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Evolving tax landscape in China: 
2015 China tax policy review and 
2016 outlook
2015 was a watershed year with 
remarkable tax developments around 
the globe as well as in China.  Globally, 
most of the governments were dealing 
with revenue pressures while exerting 
some efforts in counteracting tax 
avoidance schemes adopted by 
multinational enterprises (MNEs).  In 
the wake of the final reports for the 
Base Erosion and Profit Shifting (BEPS) 
project jointly issued by the G20 and 
OECD, most of the tax authorities across 
the world started undergoing enormous 
changes on tax regulations and 
administration in the post-BEPS era. 
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Review for 2015
In 2015, we have witnessed that China, 
like many other jurisdictions, has 
already taken actions to localise some 
of the BEPS recommendations.  On top 
of China’s agenda is incorporating the 
BEPS recommendations in the 
amendment of the Implementation 
Measures of Special Tax Adjustments. 
Besides, China even went farther by 
improving her tax rules on offshore 
indirect equity transfers and clarifying 
her positions on intra-group outbound 
payments, all with the focus on the 
alignment of tax and substance which 
is surrounding the essence of the BEPS 
project.  In addition, without attracting 
too much publicity, treaty-related 
BEPS recommendations have actually 
been taken into a few new tax treaties. 

Domestically, China was facing 
headwinds in 2015 as her economic 
growth was slowing down and trade 
going sluggish.  In order to achieve a 
stable and sound economic growth 
under the ‘New Normal’, a combination 
of proactive initiatives were put forth 
in China’s 2015 Government Report.   
Accordingly, China’s Ministry of 
Finance (MoF) and State 
Administration of Taxation (SAT) 
followed suit to issue a series of tax 
measures to support these initiatives 
from a tax perspective.  

Notable developments domestically in 
2015 included:

• Revolutionising the tax 
administration system:          
At the end of 2015, China unveiled 
the most comprehensive reform in 
tax collection and administration 
system since the 1990s.  The reform 
is aimed to re-define the roles and 
responsibilities between the two 
camps of tax collection and 
administration functions in China 
over two decades, namely state tax 
bureaus and local tax bureaus. 

• Shaping an administrative 
devolution and service-
oriented government:    
Echoing the call of the State 
Council, the SAT has been making 
continuous efforts to remove tax 
administrative approvals and 
provide better services to taxpayers 
in general.  On the flip side, tax 
administration is by no means 
relaxed – information collection and 
post-filing administration are 
enhanced in every aspect of daily 
tax life.  Broadly, China will revamp 
the Tax Collection and 
Administration Law (TCAL) in the 
near future as a strong legal basis to 
support the re-balancing of rights 
and responsibilities between tax 
authorities and taxpayers.

• Upgrading industrial 
structures and supporting 
innovation to spur a 
technology-driven growth:  
Based on the State Council’s 
guidelines, the MoF and SAT 
released relevant tax measures to 
revitalise the market energy, 
including the new rules on research 
and development (R&D) expense 
super deduction, corporate income 
tax (CIT)/individual income tax 
(IIT) incentives for high-tech 
start-ups to encourage R&D 
activities, value added tax (VAT) 
exemption on service export to 
support the development of tertiary 
sectors, etc. Meanwhile, the concept 
of green growth has been 
incorporated into some of the latest 
tax policies, e.g. expanding the 
scope of consumption tax to highly 
polluted products and introducing 
the Environment Protection Tax 
hopefully as soon as possible.
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• Boosting M&A:                                
In 2015, the SAT responded to the 
call of the businesses and State 
Council to improve policies to 
encourage more M&A activities in 
China.  Besides relaxing the criteria 
for tax deferral treatments on 
corporate restructuring, the SAT 
also formulated new tax deferral 
treatments for intra-group 
‘assignments’ and equity 
investments with non-monetary 
assets.  In addition, the procedures 
for claiming these preferential 
treatments were also simplified   
and clarified. 

• Exploring opportunities on 
regional developments:     
After the success of the Shanghai 
Pilot Free Trade Zone, three more 
new free trade zones:  Tianjin, 
Guangdong and Fujian, were 
officially launched in 2015, bringing 
fresh air to investments and 
business operations.  In addition, 
the ‘Belt and Road’ national strategy 
is creating a great deal of 
opportunities for Chinese 
companies to go abroad, through 
different forms of investments, 
trade and services.  While ensuring 
that tax incentives to facilitate the 
development of specific regions are 
administered properly, the SAT has 
also been making effort in 
eliminating unfair tax competition 
within the country by cleaning up 
ultra-vires regional tax incentives in 
accordance with the ‘Rule of Law’. 

