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The State Adminstration of Taxation (SAT) 
published a circular (GuoShuiHan [2010] No. 79) 
on 2 February 2010 which regulated some 
important issues during the implementation of 
new Enterprise Income Tax Law. It is an important 
guideline for taxpayers to follow in preparing their 
annual Enterprise Income Tax Filing. 
 
Main Contents 
 
Recognition of Rental Revenue 
If the rental period in the contract or agreement 
covers multiple years, and the rental fee is 
received in full in advance, the renter can 
proportionately divide the revenue between all 
years covered by the rental period. 
 
 

Recognition of Revenue on Debt 
Restructuring 
Revenue of debt restructuring should be 
recognized when the contract becomes effective. 
 
Revenue on Share Transfer 
Revenue should be recognized when the contact 
becomes effective and the share transfer 
procedure is completed. 
When calculating the revenue on share transfer, 
the amount in retained earning is not deductible. 
 
Recognition of Revenue on Dividends 
Revenue should be recognized on the date of the 
shareholders’ meeting in which it was decided to 
pay dividends. 
Transferring the capital reserve, which was from 
premium price of paid in capital, to increase the 
capital, is not dividends revenue of investors, and 
it should not increase the investors’ tax base of 
their investments. 
 
Tax Base of Fixed Assets 
If, after fixed assets are put into use, not all 
invoices are received due to the ongoing nature of 
a project, the enterprise can accrue depreciation 
based on the amount stipulated in the contract. 
Any necessary adjustments should be made after 
all invoices are received. The period is limited to 
12 months. 
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Deduction of Expenses for Tax-free Revenue 
The expenses for tax-free revenue can be 
deducted from taxable income. 
 
Start-up Period Expenses Are Not Counted as 
Tax Loss in Current Year 
The expenses incurred during a start-up period 
are not counted tax loss in the current year. 
 
Entertainment Fees of Enterprises Dealing 
with Equity Investment 
The dividends and revenue of share transfers are 
allowed to be included into the base to calculate 
the limitation of entertainment fees according to 
tax regulations. 
 
 
Our Comments and Suggestions 
 
Recognition of Rental Revenue 
This is a special case. The revenue of interests 
and royalties should still be recognized depending 
on the date stipulated in the contract.  
 
Recognition of Revenue on Debt 
Restructuring 
As long as the contract becomes effective, no 
matter whether it has been accomplished or not, 
revenue should be recognized. 
 
Revenue on Share Transfer 
Only after the procedure of share transfer is 
completed, should the revenue be recognized. 
Enterprises should take this information into 
account when planning the timing of share 
transfers in order to maximize the tax benefits. 
For WOFE with retained earnings, it is better to 
distribute dividends to original shareholders 
before share transfers are made. It will lower the 
price and reduce the revenue on share transfers 
accordingly. 

 
 
Recognition of Revenue on Dividends 
Dividend reinvestment is recognized as dividend 
revenue and increases the tax base of 
investment. However, capital reserve, which was 
from premium price of paid in capital, to increase 
the capital is not dividend revenue and does not 
increase the tax base. 
 
Tax Base of Fixed Assets 
The circular does not specify how adjustments are 
to be made to the depreciation and taxable 
income. 
 
Deduction of Expenses for Tax-free Income 
The expenses for non-taxable income are not 
deductible, but the expenses for tax-free income 
can be deducted from taxable income. 
 
Start-up Period Expenses Are Not Counted as 
Tax Loss in Current Year 
The concept of start-up expenses is still valid in 
the tax regulations. Any expenses before the 
enterprise opens for business do not count as tax 
loss in the current year.  The expenses can be 
deducted at one time after the enterprise opens 
for business or they can be amortized as deferred 
assets. 
 
Entertainment Fees of Enterprises Dealing 
with Equity Investment 
For the headquarters of group companies or 
investment companies, it expands the base of 
calculating the limitation of entertainment fees. 
 
 
For more information or advice on these topics 
and their impact on your business in China, 
please contact our tax professional team. 
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Tax treaties 
 
Tax treaties, also known as double taxation 
agreements or double tax treaties, exist between 
many countries on bilateral basis to prevent 
double taxation, or taxes levied twice on the same 
income, profit, capital gain, inheritance or other 
item.  
 
