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Reference: N/A

Issuance date: 25 December
2016

Effective date: 1 January
2018

Relevant industries: All
Relevant companies:
Enterprises, public
institutions and other
persons engaged in
production or any other
business operation that
release polluting items into
the environment

Relevant taxes:
Environmental protection tax

Potential impacts on

businesses:

* Need to be prepared for
implementation of
environmental protection
tax

* Tax burden not increased
after the conversion

You may click here to access
full content of the circular.

WEEKly Undale

Law 0T the People s Repubiic of Chinaon environmental
protection 1ax

As highlighted in KPMG China Tax Weekly Update (Issue 34, September 2016),
on 29 August 2016, the 12th National People’s Congress (NPC) initially
discussed the draft environmental protection tax law (Draft).

On 25 December, Law of the People’s Republic of China on Environmental
Protection Tax (“the Law ") was approved by NPC, and will apply from 1
January 2018, replacing the pollution fee currently levied by local governments.

« Enterprises, public institutions and other persons engaged in

production or any other business operation that release
Taxpayers polluting items into the environment directly in the territory of
the People's Republic of China as well as the sea waters
under its jurisdiction

» Air pollution: 1.2 - 12 CNY per pollution unit
»  Water pollution: 1.4 - 14 CNY per pollution unit

Tax?ble » Disposal of solid wastes: based on the kind of the solid
subjects,
wastes (e.g. dangerous or the other), tax rate ranges from 5 —

taxable

. 1000 CNY per ton
objects
and tax * Noise pollution: dependent on decibel, tax rate ranges from
base 350 - 11,200 per month

* The Law comprises a detailed rate table and the rules on
recognizing of pollution units.

The principle of such legislation is that the tax burden will not be increased after
the conversion from pollutant discharge fee to tax, by way of adopting the
current standards for pollutant discharge fees, as well as rendering the payers
of pollutant fees as taxpayers of Environmental Protection tax. “The fee to tax
conversion” reform is one of major pieces of taxation reforms in China for 2016,
being the fifth taxation law coming after the Law of the People's Republic of
China Concerning the Administration of Tax Collection, Corporate Income Tax
Law of the People's Republic of China, Individual Income Tax Law of the
People's Republic of China, and Vehicle and Vessel Tax Law of the People's
Republic of China.
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Reference: N/A
Issuance date: N/A
Effective date: N/A

Relevant industries: All
Relevant companies:
Multinational enterprises
Relevant taxes: N/A

Potential impacts on

businesses:

* Risks of being challenged
due to cross-border tax
anti-avoidance
arrangements increased

You may click the circular
titles to access full content
of the circulars.

China Tax Weekly Update (Issue 1)

0ECD advances BEPS continuity work

As highlighted in KPMG China Tax Weekly Update (Issue 25, July 2016), (Issue
26, July 2016), (Issue 33, August 2016) ,(Issue 37, September 2016), (Issue 41
November 2016), and (Issue 48, December 2016), the Organisation for
Economic Cooperation and Development (OECD) has continued to release new
policy documents for the continuity of BEPS work subsequent to the issuance
of the October 2015 BEPS Deliverables. Recently, the OECD have further
released several documents in relation to BEPS work on their official website.
These releases fall within the Common Reporting Standard (CRS) and additional
guidance on Action 4 of the BEPS Action Plan.

Q Over 1300 bilateral relationships in place to allow automatic exchange
information between tax authorities

* As another important step to implement the OECD Common Reporting
Standard (CRS), the OECD has advised that on 22 December 2016, a
further 350 bilateral automatic exchange relationships have been
established between over 50 jurisdictions committed to exchanging
information automatically pursuant to the OECD Common Reporting
Standard (CRS), starting in 2017.

» There are now more than 1 300 bilateral relationships in place across the
globe, most of them based on the Multilateral Competent Authority
Agreement on Automatic Exchange of Financial Account Information
(the CRS MICAA). The full list of automatic exchange relationships that
are currently in place under the CRS MCAA and other legal instruments
can be accessed on the Automatic Exchange Portal. With respect to the
jurisdictions exchanging as of 2017, 1133 out of the 1459 possible
bilateral exchange relationships are now established. The 326 non
activated exchange relationships are mainly due to the fact that 6
jurisdictions were not yet in a position to provide a full set of
notifications.

«  Two more rounds of activations are scheduled to take place in March
and June 2017 which will allow the remaining 2017 and 2018
jurisdictions to nominate the partners with which they will undertake
automatic exchanges in the coming months. The next update on the
latest bilateral exchange relationships will be published before the end of
March 2017, with updates to follow on a periodic basis. In total, 101
jurisdictions have agreed to start automatically exchanging financial
account information in September 2017 and 2018, under the CRS.

