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This newsletter will focus on the regulation updates in relation to investment in China.  We will analyse 
the major updates of these new policies and the relevant implications. 
 
Other areas covered are updates on the following in part 2 of the newsletter: 
 

 OECD releases the 2017 edition of the Transfer Pricing Guidelines for Multinational Enterprises 
and Tax Administration; 

 The guidance on the implementation of Country-by-Country Reporting are updated under BEPS 
Action 13; 

 VAT supplementary circular is released for asset management industry; and 

 Hong Kong’s Chief Executive announces new tax incentives.  
 
Part 1 – Regulation updates in relation to investment in China  
 
1. The State Council issued a new circular setting forth 22 measures to improve the business 

environment for foreign investment in China 
 
Summary 
 
In August 2017, the State Council of China issued a new circular covering 22 measures to improve the 
business environment of foreign investment in China (hereinafter referred to as the “Measures”). The 
Measures cover five areas, namely: further relaxing the access restriction on foreign capital, formulating 
fiscal and taxation incentives, improving the investment environment for state level economic 
development zones, facilitating talent entrance and exit, optimising business environment.  
 
Observations 
 

 The Measures emphasise the opening up of the banking, securities, insurance, internet services, 
telecommunication sectors to foreign investments and require the relevant departments to 
specify the timeline and roadmap for implementation. In addition, the Measures also promise to 
open up several new sectors, such as the manufacturing of new energy automobiles, vessel 
design, repair of regional and general aviation aircraft, etc., as well as international marine 
transport and railway passengers transportation.  
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 One of the most attractive highlights in the 22 Measures is that, profits derived within China by 

foreign investors that are directly reinvested in the state’s encouraged projects are eligible for 
tax deferral treatment subject to certain conditions, which means that they temporarily will not 
be subject to withholding income tax (tax deferral treatment for reinvestment). Currently the 
scope of encouraged projects has not yet been specified. 
 

 The Measures also specify the measures for foreign talent’s entry and exit from China, including 
formulating the implementation measures for foreign talent’s visa application, expanding the 
scope of visa issuance, relaxing the visa valid period.   

 
 The Measures also put forward two provisions related to repatriation of profits/dividends and 

protection of intellectual property rights, one is to ensure the free repatriation of legal profits 
derived within China, the other is to centralise the dealing with issues relating to the 
infringement of copyright, patent and trade mark, etc.    

 
Implications 
 
Against the backdrop of the slowing down of the overall FDI growth in China, it is believed that these 
policies could enable an equal and international business environment to attract foreign capital into the 
country. With China’s economic transition and the introduction of a series of national development 
strategies, FIEs may consider changing their strategies in China by shifting from low-end industry 
focused perspective to a more high-end industry oriented vision.   
 
2. New regulation was issued to refine the administration for corporate income tax withholding at 

source in China 
 
Summary 
 
In October 2017, the State Administration of Taxation released a Public Notice on the Matters Regarding 
Withholding Corporate Income Tax (WHT) at Source for Non-Tax Resident Enterprise (Non-TREs). This 
streamlines the comprehensive withholding regime. It also brings significant changes to the way that 
non-TREs fulfil their China tax obligation and withholding agents perform their withholding obligation, in 
all aspects of cross border transactions. Parties to any cross-border transaction should pay particular 
attention to these new rules.  
 
Observations 
 

 The withholding obligation for non-TREs deriving dividends arises on the day the payment is 
actually made rather than on the day of the resolution to declare the dividends (or the day of the 
actual payment if it is paid before the resolution). The deferred timing of withholding obligation 
helps reduce withholding agent’s compliance burden and leaves sufficient time for taxpayers and 
withholding agents to prepare the necessary record-filing documents to claim treaty benefit. 
Meanwhile, the withholding tax on property transfer income received in instalments can be 
settled in instalments and deferred until after the relevant investment cost is fully recovered.  

