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China Participates into the
Country-by-Country (“CbC")
Reporting Exchange Agree-
ment

Frances Gu, Rodl & Partner Shanghai, China

On May 12, 2016, China signed the Multilateral Com-
petent Authority Agreement for the automatic ex-
change of CbC reports (“CbC MCAA") in the Forum
on Tax Administration (“FTA") held in Beijing. So far,
there are 39 countries agreed to participate in the ChC
MCAA, which includes both the developed countries
such as majority of the European countries (including
Germany) and Japan as well as developing countries
such as China, India and Mexico.

The CbC reporting is required to be prepared by the
HQ of the group or its delegated affiliate and the ChC
MCAA allows all participants to bilaterally and auto-
matically exchange the CbC reports, as contemplated
by Action 13 of the BEPS (“Base Erosion and Profit
Shifting”) Action Plan. The implementation of this
mechanism will allow tax administrations to obtain the
complete understanding on how MNEs structure their
operations worldwide and allocates the profits over
the value chain.

Threshold of the CbC reporting

Action 13 of BEPS recommends that the threshold as
MNEs with a global consolidated revenue over Euro
750 million. According to the previous draft version of
the new Transfer Pricing (“TP") regulation issued by
the Chinese State Administration of Taxation ( “SAT")
last year, the threshold is set as RMB 5 billion in China.

Time of enforcement

Action 13 of BEPS recommends the implementation of
the CbC reporting from Fiscal year 2016, which should
be submitted to its competent authority by December
31, 2017. According to the CbC MCAA, the FY2016
CbC reports are expected to be exchanged automati-
cally between the tax administrations of all participants
in 2018.

Our view

The SAT has long expressed its opinion on the prefer-
ence of Profit Split Method (“PSM™) for TP investiga-
tions. The participation into the CbC MCAA will for
sure allow SAT to have more information for the PSM
application in the future. According to the draft ver-
sion of the new TP regulation issued, China will also
follow the Master TP file plus the local TP file Model as
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contemplated by the BEPS Actions in the future.
Therefore, discrepancy between the TP documentation
prepared by subsidiaries of the group may lead to
challenges from both authorities in the future.

MNEs should consider this issue in advance and to
introduce necessary measurement to prepare doubt-
less TP documentation. Rodl & Partner would like to
support MNEs in this regard. As first step, reviews on
previous local TP documentation prepared for identify-
ing the discrepancies as well as finding out a solution
on how to unify them and also reasaonable explana-
tions on the previous significant discrepancy made
may be needed.

Strengthened Penalty on Tax
Violation in China

Frances Gu, Rodl & Partner Shanghai, China

On April 16, 2015, the SAT issued the “Revised
Measures for Disclosure of Information on Serious Tax
Violation Cases”, aiming to step up its efforts in requ-
lating the law enforcement practice while combating
and punishing tax violation. The Revised Measures will
come into effecton June 1, 2016.

The major modifications are as follows:

Modification in the threshold of serious tax viola-
tion cases

> The threshdd is changed from the original “RMB
5 million and the evaded tax accounts for more
than 10 percent of the total taxes payable” to
“RMB 1 million and the evaded tax of any year
accounts for more than 10 percent the total taxes
payable of all taxes that year”, where any taxpay-
er fails to pay or underpays the amount of taxes
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payable by means of:

e forging, altering, concealing or destroying ac-
count books or vouchers for the accounts with-
out authorization;

e overstating expenses, omitting or understat-
ing incomes in account books;

e refusing to file tax returns after receiving the
notification of tax authorities;

o filing false tax returns.

> Where any taxpayer does not pay the taxes due
and adopts the means of transferring or conceal-
ing his property to hinder the tax authorities from
collecting the amount of taxes in arrears, the
threshold is changed from the original evaded
taxes of RMB 5 million to RMB 1 million;

> Where any taxpayer falsely makes out invoices for
value-added tax or any other invoices to obtain
tax refund for exports, the threshold is no longer
subject to the amount while previously there is a
threshold of falsely invoiced tax amount of RMB
10 million;

> Where any taxpayer falsely makes out general
invoices, the threshold is changed from “accumu-
lated invoiced value over RMB 50 million” to
“100 copies of falsely made general invoices or
the total invoiced value over RMB 400,000";

> Add one new criterion regarding unauthorized
printing, forgery or altering of invoices, illegal
manufacturing of anti-forgery product for invoic-
es, and forgery of invoice supervision seal, which
is not subject to any threshold.

