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Announcement [2015] No. 97

Announcement of the State Administration of
Taxation on Issues Relating to Additional
Deduction of Research and Development Expenses
of Enterprises

State Administration of Taxation Announcement [2015] No. 97

Pursuant to the Enterprise Income Tax Law of the People's Republic of
China and its Implementation Regulations (hereinafter referred to as the
"tax laws"), and the Notice of the Ministry of Finance, the State
Administration of Taxation and the Ministry of Science and Technology on
Improvements to Additional Deduction Policies for Research and
Development Expenses (Cai Shui [2015] No. 119, hereinafter referred to as
the "Notice"), announcement is hereby made on issues relating to
implementing improvements to additional deduction policies for research
and development expenses (hereinafter referred to as the "research and
development expenses"):

L. Scope of research and development personnel

Staff of enterprises who engage in research and development activities
directly shall include research personnel, technical personnel and support
staff. Research personnel shall mean professionals undertaking research
and development projects primarily; technical personnel shall mean
persons who possess technical knowledge and experience in one or more
areas in

engineering, natural sciences and life sciences and participate in research
and development work under the guidance of research personnel; support
staff shall mean technicians participating in research and development
activities.

External research and development personnel engaged by an enterprise
shall mean research personnel, technical personnel and support staff who
have entered into a labour services agreement (contract) with the
enterprise, and temporary research personnel, technical personnel and
support staff.

II. Imputation of research and development expenses

(1) Imputation of accelerated depreciation expenses

Where an enterprise opts to enjoy accelerated depreciation incentive for
instruments and equipment used by the enterprise in its research and
development activities which comply with the provisions of the tax law, at
the time of computation of research and development expenses allowed
for additional deduction, the depreciation and expenses which have
undergone accounting treatment allowed for additional deduction shall
not exceed the amount computed pursuant to the provisions of the tax
law.

(2) Imputation of multi-purpose and multi-target expenses

Where the staff of an enterprise who engage in research and development
activities simultaneously undertake non-research and development
activities, or the instruments, equipment, intangible assets used by the
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enterprise in research and development activities are simultaneously used
for non-research and development activities, the enterprise shall keep the
requisite records of the staff activities and usage of instruments,
equipment and intangible assets, and distribute the actually-incurred
relevant expenses between research and development expenses and
manufacturing and business expenses in accordance with a reasonable
method such as ratio of actual work hours etc, and additional deduction
shall not be allowed if the expenses are not distributed.

(3) Imputation of other relevant expenses and limit computation

Where an enterprise carries out multiple research and development
activities within a tax year, it shall make separate imputation of research
and development expenses allowed for additional deduction based on
different research and development projects. The limit of other relevant
expenses for each project shall be computed using the following formula:

Limit of other relevant expenses = sum of the research and development
expenses allowed for additional deduction set out in item (a) to item (e) of
Article (1) of the Notice x 10% / (1 — 10%).

Where other relevant expenses actually incurred are less than the limit, the
additional deduction amount shall be computed in accordance with the
actual incurred amount; where other relevant expenses actually incurred
exceed the limit, the additional deduction amount shall be computed in
accordance with the limit.

(4) Deduction of special income

When computing research and development expenses allowed for
additional deduction, the enterprise shall deduct the special income
derived in the current period, such as wastage, defective products and
intermediate test products formed in the research and development
process, which has been imputed as research and development expenses
pursuant to the provisions of the Notice; where is insufficient for
deduction, research and development expenses allowed for additional
deduction shall be zero.

Where the products or the components, which are formed directly in the
research and development activities of an enterprise, are sold overseas, the
expenses of materials corresponding to the research and development
expenses shall not be allowed for additional deduction.

(5) Treatment of financial funds

Where the expenses or intangible assets are formed in the research and
development activities which are carried out by an enterprise using its
non-taxable finance funds, such expenses and intangible assets shall not
be allowed for additional deduction or amortised.

(6) Expenses not allowed for additional deduction

Expenses and expenditure items not allowed for pre-tax deduction for
enterprise income tax purpose as stipulated by laws, administrative
regulations and the finance and tax authorities of the State Council shall
not be allowed for additional deduction.

Expenses included as intangible assets, which do not fall under the scope
of research and development expenses allowed for additional deduction as
stipulated in the Notice, shall not be allowed for additional deduction at
the time of amortisation by the enterprise.

III. Entrusted research and development

Expenses incurred by an enterprise for entrusting an external organisation
or individual to carry out research and development activities may be
deducted pre-tax pursuant to the provisions; 80% of the expenses incurred
in research and development activities shall be the additional deduction
base amount. Where an individual is entrusted to carry out research and
development, additional deduction shall be made in accordance with
legitimate and valid proof documents such as invoices issued by the
individual.

Expenses incurred by an enterprise for entrusting an overseas organisation

page 2 of 4



SIMVERISHRRRINEMIMX (&
BIRE ) iEEMZAIEVFIEAHEY
BEARNER, SHERARIRIM
ARIBINE (BBRE ) DA,

P, AERAIHORRBER T
HIFIRE

CExn) PAERRAIINHO
PRECERITAV ARSI , RIS (&
) FFETINESEAEENSS B
RRZBREESFHEEWSKA
LRI ESR N FAETHEAML
NSRRI NFIL B
HIRERS0% (A& ) LAERITRL,

h. &EEXR

I NIERRERMS S HE
R, MWHAASTHB TR,
BRI E SZTRT R B RA 32 AR
Bk , R EFEE ; FRICE
DHTEIRIAAS HIBEC R |
HERE (FEMSRURS) /9
RIRSRERHE—FRIEEERSH
Ko BUARSHIHENNK, FAASIHE
B C R R S RRA L SRR
( OB ) dmrbl

N R EREE

(—) RAFERRERIRAT
MR A S B MG R R B R
ARIME R INHORAAZRERT
& (WM ) | EFEARRER
BB ERRR—FHRIE,

(=) AAZEBIHORLT

BEEE, KR "S5 0
"TEREEEARE" RERARX
EMERITIN , HfbBEEBEEK
R (ERMSDBEXT ARG (B
A SRR BURE TR L)
HAE) (ERMSEBAS
20155765 ) HIMERIT.

