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New reformplans for shangnal Free Trade Zone

The State Council on 31 March 2017 issued Guo Fa [2017] No. 23 setting out a
new reform plan for the Shanghai Pilot Free Trade Zone (FTZ), which may also
indicate the direction of future nationwide reform efforts.

Prior to this, the Shanghai FTZ reform efforts were set out in a general plan in
2013 and a further plan in 2015, including enhanced procedures for trade and
investment facilitation. The new 2017 plan builds on existing efforts and puts
forward some innovative measures, inter alia, in relation to: (i). cross-border
services and trade management; (ii). free trade port areas; (iii). financial services
supporting the “Belt and Road" initiative; and (iv). offshore tax structuring.

Improved
supervision
of innovative
industries

Facilitate
cross-border
services and
trade

Facilitate access to substances, such as human body
tissue, and bio and blood products, for use in experiments
related to development of bio-medicines. This is for
projects conducted within global research and
development (R&D) collaboration networks, where the
substances are brought into China by way of special
import licenses.

Improve customs supervision processes to facilitate the
operation integrated circuit (IC) industry global supply
chains.

Develop a list setting out used electromechanical devices
which are allowed to be imported for re-manufacturing
purposes [i.e. rebuilding a product to original
specifications]. Allow special computing machines,
engineering equipment, communication devices, to be
imported for re-manufacturing.

Consider introduction of a market-oriented insurance
system, e.g. expansion of insurance product coverage to
meet the needs of certain sectors, such as pharmaceutical
production, and make required changes to insurance
supervisory regime.

Facilitate cross-border provision of high-end services, such
as finance and insurance, travel, education and health.
Facilitate temporary importation of goods in respect of
which local services (e.g. repairs, testing) are provided.

Develop a supervision model for cross-border digital
products trading, which ensures both safety and
efficiency.
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Eliminate/relax restrictions on cross-border service
provision whether the services are provided remotely from
overseas or through staff on the ground in China.

Set up free trade port areas inside certain special customs
supervision zones, such as in Yangshan Bonded Port Zone
and Shanghai Pudong Airport Comprehensive Bonded
Zone.

Eliminate/simplify physical controls on goods imported into
free trade port areas, streamline declaration procedures,
and rely more upon information technology based
surveillance.

Develop new systems to manage finance, foreign
exchange, investment and exit-entry of goods in the free
trade port areas in line with international best practice.

Shanghai FTZ plans to: (i). enhance strategic cooperation
with offshore RMB markets outside China; (ii). develop
further the issuance of RMB bonds and

asset securitized products by foreign institutions and
enterprises; (iii). support foreign companies in expanding
their businesses by making use of Shanghai's capital
markets; (iv). Encourage foreign central banks, sovereign
wealth funds and investors, from countries along the Belt
and Road, to invest in onshore RMB-denominated assets;
and (v). encourage foreign investors to issue RMB-
denominated financial products, and support projects
covered by the "Belt and Road" initiative.

Shanghai FTZ will encourage Shanghai-based insurers to
offer financial products such as construction insurance, life
insurance and cargo insurance to provide risk protection
for key projects alongside the Belt and Road.

Explore the possibility of facilitating the use of
internationally competitive offshore tax structuring
arrangements, to serve the innovative development of
trade in services, without resulting in base erosion and
profit shifting.

* With regard to the relevant laws and regulations issued for FTZs in 2016, you
may access KPMG China Tax Weekly Update (Issue 22, June 2016), (Issue 33,
August 2016), (Issue 44, November 2016) and (Issue 45, December 2016) for

more.
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Sevennew Chinat1Zs approved for establishment

As highlighted in KPMG China Tax Weekly Update (Issue 34, September 2016),
Mr. Gao Hucheng, Minister of Commerce, in an interview by Xinhua News on
31 August 2016, said that seven new FTZs are to be set up in Liaoning,
Zhejiang, Henan, Hubei, Chongging, Sichuan and Shaanxi, in addition to the
existing FTZs in Shanghai, Guangdong, Tianjin and Fujian.

Subsequently, the State Council approved the establishment of the FTZs and,
on 31 March 2017 released the overall plans for Liaoning FTZ, Zhejiang FTZ,
Henan FTZ, Hubei FTZ, Chongqing FTZ, Sichuan FTZ and Shaanxi FTZ
respectively. The move brings China’s total number of FTZs to 11. The details
of each FTZ plan are as follows:

Liaoning FTZ will use market-oriented reforms to transform its
old industrial base into a more competitive economy.

