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F0reion Banks and Insurers Granted Greater China Market Access

. . i i Background
Regulations discussed in this

issue: To further expand the Opening-up of financial industry, the State

» Regulations of the People's
Republic of China on
Administration of Foreign
Funded Insurance
Companies (State Council
Order No. 336, latest
amended by State Council
Order No. 720, hereinafter
referred to as the “New
Foreign Insurance
Companies Regulation”).

Regulations of the People's
Republic of China on
Administration of Foreign
Funded Banks (State
Council Order No. 478,
latest amended by State
Council Order No. 720,
hereinafter referred to as
the “New Foreign Banks
Regulation”).

Council issued the Amendment of the Regulations of the People's
Republic of China on Administration of Foreign Funded Insurance
Companies and Foreign Funded Banks (State Council Order No. 720)
on 30 September 2019. It has become effective since.

KPMG summarized the major changes mentioned in New Foreign
Insurance Companies Regulation and New Foreign Banks Regulation in
this alert, as well as explored the potential tax issues faced by foreign
investors when entering the Chinese banking and insurance markets.

Main Contents

Highlights of changes on New Foreign Insurance Companies
Regulation:

1. Set-up and investment of insurance companies in China by foreign
insurance group is permitted. Previously, the foreign insurance
institutions in China are all set up by insurance subsidiaries of a
foreign insurance group.

2. The requirement of “applicant of foreign insurance companies
having more than 30 years’ experience in insurance business, with
representative office set up in China at least 2 years ago prior to
the submission of the application” has been removed.

3. Overseas financial institutions investing in foreign insurance
companies as shareholders are allowed.

Highlights of changes on New Foreign Banks Regulation:

1. Removing the total asset requirement of US$ 20 billion as of the
previous year end prior to application for the sole or controlling
shareholder to establish a wholly foreign-owned bank, for the sole
or major foreign shareholder to establish a Sino-foreign joint
venture bank, and for a foreign bank to set up a branch in China.

2. For foreign banks, set-up and operation of foreign bank branches
and WFOE bank/JV bank in parallel are permitted.
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3. Business scope of WFOE bank/JV bank/foreign bank branches has
been expanded to include “issuance, redemption and underwriting
of government bonds” as well as “acting as payment agent”.

4. The threshold for deposit taking by foreign bank branches from
Chinese citizens within the territory of China has been reduced to
RMB 500,000 from RMB 1,000,000 for each transaction.

5. RMB license approval has been removed and foreign banks should
still be subject to the prudential requirements stipulated by the
banking regulatory department of the State Council.

6. The interest-bearing asset percentage of 30% of the working capital
has been removed while the exact percentage should be subject to
further confirmation from the regulator.

7. The restrictions are relaxed on the proportion of RMB capital to
RMB risk assets for foreign bank branches in China, as long as
those branches’ capital adequacy ratio continues to meet relevant
domestic and overseas regulatory requirements.

KPMG observations

The Amendment focused on market access, business scope (including
operation requirements) and regulatory procedures of foreign banks
and insurance companies. It removed restrictions upon shareholder’s
total asset, type, overseas operation experience, etc., expanded
business scope of foreign banks, and greatly accelerated the opening-
up of banking and insurance industry, all of which aimed to attract
more foreign financial institutions to invest in China.

However, the regulatory and tax environment remains complicated
during the opening-up. From regulatory perspective, RMB license
approval has been removed but foreign banks should still comply with
the prudential requirements stipulated by the banking regulatory
department of the State Council. Meanwhile, interest-bearing asset
percentage of foreign bank branches is still subject to further
confirmation from the regulator. In this regard, the market entry level
for foreign financial institutions is lower whilst foreign financial
institutions may face a stricter regulatory environment during the
business operation in China.

From tax perspective, areas of complications and uncertainties still
exist, we list a few tax considerations here:

» Pricing of related party transactions. How to make reasonable
pricing policies to determine the fee charged among related parties
of the same group, so as to reduce the risk of being challenged by
the tax bureau due to the violation of the arm’s length rule. In
particular, with respect to the China tax implications on head office
cost allocation, the typical issue for foreign insurance company
branches and foreign bank branches and their head offices,
considerations should be taken on the cost allocation proportion;
the conditions for Corporate Income Tax (“CIT”) deduction;
withholding taxes and remittance registrations filing (for service
fee or royalty), etc. should be subject to the detailed analysis in
practice.

