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Tax clearance procedure for certain outbound remittances overhauled

On 9 July 2013, the State Administration of Taxation (SAT) and the State Administration of Foreign Exchange
(SAFE) jointly issued Announcement 40 to prescribe a new tax registration requirement for Chinese residents
making certain payments overseas, effective from 1 September 2013. The scope of the new circular covers cross-
border service fees as well as other current account and capital account items under China’s foreign exchange
regulations.

Announcement 40 prescribes a new tax recordal filing system to replace the existing advance tax certificate
system. For each covered remittance that exceeds USD 50,000, the Chinese payer needs to perform a tax recordal
filing with its in-charge state tax bureau (ISTB), unless the remittance falls into an exemption list. The reporting
package submitted by the Chinese payer for the initial remittance includes the executed contract or other legal
documents evidencing the relevant transaction, and the ’tax recordal filing form’, which contains basic
information on the initial outbound remittance. For any subsequent remittance related to the same transaction, the
taxpayer only needs to provide an updated tax recordal filing form reflecting that particular remittance.

The types of remittances that fall within the scope of Announcement 40 are fairly broad. They include: income
derived by non-residents from services (e.g., transportation, tourism, telecommunications, construction,
installation, insurance, finance, information technology, and entertainment), intangible licensing, finance lease,
real estate transfer, equity transfer, equity investment (e.g., dividend), foreign loan (e.g., interest), guarantee, and
various current transfer items, among other things. China-sourced salary income earned by foreign individuals is
included. Reinvestment of China-sourced earnings by a foreign investor within China is subject to the provisions
in Announcement 40 as well.

The tax recordal filing requirement of Announcement 40 applies to the aforementioned payments only if the
amount of a single remittance exceeds USD 50,000. In addition, Announcement 40 prescribes a number of
instances where no tax recordal filing is necessary to affect a remittance from China to overseas.

Announcement 40 is a welcome development for multinational companies (MNCs) doing business in China. It
eliminates the existing requirement that tax clearance must be secured before outbound remittance can be carried
out; it will also significantly expedite cash transfers from China to overseas for items covered by the circular.
However, with the new tax recordal filing system, taxpayers may face greater penalty risks if they are unable to
demonstrate that Chinese taxes in connection with the remittance have been adequately settled.

OECD issues Action Plan on Base Erosion and Profit Shifting

On July 19, 2013, the Organisation for Economic Co-operation and Development (OECD) publicly released its
“Action Plan for multilateral cooperation to address tax Base Erosion and Profit Shifting (BEPS). The BEPS
action plan was presented to the G20 Finance Ministers at their meeting in Moscow, and inaugurates a global
collaborative effort to modernise the international tax system. The plan describes 15 proposed actions, identifies
expected outputs, and establishes the anticipated timeframe.



The specific actions are summarised below:

Action 1 - Address the tax
challenges of the digital
economy

Identify the main difficulties that the digital economy poses for
the application of existing international tax rules and develop
detailed options to address these difficulties, taking a holistic
approach and considering both direct and indirect taxation.

Action 2 - Neutralise the
effects of hybrid mismatch
arrangements

Develop model treaty provisions and recommendations for the
design of domestic rules to neutralise the effect (e.g., double
non-taxation, double deduction, long-term deferral) of hybrid
instruments/entities.

Action 3 - Strengthen CFC
rules

Develop recommendations regarding the design of Controlled
Foreign Corporation (CFC) rules.

Action 4 - Limit base erosion
via interest deductions and
other financial payments

Develop recommendations regarding best practices in the
design of rules to prevent base erosion through interest expense,
e.g., the use of related-party and third-party debt to achieve
excessive interest deductions or to finance the production of
exempt or deferred income, and other financial payments that
are economically equivalent to interest payments.

Action 5 - Counter harmful tax
practices more effectively,
taking into account
transparency and substance

Revamp the work on harmful tax practices with a priority on
improving transparency, including compulsory spontaneous
exchange on rulings related to preferential regimes, and on
requiring ’substantial activity for any preferential regime.

Action 6 - Prevent treaty abuse

Develop model treaty provisions recommendations regarding
the design of domestic rules to prevent the granting of treaty
benefits in inappropriate situations.

