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Preferential tax policies extended
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On 23 March 2021, China's Ministry of Finance and State Taxation
Administration issued Bulletin [2021] No. 6 and Bulletin [2021] No. 7,
which extend certain preferential tax policies. Several of these policies
had already expired on 31 December 2020; however, taxes that were
charged prior to the release of the bulletins may be refunded or credited
against future taxes.

Tax relief relevant to COVID-19
The following have been extended to

e For businesses manufacturing key supplies for epidemic prevention
and control purposes:
= Qualifying unutilized input VAT may be fully refundable on
monthly basis; and
= The cost of qualifying equipment may be immediately deductible
(rather than depreciated over useful life).

e The following services are exempt from VAT:
= Services to transport key emergency supplies;
= Public transportation services;
= Lifestyle services; and
= Pick-up, courier, and delivery services of daily necessities
provided to residents.

e Cash and goods donated for the purposes of epidemic prevention
and related medical treatment are fully deductible for income tax
purposes provided:
= The cash and goods are donated through qualifying public

interest social organizations or governmental institutions; or
= The goods are directly donated to qualifying hospitals.

e Donations of goods in the above-mentioned situations are exempt
from VAT, consumption tax, city construction and maintenance tax,
and national and local education surcharges.

The following have been extended to

e Forsmall-scale VAT payers:
= The VAT rate is decreased from 3% to 1%; and
= VAT may be exempt before 1 April 2021 if the small-scale VAT
payer is located in Hubei.

e Relevant medical personnel and other staff involved in epidemic
prevention and control are exempt from income tax on any special
subsidies and bonuses they receive pursuant to the government
standard.



e The value of medicines and medical and prevention supplies received
by employees from their employers for virus prevention purposes are
exempt from income tax.

e Movie broadcasting in cinemas is exempt from VAT.

e The cultural undertaking charge (which is a government charge
imposed in advertising and entertainment industry) is exempt for all
applicable payers.

Investments in fixed assets

For newly acquired fixed assets other than houses and buildings,
companies may immediately deduct the acquisition costs (rather than
depreciate them over useful life) if the unit value of the fixed asset is no
greater than RMB 5 million. This policy has been extended to

Research and development

The 75% "super deduction" for qualifying R&D expenditures (i.e., a
company may deduct 175% of qualifying R&D expenses actually incurred
or may amortize 175% of actual costs of the intangible assets if the
qualifying R&D expenses are capitalized as intangible assets) has been
extended to (the standard super deduction rate
under the enterprise income tax law is 50%).

According to a recent press release from the State Council, the super
deduction rate will be further increased to 100% for the manufacturing
sector retroactively as from 1 January 2021, and the administrative
process for taxpayers to claim the super deduction will be streamlined.
The relevant guidance is yet to be published.

Qualifying R&D centers may continue to claim a full refund of input VAT
arising from their purchase of domestically-manufactured equipment
until

Financial transactions

The following preferential policies have been extended to

e VAT is exempt on interest-free loans among member entities in a
group (i.e., the "deemed supply" rule is not applied on interest-free
loans).

e Interest income on small loans by qualifying financial institutions to
small and micro-sized businesses and sole proprietorships is exempt
from VAT.

e | oan contracts between financial institutions and small or micro-sized
businesses are exempt from stamp duty.

Most tax deduction rules in relation to the various provisions or reserves
in the financial sector (e.g., loan loss provisions for banks, premium
reserves for insurance firms, etc.) had expired on 31 December 2020.



Bulletin 6 has confirmed that these rules will continue to apply after 2020
but has not provided an expiration date.

Miscellaneous
The following have been extended to

e VAT refunds for general VAT payers selling self-
developed/manufactured animation software products;

e Reduced VAT rate of 5% and refund of relevant unutilized input VAT
for manufacturing and selling qualifying regional aircraft;

e Refund of unutilized input VAT and exemption from real estate tax
and urban land use tax for research projects to manufacture large
passenger aircraft;

e VAT exemption for manufacturing and distribution of domestically
manufactured anti-AIDS drugs;

e VAT exemption for medical services that are provided by a medical
institution and commissioned by another medical institution, and
where the service price is within the government standard;

e Income tax exemption for income derived by foreign individuals from
investments in China's crude oil futures market; and

e 30% reduction of resource tax on extraction of shale gas.

Taiwan residents who are working in Pingtan in the Fujian province may
be entitled to a tax-free subsidy to ensure their tax burden would not be
higher than that if they would have worked in Taiwan. This policy has
been extended to

The extension of these preferential tax policies should be welcomed by
taxpayers. Affected taxpayers should assess the impact of these policies
on their financial budget for 2021 and beyond, and consider whether to
modify their business and investment plans. If taxes have already been
paid prior to the release of the bulletins, taxpayers should apply for a
refund or credit against future taxes.

With regard to the tax policies relevant to COVID-19 that will be expiring
this year, affected businesses should prepare to adjust the applicable VAT
rates and accounting systems, as well as negotiate with relevant parties
on the tax-related terms.

Qualifying manufacturing enterprises should monitor the regulatory
development of the increased R&D super deduction in order to ensure
their eligibility and qualification for the deduction.
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