* China committed to CRS already in 2014 and subsequently signed the
CRS MCAA. China is committed to engage in the first information exchange
in September 2018. though it has yet to nominate the countries with which
it wishes to engage in information exchange through the CRS MCAA.

To prepare for the 2018 start of CRS exchanges, on 14 October 2016 the
State Administration of Taxation (SAT) published a discussion draft on “Due
Diligence Administrative Measures on Non-residents’ Financial Account
Information in Tax Matters” for public comments (“the Discussion Draft”).
The Discussion Draft published provides the principles and procedures for
Chinese financial institutions in identifying the accounts of non-residents
and collecting the relevant information. For more information, you may click
our following KPMG publications for details:

Q China Tax Weekly Update (Issue 40, October 2016)

O China Tax Alert: Public Consultation for the Draft Measures on the
Due Diligence of Non-resident Financial Account Information in Tax
Matters (Issue 32, November 2016)
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China Tax Weekly Update (Issue 1)

 OECD releases additional guidance on Action 4 of the BEPS Action Plan to
curb international tax avoidance

* On 22 December 2016, the OECD released an updated version of the
BEPS Action 4 Report (Limiting Base Erosion Involving Interest
Deductions and Other Financial Payments), which includes further
guidance on two areas:

+ The design and operation of the group ratio rule

The 2015 Action 4 Report set out a common approach to address
BEPS involving interest and payments economically equivalent to
interest. This included a 'fixed ratio rule' which limits an entity's net
interest deductions to a set percentage of its tax-EBITDA (earnings
before interest, tax, depreciation and amortization) and a 'group ratio
rule' to allow an entity to claim higher net interest deductions, based
on a relevant financial ratio of its worldwide group. The report
included a detailed outline of a rule based on the net third party
interest/EBITDA ratio of a consolidated financial reporting group, and
provided that further work would be conducted in 2016 on elements
of the design and operation of the rule. The updated report does not
change any of the conclusions agreed in 2015, but provides a further
layer of technical detail to assist countries in implementing the group
ratio rule in line with the common approach. This emphasises the
importance of a consistent approach in providing protection for
countries and reducing compliance costs for groups, while including
some flexibility for a country to take into account particular features
of its tax law and policy.

.

< Approaches to deal with risks posed by the banking and insurance
sectors

The 2015 report also identified factors which suggest that the
common approach may not be suitable to deal with risks posed by
entities in the banking and insurance sectors. The updated report
examines regulatory and commercial requirements which constrain
the ability of groups to use interest for BEPS purposes, and limits on
these constraints. Overall, a number of features reduce the risk of
BEPS involving interest posed by banking and insurance groups, but
differences exist between countries and sectors and in some
countries risks remain. Each country should identify the risks it faces,
distinguishing between those posed by banking groups and those
posed by insurance groups. Where no material risks are identified, a
country may reasonably exempt banking and/or insurance groups
from the fixed ratio rule and group ratio rule without the need for
additional tax rules. Where BEPS risks are identified, a country should
introduce rules appropriate to address these risks, taking into account
the regulatory regime and tax system in that country. The updated
report considers how these rules may be designed, and includes a
summary of selected rules currently applied by countries. In all cases,
countries should ensure that the interaction of tax and regulatory
rules and the possible impact on groups is fully understood.
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Reference: N/A

Issuance date: 26 December
2016

Effective date: N/A

Relevant industries: All
Relevant companies:
Enterprises with related
party transaction
Relevant taxes: CIT

Potential impacts on

businesses:

» Risks of being challenged
due to cross-border tax
anti-avoidance
arrangements increased.

You may click here to access
full content of the circulars.

China Tax Weekly Update (Issue 1)

China Advance Pricing Arrangement (APAJ Annual Repart
201)

On 26 December 2016, SAT released China Advance Pricing Arrangement
Annual Report (2015) (2015 APA Report”), which was promulgated in both
Chinese and English version. 2015 APA Report introduce the APAs statistics
concluded from 2005 to 2015, professional team building, key considerations
and schedules of the APA program in China for 2015.

According to the report:

* In 2015, the Chinese tax authorities signed 12 APAs in total, including 6
unilateral APAs and 6 bilateral APAs.

