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China Tax Policy Highlights of 2018 and Outlook
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2018 is a crucial year for implementing the 13th Five-Year Plan, marks the
40th anniversary of China’s reform and opening-up. Since the financial
crisis in 2008, the global economy has been reviving for a period of time,
but the trend of economic recovery has gradually slowed down in recent
years. In order to realize steady growth in the domestic economy, China
has continued to deepen the supply-side structural reform and advance
the development of “Made in China” high quality transformation. At the
same time, China has been transforming its role as the “world’s factory” to
the “world’s market.” As an important driver to China’s economic growth,
the private economy has also gained a lot of attention and support in the
past year. During the year, the Ministry of Finance (MOF) and the State
Administration of Taxation (SAT) introduced a series of tax policies and
reform measures on tax reduction, opening up, business environment
improvement, and reform of taxation system as well as tax collection and
administration system, while at the same time, process to enact relevant
tax legislation are also being speed up. Some highlights from the 2018
China Tax Policy Review and 2019 Outlook:
B The amendment to the IIT Law, including combination of
comprehensive and scheduler taxation system, initial establishment of
a comprehensive deduction mechanism, introduction of anti-tax
avoidance rules, revised criteria in determining the resident/non-
resident status, and transformation of IIT collection and administration
system, etc.
Optimizing tax environment, specifically tax digitalization, structural
reform of state and local tax administration, and simplified
administrative procedures for tax-related matters.
Review and outlook on policies of reducing taxes and levies such as
VAT, CIT, Deed Tax, Land VAT, and tariffs.
Continuous  support by taxation policies in innovation,
entrepreneurship, and R&D.
Attraction of foreign investment and updates of international tax
policies, covering further liberalization of market access for foreign
investment, expansion of withholding tax deferral treatment for foreign
investment, new rules for “Beneficial Ownership”, and updated
interpretation of tax treaty articles.
Key words on the outlook for 2019 - further tax reduction, encouraging
foreign investment, boosting private economy, reform of the tax collection
and administration, tax service improvement, anti-tax avoidance, tax
legislation, substance requirements, tax policies of digital economy, and
Belt and Road Initiative Tax Administration Cooperation.
SAT mentioned that in 2019 further measures would be taken to deepen
the reform of the tax regime, consolidate the achievements gained from
the reform of the state and local tax collection and administration system,
seriously implement the various tax reduction initiatives, continue to
deepen the reform of “streamlined administration, delegated powers,
improved regulations services”, and improve the tax and business
environment. We believe China will continue with its fiscal and tax reform
and focus on fiscal and tax policies to promote economic development in
2019. For taxpayers, various tax reforms in the coming year are worth
looking forward to, such as deepening of the VAT reform, adjustment of
social contribution rates, as well as the enactment of various tax laws, etc.
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Foreign Investment Law of the People's Republic of China Will be enforced In Coming Year
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The State maintains a system of pre-entry national treatment plus a negative list management for foreign
investment.
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The pre-entry national treatment mentioned in the preceding paragraph refers to the treatment given to foreign
investors and their investment at the stage of investment admission no less than that to domestic investors and their
investments; the so-called negative list refers to the special management measures that are adopted for the
admission of foreign investment in specific areas. The State gives national treatment to foreign investment outside
the negative list.

REBRHESRAEE R ERT.

The negative list is issued or approved by the State Council.

E{FIP- Investment Protection
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The State does not expropriate foreign investment.
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Foreign investors' capital contribution, profits, capital gains, assets disposal income, intellectual property license
fees, legally obtained damages or compensation, liquidation proceeds, etc., may be freely remitted to overseas in
RMB or foreign exchange according to law.
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The State protects the intellectual property rights of foreign investors and foreign-invested enterprises, protects

the legitimate rights and interests of intellectual property rights holders and related rights holders, and holds
intellectual property rights infringers legally accountable in strict accordance with the law.
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The Law of the People's Republic of China on Sino-Foreign Equity Joint Ventures, the Law of the People's Republic of China
on Wholly Foreign-owned Enterprises, and the Law of the People's Republic on Sino-Foreign Contractual Joint Ventures shalll
be repealed simultaneously.
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Foreign-invested enterprises that have been established before the implementation of this Law in accordance with the Law of
the People's Republic of China on Sino-Foreign Equity Joint Ventures, the Law of the People's Republic of China on Wholly
Foreign-owned Enterprises, and the Law of the People's Republic of China on Sino-Foreign Contractual Joint Ventures may
continue retaining their original forms of business organizations within five years after the implementation of this Law. The
detailed implementation measures of this Law shall be prescribed by the State Council.
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Two Departments Soften Individual Income Tax Exemption Conditions for Overseas Individuals

