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How	
  to	
  manage	
  the	
  
reimbursement	
  and	
  
allocaQon	
  of	
  expenses	
  
between	
  related	
  enQQes	
  to	
  
avoid	
  unwanted	
  tax	
  bureau	
  
scruQny 

Case	
  study	
  	
  II 

How	
  to	
  repatriate	
  or	
  
distribute	
  profits	
  and	
  enjoy	
  
a	
  lower	
  withholding	
  tax	
  rate	
  
on	
  dividends 

Case	
  study	
  III 

What	
  are	
  the	
  new	
  cross-­‐
border	
  tax	
  withholding	
  
rules	
  without	
  need	
  of	
  a	
  
Tax	
  Clearance	
  CerQficate 

Case	
  study	
  I 
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How	
  to	
  apply	
  for	
  VAT	
  exempQon	
  on	
  cross-­‐border	
  services 

Case	
  study	
  IV 

How	
  the	
  newly	
  implemented	
  foreign	
  exchange	
  rules	
  affect	
  SME	
  
import	
  and	
  export	
  transac'on 

Case	
  study	
  V 



	
  

AGENDA 

01/10/2014 5 www.dezshira.com 

How	
  to	
  manage	
  the	
  reimbursement	
  and	
  allocaQon	
  of	
  expenses	
  
between	
  related	
  enQQes	
  to	
  avoid	
  unwanted	
  tax	
  bureau	
  scruQny 

Case	
  study	
  I 



Reimbursement	
  and	
  Alloca6on	
  	
  
of	
  Expenses	
  between	
  Related	
  Par6es 

Qualified	
  Payment	
  Items 
•  Reimbursement	
  between	
  related	
  enQQes,	
  such	
  as	
  pre-­‐operaQng	
  

expenses,	
  salaries,	
  overseas	
  insurances,	
  etc. 
•  AllocaQon	
  of	
  expenses	
  between	
  related	
  enQQes 

Document	
  Required 
•  Original	
  contracts	
  between	
  China	
  enQty	
  and	
  suppliers 
•  Reimbursement	
  or	
  cost	
  allocaQon	
  agreement	
  between	
  China	
  

enQty	
  and	
  the	
  overseas	
  related	
  enQty 
•  Payment	
  noQce 

Time	
  Limit 
•  Within	
  12	
  months 
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Facts:	
  
• 	
   The	
  parent	
  company	
  would	
  se\le	
   the	
  salary	
  and	
  
benefits	
   to	
   the	
   secondees	
  and	
  expenditures	
   in	
   the	
  
iniQal	
  setup	
  phase	
  in	
  and	
  outside	
  of	
  China	
  
• 	
   The	
   parent	
   company	
   seek	
   to	
   recover	
   such	
   costs	
  
from	
  the	
  WFOE	
  in	
  China	
  
	
  
	
  

Issues:	
  
1.  Whether	
  the	
  payment	
  for	
  secondees	
  is	
  merely	
  for	
  cost	
  

reimbursement	
  or	
  in	
  the	
  nature	
  of	
  service	
  fee?	
  

2.  Whether	
  the	
  WFOE	
  signs	
  the	
  contract	
  and	
  obtain	
  the	
  
official	
  invoices	
  from	
  domesQc	
  suppliers?	
  

3.  Whether	
   	
   the	
  WFOE	
   is	
   responsible	
   to	
  withhold	
   taxes	
  
for	
  overseas	
  suppliers?	
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Case	
  Study	
  I 

Salary	
  and	
  
benefit	
  of	
  
secondees 

Parent	
  Company 

Pre-­‐
operaQng	
  
expenses	
  
incurred	
  in	
  

China 

Overseas	
  
expenses 

China	
  WFOE 



Secondment	
  vs	
  Service:	
  
• 	
  	
  Main	
  Principles:	
  

-­‐ ResponsibiliQes	
  &	
  risks	
  of	
  the	
  secondees’	
  work	
  fully	
  or	
  parQally	
  borne	
  by	
  
China	
  WFOE	
  
-­‐ 	
  Secondees’	
  performance	
  assessed	
  by	
  China	
  WFOE	
  

Double	
  line	
  reporQng?	
  