» According to the comparison between bilateral APAs and unilateral APAs as
of 31 December 2015, there are more bilateral APAs than unilateral APAs.
Further analysis indicates that most of the unilateral APAs are either expired
or in effect, whereas most of the bilateral APAs are in the “Pre-Acceptance”
phase with the rest being in either “Accepted Applications” or “Concluded
APAs" category. The above figures suggest that more and more enterprises
prefer to apply for bilateral APA to gain certainty and avoid double taxation.
They also demonstrate that increasing scrutiny in accepting and concluding
bilateral APA applications is expected as more requests have been turned in
for acceptance. As the Chinese tax authority aims to improve the quality of
the APA examination work by steadily developing the APA program, extra
care has been devoted to pre-filing examination. Hence many APA
applications will stay in the pre-acceptance stage pending thorough
examination.

* According to the statistics of APA types which involved in connected
transaction as of 31December 2015, most of the enterprises applied for
APAs are manufacturing companies which are mainly involved in
intercompany purchase and sale of tangible assets. However, based on the
number of accepted applications and concluded APAs, it is anticipated that
the number of APAs involving other types of transactions will increase in the
future. As China's tertiary industry develops, an increasing number of
service companies may decide to apply for APAs. Thus, more APAs may
involve transactions related to transfer or use of intangible assets, services
and financing.

* The Chinese tax authorities generally aim to complete the review and
negotiation process within 12 months for unilateral APAs and within 24
months for bilateral APAs. Bilateral APAs involve negotiations with relevant
competent authorities through the MAP process and therefore more time is
required to reach a consensus on them than that of unilateral APAs.

» According to the statistics used for transfer pricing of signed APA from year
2005 to 2015, the transactional net margin method (TNMM) is the most
commonly used transfer pricing method, accounting for 78.4% of all the
applied transfer pricing methods. The most commonly used profit level
indicators are the Return on Sales ratio and the Full Cost Mark-up ratio. The
second most popular transfer pricing method is the cost plus method.

* SAT issued notice on the Enhancement of Administration of Advance Pricing
Arrangement (APA) (“Announcement 64") , clarified matters on APA. For more
specific changes and impacts of requirements on Announcement 64, please
refer to the following links:

O China Tax Alert: State Administration of Taxation Issued Announcement
on the Enhancement of Administration of APA (Issue 28, October 2016)

O China Tax Weekly Update (Issue 40, October 2016)
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Reference: Gong Shang Qi
Zhu Zi [2016] No. 253
Issuance date: 27 December
2016

Effective date: 1 March 2017

Relevant industries: All
Relevant companies:
Enterprises with de-
registration arrangements
Relevant taxes: No relevant
taxes

Potential impacts on
businesses:
* Operational cost reduced

You may click here to access
full content of the circular.

China Tax Weekly Update (Issue 1)

SAICISSUES guidance to SImplify the de-registration
procedures for enterprises

On 27 December, the State Administration for Industry and Commerce (SAIC)
issued Gong Shang Qi Zhu Zi [2016] No.253 (“Circular 253"), which requires to
streamline the de-registration procedures nationwide for enterprises, effective
from 1 March 2017.

The following enterprises (including limited liability corporations, non-
enterprise organizations, sole proprietorship enterprises or partnership
enterprises) have discretion on the de-registration procedures whether to
apply the general deregistration procedures or the simplified deregistration
procedures :

Q enterprises which have not carried out any business activity after
obtaining the business license

U enterprises which have no credit or debt or has settled all credits and
debts before applying for the de-registration

For foreign-invested enterprises involved in the special requirements
industries (e.g. equity percentages, executives), or enterprises that breach
standards/rules, such as being included into the negative list of
prohibited/restricted industries, or become the dishonest taxpayers, or have
been share blocked, pledged, mortgaged, or being investigating, the said
simplified de-registration procedures shall not qualify.

Enterprises applying for the simplified de-registration procedures shall
publicize the relevant information, such as intention of de-registration and all
investors’ promises (e.g.: all credits and debts have been settled), through
the national enterprise credit information publicity system. The public
announcement period lasts 45 days.

Enterprises can apply for the simplified de-registration procedures after the
announcement period. When applying for the de-registration, materials like
liguidation report, investor resolution, tax clearance certificates, filing returns
of liguidation, published newspaper announcement shall not be needed to
submit any more.

For an enterprise which is not subject to any objection during the public
announcement period, the registration authority should make decision on
permission of the simplified de-registration in 3 working days.
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Reference: Shui Zong Han
[2016] No. 685

Issuance date: 21 December
2016

Effective date: From 1
January to 31 May 2017

Relevant industries: All
Relevant companies: All
Relevant taxes: CIT

Potential impacts on

businesses:

» Effective tax burden
reduced

e Cash flow burden
reduced

You may click here to access
full content of the circular.