» The applicability of VAT to certain financial products. For example,
banks often offer a type of bank deposit product that generates a
higher yield than regular term-deposits. This is done by embedding
certain financial derivatives (e.g. futures, swap, or options) into the
product, in order to mimic similar investment returns of other
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higher-risk financial instruments. At the same time the bank
provides a guarantee for the repayment of the principal, just like
under regular deposit arrangements. The question therefore arises
whether such a structured-deposit note should be viewed (on the
basis of its ‘form’) as a bank deposit — in this case the VAT rules
provide that the deposit interest income will be VAT exempt. By
contrast, the investment return might be treated instead as 'interest
on aloan' —in such a case it would be subject to VAT on the basis
that it is, ‘in substance’ a product providing a 'guaranteed return or
capable of generating fixed income'. Recent notice announced by
China Banking and Insurance Regulatory Commission with respect
to requirement to account the structured-deposit in Bank’s balance
sheet may make the issue more complex.

= VAT exemption on reinsurance. Considering the possible VAT
exemption on reinsurance provided to overseas insurance
companies, in practice it is crucial for domestic insurance
institutions to arrange the re-insurance contract properly to enjoy
such tax benefits.

© 2019 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



KPMG Services

With an overall deepening of reform and opening-up, _
and in light of the ever-changing domestic and P
international economy, China is exerting even more

effort to facilitate its opening-up. Meanwhile, KPMG ok
will continue to pay close attention to relevant policies .
and assist foreign financial institutions in investing P
and expanding business in China. We are well- W
positioned with our global network to aid foreign-

invested enterprises. We can provide the following

services: o
iy

= Domestic financial market research;

= Mergers and Acquisitions;

= One-stop shop of financial institution set-up
advisory and implementation assistance; |

= Strategic Transformation, risk management {
consulting;

= Transfer pricing advisory (including pricing '
policy-making and arrangement suggestions é '
regarding related party transactions); |

= China tax advisory and compliance.

The information contained herein is of a general nature and is not intended to address tha ks 01‘l ag p ME U r infliv
Although we endeavour to provide accurate and timely information, there can be no gus i ccjira
received or that it will continue to be accurate in the future. No one should act on such inf® Faoif ;

thorough examination of the particular situation.

© 2019 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a l"r_lemb’ 1
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entitysAll {#

The KPMG name and logo are registered trademarks or trademarks of KPMG International.



Contact

Lewis Lu

Head of Tax

KPMG China

T: +86 (21) 2212 3421
E: lewis.lu@kpmg.com

Northern Region

Tracey Zhang

Financial services China Tax Leader
KPMG China

T: +86 (10) 8508 7509

E: tracy.h.zhang@kpmg.com

Tracey Zhang

KPMG China
T: +86 (10) 8508 7509
E: tracy.h.zhang@kpmg.com

Fiona Yu

Tax Director

KPMG China

g T:+86 (10) 8508 7663
E: fiona.yu@kpmg.com

Eastern and Western Region

Financial services China Tax Leader

Yali Chen

Tax Partner

KPMG China

T: +86 (10) 8553 3036

E: yali.chen@kpmg.com

Henry Wong

Tax Partner

KPMG China

T: +86 (21) 2212 3380

E: henry.wong@kpmg.com

Adam He

Tax Director

KPMG China

T: +86 (21) 2212 3022

E: adam.wc.he@kpmg.com

Southern Region

Chris Ge

Tax Partner

KPMG China

T: +86 (21) 2212 3083
E: chris.ge@kpmg.com

Lilly Li

Partner-in-Charge
National Tax Markets
KPMG China

T: +86 (20) 3813 8999
E: lilly.li@kpmg.com

Felix Feng

Tax Partner

KPMG China

T: +86 (20) 2547 3590

E: felix.feng@kpmg.com

Hong Kong

Jean Li

Tax Partner

KPMG China

T: +86 (755) 2547 1128
E: jean.j.li@kpmg.com

Darren Bowdern

Head of Financial services
(Hong Kong), Tax

KPMG China

T: +852 2826 7166

E: darren.bowdern @kpmg.com

Stanley Ho

Tax Partner

KPMG China

T: +852 2826 7296

E: stanley.ho@kpmg.com



Contact Us

For any enquiries, please send to our public mailbox: taxenquiry@kpmg.com or contact our partners/directors.

