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In our July 2022 Issue of Newsletter, we will
continue to discuss some of the important
updates in PRC Tax in the First Half of 2022.
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VAT Tax Exemption
available to Small-Scale
Taxpayers in Q2 - Q4 2022

Taxpayers are advised to evaluate the Tax
Impact to their buyers in applying VAT Tax
Exemption

The VAT Tax Relief applies to income subject
to 3% Tax Rate for Small-Scale Taxpayers in
Mainland China (No Relief is available to
Income subject to 5% Tax Rate). Since the
outbreak of COVID-19, the Mainland
Government has already announced that the
applicable income would only be subject to
1% Tax Rate and such policy continued in QI of
Year 2022.

In  March 2022, the State Taxation
Administration has further announced that,
for Q2 to Q4 of Year 2022, the applicable
income is now exempt from VAT. Income
subject to Prepayment of 3% VAT Tax Rate
can now holdover from VAT Payment as well.
Provided that VAT is payable no matter a
company derives a profit or not, the Tax
Exemption is going to provide big relief to the
Small-Scale Taxpayers during the economic
recession.

| Points to note

As a recap, Small-Scale Taxpayers generally
refer to Taxpayers with Annual Sales of RMB 5
Million of below in Mainland China. They are
eligible to enjoy the VAT Tax Exemption for Q2
to Q4 of Year 2022.

Having said that, upon request from
customers, Small-Scale Taxpayers may still
need to issue Special VAT Invoice to their
customers so that such invoice can be used
by their customers to set-off against their VAT
Liabilities. In such case, the Small-Scale
Taxpayers are still subject to 1% VAT Tax Rate.

The Relief allows a taxpayer to select part of
its income to apply for VAT Tax Exemption,
while other part of income to withdraw from
VAT Tax Exemption due to customers request.
To apply for Tax Exemption, taxpayers should

issue Tax-Exempt VAT Invoice (i imas ).

Taxpayers have to select “Tax-Exempt” in the
return, rather than selecting Tax Rate of 3% /
1% or 0%. While for those income withdrawn
from VAT Exemption, taxpayers should issue
Special VAT Invoice.

Taxpayers should always consider their
business situation and relationship with its
business partners to decide whether a Tax
Relief should be selected as some Tax Relief
may not turn out to be beneficial to all
Taxpayers.

Reference
http://www.chinatax.gov.cn/chinatax/n810351/n810
906/c5174222]content.html
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China COVID-19 Relief:
Maximum 50% Reduction
on “Six Local Tax and Two

fees”
50% Reduction is available to VAT Small-
Scale  Taxpayers, Small Low-Profit

Enterprises and Individual Industrial and
Commercial Household only

In  March 2022, the State Taxation
Administration announced a maximum of
50% Tax Reduction from 1 January 2022 to 31
December 2024 on the following Local Tax
and fees:-

Resource Tax

City Maintenance and Construction Tax
Real Estate Tax

Urban and Township Land Use Tax

Stamp Duty (Excluding Stock Trading
Stamp Duty)

v" Farmland Occupation Tax

v Educational Surcharge

v' Local Education Surcharge

AN N N NI

This Tax Relief is available to following
entities:-

v" VAT Small-Scale Taxpayers

v" Small Low-Profit Enterprises

v Individual Industrial and Commercial
Household

Even when the Taxpayers have already
enjoyed other benefits in the above type of
tax and fee, the Taxpayers are still eligible to
enjoy the Tax Relief.

There is not requirement for the Taxpayers to
submit additional information to apply for
this tax relief. The system will automatically
calculate the tax liabilities at a reduced rate.

Reference
http://www.chinatax.gov.cn/chinatax/n81035
1/n810906/c5174055/content.html
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| Points to note

The Tax Relief is going to significantly reduce
the Tax Burden of Small-medium Sized
Enterprise in China. As such, it is important to
review the Definition of VAT Small-Scale
Taxpayers and Small Low-Profit Enterprises.

