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New Cities Allow to Enjoy
Tax Incentives for Service
Outsourcing

Frances Gu, Rodl & Partner Shanghai, China
Service Outsourcing Pilot Cities

On October 12, the Ministry of Finance, the State
Administration of Taxation and three other Chinese
authorities jointly issued an Announcement “Cai Shui
[2016] No. 108" extending the tax incentives for ser-
vice outsourcing to companies incorporated also in
Shenyang, Changchun, Nantong, Zhenjiang, Fuzhou
(including the Pingtan comprehensive experimental
zone), Nanning, Urumchi, Tsingtao, Ningbo and
Zhengzhou. As a supplementary to current 21 Chinese
service outsourcing pilot cities including Beijing, Tian-
jin, Shanghai, Chongging, Dalian, Shenzhen, Guang-
zhou, Wuhan, Harbin, Chengdu, Nanjing, Xi‘an, Jinan,
Hangzhou, Hefei, Nanchang, Changsha, Daqing, Su-
zhou, Wuxi and Xiamen, the new Announcement
demonstrates again that China is further promoting
the development of Offshore Outsourcing Service
Orientated Advanced Technology Service Enterprises
("ATSE") and improving the technological innovation
and technological service capability of enterprises.

Tax Incentives

From January 1, 2016 to December 31, 2018, the
qualified ATSEs are offered with following preferential
policies for Corporate Income Tax (“CIT"):

B A reduced CIT rate of 15% (general tax rate is
25%);

B Educational expenses of employees which do not
exceed 8% of its total salaries are allowed to be
deducted when calculating taxable income for
CIT (general deduction is 2.5%).

ATSE Recognition Requirements

ATSE that enjoys the above mentioned preferential CIT
policies must meet all following requirements:

B The enterprise engages in one or more stipulated
advanced technology outsourcing services (i.e. In-
formation Technology Outsourcing, Business Pro-
cess QOutsourcing and Knowledge Process Out-
sourcing) and adopts advanced technology or has
relatively strong research and development ca-
pacity;
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The registration and production or business place
of the enterprise is located in a pilot city;

B The enterprise has qualified as a legal person;

B The employees with a junior college degree or
above account for more than 50% of the total
employees of the enterprise;

B The income from the stipulated advanced tech-
nology services accounts for more than 50% of
the total incomes of the enterprise in the current
year; and

B The income from the offshore service outsourcing
business is not less than 35% of the total in-
comes of the enterprise in the current year.

When meeting all above mentioned requirements,
enterprise shall prepare relevant documents to make
online application firstly and then to submit the paper
material to relevant science and technology depart-
ment for further examination and review. After the
department examination and expert review, if there is
no objection during publicity period, the enterprise will
be granted with relevant certificate and can apply the
tax benefits at tax authorities. Enterprise shall declare
the reduced CIT and allowed extra deductible educa-
tional expenses during quarterly pre-declaration and/or
CIT annual filing.

Our Observation

The newly released regulation allows more offshore
outsourcing service oriented ATSEs to enjoy CIT pref-
erential policies. If enterprise is located in above men-
tioned newly added pilot cities, it is recommended for
the relevant enterprises to be timely updated with the
recognition requirement and to implement a self-
check as soon as possible, in order to determine
whether they can meet the recognition criteria and
conduct the relevant filing procedures in a timely
manner so as to enjoy the eligible tax incentives.
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Tax Authority in China Issues
Compliance Plan on Interna-
tional Tax Administration

Frances Gu, Rodl & Partner Shanghai, China

China has been proactively participating in the BEPS
actions in recent years. With the issuance of the final
BEPS reports by OECD last year, China has also prom-
ulgated some domestic laws/regulations to respond to
the action plans promoted by OECD. By mid of this
year, Jiangsu tax authority has again issued 2016-2018
Compliance Plan on International Tax Administration,
commenting its views on the latest changes of interna-
tional taxation and new requirements of the SAT. The
key points are summarized as follows:

Views on Transfer Pricing Policy Considerations

B Consider the Location Special Advantages
("LSA™) of China (e.g. well-established infrastruc-
ture, market premium/demand, location saving
for high value-added functions) in price set-
ting/profit allocation;

