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Applicable Scope Expansion for Additional 75% Deduction of Research and
Development Expenses

Reading Guide

Mr. Li Kegiang, Premier of the State Council held an executive meeting of the State Council on 23 July
2018. He emphasized that on the basis of ensuring tax burden reduction by more than RMB 1.1 trillion
in the year, the applicable scope of additional 75% deduction of research and development (“R&D")
expenses would expand from small and medium high technology enterprises to all the enterprises. In
order to implement the new policy when it is officially announced, it is important to understand the
current policy of pre-tax additional deduction of R&D expenses.

Policy Overview

According to “Notice on Improving the Policy of Pre-tax Additional Deduction of R&D Expenses” (Cai
Shui (2015) No. 119), the R&D expenses, arose from R&D activities of enterprise, which do not form
intangible assets but are directly recognized as profit and loss in the current period, are eligible for
additional tax deductions of 50% after the actual R&D expense is deductible before income tax. On the
other hand, the R&D expenses which form intangible assets are deductible before income tax through
amortization of 150% cost of intangible assets.

According to “Notice on Improving the Policy of Pre-tax Additional Deduction of R&D Expense for
Small and Medium-sized Technological Enterprises” (Cai Shui (2017) No. 34), from the period of
1 January 2017 to 31 December 2019, the R&D expenses occurred in R&D activities of small and
medium-sized enterprises, which doesn’t form the intangible asset but directly recognized as profit
and loss in the current period, is eligible for additional tax deductions of 75% after the actual R&D
expense is deductible before income tax. On the other hand, the R&D expenses which form intangible
assets are deductible before income tax through amortization of 175% cost of intangible asset.

According to the speech given by Mr. Li Keqgiang, the Premier of the State Council on 23 July 2018, the
applicable scope of additional 75% deduction of R&D expenses would expand from small and medium
high technology enterprises to all the enterprises.

Identification of Small and Medium-Sized High-Tech Enterprises

According to “Notice Issued by the Ministry of Science and Technology, the Ministry of Finance
and the State Administration of Taxation on the Issuance of the Evaluation Methods for Small and
Medium-sized Technological enterprises”(Guo Ke Fa Zheng (2017) No. 115), small and medium-sized
high-technology enterprises must meet all the following conditions:

1. Resident enterprises registered in China (excluding Hong Kong, Macao and Taiwan).

2. The total number of employees is no more than 500, the annual sales income no more than RMB
200 million and the total assets no more than RMB 200 million.

3. Products and services provided by enterprises are not prohibited, restricted or eliminated by the

state.
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4. Enterprises do not have significant safety, significant quality accidents, serious environmental
violations or serious dishonesty in scientific researches in both this year and the year before. And the
enterprises are not listed in the name list of abnormal business and serious illegal and trustworthy
enterprises.

5. The total score is at least 60 points in the comprehensive evaluation of small and medium-sized high
technology enterprises index. And the score of technicians index part is not 0.

If an enterprise meets 1~4 conditions above and one of the following conditions at the same time, it
can be directly identified as small and medium-sized high technology enterprise:

1. The enterprise has the Certification of High-tech Enterprises in the valid period.

2. The enterprise has won national-level technology awards and ranked top three among the winning
units in the past five years.

3. The enterprise has recognized provincial and ministerial level R & D institutions;

4. The enterprise has been leading in establishing international standards, national standards or
industry standards in the past five years.

Therefore, only the enterprises meeting the above criteria are qualified for the R&D expense additional
deduction policy.

Scope of R&D Expense

According to “Announcement of the State Administration of Taxation on Issues Relating to the
Collection of R&D expense additional deduction” (State Administration of Taxation (2017) No. 40), the
scope of R&D expense is divided into the following categories:

1. Personnel cost

2. Direct investment cost

3. Depreciation expense

4. Amortization expense of intangible assets

5. Other related costs

Industries Not Applicable to the Policy

. Tobacco manufacturing.

