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Notice on Improvements to Policies of Weighted
Pre-tax Deduction of Research and Development
Expenses

Cai Shui [2015] No. 119

To: Finance offices (bureaux), State tax bureaux, local tax bureau, science and
technology offices (bureaux) of all provinces, autonomous regions, centrally-
administered municipalities and municipalities and municipalities with
unilateral planning, Finance Bureau and Science and Technology Bureau of
Xinjiang Production and Construction Corps

Pursuant to the relevant provisions of the Corporate Income Tax Law of the
People's Republic of China and its Implementation Regulations, for the
purposes of further implementation of the guidelines specified in the Several
Opinions of the Central Committee of the Chinese Communist Party and the
State Council on Deepening Reform of Systems and Mechanisms and
Expediting Implementation of Innovation-driven Development Strategies,
encouraging enterprises to carry out research and development activities
(hereinafter referred to as the "research and development activities ") and
standardising implementation of additional deduction incentives for
research and development expenses of enterprises (hereinafter referred to
as the "research and development expenses"), notice is hereby given on
issues relating to weighted pre-tax deduction of research and development
expenses by enterprises as follows:

1. Research and development activities and scope of imputation of research
and development expenses

Research and development activities referred to in this Notice shall mean an
enterprise applying new science and technology knowledge creatively for
the purpose of obtaining new science and technology knowledge, or
carrying out systematic activities with specific goals continuously for
substantive improvement of technologies, product (services) and processes.

(i) Research and development expenses allowed for additional deduction

Where the research and development expenses incurred by an enterprise in
its research and development activities do not form intangible assets and
are included in the current period's profit or loss, 50% of such research and
development expenses shall be deducted from the taxable income amount
of the year; where intangible assets are formed, pre-tax amortisation shall be
made based on 150% of the costs of the intangible assets. The specific
scope of research and development expenses shall include:

(a) Staff and labour expenses

Wages and salaries, basic pension insurance premiums, basic medical
insurance premiums, unemployment insurance premiums, work injury
insurance premiums, maternity insurance premiums and housing provident
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RIS, EFRIRF|FMEE TR fund of personnel engaging in research and development activities directly,
£, URIMNERRARIFESE  and the service fees of external research and development personnel.

3

) 2. EEHENEEA. (b) Direct costs
(1) AAESIEREEFENH (1) Materials, fuels and power expenses directly consumed by research and
=N s SEIIPAE- 422 R development activities.

(2) BFEEF0~&mi® (2) development and manufacturing expenses for the mould and technology
HIRgRE, TZEEFEREE and equipment used for intermediate testing and product trial, acquisition
2, NMEOBEEERFHIEER. B costs of samples, prototypes and general testing methods which do not
NE—REUAFRWEZ , X%  constitute fixed assets, and inspection expenses for trial products.
FrmAYEIeE,

(3) BTFHAEIRYNES.  (3) Operation and maintenance, regulation, inspection, maintenance
REHNSITHER. A, I8,  expenses for instruments and equipment used in research and development
HHsEHA , URBYREHESE activities, as well as lease expenses for instruments and equipment rented in
Hﬁiﬂgﬁ’ﬂfﬁgﬁﬁﬁfﬁiﬁﬁ’%‘{ the form of operating lease and used in research and development activities.
25, IREHEZE,

33TIBER., (c) Depreciation

FATHAESIRIYES. 8% Depreciation of instruments and equipment used for research and
HOHTIEZR. development activities.

A4 TR, (d) Amortisation of intangible assets

TSR, EF)  Amortisation of software, patents and non-patented technologies (including
™. IEEREAN (BIEFANE.  licences, proprietary technologies, designs and formulae) used in research
EHEFA. RIHFITESZESE )  and development activities.

HOREEHZR .,

S5FmIRiTEE. FTLZM  (e) Design fees for new products, fees for formulation of new processes,
ISR, FEEAFIIGARTEIE  clinical trial fees for new drugs, and onsite testing fees for exploration and
#. BT ARARIIENAIHIE  development technologies.

o

6. ElftitEXZEH, (f) Other relevant expenses

SWEESNEZEFREM  Other expenses directly related to research and development activities, such
ZE , AERERZE, &Rl as technical books and materials expenses, material translation expenses,
E#. TREAE. SFEE  expert fees, insurance premiums for research and development of advanced
WEIREGEE , TAARERAIME.  technologies, expenses for search, analysis, evaluation, demonstration,
o, FEX. GIE. $%E. I  identification, assessment and acceptance of research and development
B, iHh. IWERA , AR results, application fees, registration fees and agent fees for intellectual
ROERiEZE. IR, (XIEZ , = property, business trip expenses and conference expenses. The total amount
IRER, SIWNEHESE, WINZEASEN of these expenses shall not exceed 10% of the total amount of research and
REBIEIMHORAAZRAS  development expenses allowed for additional deduction.
E910%,

7 BEMFIERFSSEM  (9) Any other expenses stipulated by the Ministry of Finance and the State

TERYEAhZE. Administration of Taxation.
(=) TAESIAIERA®ET (i) The policies for weighted pre-tax deduction shall not apply to the
DOHOBRBCER. following activities:

&Hlﬁ.ﬁﬂ?l% (BRS ) WWEM  (a) Conventional upgrades of the enterprise's products (services).
K.

2 EITRMARSEAEZN  (b) Direct application of certain technologic research results, such as direct
B, MEEXAAFNEFTE. adoption of openly available new technologies, materials, devices, products,
gﬂ RE. I, IRSEHFBR  services or knowledge.
=Jo

3.WERRIE IR (o) Technical support activities provided by the enterprise to its customers
HAR AR &N, following commercialisation.