Strengthened penalties

>  Expanded public disclosure information to also
include the “actual responsible person (i.e. actual
shareholder) determined by the court" and "the
directly responsible tax agencies and its practi-
tioners" besides the original information of the
legal representative and responsible person;

>  The tax credit level of taxpayer will be directly
downgraded as Level D for a strengthened ad-
ministration in all aspects of the Company’s op-
eration;,

>  Clarify that both the individual taxpayer with
outstanding tax payments as wel as the legal
representative of the company with outstanding
tax payments are prohibited to leave the territory
of China.
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Our View

The release of the revised measures is doubtlessly
signaling the determination of SAT to tackle tax viola-
tion. The Revised Measures further lower the threshold
of tax evasion, defrauding export refund, and falsely
making out VAT invoices, thus putting forward higher
requirements on compliance for taxpayers. Once the
tax credit level is downgraded to Level D, various as-
pects of the daily operation of an enterprise will be
impacted (such as administration and supervision from
the Customs, Administration of Industry and Com-
merce and Administration of Foreign Exchange). As
such, it is recommended that the taxpayers should
carry out regular inspection on tax compliance and
step up routine monitoring system so as to avoid any
serious tax violations.

VAT Reform Fully Imple-
mented in China

Kelly You, Rodl & Partner Shanghai, China

On May 1, 2016, the Value Added Tax (“VAT") reform
program, which has been lasted over 4 years, is com-
pletely launched in all over China with the industries of
real estate, construction service, finance & insurance
service and personalized service are involved into the
VAT scope. Since then, Business tax has been entirely
phased out from the Chinese tax regime and the VAT
deduction chain would further extended in China.

The SAT and the Finance Ministry jointly issued the
Circular on Comprehensively Promoting the Pilot Pro-
gram of the Collection of Value-added Tax in Lieu of
Business Tax (Cai Shui [2016] No.36), which has been
entered into force from May 1, 2016. This new dircular
provides the detailed polices for the fully implemented
VAT reform program. The following key issues have
been constituted in the new regulation:
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Stipulate the applicable VAT rate for the indus-
tries

> To provide services related to construction, leas-
ing of immovable property, sell real estate, or
transfer land use rights, the tax rate is 11%;

>  To provide personalized service and financial and
insurance service, the tax rate is 6%.

Special regulation on input VAT deduction

>  For the real estate acquired by VAT taxpayers
after May 1, 2016, the input VAT shall be de-
ducted by the output VAT by two years as of the
date of acquisition, with the deducted percent-
ages being 60% and 40% respectively in the first
year and second year.

> The input VAT for purchased passenger transpor-
tation sewices, loan services, catering sewvices,
daily resident services and entertainment services
cannot be deducted from output VAT.

Transitional policies for VAT reform

> VAT exemption projects such as education ser-
vice.

> Simple lewy method is applied for construction
industry and real estate industry.

Cross-border activities

> Application of zero-rated VAT and tax exemption
policies to cross-border taxable activities should
be subject to relevant preconditions and detailed
implementation rules.

Our Observation

It is good news to most enterprises for the complete
VAT reform in China as the comprehensive turnover
tax burden will be generally declined under VAT re-
gime.