 
 The exchange rate to be adopted in calculating the tax liability is clarified and the foreign 

exchange conversion rules for foreign currency taxable income are revised. Meanwhile, if the 
income or costs is in a currency other than RMB, they shall be converted into RMB first before 
calculating the gain. Taxpayers should adopt the exchange rate on the day the withholding 
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obligation arises in calculating income and costs of foreign currency, instead of the day the 
income is obtained or initial investment is made. 
 

 The new regulation relaxes the timeline for the non-TRE’s self-reporting. A non-TRE who has 
self-reported and paid the relevant taxes before the imposition of a prescribed payment 
deadline by the tax authorities or who has paid the relevant taxes before the tax authority 
prescribed payment deadline shall be regarded as having made the tax payment on time and no 
additional surcharge would be imposed. 

 
 The new regulation removes the previous provision that requiring the withholding agent to 

perform contract registration with its competent tax authority within 30 days from the date the 
contract is concluded. In addition, for contracts involving multiple payments, it has cancelled the 
provision requiring the withholding agent to settle all taxes within 15 days prior to the last 
payment.    

 
Implications 
 
This regulation takes into account the practical problems of the WHT regime, clarifies some of the 
controversial issues, simplifies the withholding procedures, and defers the date on which the 
withholding obligation arises for dividends payment and equity transfer with instalment payments, etc. 
However, the regulation has not covered any provision to waive the withholding agent’s legal liabilities 
in this regard. As such, it is recommended that the payer should consider the relevant requirements in 
fulfilling their withholding obligations and add in relevant protection articles in drafting the business 
contracts. 
 
From the point of view of the non-TRE taxpayers, in cases where the withholding agent has not settled 
or fails to settle the taxes, the non-TRE taxpayers should self-report their taxes. As such, the non-TRE 
taxpayers should have sufficient knowledge of China’s tax law and the benefits provided under the 
relevant tax treaties so that their Chinese tax liabilities have been properly cleared. 
 
3. To accelerate headquarters economy, industry growth and talent innovation, Shanghai Pudong 

released the measures of financial subsidy 

Summary 
 
Recently, the Pudong Government promulgated a series of measures for financial support (hereinafter 
referred to as the “Measures”), which cover the headquarters economy, buildings economy, innovative 
talents and numerous sectors. In terms of the extent of support, most measures still followed the 
wording of “granting certain subsidies” without giving any specific amount. The Measures will take 
effect till 31 December 2020 and the relevant financial support are provided retrospectively from 1 
January 2016. 
 
Observations 
 

 The Measures continue the support to three types of headquarters (i.e., regional headquarters 
(“RHQ”) of multinational corporations, large enterprise headquarters and territorial 
headquarters), and introduce the assessment criteria for operational headquarters, high-growth 
headquarters, RHQ of international organisations (institutions), which enrich the types of the 
headquarters in Pudong. The assessment criteria includes total assets, sales amount, economic 
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contribution, number of enterprises which the headquarters manages or invests, etc. Qualified 
headquarters will be granted “certain incentives”. 

 
 The financial support in the Measures cover a batch of key sectors with an aim to support the 

development of strategic emerging industries and to promote industry upgrading. The industries 
that will potentially benefit include financial sectors, professional services sector, commerce and 
trade sector, shipping, buildings economy and old age care service, etc. 
 

 In addition to the financial support for management and technological personnel in specialised 
sectors, the Measures also cover financial support policies for innovative talents. Qualified 
talents are entitled to certain talents incentive according to the individual contributions in 
relation to their salaries and wages.   

 
Implications 
 
Similar to the previous financial support circulars, the Measures still have not specified the extent of 
incentives. The incentives are mainly based on the “extent of contribution” or “additional contribution” 
made by the enterprise to Pudong and for a certain period of time. Enterprises planning to enjoy the 
relevant financial subsidies still need to initiate a dialogue with the Pudong Government and the in-
charge authority, and to analyse the most favourable policy in order to receive the maximum financial 
support.   
4. Beijing continues to release measures to encourage foreign investment in service industry 

Summary 
 
In May 2015, the State Council approved the pilot project to expand and open to foreign investment in 
the service industry in Beijing. Since then, the pilot project has made major achievements. Recently, the 
State Council approved the new round of measures proposed by Beijing Municipal Government to open 
up the service industry. The covered industries include air transportation, construction, culture and art, 
banking and human resource service. 
 
