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In brief 

On 5 March 2021, Premier of the State Council, Li Keqiang delivered the <Report on the Work of the 

Government>1 ("Report") at the fourth session of the 13th National People's Congress (NPC). The Report 

reviews China's economic and social development work in 2020 and the 13th Five-year Plan Period and sets 

forth the main development targets for the 14th Five-year Plan Period and the major tasks for 2021. 

It is stressed in the Report that, facing shocks of a severity rarely seen before in 2020, and in response to the 

urgent needs of market players, China has implemented both time-limited large-scale tax and fee cuts and 

institutional arrangements to reduce the burden of market players by more than RMB 2.6 trillion for the year, 

including RMB 1.7 trillion in social security contribution cuts and exemptions, which helped micro, small, and 

medium enterprises (MSMEs) and sole proprietors, which are large in number, extensive in scope and took 

the most direct hit from COVID-19, to weather what was a very tough time. 

In this issue of News Flash, we will introduce the key fiscal and tax policies in the Report and share with you 

our observations. 

In detail 

Continue to implement systematic tax cut policies and adopt new policies on 
structural tax reductions 

In order to support sole proprietors and small-scale taxpayers in the resumption of work and production, the 

Ministry of Finance (MOF) and the State Taxation Administration (STA) successively released Public Notice 

[2020] No.13 and Public Notice [2020] No.24, granting  temporary VAT exemption to small-scale taxpayers in 

the Hebei province and a reduced VAT levy rate of 1% to  small-scale taxpayers in other regions. For certain 

items subject to VAT prepayment, the levy rate is also reduced at 1%. This policy has expired on 31 December 

2020. The Report proposes to extend the implementation period of VAT reduction for small-scale taxpayers. 

However, the specific period of extension remains to be clarified by the fiscal and tax authorities. 

Since 2019, China has been implementing universal preferential tax treatment2 for small-scale taxpayers and 

small and thin-profit enterprises (STEs), including: 

 VAT exemption treatment for small-scale taxpayers with monthly turnover of less than RMB 100,000 

(quarterly turnover less than RMB 300,000); 
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 “Progressive corporate income tax (CIT) rates” are applicable to STEs. That is, where the annual taxable income of a SME 

is less than RMB 1 million, its annual taxable income would be reduced by 75% and subject to CIT rate at 20% (i.e. an 

effective CIT rate at 5%); Where the annual taxable income of a STE is between RMB 1 million and RMB 3 million, its 

annual taxable income would be reduced by 50% and subject to CIT rate at 20% (i.e. an effective CIT rate at 10%). 

Moreover, the eligible conditions for STEs are further relaxed. 

The Report proposes that the VAT threshold for small-scale taxpayers will be increased from RMB 100,000 yuan to RMB 

150,000 yuan in monthly turnover. On the basis of preferential policies already in force, the income tax of STEs and sole 

proprietors on annual taxable income of less than 1 million yuan will be halved (i.e. the effective CIT rate will be reduced from 

5% to 2.5%). This will help to further reduce the tax burden of MSMEs and help market players stand firmly and thrive. 

Continue to improve the employment-first policy, provide adequate fiscal, tax and financial 
policies 

Job security is China’s priority on the task of ensuring stability on six key fronts and maintaining security in six key areas. To 

provide more incentives to stabilize and expand employment, the Ministry of Human Resources and Social Security (MOHRSS) 

has successively released the <Notice on Supporting Enterprises to Stabilize Job Positions by Using Unemployment Insurance> 

(MOHRSS Fa [2019] No.23) and the <Notice on Cut Social Security Contributions Borne by Enterprises by Phases> (MOHRSS 

Fa [2020] No.11). Subsequently, the local governments have issued relevant policies regarding cutting social security 

contributions and refunding unemployment insurance premiums, etc., according to their own conditions as well. The report 

proposes to further reduce premiums for unemployment insurance and workers’ compensation policies aimed at helping 

businesses maintain payrolls, such as the refunding of unemployment insurance premiums. Continuous improvement to the 

employment-first policy will be conducive in supporting and encouraging enterprises to stabilize and expand employment, as 

well as to achieve the goal of stabilizing employment and ensuring living standards. 