The Chinese government has been 
taking tax policy very seriously and 
strategically as part of its State 
governance.  It uses tax policy, not only 
for raising fiscal revenue (with more 
anti-tax avoidance measures), but 
more strategically as a strong means to 
monitoring the economic 
developments, boosting international 
investments and trade, reforming its 
industrial structures and hence long 
term competitiveness, re-allocation of 
wealth and fairness in the society, and 
even resource preservation as well as 
environment sustainability.  2015 
served again as a clear evidence of this, 
in which the SAT and MoF released the 
record-breaking number of important 
tax rules and regulations.  Anticipating 
more complex economic situations in 
China and the globe in 2016, we 
believe China would continue to use 
tax policy vigorously to stabilise any 
turbulence and achieve her national 
strategies.       

At the beginning of 2016, PwC 
National Tax Policy Services Team 
(NTPS) is pleased to present this 
‘Evolving tax landscape’ in China.  This 
article reviews key developments in 
China tax policies and administration 
in 2015 and the challenges and 
opportunities they create for MNEs, 
aiming to help you achieve your 
business goals within an ever-changing 
tax environment.  We conclude by a 
brief outlook for 2016. 
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Localisation of BEPS 
project in China

The SAT has expressed broad support 
for the BEPS project publicly on various 
occasions.  Nonetheless, it has also been 
noted that the BEPS recommendations 
need to be considered in the light of 
China’s specific circumstances.  Some of 
the BEPS recommendations, such as 
country-by-country reporting, will be 
introduced into China’s domestic 
regulations soon; some others have 
been reflected in new tax treaties, such 
as the permanent establishment (PE) 
article and limitation of benefit (LoB) 
article in the latest treaty signed with 
Chile; some are being discussed in the 
legislations in the pipeline, such as the 
mandatory reporting regime; while 
some may still be considered at a later 
stage.  Apart from the substantive tax 
laws and policies undergoing changes, 
the Chinese tax authorities’ framework 
and administration behaviours will 
inevitably follow suit, such as their 
focus of tax audits and their way to 
settle tax disputes. 

It is obvious that China is determined to 
counter tax avoidance and reinforce her 
taxing right to get a fairer share of MNE 
taxation.  China has also made 
collaborated effort to improve global 
tax transparency and combat tax 
avoidance, by ratifying the Multilateral 
Convention on Mutual Administrative 
Assistance in Tax Matters signed in 
2013, and committing to implementing 
the US-initiated Foreign Account Tax 
Compliance Act (FATCA) and the 
OECD-initiated Common Reporting 
Standard (CRS) for exchanging of 
financial account information.  MNEs 
are suggested to review their tax 
strategy, resources and systems to adapt 
to the post-BEPS environment in China. 

Among the initiatives of localisation of 
BEPS actions in 2015, the milestone is 
no doubt the amendment of the 
Implementation Measures of Special 
Tax Adjustments (Circular 2) which 
remained intact since its issuance in 
early 2009.  Circular 2 is the blueprint 
for transfer pricing (TP) and anti-tax 
avoidance rules in China.  In September 
2015, the SAT issued a discussion draft 
for public consultation. The discussion 
draft made reference to a large number 
of BEPS recommendations and China’s 
specific issues.  To MNEs, the critical 
changes of the discussion draft included 
the introduction of the master file, local 
file and country-by-country reporting 
approach for TP documentation, the 
added complexity to TP methods, 
additional TP administration rules on 
equity transfers, intangibles and 
intercompany services, and the 
refinement of the controlled foreign 
corporation rules.   The final version of 
the new Implementation Measures of 
Special Tax Adjustment is expected to 
be released in early 2016. 

One of the focuses of the Special Tax 
Adjustments is on the outbound 
payments, such as royalties and service 
fees, by MNEs from their Chinese 
subsidiaries to overseas affiliates.  In 
2015, the SAT released Public Notice 
[2015] No.16 (PN 16) providing 
practical guidelines for the assessment 
in this regard.  While the arm’s length 
principle and authenticity test should be 
observed in general, PN 16 further sets 
out four ‘non-deductible’ payments for 
domestic CIT purposes, including 
service fees and royalties from China’s 
subsidiaries to overseas affiliates.  
Following the PN 16, local-level tax 
authorities have been tightening their 
scrutiny on these types of outbound 
payments.  The principle of  PN16 has 
also been incorporated in the discussion 
draft of the revised Circular 2.



Taxing capital gains from offshore 
indirect transfer of investments in 
China in light of intentional tax 
avoidance purposes has been quite a tax 
controversial measure in international 
tax arena for some few years, given its 
unique nature of possible extra-territory 
taxing right and lack of clear standard 
for implementation and assessment.  In 
early 2015, the SAT released Public 
Notice [2015] No.7 (PN 7) to introduce 
a new tax regime to counter tax 
avoidance via offshore indirect equity 
transfer by non-resident tax enterprises 
(TREs).   Compared with its predecessor 
rules, PN 7 expands the scope of 
offshore indirect transfer to cover not 
only that of the equity in Chinese TREs, 
but also the transaction involving 
immovable properties in China and 
assets held under an ‘establishment and 
place’ in China.  In addition, it replaces 
the previously contentious mandatory 
reporting with a discretionary reporting 
mechanism and clarifies the 

withholding obligation issue as well as 
the legal consequence for not 
withholding.  Notwithstanding the 
aforementioned changes that may bring 
challenges to transaction parties, PN 7 
provides clarity on the factors to assess 
‘reasonable commercial purpose’ and 
introduces several ‘safe harbour’ 
treatments, making the rule easier to 
implement and welcomed by non-TREs 
conducting intra-group restructuring.

