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Guideline for Tax
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Current Tax System
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There are eighteen different kinds of taxes in China, which can be
divided into three categories according to their nature.

Goods and services taxes, including VAT, Excise Tax, Vehicle
Purchase Tax and Customs Duty.

Income taxes, including Enterprise Income Tax and Individual Income
Tax.

Property and behavior taxes, including Land Appreciation Tax, Real
Estate Tax, Urban and Township Land Use Tax, Farmland
Occupation Tax, Deed Tax, Resource Tax, Vehicle and Vessel Tax,
Stamp Tax, Urban Maintenance and Construction Tax, Tobacco Tax,

Vessel Tonnage Tax and Environmental Protection Tax.
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There are four levels of tax administration in China. The State
Taxation Administration (STA) is a national—level tax authority. Three
levels were established to tax service at provincial level and below,

namely provincial, municipal and county.
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Value-Added Tax (VAT)
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From April 1st, 2019, the VAT rates applicable to taxpayers with
taxable sales or importing goods were cut from 16% and 10% to 13%
and 9% respectively. After the reform, the three VAT brackets are
13%, 9% and 6%.
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Raising the cap on the taxable sales for VAT small—-scale taxpayers

to five million RMB.
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Enterprise Income Tax (EIT)
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From January 1st, 2021 to December 31st, 2022, for the portion of
the annual taxable income of a small and micro enterprise not
exceeding 1 million yuan, a 87.5% discount is applied to calculate
taxable income together with a 20% enterprise income tax rate; for
the portion exceeding 1 million but not exceeding 3 million yuan, a
50% discount is applied to calculate taxable income together with a
20% enterprise income tax rate.
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The term "small and micro enterprise" refers to an enterprise

engaging in the unrestricted and non—prohibited industries of the
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state and meeting three conditions where its annual taxable income
does not exceed 3 million yuan, its number of employees does not
exceed 300 people and its total asset does not exceed 50 million
yuan.
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Putting in place tax incentives to encourage innovation.starting from
January 1st, 2019, the scope of accelerated depreciation preference

for fixed assets is extended to all manufacturing industries.
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Individual Income Tax (lIT)
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Establishing the IIT system featuring a combination of a
comprehensive approach and scheduler approach. The IIT system
featuring a combination of a comprehensive approach and a
scheduler approach has been preliminarily established by adopting

comprehensive taxation on income from personal services and
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continuing scheduler taxation on income from capital. Income from
salary and wages, income from provision of independent personal
services, income from author's remuneration and income from
royalties have been incorporated into the scope of comprehensive
taxation, and unified progressive tax rates are applicable.
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Raising the threshold of expense deduction. The threshold of basic
deduction for comprehensive income has been raised from 3500

yuan (RMB) to 5000 yuan (RMB) per person per month.
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Taxpayer Service
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The STA has put in place many reform measures, facilitating the
development of a market—oriented, rule of law—based and international
business environment. The Doing Business Report 2020 issued by

the World Bank shows that China’s paying taxes index rank has risen
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for three consecutive years. The time to comply has been reduced to
138 hours annually, which is better than the average 159 hours of
high income OECD member countries, coming into top 50 for the first
time.
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China's tax authority continued to forge ahead with the Spring Breeze
Project by putting forward service measures to further improve tax
environment and taxpayer satisfaction, sparing no efforts in branding
itself as a quality service provider. In addition, the national public
service platform of electronic invoices have been developed to
provide taxpayers with services such as invoices issuance, printing,
delivery, inquiry, etc.
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China has established a modern tax credit rating system, and
emphasis has been placed on the application of tax credit rating

results. By entitling A—level taxpayers to more favorable treatments,
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China's tax authority has effectively lowered compliance costs and
improved overall compliance.
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Established an information disclosure system to timely, extensively
and accurately notify the public via online and offline channels of tax
laws and policies, responsibilities of tax authorities, procedures and
results of tax—related matters, means of public supervision, etc.
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Communication channels with taxpayers have been diversified to
publicize tax laws by combining such traditional media as TV,
newspaper, hotline and Short Messaging Service (SMS) together
with new media including micro—blog, WeChat, QQ, etc.
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The STA has simplified processes in tax—-related matters to save
taxpayers repeated visits to different offices; further simplified the
paperwork for tax-related matters to relieve compliance burdens;

benchmarked against tax indicators in Doing Business publicized by
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the World Bank and reduced frequency and time for tax payments.
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The STA has stepped up efforts in protecting taxpayers' rights by
clarifying detailed requirements on such aspects as rule—based
administration, dispute resolution and establishment of departments
of taxpayers' rights protection. Meanwhile, the STA took extra steps
to establish a complaint handling mechanism by integrating existing
complaint channels and improving the complaint response

mechanism.
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