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In this third issue, we focus our analysis on the recent
development relating to trade in goods in China, including the
availability of commodity trading rights, the opening up of the
distribution sector in China, the tariff measures one has to deal
with when importing goods into and exporting goods out of
China.

Opportunity in China's Wholesale and Retail Distribution

The first article specifically deals with "Business
Sector". In the second article, we analyze the scope and
contents of the PRC trading rights because it is very important
to know what one can do or cannot do in doing trading in
China. Finally we have an in-depth discussion on the tariff
measures in the third article. As it is not possible to cover all
the relevant matters, we have to put off the discussion on the
non-tariff measures to next issue. We pledge to bring value to

our clients and readers on a continuous basis.
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Business Opportunity in China's

Wholesale and Retail Distribution Sector
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Pursuant to the commitment China made to the
WTO members, the Chinese government promulgated
on 16th April 2004 "the Administrative Measures of
the Commercial Sectors for Foreign Investments". The
Administrative Measures axes the requirement for the
qualification of the foreign investor, the amount of
minimum registered capital for the foreign invested
enterprises, and the restriction on geographic locations,
quantity, and percentage of foreign ownership. Within
this year, foreign investors will have access to Chinese
domestic market in all aspect of wholesale and retail
distribution.
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1. What is the effective date for the
newly promulgated "Administrative
Method of the Commercial Sectors

for Foreign Investments' ?

The Administrative Measures shall take effect on 1st
June 2004. "The Experimental Measures for Foreign
Invested Commercial Enterprises" promulgated in

June 1999 shall cease to have effect on the same date.
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2. What business activities can the
foreign invested commercial

enterprises be engaged?

The business activities to be engaged by foreign

invested commercial enterprises are:

1. Commission agent: acting as distributors for
merchandise goods, brokers or auctioneers, or third
party wholesale distributor selling goods for a fee
under contracts, and the provision of related
subordinated services;

2. Wholesaling: the sales of goods to retailers,
industrial users, institutions, or the sale of goods of
other wholesalers, and the provision of related
subordinated services;

3. Retailing: the sale of consumer goods to individual
or groups at fixed locations, or via television,
telephone, post, internet, vending machines, and
the provision of related subordinated services;

4. Franchising: the granting of trademarks, business
names, business models for purpose of rewards or
royalties by way of licensing agreements.
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4.Will the existing foreign invested
enterprises be approved to engage in
wholesale and retail distribution
activities as well?

Yes, existing foreign invested enterprises are
permitted to engage in wholesaling and retailing
business if they amend their scope of business by
submitting the application to do so, in accordance
with the provisions of capital contributions as per
requirement from the State Administration of Foreign
Exchange.

1 . ‘j
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Business Opportunity in China's Wholesale and Retail Distribution Sector

3. What is new in the Administrative

Measures about the relaxation on
geographical locations, quantity,

and foreign share ownership?

In respect of geographic locations, Article 22 of the
Administrative Measures provides that foreign
invested commercial enterprise engaged in retail
distribution should restrict its business activities in
the locations of the provincial capitals, the capital of
autonomous regions, the municipalities directly
administered by the State Council, the municipalities
with independent development plans, and the special
economic zones before 11th December 2004. All the
above-mentioned geographic restrictions will be
lifted after 11th December 2004. Hong Kong service
suppliers engaged in the retail distribution sectors
will be given market access to all prefecture-level
cities, and all the county-level cities within the
Guangdong province after 1st January 2004. The
Administrative Measures provides that with effect
from Ist June 2004, all geographic restrictions shall
be lifted for foreign invested commercial enterprises
engaged in wholesale distribution.

The Administrative Measures removes all existing
restrictions imposed on the number of commercial
enterprises the foreign investor may set up and the
number of branches a foreign invested commercial
enterprise may set up throughout the country.

