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Tax Benefits to Overseas Investors Reinvesting Distributed Profits Expanded

Background

For the purposes of further encouraging overseas investors to invest in China, the Ministry of
Finance, the State Administration of Taxation, the National Development and Reform Commission
and the Ministry of Commerce recently issued the Circular about Expanding the Scope of Application
of temporary waiver for Withholding Income Tax on Direct Investments with Distributed Profits by
Overseas Investors (Cai Shui [2018] No. 102). Compared with the previous policy of Cai Shui [2017] No.
88, the scope of application of withholding income tax for foreign investors has been expanded with

other provisions remain the same.
Main point:

According to the circular, the favorable tax policy will be expanded to all non-restricted foreign
investment projects and sectors from encouraged foreign investment projects.

1. An overseas investor not subject to withholding of income tax in the interim shall satisfy all the
following criteria

1.1. Direct investments, this specifically refers to:

e Increase or conversion of paid-up capital or capital reserve of a domestic resident enterprise
in China;

¢ Investment and establishment of a new domestic resident enterprise in China;

e Acquisition of the equity of a domestic resident enterprise in China from a non-related party;

e Any other method stipulated by the Ministry of Finance and the State Administration of
Taxation. Enterprises invested by overseas investors via the aforesaid methods shall be
referred collectively as investee enterprises.

It is worth noting that the notice excludes two cases of direct investment from the scope of this policy:
one is new subscription, transfer or acquisition of shares in listed companies (except for eligible
strategic investments). The second is to acquire equity from related parties.

1.2. The profits received by foreign investors belong to the real distribution of the realized equity
investment income.

1.3. The profits used for direct investments shall not be circulated among other domestic or overseas
accounts prior to making direct investments
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2. Tax filing requirements

Where an overseas investor satisfies the criteria stipulated in Article 2 of this Notice, it shall make
a declaration in accordance with the requirements for administration of tax collection, and provide
materials to the profit-distributing enterprise to show that the overseas investor has satisfied the policy
criteria. Where the profit-distributing enterprise concludes, upon examination and verification, that
the overseas investor has complied with the provisions of this Notice, the profit-distributing enterprise
does not need to withhold income tax pursuant to the provisions of Article 37 of the Enterprise Income
Tax Law, and shall perform filing formalities with the tax authorities in charge.

Where an overseas investor has enjoyed the temporary waiver for withholding income tax as stipulated
in this Notice, if the tax authorities find in the follow-up administration that an overseas investor does
not satisfy the stipulated criteria, except where the profit-distributing enterprise is held liable, the
overseas investor shall be deemed to have failed to declare and pay enterprise income tax pursuant to
the provisions, the overseas investor's liability for late tax payment shall be pursued in accordance with
the law, and the period of tax arrears shall be computed with effect from the date of payment of the
relevant profits.

3. Special cases

3.1. Qualified overseas investors but have not enjoyed any policy benefits

If overseas investors have not enjoyed any policy benefits, they can apply to receive tax benefits within
three years and get tax refund for tax payments they have already made.

3.2. Withdrawal of direct investments which it has enjoyed the policy benefits

If an overseas investor recovers, through equity transfer, buyback, liquidation etc, direct investments
for which it has claimed temporary waiver for withholding of income tax, it shall declare and make
retrospective tax payment to the tax authorities pursuant to the stipulated procedures, within seven
days from actual collection of the relevant monies.

4. Commencement date

This Notice is being implemented with effect from 1st January 2018. This Notice may apply to equity
investment gains such as dividends, bonuses etc derived by overseas investors after 1st January 2018
(including 1st January 2018), and tax paid shall be refund pursuant to the provisions of qualified
overseas investors but have not enjoyed any policy benefits.

The aim of the new policy is to encourage foreign companies to reinvest their profits into China, in

order to benefit the economy, jobs creation and to stem outflow of foreign exchange.

Any enquiries, please contact LehmanBrown by enquiries@lehmanbrown.com

LehmanBrown International Accountants is a licensed China-focused accounting, taxation and business
advisory firm, operating dedicated offices in Beijing, Tianjin, Shanghai, Shenzhen, Guangzhou, Hong
Kong and Macau, and with an extensive affiliate network throughout China and in over 100 countries
worldwide.



About Us

Founded in 2001, LehmanBrown is a China-focused accounting, taxation and business advisory firm, operating in Beijing,

Shanghai, Hong Kong, Macau, Shenzhen, Guangzhou and Tianjin. Our firm also manages an extensive affiliate network, providing

service throughout China and reach across the globe.

Combining years of international expertise with practical Chinese experience and knowledge, LehmanBrown offers expert advice
and support to both local and international clients. Within the mid - tier, we are regarded as a market leader and our clients

enjoy access to a combination of senior and experienced counsellors from both China and abroad.

