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Glossary

Abbreviation

BPO
EIT
HNTE
ICE

IP
ITO
KPO
MOF
MOST
SAT
SE
TASE

VAT

. Praxity.:

Business Process Outsourcing (57 AR S5 R FZ Y M)
Enterprise Income Tax (1l F7E#5%)

High and New Technology Enterprise (& A l)
Integrate Circuit Enterprise (£25% FEES)))
Intellectual Property (&1iH7=4Y)

Information Technology Outsourcing ({2 B3 A4 M)
Knowledge Process Outsourcing (37 A MEFITHRFZIMEL)
Ministry of Finance (7 E%)

Ministry of Science and Technology (F}3h)

State Administration of Taxation (E 2155 =L &)
Software Enterprise (Zx{4:1>))

Technological Advanced Service Enterprise
(FER St BIRR 55 40l)
Value Added Tax (F4{EFi)
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270 offices in
77 integrated
countries

Mazars International

1.278 ¢h
INTEGRATED J—— ﬁ
COUNTRIES

NON-INTEGRATED COUNTRIES:
MAZARS CORRESPONDENTS AND
REPRESENTATIVE OFFICES

COUNTRIES COVERED
VIA THE PRAXITY ALLIANCE
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Mazars - Zhongshen 'Zhonghuan | facts and figures

Zhongshen Zhonghuan joined Mazars integrated w : i\.\]
partnership effective from Jan.1st 2016 { e _a
= ~ | *\. 4
. : pag ™ RN 3
25 locations in China - \ N ‘ﬂ'iw"?l
! ".,“ = x’fj : T ‘* --\.‘1
2800 + staff in total o el ~ C f ,'m'"q ;
( * R . _ ll)cr‘
470 + CICPAs 3 Xinjiang ' lnner Mongoha X r\ '
b p—" Sansu‘ TR H\ebel 'ﬁanjm
i Chi W “ohy —ris N "'Nmam' w7
83 partners in China ': i " o 'Sham& Shand oﬁg
Operating income 1.1Billion RMB in 2015/2016; ' e Shgrmxtl-le*an Juangs:z
| Tibet . sm " H$e| "Anhui;; Shanghal
L ; : ia
¥ g ’Choﬁqrn.H Jlangxl J -
= [ unan. b
Guizhou Fuuam P
Serving 100 + listed companies -:‘--Y"""a" % Gua*ﬂoxlsugéd* ; L [ Taiwan
“ 9 ‘;_'. \,.y_',.-' . { N
Serving 20 + large state-owned enterprises L % W HongKong
S~
Hainan{_ /

Serving 1000 + international companies in China

lslaﬁds c;f South China Sea

Mazars Main Offices in China — Beijing / Shanghai / Guangzhou
% Other offices in China
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Founding member of Praxity

Praxity is the world’s largest alliance of independent
accounting and consulting firms.
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Combined turnover USD 4.75 billion (EUR 4.5 billion)/ -
Countries present in 103 t

Global member offices 635+

Participating firms 66

Employees worldwide 41,780+

Partners 3,450+

Praxity: VB MAZARS



2. PRC TAX INCENTIVES FOR
TECHNOLOGY INDUSTRY
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Major event timeline
HNTE (Ei#rHiAR4k)

Circular 172 — Guokefahuo [2008] No. 172

(EFHAK [2008] 172%5)

>

Old EIT Law Circular 362 — Guokefahuo [2008] No. 362
|H AV Fr 3 B2 N '
rosoosy ) (ERHEK [2008] 3625)
| 2008 (in 2008) | 2016
I |
(N%‘;V/v\il};ﬁl_?gvﬁvﬁli Circular 32 — Guokefahuo [2016] No. 32
HTAE L

(Since 2008)

SE / ICE (3kf:4)k / 45 i B BR k)

(ERR K [2016] 32+
Circular 195 — Guokefahuo [2016] No. 195
(EIF}%>K [2016] 195%)

