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Tax Newsflash

3rd Protocol of Macau-Mainland China
Tax Treaty was signed

A third Protocol of "Arrangement for the avoidance of double
taxation and the prevention of fiscal evasion with respect to
taxes on income" ("DTA") was signhed on 19 July 2016 in
Beijing ("Macau-China 3rd Protocol").

There are three major amendments included in the Macau-
China 3rd Protocol. They are (1) a broadening definition of
transportation business under the DTA. As stated in the
Macau-China 3rd Protocol, income and profits derived from the
operation of ships, aircraft or land transport vehicles in
shipping, air and land transport are all covered in Article 8 of
the DTA; (2) withholding tax rate for royalty paid to aircraft
and ship leasing reduces from 7% to 5%. Meanwhile, one
should pay attention to the fact that the withholding tax
reduction here does not replace the withholding tax rate
applied to the non-aircraft and ship leasing royalty. The
withholding tax rate for the non-aircraft and ship leasing
royalty remains at 7%; (3) anti-avoidance measures are
included to the articles of dividend, interest, royalties and
capital gains.

Similar to Macau, Hong Kong, as the Special Administrative
Region of the PRC, has sighed the 4th Protocol of DTA in 2015
("HK-China 4th Protocol"). Comparing the HK-China 4th
Protocol and Macau-China 3rd Protocol, one should note that
the three amendments as above-mentioned were identically
included in both Protocols.

However, one of the amendments included in HK-China 4th
Protocol was not covered in Macau-China 3rd Protocol. In HK-
China 4th Protocol, the information to be exchanged by the
Tax Authorities were extended. In addition to Individual
Income Tax and Enterprises Income Tax, the tax information
exchange arrangements extended to Value Added Tax,
Consumption Tax, Business Tax, Land Appreciation Tax and
Real Estate Tax. With the exchange of information
arrangement under DTA, should the State Administration of
Taxation ("SAT") has enquiries on a Hong Kong taxpayer from
the captioned PRC tax perspectives, the Hong Kong Inland
Revenue Department will response to the SAT's request. Such
extension on the scope of information exchange was not
included in Macau-China 3rd Protocol. But in the long run, one
believes that similar information exchange arrangements will
be revised in Macau so as to conform the enhancement on
transparency of Macau Tax Regime and to meet the
international standards.
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