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In brief

Recently, the State Administration of Taxation (SAT) released a public notice, Public Notice Regarding
Certain Matters on Corporate Income Tax (CIT) Policy Risks Alert Service (the SAT Public Notice
[2017] No.10, Public Notice 10), which sets forth that tax resident enterprises (TREs) who file CIT on an
actual basis can voluntarily choose the CIT policy risks alert service (the Service) to perform online risk
scanning while filing their annual CIT returns (the returns) electronically, and address the tax risks
identified accordingly. Public Notice 10 took effect from 18 April 2017 and applies to the on-going 2016
annual CIT filing. Subsequently, the SAT further introduces the background and details of the Service
through the release of the official interpretation of Public Notice 10 1, the Notice Regarding the Policy on
Provision of CIT Risks Alert Service to Taxpayers (Shuizonghan [2017] No.135, Circular 135) and an
online interview 2, Certain provincial-level tax authorities have also issued their own user manual to

clarify the implementation details.

The Service alerts taxpayers of the potential tax risks identified on the scanning before the completion of
the filing of the annual CIT, which will help them improve the quality of their reported data and reduce
potential tax risks. Moreover, in addition to providing innovative tax service, the launch of the Service
also discloses the tax authority’s trend of taking full advantage of big data to support tax collection and
administration, which will definitely bring significant impact to taxpayers.

In detail

Briefintroduction of the
Service

According to Public Notice 10,
the Service is a tax filing service
measure. Taxpayers can
voluntarily choose the Service
while performing the annual
CIT filing. The detailed
procedures are as follows:

e TRESs that file CIT on an
actual basis can, after
completing the returns on
the online filing system,
choose to directly submit
the returns and settle the
CIT payable or initiate the
Service before the
submission;

e After the Service is initiated,
the online filing system will
scan all the data in the
returns to identify if there

pwc

are any potential tax risks
and provide the scan results
to taxpayers;

e For the tax risks identified,
taxpayers can choose to
revise the returns
accordingly, or ignore them
and directly submit the
returns;

e Before the submission,
taxpayers can repeatedly
replicate the above steps.

The Service shall apply to the

on-going 2016 annual CIT filing.

However, taxpayers that have
already completed the annual
CIT filing before the effective
date of Public Notice 10 cannot
use the Service. Furthermore,
taxpayers have to file the
financial statements and
perform record-filing for
relevant CIT incentives at least
one day in advance.

It is also important to note that,
as a tax filing service to
taxpayers, the tax risks
identified by the Service are
only for taxpayers’ reference

and shall not affect their rights
and obligations as well as
relevant legal liabilities in
relating to the self-filing CIT
annual returns.

What are to be scanned

The official interpretation of
Public Notice 10, Circular 135
and the online interview
provide a detailed introduction
of what are to be scanned and
how the scanning is performed
on the online filing system. The
data used for the Service is
collected from the taxpayer’s
previous reporting, tax
registration, financial and
accounting information, record-
filing and tax-related
information from third parties.
In order to verify the
reasonableness of the data
reported in the returns, the
connection between tax and
financial data, the logic of tax
calculation, and to identify
potential tax risks, the SAT has
come up with more than 200
indicators, including basic
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information indicators, tax policy
indicators, tax and financial
connection indicators, annual and
quarterly filing indicators as well as
indicators relating the inter-
relationship between CIT and other
taxes. Moreover, these indicators will
be adjusted based on actual
circumstances.

In practice, taxpayers shall clearly
understand the scanning results. On
one hand, tax risks identified merely
serve as reminders based on the tax
authority’s previous experience, which
does not definitely mean that such tax
risks do exist in the taxpayers. On the
other hand, the Service is not able to
comprehensively identify all tax risks
of the taxpayers due to various factors.
Hence, even though no tax risks are
identified, it does not mean that the
taxpayers do not have any CIT-related
risks.

Trend of tax collection and
administration

Over the past two years, China’s tax
collection and administration has been
in the period of significant
transformation. As for the concept of
tax administration, the SAT has
launched the “Spring Breeze Action”,
continued to streamline the
administration and delegate the
authority, transform the mode of tax
administration and optimise
taxpayers’ services. With regards to
the mode of tax administration, tax
authorities are progressively shifting
from pre-approval to post-event
administration. The risk-based tax
administration has been conducted
with various methods to enhance the
on-going monitoring and post-event
administrations. In terms of
technology, the SAT has stressed the
importance of improving tax collection

and administration through
technological methods, such as the
“Internet+Taxation” action plan, the
“Golden Tax III Project”, etc., with the
aim to formulate a comprehensive
information system covering all taxes
and the whole tax work procedure.
Regarding data application, the SAT
has consolidated all tax-related data in
a scientific manner to provide more
tailor-made services to taxpayers and
information support of enhanced tax
administration through systematic
analysis and explorations.