Hong Kong service suppliers are permitted to set up
wholly foreign owned commercial enterprises with
effect from 1st January 2004. The restrictions of
relative foreign ownership shall be removed on 11th
December 2004. All foreign investors are permitted
to set up wholly foreign owned commercial
enterprises after 11th December 2004.

However, the lifting of restriction on foreign
ownership shall not apply to those enterprises
engaged in the distribution of books, newspapers,
magazines, vehicles (whose restriction will be lifted
on 11th December 2006), pharmaceutical products,
pesticides, mulching films, processed oil, foodstuffs,
vegetable oil, sugar, and cotton. A single foreign
investor with the number of shops in excess of 30 in
the aggregate and engaged in the distribution of the
above-mentioned goods, shall not have an ownership
exceeding 49% in the foreign invested commercial
enterprise.
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5. What are the provisions governing

the scope of businesses for the
foreign invested wholesale or retail

enterprises?
The Administrative Measures provides that the scope
of businesses is as follows: -

Retail distribution Wholesale distribution
Merchandise goods Merchandise goods
retailing; wholesaling

Commission agent
(except for auctioneering)

Imports of merchandise
goods on the list of own
trading items

Sourcing domestic Import and export of
goods for export merchandise goods
Other related subordinated Other related

services subordinated services

In contrast, the "Experimental Measures"
promulgated in 1999 prohibits foreign invested
enterprises engaged in wholesale distribution from
buying imported goods not on the list of its own
trading items. That is inconsistent with the WTO
rules. The Experimental Measures also prohibits the
foreign invested enterprises engaged in wholesale
distribution from acting as agents for the buying and
selling of goods. The Administrative Measures lifts
the requirement for local contents regarding the
procurement of goods, and allow foreign investors to
carry on business as commission agents.
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Has the Administrative Measures
imposed other qualification

requirements for the investors?

The Administrative Measures removes the
requirement for the amount of average annual sale
and the net assets, except for the foreign investors
who are engaged in retail distribution of vehicles and
products subject to designated trading.

The Chinese government shall announce the
administrative measures for the retail distribution of
vehicle for foreign investors. However, the new
provisions for Closer Economic Partnership
Arrangement between Chinese Central Government
and Hong Kong government provide that the Hong
Kong companies that have already been granted
Hong Kong service supplier certificates are
exempted from the qualification requirements.

Nature rubber, timber, plywood, wood, acrylic, and
steel are products subject to designated trading, as
provided in Article 16 of the Administrative
Measure. Foreign owned or domestic enterprises that
have the right to trade those products should have a
minimum registered capital of RMB10 million, and
have a track record of engaging in import and export
trading for no less than 2 years.

»
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What is the requirement for the
registered capital of the foreign

invested commercial enterprises?
According to the Experimental Measuress
promulgated in 1999, the amount of minimum
registered capital for foreign invested commercial
enterprises is RMB 80 million (for wholesale
business) and RMB 50 million (for retail business).

According to Aricle 7 in the Administrative Measures,
the amount of minimum registered capital for foreign
invested commercial enterprises shall be RMB 0.5
million (for wholesale business) and RMB 0.3 million
(for retail business) in accordance with the PRC
Companies Law. The new Administrative Measures
has given foreign investors national treatment in
respect of the amount of minimum registered capital,
except for the following business activities: foreign
invested enterprises engaged in the wholesale
distribution of books, newspapers, and magazines
shall have a minimum registered capital of RMB 30
million, foreign invested enterprises engaged in the
retail distribution of the same shall have a minimum
registered capital RMB 5 million.
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Is there any timetable on the

market access to specified goods?

In respect of time restrictions imposed on market
access to certain specified goods that are related to the
state economic planning and the livelihood of the
Chinese people, the Administrative Measures adheres
to the commitment China has made to WTO
members.

