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Tax Newsflash

SAT lIssues Clarifying Guidance on
Implementation of EIT Incentive for
HNTEs

Making another century of impact
EHEFRX FEIHLT

China’s State Administration of Taxation (SAT) issued guidance
(Bulletin No. 24) on 19 June 2017 that clarifies the application
of the preferential enterprise income tax (EIT) rate available to
high and new technology enterprises (HNTEs) after
amendments were made to the Administrative Measures for
Recognition of High and New Technology Enterprises and
Guidelines for Administrative Measures for Recognition of High
and New Technology Enterprises in 2016. Bulletin No. 24
applies to EIT filings for the year 2017 and subsequent years.

Overview
Applicable time period

Bulletin No. 24 confirms that an enterprise that is granted an
HNTE certificate may benefit from the tax incentive starting
from the year indicated in the issue date of the certificate.

An HNTE can prepay its provisional EIT at a rate of 15%
(rather than the standard rate of 25%) in the year its
certificate expires. However, if the enterprise fails to renew the
HNTE certificate by the end of that year (instead of before it
makes the final settlement of its EIT liability for that year), the
HNTE will be required to pay back taxes for the relevant tax
period (at the standard EIT rate, rather than the incentive
rate).

For example, assume the issue date of an HNTE certificate is
November 2016 and the certificate expires in November 2019.
The HNTE can enjoy the 15% preferential tax rate in 2016,
2017 and 2018. For 2019, the enterprise can prepay its
quarterly income tax at the 15% rate, but it will have to pay
additional taxes at the standard 25% rate if it fails to renew its
HNTE certificate before the end of 2019.



Scope and procedure and recapture of tax benefits

Bulletin No. 24 specifically provides that the competent tax
authorities may continue to monitor an HNTE after it has
been certified to ensure that it remain compliant with the
HNTE status requirements.

If the tax authorities find that an enterprise does not meet
the relevant requirements for HNTE status at the time it
applies for an HNTE certificate or during the tax incentive
period, the tax authorities must refer the case back to the
certifying authority to re-review the situation.

If the certifying authorities determine that an enterprise
fails to meet the relevant requirements for HNTE status, it
will revoke the status and notify the relevant tax authorities
so they can recapture the relevant tax benefits already
granted to the enterprise.

Documentation requirements

HNTEs are required to submit documentation on an annual
basis. All recognized HNTEs must submit the following
documentation by the end of May each year to enjoy the 15%
preferential tax rate:

HNTE development report for the previous year;

Filing form for EIT incentives; and

HNTE certificate and any other documents required by
the tax authorities.

An HNTE must properly maintain relevant documentation at all
times so that it can respond to any future inspection requests.

Bulletin No. 24 adds some additional requirements to the
documentation rules. HNTEs must maintain materials
substantiating that the technologies that perform a core
supportive role for its main products (or services) fall within
the scope of the Key High and New Technology Sectors
Supported by the State, and documents detailing R&D expense
management, as well as a breakdown of R&D expenses
incurred. Documentation relating to the R&D expenses must
be maintained for the current year and the two prior
accounting years.

Effective date and transition rules

Bulletin No. 24 applies to the EIT filings for year 2017 and
subsequent years.

Enterprises that were granted HNTE status before 1 January
2016 under the old rules before the 2016 amendments in
effect at that time are not subject to the new documentation
rules and other relevant rules in Bulletin No. 24.



The Chinese government is committed to supporting and
fostering innovative science and technology enterprises. For
example, rules issued in 2016 make the HNTE program more
accessible to small and medium-sized enterprises (SMEs), and
the super deduction for R&D expenses recently was increased
to 75% for SMEs. Now Bulletin No. 24 refines the rules
governing the EIT incentive for HNTEs, which generally should
facilitate access to, and the availability of, the preferential
policies.

Nevertheless, enterprises that have obtained HNTE status
should be aware of the ongoing monitoring by the authorities
and take steps to ensure that their documentation is complete,
accurate and timely to avoid the risk of losing their status
and/or having to repay benefits granted. Enterprises that
intend to apply for an HNTE certificate should take the relevant
compliance requirements into account.
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