China Tax Weekly Update (Issue 1)

SATISSUeS notice on Ral super deductionfor year 2016

As highlighted in KPMG China Tax Weekly Update (Issue 1, January 2016) ,
CaiShui[2015] No. 119 and SAT Announcement 97 clarified detailed
implementation standards regarding R&D expenses super deduction (“Super
Deduction Policies”, which apply to the Corporate Income Tax (CIT) annual
filing for 2016 and afterwards.

On 21 December 2016, SAT issued notice on R&D super deduction (Shui Zong
Han[2016] No.685), which emphasizes:

* The implementation of Super Deduction Policies for year 2016 shall only be
based on verification of enterprises’ eligible expenses in the year 2016.
There is no need for verifying such expenses occurred before 2016 to be the
implementation standards in 2016. The matters concerning Super Deduction
Policies which happened before 2016 shall not affect enterprises enjoying
the 150% super deduction in 2016.

» For those enterprises claimed for 150% super deduction but are unable to
provide necessary materials or subject to the uncertainties of preferential
policies, authorities shall actively conduct the guidance and interpretation
work for enterprises to benefit from the 150% super deduction incentive.

* Retrospective 3-year claims: Companies will be able to deduct unclaimed
R&D expenses of 2016 for 3-year period since 2017.

* For more detail analysis of R&D super deduction policies, please refer to the
following KPMG publications:

O China Tax Alert: R&D Super Deduction Requlation Update (Issue 31
November 2015)

Q China Tax Alert: 150% Super Deduction Regulation Update (Issue 3
January 2016)
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Reference: SAT
Announcement [2016] No.86
Issuance date: 24 December
2016

Effective date: 24 December
2016

Relevant industries: All
Relevant companies: All
Relevant taxes: VAT

Potential impacts on

businesses:

» Compliance risks due to
regulatory uncertainties
reduced

You may click here to access
full content of the circular.

Reference: SAT
Announcement [2016] No. 84
Issuance date: 19 December
2016

Effective date: 1 November
2016

Relevant industries: All
Relevant companies: All
Relevant taxes: CIT

Potential impacts on

businesses:
» Effective tax burden
reduced

You may click here to access
full content of the circulars.

China Tax Weekly Update (Issue 1)

SATClanlies Speciicissues on VAT Ievying and
administraion

As highlighted in KPMG China Tax Weekly Update (Issue 49, December 2016),
on 21 December, China’s Ministry of Finance (“MOF") and SAT jointly issued
Cai Shui [2016] No.140 (“Circular 140"), clarified a number of uncertainties
which have arisen in practice. In respond of Circular 140, on 24 December 2016,
SAT released SAT Announcement[2016] No.86 (“Announcement 86") to further
clarify the issues identified in practice emerged, effective from 24 December
2016. Announcement 86 mainly clarifies the following details:

+ The time point of deduction for purchases of land use rights against the sale
for developers as mentioned in Circular 140.

» Matters on adjusting tax declaration and the issuance of VAT invoices to
give effect to Circular 140.

+ Matters on how to use the overpaid VAT to offset VAT payable of later
periods, if a taxpayer has overpaid VAT in a prior period clarified in Circular
140.

* How should insurance companies issue VAT invoices for co-insurance
service.

« For taxpayers renting immovable properties, where rent-free period is
stipulated in the lease contract, such transaction shall not be classified as
deemed sales

* For more detail analysis and specific impacts of it on enterprises of Circular
140, please refer to the following link:

O China Tax Alert: Significant retrospective changes introduced to clarify
VAT reform policies (Issue 38, December 2016)

Chinaand Malaysiasigned exchande notes for DTA

As highlighted in KPMG China Tax Weekly Update (Issue 42, November 2016),
on 1 November 2016, China and Malaysia signed an Exchange of Notes (EoN)
to the Agreement between the Government of the People’s Republic of China
and the Government of Malaysia for the Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with Respect to Taxes on Income (“The EoN"), in
Beijing.

On 19 December 2016, SAT issued SAT Announcement [2016] No. 84,
promulgated the full text of the EoN, effective from 1 November 2016. Interest
arising in a Contracting State derived by the Government (including specified
institutions wholly owned by the respective Governments) are eligible for tax
exemption of the China-Malaysia DTA signed in 1985. The EoN clarifies the list
of institutions wholly owned by the respective Governments.
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ChinaTax Weekly Update (Issue 1)

Chinaissues notice onadjustmentof tarff foryear 2017
[SUrWerHUI [2016]No. 64)

On 24 December 2016, China issues notice on adjustment of tariff for year
2017 (Shui Wei Hui[2016] No. 64), making adjustments on import and export
duties, effective from 1 January 2017.