Foreign invested enterprises engaged in the wholesale
distribution shall not deal in pharmaceutical products,
pesticides, and mulch films before 11th December
2004, and shall not deal in chemical fertilizers,
possessed oil and cruel oil before 11th February 2006.
Foreign invested enterprises engaged in the retail
distribution shall not deal in pharmaceutical products,
pesticides, mulch films, and possessed oil before 11th
December 2004, shall not deal in fertilizers before
11th December 2006.

Foreign invested enterprises engaged in wholesale
distribution shall not deal in salt and tobacco. Those
engaged in retail distribution shall not deal in tobacco.

) o
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Are there any additional
requirements for the distribution of
specified goods?

Foreign invested enterprises engaged in the
distribution of books, newspapers, and magazines
should acquire an "operating license for printed
materials" and meet the requirement for the
minimum registered capital. Those engaged in the
retail distribution of processed oil at gasoline stations
and drugs, shall acquire the "operating license for
processed oil" and the "operating license for
pharmaceutical products" in accordance with the
requirements of the administrative rules as
promulgated by the State.
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Extracts of this Article are publishe
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How do the foreign investors
formulate their action plans to enter
into the Chinese wholesale and

retail market?

As from 1st June 2004, foreign investors are
permitted to set up wholesale or retail operations in
the form of Sino-foreign equity or cooperative joint
venture enterprises. As from 11th December 2004,
they have the option to turn those JVs into wholly
foreign owned enterprises by buying out the shares
of the Chinese party. Those Hong Kong investors
who have been granted the certificate of Hong Kong
service suppliers can set up wholly foreign owned
enterprises starting from 1st June 2004. In addition,
foreign investors may accelerate the speed to
establish their PRC market presence by acquiring the
interest in existing wholesale or retail business in the
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Commodity Trading Rights in China
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The Chinese government liberalized the availability of the
trading rights to import and export goods from China
(foreign trade rights) on July 2004. Early in June 2004, the
Chinese government also lifted its restriction on foreign
investment in the distribution service sectors. Foreign
investors now can carry on foreign trade and provide
wholesale and retail distribution services in China. The
following is a brief introduction on the scope and contents
of the trading rights in China.

If a Chinese company does not have the import export
right, it does not have any customs declaration rights. All
production type foreign investment enterprises acquire the
import export right and declaration rights after obtaining
the approval certificate and completing the customs
registration. Production-type FIEs have the right to import
materials for own use and export self-produced goods.
They cannot import or export the goods without
performing any processing activities, or act as third party
distributors.

International couriers or transportation companies in
China have the right to declare goods for their principles.
However, they are not allowed to do import and export
trading because they do not possess the trading rights.
Furthermore, the declaration right is limited in that they
cannot declare goods for behalf of those who are not the
parties to the transport service agreement.

Professional customs declaration companies have the
right to declare goods for their clients. They can declare
goods at the customs as independent service providers.
However, their scope of activities is limited to provide
customs declaration services. They cannot be engaged in
import and export trading activities in that they do not have
the trading rights.

Goods imported to China or exported out of China are
classified into the prohibited category, restricted category,
or freely traded category. Foreign trading rights are subject
to restrictions. Those who acquire the foreign trade right are
not allowed to import or export goods of prohibited
category, or deal with goods that are banned under the law.
Goods bearing fake trademarks or firearms for example. In
addition, the foreign trade right is subject to the compliance
with the license requirements for imported and exported
goods belonging to the restricted categories.
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Commodity Trading Rights in China

The trading right should also include the distribution
rights, which can further be divided into wholesale
distribution right and the retail distribution right. As
from December 2004, foreign investors can set up
wholly foreign own commercial enterprises to deliver
services in the capacity of wholesaler or third party
distributor or commission agents. However, the
distribution right is not without limitations.