Observations 
 

 In the last two years, upon the commencement of the pilot project, the service industry in 
Beijing has grown rapidly. The service industry has accounted for 80% of the total GDP of Beijing. 
There have been a number of innovative measures to boost the foreign investment in service 
industry. For example, in Beijing, the first foreign-owned aircraft maintenance JV company was 
established as well as the first bank card clearing institution set up by foreign banks. Meanwhile, 
Beijing government also allowed the establishment of wholly foreign-owned agency for 
performing business and joint ventured travel agencies to operate outbound tourism, etc. 

 
 The new measures to further encourage foreign investment includes: allowing foreign capital to 

invest in air transport sales agency, abolishment of the proportionate requirement for foreign 
technicians in foreign-invested construction and engineering design enterprises; relaxing the 
conditions for foreign investors to establish investment companies; allowing clinical trials in 
Beijing for new drugs upon the approval of State Food and Drug Administration. 
 

 Certain measures to reform the administration have also been introduced. Such as unifying the 
certificates issued by government from fifteen to one, to allow qualified foreigners to practise 
professional service in Beijing, to set up the system of supplemental pension system for high-
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level expatriates as well as allowing foreigners to withdraw social insurance funds paid in Beijing 
upon completing their duties in China. 

 
Implications 
 
As a pilot for the development of the service industry, Beijing government is determined to reform and 
open up to attract foreign investment. The issuance of new measures is beneficial for foreign investors 
of the relevant service industry. The new measures is also friendly to the high-level expatriates working 
in Beijing. Considering the measures are still under pilot stage, it is suggested that the potential 
investors to evaluate the opportunity to enter the market and to closely follow up with any detailed 
implementation guidelines.  
 
Part 2 – Other update areas  
 
5. OECD released the 2017 edition of the Transfer Pricing Guidelines for Multinational Enterprises 

and Tax Administration 
 
Summary 
 
In July 2017 the OECD has released the 2017 edition of the Transfer Pricing Guidelines for Multinational 
Enterprises and Tax Administrations (the 2017 TP Guidelines). Specifically, the 2017 TP Guidelines 
incorporate a number of revisions which the OECD has made to the 2010 TP Guidelines as part of its 
BEPS project. 
 
Observations 
 

 The key revisions introduced include: the accurate delineation of intercompany transactions, a 
six-step process for identifying risk, the returns from intangibles accrue to the entities that carry 
out the development, enhancement, maintenance, protection, and exploitation functions, 
clearer guidance on the application of comparable uncontrolled prices to commodity 
transactions, a safe harbour of five percent for low-value-adding intra-group services, and the 
requirement for capability and authority to control risks associated with the risk-bearing 
opportunity for Cost Contribution Agreements participants. 

 
 The revision also reflects the OECD’s efforts to increase transfer pricing compliance burdens as 

well as transparent requirement. It now includes a discussion of the OECD-favoured three tiered 
approach to transfer pricing documentation (i.e., master files, local files, and CbCR). 
 

 The strategically designed safe harbours in the 2017 TP Guidelines, should be helpful for a more 
balanced approach to compliance efforts in a world where an increasing number of jurisdictions 
have adopted transfer pricing documents and multi-national enterprises (“MNEs”) extend their 
global operations.   

 
Implications 
 
It is noteworthy that the China transfer pricing regulations are not exactly the same as the 2017 TP 
Guidelines. For example, China has stricter standards for information disclosure of overseas related 
parties than BEPS. In addition, with respect to the intra-group service, the China tax authority does not 
accept the safe harbour rule of five percent for low-value-adding intra-group services. Moreover, China 

mailto:research@cbbc.org


 

E: research@cbbc.org 
T: +44 (0)20 7802 2000 

Tax in China: CBBC & PwC Newsletter – Autumn 2018 

also has a wider definition of shareholder activities compared to OECD. MNEs should pay attention to 
these differences when adopting their transfer pricing policy in China. 
 
