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 Q: How do single proprietorship and partnership enterprises compute and pay income 
tax payable on their production and business income? 

  
A: The income from production and business operation earned by the investors of single 
proprietorship and partnership enterprises shall be subject to Individual Income Tax in 
reference to the income from production and business operation of individual industrial and 
commercial household enterprises. 
 
The production and business income of the single proprietorship and partnership enterprises 
(hereinafter referred to as enterprises for short under this question) refers to the balance of the 
annual total revenue deducted the matching costs, expenses and losses of the enterprises. 
 
The gross income above refers to the income derived by the enterprises from production and 
business operation or the activities related to production and business operation, including the 
sales revenue of commodities (products), transportation charges, service income, project 
income, income from leasing or transferring property, interest income, other business income 
and income beyond business. 
 
The taxpayers are the investors of the individual single proprietorship enterprises and the 
taxable income is the total production and business operation income of the enterprises. The 
taxpayers of partnerships are the partners, and the taxable income is determined on the basis 
of the total production and business income of the enterprises and according to the sharing 
proportions agreed in the partnership contracts. Where there is no such sharing proportions in 
the contracts, the taxable income for each partner shall be reached by averaging the total 
production and business income by the number of partners. 
 
The production and business income of individual single proprietorships and partnerships 
subject to the tax collection by self-reports shall be determined inference to the income tax 
computation method for individual industrial and commercial households except the 
following items: 
 
1) The deduction standards for the investors shall be determined by the local tax bureaus at 

provincial level in reference to the expense deduction for wages and salaries income as 
stipulated in the Individual Income Tax Law. The wages and salaries of the investors are 
not allowed for deductions before tax. 

 
Where the investors operate two or more enterprises, the investors should choose of the 
enterprises and deduct the individual expenses allowable for deductions according to tax laws 
from the production and business income of the enterprises chosen. 
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2) The expenses of wages and salaries of the employees of the enterprises may be deducted 
according to rules that shall be determined by the local tax bureaus in reference to the 
deductible wages and salaries stipulated in the enterprise income tax. 

 
3) The life expenses incurred by the investors and their families are not allowed for 

deduction. Where it is hard to separate the life expenses of the investors and their families 
from the production and business operation, all expenses shall be deemed as the life 
expenses and shall not be allowed for deduction. 

 
4) Where it is hard to divide the fixed assets commonly used for the production and business 

operation of the enterprises and for the investors and their families, the competent tax 
authorities shall assess the amount or percentage of the depreciation allowable for 
deduction in consideration of the type and size of the production and business operation 
of the enterprises. 

 
5) The expenses of worker’s union, employees’ welfare and employees’ education can be 

deducted on actual basis but with the limit respectively 2%, 14% and 1.5% 
 
6) For the advertisement and propaganda expenses incurred by the enterprises within one tax 

year, the part within 2% of the total sales (business) revenue may be deducted on actual 
basis, and the excessive part may be carried forward without any time limit. 

 
7) The business reception expenses incurred directly in relation to the production and 

business operation of the enterprises may be deducted within the following limits: 0.5% 
of the net sales (business) revenue if the total annual net revenue is not over 15 million 
yuan; 0.3% of the net sales (business) revenue if the total annual net revenue is over 15 
million yuan. 

 
8) The various provisions drawn by the enterprises are not allowed for deduction. 
 
For the transactions with the associated enterprises, the enterprises should charge or pay the 
prices or expenses as those with the independent enterprises. Where any prices or expenses 
charged or paid are not in line with those with independent enterprises and thus reducing the 
taxable income, the competent tax authorities shall have the power to make reasonable 
adjustments. 
 
Where the investors run two or more enterprises (including participation in management of 
the enterprises, hereinafter the same), at the end of the year, the investors should consolidate 
the taxable income from all enterprises on the basis of which the applicable tax rate is 
determined and the income tax payable computed. 
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The losses of the enterprises this tax year may be offset against the income of production and 
business operation of the next year. Where the income of the next year is not sufficient to 
offset the losses, the excessive part ay be carried forward for five years at most. 
 
Where the individual single proprietorships and partnerships change the tax payment method 
from self-report to administrative assessment, the remained part of the losses verified under 
taxpayers’ self-report shall not be allowed for further offsetting. 
 
Where the investors run two or more enterprises, the annual losses incurred by the enterprises 
are not allowed to offset across enterprises. 
 
In liquidation, the investors should clear up the tax matters with the tax authorities before 
de-registration with the industrial and commercial administration department. The proceeds 
from liquidation (refers to the excessive part of the balance of the public value of all fixed 
assets or property minus liquidation expenses, losses, debts and the retained profits in 
previous year over the paid-in capitals) should be regarded as the production and business 
operation income of the year on which the investors should pay the Individual Income Tax 
according to laws. 
 
Incase of the business time tax year is less than 12 months because the enterprises start 
business in middle of the year or due to merging, shutdown, the actual business time shall be 
regarded as one tax year. 
 