. Accommodation and food and beverage industry.
. Wholesale and retail.

. Real estate industry.

. Leasing and business services.

. The entertainment industry.
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. Other industries specified by the Ministry of Finance and the State Administration of taxation.
Accounting and Management

The enterprise should conduct accounting treatment of R&D expenditures according to the
requirements of Accounting Standards and Business Enterprises. At the same time, the enterprise
should set up subsidiary ledger for R&D expenses that is eligible for tax deduction according to the
R&D project. If an enterprise undertakes a number of R&D activities within a year, it shall recognize
R&D expenses according to different R&D projects.
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The R&D expenses, the cost of production and operation should be measured separately, accurately
and reasonably. Otherwise, these expenses and costs cannot be deducted from the taxable income.

Our Services

As mentioned above, the R&D expense pre-tax additional deduction policy has a significant positive
impact on reducing tax burden of enterprises. The key to applying the policy is to have a solid
understanding of the scope and accurate measurement of R&D expenses. As a professional finance and
tax consulting company, LehmanBrown can provide assistance in the following areas:

1. Qualification application

2. Special audit of R&D expense

3. “Enterprise Income Tax Preferential Matters Form” filling in/submission and annual income
tax filing

Any enquiries, please contact LehmanBrown by enquiries@lehmanbrown.com

LehmanBrown International Accountants is a licensed China-focused accounting, taxation and business

advisory firm, operating dedicated offices in Beijing, Tianjin, Shanghai, Shenzhen, Guangzhou, Hong
Kong and Macau, and with an extensive affiliate network throughout China and in over 100 countries
worldwide.




About Us

Founded in 2001, LehmanBrown is a China-focused accounting, taxation and business advisory firm, operating in Beijing,

Shanghai, Hong Kong, Macau, Shenzhen, Guangzhou and Tianjin. Our firm also manages an extensive affiliate network, providing

service throughout China and reach across the globe.

Combining years of international expertise with practical Chinese experience and knowledge, LehmanBrown offers expert advice
and support to both local and international clients. Within the mid - tier, we are regarded as a market leader and our clients

enjoy access to a combination of senior and experienced counsellors from both China and abroad.

At LehmanBrown we recognise that you are unique, that you have unique requirements and we are committed to providing
individually tailored financial solutions. LehmanBrown is dedicated to providing personalised service by working closely with our

clients to understand your individual business needs. This enables us to offer the most up-to-date and expert advice.
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Professional Services

Audit & Assurance External Audit
China Statutory Audit

US GAAP Audit

IFRS Audit

Hong Kong Statutory Audit

Internal Audit
Fraud Investigation

Forensic Accounting

Special Purpose Audit
Foreign Currency Audit
Royalty Audit

Capital Verification Audit

Valuation Services

Corporate Valuation

Damage Assessment Valuation Intellectual
Property Valuation Asset Valuation

Special Purposes Valuation

Corporate Finance
Debt Restructuring

Acquisition, Disposal & Financing

Mergers & Acquisitions
Transaction Advisory
M&A Divesture

M&A Integration

Financial Due Diligence

Business Services

Company Registration & Maintenance
Cash Flow Management

Chop Custodian Services

Market Entry Advisory

Updating Company Certificates

Annual Inspection & Reporting

Company Secretarial Services

Company Ownership Transferring/Corporate
Restructuring Background/Credit Checking

Company Deregistration & Bankruptcy

HR Support Services

China Visa Services for Expatriates

Social Welfare Structures

Outsourcing Services

Accounting & Bookkeeping
Budgeting & Forecasting Financial Statement

Preparation Head Office Reporting

Financial Management
Interim Financial Management Finance
Manager Function

CFO Function

Treasury Management
Set-up of Bank Account

Payroll Services
Payroll Processing Setup
Expatriate Employees

Local Employees

Secondment & Temping Service

Taxation Services

Individual Tax Planning (IIT)

