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WEEKly Update

Ghina o further openup Lo foreign Investment

On 10 April 2018, Chinese President Xi Jinping made a keynote speech at the
opening ceremony of the Boao Forum for Asia (BFA) Annual Conference

2018. According to President Xi, China will engage in further opening up of
China’s economy, and to put the following measures in place in the near future:

Significantly broaden market access. \With regard to the financial sector,
China will lower foreign investment limitations in the banking, securities, and
insurance sectors. Specifically, China will (i) accelerate the opening up of the
insurance sector; (ii) relax restrictions on the establishment of foreign-
invested financial institutions; (iii) allow foreign-invested financial institutions
to engage in a greater range of business activities in China; and (iv) open up
more areas to Chinese and foreign financial market cooperation. For the
manufacturing sector, China will relax the foreign equity ownership limits in
the automotive, shipbuilding and aviation sectors.

Create a more attractive investment environment. China will (i) enhance
alignment with international economic and trade rules, increase
transparency, strengthen property rights protection, deal with disputes by
process of law, encourage competition and tackle monopoly power; (i)
complete revision of the “negative list” for foreign investment, and fully
implement the “pre-establishment national treatment plus negative list”
approach across the country by June 2018.

Strengthen protection of intellectual property (IP) rights. China will re-
organize the State Intellectual Property Office to improve its officers’ law
enforcement capabilities and intensify law enforcement.

Take the initiative to expand imports. In 2018, China will significantly
reduce customs duty for imported automobiles (currently 25%). Reduction
of customs duty, at the same time, will also apply to certain imported
commodities. China will increase imports to take account of consumer
needs and seek faster progress towards joining the WTO Government
Procurement Agreement.

Following on President Xi's speech, on 11 April, Mr. Yi Gang, governor of the
People’s Bank of China (“PBOC") announced a string of opening up measures
for the financial sector and a timetable for the opening up. The following
measures, covering banking, insurance, securities and wealth management
sectors, will be implemented in the coming months:
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* Remove the foreign equity ownership holding requirement for Chinese-
funded banks and financial asset management companies. Currently, there
is a 20% limit for a single foreign investor and a 25% limit for several foreign
investors collectively. In future, both foreign investors and domestic
investors making investments in Chinese banks (which are primarily SOEs)
will be subject to the same equity limitations. Under the existing rules, any
enterprise or individual intending to purchase more than 5% of the total
amount of shares of a commercial bank shall be subject to pre-approval by
the banking supervision and administration authority of the State Council
(i.e., CBIRC). Also, foreign banks will be allowed to set up branches and
subsidiaries at the same time within Chinese territory.

» Lift the ceiling on foreign equity ownership in securities, fund management,
futures and life insurance companies to 51% (currently 49% for the former
three ones and 50% for life insurance companies). China will eliminate all
equity ownership limits once this initial relaxation to 51% has been in place
for three years (i.e., where the relaxation to 51% is in place from 2018 to
2020, the full relaxation will take effect from 2021).

¢ Relax the domestic shareholder requirement in joint-venture securities
companies, i.e., the existing requirement ‘at least one of the domestic
shareholders must be a securities company’ will be abolished.

» Expand the existing daily quota under the Stock Connect program between
mainland China and Hong Kong, i.e., from 1 May 2018, the Northbound daily
quota will be increased from RMB 13 billion to RMB52 billion for each of the
Shanghai Connect and the Shenzhen Connect schemes, and the
Southbound daily quota will be increased from RMB10.5 billion to RMB42
billion for each of the Shanghai Connect and the Shenzhen Connect
schemes.

» Allow foreign-invested insurance brokers to engage in the same range of
business activities as their Chinese counterparts.

The following measures will be introduced before the end of 2018:

» Encourage foreign investors to make investments in the trust, financial
leasing, auto finance, money brokerage and consumer finance sectors.

* Impose no restriction on foreign equity ownership for new financial asset
investment and wealth management companies established by commercial
banks.

» Substantially expand the business scope of foreign-invested banks.

» Align the allowed business scope for both Sino-foreign joint-ventures and
Chinese-funded securities companies. This means that, in future, both Sino-
foreign joint-ventures and Chinese-funded securities companies may
undertakes the same businesses.

» Abolish the requirement that foreign-invested insurance companies must
have had representative offices in China for two years, before they set up
businesses in China.

Prior to President Xi's speech, China had already opened the third-party
payment sector to foreign investment. In March 2018, the PBOC set out the
access and regulatory policies for foreign investment in payment services
sector (see KPMG China Tax Weekly Update (Issue 12, March 2018) for
details).

Also, the State Administration of Foreign Exchange (SAFE) issued a statement
on 11 April 2018 that it would work with other government authorities to push
the reform of the Qualified Domestic Institutional Investor (QDII) regime and
improve the macro-prudential management of the program. This can be seen
as China taking another step in opening up the financial market.