 
Background 
 
Cross-border business transactions between 
China and other countries have increased since 
the introduction of the “open door policy” toward 
foreign investment in China. This increase in 
cross-border business leads to potential tax 
system conflicts and double taxation. 
 
China’s first tax treaty was with Japan and took 
effect in 1984. A similar tax treaty between China 
and Germany has existed since 1985. China now 
has tax treaties in effect with more than 80 
countries. 
 
China’s tax treaties are all essentially based on 
the OECD model tax treaties. However, specific 
provisions do vary from treaty to treaty. 
 
 
Principles 
 
The main function of China’s tax treaties is to 
allocate cross-border income to the country in 
which it is to be taxed – either the country in 
which the income originates, or the country in 
which the relevant taxpayer is a resident. 
 
To avoid double taxation, 4 principles are 
applicable: 
 

 
 
 
 
 
 

Country of residence principle 
- A person is liable for taxation in their country of 

residence 
 

Source country principle 
- A person is liable for taxation in the country 

where the income originates 
 

World income principle 
- A person is liable for taxation of world income 
 

Territorial principle 
- A person is only liable for taxation of income 

sourced in the country where it is generated 
 
 
Elimination of Double Taxation 
 
There are two standard methods: 
 
- Tax exemption method 
- Tax credit method 
 
Tax exemption means that in a case of double 
taxation the income will be exempt from tax in one 
of the contracting countries. In the tax credit 
method the tax paid in one contracting country 
can be credited to the tax amount in the other 
contracting country. 
 
 
Taxes covered by treaties 
 
Most of China’s tax treaties relate to the following 
income tax only: 
 
- Individual income tax 
- Enterprise income tax 
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Frequently used cases 
 
1) Treaty provisions for individual income 
 
Basically, income derived from dependent 
personal service is liable to tax in the employee’s 
country of residence. The income is taxable in the 
other contracting country if the income is sourced 
in that country, however, the income will still be 
taxed in the country of residence if: 
 
- The individual was present in China for a 

period not exceeding 183 days in the relevant 
calendar/ fiscal year; and 

 
- The remuneration was paid by or on behalf of 

an employer who is not a resident of China; 
and 

 
- The remuneration was not borne by a 

permanent establishment or a fixed base of 
the individual’s employer in China. 

(Model Tax Convention, e.g. article 15) 
 
 
 

 
 
 
 
2) Treaty provisions for enterprise income 
 
In general, the business profits of an enterprise 
are taxable in the country were it is based. Only 
profits related to the permanent establishment are 
taxable in the other contracting state. Therefore it 
must be determined whether there is a permanent 
establishment in China and to what extent the 
foreign enterprise’s business profits are subject to 
tax in China. 
(Model Tax Convention, e.g article 5) 
 
3) Dividends, interests and royalties 
 
China’s tax treaties limit the rate of withholding tax 
payable on dividends, interests and royalties. 
According to the CIT law, non-resident enterprises 
are subject to a reduced withholding tax rate of  
10 %. In some cases payments are completely 
exempt from tax. 
(Model Tax Convention, e.g. article 10-12) 
 

 

Tax on Tax on Tax on 
dividends interests royalties

10%, 10%,
exemption 
for some 
limited 
cases

7%, if the royalties paid for 
the use of or the right to 
use any industrial, 
commercial or scientific 
equipment

Arrangement only, 
technically not a 
treaty;                 
on income and 
capital

10%,                            
5%, if the recipient is a 
company which holds 
directly at least 25% of 
the capital of the 
company paying the 
dividends

Hong 
Kong

21. Aug 06 7% 7%

Germany On income and on 
capital

10. Jun 85 10%

Country Treaty Signatory 
Date
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Tax News Headlines 
 

Catalogue of some important tax regulations und laws for the release period: 
16 February – 15 April 2010 
 

Release 
Date: 
 

Circular: Title: Effective Date: 

2010-02-10 Decree No. 22 of SAT Measures on Management of 
Qualification of General VAT payer 
 

The measures take effect 
from March 20, 2010 

2010-02-08 GuoShuiHan (2010) 
No.56 

Notice of State Administration of 
Taxation on Deduction of Discounts from 
VAT Sales 
 

2010-02-08 

2010-02-10 Decree No. 20 of SAT Measure on Management of Enacting 
Taxation Documents 
 

The measure takes effect 
from July 1, 2010 

2010-02-10 Decree No. 21 of SAT Reconsideration Rules of Tax 
Administration 

The rules take effect from 
April 1, 2010. The 
“Reconsideration Rules of Tax 
Administration (Provisional)” 
(Decree No. 8 of SAT) 
promulgated on February 24, 
2010 is abolished at same 
time. 

