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FATCA: China reaches “agreement in substance”

The U.S. Department of the Treasury (“U.S. Treasury Department”) recently
updated its Foreign Account Tax Compliance Act (FATCA) website to record
the fact that China has reached an “agreement in substance” for a Model 1

e China has reached
an “agreement in

substance” forg Intergovernmental Agreement (IGA) with the US, and has agreed to this status
Model 1 IGA with effective from 26 June 2014.

the US, effective

26 June 2014 In April 2014, the U.S. Treasury Department and Internal Revenue Service

announced that foreign financial institutions (FFI) located in jurisdictions that
have reached an “agreement in substance” with the US regarding the terms of
an IGA under the FATCA regime, will be treated as having such an agreement
in effect until the end of 2014.

The abovementioned treatment was available to jurisdictions that had:
e Reached such "agreements in substance” prior to 1 July 2014

o Consented to having the agreement status disclosed.

The 'in effect’ status applies to FFls resident in the IGA jurisdiction as well as to
any branch located in such jurisdiction. It does not apply to branches located
outside of the jurisdiction. If the jurisdiction fails to sign its IGA by 31
December 2014, the jurisdiction will be removed from the ‘in effect’ list.

Hong Kong reached an “agreement in substance” with the US in May this year
in respect of a Model 2 IGA, having earlier concluded a tax information
exchange agreement in March 2014.

China is one of the US's largest trading partners and this is an important
development in achieving overall tax compliance through information sharing
agreements. In the past, Chinese officials expressed concern about the
potential burdens of complying with FATCA, and the US has used IGAs to
simplify compliance.
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China will now be treated as having an agreement “in effect” for FATCA
compliance purposes, which means Chinese financial institutions will now
avoid the potential 30 percent withholding tax that could have been imposed
under FATCA. In addition, the agreement will also enable Beijing to obtain
information on mainland taxpayers in the US to help counter tax evasion.

China will have until the end of the year to finalise and sign the IGA in order to
retain the Model 1 IGA status.

It is understood that Chinese financial institutions may now register at the
FATCA Registration Portal as a "Registered Deemed-Compliant FFI" within a
Model 1 IGA jurisdiction. Financial institutions are required to register with the
US IRS and obtain a Global Intermediary Identification Number (GIIN) from the
US IRS before 1 January 2015.

In order to ensure certainty and compliance, it is hoped that further guidance
will be provided shortly by of the PRC Government on how financial institutions
can fully comply with their FATCA obligations and details of any local
exemption.

The list of jurisdictions treated as having an IGA in effect, as well as the list of
countries with signed IGAs, is available on the U.S. Treasury Department
website.
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