(in 2016)
Circular 27 — Caishui [2012] No. 27
OId EITL . -
( lﬁﬁﬂﬁﬁ?évﬁiz) (Wi [2012] 27%)
(Pre-2008) (in 2012)
I 2008 2012 I 2016
| | | >
New EIT Law Circular 49 — Caishui [2016] No. 49
(BTl i i) (U Fi [2016] 495)
(Since 2008) (in 2016)

 Praxity::
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Major event timeline

R&D Super Deduction (E)}Ziﬁﬁﬁﬂnﬂ‘j’n IE/%) Circular 119 — Caishui [2015] No. 119
- : (%1 i[2015]119%)
Old EIT Law f;;'g é%%g]?;gih)”'fa [2008] No. 116 PN 97 — SAT Public Notice [2015] No. 97
(IH AL T3 R) (in 2008) = (I 5 Bi 25 4R A4 7 20154F 4197 )
(in 2015)

(Pre-2008)

| 2008 | 2013 | 2015

>

| | |

New EIT Law Circular 70 — Caishui [2013] No. 70

(Since 2008) (in 2013) (%1 #i[2013] 705)

Technology transfer (AR #EiE)

Circular 212 — Guoshuihan [2009] No. 212 PN 62 — SAT Public Notice [2013] No. 62

Old EIT Law
P (FEFiek [2009] 2125 (HFFI% 55 A 520134 #629)
EIIDH ﬁ%g@ ;%%5@/2) (in 2009) (in 2013)
re-
; 2008 ; 2009 ; 2010 ; 2013 | 2015
I | | | |
Circular 116 — Caishui [2015] No. 116
New EIT L/gV\{ X Circular 111 — Caishui [2010] No. 111 (4Bt [2015] 116°5)
CRr AV B S B1E) (7 [2010] 111 ) PN 82 — SAT Public Notice [2015] No. 82
(Since 2008) (in 2010) (F 5 B4 7 A 5 20154 4582°5)
(in 2015)

RS M A Z AR S
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Major event timeline

TASE (ARG R R 55 42 k)
Old EIT Law &L};ﬁ'go%‘o’g]_éﬁ)h”' [2009] No. 63 Circular 59 — Caishui [2014] No. 59
(EERAIEETA7S) (in 2009) (M Ft [2014] 59°5)
(Pre-2008) (in 2015)
I 2008 I 2009 | 2010 I 2014
| | | | >
New EIT Law Circular 65 — Caishui [2010] No. 65
Cor L R (4 [2010] 655)
(Since 2008) (in 2010)

1
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-
History
» Pre-2008
< Old EIT Law

)

% Tax incentives by geographical location, e.g., coastal areas, Special
Economic Zone (578225555 X) , etc.

<

)

» Domestic enterprise vs foreign enterprise

L)

> Since 2008

<

L)

* New EIT Law

L)

% Tax incentives by industry, nature of products / services, etc.

L)

L)

% Free Trade Zones (H%X) — any special tax incentives?

Praxity VEBR MAZARS
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EIT Law (2008 version)

» Articles 27 & 28 - Highlights of industries / projects / activities with EIT

Incentives
s Agriculture
% Basic infrastructure
* Environmental friendly, energy and water conservation

% Small enterprise

“* Technology

o Praxity.:
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| am a traditional
manufacturer / trader /
distributor / service

provider

HNTE? SE? ICE? TASE?

Too far from us?

& { Maybe simpler or more reachable
— than what you think!

. Praxity.: M AE B RS



3. HNTE

HIGH AND NEW TECHNOLOGY ENTERPRISE
(FFTERLEL)
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HNTE — Latest development

Circular 195
(EFEAZ K [2016] 1955)

(June 2016)

Circular 32
(EIFFA& K [2016] 325)

(January 2016)

/

\
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1

HNTE - Circulars 32 & 195

>

\/
0’0

\/
0’0

<

o0

L)

Purpose

Provide updated context in response to the changing business environment

Include a catalog (“High-tech Catalog”, [E55 & S S FEHY = ¥R R k) listing
out eligible industries / activities