	
  	
  	
  
• Other	
  factors:	
  

-­‐  	
   Parent	
   company	
   would	
   not	
   gain	
   any	
   financial	
   benefits	
   from	
   the	
  
secondment	
  arrangement	
  

-­‐ 	
  Secondees	
  would	
  fully	
  pay	
  IIT	
   	
  on	
  their	
  income	
  that	
  is	
  borne	
  by	
  China	
  
WFOE	
  

-­‐ 	
  China	
  WFOE	
  determines	
  the	
  number,	
  qualificaQons,	
  salary	
  and	
  working	
  
locaQon	
  
	
  
Indirect	
   management	
   costs	
   for	
   secondees?	
   No-­‐reimbursement?	
   IIT	
   on	
  
Qme-­‐apporQonment?	
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Case	
  Study	
  I 

Parent	
  Company 

Salary	
  and	
  benefit	
  
of	
  secondees 

China	
  WFOE 



Domes6c	
  Expenses:	
  

• 	
  China	
  WFOE	
  should	
  sign	
  the	
  contract	
  with	
  domesQc	
  suppliers;	
  
• 	
  VAT/BT	
  invoices	
  must	
  be	
  issued	
  in	
  the	
  Qtle	
  of	
  China	
  WFOE.	
  

	
  
Overseas	
  Expenses:	
  
	
  
• 	
  China	
  WFOE	
  should	
  withhold	
  taxes	
  for	
  either	
  overseas	
  suppliers	
  or	
  
the	
  parent	
  company	
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Case	
  Study	
  I 

Pre-­‐
operaQng	
  
expenses	
  
incurred	
  in	
  

China 

Parent	
  Company 

Overseas	
  
expenses 

China	
  WFOE 
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How	
  to	
  repatriate	
  or	
  distribute	
  profits	
  and	
  enjoy	
  a	
  
lower	
  withholding	
  tax	
  rate	
  on	
  dividends 

Case	
  study	
  II 
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Profit	
  Repatria6on 

When	
  the	
  profit	
  is	
  allowed	
  to	
  be	
  repatriated?	
  
•  	
  The	
  WFOE’s	
  registered	
  capital	
  has	
  been	
  injected	
  within	
  the	
  Qme	
  

limits	
  as	
  set	
  out	
  in	
  the	
  ArQcle	
  of	
  AssociaQon;	
  
•  	
  The	
  WFOE’s	
  prior	
  year’s	
  loss	
  has	
  been	
  fully	
  made	
  up;	
  
•  	
  The	
  WFOE	
  has	
  drawn	
  10%	
  of	
  the	
  rest	
  ager-­‐tax	
  profits	
  as	
  the	
  

company's	
  statutory	
  common	
  reserve;	
  	
  
•  	
  The	
  WFOE’s	
  relevant	
  taxes	
  have	
  been	
  fully	
  paid;	
  
•  	
  The	
  WFOE	
  has	
  sufficient	
  cash	
  for	
  dividend	
  distribuQon;	
  	
  
•  	
  The	
  WFOE’s	
  board	
  of	
  directors	
  approved	
  the	
  distribuQon	
  through	
  a	
  

board	
  resoluQon. 



Document Required	
  by	
  Banks	
   Required	
  by	
  Tax	
  Authori6es 
Audit	
  Report	
  for	
  Profit-­‐making	
  Years	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
   √ √ 

Annual	
  CIT	
  Returns	
  and	
  quarter	
  and	
  
annual	
  tax	
  receipts	
  for	
  profit-­‐
making	
  years	
   

√ 

Financial	
  Statement	
  in	
  the	
  Year	
  of	
  
Profit	
  DistribuQon	
  	
  	
  	
  	
  	
   

√ 
 

Capital	
  VerificaQon	
  Report	
   √	
  
 

√ 

ArQcles	
  of	
  AssociaQon	
  of	
  and	
  All	
  
Amendments	
  	
   

√ 

All	
  Approval	
  of	
  Changing	
  the	
  
WFOE's	
  Company	
  Name	
  by	
  AIC	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
   

√ 

Board	
  ResoluQon	
  for	
  Dividend	
  
RepatriaQon	
  and	
  Chinese	
  
translaQon 

√ 
 

√ 
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Profit	
  Repatria6on 

What	
  documents	
  are	
  required?	
  
