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A new tax incentive policy has been announced to
encourage foreign investors to continue investing and
operating in China
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Dear Madam, Dear Sir,
Bt / e,

| trust this email finds you well.
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On 27 June 2025, the Ministry of Finance, the State Administration of Taxation and the Ministry of Commerce
announced a tax incentive policy aimed at encouraging foreign investors to reinvest distributed profits in China.
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This policy is applicable to investments made between 1 January 2025 and 31 December 2028.
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We summarize down below the key takeaways for your reference.

PWEBRERLCLDINT,

China Outsourcing Team
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Key policy benefits

Foreign investors meeting all conditions may
claim a tax credit up to 10% of the
reinvestment amount against their tax
liability on dividends, interest and royalties.

Key eligible conditions for applying

the policy

Eligible reinvestment must satisfy all the

conditions as follows:

e Sources of profit

- The distributed profits must derive

from the retained earnings of the
Chinese subsidiaries

- The profits must be actually
distributed to the foreign investor

e Forms of reinvestment

- Increase or conversion of capital or
capital reserve

- Establishing a new enterprise in
China

- Acquisition of equity in Chinese
resident enterprises from unrelated
parties

Please note that investments in listed stocks
are excluded, unless they qualify as
strategic investments.

e Period of reinvestment

- Reinvestments must occur between
1 January 2025 and 31 December
2028
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¢ Industry requirements

- The investee company must
operate in industries encouraged*
for foreign investment, such as
manufacturing, high-tech sectors.

*The encouraged industries are listed in the
National Catalogue of Industries
Encouraging Foreign Investment.

e Holding period

- The reinvestment must be held
continuously for at least five-year
(60 months)

- Early withdrawal will result in a
proportional credit reversal and the
requirement to pay taxes

e Fund flow path

- If the profits for domestic direct
investments are paid in cash or in-
kind, the relevant funds or assets
ownership shall be transferred
directly from the profit-distributing
enterprise's account to either the
investee company's account or the
equity transferor's account

- The funds may not be circulated
among other accounts, or held by
other enterprises or individuals on
its behalf

Tax Treatment under the policy
e Creditable tax liabilities
- The withholding tax liabilities on
dividends, interest and royalties
obtained from the profit-distributing
enterprise can be offset
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e Tax creditable amount

- The maximum tax credit amount is
10% of the reinvestment amount, or
the applicable treaty rate, whichever
is lower

- Any excess portion after the credit
for the current year may be carried
forward to future years

- If foreign investors fully or partially
withdraw the reinvestment before
the required five-year (60 months)
holding period, they must:

o pay the deferred withholding
taxes

o adjust the tax credit amount on
a pro rata** basis

Please note that the announcement does
not specify how the pro rata adjustment will
be calculated. Detailed guidelines are
expected to be published.

Impact on Foreign Investors

« This policy can directly reduce foreign
investors' tax liability, providing
immediate tax relief

o It can also be combined with other
industrial investment policies and
preferential policies to enhance support
for foreign investors

Point of attention

« Some formalities need to be completed
by investee company on behalf of the
foreign investors before they can take
advantage of this policy

o THRGBHE
- EIRRTREE R B R SRR
10%ERBHNERZ (ISR /9IE)
- SHARIRRSEEERIREIT SR LS
E
- BINERREERSF (601MA) &
(A HE RIS EREER D BB
&, Mwssm:
o HMEIBTERITURFT{SRRTLK
o IRLLBIEAECIRRRTE

HER: NRLERBIHRLLGIEERRIR
HEEE, MitEEEHaTiEaN,

FIMEFR R E RN

o ZBURAEERGRIMNEIR B E IR 405
B, SCILRPRIFRUTRLS

o OISR BERIMASBEREINE
A, 1EESENE

TSI
. HNERZFEFBBIHRIRIEWSTAER
FERTTAIEZBERINE



« The specific procedures and formalities,
including those involving the Ministry of
Commerce (via the unified platform) and
tax authorities, remain to be clarified. In
view of this, enterprises and investors
should stay updated on the progress of
the policy’s implementation

We recommend evaluating the structure of
reinvestments to identify potential
optimization opportunities.