VAT Small-Scale Taxpayers

The Annual Sales of VAT Small-Scale
Taxpayers cannot exceed RMB 5 Million. If the
entity has already selected itself to be
General Taxpayer in VAT, it is not allowed to
change back to Small-Scale Taxpayers
under normal circumstances.

Small Low-Profit Enterprises

All of the following conditions have to be

fulfilled at the same time:-

v Does not engage in restricted or
prohibited business;

v The amount of Assessable Profits does not
exceed RMB 3 million;

v The number of staff does not exceed 300;
and

v' The amount of asset does not exceed
RMB50 million.

Taxpayers are advised to check thoroughly
the criteria of each Tax Relief and monitor
closely their business size in order to ensure
that they are qualified for the Tax Relief.



N. 3

Enhanced Tax Deduction on
R&D Enterprises in China in
Years 2021 and 2022

Enhanced R&D Tax Deduction is now extended to Manufacturing and Small and
Medium-Sized Technological Enterprises

Enhanced Tax Deduction is now available to the below R&D expenses:-

» Actual R&D expenses incurred in the course of R&D activities; and
» Amortisation of Intangible Assets generated from R&D activities.

Below are Enhanced Tax Deduction Rates available to various type of enterprises in
China:-

All Enterprise (except for 1 January 2018 -

1 0,
Manufactyrlng arld other 31 December 2023 175%
businesses*)
Manufacturing Enterprise# Starting from 1 January 2021 200%
SliEll e Wlsei522e Starting from 1 January 2022 200%

Technological Enterprises”

* Other businesses comprise Accommodation and Catering, Retail and Distribution,
Immovable Property, Leasing and Business Centre and Entertainment Business

# To qualify as Manufacturing Enterprise, over 50% of Revenues of the enterprise
have to be generated from manufacturing business

A Please refer to the below Reference Link for the Definition of Small and Medium-
Sized Technological Enterprises

Reference
http://www.gov.cn/fuwu/2020-06/08/content_5518012.htm
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| Points to note

We can observe that Mainland China
authorities have exerted extensive
effort to promote the technological
development of Chinese Enterprises.
The Tax benefits are now not limited
to Reduced Corporate Income Tax
Rates of 15% for High and New

Technology Enterprise. With the
above introduction of above
Enhanced R&D Tax Deduction,

Chinese Enterprises carrying out R&D
activities are now enjoying
tremendous amount of tax benefits in
addition to other government
subsidies.

MNCs purely engaged in R&D
activities in Mainland China may
select to incorporate a Wholly-owned
Foreign Enterprise (WFOE) or a
Representative Office (RO) when it is
not expected to derive any income in
Mainland China. Besides other
general considerations, the tax relief
would be another important
consideration to set up a WFOE or RO
as they are generally available to
Chinese Tax Resident Enterprise only.
In such case, it is unlikely that RO will
be able to enjoy such benefits.
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Contact Us.

For further information regarding the above,
please feel free to contact us.

MBEWERMS - B 2 P RAs -

HENRY KWONG ELENA NG
Tax Partner Senior Tax Manager
\\ (852) 3962 0114 \\ (852) 3962 0116

E henry.kwong@chengtax.com.hk elena.ng@chengtax.com.hk

JERRY WONG KEITH CHUNG
Business Consulting Director Tax Manager

% N
\\ (852) 3962 0109 N\ (852) 39620136
keith.chung@chengtax.com.hk
(O Whatsapp +852 5600 1980 2 g@cheng

{ jerry.wong@chengtax.com.hk

Cheng & Cheng Limited
A SN EHEMBERLT

https://www.chengcpa.com.hk

Cheng & Cheng Taxation Services Limited

BMEREBEBIRLE

https://henrykwongtax.com/zh-hk/

Levels 35 & 36,

Tower 1, Enterprise Square Five,

38 Wang Chiu Road,

Kowloon Bay, Kowloon, Hong Kong
BENENEERRBREISR
THXESBSHLIE3I5SKR361E

S2

CHENG & CHENG LIMITED

Certified Public Accounmants #8884 31 66 F-M A 41 PR 8]