Extend preferential policies to facilitate technical innovation and the manufacturing industry 

In recent years, China’s fiscal and tax authorities have issued a series of CIT preferential policies to encourage enterprises to 

increase R&D spending, including increasing the super deduction ratio of R&D expenses, increasing the super deduction ratio of 

R&D expenses of small and medium-sized technological enterprises and implementing super deduction for overseas R&D 

expenses incurred under entrusted R&D arrangements. According to Circular [2018] No.99 , where R&D expenses incurred by 

an enterprise have not formed intangible assets, an additional 75% deduction of eligible R&D expenses can be claimed by the 

enterprise in calculating its taxable income; where such R&D expenses have formed intangible assets, such intangible assets 

can be amortized based on 175% of the cost incurred. This policy has expired on 31 December 2020. 

The Report proposes to extend the policy of an additional 75% deduction of R&D expenses and increase the additional 

deduction to 100% for R&D expenses incurred by manufacturing enterprises. As an important initiative to support scientific and 

technological innovation, the preferential policy of R&D expenses super deduction will relieve tax burdens of enterprises and 

encourage them to incur more R&D spending, which is a favorable policy for scientific and technological innovation enterprises 

and manufacturing enterprises. 

Since April 2019, China has rolled out the refund regime of VAT incremental credit balance for all industries, clarifying the 

criteria and VAT refund ratio. In August 2019, the MOF and STA jointly issued the Public Notice [2019] No.84 to further relax the 

criteria and VAT refund ratio for four advanced manufacturing taxpayers (i.e. non-metallic mineral products, general equipment, 

special equipment and computers, communications and other electronic equipment). Since June 2019, the above-mentioned 

advanced manufacturing taxpayers eligible for the criteria can obtain a refund of the VAT incremental credit balance on a 

monthly basis. The Report reiterates that the VAT incremental credit balance will be refunded to advanced manufacturing 

taxpayers on a monthly basis, indicating that China is dedicated to supporting the development of advanced manufacturing 

industry. It’s well-worth noting whether the scope of advanced manufacturing industry would be expanded in 2021. 

Expand the catalogues of environmental protection, energy conservation and water saving for CIT 
treatment 

According to the prevailing CIT laws and regulations, enterprises engaging in the projects of environmental protection, energy 

conservation and water saving can enjoy preferential CIT reduction and exemption treatment. In addition, where enterprises 

purchase specific equipment for environmental protection, energy conservation and water saving which are listed in the 

<Catalogue of Environmental Protection, Energy Conservation  and Water Saving Projects for CIT Purpose (Trial)>, the 

<Catalogue of Specific Equipment for Environmental Protection for CIT Purpose (2017 Version)> and the <Catalogue of Specific 

Equipment for Energy Conservation and Water Saving (2017 Version)>, 10 % of the investment cost in these specific equipment 
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can be claimed as a credit against their CIT payable for the year. The Report proposes to expand the catalogues of CIT 

treatment for environmental protection, energy conservation and water saving, which will promote the development and 

application of new types of energy-efficient and eco-friendly technologies, equipment and products, as well as cultivate the 

energy saving and environmental protection industries. Relevant enterprises may be able to participate in revising the 

catalogues and offer suggestions on how taxation can facilitate the development of China's environmental protection and energy 

conservation industry. 

Streamline the procedures of enjoying preferential tax policies 

Since the 13th Five-Year Plan Period, China’s tax authorities have been deepening the reform of "Streamlined Administration, 

Delegated powers, Improved regulations and services" and optimizing China’s tax business environment, by continuously 

refining the record-filing methods for various tax incentives. For instance, the administrative measures have been transformed 

from the “record-filing procedure" to the "retaining documents for inspection mechanism” for taxpayers enjoying preferential CIT 

policies and non-resident taxpayers claiming tax treaty benefits. The Report proposes to deepen reforms of the fiscal, taxation, 

and financial systems by streamlining the procedures for accessing preferential tax and fee policies. According to the Spring 

Breeze Action in 2021 carried out by the STA3, the scope of enjoying tax preferential policies from the “record-filing procedure" 

to the "retaining documents for inspection mechanism” will be expanded. Except for the "immediate collection and refund policy", 

"collection first and refund later policy", additional VAT super-credit and natural person tax matters, the "retaining documents for 

inspection mechanism” will be adopted for all the other preferential tax policies. Taxpayers, who enjoy the "immediate collection 

and refund policy", would only need to submit the relevant documentation upon application for the first time, and would not be 

required to provide the same documentation again unless there are subsequent changes. 