We are available to assist you with any
questions you may have. Please do not
hesitate to reach out to your Forvis Mazars
point of contact.

References:

The Ministry of Finance, State
Administration of Taxation and Ministry of
Commerce, [2025] No.2: Announcement on
Tax Credit Policy for Overseas Investors
Using Distributed Profits for Direct
Investments (link here in Chinese).

National Development and Reform
Commission, Ministry of Commerce, Decree
No.52: Catalogue of Encouraged Industries
for Foreign Investment (Edition 2022) (link
here in Chinese).
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https://fgk.chinatax.gov.cn/zcfgk/c102416/c5241515/content.html
https://www.gov.cn/zhengce/2022-10/26/content_5730383.htm
https://fgk.chinatax.gov.cn/zcfgk/c102416/c5241515/content.html
https://www.gov.cn/zhengce/2022-10/26/content_5730383.htm
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Disclaimer

This publication contains general information and is
not intended to be comprehensive nor to provide
financial, investment, legal, tax or other
professional advice or services. This publication is
not a substitute for such professional advice or
services, and it should not be acted on or relied
upon or used as a basis for any investment or other
decision or action that may affect you or your
business. Before taking any such decision, you
should consult a suitably qualified professional
adviser. While reasonable effort has been made to
ensure the accuracy of the information contained in
this publication, this cannot be guaranteed and
neither Forvis Mazars nor any of their subsidiaries
or any affiliates thereof or other related entity shall
have any liability to any person or entity which
relies on the information contained in this
publication, including incidental or consequential
damages arising from errors or omissions. Any
such reliance is solely at the user’s risk.

In the context of this publication, China, Mainland
China or the PRC refers to the People’s Republic
of China but excludes Hong Kong Special
Administrative Region, Macao Special
Administrative Region and Taiwan Region.

About Forvis Mazars

Forvis Mazars is a global leader in audit &
assurance, tax, advisory and consulting services.

Operating in over 100 countries and territories, we
blend scale, capacity, and coverage with agility,
profound insight and a tailored approach that
reflect our clients’ unique challenges, complex
regulatory landscapes and cultural diversity.

Our 40,000+ strong team is committed to providing
an unmatched client experience, one that feels
right, personal and natural to each and every one
of our clients. Together we nurture a deep
understanding of our clients’ industries, bringing
clarity and helping our clients confidently prepare
for what’s next. Our professionals have the
experience and skills to serve organisations of all
sizes, both locally and globally, now and into the
future.

Global to see the big picture, local to understand it,
we are built for our clients, people, industry, and
society.

© Forvis Mazars 2025. All rights reserved.
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Contact

Shanghai

8t Floor, One Lujiazui, 68 Middle Yin Cheng
Road, Pudong District, 200120 Shanghai
Tel.: +86 21 6168 1088

Thomas Chen

Partner, Head of Outsourcing
+ 86 21 6168 1088 Ext. 201
thomas.chen@forvismazars.cn

Beijing

16" Floor, Tower A, AIA Financial Center, 26A
East 3rd Ring Rd N, Chaoyang District,
100020, Beijing

Tel.: +86 10 8429 8078

Julia Zhen

Partner

+86 10 8429 8078 Ext. 238
julia.zhen@forvismazars.cn

Guangzhou

1308, Grand Tower, No. 228 Tianhe Road,
Tianhe District, 510620 Guangzhou

Tel.: +86 20 3833 0235

Chloe Zhang

Partner

+86 20 3833 0235 Ext. 210
chloe.zhang@forvismazars.cn

Website:
https://www.forvismazars.com/cn

WeChat:
ID: Forvis Mazars
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