B Examining subsidiaries in China dynamically for
the changes of business activities, and consider-
ing compensation when adjusting functions and
risks;

B Business restructuring should be based on busi-
ness purpose, be supported by internal decision-
making procedures and have substantive transfer
of functions, risks or assets;

B |ocalized R&D activities or even contract R&D
service provision does play significant roles for the
establishment of the intangible assets in view of
the detailed project management, risk assump-
tion, assets and important personnel resource de-
votion, and therefore should also participate in
the profit sharing instead of merely remunerated
by cost plus a routine mark-up as other routine
service provision;

B Consider the pricing setting based on the overall
value chain analysis, allocating the overall profit
by also referring to the key indexes contributing
to the value creation such as assets deployed,
sales revenues, expenses/costs incurred, staff em-
ployed and etc.

Risk Warning

B Avoid aggressive tax planning, such as setting up
a shell company in a low tax area, setting up a
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multi-layer overseas shareholding structure or
evading permanent establishment via contract
split;

®  Avoid mismatches with high tax risk:

*  Mismatch between the profit trend of the
group and its members in Ching;

*  Mismatch between the group’s social image
and its tax contribution;

*  Mismatch between value contribution (key
production/R&D centers or key market) and
profit allocation;

*  Mismatch between the status of hi-tech en-
terprise and its performance/significant license
fee payment;

*  Mismatch between the expansion of business
scale and the unfavorable business perfor-
mance;

*  Mismatch between the input and the output
such as continuous significant license fee
payment with poor business performance.

Compliance Guidance

B Include both the timely completion of the various
legal reporting/filing obligation (e.g. TP reporting,
overseas payment contract filing and business re-
structuring reporting) as well as the quality of the
transfer pricing documentation into the tax risk
rating of the taxpayers;

®  Fully utilize the information exchange via Mutual
Administrative Assistance in Tax Matters, CRS and
FATCA so as to standardize the regulation on off-
shore transactions;

B Establish the comprehensive data analysis mech-
anism with the combination of the tax filing in-
formation, information exchanged from bank,
AIC, customs authority as well as commercial in-
formation extracted from third party resources so
as to better monitor the tax risks of the taxpayers.

Our Observations

Following its announcement of Compliance Plan 2014-
2015, Jiangsu SAT once again issued the Plan for years
2016-2018. Compared with the last version, this an-
nouncement reflects the latest changes of internation-
al taxation ocurred in recent years as promoted by
OECD's BEPS actions. This has shown the Chinese tax
authority’s attitudes to be well prepared for the post-
BEPS era and the actions they are going to take. With
more and more international information exchange as
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well as the current “big data” analysis advocated by
the tax authority in tax risk monitoring mechanism, tax
compliance will become more important in the future
and aggressive tax planning is of more risks. We rec-
ommend that the enterprises pay attention to the
suggestions in the announcement for an internal tax
risk check so as to avoid and mitigate the potential tax
risks might come from the post-BEPS era.

China Revised the Regula-
tions on Customs Audit

Frances Gu, Rddl & Partner Shanghai, China

The previous Customs Auditing Regulation had been
implemented for nearly 20 years since 1997. However,
with the rapid development of China’s overseas trade
and the huge growth of customs audit volume, the
previous Regulation cannot well meet the demands of
customs reform and development. Thus, the State
Council issued the Revised Regulation on Customs
Audit of the People's Republic of China (“Order of the
State Council No. 670") on June 19, 2016 which has
taken effect since October 1 and its supporting Im-
plementation Measures have also been effective since
November 1.

Comparing to the previous regulations, the major
changes in the revised version are summarized as fol-
lows:

Clarify the Customs Audit Scope

According to the revised regulation, the customs au-
diting period should be “within three years from cus-
toms clearance of imports and exports or within the
customs supervision period for bonded goods, tax-free
and tax-reduced imports and exports and the three-
year period thereafter”. As an extension of the
auditing period, the “three-year period thereafter” will
also extend the risk period of enterprises. In the mean-
time, the regulation has clearly stipulated the target of
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customs audit, which further limits the customs audit-
ing scope.