 



When	
  the	
  withholding	
  obliga6on	
  for	
  dividend	
  
remiMance	
  arises?	
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Situa6on	
   Timing 

Payment	
  of	
  dividend	
  is	
  ager	
  the	
  
declaraQon	
  date	
   

Withholding	
  obligaQon	
  arises	
  on	
  
the	
  day	
  when	
  the	
  dividend	
  is	
  
declared 

Payment	
  of	
  dividend	
  is	
  before	
  the	
  
declaraQon	
  date	
   

Withholding	
  obligaQon	
  arises	
  on	
  
the	
  day	
  when	
  the	
  payment	
  is	
  made 

Profit	
  Repatria6on 
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Case	
  Study	
  II 

Shareholder	
  in	
  
Bermuda 

China	
  WFOE 

Facts:	
  
• 	
  The	
  Shareholder	
  of	
  China	
  WFOE	
  is	
  registered	
  in	
  Bermuda	
  
but	
  does	
  not	
  need	
  to	
  pay	
  tax	
  in	
  Bermuda	
  according	
  to	
  local	
  
tax	
  law;	
  

• The	
  control	
  and	
  management	
  of	
  the	
  shareholder	
  is	
  
exercised	
  in	
  Singapore	
  so	
  that	
  it	
  is	
  a	
  tax	
  resident	
  in	
  
Singapore;	
  

• The	
  shareholder	
  is	
  a	
  listed	
  company	
  in	
  Singapore.	
  
• 	
  It	
  is	
  an	
  investment	
  holding	
  company	
  holding	
  and	
  managing	
  
a	
  large	
  porNolio	
  of	
  investment	
  in	
  various	
  countries.	
  
	
  

	
  
	
  

 

Dividend 

100% 

Apply	
  for	
  5%	
  
preferenQal	
  
treaty	
  rate 
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Case	
  Study	
  II 

Shareholder	
  in	
  
Bermuda 

China	
  WFOE 

Analysis:	
  
• The	
  shareholder	
  is	
  a	
  listed	
  company	
  in	
  Singapore.	
  

• 	
  	
  It	
  has	
  address	
  in	
  Singapore	
  and	
  has	
  significant	
  amount	
  
of	
  total	
  assets.	
  

• 	
   It	
  has	
  no	
  staff	
  but	
  has	
  directors	
   	
  who	
  responsible	
   for	
  
the	
   porNolio	
   of	
   investment,	
   strategic	
   management,	
  
administraQve	
  and	
  finance	
  support	
  funcQons.	
  
	
  
• 	
   It	
   holds	
   more	
   than	
   one	
   subsidiaries	
   and	
   has	
   recent	
  
acQve	
  merge	
  and	
  acquisiQons.	
  
	
  
• 	
   	
  No	
  tax	
  paid	
  in	
  Singapore	
  but	
  it	
  controls	
  the	
  dividend	
  
which	
   would	
   be	
   used	
   to	
   finance	
   the	
   operaQons	
   and	
  
investment	
  acQviQes.	
  
	
  
	
  

 

Dividend 

100% 

Apply	
  for	
  5%	
  
preferenQal	
  
treaty	
  rate 
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Case	
  Study	
  II 

Shareholder	
  in	
  
Bermuda 

China	
  WFOE 

Conclusion:	
  
	
  

Beneficial	
  Owner	
  
is	
  approved	
  by	
  Tax	
  
Authori6es!	
  
	
  
	
  

 

Dividend 

100% 

Apply	
  for	
  5%	
  
preferenQal	
  
treaty	
  rate 
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What	
  are	
  the	
  new	
  cross-­‐border	
  tax	
  withholding	
  rules	
  
without	
  need	
  of	
  a	
  Tax	
  Clearance	
  CerQficate 

Case	
  study	
  III 
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New	
  WHT	
  Procedures 

Contract	
  RegistraQon 

Tax	
  Assessment 

Treaty	
  Benefit	
  ApplicaQon* 

WHT	
  filing	
  and	
  Payment 

Payment	
  RegistraQon* 

3-­‐5	
  working	
  days 

15-­‐20	
  working	
  days 

15-­‐20	
  working	
  days 

2-­‐3	
  working	
  days 

3-­‐5	
  working	
  days 
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New	
  WHT	
  Procedures 

Within	
  30	
  days	
  ager	
  conclusion	
  of	
  the	
  contract 
Service	
  fee	
  vs.	
  Passive	
  Income	
  (royalty,	
  dividend,	
  capital	
  
gain,	
  etc.) 