Tax Immigration & Investment Review

US & Overseas Personal Income Tax Planning
& Filing IIT Tax Payment Facilitation
Application for Individual Income Tax Refund
Expatriate Staff Individual Income Tax Staff

Filing Local Staff Individual Income Tax

Company Taxation (CIT)

Tax Consulting

Corporate Tax Planning
Business Restructuring

Value Chain Review

Onshore / Offshore Investment

Transfer Pricing

Tax Compliance

Tax Due Diligence

Tax Deregistration

Negotiation of Tax Penalties

Tax Refund Application

Tax Representatives for Tax Audit
VAT & Customs Duty Clearance
PRC Tax Receipt Verification

VAT Application

VAT & Sales Tax Filing

Corporate Income Tax Reporting

Specialist Accounting & Risk Management

Internal Controls
Systems
Risk Management

Sarbanes - Oxley (SOX 404)

GAAP, SEC & IFRS Compliance

US GAAP

US GAAP Financial Statement Preparation
US GAAP Conversion

Other GAAP
GAAP Conversion
Public Company Compliance

Financial Statement Preparation

IFRS
IFRS Accounting Repackaging
IFRS Financial Statement Preparation

IFRS Public Company Compliance

SEC
SEC Public Company Compliance

Legal Services

Legal Advisory

Labour Legal Advisory

Workforce Downsizing Advisory
Labour Tribunal Assistance & Advisory
Labour Law Review & Audits

Review & Preparation of Employment Contracts

Corporate Legal Advisory

Legal Due Diligence

Corporate Restructuring Advisory

Review & Preparation of Articles of Association (AoA)
Review & Preparation of JV Contracts

Review & Preparation of Repatriation Agreements

Other Legal Services

Dispute Mediation & Advisory

Trademark & Intellectual Property Advisory
Debt Collection Assistance

Litigation Support
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For further information about how we can add value and support your individual or business needs, please contact us.
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Beijing dbit

6/F, Dongwai Diplomatic Building, 23 Dongzhimenwai Dajie,
Beijing 100600, China

AT XAR BT IANR A 23 5, RAMICIN A KB
602

Tel: +86 10 8532 1720

Fax: + 86 10 8532 2746

E-mail: beijing@lehmanbrown.com

Shanghai _I*]

Room 1501 & 1504, WanTai International Building, No. 480 North
Urumgi Road, Shanghai 200040, China
B L XS EORTE LR (FR1LEE) 480 45 1501 & 1504
Tel: +86 21 6249 0055

Fax: +86 21 6288 1636

E-mail: shanghai@lehmanbrown.com

Guangzhou J M

Room 3317, China Shine Plaza, 9 Lin He Xi Road, Guangzhou
510610, China
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Tel: + 86 20 2205 7883

Fax: +86 20 2205 7880

E-mail: guangzhou@lehmanbrown.com

Shenzhen &

Room 3206, News Building 2, Shennan Middle Road, Shenzhen
518027, China

HERYI T R U 2 5T K 3206

Tel: +86 755 8209 1244

Fax: + 86 755 8209 0672

E-mail: shenzhen@lehmanbrown.com

Tianjin K

Unit 2901-04, The Exchange Tower 2 189 Nanjing Road, Heping
District Tianjin 300051, China
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Tel: + 86 22 2318 5056

Fax: + 8622 2318 5001

E-mail: tianjin@lehmanbrown.com

Hong Kong 7tk

Unit 1902, 19/F, Asia Orient Tower, 33 Lockhart Road,
Wanchai,HongKong

P TS AT IR SE il 33 5 I IURE 19 #1902 5
Tel: + 852 2426 6426

Fax: + 852 2426 6427

E-mail: hongkong@lehmanbrown.com

Macau 7]

No. 367, Avenida da Praia Grande, “Keng Ou” Commercial
Building #16, A & B, Macau

PP LT R SR Bhi 367 5 UK 16 B AB
Tel: + 853 2835 5015

Fax: +853 2837 1884

E-mail: macau@lehmanbrown.com




