
New Stipulations for 
Reporting Foreign 
Investments and Income
of Chinese Resident 
Enterprises

 

To regulate the information reporting of the foreign investments and income of 
Chinese resident enterprises, the State Administration of Taxation formulated
the Notice on 
              (hereinafter referred as  “Notice”), which was implemented from 1
September 2014. Compared with previous regulations on information collecting
and reporting, the Notice stipulates that Chinese resident enterprises held 10% 
or above shares of a foreign company shall report their information with 
significantly higher requirements for information disclosure. The new policy 
will exert far-reaching influence on the foreign investment and daily operation 
of Chinese enterprises. Here are our insights for you. 
  

Policy Background
  

According to statistics, in 2013 China’s non-financial foreign direct investment 
reached 90.17 billion dollars with a year-on-year increase of 16.8%, ranking the 
third in the world. With the huge amount of investment, the information exchange 
of foreign investment is rather complicated. However, the frequency of 
information collecting and contents of disclosure in the original obviously fell 
behind the investment growth, not satisfying the demand for clarifying the 
investment structure and proportion and information about shareholders and 
senior management, posing many obstacles for the tax collection of tax authorities.

The upgrading and reforming of the Chinese economy is another important reason 
for launching the new policy. In the past, China focused mainly on attracting 
foreign capital, and therefore, tax authorities also focused on managing the cross-
border taxation of investment in China. However, as the Chinese economy steps up,
many enterprises start going abroad. The tax administration of resident enterprises’
foreign investment has become a big loophole.
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Applicability of the Notice
 

The Notice is applicable to the following two situations: 1) resident enterprises hold a stipulated portion of 
shares or obtain income from foreign investment; 2) non-resident enterprises which have institutions 
established within Chinese territory obtain foreign income associated with their domestic institutions. Note 
that the Notice is also applicable to private equities investing overseas. Since partnership enterprises are 
non-resident enterprises, the obligation of reporting shall be assumed by the partner rather than the 
partnership enterprise itself if the private equity adopts partnership system.

Main Contents of the Notice
  

The Notice stipulates that in the following circumstances, enterprises shall fill in the  
                                                                                                                 when they are filing for the corporate 
income tax:
     A resident enterprise directly or indirectly holds 10% or above shares or voting shares in a foreign 
     enterprise;
     The proportion of shares or voting shares held directly or indirectly by a resident enterprise changes 
     from less than 10% to 10% or above; 
     The proportion of shares or voting shares held directly or indirectly by a resident enterprise changes
     from 10% or above to less than 10%.

If the controlled foreign enterprises are established in the country with a low tax burden and do not 
distribute the profits or reduce the profit distribution without reasonable operation requirements, they shall 
fill in the                                                                                                               and submit annual 
independent financial statements formulated based on the Chinese accounting system when they file for 
annual corporate income tax. Additionally, resident enterprises enjoying the tax credit of foreign equity 
investment gains (dividend, bonus, etc.) stipulated by the                                                shall also report the 
annual independent financial statements.

Enterprise Response
  

Though this is not a new stipulation of requiring resident enterprises to report their foreign investments and
income, the Notice changes the original annual reporting into monthly/quarterly reporting and puts forward 
stricter and more detailed requirements on information disclosure. We suggest enterprises to take the 
following measures:

1. Review documents of the foreign enterprises within the reporting scope, and establish channels and 
    mechanisms to collect and track the information of foreign shareholding and income.

2. Since the Notice does not restrict levels of indirect shareholding chain, the shareholding chain at all levels 
    will be calculated into the portion of indirect shareholding. Therefore, when investing overseas, 
    enterprises should not only understand the operational situation and the information of the shareholders
    and senior management of the foreign directly invested enterprises, but also pay attention to the situation 
    of the indirect controlled foreign enterprises on their shareholding chains.
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3. According to the Notice, some enterprises shall submit their annual financial statements formulated 
    based on the Chinese accounting standards. It will raise two issues: 1) for the uncontrollable shareholders, 
    it is rather difficult to obtain the financial statements from the indirectly shareholding foreign enterprises;
    2) because of the difference between domestic and foreign accounting standards, it is a challenge for the 
    financial officers to convert the foreign financial statements into statements in accordance with the 
    Chinese accounting standards. To solve these issues, the enterprises need to arrange all-around trainings 
    for related staff and improve the communication skills of the financial officer.

4. When reporting, the enterprises shall pay attention to the corresponding relationship between the 
    disclosed contents and other information reported to the tax authorities, ensuring the consistency between 
    the information reported and the information disclosed by other Chinese shareholders in the foreign 
    enterprises. Meanwhile, besides the financial statements of foreign enterprises, enterprises need to 
    prepare and keep other supporting documents for following inspection and verification by the tax 
    authorities. 

Though the Notice does not specify the reporting details about foreign investments and income, it is a 
consensus that foreign investments will gradually become transparent. Up till now, China has signed the 
tax information exchange agreements with ten countries or regions and signed a  
                            (FATCA) with the US. It is another strong signal to the world that information sharing 
will prevail and verification of the reporting documents will become stricter in the future. Therefore, when 
considering foreign investments, enterprises need to access the influence of this tendency on their tax 
burden and make advance arrangement of the expected profits.
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