Contract	
  Registra6on 



01/10/2014 www.dezshira.com 20 

WHT	
  Procedures 

•  Offshore	
  Service	
  –	
  CIT	
  exempQon 
•  Onshore	
  service	
  –	
  PE	
  assessment 

Tax	
  Assessment 
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Tax	
  Assessment	
  –	
  Outward	
  
Service	
  Payment	
   

Outward	
  	
  service	
  
payment 

Service	
  provided	
  
outside	
  China? 

1)	
  VAT/BT	
  &	
  surtaxes	
  
2)	
  CIT	
  exempted 

Is	
  PE	
  triggered	
  
in	
  China? 

1)	
  VAT/BT	
  &	
  surtaxes	
  
2)	
  CIT:	
  25%	
  on	
  the	
  taxable	
  
profit 

Enjoy	
  the	
  
treaty	
  
benefit? 

No 

Yes 

Yes 

No No 

Yes 
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Royalty/Interest 

Enjoy	
  the	
  treaty	
  
benefit? 

1)	
  VAT	
  6%/BT	
  5%	
  &	
  surtaxes	
  or	
  
exempted	
  
2)	
  CIT:	
  reduced	
  to	
  a	
  
preferen6al	
  rate	
   

1)	
  VAT	
  6%/BT	
  5%	
  &	
  surtaxes	
  
or	
  exempted	
  
2)	
  CIT:	
  10% 

No 

Yes 

Tax	
  Assessment	
  –	
  Royalty/
Interest 
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Dividend 

Enjoy	
  the	
  
treaty	
  benefit? 

1)	
  Not	
  applicable	
  to	
  VAT/
BT	
  
2)	
  CIT:	
  reduced	
  to	
  a	
  
preferen6al	
  rate	
   

1)	
  Not	
  applicable	
  to	
  VAT/
BT	
  
2)	
  CIT:	
  10% 

No 

Yes 

Tax	
  Assessment	
  –	
  Dividend 
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New	
  WHT	
  Procedures 

•  Onshore	
  service	
  but	
  service	
  period	
  not	
  exceeding	
  6	
  
months	
  or	
  183	
  days 

•  Connected	
  projects 

Treaty	
  Benefit	
  Applica6on 
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New	
  WHT	
  Procedures 

•  Should	
  be	
  filed	
  and	
  paid	
  within	
  the	
  tax	
  filing	
  period 
•  Late	
  payment	
  surcharge	
  may	
  be	
  imposed	
  by	
  LTB 

WHT	
  Payment 
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New	
  WHT	
  Procedures 

•  Applicable	
  to	
  a	
  single	
  remi\ance	
  of	
  amount	
  exceeding	
  
US$	
  50,000 

•  For	
  some	
  payments,	
  payment	
  registraQon	
  not	
  required,	
  
such	
  as	
  overseas	
  travel	
  expenses,	
  import	
  &	
  export	
  
insurance,	
  commissions,	
  internaQonal	
  
transportaQon	
  ,etc.	
   

Payment	
  Registra6on 



Facts:	
  
• 	
  China	
  WFOE	
  provided	
  technical	
  services	
  for	
  China	
  
customers;	
  
•  	
   The	
   subcontractor	
   is	
   the	
   WFOE’s	
   affiliated	
  
company	
   in	
   Malaysia	
   who	
   provides	
   majority	
   of	
  
services	
  for	
  WFOE’s	
  customers;	
  
•  	
   China	
   WFOE	
   signed	
   subcontracts	
   with	
   the	
  
Malaysian	
  company	
  for	
  each	
  project	
  separately.	
  