Adopt the Active Disclosure Method

Where an importer or exporter actively reports its
violation of the regulatory provisions of the customs in
writing to the Customs and accepts the handling by
the Customs, the Customs may deem that such im-
porter or exporter makes active disclosure. For these
enterprises, the Customs shall impose a lighter or
mitigated administrative penalty on it. The Customs
may deduct or exempt late fines for those importers or
exporters that make active disclosure and make up for
taxes.

Introduce the Third-party Agent

When conducting an audit, the Customs may entrust
professional agencies with the task of arriving at pro-
fessional conclusions concerning accounting, tax and
other related issues. The professional conclusions
drawn by the agencies entrusted by a person under
audit in respect of accounting, tax and other areas
may be used as reference for Customs audit.

Our Observation

As reply to the revised regulations, enterprises should
pay attention to the following points:

B Due to the extension of audit period, the mainte-
nance period of the vouchers, materials and doc-
uments shall also be extended. Enterprises shall
strengthen their record maintenance to avoid any
effect on the Customs audit due to the docu-
ment management;

m  “Self-disclosure” has been formally included into
new regulation which aims to encourage enter-
prises to actively make corrections noticed. Enter-
prise therefore is recommended to conduct peri-
odic internal review on its customs compliance
and actively correct the incompliance noticed dur-
ing the self-check so as to minimize the risks of
its operation;

B The professional firms as independent third party
can provide objective and fair opinion in the pro-
cess of customs audit. Enterprises can take ad-
vantage of this regulation in response to the cus-
toms audit.



China Newsletter

BEZ& A / Contact

e
| I

Frances Gu

k54 4k N 7 Associate Partner

R 741 / Chinese Certified Public Accountant
3G /Tel.: + 86 (21) 61 63 - 52 38

WR%E / E-Mail: frances.qu@roed!l.pro

IR R AR E B
®: XRTH#E—PEZRNFE
i FAEAN

Xiaomei Fu and Jiawei Wang, Rodl & Partner HH[H
it

N5 38 J0VE 2R 1 H AR DA B 2 8 Y 5 A 396 5 1)
R AE P E g2 4T “PBOC” ) AR H: it @ i AN i 3
Bk C “SAFE” ), RELT —RFVENSS mEE ML AN
WM S N E R I R A
SEFI,  FH 0 ] E N 5 X AR S IE PR . 24
R, TRATH BT A B B IR R bR E %
TE 2 b ) 2058 7 2E 2 2 W 1) S AR T S o

XL 5 B S5

12 AR, JATIEILAR 2006 ok T ERALAL KEsE
Zy AT BEAE 4 it 55 08 BT i i) Sk bk — 048
W, FEHRAKE 2017 4 7 B 1 HABWHIR
Ao

WL E R AL 2 b B e A A e SCHCRR) i o
M 20 TR MBEEE 5 AART. AR E X
55 BRURA) Vi R R L ARAT I R 25 SRR, il 52
st nn. JFEN BRSNS NN NESE 5 71
PARAEERAZ G IRA 1 T3 S AN S R AT R KR A
Ao AH R E R SRAE VN 7 2R S B B R
1%, JFRRIZE S AP TIE SN A B, e
R BT BE H T e 2R R H Y.

Rodl & Partner

January 2017

Tighter Regulations on
Cross-Border Capital Move-
ments — Effects and Evalua-
tions of the Latest Develop-
ments

Xiaomei Fu and lJiawei Wang, Rodl & Partner
Shanghai, China

The ongoing weakness of the Chinese Yuan towards
the US dollar and an increasing problem of capital
exodus out of China have moved the People’s Bank of
China (PBOC) and the related State Administration of
Foreign Exchange (SAFE) to introduce a number of
measures for the control and monitoring of currency
and capital movements abroad.

Adjustment of Reporting Requirements for Cash
Transactions

In late December the PBOC had already revised and
reissued a set of regulations on reporting requirements
for financial institutions for high volume and suspi-
cious transactions which will enter into force on 1 July
2017.

These new regulations will reduce the threshold which
requires financial institutions to report on cash transac-
tions from deposits or withdrawals of 200,000 RMB or
above to 50,000 RMB or above. Further, the scope of
the regulations will be extended to not only cover
commercial credit institutions, but also to apply to
other financial services providers such as Alipay or
investment funds. The current quota on foreign ex-
change for individuals in the equivalent value of
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50,000 USD per calendar year or 10,000 USD per
transaction will not be altered. However, Chinese
customers will need to complete more extensive doc-
umentation for each foreign currency transaction and
confirm that transactions are not for the purpose of
purchasing real estate overseas, financial investments
or other purposes which are not permitted.