ANIMEF=m. RS, & (d) Repetitive or simple changes to existing products, services, technologies,

R, MRS TZREHTHES  materials or processes.
BB ERNET,

5. hiZEERR. BERFE  (e) Market surveys, efficiency surveys or management studies.
HEEAR,

6/ERTI (BRSS ) A=A (f) Quality control, testing and analysis, repair and maintenance in industry
TPEREMNESEE. Uit (service) process or in regular basis.

T, HEBYER.

THSRIZE, ZARHANE  (g) Research in social sciences, arts or humanities.
FHHEAIAR.

. $5RISETAAM R 2. Dealing with Special Matters

1M EABIMERAEE N A 1. For expenses incurred by research and development activities carried out
BT RESFTRLERZRR , & by an external organisation or individual entrusted by the enterprise, 80% of
FRZR LR R EERI80%iTAZ  the actual amount shall be included in the entrusting party's research and
FEATRAZAFITEITNR ,  development expenses and allowed for additional deduction, and the
SHEAAEEFITINTORR. & entrusting party shall not make further additional deduction. The research
FEINSRFARTT A ZBALIRALEE  and development expenses incurred by an entrusted external party shall be
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determined in accordance with the principle of arm's length transactions.

Where the entrusting party and the entrusted party are related, the
entrusted party shall provide a detailed breakdown of research and
development expenses to the entrusting party.

Expenses incurred in research and development activities carried out by an
overseas organisation or individual entrusted by the enterprise shall not be
allowed for additional deduction.

2. In the case of a cooperative jointly developed project, the cooperation
parties shall compute additional deduction respectively for research and
development expenses borne by them.

3. In the case of a project with high technical requirements and large
investment which requires centralised research and development by an
enterprise group in accordance with the actual conditions of manufacturing
and business operation and technological development, the enterprise
group may, in accordance with the principles of matching rights and
obligations, matching expenses and gains, determine the sharing method
for research and development expenses reasonably, and share the actually
incurred research and development expenses among benefiting member
enterprises, allowing the relevant member enterprises to compute their
respective additional deduction.

4. The relevant expenses incurred by an enterprise carrying out creative
design activities to obtain innovative, creative and breakthrough products
may be allowed for weighted pre-tax deduction pursuant to the provisions
of this Notice.

Creative design activities shall mean multimedia software, animation game
software development, digital animation, game design and production;

building construction design (graded three-star for green building
evaluation standard), landscape engineering design; industrial design,
multimedia design, animation and derivative product design, model design
etc.

3. Accounting and Management

1. Enterprises shall carry out accounting for research and development
expenditure pursuant to the financial accounting system requirements of the
State; at the same time, set up subsidiary ledgers for research and
development expenses allowed for additional deduction as per research and
development projects, and accurately impute and compute various actually-
incurred research and development expenses allowed for deduction in the
current year. Where an enterprise carries out multiple research and
development activities within a tax year, it shall impute research and
development expenses allowed for additional deduction based on the
respective research and development projects.

2. Enterprises shall make separate computation of research and
development expenses and manufacturing and business expenses, and
impute various expenses accurately and reasonably; where there is no clear
separation, additional deduction shall not be allowed.

4. Industries for which the policies of weighted pre-tax deduction are not
applicable

1. Tobacco manufacturing

2. Lodging and F&B

3. Wholesale and retail

4. Real estate

5. Leasing and commercial services

6. Entertainment

7. Any other industries stipulated by the Ministry of Finance and State
Administration of Taxation

The aforesaid industries shall be based on the "National Economy Industrial
Classification and Codes (GB/4754 -2011)", and updated accordingly.

5. Administrative Matters and Levying and Collection Requirements

1. This Notice shall apply to resident enterprises with proper accounting
which are subject to levying and collection based on examination of
accounts and able to make accurate imputation of research and
development expenses.

2. Where the actually incurred amounts of research and development
expenses of the respective projects of an enterprise are not accurately
imputed or the computation of total amount is inaccurate, the tax
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authorities shall have the right to make reasonable adjustment to its pre-tax
deduction amount or additional deduction amount.

3. Where the tax authorities object to an enterprise's claim for additional
deduction incentives with respect to its research and development
project(s), the tax authorities may request for the science and technology
administrative authorities of prefectural level and above (inclusive) to issue
an evaluation opinion, and the science and technology administrative
authorities shall promptly issue a reply opinion. Scientific research projects
of provincial and ministerial level and above (inclusive), as well as multi-year
research and development projects which have been evaluated in previous
years, are not required to go through evaluation.

4. Enterprises which comply with the criteria for additional deduction for
research and development expenses stipulated in this Notice but have not
claimed the said tax incentives timely after 1 January 2016 shall be allowed
to make retrospective claims and perform the filing formalities, the claims
thereof may be made retrospectively within three years.

5. The tax authorities shall strengthen follow-up administration on additional
deduction incentives policy for research and development expenses, and
conduct verification on a regular basis, and the annual verification coverage
shall not be less than 20%.

6. Implementation period

This Notice shall be implemented with effect from 1 January 2016. The
Notice of the State Administration of Taxation on Printing and Distribution
of the Administrative Measures on Pre-tax Deduction of Research and
Development Expenses of Enterprises (Trial Implementation) (Guo Shui Fa
[2008] No. 116) and the Notice of Ministry of Finance and State
Administration of Taxation on Issues Relating to Policies on Weighted pre-
tax deduction of Research and Development Expenses (Cai Shui [2013] No.
70) shall be repealed simultaneously.

Ministry of Finance

State Administration of Taxation

Ministry of Science and Technology

2 November 2015

313 FUGEESE
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