Liaoning FTZ consists of three areas - Dalian, Shenyang and
Yingkou - with respective focus on:

» Dalian area — Industries such as shipping, financial and
commercial services, advanced equipment manufacturing,
high-tech, circular economy [The circular economy is a
concept of industrial organisation which is designed to

Liaoning ensure that biological and non-biological materials, used in

FTZ production, ultimately do not impact negatively on the

biospherel];

+ Shenyang area - Modern service industries including
financing and logistics, and equipment manufacturing such
as motors and their components and aviation equipment;

* Yingkou area - Cross-border e-commerce, finance and
emerging strategic industries such as new generation
information technology and high-end equipment
manufacturing.

Zhejiang FTZ will pursue commodities trade liberalization.

Zhejiang FTZ consists of three areas — Certain offshore islands
near Zhoushan Island, and then northern and southern parts of
Zhoushan Island itself — with the respective focus on:

» Zhoushan's offshore islands — build a world-class
environmentally friendly petrochemical base, develop bulk
commodity storage, transit and trading and bonded fuel oil

Zhejiang supply;

F1Z Northern part of Zhoushan Island - will focus on bulk

commodity trading, bonded fuel oil supply, bonded logistics,
storage and manufacturing of oil and petrochemical
supporting equipment;

» Southern part of Zhoushan Island - will focus on bulk
commodity trading, building an aviation industrial park and
developing other industries, such as aquatic products trading,
ocean tourism, and seawater usage.
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Henan FTZ will serve as a modern comprehensive traffic hub in
the development of the Belt and Road, a pilot zone for general
economic reform, and a demonstration zone for open economy
measures, in China's landlocked cities.

Henan FTZ consists of three areas — Zhengzhou, Kaifeng and
Luoyang — with the respective focus on:

» Zhengzhou area — will prioritize intelligent goods terminals,
high-end equipment and auto manufacturing. It will also
focus on other advanced manufacturing sectors, such as the
biomedical industry, as well as modern service sectors,
including logistics, international commerce, cross-border e-

Henan FTZ commerce, modern financial services, service outsourcing,

creative design, commerce exhibitions, animated cartoons

and computer games;

» Kaifeng area — will focus on development of service
industries, such as service outsourcing, medical tourism,
creative design, media (dissemination of culture), culture
finance, art trade, logistics;

* Luoyang area - will focus on high-end manufacturing, such as
equipment manufacturing, robots, new materials, as well as
modern services, including R&D, e-commerce, service
outsourcing, international culture tourism, cultural and
creative, cultural trade, cultural display.

Hubei FTZ should be built as a demonstration area for clusters
of high-tech and strategic new industries.

Hubei FTZ consists of three areas — Wuhan, Xiangyang and
Yichang — with the respective focus on:

* Wuhan area - will focus on the emerging industries such as
IT, biotechnology and intelligent manufacturing, as well as
modern services such as international trade, financial
services, modern logistics, inspection & testing, R&D,

Hubei FTZ information services, professional services;

» Xiangyang area - will put emphasis on the development of
industries such as high-end equipment manufacturing, new
energy vehicles, big data, cloud computing, trade logistics,
inspection & testing;

* Yichang area - will focus on development of modern services
such as advanced manufacturing, biomedicine, electronic
information, new materials, R&D, headquarter functions, e-
commerce.

Chongging FTZ will serve as a major pivot to interconnect the
Belt and Road Initiative and the Yangtze River economic belt and
implement the strategy to develop China’s western regions.

Chongging FTZ consists of three areas — Liangjiang, Xiyong and
Guoyuan port — with the respective focus on:

. » Liangjiang area — will focus on high-end industrial clusters
Chongging such as cloud computing and the biomedical industry, as well
F1Z as modern services such as headquarters functions, trade in
services, e-commerce, warehousing and distribution,
professional services, financial leasing, R&D;

» Xiyong area - will put emphasis on the development of
manufacturing such as electronic information, intelligent
equipment as well as producer services such as bonded
logistics (including transit shipment, distribution);
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(e LA« Guoyuan port — will seek to develop service industries such as
FTZ international transfer of goods, container logistics and
(cont’d) distribution.

