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WEEKly Update

National tax work conference Sets tax tasks for 2016

The National Tax Work Conference was hosted by the State Administration of

Taxation (SAT) in Beijing on 17 January 2018. In addition to detailing the tax
revenues collected over the past five years, six planned tax system reforms

were outlined:

Optimise tax
collection

Serve national
development .
strategies

Collection of taxes will be solely on the basis on law and
regulations, with limitation of discretionary tax
administrative action;

Provide for additional tax reductions and tax exemptions;
Crack down on tax evasion and tax fraud;
Improve tax policies to:

> Fight against poverty, e.g. tax incentives to support
low earners to start up businesses;

» Fight against pollution, e.g. the new Environmental
Protection Tax (“EPT") - see below for detail;

» Facilitate the ‘Made in China 2025’ strategy to
transform Chinese advanced manufacturing;

» VAT rule enhancements, including for export refunds.

Preferential tax policies to support innovation, rural
revitalization, and development of poorer regions (such
as western China)

Tax services support for government initiatives, such as:
> “Belt and Road” initiative ("BRI");

» Development of Beijing-Tianjin-Hebei area;

» Development of the Yangtze River economic belt;

» Development of free trade zones.
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» Support supply-side structural reforms - see KPMG's
report: The 13" Five-Year Plan — China’s transformation
and integration with the world economy for details;

» Support small enterprise development;

Deepen tax » Expand the scope of local taxes. These are currently
reforms urban and township land use tax (UTLUT), real estate tax
(RET), vehicle and vessel tax (VVT), arable land
occupation tax (ALOT), deed tax (DT), tobacco tax (TT)
and land appreciation tax (LAT).

* Provide more guidance on local tax bureau (LTB)
collected taxes.

* Enhance tax collection and administration systems with
new 30 - see KPMG China Tax Weekly Update (Issue 38,
September 2017) for details of the measures;

* Improve resolution of taxpayer matters, including:

» Compiling a list of tax matters / issues that can be
resolved by local tax authorities immediately and

Simplify tax those issues which can be resolved online;
administration - ; i i
» Simplify documentation requirements for handling tax

matters;
» Upgrade the ‘online tax service hall’;

» Strengthen the collaboration between State Tax
Bureaus (STBs) and LTBs (e.g. through sharing
information)

» Make greater efforts to support BRI;

» Accelerate the negotiation, signing and amendment of
Strengthen double tax agreements (DTAs) with key countries (such
international as those along the BRI)

OLLEEEUEIE . Exchange insights and experience on international tax
issues with other countries;

» Support inbound and outbound investments.

* Implement a tax statutory principle (i.e., all taxes will be
governed by statutory laws);

Push forward a « Enforce the law on a fair basis;
law-based tax

administration * A “three systems” pilot initiative is already in effect to

improve tax transparency and tax authority internal tax
management processes. This is now to be rolled out
across STBs and LTBs.

For further information on future tax reform plans:

On 18 October 2017, the 19th National Congress of the Communist Party of
China (CPC) was held in Beijing. President Xi Jinping made a keynote speech to
the CPC Congress noting China's rapid economic progress. In order to transform
China's growth model, the government is introducing a number of measures to
develop the economy (see KPMG China Tax Weekly Update (Issue 41, October
2017) for details).

Mr. Xiao Jie, the Chinese Minister of Finance, published an article entitled
“Speeding up the Establishment of the Modern Fiscal System” in the People’s
Daily newspaper on 20 December 2017. The article highlighted the steps that
China will undertake to enhance the tax reform (see KPMG China Tax Weekly
Update (Issue 50, December 2017) for details).
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China's Customs Introduces Aavance Ruling regime

On 26 December 2017, the General Administration of Customs (GAC) issued
the Interim Administrative Measures on Advancing Rulings (GAC Order No.
236). Effective from 1 February 2018, China Customs will introduce an advance
ruling regime.

Under GAC Order No. 236, an applicant may, prior to its actual import or export
of goods, apply for advance rulings on the following:

« Classification of goods imported or exported;

«+ Place of origin, or qualifications as original products, for imported and
exported goods;

+ Relevant factors for dutiable value and valuation methods for imported
goods. "Relevant factors for dutiable value" include royalties,
commissions, insurance premiums and freight fees, special relationships
and other factors related to the determination of dutiable value; and

< Other customs affairs stated by the GAC.