Clarify assessment criteria and administration matters
Effective date: 1 January 2016

2008\,
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1

HNTE — Who is eligible?
» High-tech Catalog (300+ items)

< Electronic Information (FE = E)

< Biological and pharmaceutical technology (4£%75 %1 BE2%)
% Aviation and aerospace (fliZ&f1-K)

* New materials G}

< High-tech services (= R E%)

(T(T
~

* New energy and energy conservation GrEEH S T8
* Resources and environmental protection (%75 5 1)

% Advanced production and automation (4 #H#E S HEME)

. Praxity.:
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HNTE — Other criteria

Proven track record of business

* PRC incorporated (excluding HK, Macau & TW)

* Must be incorporated for more than 365 days

IP ownership

» Possession of self-developed IP

» Core technology applied is included in the High-tech Catalog

* |P registered with relevant authority

Praxity: " TIEYe
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HNTE — Other criteria (cont’d)

« >60% income of last year is derived from products / services mentioned in High-
tech Catalog

e >10% R&D staff

Praxity VEBR MAZARS



HNTE — Other criteria (cont’d)

R&D expenditure

» >5% if last year turnover <RMB50mil

» >4% if last year turnover is >RMB50mil but <RMB200mil
* >3% if last year turnover is >RMB200mil

* >60% incurred within China

Praxity: BEE MAZARS
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HNTE — Other criteria (cont’d)

Compliant with safety, product quality and environmental

regulations

M M AZARS

_ Praxity.:



HNTE — Qualification Procedure

-

Application submitted to local MOST (&3 )
=B) office

Certificate issued by local MOST office

Record-filing with in-charge tax bureau

Follow-up administration

M M AZARS
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HNTE — MOST application

Application
Online initial
registration o O

IP details &
certificates

Special audit for
high-tech income
and R&D

Preparation
of application
documents

O Project planning
_ and completion
Online and report
paper o o

submission

L VER M AZARS



HNTE — Follow-up administration

1. Annual filing by May each year

2. Renewal for every 3 years




HNTE — Tax incentives

1. Reduced CIT rate @15%

2. Staff training expense deduction threshold @8%

-
~ ‘.-
&.U
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4. SE

SOFTWARE ENTERPRISE
(BR 1)

27 LOBAL ALLIANCE (]F
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B
SE — Circular 49

» Purpose

R

» To simplify procedure for preferential tax treatment application
s Pre-approval by Software Association vs Record-filing with tax bureau
s Post-application tracking

» Effective date: 1 January 2015




SE - Criteria

» Develop and sale of software product (service)

Staff mix

» >40% tertiary educated

* >20% R&D staff

oo, IBSE M A ZARS
y Pra)_q ty



SE — Criteria (cont’d)

R&D expenditure

* >6%

* >60% incurred within China

Praxity.: BEE MAZARS
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SE — Criteria (cont’d)

Income from software product / service

» >50% income from software product / service

* >40% income from self-developed software product / service
° or

» >40% income from software embedded product

» >30% from self-developed software embedded product

IP ownership

» Possession of registered software IP rights

Appropriate R&D facilities

Compliant with safety, product quality and environmental
regulations

Pra)ﬂty B MAZARS

LOBAL ALLIANGE OF »
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SE - Record-filing

Details of
R&D facilities

Record filing O
o O
o o o)
O . .
o List of software Special a_ud|t for
° product / software income
' and R&D expense?
service O
Record filing s O
during annual o

EIT return

Statutory
audit

IP details &
certificates

Maintain

supporting o
documentations

. Praxity.:



SE - Follow-up administration

Generally, no follow-up
action is required,
but.....