You may click here to access the full content of the circular.

INree departmentsissUenotiee onimport tax policy of
new-type display device

On 5 December 2016, MOF, GAC and SAT jointly issued Cai Guan Shui[2016]
No. 62(" Circular 62"), deciding that during 13th 5-year period, which is from 1
January 2016 to 31 December 2020, to take continuing efforts to implement
tax incentives (such as exempted from imported tariff, and VAT) for the
imported new-type display device along with upstream raw materials as well as
certain goods imported by parts manufacturer. Circular 62 also clarifies lists of
abovementioned goods exempted from imported taxes.

You may click here to access the full content of the circular.

SATISSUeS notice onissuance of 2016 1ax Stamps

On 12 December 2016, SAT issued SAT Announcement [2016] No. 85
("Announcement 85"), releasing the tax stamps version 2016. Announcement
85 clarifies stamps pattern, stamps sizes and packages, stamp anti-
counterfeiting measures as well as distributing amount. Meanwhile,
Announcement 85 explicates that the tax stamps issued in previous years still
valid in the future.

You may click here to access the full content of the circular.

© 2017 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. All rights reserved. © 2017 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.


http://www.gov.cn/xinwen/2016-12/24/content_5152339.htm
http://www.mof.gov.cn/pub/guanshuisi/zhengwuxinxi/zhengcefabu/201612/t20161223_2498526.html
http://www.ahhn-l-tax.gov.cn/huainan/zwgk/zcfg/zxzc/1482854401886662.htm

LIStorKey Tax Paliciesinthe second half of 2016

* With respect to the List of Key Tax Policies in the first half of 2016, you may click to access KPMG China Tax Weekly
Update (Issue 25, July 2016).

China Tax Weekly Update (Issue 1)

Effective

International
Tax

» SAT public discussion draft drives CRS rollout

O Provided the principles and procedures for Chinese financial
institutions in identifying the accounts of non-residents and
collecting the relevant information, mainly on the following: (i).
Due diligence procedures for new accounts and existing
accounts; (ii). Scope of financial institution and accounts that
are not subject to the due diligence; (iii). Information that are
required to be collected and submitted; (iv). Penalties for
violations etc.

» OECD advances BEPS continuity work

O OECD releases guidance on the implementation of country-by-

country reporting

O OECD updates guidance on implementing CbC Reporting
under BEPS Action 13

O G20/OECD BEPS Project advances tax certainty agenda with
the launch of global review of MAP programs

O Network of more than 1,000 jurisdiction-to-jurisdiction
relationships now in place to automatically exchange
information between tax authorities

O OECD releases multilateral instrument (MLI) to update more
than 2,000 tax treaties worldwide

» Jiangsu tax bureau to further push forward the development of
international tax (Su Guo Shui Fa [2016] No. 125 )

O The Jiangsu State Tax Bureau issued 2016-2018 Compliance
Plan on International Tax Administration to put forwards
suggestions from 13 aspects to multinational enterprises
(MNEs) for tax risks prevention to meet the new changes of
international tax rules.

* New China-Russia DTA takes effect (SAT Announcement [2016]
No. 48)

» China-Poland air transport tax agreement takes effect (SAT
Announcement [2016] No. 49)

*  New China-Chile DTA takes effect (SAT Announcement [2016] No.

79)
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China Tax
' _ Weekly update
» SAT enhances TP reporting and documentation (SAT Announcement Issue 27, 2016