It is observed that the SAT has
implemented these reform plans in a
number of tasks, e.g. tax
administration on large businesses,
tax audit, invoice management, etc.
The launch of the Services is a further
exploration and experiment by the
SAT in the reform of CIT. It is
anticipated that new concepts, such as,
“Internet+Taxation” strategy, “Big
Data” and risk-based tax
administration will be more frequently
applied in tax administrations and
taxpayer services in the future.

The takeaway

It is no doubt that the Service will help
taxpayers improve tax compliance and
eliminate their risks of being
challenged or even audited by the in-
charge tax authorities after annual CIT
filings. Taxpayers are recommended to

take the following actions immediately:

e Taxpayers should have an overall
understanding of the background,
content and detailed procedures of
the Service, and determine whether
to initiate the Service based on
their own situations, then complete
the annual CIT filing and settle the
tax payment on time.

e Regarding the potential tax issues
identified, taxpayers should firstly
verify the risks based on their
actual circumstances and find out
the reasons for the risks. For tax
risks identified that are due to the
misunderstanding of tax policy,
error in tax calculation, failure to
provide relevant information,
failure to follow the relevant
procedures, taxpayers should
promptly make the correction. If
no tax risks exist after verification,
taxpayers should perform CIT
filing and settle tax payment as
usual, and communicate with their
in-charge tax authority where
necessary.

e Atthe current stage, the Service
cannot identify all tax risks due to
various factors. As such, even
though the Service has not
identified any tax risks, taxpayers
should still pay close attention to
potential tax risks.

e Last but not least, taxpayers should
manage their tax risks by closely
following tax authority’s reform
actions and their positions in tax
collection and administration, as
well as continuously enhancing
tax-related administration to
improve their tax compliance level.

Endnote

1. For the full text of the official
interpretation of Public Notice 10,
please refer to the official link below:
http://www.chinatax.gov.cn/n810341
/n810760/c2573025/content.html

2. For details of the online interview,
please refer to the official link below:
http://www.chinatax.gov.cn/fangtan
/170420fangtan/index.html
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For a deeper discussion of how this issue might affect your business, please contact a member of PwC’s China Tax
and Business Service :

Peter Ng Spencer Chong Edwin Wong

+86 (21) 2323 1828 +86 (21) 2323 2580 +86 (10) 6533 2100
peter.ng@cn.pwc.com spencer.chong@cn.pwc.com edwin.wong@cn.pwc.com
Alan Yam Charles Lee

+86 (21) 2323 2518 +86 (755) 8261 8899

alan.yam@cn.pwc.com charles.lee@cn.pwc.com

With close to 2,700 tax professionals and over 170 tax partners across Hong Kong, Macau, Singapore, Taiwan and 20 cities
in Mainland China, PwC’s Tax and Business Service Team provides a full range of tax advisory and compliance services
in the region. Leveraging on a strong international network, our dedicated China Tax and Business Service Team is striving
to offer technically robust, industry specific, pragmatic and seamless solutions to our clients on their tax and business issues
locally.

In the context of this News Flash, China, Mainland China or the PRC refers to the People’s Republic of China but excludes Hong Kong Special
Administrative Region, Macao Special Administrative Region and Taiwan Region.

The information contained in this publication is for general guidance on matters of interest only and is not meant to be comprehensive. The
application and impact of laws can vary widely based on the specific facts involved. Before taking any action, please ensure that you obtain advice
specific to your circumstances from your usual PwC'’s client service team or your other tax advisers. The materials contained in this publication were
assembled on 12 May 2017 and were based on the law enforceable and information available at that time.

This China Tax and Business News Flash is issued by the PwC’s National Tax Policy Services in China and Hong Kong, which comprises of a
team of experienced professionals dedicated to monitoring, studying and analysing the existing and evolving policies in taxation and other business
regulations in China, Hong Kong, Singapore and Taiwan. They support the PwC’s partners and 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.

For more information, please contact:

Matthew Mui
+86 (10) 6533 3028
matthew.mui@cn.pwc.com

Please visit PwC’s websites at http://www.pwccn.com (China Home) or http://www.pwchk.com (Hong Kong Home) for practical insights and professional
solutions to current and emerging business issues.
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