Management Leaders

National Leader

Lewis Lu

Head of Tax, KPMG China
+86 (21) 2212 3421
lewis.lu@kpmg.com

Service Lines Leaders

Global Transfer Pricing Services

Xiaoyue Wang
+86 (10) 8508 7090
xiaoyue.wang @kpmg.com

Research & Development Tax

Bin Yang
+86 (20) 3813 8605
bin.yang@kpmg.com

)
Legal & Indirect Tax

Lachlan Wolfers
+852 2685 7791
lachlan.wolfers@kpmg.com

Global Compliance Management
Services

Stanley Ho
+852 2826 7296
stanley.ho@kpmg.com

National Tax Markets Leader

Lilly Li

@ Partner-in-Charge,
KPMG China

+86 (20) 3813 8999

lilly.li@kpmg.com

National Tax Operations Leader

Anthony Chau
Partner-in-Charge,

KPMG China

+86 (21) 2212 3206
anthony.chau@kpmg.com

M&A Tax

Michael Wong
+86 (10) 8508 7085
michael.wong@kpmg.com

Tony Feng
+86 (10) 8508 7531
tony.feng@kpmg.com

Christopher Xing
+86 (10) 8508 7072
christopher.xing@kpmg.com

Sector / Market segment Leaders

Regional Leaders
Vincent Pang

% Regional Tax Partner-in-Charge,

Northern Region
+86 (10) 8508 7516
vincent.pang @kpmg.com

Jennifer Weng
Eastern & Western Region

+86 (21) 2212 3431
jennifer.weng@kpmg.com

People Services
Murray Sarelius

- +852 3927 5671

/ murray.sarelius@kpmg.com

{ o
Tax Managed Services
Maggie Mao
+86 (21) 2212 3020
maggie.y.mao@kpmg.com

Janet Wang
+86 (21) 2212 3302
janet.z.wang@kpmg.com

Regional Tax Partner-in-Charge,

ad

Karmen Yeung

Regional Tax Partner-in-Charge,
Southern Region

+852 2143 8818
karmen.yeung@kpmg.com

Curtis Ng

Regional Tax Partner-in-Charge,
Hong Kong

+852 2143 8709
curtis.ng@kpmg.com

Trade & Customs

Eric Zhou
+86 (10) 8508 7610
ec.zhou@kpmg.com

Michael Li
+86 (21) 2212 3463
michael.y.li@kpmg.com

Wade Wagatsuma
+852 2685 7806
wade.wagatsuma@kpmg.com

William Zhang
+86 (21) 2212 3415
william.zhang@kpmg.com

Grace Luo
+86 (20) 3813 8609
grace.luo@kpmg.com

Jessica Xie
+86 (10) 8508 7540
jessica.xie@kpmg.com

Ling Lin
+86 (755) 2547 1170
ling.lin@kpmg.com

Technology, Media &
Telecommunications

Sunny Leung

+86 (21) 2212 3488
sunny.leung@kpmg.com

Operations

China Tax Centre

Conrad Turley
+86 (10) 8508 7513
conrad.turley@kpmg.com

kpmg.com/cn

Financial Services

Tracey Zhang
+86 (10) 8508 7509
tracy.h.zhang@kpmg.com

John Timpany
+852 2143 8790
john.timpany@kpmg.com

Karmen Yeung
+852 2143 8818
karmen.yeung@kpmg.com

Koko Tang
+86 (755) 2547 4180
koko.tang@kpmg.com

Technology, Media &
Telecommunications
Kelly Liao

‘?‘ +86 (20) 3813 8668
kelly.liao@kpmg.com

China Tax Centre

Carol Cheng
+86 (10) 8508 7644
carol.y.cheng@kpmg.com

Real Estate

Jennifer Weng
+86 (21) 2212 3431
jennifer.weng@kpmg.com

Ricky Gu
+86 (20) 3813 8620
ricky.gu@kpmg.com

Wayne Tan
+86 (28) 8673 3915
wayne.tan@kpmg.com

John Wang
+86 (571) 2803 8088
john.wang @kpmg.com

-

Asset Management Private Equity

- Darren Bowdern
"B +852 2826 7166
darren.bowdern@kpmg.com

Learning & Development Tax

Irene Yan
+86 (10) 8508 7508
irene.yan@kpmg.com

David Ling
@ +1 609 874 4381
davidxling@kpmg.com

Shirley Shen
+1 669 208 5352
B yinghuashen1@kpmg.com

Japanese Market

Naoko Hirasawa
+86 (21) 2212 3098
naoko.hirasawa@kpmg.com

Vivian Chen
+86 (755) 2547 1198
vivian.w.chen@kpmg.com

Korean Market

Henry Kim
+86 (10) 8508 7023
henry.kim@kpmg.com

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without
appropriate professional advice after a thorough examination of the particular situation.

© 2019 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. © 2019 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.


mailto:taxenquiry@kpmg.com

	With an overall deepening of reform and opening-up, and in light of the ever-changing domestic and international economy, China is exerting even more effort to facilitate its opening-up. Meanwhile, KPMG will continue to pay close attention to relevant...
	 Domestic financial market research;
	 Mergers and Acquisitions;
	 One-stop shop of financial institution set-up advisory and implementation assistance;
	 Strategic Transformation, risk management consulting;
	 Transfer pricing advisory (including pricing policy-making and arrangement suggestions regarding related party transactions);
	 China tax advisory and compliance.
	并肩赋能
	20191009_Contact page_EN.pdf
	Slide Number 1

	ADPE87B.tmp
	Slide Number 1