The BEPS initiatives have been reflected 
in treaties newly signed by China.  In 
2015, China signed three double tax 
agreements (DTAs), namely, China-
Zimbabwe DTA, Mainland China-
Taiwan DTA and China-Chile DTA.  
Notably, the China-Chile DTA 
incorporates a few key recommendations 
in BEPS Action 6 and 7, such as 
introducing the LOB provisions and 
principal purposes test (PPT) to curb 
treaty abuse, providing clarification of 
preparatory and auxiliary activities 
exemption, stipulating stricter 

provisions of the scenarios that trigger a 
dependent agent PE and narrowing the 
independent agent exemption.  This is 
likely to be the future trend to be 
adopted by China for new treaties 
signed or for modification of existing 
ones.
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Domestically, tax policies were 
introduced in 2015 and possibly more 
in the coming years following the 
Third Plenary Session of the 18th 
Central Committee of the Communist 
Party of China (the 3rd Plenum) which 
sets forth the general goals to deepen 
the economic reforms, accelerate the 
upgrading of industrial structure, and 
boost the economic developments in 
China. Detailed directions of reform 
were given in the speech by Premier Li 
Keqiang at the State Council executive 
meeting in October 2015.  Notable tax 
policies included: 

A. More refined policies on R&D 
super deduction and start-ups 
and innovation

The MoF and SAT jointly issued 
Caishui [2015] No.116 (Circular 116), 
extending certain income tax 
incentives implemented in the National 
Innovation Demonstration Zones 
nationwide, including:

i. CIT preferential treatment for 
corporate partners of venture 
capital limited partnerships and for 
income derived from technology 
transfer; and 

ii.  IIT preferential treatment for shares 
distributed to individual 
shareholders and for equity awards 
plan.  

The extending of these industry-
specific incentives nationwide will help 
to reduce tax policy differences among 
regions in China and promote a level 
playing field for enterprises, thus will 
effectively and reasonably direct 
capitals to flow into innovative sectors 
and develop an innovative system in 
China. 

Almost at the same time as Circular 
116, the MoF, SAT and Ministry of 
Science and Technology jointly issued 
Caishui [2015] No.119 (Circular 119) 
expanding the scopes of R&D activities 
and of R&D expenses eligible for super 
deduction and simplifying the 
respective tax administration.

B. Policies on the ongoing VAT 
reform supporting the export of 
services

In 2012, China launched its Business 
Tax to VAT Transformation Program 
(B2V reform) in Shanghai as a pilot 
run and has been expanding the scope 
of the B2V reform and extending it 
across the entire country over the last 
few years.  The B2V reform should 
have entered its final phase in 2015.  
However, due to the slowing down of 
the economic growth in China in 2015, 
the B2V reform for the remaining 
sectors (i.e. consumer services, 
financial services, real estate and 
construction sectors) were still 
outstanding by the end of 2015. It is 
expected that it would be completed    
in 2016. 

An impact of the B2V reform is on the 
export of certain services.  The MoF 
and SAT jointly issued Circular Caishui 
[2015] No.118 in October 2015 to 
expand the zero-rated VAT preferential 
treatment to certain eligible exported 
services, including cinema/television 
services, technology transfer services, 
software service and offshore 
outsourcing services, etc.  Taxpayers 
engaging in these eligible exported 
services, especially with large 
investment in equipment and materials, 
will benefit from the expanded scope of 
zero-rated VAT treatment where the 
effective VAT burden and cost of the 
relevant enterprises would be 
substantially reduced. 

Tax policies to 
upgrade industrial 
structures and boost 
economy
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C. Policies on environment 
protection 

China has enjoyed rapid economic 
growth and achieved notable progress 
over the past decades.  However, as a 
result, environmental problems have 
also developed into a major issue to 
people’s living conditions.  To resolve 
this issue, the Chinese central 
government has decided to introduce 
Environment Protection Tax (EPT) to 
present an integrated approach to deal 
with this problem through strategic tax 
policies (instead of the prevailing 
pollutant discharge fees which are very 
locally driven).  In this connection, the 
MoF, SAT and the Ministry of 
Environmental Protection jointly 
issued a discussion draft of EPT Law 
for public consultation in June 2015.