The company should analyze the VAT influence on all
related business and separate the net price and VAT
amount in the accounting system to have accurate
accounting result. It is recommended to take the input
VAT factor as a reference during making significant
investment such as purchase real estate etc. The com-
pany should review the existed signed contract to
clarify whether the VAT burden is already shifted. In
order to obtain deductible input VAT, the company
should require the suppliers to issue special VAT in-
voice as much as possible, which includes the invoice
for hotel expense for the employee’s business trip etc.
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The company should pay attention to the regulation
on un-credited input VAT for some expenses such as
loan interest, traveler transportation etc. to avoid any
tax risk derived from wrongly deduct the input VAT.
The VAT reform policy is also applied to Rep-office,
who should pay VAT instead of Business Tax since May
1, 2016 by the new calculation method stipulated by
the regulation. The company should make sufficient
preparation for any special questions derived from the
new regulation and keep high attention on the updat-
ed policies as well as making corresponding response
in a timely manner.

Focus on Cross-Border B2C
E-Commerce

Dr. Yanlin Xiang, Rodl & Partner Stuttgart, Germany

In the People’s Republic of China, which has been the
largest trading nation since 2013 and now has also
become the biggest online market worldwide, e-
commerce records impressive growth every year,
which is the result of the state subvention policies. In
2015, eccommerce retail sales was USD 945 billion and
experts expect sales of more than USD 1,000 billion by
the end of this year.

So far, the import of goods into China has always
involved a lot of bureaucracy, lengthy and complex
customs procedures, and multiple restrictions on for-
eign exchange; these drcumstances scared off many
small enterprises. The new business model for cross-
border e-commerce (“cross-border B2C e<commerce”)
is expected to change this situation:

In 2012, the pilot project was initially introduced in 7
cities, including Shanghai and Hangzhou. Ever since
the B2C business model was implemented by the
Central Customs Authorities in 2014, it has proven to
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be an established tool and become more widespread.
At the beginning of 2016, the pilot project was
launched in a further three cities. Thus, the number of
pilot project cities authorised to sell cross-border e-
commerce services hasincreased to 10.

If you want to read more about it, please follow the
link:

FOCUS ON CROSS-BORDER B2C E-COMMERCE

Recent Important Tax Regu-
lation Highlight

New measures for VAT exemption on cross-
border activities under VAT reform

The SAT has recently issued the Public Notice [2016]
No0.29 to include new pilot items in the cross-border
activities which are exempted from VAT, to clarify the
content of activites which could be entitled to tax
exemption, and to standardize the procedures for
application of cross-border tax exemption. The new
measures take into effect on May 1, 2016.

China released the positive lists of imported
commodities for cross-border e-commerce retail

Recently, relevant Chinese authorities released two
positive lists for cross-border e-commerce imports.
Only goods listed in the “Positive List” will be allowed
under cross-border E-commerce. The lists cover majori-
ty of actual imported commodities during the pilot
period of cross-border e-commerce, and thereof main-
ly are the consumer goods that can be imported via
express delivery. Lists come into effect on April 16,
2016.
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“Administrative Measures for Tax Inspection Case
Sources” is published

With a circular of the SAT (Shui Zong Fa [2016]
No.71), the rules on tax inspection of high-risk taxpay-
ers and the administration of cases subject to tax in-
spection on tax fraud and tax evasion are clarified. The
Circular will be applied from July 1, 2016. The relevant
tax authority is required to analyze the data and identi-
fy tax risks to detemmine processing method of a case.
The findings will be submitted to the department who
is in charge of the tax inspection.
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Broadening horizons ,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

,, We must be continuously on akert for new develgpment to be able to master challenges
in the best possible way. With curiosity and an innovative approach, we are creating for-

ward-looking solutions. = made Rédl & Partner the company we are today. ,Forca, Equilibri, Valori

Seny” (strength, equilibrium, valour and common sense) is the Catalan motto of
all Castellers, describing their fundamental values very accurately. It is to our
o : . . R S liking and also reflects our mentality. Therefore Rédl & Partner embarked on a
., The building of human towers requires each team member to againand againattempt ¥ collaborative joumey with the representatives of this long-standing tradition of
something new. In this way, we are able to rise above the challenge together. ” r‘ human towers — Castellers de Barcelona — in May 2011. The association from
. Barcelona stands, among many other things, for this intangible cultural heritage.

R6dl & Partner

Castellers de Barcelona
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