•  	
   The	
   Malaysia	
   company	
   arranged	
   personnel	
   to	
  
assist	
  the	
  WFOE	
  in	
  providing	
  labor	
  services	
  in	
  China	
  
for	
   less	
   than	
   183	
   days	
   for	
   each	
   project,	
   but	
  
accumulaQvely	
  more	
  than	
  183	
  days.	
  

Issues:	
  
These	
   projects	
   was	
   assessed	
   as	
   connected	
  
projects	
   and	
   the	
   Malaysian	
   company	
   was	
  
considered	
  to	
  have	
  a	
  PE	
  in	
  China.	
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Case	
  Study	
  III 

Sub-­‐contractor	
  
in	
  Malaysia 

China	
  WFOE 

China	
  	
  
Customer	
  1 

China	
  	
  
Customer	
  4 

China	
  	
  
Customer	
  3 

China	
  	
  
Customer	
  2 

Main	
  Contract 

Subcontract 
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How	
  to	
  apply	
  for	
  VAT	
  exempQon	
  on	
  cross-­‐border	
  
services 

Case	
  study	
  IV 



Case	
  Study	
  IV 
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Intercompany	
  NeSng	
  Agreement 

Intercompany	
  Service	
  
Agreement 

Payment	
  flow 

China	
  FICE 

Co.	
  in	
  Lux 

US	
  Co.	
  B 

NeSng	
  of	
  payables	
  against	
  receivables 



Case	
  Study	
  IV 
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Expense	
  Flow 

Intercompany	
  Service	
  
Agreement 

Revenue	
  Flow 

Branch	
  
in	
  Shanghai 

Head	
  Office	
  	
  
in	
  Beijing 

US	
  Co.	
  B 



•  China	
  NaQonwide	
  	
  
	
  	
  	
  	
  SAT	
  Public	
  No6ce	
  [2013]	
  No.	
  52	
  
Ø IdenQfies	
  cross-­‐border	
  or	
  ‘exported”	
  services	
  
exempted	
  retroacQvely	
  exempted	
  to	
  August	
  1,	
  2013	
  
from	
  VAT	
  (Must	
  make	
  applicaQon	
  for	
  exempQon)	
  

Ø May	
  apply	
  to	
  recover	
  VAT	
  paid	
  for	
  services	
  if	
  paid	
  
since	
  the	
  launch	
  of	
  	
  VAT	
  Pilot	
  Program	
  to	
  August	
  1,	
  
2013	
  

	
  	
  	
  	
  	
  Caishui	
  [2013]	
  No.	
  106 

VAT	
  Exemp6on	
  on	
  	
  
Cross-­‐border	
  Service 
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•  Type	
  I:	
  

VAT	
  Exemp6on	
  on	
  	
  
Cross-­‐border	
  Service 
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ExploraQon	
  and	
  survey 

ConvenQon	
  and	
  exhibiQon 

Warehousing 

Personal	
  property	
  leasing 

publishing	
  and	
  broadcasQng 

Services	
  
provided	
  

outside	
  China 

VAT	
  
Exempted 

Loca6on	
  of	
  Services	
  and	
  Proper6es!	
  

Post	
  and	
  pick-­‐up	
  for	
  export	
  
goods 



•  Type	
  II:	
  

VAT	
  Exemp6on	
  on	
  	
  
Cross-­‐border	
  Service 
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transport	
  permits	
  or	
  cer6ficates	
  or	
  
qualified	
  business	
  scope 

InternaQonal	
  
transportaQon 

TransportaQon	
  to	
  and	
  from	
  Hong	
  Kong,	
  
Macau	
  and	
  Taiwan	
  and	
  transportaQon	
  

provided	
  in	
  these	
  areas 

YE
S 

VAT	
  Zero	
  RaQng 
VAT	
  Exemp6on 

Simplified	
  Tax	
  
CalculaQon	
  Method 

R&D	
  and	
  Design	
  
Service	
  provided	
  to	
  
overseas	
  enQQes 

N
O
 

NO YES 

Permit!	
  