According to the discussion draft of 
EPT Law, the criteria and calculation 
method for EPT collection are basically 
similar to those stipulated in the 

prevailing rules and regulations of 
pollutant discharge fees.  Nevertheless, 
the major changes under the EPT 
framework are the different features 
adopted by EPT, i.e. multiple levy, 
reduced levy or exemption according 
to the degree of pollutants discharged.  
It is also stated in the Discussion Draft 
that taxpayers that are subject to EPT 
are not liable to pollutant discharge 
fees.  It means enterprises should pay 
either EPT or pollutant discharge fees 
for the relevant activities and there 
should be no duplicate levy of both EPT 
and pollutant discharge fee on the 
same activity. 
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Tax policies to 
encourage mergers 
and acquisitions 

Since 2014, the State Council has been 
calling for improvement of M&A tax 
policies to encourage more M&A 
activities against the backdrop of 
economic slowdown.  To echo this call, 
the SAT issued a series of stimulus 
policies to improve the CIT rules for 
corporate restructuring through 
making the special tax treatment 
(STT) available to more M&A deals.  
These preferential CIT rules were 
expected to benefit enterprises or 
individuals conducting M&A 
transactions and revitalise the M&A 
markets.   

A. Policies on domestic 
restructuring 

Caishui [2014] No.109 (Circular 109) 
issued in late December 2014 
substantially reduced the 75% 
threshold in the original regulation to 
50% for both equity and assets deals, 
facilitating more restructuring 
transactions to be eligible for STT 
which is essentially a tax deferral 
treatment.  In addition, Circular 109 
also allowed the tax deferral treatment 
to apply to a new type of restructuring 
transaction: domestic intra-group 
equity and assets ‘assignment’ between 
Chinese TREs if certain conditions 
could be met.  The SAT also released 
SAT Public Notice [2015] No.40 
afterwards elaborating on scenarios of 
‘assignment’ where the policy was 
applicable.  Currently this deferral 
treatment is not applicable to cross-
border restructuring transactions.

The updated CIT rules are expected to 
relieve the tax burden of M&A and 
intra-group restructuring activities in 
China.  It is imperative to note that the 
Chinese tax authorities are paying a lot 
of emphasis to the ‘reasonable 
commercial purposes’ of restructuring 
transactions.  Therefore, reasonable 
commercial purpose is crucial and 
sufficient documentation to achieve 
the commercial justification is highly 
necessary.

B. Upgraded tax administration 
for corporate restructuring rules

In May 2015, the State Council cancelled 
the approval requirements of STT under 
the trend of uplifting administration 
bureaucracy.  This change, together with 
the above updated restructuring policies 
calls for a need to formulate more 
detailed implementation rules to 
supplement the existing circulars.  This 
call was met mid-2015 by the issuance of 
Public Notice 48, which set forth a more 
stringent documentation and reporting 
requirement as well as an enhanced 
post-filing administration on enterprises 
opting for STT.  In addition, it cancelled 
the STT confirmation by provincial-level 
tax authority which used to provide an 
opportunity for transaction parties to 
seek certainty on the relevant tax 
treatments. 

C. Deferral tax treatment of CIT 
and IIT for equity investment with 
non-monetary assets

The deferral tax treatment for gains 
derived by a tax-resident enterprise 
(TRE) from the asset appreciation in the 
equity investment with non-monetary 
assets was rolled out from Shanghai Pilot 
Free Trade Zone (Shanghai PFTZ) to the 
rest of China at the beginning of 2015.  
According to Caishui [2014] No.116 
(Circular 116), the relevant CIT can be 
paid in instalments over a period of up to 
five years.  A supplementary notice, SAT 
Public Notice [2015] No.33 then followed 
to provide more detailed guidance for 
implementation.

A similar IIT deferral treatment that was 
available in the Shanghai PFTZ to 
investment by individuals with non-
monetary assets was also rolled out 
nationwide with the release of Caishui 
[2015] No.41 and the supplementary 
administrative measures, SAT Public 
Notice [2015] No.20.  To a certain extent, 
it will relieve the cash flow pressure on 
individual taxpayers and further 
encourage them to invest. 
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Milestone reforms on 
tax administration

In late 2015, China published a Plan on 
Deepening the Reform of Tax 
Collection and Administration System 
of state tax bureaus (STB) and local tax 
bureaus (LTB) (the Reform Plan), 
unveiling the most important and 
comprehensive tax collection and 
administration reform in China since 
1994.  As the blueprint for the reform 
of China’s tax administration, the 
Reform Plan proposed 31 initiatives 
with the aim to establish a modern tax 
collection and administration system 
by 2020.  It is expected that the Reform 
Plan will be followed by a series of 
implementation regulations and have a 
profound influence on both tax 
authorities and taxpayers in the years 
to come.  The Reform Plan mainly 
include the initiatives in the following 
areas:

• STB and LTB will not merge but are 
encouraged to be have more 
collaboration;

• redeploy resources with emphasis 
on risk-based tax administration; 
and 

• the use of information technologies.  
Tax administration will enter into 
the ‘Internet plus Tax’ era following 
the introduction of the ‘Internet plus 
Taxation Action Plan’ by the SAT in 
September 2015.  