At LehmanBrown we recognise that you are unique, that you have unique requirements and we are committed to providing
individually tailored financial solutions. LehmanBrown is dedicated to providing personalised service by working closely with our

clients to understand your individual business needs. This enables us to offer the most up-to-date and expert advice.
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Professional Services

Audit & Assurance External Audit
China Statutory Audit

US GAAP Audit

IFRS Audit

Hong Kong Statutory Audit

Internal Audit
Fraud Investigation

Forensic Accounting

Special Purpose Audit
Foreign Currency Audit
Royalty Audit

Capital Verification Audit

Valuation Services

Corporate Valuation

Damage Assessment Valuation Intellectual
Property Valuation Asset Valuation

Special Purposes Valuation

Corporate Finance
Debt Restructuring

Acquisition, Disposal & Financing

Mergers & Acquisitions
Transaction Advisory
M&A Divesture

M&A Integration

Financial Due Diligence

Business Services

Company Registration & Maintenance
Cash Flow Management

Chop Custodian Services

Market Entry Advisory

Updating Company Certificates

Annual Inspection & Reporting

Company Secretarial Services

Company Ownership Transferring/Corporate
Restructuring Background/Credit Checking

Company Deregistration & Bankruptcy

HR Support Services

China Visa Services for Expatriates

Social Welfare Structures

Outsourcing Services

Accounting & Bookkeeping
Budgeting & Forecasting Financial Statement

Preparation Head Office Reporting

Financial Management
Interim Financial Management Finance
Manager Function

CFO Function

Treasury Management
Set-up of Bank Account

Payroll Services
Payroll Processing Setup
Expatriate Employees

Local Employees

Secondment & Temping Service

Taxation Services

Individual Tax Planning (IIT)

Tax Immigration & Investment Review

US & Overseas Personal Income Tax Planning
& Filing IIT Tax Payment Facilitation
Application for Individual Income Tax Refund
Expatriate Staff Individual Income Tax Staff

Filing Local Staff Individual Income Tax

Company Taxation (CIT)

Tax Consulting

Corporate Tax Planning
Business Restructuring

Value Chain Review

Onshore / Offshore Investment

Transfer Pricing

Tax Compliance

Tax Due Diligence

Tax Deregistration

Negotiation of Tax Penalties

Tax Refund Application

Tax Representatives for Tax Audit
VAT & Customs Duty Clearance
PRC Tax Receipt Verification

VAT Application

VAT & Sales Tax Filing

Corporate Income Tax Reporting

Specialist Accounting & Risk Management

Internal Controls
Systems
Risk Management

Sarbanes - Oxley (SOX 404)

GAAP, SEC & IFRS Compliance

US GAAP

US GAAP Financial Statement Preparation
US GAAP Conversion

Other GAAP
GAAP Conversion
Public Company Compliance

Financial Statement Preparation

IFRS
IFRS Accounting Repackaging
IFRS Financial Statement Preparation

IFRS Public Company Compliance

SEC
SEC Public Company Compliance

Legal Services

Legal Advisory

Labour Legal Advisory

Workforce Downsizing Advisory
Labour Tribunal Assistance & Advisory
Labour Law Review & Audits

Review & Preparation of Employment Contracts

Corporate Legal Advisory

Legal Due Diligence

Corporate Restructuring Advisory

Review & Preparation of Articles of Association (AoA)
Review & Preparation of JV Contracts

Review & Preparation of Repatriation Agreements

Other Legal Services

Dispute Mediation & Advisory

Trademark & Intellectual Property Advisory
Debt Collection Assistance

Litigation Support
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For further information about how we can add value and support your individual or business needs, please contact us.

1 A N B A BRI 22 (S B R 55 Bl 55 RS R i 53R OTIR R

Beijing dbit

6/F, Dongwai Diplomatic Building, 23 Dongzhimenwai Dajie,
Beijing 100600, China

AR AT X AR B TAMRA 23 5 AR AN I AR 602
Tel: +86 10 8532 1720

Fax: + 86 10 8532 2746

E-mail: beijing@lehmanbrown.com

Shanghai &

Room 1501 & 1504, WanTai International Building, No. 480 North
Urumgi Road, Shanghai 200040, China

R E BTG K SRS ILEE (i) 480 5 HREFRRA
i 1501 & 1504

Tel: +86 21 6249 0055

Fax: +86 21 6288 1636

E-mail: shanghai@lehmanbrown.com

Guangzhou J M

Room 3317, China Shine Plaza, 9 Lin He Xi Road, Guangzhou
510610, China

RN AR TS 9 ST 3 3317 =

Tel: + 86 20 2205 7883

Fax: +86 20 2205 7880

E-mail: guangzhou@lehmanbrown.com

Shenzhen &

Room 3206, News Building 2, Shennan Middle Road, Shenzhen
518027, China

HERYI T R U 2 5T K 3206

Tel: +86 755 8209 1244

Fax: + 86 755 8209 0672

E-mail: shenzhen@lehmanbrown.com

Tianjin K

Unit 2901-04, The Exchange Tower 2 189 Nanjing Road, Heping
District Tianjin 300051, China
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Tel: + 86 22 2318 5056

Fax: + 8622 2318 5001

E-mail: tianjin@lehmanbrown.com

Hong Kong 7tk

Unit 1902, 19/F, Asia Orient Tower, 33 Lockhart Road,
Wanchai,HongKong

P TS AT IR SE il 33 5 I IURE 19 #1902 5
Tel: + 852 2426 6426

Fax: + 852 2426 6427

E-mail: hongkong@lehmanbrown.com

Macau 7]

No. 367, Avenida da Praia Grande, “Keng Ou” Commercial
Building #16, A & B, Macau

FRIENER TR TS K T 367 5 Rl K 16 1 AB Ji
Tel: + 853 2835 5015

Fax: +853 2837 1884

E-mail: macau@lehmanbrown.com