2010-02-20 GuoShuiFa (2010) 
No.18 

Notice of State Administration of 
Taxation on Provisional Measures on 
Taxation of Foreign Company’s Resident 
Representative Office 
 

The measures take effect 
from January 1, 2010 

2010-02-20 GuoShuiFa (2010) 
No.19 

Measures on Management of Deemed 
Taxation of Non-resident Enterprises’ 
Corporate Income Tax 
 

The measures take effect 
from date of promulgation. 

2010-02-22 GuoShuiHan (2010) 
No.79 

Notice of State Administration of 
Taxation on Tax Issues Regarding 
Implementation of Corporate Income Tax 
 

2010-02-22 

2010-03-22 ShangZiFa (2010) 
No. 93 

Notice on Examination and Approval on 
Recognition of Tax Exemption/Return for 
Equipment Purchase of Foreign Capital 
Research and Development Centre 
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News from ECOVIS Ruide China 

 
 
ECOVIS – Partner of German Centre Shanghai 
During EXPO 2010
 
From 1 May to 31 October 2010, the mega-city 
Shanghai will play host to the next World’s Fair, 
where the theme will be “Better City, Better Life”. 
Altogether, 70 million visitors are expected; the 
German pavilion alone expects 8 million people 
coming to see its “balancity”. 
 
For sure Ecovis Ruide China will not miss this 
great event. ECOVIS is a sponsor of the German 
Centre Expo 2010 project. As a partner of the 
German pavilion’s “balancity” the German Centre 
Shanghai will project on the 2,500 m2 event space 
the theme “Experience the quality of life”. Chinese 
as well as international visitors can taste a new 
quality of life focusing on sustainability, energy, 
and health awareness. The fair will be an example 
of modern, high-tech city life for visitors. 
 
 
 

 
 
 
“A modern lifestyle expresses not only having a 
lucrative work position, but also a life where people 
enjoy their families, take part in leisure activities 
and have balanced nutrition. We at Ecovis Ruide 
China are proud to support this project, which will 
help redefine the quality of life in mega cities like 
Shanghai”, said Pingwen Hu, partner of Ecovis 
Ruide China. 
 

 
 
Partner of German Centre Shanghai During EXPO 2010 

 

 
 

 
 
 
 
 
 
 
 
 
 

About ECOVIS 
 

Ecovis is a leading global consulting firm with its origins in Continental Europe. It has over 2,700 people operating in 
30 countries. Its consulting focus and core competencies lie in the areas of, tax consultation, auditing, legal advice 
and accounting and management consulting services. The particular strength of Ecovis is the combination of personal 
advice at a local level with the general expertise of an international and interdisciplinary network of professionals. 
Every Ecovis office can rely on qualified specialists in the back offices as well as on the specific industrial or national 
know-how of all the Ecovis experts worldwide. This diversified expertise provides clients with effective support, 
especially in the fields of international transactions and investments – from preparation in the client’s home country to 
support in the target country. In its consulting work Ecovis concentrates mainly on midsized firms. Both nationally and 
internationally, its one stop-shop concept ensures all-round support in legal, fiscal, managerial and administrative 
issues. The name Ecovis, a combination of the terms economy and vision, expresses both its international character 
and its focus on the future and growth.  
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ECOVIS Ruide Certified Public Accountants Co., Ltd. 
ECOVIS Ruide Investment Management Consulting Co., Ltd. 
18E, Double Dove Tower, 
438 Pudian Road, Pudong New District, 
200122 Shanghai, P.R. China 
Telephone: +86-21-6105 7333 
Telefax:    +86-21-6105 7330 
Email:    info@ecovis.cn
Website: www.ecovis.cn
 
 
Shanghai, 1 May 2010 
 
ECOVIS Ruide China Info is published for the clients and the 
professionals of Ecovis Ruide China. The contents are of a general 
nature only. Before taking acting on any information contained in this 
newsletter, please contact our ECOVIS Ruide China team for further 
consulting and support. ECOVIS Ruide China expressly disclaims all 
implied warranties. 
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