A. Risk-based administration 
to revolutionise tax 
environment

One highlight of the Reform is the new 
concept of tax risk-based administration 
on different categories of taxpayers (i.e. 
corporate taxpayers categorised by 
scale and industry, and individual 
taxpayers categorised by revenue and 
assets), and centralised tax risk 
analysis and administration of ‘large 
business enterprises’ at the SAT or 
provincial level tax authorities.  These 
new administration mechanisms will 
largely change the way tax authorities 
deploy their resources, tackle tax 
audits and communicate with 
taxpayers.

B. Curtain rises in the ‘Internet 
plus Taxation’ era

The improvement in tax services and 
the introduction of risk-based 
administration mode both rely on the 
support of Information Technologies 
(IT).  The Reform Plan reiterates the 
‘Internet + Taxation’ Strategy set out 
in the SAT’s ‘Internet + Taxation 
Action Plan’ back in September 2015, 
requiring tax authorities to tap into IT 
solutions to upgrade their tax 
administration system.  We observed 
that tax authorities all over China have 
already turned to IT solutions to 
facilitate their daily work, such as 
on-line tax filing and tax refund, 
e-invoices, webcast training, etc.  In 
addition, traditional desktop tax audits 
have been more and more replaced by 
‘web crawler’ technology and various 
other data collection and analysis 
systems.  Taxpayers should consider 
upgrading their systems and changing 
their mind set of internal tax control to 
get adapted to the new ‘Internet plus 
Taxation’ era.

C. Reduction of taxpayers’ 
administrative burden

Some of the initiatives in the Reform 
Plan have already been reflected in 
practices of the Chinese tax 
authorities.  Since the State Council’s 
call for scaling back the administrative 
bureaucracy, the SAT has removed or 
delegated dozens of approval or 
pre-record filing items (including the 
approval on treaty benefit claim, the 
approval on applying cost sharing 
agreement, etc.) which reduced 
taxpayers’ administrative burden 
substantially over the past couple of 
years.  Meanwhile, the Chinese tax 
authorities are laying more emphasis 
on the improvement of tax services.  
While taxpayers in China can enjoy 
more conveniences under this trend, 
they should note that their in-charge 
tax authorities are also enhancing 
administration by all means such as 
post-filing monitor, information 
collection, tax risk analysis,                 
tax audits, etc.
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D. A big step towards 
revamping the TCAL 

Though not one of the initiatives in the 
Reform Plan this time,  the revamp of 
the existing Tax Collection and 
Administration Law (TCAL) has been 
on the agenda of tax administration 
reform for years.  A discussion draft on 
the revamped TCAL  (the TCAL 
discussion draft) was released in early 
2015 containing considerable changes 
to the prevailing TCAL, including key 
changes in the areas of late payment 
interest rate, statute of limitation, 
cancellation of tax prepayment before 
tax administrative appeal, lowering of 
the ceiling of penalties, etc.  In 
addition, there could be a great 
breakthrough in introducing an 
advance tax ruling mechanism which 
would help taxpayers to manage their 
tax risks in some uncertain tax 
situations. 

Further, a new chapter of information 
disclosure was added in the TCAL 
discussion draft which imposed 
information disclosure requirements 
on not only taxpayers but also third 
parties like banks, tax agents and other 
government organs.  The role of 
information will become much more 
important in the new tax 
administration mechanism which is 
based on data collection and the 
corresponding tax risk analysis, as 
announced in the above mentioned tax 
collection and administration Reform 
Plan.  This has demonstrated the 
Chinese tax authority’s determination 
to enhance information collection and 
analysis capability for the new tax 
administration mechanism.
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Other developments 
in region-centric tax 
policies

Apart from the developments in 
national tax policies, there were some 
region-centric tax policies in 2015 
affecting both the domestic enterprises 
and MNEs operating in China.

A. Tax policies related to the 
Belt and Road Strategy

In 2013 the Chinese President Xi 
Jinping proposed to build a ‘Silk Road 
Economic Belt’ and a ‘21st-Century 
Maritime Silk Road’ (hereinafter 
referred to as ‘the Belt and Road 
Strategy’).  Since then this concept has 
been attracting a lot of attention from 
China as well as the rest of the world. 

In March 2015, the National 
Development and Reform Commission, 
Ministry of Foreign Affairs and 
Ministry of Commerce set forth the 
general guidance and strategic 
principle of the Belt and Road strategy.  
Subsequently, the SAT released 
Shuizongfa [2015] No.60 (Circular 60) 
to put forward a set of measures 
regarding tax services and 
administration connected with the Belt 
and Road Strategy.  The measures 
mainly feature key areas such as 
protecting the interest and improving 
tax services for enterprises ‘going 
abroad’ by dedicating more resources 
to cross-border dispute resolution, as 
well as enhancing tax administration 
on these enterprises via strengthened 
outbound investment information 
collection and tax risk analysis.

