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New packages of CIT returns

After the amendment of annual Corporate Income Tax (CIT) filing returns for Tax Residence Enterprises (TRESs) paying CIT on an
actual profit basis (annual CIT returns for TRES) in late 2014, the State Administration of Taxation (SAT) recently released another
two new packages of CIT returns, the provisional and annual CIT returns for Non-TREs and provisional CIT returns for TREs.

CIT returns for Non-TREs’ annual and provisional filing (the new Non-TRE package)

The new Non-TRE package contains the following three sets of CIT returns.We highlight the key changes of each return in this
News Flash.

1. CIT returns for Non-TREs paying CIT on an actual profit basis
This set of returns is comprised of two parts, one for annual filing and the other for provisional filing.

1.1 The new annual CIT returns for Non-TREs include one lead return and nine schedules. While the lead return is similar to
that in the previous version, most of the schedules (except the schedule for tax loss carryforward) are new.

1.2 The new provisional CIT returns for Non-TREs are used for quarterly filing. The returns include one lead return (which
does not have many changes) and one new schedule on tax incentives (which is similar to the annual CIT return for Non-TRES).
The new schedule on tax incentives is a welcome breakthrough as previously it was not clear whether Non-TREs can claim tax
preferential treatments in provisional filing. Now the new schedule indicates that taxpayers can claim the relevant tax incentives at
the provisional filing stage, rather than paying additional tax in advance and then waiting till the annual filing to claim tax refund.



2. CIT return for Non-TREs paying CIT on a deemed profit basis

This new return applies to both quarterly and annual filing for Non-TREs which file CIT on a deemed profit basis. In addition, it
also applies to Non-TREs which do not constitute a permanent establishment in China according to relevant tax treaties or those
which enjoy treaty benefit on international transportation income. In other words, these Non-TREs are now explicitly required to
lodge the nil filing return and disclose their relevant income / expense breakdown, even though they have already filed a record
with tax authorities on the treaty protection.

3. Withholding income tax (WHT) return

The WHT return does not contain many changes as compared with the previous version. The key change is that the WHT return
could now be used for both withholding and self-reporting purposes. In particular, Non-TREs could use this return for tax filing
under the circumstance that the withholding agent fails to withhold tax for them. For example, for the equity transfer of a Chinese
company between two Non-TREs, if the transferee as the withholding agent has not withheld CIT, the transferor can file CIT with
this new WHT return.

CIT returns for TREs’ provisional filing (the new TRE provisional package)

The new TRE provisional package is mainly used for TREs’ quarterly or monthly filing. It consists of the following three parts:
1. Provisional CIT returns for TREs paying CIT on an actual profit basis (provisional CIT returns for TRES),

2. Provisional and annual CIT return for TREs paying CIT on a deemed profit basis, and

3. CIT allocation form for headquarters and branches for TREs paying CIT on an actual profit basis.

As the changes on the last two sets of returns are not critical, we would mainly highlight the changes on the first part, i.e.
provisional CIT returns for TREs.

Compared with its previous counterpart, the new provisional CIT returns for TREs contain three new schedules to capture the
details on non-taxable income and tax incentives in relation to the reduction of taxable income, accelerated depreciation of fixed
assets, and tax reduction / exemption respectively. Just like the changes observed in the new Non-TRE package, the new
provisional CIT returns for TREs also allow TREs to claim tax preferential treatments in provisional filing, which may help
taxpayers to improve their tax cash flow.

Implementation guidance issued for Announcement 7 indirect transfers

The Chinese State Administration of Taxation (SAT) issued Circular 68 on 13 May 2015, providing guidance for the PRC tax
authorities’ administration and implementation of the new indirect offshore disposal rules in Announcement 7, released in February
2015.

In Circular 68 the SAT provides instructions to local tax authorities in relation to the following important aspects of Circular 68
administration, including (i) issuance of an official receipt for taxpayer transaction reporting under Announcement 7, (ii)
consolidated tax filing for indirect transfers at multiple locations, (iii) GAAR case evaluation at the ‘verification’ stage, (iv)
procedures for launching GAAR investigation and adjustment, and (v) case follow-up work.

Overall the Circular 68 implementation guidance gives greater comfort to taxpayers that Announcement 7 will be applied in a more
transparent and consistent manner. In particular, the requirement on local tax authorities to provide written acknowledgment of
receipt of taxpayer transaction reporting helpfully provides more certainty to taxpayers that the discharge of their Announcement 7
obligations has been acknowledged. In addition, the permission for a taxpayer to make a single reporting to a chosen tax authority,
where Chinese taxable assets in multiple tax districts have been transferred, is a positive step to remove what would otherwise be a
burdensome requirement.



Further, it is highly welcomed that Circular 68 clearly prescribes that cases challenged under Announcement 7 are to be strictly
administered under the GAAR Measures. The latter’s detailed procedures for case establishment and adjudication, as well as the
requirement for the SAT’s endorsement for actions and determinations by investigating local tax authorities, would provide
procedural protections to taxpayers and should prevent local tax authorities from arbitrarily raising tax assessments.

Pilot program on promoting commercial health insurance products coupled with individual income tax
break

Following the release of Notice on Issues Pertaining to the Collection and Administration of Individual Income Tax on Enterprise
Annuities and Occupational Pensions (Cai Shui [2013] No. 103), which allows tax deductions for voluntary employee contributions
to approved Enterprise Annuities and Occupational Pensions, the Ministry of Finance (“MOF”), State Administration of Taxation
(“SAT”) and China Insurance Regulatory Commission (“CIRC”) joined forces and issued Cai Shui [2015] (“Circular 56”),
introducing favourable tax treatment on premiums paid for qualified commercial health insurance products. The program is to be
rolled out in pilot cities throughout China. Circular 56 came into effect on 8 May, 2015.

Circular 56 indicates that a major city of each province will be nominated for the implementation of the pilot program. All the areas
of Beijing, Shanghai, Tianjin and Chongging, municipalities directly under the Central Government, are included in the program.

In a nutshell, taxpayers in the pilot cities who earn income from the following sources will be eligible to claim a tax deduction
against the respective category of assessable income, an amount of premium they pay for qualified commercial health insurance
products:

wages and salaries;

remuneration for providing services;

production or business operations conducted by self-employed industrial and commercial households;
contracted or leased operations of enterprises or social service providers partly or wholly funded by state assets

An annual cap of RMB2,400 (or RMB200 per month) has been set as the allowable tax deduction in respect of the relevant
premiums paid. The qualified commercial health insurance products in question refer to the comprehensive health insurance
products which are developed by the CIRC to cater for the needs of the general public, and approved and released jointly by the
MOF, SAT and CIRC.
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