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Identification of High-Tech Enterprises

Ministry of Science and Technology, Ministry of Finance and State Administration of Taxation (SAT)

jointly promulgated Circular on Issuing Management Measures for Identification of High-Tech

Enterprises (Guo Ke Fa [2008]N0.172) on April 14, 2008, including the following points:

® High-tech enterprises are defined as the resident enterprises that specialize in research & development

(R&D) and transition of technological achievements within the scope prescribed by Fields of High and
New Technology Eligible for Primary Support of the State, possess independent intellectual property right,
and practice operative activities accordingly. Such high-tech enterprises should have been registered in

China for more than one year.

® Standards for identification of high-tech enterprises:

v

[ ]
v

Enterprises registered in China should acquire independent intellectual property right of key technology
of their main products/service through independent R&D, transfer, donation, merge and acquisition and
other ways in the recent 3 years, or by possessing exclusive license of more than 5 years.
Products/service should be included in the scope prescribed by Fields of High and New Technology
Eligible for Primary Support of the State.

Technical staff with academic degree of college or above should account for more than 30% of total
staff in the year, with R&D staff accounting for more than 10%.

Proportion of total amount of R&D expenses to the amount of sales revenue should meet the following
requirements: 1) for enterprises with sales revenue of less than RMB 50 million in the last year, the
proportion shall not be lower than 6%; 2) for enterprises with sales revenue of RMB 50-200 million, the
proportion shall not be lower than 4%; and 3) for enterprises with sales revenue of more than RMB 200
million in the last year, the proportion shall not be lower than 3%. Apart from the above, proportion of
R&D expenses incurred in China by enterprises to the total amount of R&D expenses shall not be lower
than 60%.

Revenue from high-tech products/services should account for more than 60% of the total annual

revenue of enterprises.

Procedures of identification of high-tech enterprises:

If an enterprise considers itself to be a high-tech enterprise, it can make an on-line self-assessment and
then present application for high-tech enterprise identification to the relevant competent authorities.
Application documents shall include enterprises’ R&D Expenditure Statements of the last three fiscal

years, which were audited by licensed accounting firms.



v' ldentification authorities shall conduct compliance examination; and enterprises that pass the
examination shall be made public and registered for archival purpose.
v' Identified high-tech enterprises shall be granted Certificate of High-Tech Enterprise.
® \alid period of qualification for being high-tech enterprise is three years since the date of issuance of the
Certificate.

® This Measure came into effect as of January 1, 2008.

= Editorial Comments: High-tech enterprises are subject to corporate income tax of 15%. What the new

Measures emphasize is possession of independent intellectual property right.

Corporate Income Tax (CIT)

SAT issued Circular on Prepayment of CIT of Real Estate Development Enterprises (Guo Shui Han

[2008]N0.299) on April 7, 2008, stipulating that:

® For the real estate development enterprises that prepay CIT based on the actual income of the year, if they
derive revenue from pre-sale of their constructions like houses, commercial buildings, other buildings and
auxiliary facilities prior to the completion of those constructional work, a pro-forma income shall be
worked out according to the prescribed pro-forma profit rate and then calculated into the total income of
the enterprises for the CIT prepayment purpose. Such pro-forma income shall be adjusted according to the
actual income after the constructional work is completed and taxable cost is settled.

® Pro-forma profit rate shall be 10% - 20% for non-economical construction work, and the rate of no less
than 3% shall be applicable for the construction work of economical houses.

® When handling preliminary tax filing for pro-sale income from construction of economical houses,
enterprises should present relevant certificates or documents in connection with approval of authorities for
construction and sale of economical houses.

® This Circular came into effect as of January 1, 2008.

SAT issued Circular on Fiscal Year for Income Tax on Foreign Enterprises (Guo Shui Han [2008]No0.301)
on April 3, 2008, stipulating that:
® Since January 1, 2008, foreign enterprises shall take Gregorian calendar year as fiscal year, and calculate

and pay CIT according to the tax rate prescribed by China’s CIT law.



Export Tax Refund

SAT issued Circular on Cessation of Handling Export Tax Refund for Enterprises Gaining Export Tax
Refund by Fraud (Guo Shui Fa[2008]N0.32) on March 25, 2008, stipulating that:

If an enterprise gains export tax refund by fraud of less than 50,000 Yuan from the State, tax authorities
shall cease to handle export tax refund for it for more than six months but less than one year.

If an enterprise gains export tax refund by fraud of more than 50,000 Yuan but less than 500,000, tax
authorities shall cease to handle export tax refund for it for more than one year but less than one year and a
half.

If an enterprise gains export tax refund by fraud of more than 500,000 Yuan but less than 2,500,000, or it
has incurred any administrative punishment for export tax refund fraud and gained export tax refund again
by fraud of more than 300,000 Yuan but less than 1,500,000 Yuan within the following two years, tax
authorities shall cease to handle export tax refund for it for more than one year and a half but less than two
years.

If an enterprise gains export tax refund by fraud of more than 2,500,000 Yuan, or it has incurred any
administrative punishment for export tax refund fraud and gained export tax refund again by fraud of more
than 1,500,000 Yuan within the following two years, tax authorities shall cease to handle export tax refund
for it for more than two years but less than three years.

This Circular came into effect as of April 1, 2008.

SAT issued Circular on Input VAT Deduction of Foreign Trade Enterprises Exporting the Goods That Is
Regarded as Domestically-sold Goods (Guo Shui Han [2008]No0.265) on March 25, 2008, stipulating that:

If foreign trade enterprises fail to perform procedures of special VAT invoice authentication within the
prescribed time limit after purchasing goods, the VAT invoice shall not be deducted or the VAT shall not be
refunded.

For the foreign trade enterprises exporting goods, if they fail to apply for tax refund/exemption within the
prescribed time limit, or they have applied for tax refund/exemption but failed to perfectly provide all the
required documents for the competent tax authorities within the prescribed time limit, they should apply to
tax authorities for Certificate of Input VAT Deduction of Foreign Trade Enterprises Exporting the Goods
That Is Regarded as Taxable Domestically-sold Goods within 30 days since the next day of the deadline.
This Circular came into effect as of April 1, 2008.



The newsletter is merely provided to our clients and those who have interest in our business for
reference. We'll do our best to ensure the accuracy of the information in the newsletter. We have to
remind you that the content in the newsletter is abstracted from relevant documents, and therefore in
practice the original documents should be used for reference. Meanwhile, we welcome all of you to
consult professionals in our firm regarding the information in the newsletter, and also welcome all of
you visit our website www.deancpa.com.cn. We will render affordable and value-added services to our
clients. If there is a discrepancy between Chinese and English versions, Chinese version will prevalil.
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