Applicants for advance rulings should be foreign business operators engaged in
import and export activities which have been registered with China Customs.

Application process

* An applicant for an advance ruling shall submit the Application for Advance
Ruling and other supporting documents to China Customs. Where the
documents are in a foreign language, a translated Chinese version must be
submitted.

» An advance ruling application should only cover one type of customs issue
and should be made at least 3 months before the scheduled time for import
/ export. The applicant shall apply to the customs office where it is
registered for advance rulings.

+ Upon receipt of the application and supporting documents, Customs would
review and decide whether or not to accept the application within 10 days.
Once the application is accepted, an advance ruling decision would be
issued within 60 days from the date of acceptance.

Validity
* Anadvance ruling decision is valid for three years.

» Advance ruling decisions may not retroactively apply to imports and exports
that have been made before these decisions come into force.

+ Customs may disclose an advance ruling decision to the public, unless
where there is trade secret.

With regard to the detailed analysis and interpretation on GAC Order No. 236,
please read the following KPMG publication:

O China Tax Alert: China Customs Issued the Interim Administrative Measures
on Advance Ruling (Issue 1, January 2018)

Further reading:

China is planning to include an advance ruling facility in the updated Tax
Collection and Administration (TCA) Law. According to the 2015-issued draft bill
for the revised TCA law, taxpayers may apply for an advance ruling to obtain
certainty from the tax authorities at the provincial-level and above on the tax
treatment of complicated tax issues. These can be issues which: (i) involve
significant economic interests; and (i) are difficult to address under existing law
and regulations. This may be due to local tax authorities having different
interpretations of the law and regulations. The revised TCA law is expected to
be finalized in 2018.
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Currently, an advance ruling system is being rolled out for ‘advance pricing
arrangements’ (APAs). In October 2016, China’s SAT issued its enhanced APA
administration rules (SAT Announcement 64) to replace the 2009-issued rules.
Please refer to the following KPMG publications for more details:

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

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

Environmental protection tax in development

The Environmental Protection Tax (EPT) Law was approved by the Standing
Committee of the 12th National People’s Congress on 25 December 2016.
Effective from 1 January 2018, EPT will replace the existing pollutant discharge
fee system.

The EPT law adopts the current standards for pollutant discharge fees and is
not intended, in the medium term, to raise enterprise fiscal burdens (See
KPMG China Tax Weekly Update (Issue 1, January 2017) for further details).

On 25 December 2017, the State Council issued /Implementation Requlations
on EPT Law (State Council Decree No. 693) which clarifies the scope of taxable
pollutants and taxpayers (see KPMG China Tax Weekly Update (Issue 2,

January 2018) for details).

In addition, on 7 January 2018, the Ministry of Finance (MOF) issued Cai Shui
20181 No. 4 (“Circular 4”) to clarify that the following two types of pollutant
discharge fees would not be imposed from 1 January 2018 nationwide:

+ ’pollutant discharge fees’ which were imposed on wastewater, waste gas,
solid and hazardous wastes, noise and volatile organic compound.

+ ‘pollutant discharge fees’ which were imposed on wastewater discharged
by marine engineering (e.g. offshore petroleum/natural gas exploitation).
This includes production waste and cabin sewage, drilling fluid and cuttings,
sanitary sewage and domestic waste.

See an article entitled The future is green: EPT in China in China Looking
Ahead (7" edition) (produced by KPMG China in association with the
International Tax Review) for further details on EPT.
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Other recent reguiatory and tax creulars:

Q State Council’'s decision on amending ‘Rules on Procedures for
Formulation of Laws' (State Council Decree No. 694, issued on 16
January 2018)

O State Council’'s decision on amending ‘Rules on Procedures for
Formulation of Requlations’ (State Council Decree No. 695, issued
on 16 January 2018)

O NDRC's notice on application of 2018 borrowing qguotas of medium
and long-term external loans of domestic foreign-invested banks (Fa
Gai Ban Wai Zi [2018] No. 18, issued on 8 January 2018)
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