The foreign invested commercial enterprise does not
have the distribution right for all types of
commodities. To distribute certain specific goods,
either the wholesaler or the retailer needs to obtain the
commodity trading right from the PRC administrative
body. Goods in China are also classified into the
following categories: goods subject to state trading
(such as silk and tea), goods subject to designated
trading (such as steel and natural rubber), and general
goods. For example, the right to wholesale
distribution of processed oil is not available to foreign

There is a requirement of administrative licensing
for some commodity trading rights. In the case of
retail distribution of books, newspaper and
magazines, the retailer must obtain administrative
approval to get an operating license for distribution
of books, newspapers and magazines. Therefore, it is
not sufficient for the foreign investment enterprise to
have the business license alone. It must also obtain
an operating license for the specific goods. The same
licensing requirement applies to the distribution of
pharmaceutical products, audio video products, food
products, and cosmetics.

To sum up, the trading right in Chinese contexts
has the following scope and contents: the import and
export rights (foreign trade rights), declaration
rights, wholesale distribution rights, retail
distribution rights, and commodity trading rights. If
one has not got any one of those, he or she cannot
carry on one-stop shop trading activities in China.

invested commercial enterprise until December 2006.

A table may help illustrate the difference between trading right and declaration right
Pt RE A ADIE F BRI #R R 2

Import / export right
(foreign trade rights)

HHLE (9hEieE)

Yes, it can do wholesale business, import and
export own goods and third party goods

AIDAE SR80 ~ D B ENIPEE Eisih

Yes, it can do retail business, import goods for
own retail sale and export domestically
purchased goods

AT St 80 ~ O HEFE/EM
HH B AT R

Yes, it can import and export own goods and
third party goods, but does not have domestic

distribution rights
AIDGEH O B ETIEE AR - (HIE RN

AL B S SR

Yes, but limited to importing materials and
exporting own made goods

BRASECTH FEORE > H T EE

Customs declaration right

ThEAiE

Foreign invested wholesale
commercial Enterprise

PN A i B e o

Foreign invested retail
commercial Enterprise

PANIEE = 4P Sibe S

Yes, but limited to the goods they buy
and sell it their own name

RN E CAZEEE R

Yes, but limited to the goods they buy
and sell it their own name

NS ISEZE A= i

Foreign (or import and
export) trade corporatlon

HME (BREHL) AF]

Yes, but limited to the goods they buy
and sell it their own name

ININEIREZ == N

Production type FIE
AEMS AR

Yes, but limited to material imported
for own use and export own made goods

BRASECTH FEORE > H T P

International transportation No Yes, but limited to the goods of the shippers
company ®’HE IR C NG O E T

St NG|

Professional declaration No Yes, provide declaration services to any
agency company wE party who has the foreign trade right.
BT BT T IR S8 = AR

HR T A T e i d;  Extracts of this Article are published by Hong Kong Export Credit Insurance Corporation
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Tariff Measures on Import-Export of
Commodities in the PRC

Introduction

The Chinese import and export laws and
regulations classify goods into 4 categories: general
goods, bonded goods, goods either exempted from
duty and taxes, or subject to reduced duty and tax
rates, and goods temporarily imported. General goods
are subject to the normal entry-exit customs
formality: declaration, inspection, levy of taxes, and
release. General goods are freely circulated either in
the domestic market or designated for other countries
after completing the customs formality.

In contrast to general goods, bonded goods, tax
reduction goods or tax-exempted goods, and
temporarily imported goods are subject to special
customs formalities divided into three separate
customs stages: pre-clearance stage, clearance stage,
and post clearance stage. Pre-clearance procedures
include the application for tax reduction or
exemption certificates, application for approval on
temporary imports, and placing of security deposit
for duty and tax on input materials under processing
trading agreements. The customs clearance procedure
is the same as that for general import goodsjexcept]
that the levy of duty and taxes are not required JPost=
clearance procedures involve the reconciliationfofs
quantity of the import materials infthefproductions
contract under processing tradefagreementyrelease/off
the security deposit for ‘materialsiying
processing trade and temporary/imported{goodsiand;
application for thejliftingfof{customs|superyision{ont

‘tax-exempt orytaxéreduction
i 5 - - T .'n'.r....
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In broad sense, tariff is defined as the customs
tariff (duty) and the internal taxes, such as VAT,
consumption tax, and other levies, which are imposed
on the imported goods. Import tariff also includes
special duties of anti-dumping duty, countervailing
duty, safeguard duty, and retaliatory duty. Tariff is
reduced to the customs duty excluding special duty
and internal taxes if it is defined in a narrow sense.