[2016] No. 42)
China Tax Alert

O Announcement 42 further enhanced the reporting of related Year gy lssue23 2016
party transactions, the administration of contemporaneous 2016an _ .
documentation, introduces the BEPS country-by-country (CBC) afterwar  China - Looking
report as an element of the annual related party transaction ds Ahead, 6th
reporting, and expands the range of related party transactions Edition (China
caught in the scope of TP rules. transfer pricing
— first mover on
BEPS)
Transfer
Pricing » SAT enhances APA administration (SAT Announcement [2016] No.
64) China Tax
O Announcement 64 replaced the current regulations on APA 1 Weekly update
administration as prescribed under Chapter 6 of the Decemb Issue 40, Issue
Implementation Measures for Special Tax Adjustments (Trial or 2016 44, 2016
Implementation) (Guo Shui Fa [2009] No. 2), which will come into China Tax Alert
effect beginning from 1 December 2016 . Issue 28, 2016
» China Advance Pricing Arrangement Annual Report (2015)
* Updated “China Country Practice” Chapter of the UN Practical NA %é,;i/;ajp date
Manual on TP for Developing Countries Issue 44, 2016
» More cities to give tax incentives for service outsourcing (Cai Shui
[2016] No. 108)
O Extending the Corporate Income Tax (CIT) incentives for
advanced technology service enterprises (ATSEs) to 10 newly
added cities from 1 January 2016 to 31 December 2018. .
China Tax
» Taxincentives for advanced technology service enterprises in pilot Janua Weekly Update
service innovation development zones (Cai Shui [2016] No. 122) 2016 Y Issue 44, Issue
O Offering the preferential CIT treatment to ATSEs that are located 47,2016
in the15 pilot service innovation zones provided that certain
reqguirements are met. Meanwhile, recognition scope of
advanced technological service enterprises (ATSEs) will be
Corporate expanded within the pilot areas, i.e., other services with high-
Income tech and high value added, apply from 1 January 2016 to 31
Tax December 2017.
*  MOF and SAT improve the income tax policies for stock incentives China Tax
and contribution with technological results (Cai Shui[2016] No.101) Weekly update
" . . o . Issue 37and
Q Clarifies that the deferred taxation policy for equity incentives Issue 38, 2016
from non-listed companies, tax payment for the equity incentive ] _ _
of the listed company extended, as well as preferential policy of Septernb China — Lookin
deferred taxation may be adopted selectively for transferring or 201 6 Ah??d 6th
rights in technology as capital contribution. TL‘?Z@
the aid o
» SAT clarifies tax collection for new rules on stock incentive and innovation and
capital contribution with rights in technology (SAT entrepreneurshi
Announcement[2016] No. 62) p in China
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Corporate
Income
Tax
(Cont'd)

Value
Added Tax

Tax treatment for Shenzhen-Hong Kong Stock Connect transactions
clarified (Cai Shui [2016] No. 127)

Q Clarified tax treatment for transactions undertaken through
Shenzhen-Hong Kong Stock Connect on Income Taxes(CIT /IIT),
VAT as well as Stamp Duties.

MOF and SAT jointly issues tax deductions for deposit insurance
premiums (Cai Shui [2016] No. 106)

O Deposit insurance premiums that are paid at a deposit insurance
premium rate of less than 0.016% are allowed to be deducted by
banking institutions from their taxable income for CIT calculation
purposes.

CIT deduction for reserves of insurance companies (Cai Shui [2016]
No. 114)

O Maintains relevant provisions of Cai Shui [2012] No. 45 which
previously clarified the tax deduction rules for reserves of
insurance companies, effective from 1 January 2016 till 31
December 2020.

SAT clarifies CIT treatment of asset transfers and insurance
premiums (SAT Announcement [2016] No.80)

O Announcement 80 clarified that for a deemed sale the sales
revenue amount shall be determined based on the fair value of
the transferred asset.

CIT refund arising from LAT settlement clarified(SAT Announcement
[2016] No.81)

MOF and SAT issue notices on VAT reform implementation and
supplement documents:

«  MOF and SAT clarify VAT policies for interbank funding
arrangements (Cai Shui [2016] No. 70)

« SAT clarifies certain tax collection issues for VAT reform (SAT
Announcement [2016] No. 53)

» SAT clarifies LAT collection after VAT reform(SAT Announcement

[2016] No. 70)

«  MOF and SAT jointly issue notice on new Value Added Tax rules
applicable to certain sectors recently transitioned from Business
Tax (BT) to VAT(Cai Shui[2016] No. 140)

« SAT clarifies tax declaration adjustment in relation to claim for
offset of carried forward excess input VAT credits against output
VAT of later periods(SAT Announcement [2016] No. 75)

« SAT clarifies VAT rules for transfer of immovable property(SAT
Announcement [2016] No. 73)

» SAT clarifies specific issues on VAT levying and
administration(SAT Announcement[2016] No.86)
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. Effective .

» State Council issues notice on adjusting the VAT rebates method
(Guo Fa [2016] No. 71)

QO From year 2016, the VAT rebating method, will be replaced by a 1 China Tax
method that the allocation of VAT revenues between local and January Weekly Update
Value central government levels will be carried out on a fixed basis, 2016 Issue 49, 2016
Added Tax referring to the 2015 rates. It will no longer add or deduct the
(Cont'd) amount of rebates to regions that see an increase or decrease in
VAT revenue.
. . ) ) : . China Tax
« MOF issues notice to revise accounting rules on VAT (Cai Kuai [2016] 1 May Waekiy Update

No. 22) 2016 Issue 48, 2016

* MOF and SAT's notice on adjusting the consumption tax policy on
cosmetics (Cai Shui [2016] No. 103)

