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FOREWORD

Tax is the most important source of fiscal revenue for the
Government of China. It is also an important economic lever to
conduct macro-economic regulation, which not only produces
important impacts on China’s economic and social development but
also is closely related with the interests of every enterprise and
citizen. Through the tax system reform in 1994 and the fine-tuning
efforts in recent years, China has established a tax system adaptable
to the socialist market economy, which has been playing a positive
role. With the economic development and -further opening to the
outside world, Chinese tax system will definitely draw concerns and
attentions both at home and abroad.

In order to help readers quickly, conveniently and concisely
understand the basic conditions of the current tax system in China,
we wrote this “Tax System of the People’s Republic of China in
Chinese and English Version”. The book, on the basis  of China’s
current tax legislation promulgated by the National People’s
Congress and its Standing Committee, the State Council, the
Ministry of Finance, the State Administration of Taxation, the
General Administration of Customs and the Tariff and Classification
Committee of the State Counicl and the relevant authoritative
materials and in simple words, serves as an introduction to the main
content of China’s current tax system. In the future, we will

regularly update the book in pace with the change of China’s tax
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system so that its contents shall be more novel, richer and more
practical. We hope this book will be of help to the readers in
understanding Chinese taxation in general.

We apologise for the errors, if any, in the book.

Since the first publication in 2002, the China Tax Publish
House has provided enormous support and the book has been
popularly welcomed by readers. Thus it is revised and published
again (this is the 5th edition). Hereby, we would like to extend our
hearty gratitude to them.

LIU Zuo, LIU Tieying
January 1, 2008
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I. OVERVIEW OF CHINA'S TAX SYSTEM

1. HISTORY OF DEVELOPMENT

In more than 50 years since the foundation of the People’s
- Republic of China in 1949, the development of China’s tax system
reform has roughly experienced three historical stages: the first
stage is the period from 1949 to 1957 which is the period of the
recovery of the national economy and transformation of socialism
and is the period of establishment and consolidation of the tax
system of new China. The second stage is the period from 1958 to
the end of 1978 at the eve of the holding of the 3™ Plenary Session

of the 11" Central Party Committee, which is the period of tortuous-

development of China’s tax system. The third stage is the period
since the end of 1978 when the 3™ Plenary Session of the 11*
Central Party Commitiee was held, which is the new period of
China’s reform and opening to the outside world and the period of
full strengthening of China’s tax system construction and nonstop
moving forward of the tax reform.

During the above three historical stages, China’s tax system
experienced five important reforms: the first reform happened at the
beginning of the foundation of new China in 1950 when the new tax
system of the People’s Republic was set up on the basis of sorting
out the tax system of the old China and summarizing the experience
of the tax system construction of the revolutionary base. The second
reform was taken in 1958, the major contents of which were
simplifying the industrial and commercial tax system to adapt to the

requirement of the situation after the completion of the socialist
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transformation and the reform of the economic administration
system. The third reform in 1973 still aimed at simplifying the
industrial and commercial tax system, which was the result of the
‘Cultural Revolution’. The fourth one was carried out in 1984, the
major contents of which were adopting the replacement of profits
‘with taxation for State-owned enterprises and reforming the
industrial and commercial tax system to adapt to the requirement of
the development of the planned socialist commodity economy. The
fifth reform in 1994 was to fully reform the industrial and
commercial tax system to adapt to the requirement of establishing
the socialist market economy.

a) The tax system before reform and opening to the outside
world (1949 to 1978)

During the 29 years from 1949 to 1978, China’s tax system
construction had gone a bumpy road. -

Being founded, the new China started to set up the new tax
system immediately. On January 30, 1950, the Administrative
Council of the Central People’s Government promulgated the
Decision to Unifying the Tax Policy Nationwide and the National
Tax Policy Implementation Rules, specifying 14 kinds of taxes to be
levied across the country, i.e., Goods Tax, Industrial and
Commercial Sector Tax (including Business Tax and Income Tax),
Salt Tax, Customs Duty, Salary Income Tax, Saving Interest Income
Tax, Stamp Tax, Inheritance Tax, Transaction Tax, Slaughter Tax,
House Property Tax, Land Property Tax, Special Consﬁmption Tax
and License Use Tax. The other taxes (mainly Agricultural Tax,
Animal Husbandry Tax, Deed Tax) other than the above should be
levied after the provinces, municipalities or large administrative
regions formulated levying methods on basis of tradition and
submitted to the” large administrative regions or the Central

Government for approval.