There is no doubt that the Belt and 
Road Strategy would very likely bring 
more investment opportunities for 
Chinese enterprises ‘going abroad’.  
Countries from Asia, East Europe and 
North Africa along the Belt and Road 
regions are expected to be the hot 
spots for investments and it would 
bring about changes to the overall 
patterns of outbound investments by 
Chinese enterprises.  Circular 60 
demonstrated the strong 
determination of the Chinese tax 
authorities to support the Chinese 
enterprises ‘going abroad’. 

B. Existing PFTZs in China

The Chinese Premier Li Keqiang has 
pointed out in his 2015 Government 
Report that the Chinese government 
will actively promote development of 
PFTZs in Shanghai, Tianjin, 
Guangdong and Fujian and will 
replicate the successful experiences 
nationally, in order to form distinctive 
pioneer reform areas within China.  
Following the set-up of the Shanghai 
PFTZ, the Guangdong PFTZ, Fujian 
PFTZ and Tianjin PFTZ were officially 
launched on April 21, 2015.  In the 
meantime, the State Council released 
the overall plans of the three PFTZs, 
the deepening reform plan of Shanghai 
PFTZ and the special administrative 
measures for foreign investments 
(2015 negative list).  The 2015 negative 
list is applicable to all the four PFTZs 
which are on par in the degree of 
opening up, whereas their 
development objectives are diverse. 
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Guangdong PFTZ has its own unique 
position in further promotion of the 
liberalisation of trade in services 
among Guangdong and Hong Kong as 
well as Macao, and deepening the 
opening-up of the financial services 
sector in these three locations 
innovatively.  Fujian PFTZ will focus 
on the innovation of cross-strait 
cooperation mechanisms with Taiwan 
and promotion of collaboration with 
regions along the Maritime Silk Road.  
Tianjin PFTZ will exert its regional 
advantage and leverage on the strategy 
of ‘joint development of Beijing, Tianjin 
and Hebei’, while the Shanghai PFTZ 
will continue its role in opening up the 
financial services sector, facilitating 
investment and trade, and liberalising 
currency exchange.

In terms of tax policy, in principle the 
Guangdong PFTZ, Fujian PFTZ and 
Tianjin PFTZ follow those policies 
which have been implemented in 
Shanghai PFTZ.  Apart from the 
general preferential policies in the 
PFTZs, there are certain income tax 
preferential policies that are 
specifically applicable in the Qianhai 
and Hengqin area of the Guangdong 
PFTZ and the Pingtan area of Fujian 
PFTZ, i.e. a reduced CIT rate of 15% for 
qualified enterprises and IIT subsidy 
for qualified individuals. 

C. Standardisation of local tax 
and fiscal incentives

In order to boost the local economy 
and attract investments, some local 
authorities in China had offered 
various local-level tax and fiscal 
preferential policies on an unorderly 
manner over many years.  This has 
impaired the fairness of market 
competitiveness, undermined the 
Central Government’s overall monitor 
and may even trigger international 
trade conflicts and other concerns. 

To unify the national tax regulations 
and standardise the compliance 
administration of tax and fiscal 
preferential policies, the State Council 
and the MoF issued several circulars in 
late 2014 urging local level 
governments to clean up and 
standardise local tax and fiscal 
incentives.  In May 2015, the State 
Council issued Guofa [2015] No.25 
providing its view on how to deal with 
these local preferential policies, 
including treatment of preferential 
policies which have been promulgated 
by the local authorities or committed 
by contract, treatment of the local 
preferential policies currently enjoyed 
by enterprises, and treatment of new 
preferential policies to be formulated 
in the future. 

It is no doubt that the Central 
Government will continue to 
standardise the administration of 
preferential policies, curb competition 
on an un-level playing field among 
local governments, as well as 
encouraging them to build up a more 
healthy investment environment.

D. Tax and fiscal incentives in 
some special designated 
regions

The standardisation of localised 
preferential policies is only targeting 
those formulated by the local 
authorities without proper approvals 
by the State Council.  To continually 
support the country’s go west strategy 
and enhance the cooperation and 
development with Hong Kong, Macao 
and Taiwan, preferential tax policies 
approved by the State Council in 
certain areas still remain valid. 
Investors setting up business in special 
designated regions including Western 
Regions, Qianhai Shenzhen-Hong 
Kong Modern Service Industry 
Cooperation Zone, Guangdong 
Hengqin New Area (Hengqin) and 
Fujian Pingtan Comprehensive 
Experimental Zone (Pingtan) are still 
able to enjoy the tax and fiscal 
preferential policies which are 
approved and regulated by the State 
Council.  
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Outlook for 2016
2016 earmarks the beginning of 
China’s 13th five-year plan.  It is likely 
to be another busy year for tax 
administrations, tax executives, tax 
practitioners and other interested 
parties in China.

Broadly, the BEPS action plans are to 
be further localised in China which 
will have a significant impact on 
China’s anti-avoidance landscape, tax 
treaties implementation, as well as 
many other domestic tax regulations.  
In particular, the new compliance 
requirements and anti-avoidance 
provisions in the to-be-finalised 
Implementation Measures of Special 
Tax Adjustments will redefine China’s 
TP and international taxation regime 
and will be an important basis for 
Chinese tax authorities to combat tax 
avoidance.