(=) DUNERRFEREL
EEHMNRERRET , MRSTIXIR
% (U AERITEEREER)
A RIE S4B , FHIET
FIERBERE

183+, . &FARTA
TEH BRI ERERIXTE
F. FE. SIEHRARTBIIN
BRI ST ;

28, . AEARTA
L INERIN B BRI4RE S AN
RARBE ;

3 ARYTREE SR IEHCH
5. AIFARFRIMBENER ;

A NSEHRENRIARIIAT
rRERNES. 1’E. KWE
RZEASECHRER ( BIETIFERE
SICR )

SETARBMAZERE
xR, EPHAIE 2RMA5 MRS
SURFNSERR D EWER L PSR

to carry out research and development shall not be allowed for additional
deduction; overseas organisations entrusted to carry out research and
development shall mean enterprises established pursuant to laws of
foreign countries and regions (including Hong Kong, Macau and Taiwan)
and other organisations which derive income. Overseas individuals
entrusted to carry out research and development shall mean foreign
individuals (including Hong Kong, Macau and Taiwan).

IV. Determination of industries for which the additional deduction policy is
not applicable

Enterprises in the industries for which the additional deduction policy is
not applicable in this Notice shall mean enterprises whose principal
activities are businesses in the industries set out in the Notice and whose
income from principal activities in the year in which the research and
development expenses are incurred constitute more than 50% (excluding
50%) of the balance after deducting non-taxable income and investment
gains from the total income computed pursuant to the provisions of Article
6 of the tax law.

V. Accounting requirements

Enterprises shall conduct accounting treatment for research and
development expenditure in accordance with the requirements of the
financial accounting system of the State. At the time of setup of a

research and development project, the enterprise shall set up a subsidiary
ledger for research and development expenditure, and retain for future
inspection; fill in a summary statement of the subsidiary ledger for research
and development expenditure during year-end compilation and analysis,
and attach as appendix to the "Annual Financial Accounting Report" for
submission to the tax authorities in charge. The subsidiary ledger for
research and development expenditure, as well as the summary statement
of the subsidiary ledger for research and development expenditure, may
be prepared with reference to the templates attached to this
Announcement (see Appendix).

VI. Administration of declaration and filing

(1) At the time of annual tax declaration, an enterprise shall fill in a
Statement on Imputation of Research and Development Expenses of
Research and Development Projects Allowed for Additional Deduction (see
Appendix) based on the summary statement of the subsidiary ledger for
research and development expenditure, and submit together with the tax
return form when making annual tax declaration.

(2) Additional deduction for research and development expenses shall be
subject to filing administration; except for "filing materials" and "main
filing materials retained for inspection" which shall comply with this
Announcement, other filing administration requirements shall comply with
the provisions of the Announcement of the State Administration of
Taxation on Promulgation of the Measures on Handling of Enterprise
Income Tax Incentives (State Administration of Taxation Announcement
[2015] No. 76).

(3) Enterprises shall submit a "Filing Form for Enterprise Income Tax
Incentives" and the research and development project documents to
complete filing with the tax authorities not later than the annual
computation and settlement tax declaration, and retain the following
materials for future inspection:

(a) proposal for the independent, entrusted or cooperative research and
development project, and the resolution passed by the power organ of the
enterprise pertaining to setting up the independent, entrusted or
cooperative research and development project;

(b) composition of the organisation or project team for the independent,
entrusted or cooperative research and development project, as well as
name list of the research and development personnel;

(c) contract for the entrusted or cooperative research and development
project, which is registered with the science and technology administrative
authorities;

(d) explanation on distribution of expense of staff undertaking research
and development activities and instruments, as well as equipment and
intangible assets used for research and development activities (including
records on work and usage);

(e) balance sheet for research and development expenses of research and
development projects, breakdown of distribution of expenses of research
and development projects, the actual benefit-sharing ratio etc;
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(f) subsidiary ledger for research and development expenditure;

(g) where the enterprise has obtained an expert opinion issued by the
science and technology administrative authorities of prefectural level and
above (inclusive), the expert opinion shall be retained for future inspection;
and

(h) any other materials stipulated by the provincial tax authorities.

VII Follow-up administration and verification

The tax authorities shall strengthen follow-up administration and
supervision and inspection for enterprises which enjoy additional
deduction incentives for research and development expenses. The tax
authorities shall conduct verification upon completion of the computation
and settlement period of each year, and the verification shall cover not less
than 20% of the enterprises which enjoy such incentives. The provincial tax
authorities may formulate detailed verification measures or work measures
based on actual circumstances.

VIII Implementation period

This Announcement shall apply to computation and settlement of
enterprise income tax for year 2016 and thereafter.

Announcement is hereby made.

29 December 2015

A1, FHGEESE
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