M M AZARS




e
S
SE - Tax incentives

EIT

1. 2-year EIT exemption, 3-year 50% EIT reduction (PF§%g =J82F)
2. Staff training expense — no limit on tax deduction
3. Accelerated amortization for purchased software (to 2 years)

‘Jf 'VALUE

«q"

|

Praxity.:
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SE — Tax incentives (cont’d)

VAT

4. VAT refund for portion in excess of 3%

e M AZARS
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ULUDAL ALLIANLGLE LU
INDEPENDENT FIRMS

35



5. ICE

INTEGRATED CIRCUIT ENTERPRISE (ZERkBEEE )
(MANUFACTURING / DESIGN)
YER MAZARS

Pra)uty
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ICE — Lastest development

Circular 49
(7t (2016 ) 495)

(May 2016)

Prax,ty_ e M AZARS
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ICE — Criteria

Principal business
activity

Income from IC
product / service

R

IP ownership

Compliant with
safety, product
guality and
environmental
regulations

R&D expenditure

Appropriate R&D
and manufacturing /
design facilities

Similar
to those

Pra)uty

38 GLOBAL ALLIANGE OFs®
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ICE — Criteria

» Manufacture of single-chipped IC, multiple-chipped IC and mixed-signal IC
° or
» Design of IC

« >40% tertiary educated
* >20% R&D staff

R&D expenditure

* >5% for IC manufacturing
* >6% for IC design
* >60% incurred within China

Praxity: VB MAZARS

GLOBAL ALLIANCE O
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ICE — Criteria

Income from IC product / design service

* >60% income from IC product

° or

* >60% income from IC design service

» >50% from self-developed IC design service

IP ownership

» Possession of registered IP rights

Appropriate R&D and manufacturing / design facilities

 Qualified manufacturing (e.g., ISO certified)
» Appropriate workstation, server, etc.

Compliant with safety, product quality and environmental
regulations

VIBSE M AZARS

Pra)uty
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ICE — Qualification Procedure

Record-filing with in-charge tax bureau

e =

Follow-up administration

M M AZARS

 Praxity.:
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ICE — Record-filing

Similar to
those for SE?
O

Details of
R&D facilities

Record filing O
K¢ O @)
o o O
Special audit for IC
income and R&D
O expenses
Record filing
during annual °

EIT return

Statutory

O |P detalils & audit
certificates
Maintain
supporting ° o

documentations

. Praxity.:



ICE — Follow-up administration

Generally, no follow-up
action is required,

but.....
o O

Similar to
those for SE?
O

(@)

=] o
Q%amy
9 ¢ )

, Praxity.:
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e
S
ICE- Tax incentives

For IC manufacturing adopting production technique <0.8um, and IC design
2-year EIT exemption, 3-year 50% EIT reduction

For IC manufacturing adopting production technique <0.25um
5-year EIT exemption, 5-year 50% EIT reduction

Staff training expense — no limit

Accelerated amortization for purchased software (to 2 years)

Accelerated depreciation for production equipment (to 3 years)

Praxity.:
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6. R&D SUPER DEDUCTION
(Wt & %2 AN+ ER)

«*Te iy
PR vEese M AZARS
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EIT — Super deduction for R&D costs (150%)
> R&D - definition

Systematic and
continued activities for
btaining new knowledge

In science and

technology

Innovative application of

science technology

Substantial improvement

for technology or product
| service

Prax,ty e M AZARS
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EIT — Super deduction for R&D costs (150%)

Activities / industries not qualified

Tobacco manufacturing
Hospitality and catering
Wholesale and retall

Real Estate

Leasing and commercial service
Entertainment

Other activities / industries specified by MOF / SAT Yﬁsgaé
NO

Praxity VEBR MAZARS



EIT — Super deduction for R&D costs (150%)
> Eligible costs

Salaries

Amortization of
intangible assets
used in R&D
activities

Depreciation for
equipment used
iIn R&D activities

=
%‘
B

BRMAZARS

Design fee, trial Other relevant
fee, testing fee costs

Prax:ty
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EIT — Super deduction for R&D costs (150%)

Costs not qualified

Conventional (regular) upgrade of product / service
Direct application of developed technology
After-sale support

Minor changes to existing product / design

Market surveys or relevant studies

Regular quality control, testing and analysis, repair and
maintenance

Research in social sciences, arts or humanities

Praxity.:
49 GLOBAL ALLIANCE OF o




EIT — Super deduction for R&D costs (150%)

» Sub-contracting

R&D super deduction?