•  Type	
  III:	
  

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 

01/10/2014 www.dezshira.com 34 

Service	
  
Recipient	
  
Registered	
  
Outside	
  
China 

Technology	
  
transfer 

Technical	
  
consultaQon 

Energy	
  
management	
  
contracQng 

InformaQon	
  
technology 

Transfer	
  of	
  
trademark	
  

and	
  
copyright Intellectual	
  

property	
  
rights 

LogisQcs	
  
auxiliary	
  
except	
  

warehousing 

CerQficaQon	
  and	
  
authenQcaQon 

Radio	
  and	
  
TV	
  and	
  film	
  
producQon 

AdverQsing 

VAT	
  
Exemp6on 

Service	
  Receiver	
  Outside	
  China!	
  



•  How	
  to	
  qualify	
  for	
  VAT	
  exempQon?	
  
Ø  Prepare	
  a	
  wri\en	
  cross-­‐border	
  services	
  contract	
  

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 
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Must	
  include	
  contracQng	
  parQes	
  and	
  the	
  companies’	
  addresses,	
  
service	
  object,	
  service	
  locaQon,	
  service	
  fee	
  amount	
  and	
  pricing	
  
method,	
  payment	
  terms,	
  payment	
  method,	
  responsibility	
  for	
  breach	
  
of	
  contract,	
  etc.; 

Tip	
  1	
  

A	
  master	
  or	
  framework	
  contract	
  is	
  NOT	
  suggested!!	
  
Tip	
  2	
  



•  How	
  to	
  qualify	
  for	
  VAT	
  exempQon?	
  
Ø  Account	
  for	
  exported	
  services	
  separately	
  and	
  compute	
  the	
  

non-­‐creditable	
  input	
  VAT	
  accurately	
  
	
  
	
  
	
  
	
  	
  	
  	
  

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 
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Set	
  up	
  sub	
  accounts	
  under	
  the	
  general	
  ledger	
  accounts	
  
Tip	
  3	
  



•  How	
  to	
  qualify	
  for	
  VAT	
  exempQon?	
  
Ø  Account	
  for	
  exported	
  services	
  separately	
  and	
  compute	
  the	
  

non-­‐creditable	
  input	
  VAT	
  accurately	
  
	
  
	
  
	
  
	
  

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 
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ApporQonment	
  of	
  input	
  VAT	
  may	
  be	
  more	
  beneficial	
  than	
  tracking	
  the	
  
relevant	
  input	
  VAT	
  credits	
  separately,	
  as	
  the	
  proporQon	
  of	
  non-­‐
creditable	
  input	
  VAT	
  should	
  be	
  calculated	
  on	
  a	
  turnover	
  basis	
  

Tip	
  4	
  

Manage	
  the	
  Qming	
  of	
  input	
  VAT	
  verificaQon	
  
Tip	
  5	
  



•  How	
  to	
  qualify	
  for	
  VAT	
  exempQon?	
  
Ø  Proof	
  service	
  recipient	
  located	
  overseas	
  
	
  

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 

01/10/2014 www.dezshira.com 38 

Overseas	
  
EnQty	
  
must	
  be	
  
the	
  same 

IncorporaQon	
  
CerQficate 

AccounQng	
  
Voucher 

Payment	
  
Voucher 

Service	
  
Contract 



Case	
  Study	
  IV 
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Intercompany	
  NeSng	
  Agreement 

Intercompany	
  Service	
  
Agreement 

Payment	
  flow 

China	
  FICE 

Co.	
  in	
  Lux 

US	
  Co.	
  B 

NeSng	
  of	
  payables	
  against	
  receivables 



Case	
  Study	
  IV 
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Intercompany	
  Service	
  
Agreement 

Payment	
  flow 

China	
  FICE 

Co.	
  in	
  Lux 

US	
  Co.	
  B 

Assignment	
  Agreement 



Case	
  Study	
  IV 
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Expense	
  Flow 

Intercompany	
  Service	
  
Agreement 

Revenue	
  Flow 

Branch	
  
in	
  Shanghai 

Head	
  Office	
  	
  
in	
  Beijing 

US	
  Co.	
  B 



Case	
  Study	
  IV 
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Intercompany	
  Service	
  
Agreement 

Branch	
  
in	
  Shanghai 

Head	
  Office	
  	
  
in	
  Beijing 

US	
  Co.	
  B 



•  Beijing:	
  
	
  	
  	
  	
  	
  “BJSTB	
  Public	
  No6ce	
  [2013]	
  No.	
  22”	
  
ü  Some	
  tax	
  offices	
  started	
  the	
  VAT	
  exempQon	
  applicaQon;	
  
ü  VAT	
  refund/credit	
  hasn’t	
  started	
  yet;	
  
ü  A	
  training	
  will	
  be	
  held	
  by	
  tax	
  authoriQes	
  early	
  next	
  year.	
  
