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·  New companies need to consider tax compl iance and tax

structuring matters f rom the moment they set up thei r business

in China

· Employees wi l l  be subject to individual  income tax ( I IT) ,  and

employers shal l  wi thhold I IT for the employees

· Fur thermore, i f  foreign investors invest in  the PRC real  estate

market, among other taxes, l and appreciation tax ( L AT)  i s a

ver y impor tant type of  tax for real  estate related transactions

We here di scuss the main types of  taxes under the PRC tax

regime that new companies shal l  consider when setting up a

business in  China and highl ights tax impacts on foreign

investors for dividends di stribution, interest payment and

transfer pri cing.

New companies need to consider tax compl iance and tax

planning matters f rom the moment they set up thei r business

in China and i t i s necessar y to understand the speci f i c types of

taxes and related tax rates for such purposes. 

In  China, taxes and charges apply to di f ferent types of

businesses, which mainly include enterpri se income tax (E IT) ,

value-added tax (VAT) , consumption tax, urban maintenance

and construction tax (UMCT) , education surcharge (ES) , local

education surcharge (LES) , customs duty, deed tax, l and use
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tax, proper ty tax, l and appreciation tax ( L AT) , stamp duty, etc. 

In  addi tion, employees wi l l  be subject to individual  income tax

( I IT) ,  and employers shal l  wi thhold I IT for the employees.

Usual l y, the main types of  taxes and corresponding tax rates for

an enterpri se in  China general l y include the fol lowing:
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Fur thermore, i f  foreign investors invest in  the real  estate

market, L AT i s a ver y impor tant type of  tax for real  estate

related transactions. For enterpri ses transferring real  estates,

appl i cable L AT rates range f rom 30% to 60%, subject to

exemptions or reductions upon sati sfying cer tain cri teria .

I f  investors of  a PRC company are foreign enti ti es, they need to
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consider the tax impact of : (1)  dividends di stribution; (2)

interest payment; and (3)  transfer pri cing of  the purchase and

sales.  The tax impacts of  them are di scussed in more detai l  in

the fol lowing section.

1 .  Tax impacts  of  div idends  dis t r ibut ion

General l y, the dividends paid by a PRC company to foreign

enti ties shal l  be subject to PRC EIT at a rate of  10% according

to PRC domesti c ru les.  Cer tain tax treaties wi th speci f i c

juri sdictions provide preferentia l  E IT rates for the dividends.  A

PRC company shal l  wi thhold EIT for the dividends.

2 .  Tax impacts  of  interest  payment  under  shareholders’

loans

General l y, the interests paid by a PRC company to foreign

enti ties wi l l  be subject to PRC EIT at a rate of  10% ( tax treaties

may provide lower rates) , as wel l  as VAT (6%)  and surcharges. 

I t i s wor th noting that star ting f rom 1 September 2021,

surcharges ( including UMCT, ES and LES, at a maximum total

rate of  12% of  the actual l y paid VAT amount)  are exempted for

foreign ser vi ce providers ( including enti ti es providing loan

ser vi ces to a PRC company) .  A PRC company shal l  wi thhold EIT

and VAT for the parent company for the interest income under

shareholders’ loans.

The PRC EIT tax ru les requi re the expendi ture ( such as interest

expense)  incurred by a PRC company be di stinguished between
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i ncome related expendi ture and capi ta l  related expendi ture. 

Among them, the income related expendi ture could be di rectl y

deducted in the current period for E IT purposes, whi le the

capi ta l  related expendi ture should be deducted in instal lments

or included in the cost of  relevant investment assets and may

not be di rectl y deducted ( fu l l y)  in  the current period for E IT

purposes.

In  addi tion, the deduction of  interest expense for E IT purposes

for a PRC company i s a l so subject to cer tain restri ctions: (a)

the pri cing of  the interest rate of  the shareholders’ loan

should be in l ine wi th the arm’s length principle; (b)  the

propor tion of  “debt investment amount vs. equi ty investment

amount” of  the parent company into the PRC company usual l y

shal l  not exceed 2:1 (Thin Capi ta l  Rules) ; ( c)  the interest

expense shal l  not exceed the amount as cal culated according

to the corresponding loan interest rate of  relevant f inancia l

insti tutions in  the same interest-calculating period; and (d)

where the parent company fa i l s to pay up thei r due capi ta l

contribution to the PRC company wi thin the speci f ied time

l imi t ( i f  any) , a  par t of  the interest expenses incurred by the

PRC company that i s equivalent to the interest amount accrued

as i f  for the outstanding capi ta l  receivable amount may not be

deducted by the PRC company when calculating i ts E IT taxable

income.

3 .  Tax impacts  of  t ransf er  pr ic ing

The pri cing of  the purchase and sales of  goods and ser vi ces

between related par ties should be in l ine wi th the arm’s
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l ength principle.  Other wise, tax authori ties may make

adjustments.  To justi fy the transfer pri cing rationale, a

benchmark study may be necessar y.
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