Sichuan FTZ will serve as a gateway to China’s western region
for further reform and opening up. It will enhance collaboration
between inland areas and those along the coast, rivers and
borders, to further stimulate the economic development of the
inland areas.

Sichuan FTZ consist of three areas — Chengdu Tianfu new area,
Chengdu Qingbaijiang rail depot, and port area in the south of
Sichuan (in Luzhou city) — with the respective focus on:

« Tianfu new area - will focus on modern service industries,
high-end manufacturing, high-tech, airport economy, port

. services;
Sichuan

FTZ * Qingbaijiang rail depot - will put emphasis on the depot
service sectors such as collection, distribution and
transshipment of international incommodities, distribution
and display, bonded logistics and storage, international
freight forwarding, importation of finished cars, finance as
well as modern services such as information services,
technology services, exhibition services;

» Port area in the south of Sichuan — focus on development of
modern services such as shipping logistics, port trade,
education and medical treatment as well as advanced
manufacturing and competitive industries such as equipment
manufacturing, modern medicine, food and beverage.

Shaanxi FTZ will be established to set an example for inland
opening up, economic cooperation and cultural exchanges
under the “Belt and Road” Initiative.

Shaanxi FTZ consists of three areas — Xi'an central area, Xi'an
international port area and Yangling demonstration area — with
the respective focus on:

Shaanxi } ; : ;
FTZ » Xi'an central area - will focus on strategic emerging

industries and high-tech industries, developing high-end
manufacturing, aviation logistics, trade finance;

« Xi'an international port area - will put emphasis on the
development of international trade, modern logistics,
financial services, tourism and exhibition, e-commerce;

* Yangling demonstration area — focus on agricultural science
and technology innovation.
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SAT ThousandEnterprises Initiative” INformation
Colectionmeastres

On 30 March 2017, the State Administration of Taxation (SAT) issued
Announcement [2017] No. 7. This sets out the Measures to Administer the
Information Collection for Enterprise Groups falling under the “Thousand
Enterprises Initiative” (the “Measures”), which will take effect from 1 May
2017.

The SAT launched the “Thousand Enterprise Initiative” in July 2015. This
programme covers about 1,000 representative large enterprises from different
industries, including MNEs, state-owned enterprises and private enterprises.
The chosen enterprises are given priority access to tax officials at provincial and
state level. The idea is that these enterprises can reach beyond the lower level
tax authorities, formally responsible for their affairs, and resolve matters at the
provincial level. There has been a focus on building up services at the provincial
level, with tax authorities encouraged to grant rulings to large enterprises on
request, and to assist them with improving their tax control systems. On the
whole, it is hoped that this approach will result in more effective tax
management and lower disputes. The quid pro quo is that covered enterprises
must provide not only tax return and financial statement data, but also
information on electronic accounting ledgers and vouchers. This data becomes
a key input into tax authority risk analysis models with risk indicators for
different industries.

The following matters, in relation to information collected from the covered
enterprises, are clarified in the above-mentioned SAT measures:

» The SAT clarifies that enterprise/group headquarters of firms covered by the
Thousand Enterprises Initiative shall update and provide their group
information on an annual basis. The updated information shall be submitted
to the tax authorities at provincial level before 31 May each year.

» The SAT clarifies that information, such as the enterprise name, taxpayer
registration number, uniform social credit code, group name, name of
enterprise at a higher/parent level, as well as other tax-related information of
covered enterprise, shall be included in the Thousand Enterprises
information collection form (This is separate from the CIT return).

» Covered enterprise/group headquarters shall identify their member
enterprises on an annual basis. Relevant information on the member
enterprises shall be submitted to the tax authorities at provincial level before
the filing deadline in October each year.

* Where an enterprise group fails to submit information as required, provides
a false information, or refuses to provide information, it shall be subject to
sanctions under the Tax Collection and Administration Law. These lapses
shall be recorded by tax authorities and taken on board when conducting tax
credit assessment of that enterprise group.

* For more information about the policies in relation to thousand enterprises
and improvement of tax services for large enterprises, please read KPMG China
Tax Weekly Update (Issue 4, February 2016) and (Issue 42, November 2016).
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