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Large payments to overseas in the spotlight 

 
     Key points 

 
 
 
 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
  
 
 
 

 
 

 

 

 

 

 

  

» Service fee and royalty payments 
of a substantial amount by China 
companies to their overseas 
affiliates are subject to scrutiny 
 

» Companies are urged to review 
the reasonableness and 
sufficiency in documentation well 
in advance. 

 

 
 

 
 

Contacts 
 
 
China 
 
Martin Ng 
Managing Partner 
Martin.ng@worldtaxservice.cn 
+ 86 21 5047 8665-202 
 

Germany 
 
Xiaolun Heijenga 
Partner 
German Certified Tax Advisor 
xiaolun.heijenga@wts.de  
+ 49-69-1338 456 - 320 
 

WTS – strong presence in about 100 countries 

Albania • Angola •Argentina • Australia • Austria • Azerbaijan • Belarus • Belgium • Bolivia • Bosnia-Herzegovina • Brazil • Bulgaria • Cambodia • Canada • Chile 
• China • Colombia • Costa Rica • Croatia • Cyprus • Czech Republic • Denmark • Egypt  • Ecuador • El Salvador • Estonia • Finland • France • Germany  • Ghana 
• Greece•  Guatemala • Honduras • Hong Kong • Hungary • India • Indonesia • Iran • Ireland • Island • Israel • Italy • Japan • Kazakhstan • Kenya • Korea • Kuwait 
• Laos • Latvia • Lebanon •  Lithuania • Luxembourg • FYR Macedonia • Malaysia • Malta • Mauritius • Mexico • Mongolia • Montenegro • Morocco • 
Netherlands •  New Zealand • Nicaragua • Nigeria •  Norway • Oman •  Pakistan • Panama • Peru • Philippines • Poland • Portugal • Qatar • Romania • Russia • 
Saudi Arabia • Serbia • Singapore • Slovakia • Slovenia • South Africa • Spain • Sri Lanka • Sweden • Switzerland • Taiwan • Thailand • Tunisia • Turkey • 
Turkmenistan • UK • United Arab Emirates • Ukraine • Uruguay • USA • Uzbekistan • Venezuela • Vietnam 
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1) Background 
 

Once again service fee and royalty payments of a substantial amount by China companies to their overseas 
affiliates are subject to scrutiny, under the recent notice sent by State Administration of Taxation (SAT) to all 
local tax authorities throughout China, called the “Notice on Anti-Tax Avoidance Audit Regarding Substantial 
Payments to Overseas”, issued on 29 July 2014 (ref. Shui-Zong-Ban-Fa [2014] 146). 
 
This SAT notice requires nationwide local tax authorities to probe into cases of significant payments of royalty 
or service fees to overseas affiliates, especially those fee recipients locating in low tax countries or regions. 
The investigation is required to cover a period of ten years, from 2004 to 2013, and an investigation result shall 
be submitted to SAT by 15 September 2014.  The notice highlights the following cases of a higher tendency to 
avoid taxes, and instructs that a transfer pricing audit should formally be launched against cases of obvious 
tax avoidance.  
 
For service fee payments:  
 
1. Payments to shareholders for services rendered by the shareholders 
2. Payments to the group for shared services organized by the group 
3. Payments for services which normally can be handled by the China entity itself or for services duplicated 

with those provided by its independent service provider in China 
4. Payments for services which do not match with the China entity’s functionality / risk level, nor with its 

operation or business cycle 
5. Payments for services co-existing with other transactions which have charged for the same fees 

For royalty payments: 
 
1. Payment of royalty to tax havens 
2. Payments of royalty to overseas affiliates which assume none or simple functions  
3. Payments of substantial royalty to overseas for rights that the China entity has made significant contribution 

to its value, or for rights which have significantly depreciated in value 
 

2) WTS observation 
 

It can be recalled that a similar audit has happened in early 2009, ordered by SAT’s rule then (Guo-Shu-Fa 
[2009] 32). Local tax authorities were asked to probe into cases of non-trade payments from China to non-
residents which could potentially trigger withholding tax obligations. The current investigation has extended the 
arm of laws, examining the substantiality and deductibility of these payments from transfer pricing perspective. 
 
Under the current disclosure practice, all agreements involving payments or service fee / royalty are required 
to be registered with local tax authorities within 30 days of execution. Therefore, it would not be surprising that 
local tax authorities can identify targets from their existing record. Companies involving in substantial service 
fee / royalty payments to overseas are urged to review their payments’ reasonableness and sufficiency in 
documentation well in advance.   
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Martin Ng 
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Martin.ng@worldtaxservice.cn 
+ 86 21 5047 8665 ext.202 
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Xiaolun Heijenga 
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xiaolun.heijenga@wts.de  
+ 49-69-1338 456 - 320 
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Disclaimer 

The above information is intended for general information on the stated subjects and is not exhaustive treatment of any 
subject. Thus, the content of this Infoletter is not intended to replace professional tax advice on the covered subjects. WTS 
Consulting (Shanghai) Ltd. cannot take responsibility for the topicality, completeness or quality of the information provided. 
None of the information contained in this Infoletter is meant to replace a personal consultation. Liability claims regarding 
damage caused by the use or disuse of any information provided, including any kind of information which is incomplete or 
incorrect, will therefore be rejected. If you wish to receive the advice of WTS Consulting (Shanghai) Ltd., please make 
contact with one of our advisors. All copyright is strictly reserved by WTS Consulting (Shanghai) Ltd. 