A tariff schedule (table) consists of items of
commodities and tariff rates respectively. There is a
unique HS code for each item of commodity in the
table. Depending on the country of origin, the
Chinese law classifies goods or commodities subject
to import tariff rates into 5 categories, namely the
most-favored-nation (MFN) rate, treaty rate, special
preferential rate, general rate, and temporary rate.

The MFN rates apply to goods originating from
countries (regions) who are WTO members, or those
who have entered into bilateral trading agreement
with China incorporating the MFN clause.

Treaty rates are used for goods originating from
countries (regions) that have entered into regional
trade agreements (RTA) with China. Goods
originating from RTA countries (regions) enjoy a
lower than MFN rate. The RTAs include the Bangkok
Agreement, the Closer Economic Partnership
Agreements (CEPA) with Hong Kong and Macau
respectively, and the Framework Agreement between
China and ASEAN Countries.

Special preferential rates (SPR) apply to goods
originating from countries or regions that have
concluded treaty with China incorporating special
tariff preferential treatment clauses. The SPR is lower
than the treaty rate. Goods, to which preferential rate,
treaty rate, and special preferential rates are not
applicable or whose country of origins is unknown, are
subject to the general rate, which is the highest of all.

Temporary rates apply within a definite timeframe.
The application of temporary rates takes priority to
goods subject to MFN rates. In the case of goods
subject to treaty rates or special preferential rates, the
lower rate should apply. Temporary rate shall not
apply to goods subject to general rates.

. d "
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Name of RTA
ik € #4140

SLHIE
Bangkok Agreement

R B AR B 5
MEZR fhide

Framework Agreement
between China and
ASEAN countries

B R R R Bk
Closer Economic Partner-
ship Agreement (HK)

R E RRRLHE
Closer Economic Partner-
ship Agreement (Macau)

Countries (regions)

Bix (i)

HrERER ~ B - FegE - EH - R
Sri Lanka, India, South Korea,
Laos, China

PO ~ RAHZE - EISE ~ S - e

fliey ~ FEERE - HThONE - ARE - B
Brunei, Cambodia, Indonesia,

Laos, Malaysia, Myanmar,

the Philippines,Singapore,
Thailand, and Vietnam

rhoke N BT B P T B
Chinese Central People's
Government, Hong Kong Special
Administrative Region

FoR N R B BB YR AT &
Chinese Central People's
Government, Macau Special

Administrative Region

R B P A S 1 E
Bilateral treaty including
special preferential rate
treatments

NI ~ Eh ~ FINRL - A
Cambodia, Laos,
Bangladesh, Myanmar

R Ee Y EE R R S s A B TR
BRI » A1 DURBEES SEAR R A (A B
o ELBFTRRYE 532081000 » (RIEAEE A -
SRR BB E50% :
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EEHHE S Summary of Region Trade Agreements (RTA)

Tariff Schedule
sl

2004 T [ BRBRFT BT RIbRT 2 —
Annex 1 of the PRC Customs Import
Tariff Schedule, 2004

2004 EFRARASI AN £ &
Annex 7 of the PRC Customs Import
Tariff Schedule, 2004

2004 [ VRARRARE A AR )\
Annex 8 of the PRC Customs Import
Tariff Schedule, 2004

2004 EFRRRARTIT I £
Annex 9 of the PRC Customs Import
Tariff Schedule, 2004

2004 - R BA BRI R IbR 2% 1
Annex 10 of the PRC Customs Import
Tariff Schedule, 2004

The import tariff rates under different tariff schedules
are adopted depending on the country/region from
which the goods are exported to China. For example,
paints and vanishes based on polyesters, whose HS
code is 32081000, is subject to tariff rates ranging

from 0% to 50% below.

