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Abstract

- The objectives of this independent study are to analyze motivation of taxation and
transfer pricing for investment in the People’s Republic of China, The results of the study can be
categorized into analysis on economic trends in its foreign investment, and analysis on motivation
the People’s Republic of China introduces through taxation, tariffs and regulated transfer pricing
for investors after the country becomes member of the WTO. The study involves researching
from documents, articles, on-line information, and interviewing with four companies in Chiang
Mai and Lamphun investing in the target country, to be analyzed and presented in a descriptive
format.

The study finds that direct foreign investment in the People’s Republic of China in 2001
increases 14.9 percent or 41.9 billion USD from 2000. Direct foreign investment in the first {ive
months of the year 2002 values 16.92 billion USD, which 1s 12.38 percent increase from the same
pertod n the previous year. Its government has introduced supportive policies o promote foreign
investments in every business, along with efforts in systematic economic development, resulting
in over 8 percent economic growth.

Regarding motivation China introduces through taxation, tariffs and regulated transfer

pricing, the study finds several incentive schemes to boost foreign investments as [ollows.



Foreigners working in China over a period of 90 days within a year have to pay personal income
tax at a progressive rate ranging between 5-45 percent. However the first 4,000 RMB (19,468
Baht) of the salary is tax-exempted. In comparison, the Chinese employee has to pay income tax
from the salary of 500 RMB. Other income, for example interests rent and dividends has to be
levied at 20 percent. Privilege for corporate income tax for foreign investments in investment
promotion zones is tax exempt and decrease of 15 — 24 percent in comparison with the normal
rate of 30 percent. Foreign investors benefiting from corporate tax exempt are also exempted
from 5 percent local tax. Next is tum over linkage tax which includes value-added tax
consumption tax and business tax. The value-added tax (VAT} is levied at 13 17 and 0 percent
depending on the type of business. The consumption tax is charged at 3 — 50 percent from
manufacturing, subcontracting (OEM} and importing of certain kinds of goods. Business tax is
collected at 3 — 20 percent from transfer of intangible assets property sales and services. This
applies to both Chinese and foreign investors alike. Other taxes for example customs for foreign
importation can be reduced for companies under category of encouragement . Domestic investors
are charged at a minimum rate of 17 percent. Withholding tax is less 10 percent from any
payment to foreign companies not registered in China, and is to be collected by the Ministry of
Finance.

Regarding motivations for transfer pricing for investors, the study finds that the
regulations for transfer prices in accordance with international ethical pricing. Most foreign
companies in China apply mark up, cost-plus method, but have to be reasonable.

The results of the study lead to suggesting that foreign investors should study carefully
beforehand which business is promoted, restricted, or even prohibited by the Chinese
Government. They should pay attention to the country’s regulations on taxation and transfer
pricing for the laws in the PeopIe,s Republic of China always change. Recently China is
remarkably emphasized on the development of its facility, which is reflected in exemption of
taxation to concemed enterprises as well as significant promotion for foreign business that bring

technology into its country.



