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 Corporate Income Tax and Tax 

Adjustments 

There are considerable differences between the trade 

balance and the tax balance that have to be taken into 
account during the calculation of the corporate in-
come tax. If in doubt, it is always recommended to 
use the support of a tax auditor who can support you 

in preparing a correct tax calculation. 
Please still bear in mind that in the end the entity it-
self is responsible for the correct tax declaration and 

this responsibility cannot be outsourced to a third 

party. 

Tax residency 

Companies with a residence in China or with their ef-

fective management, e.g. for company headquarters 
with centralized management functions in China, 
must pay taxes for all of their worldwide income in 

China. 
Also, companies or natural persons that are not tax 
residents in China might have to pay corporate in-

come tax in the form of withholding taxes—please re-

fer to the corresponding chapter for more details. 

Corporate income tax payment schedule and 

tax audit 

Corporate income taxes have to be paid in a quarterly 
fashion as pre-payments until the 15th of the follow-

ing month based on the quarterly closing of the com-

pany. 
After the fiscal year has ended, companies will often 
do a yearly tax audit with an authorized auditing 
company to determine the profits of the year. Since 

there are certain differences between the commercial 
financial statement and the financial statements ef-
fective for tax purposes, adjustments have to be made 

to this profit before tax and the corporate income tax 
difference has to be paid until end of May of the fol-
lowing year. 
The tax auditor will mostly use a format similar like 

the following in the summary to make the adjust-

ments for taxation purposes clear: 
Accounting Profit 

+ Adjustment for non-deductible items 
- Adjustment for deductible items 
= Tax profit 

* Applicable tax rate (mostly 25%) 

= Corporate income tax 

Common items for adjustment trade balance 

and tax balance 

Common items for adjustment are: 

- Low-value assets: Under certain circumstances 

investments with depreciation in accounting can 
be considered as expense for tax purposes as long 
as their value is under certain thresholds. This 

value is the threshold for each independent item, 
e.g. 10 chairs for which the value per chair is be-
low the threshold can still be expensed directly 

even if the purchase of the 10 chairs is over the 
threshold in total. 

- Non-deductible services: Services can either be 

non-deductible because the service itself is con-
sidered non-deductible or because there is no ap-
propriate official invoice available. 
While the issue of non-appropriate Fapiao can be 

repaired by obtaining a deductible Fapiao within 
3 years after the fiscal year, non-deductible ser-
vices cannot be repaired. 

- Entertainment cost: Entertainment cost can only 
be deducted up to 60% of the total entertainment 
cost or to the maximum of 0.5% of the sales/busi-

ness income of a year, whichever one is lower. 

- Fines and penalties cannot be deducted from the 
corporate income tax. 

- Net operating losses can only be carried forward 
to a maximum of 5 years. 

- Genuine service fees and royalties to related com-

panies can be tax deducted only if they fall under 
the arm´s length principle. 

- Actual salaries of handicapped people are 200% 
deductible. 

- Research & development costs for new technol-
ogy, new products or new craftsmanship are de-
ductible and additional deductions as incentives 

are possible. 

- Commercial insurance for employees is not tax-
deductible unless it is paid for safety insurance 

for workers conducting special types of work. 

- Staff welfare expenses, labor union fees and staff 
education expenses are deductible up to certain 

limits. 

- Advertising expenses and business promotion 
expenses are deductible up to certain limits. 

- While loans in general are tax-deductible, loans 
between related parties can only be accepted if 
they are at the arm´s length principle and the 

correct Fapiao can be presented. 

- Provisions of impairment of assets can, in some 
regions, only be tax-deductible when a permis-
sion was acquired beforehand from the tax au-

thorities. 
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- For tax purposes, only the straight-line deprecia-

tion is allowed except under special circum-
stances. The tax authorities also additionally can 
set a minimum depreciation method for certain 

assets. 

- Organizational and startup expenses can be de-
ducted in the first year of operation. 

- Bad debt provisions are in general not tax-de-
ductible unless otherwise prescribed in the tax 

rules. 

Tax benefits and government grants 

To encourage new projects, higher investments in re-
search & development and for other reasons, the gov-

ernment might give you additional benefits. They 
mostly take the form that you have to pay the relevant 
taxes fully but you will get a partial refund after ful-
filling the relevant requirements. 

Benefits often can be classified into: 

- Refund of taxes during start-up: For the first few 

years after founding of the company, you get a re-
fund of certain taxes, e.g.:  
- Corporate income tax; 

- Personal income tax of managers 
or other monetary or non-monetary benefits; 

- Refund for certain activities during start-up: If 
your company has to do certain activities to start 

up your company and has to bear the cost for it, 

you might be able to receive local incentives 
based on these activities, e.g. reimbursements of 

incurred costs, and 

- Support during ongoing operations: If you fulfill 
certain requirements you will get the benefits, e.g. 

lower tax rates. A major one would be the qualifi-
cation as High-Tech enterprise reducing the cor-
porate income tax to a lower percentage, requir-
ing amongst others a certain amount of cost for 

research & development as well as a number of 

patents held directly by the company. 

Capital gains due to sales of fixed assets 

Capital gains and losses, originating in the sales of 

fixed assets, will be considered as “other income” or 
“other expenses” and therefore will be taxed with the 

usual corporate income tax. 

Common pitfalls and considerations 

- While a tax auditor might be very helpful in de-
termining the taxable corporate income, he just 

has a supportive role and can help you to reduce 
risk for underpaying your corporate income tax. 
Since the final report will be in the name of your 

company, there is still a risk that your auditor has 
a different interpretation than the tax office. 

- After the final corporate income tax has been de-

clared, you might not hear anything from them 
until there is a disagreement from their side. This 
feedback usually happens within the year in 

which the tax was declared.  

- If your company fulfills certain requirements, e.g. 
considering holding patents and thresholds for 

R&D expenses, it can be considered as a High-
Tech company and might qualify for a lower cor-
porate income tax. To check these requirements 

and to execute the change to a High-Tech com-
pany, it is recommended to use a specialized 
agency which can help to identify if you fulfill the 
requirements and can help you with the relevant 

applications. 

- Make sure to keep clear documentation about tax 
calculations and adjustments since tax authori-

ties—also years after the declaration—can come 
up with ad-hoc requests to answer questions 
from their side, e.g. on how the difference be-

tween the VAT tax balance and the corporate in-
come tax balance is being calculated. 

 

Deeper reading: 

PriceWaterhouseCoopers has a great source to check 
the tax deductions for corporate income tax: 

http://taxsummaries.pwc.com 
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