
meet the following conditions (Article 92, Implementation Regulations):



(1) An industrial enterprise shall have an annual taxable amount not exceeding
RMB 300,000, have not more than 100 employees, and a total asset of more
than RMB30 million;

(2) Any other enterprise shall have an annual taxable amount of not more than
RMB300,000, have not more than 80 employees, and a total asset of not more
than RMB 10 million.
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Advance and New Technology Enterprise
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Advance and new technology enterprise for which key state supported is required
shall be taxed at a 15% reduced rate. The expression “advance and new-technology
enterprises under the key support of the state” as used in Article 28 (2) of the EIT
Law are enterprises that have their own independent and core intellectual property
rights and at the same time meet the following conditions (Article 93, Implementation
Regulations):
(1) The product (service) falls within the scope of the Advance and New Technology
Areas Eligible for the Key Support of the State;
(2) The proportion of research and development expenses in the sales revenues is not
lower than the prescribed proportion;
(3) The proportion of the income from high and new technology products (services) in
the total income of the enterprise is not lower than the prescribed proportion.
(4) The proportion of technicians in the total number of staff members of the
enterprise is not lower than the prescribed proportion;
(5) Other conditions as laid down in the administrative measures for the determination
of high and new technology enterprises.
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The Advance and New Technology Areas Eligible for the Key Support of the State
and the administrative measures for the determination of advance and new technology
enterprises shall be formulated by the competent departments of the State Council in
charge of science and technology, finance, and taxation in collaboration with other
relevant departments, and shall become effective after being ratified by the State
Council.
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Deduction for Research and Development
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The term “additional deduction of research and development expenses” as used in
Article 30 (1) of the EIT Law refers to an additional 50% deduction of the research
and development expenses incurred from the research and development of new
technologies, new products, and new technological processes on the basis of the
actual deductions where the enterprise when no intangible asset has been capitalized.
If intangible assets have been capitalized, they shall be amortized at 150% of the cost
of the intangible assets. (Article 95, Implementation Regulations)
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Salaries and Wages Paid to Disabled Employees
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The expression “addition deduction of salaries and wages paid to the disabled
employees of the enterprise” as used in Article 30 of the EIT Law refers to an
additional 100% deduction of the salaries and wages paid by the enterprise to the
disabled employees thereof. The definition of disabled persons shall be that in the
Law of the People’s Republic of China on the Protection of Disabled People. (Article
96, Implementation Regulations)
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Investment Credit for Venture Capital Enterprise
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A venture capital investment enterprise engaged in important startup investments
which are necessary to be supported and encouraged by the state may deduct from the
amount of taxable incomes a certain proportion of the amount of investment. (Article
31 of the EIT law)

The term “deductible amount from taxable income” as used in Article 31 of the EIT
Law refers to that, where a startup investment enterprise invests, by means of equity



investment, in an unlisted small or medium-sized advance and new technology
enterprise for two or more years, it may set off 70% of its equity investment against
the current taxable amount of the startup investment enterprise in the tax year its
equity holding attains two full years. If the taxable amount is not enough for setoff,
the balance may be carried forward to subsequent years for setoff. (Article 97,
Implementation Regulations)
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Accelerated Depreciation
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(1) The fixed assets for which the method of shortened depreciation or accelerated
depreciation as mentioned in Article 32 of the EIT Law include (Article 98,
Implementation Regulations):

(2) Where the shortened depreciation method is used, the minimum number of years
shall not be less than 60% of the number of years for depreciation as set forth in
Article 60 of the Implementation Regulation. The enterprise may adopt the
double-declining balance method or the Sum-of-the-years-digits method as the
accelerated depreciation method.
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Reduction in Revenue
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Article 33 of the EIT law provides that where an enterprise uses any of the materials
as listed in the Catalogue of Resources for Comprehensive Utilization by Enterprises
Eligible for Preferential Income Tax Treatment as its major raw materials, the income
obtained from producing products which are not restricted or prohibited by the state
and which meet the national or relevant industry standards shall be calculated into the
total income at the reduced 90%.
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The proportion of raw materials in the materials for the production of products as
described in the preceding paragraph shall not be any lower than the standards
described in the Catalogue of Resources for Comprehensive Utilization by Enterprises
Entitled to Preferential Income Tax Treatment. (Article 99, Implementation
Regulations)
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Investment Credit for Special Equipment
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Article 34 of the EIT Law provides that, where an enterprise purchases and actually
uses any of the special equipments dedicated to environmental protection,
conservation of energy and water, safety of work, etc. as described in the Catalogue of
Preferential Income Tax Treatment for Special Equipments in Environmental
Protection, the Catalogue of Preferential Income Tax Treatment for Special
Equipments in Energy and Water Conservation, and the Catalogue of Preferential
Income Tax Treatment for Special Work Safety Equipments, 10% of the investment
amount of the special equipment may be credited to the enterprise’s amount of tax
payable of the current year. If the amount of tax payable for the year is not sufficient
for credit, the un-credited amount may be carried forward for use in the following 5
tax years. (Article 100, Implementation Regulations)
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An enterprise entitled to the preferential income tax treatment as described in the
preceding paragraph shall actually purchase and put into use the special equipments as
described in the preceding paragraph. If the enterprise transfers or leases any of the
aforesaid special equipment within 5 years after its purchase, its preferential treatment
shall be terminated and the enterprise shall make up the already credited enterprise
income taxes. (Article 100, Implementation Regulations)

[14]  ARJE RA el T+ [ 55 P i

PRC-source Income Derived by Non-resident Enterprises
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Article 27 of the EIT law provides that non-resident enterprises having not set up
permanent establishment in China or those already having set up permanent
establishment in China but earning income that is not connected with the above-
mentioned permanent establishment are subject to tax on PRC-source income. The
income, which a non-resident enterprise derives under Article 27 (5) of the EIT Law,
shall be taxed at the 10% reduced rate. (Article 91, Implementation Regulations)



