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Q:What are the tax law and policies applicable to the Reporting of Related Party Transactions and
pteparation of Transfer Pricing Documentation?
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A:<STA’ s Public Notice on Matters Regarding Refining the Reporting of Related Party
Transactions and Administration of Transfer Pricing Documentation> (Public Notice of The State
Taxation Administration [2016]42, hereinafter referred to as Notice No .42 of the STA) is issued by STA
in June 2016, which requires eligible tax payer to fill <Enterprise Annual Reporting Forms for
Related-Party Transactions>(hereinafter referred to as< Forms for Related-Party Transactions >) before
May 31. Taxpayers should complete the Annual Corporate Income Tax Filings before making the
Reporting of Related Party Transactions.
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Q:What are the legal liabilities in concern of failing to Report the Related Party Transactions?
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A: Article62 of <Administrative Law of the People's Republic of China on the Tax Revenue
Collection> states that: for the taxpayer not completing the tax declaration and not submitting the data
of tax payments before the set deadline or the withholding agents not reporting the report forms of the
withholding and remitting, collecting and remitting the taxation and relative documents to the tax
authorities before the set deadline, the tax authorities shall order them to remedy before a deadline. The
tax authorities may impose fines below RMB 2, 000 and in case of serious circumstances, between RMB
2,000 and RMB 10, 000.

Article 44 of < Corporate Income Tax Law of the People” s Republic of China> states that: where
an Enterprise does not provide the information in relation to its related party transactions or it provides
false and incomplete information which does not truly reflect its related party transaction situations, the
tax authorities shall have the authority to deem its Taxable Income in accordance with the laws.

3R A b B AT R B IR?

Q:What kind of entetprise is required to Report Related Party Transactions?
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A:The following enterprises shall report the Related Party Transactions:

1)A tax resident enterprise which pays Corporate Income Tax according to its financial records and
haves dealings with related parties during the filing year.

2)A non-tax resident enterprise which has an establishment or a place of business in China and
settles Corporate Income Tax based on its actual accounts and haves dealings with related parties during
the filing year.

3)Tax resident enterprises that prepare and submit the Country-by-Country Report according to
the requirements of Article 5 of Notice No .42 of the STA, shall submit the < Information of Reporting
Enterprise Form > of < Forms for Related-Party Transactions > and the 6 forms of

Country-by-Country Report, even if they do not have dealings with related parties during the filing year.
4 KRIFIRAKD I P RF X?

Q:What are the methods for the declaration of Forms for Related-Party Transactions?

Z AT w TSR (R EPIR) « AT PRAMNF XBAT LRI R AT
WA BN P, PR A RFCTHSA (W EFR) HAPIR W RABATRE
ECRILHSM K RBEPIRA, LT ABEL & FHSFH I,

A:There are two ways for enterprise to make declaration of Related-Party Transactions: electronic
tax bureau (e-Filing) and door-to-door declaration. In order to save your time, Taxpayers are encouraged
to take the priority of electronic tax bureau (e-Filing) for declaration. It can also be processed through
the electronic tax bureau, if submitted forms are needed to be corrected.

5.4k 5 f2 A+ 4 HA PR 5T B oA 69 A 42

Q:What is the timing for enterprises to prepare the transfer pricing documentation?
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A:A master file shall be completed within 12 months of the fiscal year end of the ultimate
holding company of the enterprise group; local file and special issue file shall

be completed by 30 June of the year following the year during which the related party transactions occur.
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What do contemporaneous documentation cover?
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According to  “Notice42” | there are three types of contemporaneous documentation, namely,
master file, local file and special issue file. Preparation conditions are set for each type of file respectively.
Enterprises shall prepare contemporaneous  documentation as long as they meet the preparation
conditions. It is possible for enterprises to prepare multiple files in the same tax year.

2. AR A b T BB & R TR AR SAS

Which enterprises need to prepare contemporaneous documentation-master file?

FETHFMEZ 0oL, B HELE TR

Any enterprise that meets one of the following criteria shall prepare a master file:
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()The enterprise that has conducted cross-border related party transactions during the tax year
concerned, and the MNE group to which the ultimate holding company that consolidates the enterprise
belongs, has prepared a master file.
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(i) The annual total amount of the enterprise” s related party transactions exceeds 1 billion RMB.

3. wREA A F R AL R - A A

Which enterprises need to prepare contemporaneous documentation-local file?
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Any enterprise that meets one of the following criteria during the fiscal year shall prepatre a local

file:
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() The annual related party transfer of ownership of tangible assets exceeds 200 million RMB (for
toll manufacturing transaction, the amount is calculated using the import/expott customs declaration
prices).