Fee payer / (but 80% only)
Sub-contractor X
Fee payer (sub-contract to overseas pairty) X

Contract

e M AZARS
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Example

R&D expense (assumed)

Profit before tax (assumed)

Super deduction
Taxable profit

EIT rate

EIT

Effective EIT rate

Base case (no tax

incentive)

1,000,000

3,000,000

0

3,000,000

25%

750,000

25%

R&D super

deduction

1,000,000

3,000,000

500,000

2,500,000

25%

625,000

20.83%

R&D super
deduction for

HNTE
1,000,000

3,000,000

500,000

2,500,000

15%

375,000

12.5%

» Atax saving of 12.5% for HNTE with R&D super deduction!!!

R&D super
deduction for

SE
1,000,000

3,000,000

500,000

2,500,000

Exempt

Exempt

0%

5
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7. TECHNOLOGY TRANSFER
(BINFZIL)

a".,, N A ‘_,LA,,
Praxity: YIESd M AZARS
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Technology Transfer — Latest development

Circular 116
(7t (2015 ) 1165)

(October 2015)

O

it
= Cil7 T

PN 82
(B HB S B RA T
20154 5825)

(October 2015)

Praxity.:
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EIT exemption / reduction for income from technology
transfer — Criteria

Technology is
Tax resident within the scope

enterprise defined by MOF /
SAT

Approved by
relevant
authorities

o e M AZARS
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EIT exemption / reduction for income from technology
transfer — Criteria

Technology is within the scope defined by MOF / SAT

 Transfer of IP ownership or 5+ years non-exclusive rights to use (i.e., licensing)

« Patent (including that for national defense), software, IC design, new plant species,
new biological / pharmaceutical species

» Registered with appropriate authority

Approved by relevant authority

 Domestic transfer
* Qverseas transfer

——EIE

5



Income from technology transfer

Record-filing

EIT

VAT

Portion >RMB5 million

LOBAL ALLIANGE ':]F
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8. TASE

TECHNOLOGICAL ADVANCED SERVICE ENTERPRISE
(BIRSi B R 55 £ell)

VIBSE M AZARS

Pra)uty

LOBAL ALLIANGE OF »
I EIEI"ENIJENT FIRMS



TASE - Latest development

Circular 59
(i [2014] 595)

(Oct 2014)

\

L

M M A ZARS
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TASE - Eligible activities

« Software R&D

Software technical service

IC design

IC and software testing platform

Information system operation and maintenance
Data technical service

Business « Corporate business flow design
Corporate back office service
Process P

_ Corporate operation service
Outsourcing

Corporate supply chain management service

KnOWIGdge * R&D activities for other industries
PrOceSS  Data mining
* Others

Outsourcing

Praxity: VEBR MAZARS



TASE — Criteria

| Income from
ITO, BPO, KPO offshore

Income outsourcing
services

Staff mix

LOBAL ALLIANGE ':]F
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TASE — Qualification Procedure

-

Application submitted to local MOST (&3 )
=B) office

-

Certificate issued by local MOST (RHZEE)
office

Record-filing with in-charge tax bureau

Follow-up administration

M M AZARS
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TASE — MOST application

Description
of business

Online initial
registration

Income

Preparation breakdown
of application
documents

Statutory audit

Offshore income
foreign exchange
clearance

documents

Online and

submission

L VER M AZARS
- LraXITY



TASE - Follow-up administration

1. Renewal for every 3 years
2. Generally, no follow-up action
IS required, but.....




TASE- Tax incentives

EIT
1. Reduced CIT rate @15%
2. Staff training expense deduction threshold @8%

VAT
3. Zero VAT for offshore service

e M AZARS
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9. SUBSIDY FROM LOCAL GOVERNMENT

R MAZARS
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There may be more subsidies available than

what you think

M M A ZARS
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Beijing (highlights)