In our view, at this stage the measures do not repre-
sent a further constraint on the movement of capital,
but rather seem to be aimed to prevent or severely
monitor those transactions which are already consid-
ered to be illegal. The focus is on the restriction of
exporting currency for real estate investments over-
seas, after wealthy Chinese were heavily engaged in
this field over the past years. Furthermore, the
measures aim to strengthen monitor and prevent
money laundering activities and financing of terrorism.

Control by Commercial Credit Institutions and
Effects on Capital Movement

Further to the above mentioned formal regulations
catalogue the PBOC already announced in late No-
vember further informal directions to commercial cred-
it institutions with regard to tighter controls of capital
movements. The effects of these directions are difficult
to evaluate. However, with regard to content, the
PBOC instructed that SAFE needs to be notified about
any transfer of foreign exchange with a value of 5 Mio
USD or above and that possibly also a consultation
with PBOC and SAFE might become necessary. The
direction has the potential of making transfers of for-
eign exchange in RMB (Yuan) or foreign currencies
more difficult for Chinese or foreign companies.

In principle, this means a step backwards from the
liberties for example granted for capital movements
within the Shanghai Free Trade Zone and refunds of
profits and payouts of dividends of Chinese companies
to their parent companies overseas will become more
complicated.

However, it can also be said that at this stage and in
practice the primary focus is on Chinese companies,
which is caused by transfers of large volumes of RMB
to the Hong Kong offshore market where funds can
be converted into US Dollar without any restriction.
Due to a lack of clear regulation a tendency currently
exists with some banks to wait with the execution of
certain transfers, bearing the risk that further turmoil
might be caused in commercial practice.

Chinese Interests and Outlook

Concerning the informal directions by the PBOC it
needs to be taken into account that it seems not to be
the aim of the new regulations to hinder regular
commercial practice of foreign companies in China,
but rather to prevent a hidden exodus of capital
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through Chinese transfers of money overseas. An
interest of China to restrict capital movements of for-
eign companies is not apparent at this stage. To the
contrary, it is noticeable that China continues to en-
courage foreign direct investment and engagement in
the stock markets, particularly to generate movement
of capital to China. This is evidenced for example by
the further liberalization of the conditions to market
access for foreign investors through the opening of
various sectors over the past years.

Currently, we consider that with a stabilization of the
currency exchange expectations there will be a return
to the known modalities for international money trans-
fers by foreign companies in China. We will continue
to monitor the progress and will advise on further any
developments.
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New Unified Work Permit
Procedure in China

Xiaomei Fu, Rodl & Partner Shanghai, China

On September 9, 2016, the State Administration of
Foreign Experts Affairs (SAFEA) held a work confer-
ence in Tianjin and announced the implementation of
the “Pilot Program of Work Permit System for foreign-
ers working in China” in nine pilot regions. With the
introduction of this new system, it aims to break the
administrative barriers caused by crossed responsibility
of various authorities and inefficient communication
arising from this. Beijing, Shanghai, Tianjin, Anhui,
Guangdong, Hebei, Shandong, Sichuan and Ningxia
will be the initial pilot areas. The time spent on ap-
proval procedures is to be shortened substantially,
which is attributed to the integration of powers from
different relevant authorities and usage of advanced

10
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network platforms for information exchange.

The pilot program in selected regions starts from Oc-
tober 1, 2016. However, the central government de-
cided to roll out the new work permit system for for-
eigners nationwide on April 1, 2017. During the pilot,
the local governments in the pilot regions will take the
following measures to accelerate the reform.

One-Stop Service

The current foreign employment system in China is a
dual system. For alien employees with a general em-
ployment within a Chinese company, the company
needs to apply for an employment license at a local
branch of the Ministry of Human Resources and Social
Security (“Labor Bureau”) before this employee can
apply for a Z-visa, i.e. specific visa for working pur-
pose, at a Chinese Embassy/Consulate outside of Chi-
na. After entry into China, the alien employee is re-
quired to apply for a work permit (a portable passport
sized document) in person at the labor bureau, at
which time the labor bureau shall examine and verify
the documents again. The time spent on the prepara-
tion of a written application by the alien and the re-
spective approval by the authorities usually takes 2 to
3 months in total, widely ranged in various locations.