O The Circular cancels consumption tax on ordinary cosmetics and
decorative cosmetics, and the adjusted scope of taxable

cosmetics including high-end beautifying, decorative cosmetics 20001tgber China Tax
and skin care cosmetics as well as complete set of cosmetics, Weekly Update
and shall be subject to consumption tax at 15%. 19 Issue 38 and
, . o . . October Issue 41, 2016
*  MOF and SAT's notice on adjusting consumption tax on imported 2016
cosmetics (Cai Guan Shui [2016] No. 48)
« SAT further clarifies consumption tax administration for cosmetics
. (SAT Announcement [2016] No. 66)
Consumpti
on Tax » SAT and MOF introduce additional consumption tax on luxury cars
(Cai Shui [2016] No.129)
O The additional 10% consumption tax will be imposed at retail
stage.
1 China Tax
« SAT clarifies collection of consumption tax on luxury cars (SAT Decemb Weekly Update
Announcement [2016] No. 74) er 2016 Issue 46, 2016
* MOF and SAT's notice on adjusting consumption tax on imported
cars (Cai Guan Shui [2016] No. 63)
* GAC's announcement on implementation issues relating to adjusting
consumption tax on imported cars (GAC Announcement [2016] No.
74)
» SAT standardizes administration for stamp duty (SAT 1
Sta,tnp Announcement[2016] No. 77) January China Tax
Duty Q Announcement 77 set out guidance on tax risk managementfor 9017 Weekly update
stamp duty. Issue 47, 2016
*  MOF and SAT improve the income tax policies for stock incentives
and contribution with technological results (Cai Shui[2016] No.101)
Q Clarifies that the deferred taxation policy for equity incentives China Tax
. . from non-listed companies, tax payment for the equity incentive Weekly update
Individual : : : 1 Issue 37 and
Income of the listed company extended, as well as preferential policy of Septemb  jeeue 38 2
Tax deferred taxation may be adopted selectively for transferring or 2016 Issue 38, 2016
rights in technology as capital contribution. China Tax Alert
» SAT clarifies tax collection for new rules on stock incentive and Issue 38, 2016

capital contribution with rights in technology (SAT
Announcement[2016] No. 62)
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Individual
Income
Tax
(Cont'd)

Tax Admin

NPC
Legislation

Tax treatment for Shenzhen-Hong Kong Stock Connect transactions
clarified (Cai Shui [2016] No. 127)

Q Clarified tax treatment for transactions undertaken through
Shenzhen-Hong Kong Stock Connect on Income Taxes(CIT /IIT),
VAT as well as Stamp Duties

SAT to classify & grade taxpayers(Shui Zong Fa [2016] No. 99)

Incentives for taxpayers with class-A tax credit rating(Fa Gai Cai Jin
[2016] No.1467)

O 29 Chinese regulatory authorities granted more incentives to
taxpayers with class-A tax credit rating, which includes 41
incentive measures in 18 areas such as project approval and
management, tax services, allocation of financial funds, imports
and exports etc.

New measures to facilitate export enterprises (SAT Announcement
[2016] No. 46)

O Administrative categories for export enterprises comprise
Category 1, Category 2, Category 3 and Category 4 and
enterprises are classified into these categories based on their
general tax credit rating and historic tax compliance status,
amongst other factors.

VAT invoice administration linked to taxpayer risk rating(SAT
Announcement [2016] No. 71)

Rules for discretion for tax authorities to levy penalties (SAT
Announcement [2016] No.78)

O Announcement 78 set out the discretionary powers of local tax
authorities to levy penalties

Administration for tax residence certificates clarified(SAT
Announcement [2016] No.40)

O Announcement 40 delegated the issuance permission of TRC to
tax authorities at county-level from tax authorities at municipal-
level

Law of the People's Republic of China on Environmental protection
Tax

O The legislation is based on the idea that the tax burden will not
be increased after the conversion from pollutant discharge fee to
tax .

Draft E-commerce Law in development

Q Draft E-commerce Law in development regulates a range of
matters pertinent to e-commerce transactions and services,
including particular issues for cross-border e-commerce, security
issues, overall governmental supervision and management of e-
commerce, and the legal responsibilities of e-commerce
enterprises.