30% subsidy on 80% subsidy on
eligible R&D cost — product insurance

up to RMB5 million expense — up to
RMB1 million

20% subsidy on
turnover for high- Partial VAT and CIT

tech product / refund in designated
service — up to science parks
RMB2 million

Subsidy for listing —
up to RMB2 million

Vs M AZARS
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Shanghai (highlights)

Subsidy on software

project — up to 30% Partial VAT and CIT

refund in designated

of project budget or science parks

RMBS8 million

Subsidy for listing —
up to RMB1.5

million

LOBAL ALLIANGE ':]F
I DEPENDENT FIRMS



Guangzhou (highlights)

5% to 10.5% RMB200,000
subsidy on R&D subsidy for HNTE
cost applicant

RMB1 million Subsidy on
subsidy for registered patent —
successful HNTE up to RMB40,000

applicant per patent

Subsidy for listing —
up to RMB3 million

YBRE M AZARS
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Shenzhen (highlights)

RMB100,000 subsidy

for successful
HNTE applicant

Subsidy for listing —

up to RMB1 million

Praxity: VB MAZARS
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Zhongshan (highlights)

Subsidy for project Bl py1p>00,000 subsidy
for successful HNTE
applicant

related to designated
technology — up to
RMB5 million

50% subsidy on
Insurance expense
related to
technology — up to
RMB500,000

Subsidy for listing —
up to RMB5 million

YER MAZARS
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Foshan (highlights)

RMB300,000 subsidy

for successful HNTE
applicant

Subsidy for listing —

up to RMB1 million

Praxity: VB MAZARS
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Summary - tax incentives available for technology enterprise
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10. EXPERIENCE SHARING

CASE STUDY

a".,, N A ‘_,LA,,
Praxity: VERE M AZARS
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A subsidiary of Hong Kong listed company

Development of mobile phone app

» Small company — revenue of about RMB1 million

> Small team — <15 staff in total

» Small projects — R&D cost (mainly salaries) of about
RMB50,000 - RMB100,000 for each project

Lesson to learn — business scale does not matter as long as
the HNTE criteria can be fulfilled

PraXIt_V M‘i::—
> "NDEPENDENT Fif ' ’
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A subsidiary of Hong Kong listed company

Design and manufacture of internet of things (#7Bt®) device, and other
traditional device

>

>

Fairly large company
Qualified for SE and HNTE in previous years

Annual sales amount of software embedded products (i.e., the internet
of things device) is barely below the threshold

All other SE and HNTE criteria are fulfilled

Lesson to learn — SE / HNTE must always pay attention to

the criteria and make sure it will not fail any of them

Prax:ty
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11. Q&A

More questions? Feel free to ask
by email john.poon@mazars.hk or
by phone +852 2909 5663

Praxny VB M AZARS
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J O h n PO O n Qualification

e Master of Science, Financial Engineering, The City University of Hong Kong
e Bachelor of Business Administration, Baruch College, The City University of
New York, USA

Background

e John is a Tax Director of Mazars Hong Kong and has more than 20 years of tax
and business advisory experience. John started his career as a tax consultant in
an international accounting firm in 1993. He was stationed in Shanghai from
2004 and 2013, working extensively on China tax and business advisory projects.

e John has extensive experience in advising multinational and China tax matters
and assisted clients in numerous global and regional projects, including
investment holding structure planning, operating model structuring, outbound
investment planning, tax health checks, IPO structure planning etc.

John Poon

Director - Tax Advisory Services e John has served clients from a board range of industries including retailing,
manufacturing, wholesaling, real estate development, etc. and provided

CONTACT DETAILS diversified services to different companies.

42/F, Central Plaza,

18 Harbour Road e John also has the following skills:
Wanchai, Hong Kong - Tax Planning o

Direct Line: +852 2909 5663 - Corporate Reorganization

Fax: +852 2581 1289 - Mergers and ACC{UiSitiOﬂS

Email: john.poon@mazars.hk - Tax Due Diligence

MAZARS
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