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CHINA TAX ALERT

ISSUE 22 | A

Pilot Free Trade Zone Series —
Regulation for China (Shanghai) Pilot Free Trade Zone has been
released

Regulations discussed in this Background

issue: The 14th Shanghai Standing Committee of the National People's Congress
approved the Regulation for China (Shanghai) Pilot Free Trade Zone ('the

o Aoguien for Tl Regulation’) on 25 July 2014, effective 1 August 2014.

(Shanghai) Pilot Free

Trade Zone, The The Regulation is first local regulation for the China (Shanghai) Pilot Free Trade
Shanghai Standing Zone (SH Pilot FTZ) and contains nine chapters and 57 articles. To promote the
Committee of the NPC construction of the SH Pilot FTZ, it outlines the management system,
Announcement [2014] openness to investment, trade facilitation, financial service, management of
No. 14, issued on 25 taxation, comprehensive supervision and legal environment, and is to be

July 2014 regarded as the basic law of the SH Pilot FTZ.

The Regulation does not only summarise existing regulations for the SH Pilot
FTZ but also foreshadows the innovation of the policies. The Regulation
provides the legal framework for the reform of the SH Pilot FTZ, strengthening
the confidence of investors and raising expectations for the development of the
SH Pilot FTZ.

What are the highlights in the Regulation?

e Encouraging innovative activities in the areas not prohibited by laws,
regulations and rules

e Adjusting the negative list in a timely fashion

e Facilitating business registration

e Deepening reform of the supervision of customs, inspection and quarantine
e Pursuing the one-stop service model for international trade

e Continuing the five financial innovations

e Studying the tax policy to adapt the overseas equity investment and
offshore business development

e Introducing six supervision mechanisms
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The Regulation integrates the current published regulations in the FTZ, and
indicates directions for the subsequent reform policies. We will illustrate the
main content of the Regulation in the appendix.

KPMG's observations

The SH Pilot FTZ has been introduced for nearly a year and the
issuance of the Regulation further integrates and enhances the
existing reform policies for the SH Pilot FTZ. Moreover, the
Regulation provides a set of robust laws and regulations system
security to deepen the reform and innovation of the SH Pilot FTZ as
well as ensure the subsequent experimental work can be
successfully carried out under the legal framework.

The Regulation covers all the existing duplicable and promotable
systems and management modes, and makes space for further
innovation. With regard to the five financial innovations, the
implementation measures for the establishment of free trade
account (FTA) system, the cross-border use of RMB and the reform
of foreign exchange administration have been clarified and the
related businesses have been operating in the SH Pilot FTZ. However,
the rules for facilitation of cross-border investment and financing
activities as well as interest rate liberalisation are still not clear, and
the release of the Regulation provides some guidance for the future
policy development.

The Administrative Committee of the SH Pilot FTZ is expected to
release its list of mandates soon, clarifying how the administrative
committee will exercise administrative approval and penalty authority.
Investors will gain investment confidence with support of laws and
the anticipation of the system innovation. Development of the SH
Pilot FTZ is something worth looking forward to.
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Appendix: Main Articles in the Regulation

Chapter Main content

Management System e The Administrative Committee of the SH Pilot FTZ works as a dispatched
department of the Shanghai municipal government

e Customs, inspection and quarantine, maritime affairs, border inspection, industry &
commerce, quality supervision, tax and public security will set up departments in
the SH Pilot FTZ

Openness to Further open up such fields as financial services, shipping services, trade services,
Investment professional services, cultural services, public sector services and general
manufacturing; suspend, eliminate, and loosen certain access restrictions

Adjust negative list where necessary

Establish united window mechanism for administrative affairs, under which the
approval (record filing) of foreign-funded projects and approval (record filing) for the
establishment and alteration of enterprises shall be processed under a “one-stop”
mode

e Implement a system for registration of capital subscription

Unless otherwise provided for by law, an investor may decide on its own operation
period for foreign-funded enterprise in the SH Pilot FTZ

e Enterprises established in the SH Pilot FTZ can re-invest or have business
operations outside

Trade Facilitation e Customs :

- Open up the front line, efficient control in the second line, and free flow within
the SH Pilot FTZ