Q& T =i 2HAT 11T,

(i) The annual related party transfer of financial assets exceeds100 million RMB.

BT T Br A R4 ik 244 it 112 7o

(i) The annual related party transfer of ownership of intangibles exceeds 100 million RMB.

(4) Al X AR S 23 434 4T 4000 7 Lo

(iv)The annual total amount of other related party transactions exceeds 40 million RMB.
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In addition, according to Article 28 of "the Administrative Matters for Special Tax Adjustment and
Mutual Agreement Procedure" (Public Notice of the State Administration of Taxation [2017] 0),
enterprises engage in single production such as processing with supplied materials or imported materials
for overseas related parties, or engage in the business of distribution or contract R&D business, suffer a
loss, regardless of whether it meets the contemporaneous documentation preparation standard in

“Notice 42” ,shall submit local files for the loss-making year.
4. AR b F 2R & R - F R A

Which enterprises need to prepare contemporaneous documentation-special issue file?
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Special issue files include special issue file on cost sharing agreements and special issue file on thin
capitalization.
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()An enterprise that enters into or implements a cost sharing agreement (hereafter referred to as

“CSA” ) shall prepare a special issue file for the CSA.
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(i)An enterprise with a related party debt-to-equity ratio exceeding the threshold shall prepare a
special issue file on thin capitalization to demonstrate its conformity with the arm’ s length principle.

5. &b AR H T T ARR AL R TH

Under what circumstances can an enterprise be exempted from preparing contemporaneous
documentation?
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Enterprises that meet any of the following circumstances may be exempted from preparing all or
part of the contemporaneous documentation:
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(i) Enterprises with effective advance pricing agreements in place may choose not to prepare local
file and special issue file with respect to the related party transactions covered by such advance pricing
agreements, and the amount of these related party transactions is excluded from the calculation of the

thresholds stipulated in Articles 13 of “Notice 42”
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(i) Enterprises with only domestic related party transactions may choose not to prepare master file,
local file and special issue file.

6. EARAE M AT BRS04

What conditions need to be met to simplify the submission of the master file?
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In accordance with the requirements of “the Announcement of the State Administration of
Taxation on Clarifying Matters Related to the Provision and Administration of contemporaneous
documentation master file” (Public Notice of the State Administration of Taxation [2018] 14,
hereinafter referred to as  “Notice 14” ). Enterprises can simplify and submit the master file as long as
they meet the following conditions: First, it complies with the preparation conditions of the master file
in  “Notice 42” ; Second, enterprises within the group are under the jurisdiction of two or more tax
authorities; Third, enterprises take the initiative to provide the master file. It should be noted that the
"voluntary provision" mentioned in  “Notice 14” refers to the situation where the enterprise provides
the master file before the implementation of the special tax adjustment by the tax authorities.
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In what period should the enterprise complete the preparation of the contemporaneous

documentation?
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A master file shall be completed within 12 months of the fiscal year end of the ultimate holding
company of the enterprise group; local file and special issue file shall be completed by 30 June of the
year following the year during which the related party transactions occur.

8. b AT HF B4R A AH

When should the enterptise provide the contemporaneous  documentation?
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Contemporaneous documentation shall be submitted within 30 days after receiving a request from
the tax administrations. Enterprises that fail to submit contemporaneous documentation due to an event
of force majeure shall submit the contemporaneous documentation within 30 days after the event of
force majeure ceases to prevent the submission.

9 RMEHNRAAHLIALE

What are the regulations for the preservation of contemporaneous documentation?
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Contemporaneous documentation shall be kept for 10 years from the completion date of the
preparation as required by the tax administrations. In the event of a merger or divestiture, the relevant
contemporaneous documentation shall be kept by the surviving enterprise after the merger or

divestiture.

HYIT BB B EAERAR ik FIITHEEXEHBESPERETE B & 30124, 3013 =
Hi%: 0755-82810831. 82810900 http: //www. cntransferpricing. com/ http://www. szsmart. com/
21



http://www.cntransferpricing.com/
http://www.szsmart.com/

(fad Smart T R B

10, 4335 BRI FAE AR XA TR

What are the risks of violating the relevant regulations for the Administration of Contemporaneous
Documentation?
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For enterprises that submit contemporaneous documentation and other relevant information in
accordance with relevant provisions, when additional tax is imposed by the tax administrations during
the special tax investigation, an interest can be levied based on the People” s Bank of China central base
lending rates for the same period to which the tax payment is related, in accordance with the provisions

under Article 122 of the implementation regulations of the Enterprise Income Tax Law.
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