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Financing cost deductible, lightening tax burden of mixed investment

From 1 September 2013, Announcement 41 regarding mixed investment corporate income tax (CIT) treatment
issued by the State Administration of Taxation (SAT) came into effect. Announcement 41 standardizes the
treatment of corporate income tax (CIT) in mixed investment, lightening tax burden of the financing side.

Announcement 41 prescribes that corporate income tax (CIT) in mixed investment in accordance with certain
qualifications could be treated according to the substance of the investment. The invested corporate pays the
interest, the investing corporate receives the interest. Interest expense and interest income are calculated into
respective taxable income. Additionally, in equity investment repurchases, the difference between the repurchase
price and the original cost is deductible for the invested corporate and calculated into the total taxable income of
the investing corporate.

Five conditions should be satisfied simultaneously when treated according to the above principles:

1. When the invested corporate receives the investment, it should regularly pay the interest according to the
interest rate agreed in investment contract or agreement (or regularly pay base interest, fixed profit and fixed
dividend);

2. Having specific investment period or specific investment conditions, and when the investment period ended
or specific investment conditions satisfied, the invested corporate should redeem the investment or reimburse
the principal;

3. The investing corporate does not have the ownership of the invested corporate’s net assets.
4. The investing corporate does not have the voting rights and being voted rights;
5. The investing corporate does not participate in the daily business operation of the invested corporate.

A new page for the foreign exchange administration for service trade

China’s State Administration of Foreign Exchange (SAFE) issued Circular Huifa [2013] No.30, titled Notice
Releasing the Regulations Regarding Foreign Exchange Administration for Service Trade (hereinafter referred to
as ‘Circular 30’ or the ‘Notice’). This long-awaited notice consolidates, abolishes and standardizes the existing
regulations on foreign exchange (forex) administration related to service trade. As such it streamlines the forex
administration of service trade and makes it easier for investing in service trade. Circular 30 includes three
important appendices, i.e., Guidance on Foreign Exchange Administration for Service Trade (hereinafter referred
to as the ‘Guidance’), its detailed implementation rules (DIRs), and a list of abolished forex regulations. Circular
30, effective from 1 September 2013, simplifies the forex procedures under the service trade account for foreign-
funded entities and outlines regulations that are comprehensive, systematic, clear and transparent. The major
changes brought by Circular 30 include:

Streamlined administration and decentralization of authorities

China’s restrictions on international payments under service trade items are eliminated and the approval
requirement for forex purchases and payments under service trade is removed. This streamlines the approval
process with the SAFE. Forex administration for service trade will be delegated to the banks.



Simplified verification procedures and cancellation of document verification for transactions with an amount
under the prescribed threshold

Any single forex receipt and payment transaction under the service trade of amount less than or equivalent to
USD 50,000 could be processed at the banks, generally without document verification. While transactions more
than USD 50,000 are still subject to verification, the relevant procedures are simplified. This includes simplifying
and consolidating the current ten categories of document verification procedures, and cancellation of most
verification requirements subject to approval or record filing.

Relaxed regulation on service trade forex income deposited overseas

The requirement on forex income derived from service trade and retained overseas by domestic companies is
relaxed. This enables corporate groups to retain such earnings overseas on a consolidated basis if certain
conditions are met.

Reinforcement of balanced administration on forex in-flow and out-flow as well as post remittance examinations

The reformed system of forex administration for service trade reflects three key changes. Firstly, the focus of
forex administration is changed from administration of forex out-flow to a balanced administration of both forex
out-flow and in-flow. Secondly, there is a shift from upfront examination and approval to a post remittance
supervision and administration system. Finally, the forex administration is no longer based on individual
transactions but on a comprehensive basis for each entity.

State Council approves the establishment of China (Shanghai) Pilot Free Trade Zone

On 3 July 2013, the State Council passed the Overall Plan for China (Shanghai) Pilot Free Trade Zone. In August
2013, the establishment of the zone was formally approved.

China (Shanghai) Pilot Free Trade Zone will cover a total area of 28.78km2 and will include Shanghai

Waigaogiao Free Trade Zone, Waigaogiao Bonded Logistics Park, Yangshan Bonded Port and Shanghai Pudong
Airport Comprehensive Bonded Zone.

The establishment of the China (Shanghai) Pilot Free Trade Zone will initiate the launch of a restructured Chinese
economy, prepare the ground for a new round of nationwide reforms, and reconstruct global rules for trade and
investment, all of which will herald the arrival of a new epoch in China.

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
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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