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Tax Newsflash
SAT Releases 2017 Enterprise Income
Tax Return Forms

China’s State Administration of Taxation (SAT) published
Bulletin 54 on 5 January 2018 that contains the long-awaited
2017 versions of the Enterprise Income Tax (EIT) Return
Forms, which replace the forms issued in 2014. The new forms
are to be used for filing the EIT returns for 2017 and
thereafter.

The main changes made to the forms are as follows:
Elimination of four forms

To relieve the filing burden on taxpayers, the number of EIT
forms has been reduced from 41 to 37. The information

previously required in the four eliminated forms has been
partially consolidated into other forms:



Amendments to Forms Relating to Donation Expenditure
and Certain Preferential Policies

: Article 9 of the EIT Law has
been amended as from 1 January 2018 to provide that a
company's annual donations for public interest purposes that
exceed 12% of the company's accounting profit of the year
may be fully deductible; however, the excess must be carried
forward to the subsequent three years. The new form adds two
columns: "Deductible donations brought forward from previous
years" (Column 2) and "Deductible donations carried forward
to future years" (Column 7).

: The R&D super deduction rate for small and
medium-sized science and technology enterprises (SMSTES)
was increased from 50% to 75% on 1 January 2017. The new
EIT form distinguishes between SMSTEs and non-SMSTEs
(whose R&D super deductions rate remain at 50%) by adding
a column for "basic information."

In accordance with guidance on the R&D super deduction
issued in 2015 (i.e. Caishui [2015] No. 119), the new EIT form
classifies the R&D expenses eligible for the super deduction
into seven categories, and requires the taxpayer to provide
information for certain items (e.g. contract R&D expenses,
income to offset the R&D expenses, etc.).

To qualify for HNTE status, an enterprise must meet certain
requirements in terms of its revenue, personnel and R&D
expenses. The new form is updated according to the
Administrative Measures of HNTE Recognition (HNTE
Measures), which were revised in 2016:

Revenue - The new form adds a requirement for a taxpayer to
provide information on nontaxable revenue.

Personnel — The old form required a taxpayer to provide both
the numbers of "science and technology personnel" and "R&D
personnel." The HNTE Measures lowered the personnel
requirement and no longer distinguishes between "R&D
personnel” and "science and technology personnel,” so the
new EIT form requires only the number of science and
technology personnel.

R&D expenses — In addition to R&D expenses for the current
year, the new EIT form requires the same information on the
previous two years, with the ratio of R&D expenses to total
sales computed based on the aggregate amount in the most
recent three years.

The new form adds a separate line for HNTEs that are newly
established in the five economic zones (i.e. Hainan, Shantou,
Shenzhen, Xiamen and Zhuhai) and Shanghai Pudong because



these HNTEs also may enjoy a five-year tax holiday (i.e. two-
year EIT exemption followed by three years of a 12.5% tax
rate).

: Since qualifying software and IC enterprises no
longer need pre-approval and certification to qualify for EIT
incentives, the new form does not require the taxpayer to
provide the code of software/IC enterprise certificate. Instead,
a qualifying enterprise must check the relevant boxes to
confirm the type of tax incentive that may apply based on the
actual situation of the enterprise.

Like the old EIT form, the new form still requires an applicable
enterprise to provide information on its personnel, R&D
expenses and revenue to allow the tax authorities to
determine the enterprise's eligibility for the incentive.
However, the form streamlines the structure of revenue
information (Line 23 to 31), and no longer differentiates
between enterprises established before and after 1 January
2011 because the differentiating policies were abolished by
2016 guidance applicable to software/IC enterprises (i.e.
Caishui [2016] No. 49).

Miscellaneous

: Some
information requests are eliminated in the new form, including
those relating to registered capital, whether the enterprise is
incorporated in a foreign jurisdiction but controlled by Chinese
enterprises, place(s) where accounting materials are
maintained, accounting software, outbound investment, etc.,
because the relevant information can be obtained by the tax
authorities through other channels. However, the new form
requires taxpayers to provide information on any
reorganization activities and the profit distributions during the
fiscal year.

: In the past few years, the Chinese
government has introduced various tax deferral options to
facilitate company reorganizations. To ensure the relevant
information is accurately captured, the new form adds
separate lines for three situations where tax deferral may be
granted: using technology for a capital contribution, intragroup
transfer of shares or assets, and using non-monetary assets
for a capital contribution. Tax adjustment information in
relation to the three situation no longer is combined and
included in the "other" line.

: Where a

qualifying corporate investor makes an equity investment in a
qualifying science and technology enterprise (including where
the investment is made through a venture capital partnership),
the investor is entitled to a tax credit, which is computed as a
certain percentage of its equity investment in the qualifying
enterprise. Where the tax credit is not fully utilized, any excess
may be carried forward indefinitely. Previous EIT guidance was



silent on whether the utilization of the tax credit should be
before or after the loss utilization. The 2014 version of the
main EIT form required the tax credit to be utilized first,
followed by the loss utilization. However, the 2017 form allows
a taxpayer to utilize the loss first and then the tax credit.
Since the losses will expire in five years while the credit may
be carried forward indefinitely, the treatment under the new
form should be more beneficial to taxpayers. Form A106000
also is updated accordingly.

Since the Chinese tax authorities have significantly enhanced
big-data storage and processing capabilities in recent years,
the new EIT return forms are considered an important tool for
the authorities to collect taxpayer information for risk-oriented
tax management and audits. Although the number of the
forms is reduced, the amount of information to be provided in
the forms may not be and the mechanism for data cross-
reference among different forms appears more complicated.
Therefore, taxpayers should be very careful when completing
the EIT forms to avoid any misstatement or omission. Since
the EIT filing deadline is 31 May, enterprises should consider
how to prepare the filing package more efficiently and whether
additional resources will be needed to collect data for areas
where information requests have become more sophisticated
(e.g. tax treatment of reorganization activities).

It also is worth noting that the 2014 EIT forms still are to be

used for any amendments made to the tax returns for certain
previous periods.
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