CEPA-HK rate
CEPA- Macau rate

Special preferential rate

JFUEE IR TR R

e

T o
‘gciln/aTax&InvestmentConsultantSle 1 0

Treaty rate
Preferential (MFN) rate

General rate
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1 i L S 51 55 ok

I S it R L R S W TO S R B
HIBISEEY) - R RS T T @ B e
IR TSR (R R R -

PRI BT N B s By " B R B B R A
HE" (k) o [REREEREYI T DIREHE AN M - 5
2 2R BB B Y H S AE" 2 PE" RO — 3 WA
TE © B TEUTIR2004-8 I T Hkh ey EEH -
VRS 7T B BT i o ok N\ R B A 22 R e
"L IE

" A M B B R R W IR SR g
itk AL ER O » ARIRTE - EIRARUR AL 1S %R L
mh o BT R AR AE 2006 MU E B S VIR » A
2005 FHIAME AT S % 2 15%3HE B R E T S V)RR -
2004 HURFIRAES % LU M E L A L B YRR - 7
JHCE I E R SRR DY) ~ N O D
ah  JEAE ~ R~ BT SRS o AE20034E
1] L 2% ] R 8 5 e LSS ) /K SR B 2 L 7 B A
I ©

HEE TR EY AR - ThEEE
CIEPIRHBCRMUE 1A bR FH R -

BEEEE  Certificate of Origin (CO)

HEC PR EY RS EERRRERER > A
1 7 BB N R 22 2 3t M 1 B O 3 8 1Y i it
A o U Sth AR AR T 2 v [ R R 5 S U
B SR IR - Bl B B2 5 5 ) AR HE B AR
$B o iR MRS R R T P A R R
R G WA EEE

Regional Trade Agreement (RTA)

The existence of RTA and the adoption of treaty
rate is an exception to the MFN principle under the
WTO agreement. Goods originating from other
countries (regions) that conclude RTA with China
enjoy a lower than MFN tariff rate.

Certain goods originating from Hong Kong to
China are subject to a zero-rate tariff under the closer
economic partnership arrangement (CEPA) between
the Central People's Government and the
Government of HK Special Administrative Regions.
The catalog of goods subject to zero-tariff is
contained in annex 1 of the CEPA contexts. The
addition to annex 1 is made on August 2004. The
same arrangement also applies for goods of Macau
origin.

The Early Harvest Scheme, which is a component
under the "Framework Agreement between China
and ASEAN countries", provides that the tariff for
agricultural products with MFN rates exceeding 15%
is to be eliminated in 2006, those with MFN rates
between 5% to 15% to be eliminated in 2005, and
those rates below 5% in 2004. Goods covered under
the Scheme include live animals, meat, fish, milk,
live plants, editable oil, fruit, coconut and vegetable
oil. China and Thailand has already eliminated the
tariff for fruit and vegetable moving between the 2
countries since 2003.

There are few export goods subject to export tariff.
Rates for Chinese export goods are contained in PRC
Customs Export Tariff Schedule.

To qualify for a lower-rate (or zero-rate tariff) for a
certain good, the Chinese importer needs to present
to the Chinese customs the certificate of origin
issued by the administrative body of the exporting
country (region). Country of origin for a good or
product is the criterion or base for the Chinese
customs to apply RTA tariff schedules and rates,
quantity restrictions, or other trade measures to
goods from a particular exporting country.
Certificate of origin is used to prove the "nationality"
of a particular product, irrespective of who make it.