Bal, MBS, ExRRSEEAH (RTEFERATERINABEREABRENAS) (TR ARXS) ) 1 (XTEBERIA
MEEMERNABR N ARBREBRIIAS) |, 1982019F1 81827,

RIE (D) | RN ARSI ESEER B ERER T RFEPINIRINSATRIURIN SR F IS HESHE, Fdt—SHE T REF
. —RRBRRFMEERERPIRARNKOE, NEIESNHNE, —BEE—FEd, REGIREHBI30XRA, MEHT
BEEEAFR, ZRBEESARTERSTRIESAER, BUHTRE. (RTIEERMANEERERNABRMTAMEH
BERRIAS) MBBHTETERIEE. TERTALIRFEMERAGITTE. BERNARTKHE. ERRKINE. TENESFE.

Recently, the Ministry of Finance ("MOF") and the State Taxation Administration ("STA") have issued the Announcement on the
Criteria for the Determination of the Length of Residence of Individuals Having No Place of Abode in China (the "Announcement")
and the Announcement on the Individual Income Tax Policies for Non-resident Individuals and Resident Individuals Having No
Place of Abode in China, both of which are retrospectively effective from January 1, 2019.

According to the Announcement, the latest Implementing Regulations of the Individual Income Tax Law retain the preferential
institutional arrangement for tax exemption for foreign-sourced payments made by overseas payers, as provided in the previous
regulations, and further relax the conditions for tax exemption. Specifically, first, the criterion for tax exemption for an alien who is
not deemed as a resident taxpayer if he or she has lived in China for shorter than five years, is relaxed to depend on the residence
of shorter than six consecutive years. Second, the length of consecutive residence will be recalculated for an alien as long as he or
she leaves China for over 30 days one time in any year. Third, as for the administrative mode, the previous approval of competent
tax authorities are superseded by the record-filing system, which streamlines the formalities. The Announcement on the Individual
Income Tax Policies for Non-resident Individuals and Resident Individuals Having No Place of Abode in China provides clarity on
the source of income, the calculation of the income of wages and salaries received by individuals having no place of abode in China,
the calculation of tax payments of individuals having no place of abode in China, the applicable tax conventions, provisions for tax
levies and administration, among others.
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Further Reduction on VAT Rates
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Further Reduction on VAT Rates (con’t)

During Premier Li Kegiang's presentation of the goveriment work report at the second session of China’s 13th National People's
Congress on 5 March 2019; he announced that the government intends to further reduce the value added tax (VAT) rates. The effective
dates of the reductions areiyet to be clarified.

According to the Premier’si presentation, the following VAT related measures will be (or already have been) implemented in 2019 to
provide tax relief to all sectors and ensure the tax burden of key industries (e.g. manufacturing) are significantly lowered:

B Reduction of the VAT rate from 16% to 13%, which:mainly will benefit the manufacturing sector, and reduction of the 10% rate to
9%, which currently applies to industries, such as transportation, construction, etc.;
B Increasing the input VAT which may be credited for the service sector, even though the 6% VAT rate for that sector will remain
unchanged; and
B Introduction of a VAT exemption as from 1 January 2019 for small-scale VAT payers:
[0 Whose monthly sales not exceeding RMB 100,000.
O In addition, reduced income tax rates are granted to qualifying small enterprises with low profits, i.e. a 5% effective income
tax rate on taxable income not exceeding RMB 1 million and a 10% rate on taxable income between RMB 1 million and RMB

3 million.)
[X)”uf??- Observation J
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China launched its VAT reform in 2012 and finally transitioned all services from the scope of business tax (which previously was
imposed on most service iactivities) to VAT in May 2016. Since then, there have been two rounds of major adjustments to the VAT
rates: the 13% VAT rate was abolished and consolidated into the 11% rate in July 2017 and the 17%/11% rates were reduced to
16%/10% in May 2018.

After this latest round of adjustments, there will be three VAT rates: 6%, 9% and 13%. However, Premier Li stated the three-rate
system would be further streamlined to a two-rate system, although it is unclear what those rates will be, and when and how the
adjustments will take place. It should be noted that godds suppliers for service enterprises may enjoy a lower VAT rate (i.e. from 16%
to 13%) so that a service enterprise's material costs could become higher with lower creditable input VAT if the VAT-inclusive purchase
price of the goods remains unchanged. Therefore, setvice enterprises should consider price re-negotiations with goods suppliers to
potentially obtain the bengfits of the VAT rate reductions.

The government is expected to release more details about the VAT rate reduction, such as the effective dates and guidance on
transitional arrangements, corresponding changes to the VAT export refund rates, etc. Businesses should closely monitor regulatory
developments.
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