The circumstances for foreign experts coming to China
are slightly different. Instead of the labor bureau, the
local branch of foreign experts’ affairs (“foreign expert
bureau”) is in charge of a similar approval before and
after the entry of the foreign expert into China. The
Foreign Expert Employment License and R-visa as well
as the Foreign Expert Permit will be used instead.
However, the time-consuming procedure is also sub-
ject to criticism.

According to the new system, the labor bureau and
foreign expert bureau will transfer abovementioned
approval powers into a new internal department,
which will be under the sole management and super-
vision of either the labor bureau or the foreign expert
bureau. This internal department is responsible for
receiving all the applications and for issuing the unified
“Alien Employment License Notice” to both normal
foreigners and experts. They can subsequently apply
for the applicable type of visa. After they enter into
China, this internal department is responsible for veri-
fying the application again and issuing the unified
“Alien Work Permit”.

It could be expected that with the introduction of the
new system, the database used by this department for
storage of the expats” information may be further
developed in order to connect with the database of
the Ministry of Public Security and its local bureau
("PSB") for information exchange.
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Less Paper and More Online-Application

The current application system is being criticized be-
cause most of the submitted documents are paper-
based but not subject to a unified format. In practice,
the officers become very hypercritical about certain
wordings or translations in the documents, such as the
resume, working certificate, academic degrees etc. The
applicant cannot forecast the potential challenge by
the approver at the moment when they are preparing.
Even if an external consultant could advise the appli-
cant to focus on details per experience, it is still highly
expected to have a more transparent and unified ap-
proval procedure.

The new system guarantees to remove the submission
requirement on personal CVs and the application letter
for the work permit. It brings much convenience to the
applicant in the event that some application docu-
ments might be uploaded via internet. But it is still
unclear whether those personalized documents with a
defect, which are not in compliance with the strict
format requirements, could be pointed out by the
authorities earlier than before, so that the applicant
can catch enough time to remedy the defect.

Unique ID-Number around China

It is highly criticized by expats in the case of labor
transfer between different cities in China. Miscellane-
ous formalities shall be handled at labor bureaus and
other authorities. The new system can solve this issue
from a labor perspective when a unique ID-number on
the work permit will be granted to each permit-holder
which stays in effect for a lifetime.

Tiered Classification of Expats

According to the current system, generally speaking,
only the foreigner who can prove two years of work-
ing experience could be admitted to work in China.
The term of permit ranges from 1 to 5 years each
time. Before the expiry of the term, the expat shall
apply for renewal at the original examining and ap-
proval authority. In practice, the officer prefers to issue
a one-year permit in most cases to avoid some risks
resulting from less control.

The new system will introduce some internationally
used tools such as the “Job Guidance Catalogue” and
the “Points-Based Classification System” as well as the
“Market Demand Test”, which substantively restricts
the discretion of the approver on determining the
period of each work permit. It could be viewed as a
kind of objective and transparent criterion for evaluat-
ing the applicant, who would be classified in the
groups A, B, C in accordance with points gained by
them base on their education background, age, salary
level and work experience etc.
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Recently, the Shanghai Administration of Foreign Ex-
perts Affairs (“SHAFEA") released further details.
Please follow the link for more information.

New Regulation regarding
Facilitating Trademark Appli-
cation

Bei Li, Rodl & Partner Shanghai, China

After the new regulation “Interim Provisions of En-
trusting Local Administrative Departments for Industry
and Commerce and Market Supervision to Accept
Applications of Trademark Registration” (Notice Gong
Shang Biao Zi [2016] No. 168) has been implemented
as from September 1, 2016, the State Administration
of Industry and Commerce (SAIC) recently set up the
first batch of 13 acceptance windows for trademark
registration applications. These acceptance windows
are responsible for accepting trademark registration
applications and collecting regulatory fees within their
specified areas. They are also responsible for accepting
and reviewing application documents for trademark
registration and determining the date of application
for registrations of trademarks qualified in conditions
for acceptance. Moreover, they also grant trademark
certificates on behalf of the SAIC and offer services
like query and consultation. The first batch of 13 ac-
ceptance windows for trademark registration applica-
tions were all put into operation on Nov. 1, which are
opened and structured as follows:

B Heilongjiang Province: the Market Supervision
and Administration Bureau of Harbin

B Jiangsu Province: Administration of Industry and
Commerce of Nanjing and of Suzhou

B Zhejiang Province: the Market Supervision and
Administration Bureau of Ningbo

B Shandong Province: Administration of Industry
and Commerce of Jinan, of Qingdao and of
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Jining

B Henan Province: Administration of Industry and
Commerce of Luoyang

B Hubei Province: Administration of Industry and
Commerce of Hubei Province

B Hunan Province: Administration of Industry and
Commerce of Changsha and of Huaihua

B Guangxi Zhuang Autonomous Region: Admin-
istration of Industry and Commerce of Guangxi
Zhuang Autonomous Region

B Sichuan Province: Administration of Industry and
Commerce of Chengdu

This measure greatly facilitates applicants to apply for
registering trademarks at the nearest trademark appli-
cation acceptance counters.

At present the applicants for trademark registration
may submit their applications in three ways:

B in person at their respective local trademark ap-
plication acceptance counters or;

B at the registration lobby of the Trademark Office
or;

B by entrusting a qualified trademark agency.

However, according to the Chinese Trademark Law,
any foreign person or foreign enterprise intending to
apply for the registration of a trademark or for any
other matters concerning a trademark in China shall
still entrust a qualified trademark agency. The next
step, as expected by the Opinions of the State Admin-
istration for Industry and Commerce on Making Vigor-
ous Reform Efforts to Facilitate Trademark Registra-
tion, from 2017 onwards, applicants for trademark
registration may submit their applications via the In-
ternet. In this regard we have to wait and see the
further initiatives of SAIC.
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Recent Important Regulation
Highlight

SAT applies credit grade to use of VAT invoices

Recently, the SAT issued the Public Notice 2016 No. 71
to administrate the use of VAT invoices by category
depending on credit grades of taxpayers, which takes
effect from December 1, 2016. A taxpayer rated as
credit grade A or grade B may purchase VAT invoices
in an amount which not exceeding three or two
months' use on a single occasion respectively. Fur-
thermore, the scope of general VAT taxpayers eligible
to the cancellation of VAT invoice verification for tax-
payers with grade A and grade B will be expanded to
cover general VAT taxpayers rated as grade C.

Official appearance of environmental protection
tax in China

The Environmental Protection Tax Law has been
adopted on December 25, 2016, which marked the
official appearance of the environmental protection
tax in China. The Law will take effect as of January 1,
2018. According to the Law, taxpayers of the envi-
ronmental protection tax shall be enterprises, public
institutions, and other manufacturers and business
operators directly discharging pollutants into the envi-
ronment and pollutants subject to the tax shall include
air pollutants, water pollutants, solid waste, and noise.
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Broadening horizons

., We must be continuously on alert for new developments to be able to master challenges
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Each and every person counts” — to the Castellers and to us.

Human towers symbolise in a unique way the Rodl & Partner corporate culture.
They personify our philosophy of solidarity, balance, courage and team spirit.
They stand for the growth that is based on own resources, the growth which has
made Rodl & Partner the company we are today. , Forca, Equilibri, Valor i

Seny” (strength, equilibrium, valour and common sense) is the Catalan motto of
all Castellers, describing their fundamental values very accurately. It is to our
liking and also reflects our mentality. Therefore Rodl & Partner embarked on a

., The building of human towers requires each team member to again and again attempt ’ ! collaborative journey with the representatives of this long-standing tradition of
something new. In this way, we are able to rise above the challenge together. ” human towers — Castellers de Barcelona — in May 2011. The association from

Castellers de Barcelona

Imprint: Issue January 2017

Publisher: Ro6dl & Partner China
31/F LJZ Plaza
1600 Century Avenue
Pudong District, Shanghai

Responsible for the content:
Vivian Yao - vivian.yao@roed|.pro

Layout/Type: Elisa Guo - elisa.guo@roedl.pro

Barcelona stands, among many other things, for this intangible cultural heritage.
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