The takeaway 

In 2020, facing the combined adverse and severe impact of a sudden coronavirus epidemic and a deep global economic 

recession, China has carried out COVID-19 prevention and control, and advanced economic and social development in a 

coordinated way to ease the difficulties of enterprises and to energize them. As a result, China was the only major economy in 

the world to achieve growth. 2021 is the first year of the 14th Five-Year Plan Period and also the first year in which we embark on 

a new journey of modernization in all respects. The Report proposes to ensure the continuity, consistency and sustainability of 

macro policies, continue to enhance the quality, efficiency, sustainability of proactive fiscal policy, and continue to implement 

and improve tax reduction policies. This releases a positive signal of continuing to alleviate the difficulties of market players and 

vitalize the market. In general, the major tasks of fiscal and tax work in 2021 are also pursuing progress while ensuring stability. 

Looking at the major tasks of the 14th Five-Year Plan Period, the Report mentioned the establishment of a modern fiscal, 

taxation and financial system. From a tax perspective, the <Proposals of the Central Committee of the Communist Party of 

China for formulating the 14th Five-year Plan for National Economic and Social Development and the Long-range Objectives 

Through the Year 2035>4 released in October 2020 may be used a reference for the concept of a modern tax system. The 

Proposals mentioned “improving the modern tax system by refining the local tax and direct tax systems, optimizing the tax 

system structure to appropriately increase the proportion of direct tax, as well as deepening the reform of the tax collection and 

administration system. We believe that China's fiscal and taxation system reform will be more stable after the COVID-19 

outbreak. 

During the 13th Five-year Plan Period, in order to implement the principle of statutory taxation, China has been accelerating the 

process of tax legislation. The Environmental Protection Tax Law, Tobacco Tax Law, Vessel Tonnage Tax Law, Arable Land 

Occupation Tax Law, Vehicle Purchase Tax Law, Resources Tax Law, Deed Tax Law and Urban Maintenance and Construction 

Tax Law were promulgated successively. As of the end of 2020, 11 out of the prevailing 18 tax categories have been enacted 

into tax laws. The draft Stamp Duty Law has been submitted to the Standing Committee of the NPC for deliberation for the first 

time recently, and is expected to be enacted in 2021. 

In addition to the above fiscal and taxation policies, the Report also proposes to do the following, including: shortening the 

negative list for foreign investment, launching more comprehensive trials on opening the service sector, formulating a negative 

list for cross-border trade in services, promoting fair competition between domestic and foreign companies and protecting the 

lawful rights and interests of foreign-invested enterprises; deepening multilateral, bilateral and regional economic cooperation by 

working for the early entry into force and implementation of the Regional Comprehensive Economic Partnership Agreement and 

the signing of the China-EU Comprehensive Agreement on Investment, as well as accelerating China’s free trade negotiations 

with Japan and the Republic of Korea. Under the “dual circulation” development paradigm where domestic and overseas 

markets reinforce each other, with the domestic market as the mainstay, the Report for the first year of the 14th Five-Year Plan 

demonstrates that China will implement a more open domestic and overseas dual circulations, by improving the legal system for 
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foreign investment and relaxing market access for foreign investors to provide them with more investment opportunities. 

Meanwhile, China will proactively continue to participate in international economic and trade cooperation, and to promote the 

liberalization and facilitation of international trade and investment. 