ChinaTax&InvcstmcntConsuIlafntsLtd 1 1
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V) ~ REVDEESD ~ BREENL  AORRB - BREE R R E
A o BXCERRAARET FH20064F 201 SEEAY 5 -
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PGl Classifications of Goods

ST 15 SRR > — HUE 12— i
FHRORBRAREREIN > B8 o ik B2 s BEAE A% FH BRI A B s i
SRR TR > P o R A B [ e R R T R Y 3
FHBRRTIER - ffe P B RHRE 1 AT 7 S a R Al T B
HIEE > B DAEHE LI T i R E - Rk -
F1 g gl CE IR ] SR A B R 1T BOE > REE 2
S 1 7 PO o B > TR S BUE A B R P R
HOWIHEENE -

o0

o it R B R U MO - M T R
FCEEEMIN T - HEER (G ) ez
AR A T - R R A T B RN T
1 BRI e P A 7 B B HH 1B » DL B RO RSE SR el s I i
20 i JFUEE B RE E R > RoE PRI - R
H B S EE AN - (HRAEREEETE Y T A] LR -
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PR GER ISP  Tariff Measures on Import-Export of Commodities in the PRC

The PRC Administration of Quality Supervision,
Inspection and Quarantine and its offices at the sub-
national level are vested with the authority to issue
COs. Products of Chinese origin sold to EU countries
or some OECD countries are unilaterally eligible for
lower than the MFN rates under the Generalized
System of Preference system.

In 2004, the EU GSP covers live animals, plant
products, farm products, textiles, jewelry and
transporting equipment. The EU will review the GSP
agreement that governs the period from 2006 to 2015.
It means that less Chinese products will enjoy
preference and that the products may completely
graduate from the GSP in the near future.

The issue of classification for a particular product
arises once the appropriate tariff schedule is
determined, with or without the issue on the country
of origin being involved. Change in the classification
of a product may affect the rate for a specific
imported good from a particular country or region.
The Chinese customs may subject the imported goods
to inspection and testing if there is any doubt over the
classification in the declaration for a particular
product. Likewise, the importer can apply for
advanced classification ruling from the Chinese
customs under the provisions of Chinese laws. Such
administrative ruling enhances certainty in trading
with China.

A change in the classification of commodity may
give rise to a change in the country of origin for a
particular good. The 4-digit tariff heading of the HS
code for a good will change if that particular good is
subject to a process of substantial transformation
after importation into the country. That country, in
which the activities of the substantial transformation
take place, will become the country of manufacture
and the country of export. Such change may bring
about the adoption of a new country of origin rule
and different tariff schedule. The country of export
for a particular good may defer from the country of
manufacture for the same good, but the former may
overlap with the latter in some instances.
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BBt Dutiable Base

FERERATR A "2 S R R R BRI - — ik
ARG EFFER T L FR{E (CIF) > Horr

A td% ¢

(1) BB B R e 268 > MRS - HEE
FerlliRices - Safffiesss SosBie: |

(2) HHEIERIARE Hryite fRES - RIgE

(3) AIBHBSC A BIA#L -

(2

(1) AERESZAS A -

(2) WRSELRg AL NEE > HINY IR

(3) HAHEEENLEE

(4) AL EEIERIH B - a8 MHREH

(5) FHA TR AE R il A B 18 S () B R 56 B P ) g A
RERE I

(6) FHA TP AE P il A SRR ST L A1 o8] 1% o ) s
e FiZI_,\EZ{EFH% °

EERARE R E T R B ACE A RS R AR R
ERHAERIBE IR Y - EFE AR RERR I
TIREERIGF > BB R T S T AR IR L R 2
B T IEH IR GER > ek A DB 2 LN e
PSR ER -

(1) PR SR ER -

(2) HHBEALIEY)RAER |

(3) BIES TS AHRI SISV A (B

(4) BINTEALRERE S (DRI S
(5) HHUTEMGE -

In determining the base for the levy of tariff on
imported goods, the Chinese customs adopts the
practices of transaction price. Normally that is the
CIF price, subject to the follow adjustments,

Excluding:

(1) The cost of installation, testing, maintenance and
technical service fees for imported machinery
and equipment;

(2) The inland freight charges and the insurance
premium from port of import to final destination,

(3) Import duty and internal taxes

Including:

(1) Commission borne by importer;

(2) The container considered to be the integrated part
of the imported goods;

(3) Packaging charges borne by importer;

(4) R & D expenses, design fee and related service
charges borne by importer;

(5) The royalty paid by the importer to the oversea
seller on the sale of goods after importation;

(6) The payment made by the importer to the
oversea seller relating to the re-sale, disposal or
use of the imported goods.