	
  
•  Shanghai:	
  	
  
	
  	
  	
  	
  	
  “SHSTB	
  Public	
  No6ce	
  [2013]	
  No.	
  3”	
  
ü  Submission	
  of	
  applicaQon	
  documents	
  for	
  VAT	
  exempQon	
  and	
  VAT	
  refund/

credit	
  must	
  be	
  completed	
  by	
  31	
  Dec	
  2013;	
  
ü  SH	
  tax	
  authoriQes	
  will	
  complete	
  the	
  VAT	
  refund	
  assessment	
  by	
  28	
  Jan	
  

2014;	
  
ü  File	
  VAT	
  exempQon	
  on	
  a	
  monthly	
  basis;	
  
	
  	
  	
  	
  	
  
•  Shenzhen	
  
	
  	
  	
  	
  	
  	
  VAT	
  exempQon	
  on	
  Type	
  III	
  services	
  are	
  not	
  allowed. 

VAT	
  Exemp6on	
  on	
  Cross-­‐border	
  Service 
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How	
  the	
  newly	
  implemented	
  foreign	
  exchange	
  rules	
  
affect	
  SME	
  import	
  and	
  export	
  transacQons 

Case	
  study	
  V 



Case	
  Study	
  V 

US	
  Co.	
  A	
  

China	
  Contract	
  
Manufacturer 

China	
  
Customers 

China	
  
Customers 

Non-­‐China	
  
Customers 

WIP 

WIP 

FP FP FP 

China 

USA 

SE	
  Asia 

China	
  
Suppliers	
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Ini6al	
  Structure: 



Facts:	
  
• 	
  A	
  US	
  Co.	
  A	
  purchases	
  parts	
   for	
   resale	
   to	
   its	
  Chinese	
  
customers;	
  
• 	
  Such	
  goods	
  are	
  mostly	
  sourced	
  in	
  China;	
  
•  	
   Chinese	
   third	
   party	
   contract	
   manager	
   makes	
   up	
  
assemblies	
  which	
  US	
  Co.	
  purchases	
  and	
  which	
  are	
  then	
  
shipped	
  to	
  its	
  Chinese	
  customers.	
  
	
  
Issues:	
  
The	
  Chinese	
  customers	
  would	
  not	
  be	
  able	
  to	
  pay	
  the	
  
foreign	
  currency	
  proceeds	
  to	
  the	
  US	
  Co.	
  !	
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Case	
  Study	
  V 



Case	
  Study	
  V 

US	
  Co.	
  A	
  

China	
  Contract	
  
Manufacturer 

China	
  
Customers 

China	
  
Suppliers	
  

China	
  
Customers 

Non-­‐China	
  
Customers 

Bonded	
  warehouse 

WIP 

WIP WIP 

FP 
FP 

FP 

FP 

FTZ 

USA 

SE	
  Asia 

China 
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Op6on	
  One: 



Factors	
  to	
  be	
  considered:	
  
	
  
Ø  	
   Cost	
   of	
   operaQon	
   including	
   storage	
   fees,	
   agent	
   fees	
   for	
  
Customs	
  record-­‐filing,	
  etc	
  
Ø 	
  LogisQcs	
  including	
  cost	
  and	
  lead	
  Qme	
  
Ø 	
   Different	
   Tariff	
   rate	
   and	
   VAT	
   rate	
   between	
   spare	
   parts	
   and	
  
finished	
  goods	
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Case	
  Study	
  V 



Case	
  Study	
  V 

US	
  Co.	
  A	
  

China	
  FICE China	
  Contract	
  
Manufacturer 

China	
  
Customers 

China	
  
Suppliers	
  

China	
  
Customers 

Non-­‐China	
  
Customers 

Warehousing 

WIP 

WIP 
WIP 

FP FP FP 

FP 

China 

USA 

SE	
  Asia 
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Op6on	
  Two: 



