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Transfer Pricing Rules: What changes? 
 
By Saro Capozzoli, Enrico Borsari, Tommaso D’Amico – Jesa 
 

On March 18th 2015, the State Administration of Taxation (SAT) 
issued new guidelines on transfer pricing transactions. The new rules, 
which immediately entered into force, questioned the deductibility of 
different sorts of transfer pricing transactions. 
But what is transfer pricing and which entities would be affected by the 
crackdown of its eligibility? 
 
What is transfer pricing? 

Transfer pricing refers to the monetary appraise of contribu-
tions (services, funds, assets, tangible and intangible, and licences) 
transferred within an organization. For instance, goods coming from 
the manufacturing division could be sold to the sales division, or goods 
produced by a subsidiary company may be sold back to the foreign 
parent company. Since these transactions involve related parties, their 
quotation unlikely conforms with the “arm’s length standard” (namely, 
the market price of the very same transaction if it was to be carried out 
between independent entities). Of course, when it comes to related 
companies, the decision to quote prices far from being the market ones 
is aimed to strategically allocate and repatriate the groups’ total profits. 
Under a fiscal point of view this occurrence scares fiscal authorities 
worried that multi-national companies may possibly fix transfer prices 
on cross-border transactions to shrink taxable profits in their juris-
diction. 

 
 

Even though Chinese attempts to settle policies to control the 
shifts of profit back to parent companies dates back to the first decade 
of the new millennium, since March 2015, policies got more strengthen  
and difficult to by-pass, making transfer pricing a major tax compli-
ance issue for multi-national companies. 
 
Who is subjected to transfer pricing rules and to which extent? 

In China, transfer pricing applies to transactions between re-
lated parties. Only the companies that are actually doing business in 
China are subjected to transfer pricing rules, while these do not 
concern entities involved in the purchase of product from, or the sale of 
product to China. The relationship threshold for transfer pricing rules 
to apply between parties is twenty-five percent ownership –no matter 
if either or indirect ownership, or control.  

The indirect shareholding participation is calculated by con-
sidering 25 percent ownership to be counted as 100 percent when 
multiplying the shareholding percentages of each level of indirect 
shareholding. In addition, other criteria such as loans and effective 
control can be taken into account when validating the independence of 
two entities. 

 
New rules: What has changed? 

The State Administration of Taxation set that services provided 
to the Chinese branch by overseas related party must assure the 
former some sort of economic benefits, either direct or indirect. If 
these benefits are not clearly identifiable, the service expenditure 
cannot be deductible from taxes. 
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In detail, the new guidelines provide that are not deductible: 
 

1. Services not pertaining to the operations of the company; 
2. Services aiming to protect the interests of company’s shareholders. 

Since the Chinese subsidiary is not beneficiary of services such as 
management, supervision and monitoring, these transactions do 
not abide by the arm’s length standard; 

3. Services provided by the overseas parent company to the Chinese 
branch, whenever the latter has already performed or bought the 
same services from third independent parties; 

4. Services furnished by the overseas party whenever they have 
already been subjected to payments in previous transactions 
between associates; 

5. Advantages that the Chinese branch can make use of for being part 
of a group but that would be deemed a service given by the 
overseas company. For instance, being backed up by a big group 
can increase lender’s confidence and help finding better loan terms. 

6. Services do not result in economic benefits for the Chinese branch. 

SAT did not further specify the subject matter of the announcement. 
For instance, it remains unclear to which extent a service can be 
deemed irrelevant to companies’ operations and the amount of eco-
nomic benefits the Chinese branch has to acquire in order to justify a 
pricing transaction. Reasonably, the principle of good sense and ra-
tionality ought to apply. Whenever prices between parent companies 
and its Chinese subsidiaries do not look reasonable enough, the 
transaction will likely to face serious troubles when it comes the time of 
tax declaration. Clearly, in case a Chinese company bought €50 hy-
draulic components from its Italian mother company and paid €500 for 

those components so that the sales’ profits is stored in Italy rather 
than in China, Chinese tax authorities will probably intercede in the 
transaction recalculating the Chinese subsidiary’s taxes as though it 
has paid 50€ for the spare parts. 
 
Transfer pricing in China is getting an issue. Its rules and penalties 
needs to be evaluated in a serious way. 
It is only through the comprehensive understanding of Chinese 
regulatory requirements, tax system, and transfer pricing rules that 
intercompany expenditures can be effectively used to repatriate cash 
back in the home country. 
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ADDRESS IN SHANGHAI 

LANE  112  FENYANG  ROAD  –  HOUSE 

4 
200031  SHANGHAI  -  CHINA 
Tel  +86 21 64331555   
Fax +86 21 62880072  
 
Offices also in: 
Saudi Arabia, Mongolia, Chile  
 
LEGAL NOTICE 
The content of this newsletter is com-
posed and written by JESA, and thus it is 
not reproducible and cannot be diffused 
indiscriminately without JESA’s consent. 
The purpose of this newsletter is to 
keep our contacts informed about im-
portant changes occurring in China; any 
use of it that differs from the initial 
purpose must be authorized by JESA.   

mailto:info@jesa.com.cn
http://www.jesa.com.cn
mailto:enrico@jesa.com.cn
http://www.jesa.com.cn/jesa/Index.p
http://www.jesa.com.cn