Action 7 - Prevent the artificial
avoidance of PE status

Develop changes to the definition of permanent establishment
(PE) to prevent the artificial avoidance of PE status in relation
to BEPS, including via the use of commissionaire arrangements
and the specific activity exemptions.

Action 8 - Assure that transfer
pricing outcomes are in line
with value creation/intangibles

Develop rules to prevent BEPS by moving intangibles among
group members including: adopting a broader, clearer definition
of intangibles, ensuring that profits associated with the transfer
of intangibles are related to value creation, developing special
rules for hard-to-value intangibles, and updating guidance on
cost contribution arrangements.

Action 9 - Assure that transfer
pricing outcomes are in line
with value creation/risks and
capital

Develop rules to prevent BEPS by transferring risks among, or
allocating excessive capital to, group members including
adopting rules to prevent inappropriate returns from accruing to
entities solely on the basis of provision of capital or contractual
assumption of risks.

Action 10 - Assure that
transfer pricing outcomes are
in line with value
creation/other high-risk
transactions

Develop rules to prevent BEPS by engaging in transactions that
would not, or would occur only very rarely between third
parties including adopting re-characterisation rules, clarifying
the application of transfer pricing methods in global value
chains, and protecting against payments such as management
fees and head office expenses.

Action 11 - Establish
methodologies to collect and
analyze data on BEPS and the
actions to address it

Develop recommendations on the indicators of the scale and
economic impact of BEPS and ensure tools are available to
assess effectiveness and impact of measures to address BEPS.




Action 12 - Require taxpayers | Develop recommendations regarding the design of mandatory
to disclose their aggressive tax | disclosure rules for aggressive or abusive transactions,
planning arrangements arrangements, or structures, taking into consideration the
administrative costs for tax administrations and businesses and
drawing on experiences of the increasing number of countries
that have such rules.

Action 13 - Re-examine Develop rules regarding transfer pricing documentation to
transfer pricing documentation | enhance transparency, including a requirement that
multinational entities provide all “’relevant governments’ with
information on global allocation of income, economic activity,
and taxes paid among countries in accordance with a common

template.
Action 14 - Make dispute Develop solutions to address obstacles that prevent countries
resolution mechanisms more from solving treaty-related disputes under Mutual Agreement
effective Procedures (MAP), including the absence of arbitration
provisions and denial of access to MAP in certain cases.
Action 15 - Develop a Analyse tax and public international law issues related to the
multilateral instrument development of a multilateral instrument to enable jurisdictions

that wish to do so to implement BEPS measures and amend
existing bilateral treaties.

The BEPS Action Plan may have a far reaching impact on international taxation and transfer pricing in China.
The State Administration of Taxation (SAT) has kept a close watch on the development of the BEPS project and
is contemplating major regulatory changes to adopt key elements of the BEPS study. In addition, even before the
release of new BEPS-related circulars, local Chinese tax officials may refer to the BEPS report and the Action
Plan as an unofficial source of guidance when evaluating the tax and transfer pricing aspects of cross-border
transactions. It is still important for MNCs to keep the BEPS issues in mind when conducting international
transactions.

Corporate Income Tax (“CIT”)

On 2 August 2013, SAT issued Announcement on Issues Concerning Annual Tax Filing for Transregional
Branches Paying Corporate Income Tax collectively (SAT Announcement [2013] No. 44). The announcement
clarifies that when conducting annual tax filing for year 2013 or the years after, transregional branches paying
CIT collectively should use the format of “PRC Monthly (Quarterly) Corporate Income Tax Prepayment Filing
Form (Category A)” (issued in SAT Announcement [2011] No. 64) to conduct the annual tax filing. If tax due (or
tax return) required when conducting annual tax filing, branches should additionally submit “Distribution List for
PRC Corporate Income Tax Collectively Payment Branches”.

The newsletter is merely provided to our clients and those who have interest in our business for reference. We’ll
do our best to ensure the accuracy of the information in the newsletter. We have to remind you that the content in
the newsletter is abstracted from relevant documents, and therefore in practice the original documents should be
used for reference. Meanwhile, we welcome all of you to consult professionals in our firm regarding the
information in the newsletter, and also welcome all of you visit our website www.deancpa.com.cn. We will render
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affordable and value-added services to our clients. If there is a discrepancy between Chinese and English
versions, Chinese version will prevail.
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