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Living with the law

China wants to regulate offshore companies more closely, but there is a way out,
says Mossack Fonseca’s Austin Zhang

The purpose of the amended Enterprise Income Tax Law and the recently
implemented Special Tax Payment Adjustment is to control tax dodging by
enterprises using offshore companies. It will have profound effects on Chinese
enterprises going offshore.

In addition to cracking down on tax dodging, the law will make enterprises think
more about tax planning and consequently approach it in a reasonable and legal
way. The law will regulate such acts as related deals, deals using offshore
companies without any proper commercial purposes, foreign controlled
companies and price transfers.

The enterprises that have close business deals with related parties in offshore
jurisdictions will become a target for China’s tax authority. In other words, the
Chinese government plans to target enterprises using offshore centers to avoid
tax.

But | don't think the law will make courage enterprises to seek help from
professionals in order to use offshore structures lawfully and for reasonable
commercial purposes. This would remove the possibility of being targeted by the
tax authorities. Enterprises that have been using offshore services for improper
purposes need to adjust before it is too late.

European jurisdictions such as Luxembourg, Monaco and the Netherlands are
not popular among Chinese companies because these countries’ laws are
complicated, and because the EU has taken a hard line against offshore
financial centers. This attitude was plain for all to see at the recent Group of 20
summit in London.

Chinese offshore business is more likely to go to the Cayman Islands and
Bermuda — for the purpose of stock market listings — as well as the likes of
Seychelles and Mauritius who have tax treaties with China and approval by the
Ministry of Commerce.
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