6. The guidance on the implementation of Country-by-Country Reporting is updated under BEPS 

Action 13 
 

Summary 
 
Recently, the OECD has updated Country-by-Country Reporting (CbCR) Guidance which provides further 
guidance for the taxpayers on how to prepare CbCR. The CbCR Implementation Handbook and CbCR Risk 
Assessment Handbook are also released with the aim to provide tax authorities with practical guidance 
on how to implement CbCR and utilise the results from CbCR. 
 
Observations 
 

 Fiscal Year 2016 was the first year of CbCR implementation for taxpayers and tax authorities. To 
provide more certainty to taxpayers and tax authorities, OECD continues its effort in collecting 
commentary and suggestions, and updating the CbCR guidance, so as to provide more certainty 
to taxpayers and tax authorities. 

 
 The CbCR Implementation Handbook summarises a series of BEPS deliverables on CbCR, 

including: key factors that countries should consider in introducing a domestic legal framework 
for the filing and use of CbCR, issues concerning the implementation and operation of an 
international framework for the exchange of CbCR, the operational aspects and practical issues 
of CbCR as well as the guidance on the appropriate use of information contained in CbCR.   
 

 The CbCR Risk Assessment Handbook provides tax risk control advices to tax authorities. It is 
notable that the Handbook include a number of approaches and a summary of the potential tax 
risk indicators to identify the tax risks, e.g. entities engage in recurring transactions with related 
parties which have the potential to erode a jurisdiction’s tax base. Such risk indicators will not 
only provide the tax authorities with guidance on how to implement and utilise the CbCR, but 
also allow the taxpayers to conduct internal assessment and control with clearer directions. 

 
Implications 
 
It is noteworthy that despite of China’s vigorous participation in the international discussion over BPES, 
the OECD guidelines and handbooks may not be completely applicable to China practice, as China is not 
an OECD member. It is recommended that when interpreting these OECD guidelines and handbooks, the 
MNEs should focus on not only the revisions and changes made by OECD, but also the China tax 
authorities’ unique views and positions, so as to better manage transfer pricing risks in China.   
 
7. VAT supplementary circular released for asset management industry 
 
Summary 
 
The Ministry of Finance (MOF) and the State Administration of Taxation (SAT) jointly issued Notice on 
VAT issues relating to Asset Management Products to clarify certain VAT issues in the asset management 
sector. The release of the notice has clarified certain long outstanding controversial VAT issues in the 
asset management sector. It will be helpful to asset management product managers (hereinafter 
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referred to as “assets managers”) in complying with their tax filing obligation, and to both assets 
managers and investors in calculating the income distribution from the investment.  
 
Observations 
 

 The notice covers a list of eligible asset managers and eligible asset management products in a 
tax circular for the first time. It also requires asset managers to separately account for the sales 
and tax payable amount from the operation of asset management products and other business 
operations. Meanwhile, the notice allows asset managers to select to account for the sales and 
tax payable amount for the VAT taxable activities incurred during the operations of asset 
management products either separately or on a combined basis. This will have a significant 
impact on the VAT treatment for asset management products. 

 
 It stipulates that VAT taxable activities during the operating period of asset management 

products are temporarily subject to VAT at the levy rate of 3% under the simplified VAT 
calculation method. The notice will be effective from 1 January 2018. VAT taxable activities 
occurred during the operations of the asset management products and before 1 January 2018 
will not be subject to VAT.  
 

 It does not provide answers to all of the important issues which are of a concern to the industry 
participants. Issues pending clarification include the applicability of the scope of asset 
management products, the application scope of the tax incentives, the uncertainty of VAT 
treatment for the redemption gain of the open-ended asset management products and VAT 
treatment for “unrealized gain and loss” of asset management products. 

 
Implications 
 
Asset managers are advised to go through the business operation to determine their taxation obligation 
and the applicable VAT rules, amend the tax clauses in the asset management contracts if required and 
make arrangements for new products. Investors should also pay attention to the new circular as the 
calculation method and certain terms of contract will be modified. 
 