On the tax administration, roles and 
responsibilities between state tax 
bureaus and local tax bureaus will be 
streamlined and the two camps of tax 
bureaus are expected to cooperate 
more by providing better services to 
taxpayers and exchanging information 
on tax audits.  

On the day-to-day administration of 
taxpayers, the Chinese tax authorities 
will go deeper with the new concept of 
tax risk-based administration which is 
tied with the category of taxpayers and 
tax matters.  In particular, large 
businesses (including both MNEs and 
domestic enterprises) will be subject to 
a more centralised tax risk analysis 
and administration at the SAT level or 
provincial level tax bureaus.  This 
revolutionary administration mode is 
expected to have far-reaching impact 
on both tax authorities and taxpayers.

From a micro perspective, the Chinese 
tax authorities have already issued a 
number of tax initiatives in 2015 to 
echo the Central Government’s call to 
upgrade the country’s industrial 
structures and support the technology 
development and innovation.  It is 
anticipated that more new regulations 
will be released in 2016.  The most eye-
catching one is the recently published 
new Administration Measures for the 
Assessment of New/High Technology 
Enterprise, which relaxes the 
assessment criteria for enjoying the 
relevant tax incentive so that more 
small and medium-sized enterprises 
can enjoy such tax incentives and, at 
the same time, invest more on their 
R&D activities.  Another highly-
expected regulation is in relation to the 
Central Government’s latest 
announcement that more cities will 
join the service trade pilot program – 
companies in these cities engaging in 
certain service sectors will be able to 
enjoy the preferential CIT treatment.  
MoF and SAT are likely to issue 
circulars to implement this initiative 
soon.  

The stagnated B2V reform for the 
remaining sectors will also speed up 
and be aimed to complete in 2016.  It is 
anticipated that the reform will be 
rolled out to all of the remaining 
industries (i.e. real estate,construction, 
financial services and consumer 
services sectors) by 1 May 2016.  This 
final stage of the B2V reform is to have 
a significant impact on the China 
economy and deserves close attention 
by businesses.

Also, further developments of the Tax 
Collection and Administration Law 
and the Environment Protection Tax 
Law in 2016 are expected.
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China Tax News Flash, June 2014, Issue 12 
International development in automatic exchange of 
financial account information and China’s 
perspective

China Tax News Flash, January 2015, Issue 1
Significant improvement on the corporate income tax 
treatments for restructuring transactions

China Tax News Flash, January 2015, Issue 3
Time for a compliance check – The clean-up of local 
tax and fiscal preferential policies

China Tax News Flash, February 2015, Issue 4 
A totally different tax landscape for offshore indirect 
transfer – wider, clearer & more challenging

China Tax News Flash, March 2015, Issue 10 
Looking out for significant changes to China’s tax 
collection and administration law

China Tax News Flash, March 2015, Issue 11 
Further scrutiny on intra-group outbound payments 
under way

China Tax News Flash, March 2015, Issue 12
New challenges to the tax valuation for the offshore 
indirect transfer

China Tax News Flash, April 2015, Issue 14
B2V reform of the real estate and construction sectors 
is just around the corner

China Tax News Flash, April 2015, Issue 15  
Official launch of Tianjin Pilot Free Trade Zone 

China Tax News Flash, April 2015, Issue 17 
Guangdong Pilot Free Trade Zone (1): Official launch and 
overall plan’s observations

China Tax News Flash, April 2015, Issue 18 
Fujian Pilot Free Trade Zone (1): Official launch and 
release of the overall plan

China Tax News Flash, May 2015, Issue 19
Tax payment by instalments - China’s new tax policy on 
investment by individuals with non-monetary assets

List of relevant China Tax News 
Flashes

http://www.pwccn.com/home/eng/chinatax_news_jun2014_12.html
http://www.pwccn.com/home/eng/chinatax_news_jan2015_1.html
http://www.pwccn.com/home/eng/chinatax_news_jan2015_3.html
http://www.pwccn.com/home/eng/chinatax_news_feb2015_4.html
http://www.pwccn.com/home/eng/chinatax_news_mar2015_10.html
http://www.pwccn.com/home/eng/chinatax_news_mar2015_11.html
http://www.pwccn.com/home/eng/chinatax_news_mar2015_12.html
http://www.pwccn.com/home/eng/chinatax_news_apr2015_14.html
http://www.pwccn.com/home/eng/chinatax_news_apr2015_15.html
http://www.pwccn.com/home/eng/chinatax_news_apr2015_17.html
http://www.pwccn.com/home/eng/chinatax_news_apr2015_18.html
http://www.pwccn.com/home/eng/chinatax_news_may2015_19.html
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China Tax News Flash, May 2015, Issue 20
SAT released new measures to support the “Belt and 
Road” strategy