Factors	
  to	
  be	
  considered:	
  
	
  
Ø 	
   Time	
   required	
   to	
   set	
   up	
   a	
   FIE	
   (a	
   standard	
   FICE	
   –	
   6-­‐8	
  
months;	
  a	
  manufacturing	
  WFOE	
  8-­‐12	
  months)	
  	
  ;	
  
Ø 	
   Subject	
   to	
  VAT	
  and	
  duQes	
  when	
   receiving	
   the	
  WIP	
   into	
  
China	
  

Ø  	
   May	
   not	
   make	
   advance	
   payment	
   to	
   the	
   US	
   Co.	
   from	
  
capital	
  account	
  

Ø 	
  Easy	
  for	
  customers	
  to	
  pay	
  in	
  RMB	
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Case	
  Study	
  V 
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Company now legally exists 

Online Name Pre-approval 
 (at least 10 working days) 

Receive Legalized Documents 
From Client (Depends	
  on	
  client;	
  

ogen	
  several	
  weeks)	
  

Approval Letter from BOC 
(District Level, at least 20 days) 

Enterprise Code 
(1 Working Day) 

CerQficate	
  of	
  Approval 
(5-7 Working Days) 

Online	
  RegistraQon 
(5 Working Days) 

‘Temporary’	
  Business	
  License 
(5-10 Working Days) 

Carve Company Chop, Financial Chop , Invoice (“Fapiao”) 
Chop, and Legal Representative Chop (3-4 days) 

Enterprise Code Certificate (1-2 days) 

Foreign Exchange Registration 
Certificate (5-20 working days) 

Tax Registration Certificates 
(2-3 days) 

Foreign Capital Account  
(5 working days) 

RMB Basic Account  
(Depends On Bank) 

Capital Injection 

Business License Renewal  
(5 working days) 

Financial Registration Certificate (3 working days) 

Capital Verification Report 
(depends on accounting firm) 

Statistic Registration Certificate (3-5 working days) 

File with COC for Foreign Trade Operator (2-3 working days) 

Basic Customs Registration (5 working days) 

General VAT Taxpayer Application (30 working days) 

General VAT Taxpayer Invoice Quota (30-60 working days) 

2-3 M
onths 

2-4+ M
onths 

Beijing	
  WFOE	
  or	
  FICE	
  	
  
Establishment	
  Procedure 

Advanced Customs Registration (30-60 days) 

Pre-licensing   
Post-licensing 

Financial Formalization 



	
  
1.  Cross-­‐border	
  FX	
  reimbursement	
  and	
  allocaQon	
  of	
  expenses	
  among	
  

related	
  enQQes	
  must	
  be	
  completed	
  within	
  twelve	
  months.	
  
2.  Corporate	
  profits	
  may	
  be	
  repatriated	
  as	
  dividends	
  under	
  limited	
  

circumstances	
  and	
  business	
  decision	
  making	
  will	
  be	
  affected. 
3.  Although	
  cross-­‐border	
  transacQons	
  may	
  be	
  made	
  and	
  withholding	
  

taxes	
  paid	
  later,	
  a	
  careful	
  tax	
  assessment	
  beforehand	
  will	
  lower	
  the	
  
risk	
  of	
  mistakes	
  and	
  future	
  penalQes. 

4.  To	
  ensure	
  VAT	
  exempQon	
  during	
  the	
  provision	
  of	
  cross-­‐border	
  
services,	
  taxpayers	
  should	
  maintain	
  a	
  qualifying	
  services	
  contract	
  and	
  
supporQng	
  documentaQon.	
  

5.  Because	
  FX	
  controls	
  can	
  severely	
  restrict	
  cross-­‐border	
  trading,	
  
structure	
  transacQons	
  so	
  FX	
  inflows	
  and	
  ouNlows	
  correlate	
  closely	
  to	
  
appropriate	
  import	
  and	
  export	
  records.	
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Summary	
  of	
  Key	
  Takeaways 



Welcome to Emerging Asia 
 

Welcome to Dezan Shira & Associates 

For inquiries: 
info@dezshira.com 
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