All of the above-said measures are in line with the commitments that China had
made at the China-US economic meeting held in November 2017 as well as the
directions for opening up set out by CBRC in December 2017 (see KPMG China
Tax Weekly Update (Issue 45, November 2017) and (Issue 49, December 2017)
for details).
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SImplified TP documentation procedures

In the 2016-issued SAT Announcement 42, the State Administration of Taxation
(SAT) rolled out the BEPS Action 13 TP documentation structure to China,
which consists of the Local File and the Master File, but with an additional
Chinese 'Special Documentation’. Subsequently, on 4 April 2018, SAT issued
Announcement [2018] No. 14 (“Announcement 14"), setting out the rules for
preparation and submission of contemporaneous documentation.
Announcement 14 applies from 20 May 2018.

Building on Announcement 42, Announcement 14 sets out simplified rules for
the submission of the Master File. In particular, where a Chinese group meets
the threshold to prepare the Master File, and enterprises within the group have
in-charge tax authorities located in two or more provinces, the group may select
the in-charge tax authority of any enterprise for submission of the Master File.

Where an enterprise of the group is required by its in-charge tax authority to
submit the Master File, the enterprise may be exempted from submitting the
Master File if an explanation in written form can be provided to the in-charge
tax authority. The explanation must show that the company group has
initiatively submitted the Master File to another local tax authority elsewhere in
China. To avail of this treatment, Master File must have been submitted before
the taxpayer is subjected to a special tax investigation on audit.

With regard to the detailed information and the tax impact of Announcement 42,
you may read the following KPMG publication:

Q China Tax Alert: SAT issues Announcement on the Enhancement of the
Reporting of Related Party Transactions and Administration of
Contemporaneous Documentation (Issue 23, July 2016)
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Preferential IT reatment for private retrement pians

On 2 April 2018, five authorities jointly issued Cai Shui [2018] No. 22 (“Circular
22") to pilot preferential individual income tax (lIT) treatment (the so-called
"Exemption-Exemption-Taxation system") for commercial endowment
insurance plans. The five authorities include the Ministry of Finance (MOF),
SAT, Ministry of Human Resources and Social Security (MOHRSS), China
Banking and Insurance Regulatory Commission (CBIRC) and China Securities
Regulatory Commission (CSRC).

From 1 May 2018, the preferential lIT treatment will be piloted in Shanghai,
Fujian (including Xiamen) and Suzhou Industrial Park for a one year trial period.
Circular 22, in particular, clarifies the following:

In the pilot areas, (i) contributions to an eligible commercial endowment
insurance plan, which are deposited in an individual retirement account (IRA),
are allowed to be deducted for IIT purposes, subject to certain limits. This
would make the income contributed to the plan effectively “exempt” at time of
contribution; (ii) investment gains generated by the funds in the IRA would be
treated as tax exempt; and (iii) [IT would apply when the amounts in the IRA are
withdrawn at retirement.

When calculating IIT, the contributions may be deducted as follows:

« For individuals obtaining wages and salaries or compensation for the
provision of continuous services: The premiums paid for the commercial
endowment insurance products may be deducted when calculating lIT for
that month, and the deduction is limited to 6% of the monthly wages,
salaries and compensation received or RMB 1,000, which is lower.

« For sole traders deriving income from business operations as well as sole
traders, owners of sole proprietorship enterprises, and partners in
partnership enterprises, deriving income from leases or provision of contract
services to enterprises or public institutions: The premium paid to the
commercial endowment insurance products, may be deducted when
calculating lIT for that year, and the deduction is limited to 6% of the annual
taxable income or RMB 12,000, whichever is lower.

The premiums paid by taxpayers cannot be deducted when calculating IIT
without obtaining the documentary proof issued by the public platform for
sharing insurance industry data and information, under the administration of the
CBIRC. A list of endowment insurance products that are eligible for the
preferential IIT treatment will be issued by MOF, MOHRSS and SAT.

When an individual qualifies to withdraw pension payments, 75% of the
payment should be subject to IIT at 10% while the remaining 25% is tax
exempt. The lIT on 75% of the pension payments must be withheld by the
insurance company.

Circular 22 also sets out the specific rules on the covered taxpayers, the IRA
and the information registration on the platform.

Developing this system is seen to be important in the context of China’s aging
society. This is also in line with the IIT reform proposed by MOF during the
meetings of the National People’s Congress, held in March 2018, in which tax
deductions for personal outlays, such as children’s education and medical
expenses, were set as goals. Other proposed reform measures include:

» Raising the entry threshold for IIT, currently RMB3,500 for Chinese
residents and RMB4,800 for expatriates.

« Consolidated IIT calculations and filings, in place of the current schedular
system. Individual income including salaries and wages, and independent
service income, will be consolidated for the tax calculation.

(See KPMG China Tax Weekly Update (Issue 10, March 2018) for details).
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