Endnotes 

1. For the <Report on the Work of the Government in 2021>, please refer to: 
http://www.gov.cn/zhuanti/2021lhzfgzbg/index.htm 

2. For the <Notice Jointly Issued by the MOF and STA on Implementing Universal Preferential Tax Treatment for STEs> (Caishui [2019] 
No.13), please refer to: 
http://www.chinatax.gov.cn/chinatax/n810341/n810825/c101434/c22674374/content.html 

3. For the <Opinions Issued by the STA Regarding “Serve Taxpayers and Fee Payers in a Down-to-earth Manner as the Spring Breeze 
Action in 2021> (Shuizongfa [2021] No.14), please refer to: 
http://www.chinatax.gov.cn/chinatax/n810341/n810825/c101434/c5161749/content.html 

4. For the <Proposals of the Central Committee of the Communist Party of China for formulating the 14 th Five-year Plan for National 
Economic and Social Development and the Long-range Objectives Through the Year 2035>, please refer to: 
http://www.gov.cn/zhengce/2020-11/03/content_5556991.htm 

 

 

 
  

http://www.gov.cn/zhuanti/2021lhzfgzbg/index.htm
http://www.chinatax.gov.cn/chinatax/n810341/n810825/c101434/c22674374/content.html
http://www.chinatax.gov.cn/chinatax/n810341/n810825/c101434/c5161749/content.html
http://www.gov.cn/zhengce/2020-11/03/content_5556991.htm


News Flash 

China Tax and Business Advisory 

 

 

5 PwC 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Let’s talk 

For a deeper discussion of how this impacts your business, please contact PwC's China Tax and Business Service 

Team: 

Peter Ng 

Asia Pacific and China Tax Leader, PwC China  

+86 (21) 2323 1828 
peter.ng@cn.pwc.com 

Spencer Chong 
China Tax Markets Leader, PwC China 

+86 (21) 2323 2580 
spencer.chong@cn.pwc.com  
 

Edwin Wong 
China North Tax Leader, PwC China 

+86 (10) 6533 2100 
edwin.wong@cn.pwc.com 
 

Alan Yam 
China Central Tax Leader, PwC China 

+86 (21) 2323 2518 
alan.yam@cn.pwc.com 

Charles Lee 
South China (incl. Hong Kong SAR) Tax Leader, PwC China 

+86 (755) 8261 8899 
charles.lee@cn.pwc.com 

Jeremy Ngai 
China South Tax Leader, PwC Hong Kong 

+852 2289 5616 
jeremy.cm.ngai@hk.pwc.com 
 
 

With close to 3,750 tax professionals and over 200 tax partners across Hong Kong, Macau, Singapore, Taiwan and 25 
cities in Mainland China, PwC’s Tax and Business Service Team provides a full range of tax advisory and compliance 
services in the region. Leveraging on a strong international network, our dedicated China Tax and Business Service 
Team is striving to offer technically robust, industry specific, pragmatic and seamless solutions to our clients on their tax 
and business issues locally. 
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In the context of this News Flash, China, Mainland China or the PRC refers to the People’s Republic of China but excludes Hong Kong Special 

Administrative Region, Macao Special Administrative Region and Taiwan Region. 

The information contained in this publication is for general guidance on matters of interest only and is not meant to be comprehensive. The application 

and impact of laws can vary widely based on the specific facts involved. Before taking any action, please ensure that you obtain advice specific to your 

circumstances from your usual PwC’s client service team or your other tax advisers. The materials contained in this publication were assembled on 8 

March 2021 and were based on the law enforceable and information available at that time. 

This China Tax and Business News Flash is issued by the PwC’s National Tax Policy Services in Mainland China and Hong Kong, which comprises of 

a team of experienced professionals dedicated to monitoring, studying and analysing the existing and evolving policies in taxation and other business 

regulations in Mainland China, Hong Kong, Singapore and Taiwan. They support the PwC’s partners and staff in their provision of quality professional 

services to businesses and maintain thought-leadership by sharing knowledge with the relevant tax and other regulatory authorities, academies, 

business communities, professionals and other interested parties. 

For more information, please contact: 

Long Ma 
+86 (10) 6533 3103 
long.ma@cn.pwc.com 

 

Please visit PwC’s websites at http://www.pwccn.com (China Home) or http://www.pwchk.com (Hong Kong Home) for practical insights and professional 

solutions to current and emerging business issues.
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