8. Hong Kong’s Chief Executive announces new tax incentives  
 
Summary 
 
In October, the Chief Executive announced in the 2017 Policy Address that a two-tier profits tax system 
will be introduced to lower the tax burden of Hong Kong enterprises and a super tax deduction for 
qualifying research and development (R&D) expenditure will be granted to boost the development of 
innovation and technology (I&T) in Hong Kong. These measures are expected to be enacted in 2018. 
 
Observations 
 

 The two-tier profits tax system will be introduced in Hong Kong whereby the first HK$2 million of 
profits of all enterprises will be taxed at a reduced rate of 8.25%. The reduced rate will apply to 
all enterprises regardless of their industries, sizes and turnover / income levels. The details of the 
system will be announced later. Anti-avoidance measures are expected to be set up to prevent a 
group from setting up numerous enterprises and splitting its business across the enterprises to 
enjoy multiple entitlements to the reduced rate. 
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 In the Policy Address, the Chief Executive announced that a 300% tax deduction will be offered 
for the first HK$2 million of qualifying R&D expenditure incurred by enterprise and 200% tax 
deduction will be available for the remaining expenditure. Non-tax measures for supporting the 
I&T development in Hong Kong, such as providing investment funding for I&T start-ups and 
nurturing young talent in the I&T field, were also mentioned in the Policy Address. 
 

 The Policy Address also mentioned other tax related issues. The government will seek to expand 
Hong Kong’s tax treaty network and hopes to bring the total number of treaties to 50 over the 
next few years. The government also plans to implement the Voluntary Health Insurance 
Scheme in 2018 and will amend tax legislation to offer tax incentives for members of the public 
who procure such products. 
 

Implications 
 
While the new tax measures should be welcome by taxpayers, whether they can serve their intended 
policy objectives and bring real benefits to the businesses in Hong Kong will depend on the drafting of 
the relevant tax legislation and the implementation details. In this regards, businesses wishing to benefit 
from the new tax measures should stay tuned and make their voices heard by the government during 
the legislation process. 
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About the China-Britain Business Council 
 
China-Britain Business Council (CBBC) is the leading organisation helping UK companies of all sizes grow and 
develop their business in China. Whether you are new to China or are seeking to expand in the world’s fastest 
moving and most dynamic marketplace, CBBC offers an exceptional and comprehensive range of services, advice 
and support to help you achieve success. Members of CBBC have access to exclusive support services and events. 
We have 11 offices in the UK and a presence in 15 Chinese cities established in strategic locations across the 
market. 
 
For more information visit www.cbbc.org 
 

 
 

About PricewaterhouseCoopers 
 
The member firms of the PricewaterhouseCoopers network provide industry-focused assurance, tax and advisory 
services to build public trust and enhance value for its clients and their stakeholders. More than 163,000 people in 
151 countries across our network share their thinking, experience and solutions to develop fresh perspectives and 
practical advice. PricewaterhouseCoopers is one of the leading investment and business advisors in China. Our 
reputation is based on technical and professional excellence, objectivity and integrity. This is reinforced by a 
thorough understanding of China’s complex and varied marketplaces and industries, and on our efforts to develop 
and maintain strong lasting relationships.  
 
For more information visit: www.pwc.co.uk 

 
 
 

DISCLAIMER: This publication has been prepared for general guidance on matters of interest only, and does not 
constitute professional advice. You should not act upon the information contained in this publication without 
obtaining specific professional advice. No representation or warranty (express or implied) is given as to the 
accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, the 
authors and distributors do not accept or assume any liability, responsibility or duty of care for any consequences 
of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for 
any decision based on it.  
 
Copyright 2017. All rights reserved.  
 
“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP (a limited liability partnership in the United 
Kingdom) or, as the context requires, the PricewaterhouseCoopers global network or other member firms of the 
network, each of which is a separate legal entity. 

mailto:research@cbbc.org
http://www.cbbc.org/
http://www.pwc.co.uk/