China Tax News Flash, May 2015, Issue 21
Local incentives are allowed to be continued until 
expiry

China Tax News Flash, May 2015, Issue 23
Gradual removal of ‘Non-administrative approval 
items’ will bring both convenience and challenges to 
taxpayers

China Tax News Flash, June 2015, Issue 24
SAT’s latest clarification on the CIT treatment for 
assignment of equity/assets and investment with 
non-monetary assets

China Tax News Flash, June 2015, Issue 26
More practical for offshore indirect transfer reporting 
and assessment

China Tax News Flash, July 2015, Issue 29 
Upgraded tax administration and implementation for 
corporate restructuring rules

China Tax News Flash, July 2015, Issue 30
China’s legislative body ratifies the multilateral 
convention on tax matters

China Tax News Flash, July 2015, Issue 32
New challenges for new/high technology enterprises 
with cross-border royalty payment

China Tax News Flash, July 2015, Issue 33 
Intra-group outbound payments - local-level tax 
authorities taking actions

China Tax News Flash, August 2015, Issue 36 
Will enterprises pay more for pollutant discharge with 
the Environmental Protection Tax Law?

China Tax News Flash, September 2015, Issue 38
Localisation of BEPS Actions in China - discussion 
draft of “Implementation Measures of Special Tax 
Adjustment” released for public 
consultation

China Tax News Flash, September 2015, Issue 39
China: Local file, master file, special issues file and 
CbCR required under the discussion draft of revised 
transfer pricing requirements

http://www.pwccn.com/home/eng/chinatax_news_may2015_20.html
http://www.pwccn.com/home/eng/chinatax_news_may2015_21.html
http://www.pwccn.com/home/eng/chinatax_news_may2015_23.html
http://www.pwccn.com/home/eng/chinatax_news_jun2015_24.html
http://www.pwccn.com/home/eng/chinatax_news_jun2015_26.html
http://www.pwccn.com/home/eng/chinatax_news_jul2015_29.html
http://www.pwccn.com/home/eng/chinatax_news_jul2015_30.html
http://www.pwccn.com/home/eng/chinatax_news_jul2015_32.html
http://www.pwccn.com/home/eng/chinatax_news_jul2015_33.html
http://www.pwccn.com/home/eng/chinatax_news_aug2015_36.html
http://www.pwccn.com/home/eng/chinatax_news_sep2015_38.html
http://www.pwccn.com/home/eng/chinatax_news_sep2015_39.html
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China Tax News Flash, September 2015, Issue 40
China introduces self-assessment mechanism to 
facilitate tax treaty benefits claims

China Tax News Flash, October 2015, Issue 41
China announced her stance on BEPS and her 
localisation plans

China Tax News Flash, November 2015, Issue 43
Refining the super-deduction policy for research and 
development expenses - New opportunities and 
challenges

China Tax News Flash, November 2015, Issue 45
New opportunities arising from expanded scope of 
zero-rated VAT preferential treatment to certain 
exported services

China Tax News Flash, November 2015, Issue 46
New administration of CIT preferential treatments: 
simplifying record-filing procedures and shifting the 
focus to post-filing supervision

China Tax News Flash, November 2015, Issue 47
The State Council issued new guidance to drive 
start-ups and innovation

China Tax News Flash, December 2015, Issue 49
China releases the blueprint for tax collection and 
administrative reform - Profound impact to be 
anticipated on taxpayers

China FS Tax News Flash, October 2015, Issue 1
BT to VAT reform in securities industry

http://www.pwccn.com/home/eng/chinatax_news_sep2015_40.html
http://www.pwccn.com/home/eng/chinatax_news_oct2015_41.html
http://www.pwccn.com/home/eng/chinatax_news_nov2015_43.html
http://www.pwccn.com/home/eng/chinatax_news_nov2015_45.html
http://www.pwccn.com/home/eng/chinatax_news_nov2015_46.html
http://www.pwccn.com/home/eng/chinatax_news_nov2015_47.html
http://www.pwccn.com/home/eng/chinatax_news_dec2015_49.html
http://www.pwccn.com/home/eng/chinafstax_news_oct2015_1.html
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team of experienced professionals 
dedicated to monitoring, studying and 
analysing the existing and evolving 
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staff in their provision of quality 
professional services to businesses and 
maintain thought-leadership by sharing 
knowledge with the relevant tax and 
other regulatory authorities, academies, 
business communities, professionals 
and other interested parties.  



This is printed on 9lives 55 which is made with an 
elemental chlorine free process. It has 55% recycled 
fibre and 45% fibre from well-managed forestry. 
9lives 55 is ISO 14001 certified.

© 2016 PricewaterhouseCoopers Consultants (Shenzhen) Limited Shanghai 
Branch. All rights reserved. PwC refers to the China member firm, and may 
sometimes refer to the PwC network. Each member firm is a separate legal entity. 
Please see www.pwc.com/structure for further details. 


	_GoBack