- Establish a classified supervision system based on the status of goods, which
will feature electronic network management, paperless clearance and low-risk,
high-speed passage

- Allow an enterprise bringing goods into the SH Pilot FTZ from outside China by
presenting the manifests and then going through declaration formalities step by
step

- Require that goods to be exported via ports have a customs declaration made
first before goods are transported into the ports

- Adopt a a supervision system featuring entry/exit record list comparisons,
enterprise book management and a digital information network for goods
transported from the SH Pilot FTZ to areas in China

- Impose no time limitations on goods under bonded warehousing in the SH Pilot
FTZ

e [nspection and Quarantine :

- Goods that enter the SH Pilot FTZ from outside China shall go through entry
inspection if required; other goods are exempted from inspection unless they
are classified as key and sensitive goods

- Goods that exit the SH Pilot FTZ shall have pre-inspected upon their application,
with verification and clearance in batches

- Bonded exhibition goods that enter/exit the SH Pilot FTZ are exempted from
inspection

- Warehoused logistic goods being transported between enterprises in the SH
Pilot FTZ are exempted from inspection

- An administration system that helps with the development and standardisation
of third-party evaluation agencies will be established, and the evaluation results
of third-parties will be admitted according to international practices

e |nternational and domestic trade :

- Introduce united window mechanism for international trade to create a
cross-department administrative platform to serve trade, transport, processing,
warehousing and other businesses

- Support upgrading of basic businesses such as international trade, warehousing

© 2014 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. © 2014 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.



and logistics, processing and manufacturing, as well as the development of
service trade

- Encourage the development of new-types of businesses, such as offshore trade,
international trade of bulk commodities, financial leasing, bonded delivery of
futures, cross-border e-business

- Push forward outsourced businesses such as R&D of bio-medicine, software
and information service and data processing

e |nternational Shipping :

- Support businesses including international transit, assembly and distribution, as
well as container transit and international transit of air cargo

- Allow qualified shipping enterprises to engage in piggyback shipping of
import/export containers between other domestic coastal ports and Shanghai
Port

- Adopt an international vessel registration system taking "China Yangshan Port"
as the port of registry in the SH Pilot FTZ and establish and efficient registration
process.

e Talent Acquisition :
- Simplify employment approval formalities for foreigners
- Loosen limitations on the terms of visas and residence permits

Financial Service

e Build an FTA system in favour of risk management:
- Establish an account-based settlement mechanism to facilitate capital transfers
between FTAs and foreign accounts, and amongst institutional accounts outside
the FTZ for non-residents

e Simplify the procedure of currency exchange in investment, improving currency
exchange facilitation in investment and financing:
- Various units in the SH Pilot Zone can conduct cross-border investment and
finance business

e Encourage cross-border use of RMB
- Simplify formalities for cross-border RMB use under current and direct
investment accounts
- Allow RMB borrowing by financial institutions or enterprises from overseas
- Conduct cross-border mutual RMB cash pooling, and centralised collection and
payment for current account transactions

e Promote the building of market interest rate liberalisation
- Remove the interest rate ceiling for foreign currency deposits and possibly give
a qualified financial institution priority in issuing large-amount transferrable
deposits

e Establish the foreign exchange management system suitable for the development

needs of the SH Pilot Zone

- Simplify documentation review under current accounts as well as the foreign
exchange registration procedures for direct investment

- Relax the management of foreign claims and liabilities

- Improve the management of the centralised operation and management of
foreign exchange funds by the headquarters of multinational companies, foreign
currency cash pooling and the international trade settlement centre

- Improve the administration of foreign exchange sale and settlement, and
facilitate the over-the-counter commodity derivatives transaction services

Management of
taxation

e Research the tax policies adopted on overseas equity investments and offshore
business development to avoid profit erosion and shifting of tax bases

e Conduct tax centralised approval procedures, cancel pre-examination step-by-step,
carry out “check after approval” and separate the approval from verification
method

Comprehensive
Supervision

e Transfer the government management from prior approval to middle and post
supervision:
- National security review system
- Anti-monopoly work mechanism
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Strengthening of credit management

Disclosure of annual reports by enterprises and a list of enterprises with
abnormal business operations

Establishment of supervision information sharing and comprehensive law
enforcement system

Implementation of market supervision system with participation of social forces
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