China adopts law on cybersecurity(Decree of the President No. 53)

O The Cybersecurity Law provides various security obligations for
network products, service providers and network operators. The
law further strengthens the protection of personal information,
sets up a system to protect the security of key information
infrastructure facilities, and establishes rules for cross-border
transfer of vital data of key information infrastructure facilities
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Notice on expansion of the pilot scheme of cross-border financing
under overall prudent and macroeconomic management (Yin Fa
[2016] No. 18)

Forex
Administra
tion

Customs

Notice on Implementing cross-border financing under overall prudent
and macroeconomic management throughout the country (Yin Fa
[2016] No. 132)

Forex administrations for foreign institutional investors (Flls)
investing in the inter-bank bond market (Hui Fa [2016] No. 12)

Forex administration on qualified foreign institutional investors (QFIl)
engaged in securities investment in China (SAFE Announcement
[2016] No. 1)

Forex administration on RMB qualified foreign institutional investors
(RQFII) engaged in securities investment in China (Yin Fa [2016] No.
227)

Notice on promoting trade and investment facilitation and improving
verification of the authenticity of trade (Hui Fa [2016] No. 7)

Notice on standardizing the administration for foreign exchange
settlement under capital account (Hui Fa [2016] No. 16)

Rules on Customs Inspection revised(State Council Order No. 670)

O The revised Rules clarified the scope and period of Customs
inspection, and explained the factors that determine Customs
inspection priorities.

Implementation measures on customs inspection introduced(GAC
Order No. 230)

U The implementation measures refines and standardizes the new
rules on inspection by the customs, mainly include: import and
export activities subject to customs inspection, self-regulation is
encouraged (i.e., voluntarily disclose the violation) as well as
intermediary institutions involved in inspection.

Customs duty administrative modernization advances(GAC
Announcement [2016] No. 62)

O Carries out a pilot reform on duty collection and administration.
The reform is transitioning China Customs from traditional goods
pre-review processes, under which reviews must be conducted
before goods are released by Customs, to new post-review
processes which are much more efficient.

Further VAT rules for transfer of immovable property(GAC
Announcement [2016] No. 73)

VAT general tax payer status to be piloted in special customs
supervision zones(SAT, MOF and GAC Announcement [2016] No. 65)

Selective tariff policy on domestic sales expanded(Cai Guan Shui
[2016] No. 40)
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Effective

China has been in the process of revising its inbound investment
rules. Following various pilot programs in certain localities, a new
nationwide system for the administration of foreign investment

approvals is being rolled out. 1
@ NPC Standing Committee’s decision on revising four inbound October %/ni/Taﬁ .
investment laws (Decree of the President No. 51) 2016 cekly “paate
Issue 35, Issue
Q Interim Measures for Filing Administration of Establishment & 8 37, Issue 39 and
Change of FIEs (MOFCOM Order [2016] No. 3) 2og1tgber Issue 47, 2016
a NDRC and MOFCOM Announcement [2016] No. 22
O Foreign investment in central and western China is further
encouraged
Corporate » Market access for all investors to selected business sectors with an 21 China Tax
Investmen internet-relevant dimension — Public opinions sought on draft October Weekly Update
t negative list 2016 Issue 42, 2016
1
 China to further regulate investment projects(Decree of the State February  china Tax
Council No.673) 2017 Weekly Update
* China releases 2016 Catalogue of Investment Projects (Guo Fa [2016] 20 Issue 48 and
No. 72) Decemb  [ssue 49, 2016
er 2016
* Private securities fund management businesses are open for foreign China Tax
investors Weekly Update
O Qualified WFOEs and EJVs are allowed to set up private N/A Issue 28, 2016
securities fund management institutions. These may carry out China Tax Alert
private securities fund management business, including
investments in securities on secondary market. Issue 24, 2016
13
, o . o August China Tax
« Listed company use of equity incentive plans facilitated (CSRC Order 2016
No. 126, Weekly Update
o. )
- } 3 Issue 28 and
* New rules for restructuring listed companies(CSRC Order No. 127) Septemb  ssue 36, 2016
er 2016
» China adds 7 new free trade zones
Q China will set up 7 new pilot free trade zones (FTZs) in Liaoning,
Zhejiang, Henan, Hubei, Chongging, Sichuan and Shaanxi, in
addition to the existing FTZs in Shanghai, Guangdong, Tianjin and
Fujian.
. China Tax
«  China to promote FTZ reforms throughout the country (Guo Fa[2016] 2 Weekly Update
No. 63) Novemb ) sue 34 and
<o . ST er2016  ssue 44, 2016
QO This guides nationwide application of pilot reforms that were 1Ssue 44,

successfully conducted in free trade zones (FTZs) in Guangdong,
Tianjin, Fujian and Shanghai. These pilot reforms, which include
19 separate measures, shall be rolled out by 30 November 2016.
12 of the 19 measures are for nationwide rollout, and 7 of the
measures are for rollout in customs special supervision areas.
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