In case that the Chinese customs consider that the
declared price of an imported good is obviously
lower than that for the identical or similar product
without any credible evidence, or that the normal
price is manipulated by arrangements between the
importer and the exporter, the Chinese customs may
substitute the following valuation for the imported
goods in the descending order: -

(1) The price of identity goods in the exporting
country (or region);

(2) The price of similar goods in the exporting
country (or region);

(3) The price for identity or similar goods in the
international market;

(4) The wholesale price for the same goods in the
domestic market, after deducting taxes, transport
charges, and insurances;

(5) Other reasonable valuations for the imported

goods. P
e -

ChinaTax&InvestmentConsuléanlsle 1 3 h
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BB~ BB R Bt Import tariff, VAT and consumption tax

H B P i 1 P R A Y R 2 5 15 H I Import tariff is payable 15 days after receiving the
SRRER o o AR R AR AL H s s customs' payment notice regarding the importation

of goods into China. There will be a daily surcharge
of RMB 5 per every RMB 10,000 on the amount of
overdue taxes for late payment.

RS AR 5 TR ©

SECT (RO SR DA Rz BEET (R0 HRER

o B o S S A B e ST ' The rate for the import (export) tariff refers to that

e in force on the date the Chinese customs formally
Yy S Sty TR F e H BRI - B accept the declaration for the import (export) goods.
HIETE =02 - If the Chinese customs approve the declaration

before the arrival of the imported goods, the
declared entry date of the transport means that carry
the imported goods. The import tariff is calculated

as follows: -
1 CIF value * duty rate Duty is levied by the value of import
BAR = BIFE x i FEAE B EEH
mport quantity * rate per unit uty 1s levied by the quantity of import
2 1 ity * i Duty is levied by th ity of i
BAFE = HEEE x BAHEE A AR
BN - FEEAHECIRYEE (Fi9733041000) AYEIS If the CIF value of a set of lipsticks (HS code
ER100TC2E4 b5 S L B e R R 2 33041000) from Japan is US$100, importation of
17% » REFEEEI0% » i R - cosmetics is subject to VAT at 17% and

Consumption tax (CT) at 30%, the customs duty,
Import VAT and CT will be computed as follows: -

1 Duty = CIF value * duty rate (US$100*8.3) x 14.2% Preferential tariff rate is 14.2 %.
BRR = BURRME * BoR — RMBI17.86 BHEERER14.2%
2 VAT= (CIF value + duty + CT) * VAT rate (830+117.86+ 406.23) * 17% Note 1: computation of CT as
WEk: = (B {E+RIfHAER) * iR = RMB230.20 per below
— REREL T ASEE
3 Total Duty, VAT and CT 117.86 +230.2 + 406.23
Bt ~ SR fER R IRE =RMB754.29

»
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B R TASE

Note 1: Computation of consumption tax is as per following formula: -

(CIF + Raf)
(1- BEHRR)

Pp RHAGHER =

pp HEM = AHRGETIRER x BEBR

P> Composite dutiable value =

(CIF value + duty)

(1 - consumption tax rate)

Consumption tax = composite dutiable value x consumption tax rate

b (830+117.86) / (1-30%) = 1,354.09
1,354.08 x 30% = 406.23

REERBN G R ERAORER - IR -

A reduction in duty rate will also reduce the amount of VAT payable and CT payable, and the other way round.

HiITiBBE VAT Export rebate

AR TR » HHC R AT B E P LRI

T LT 2 R R R -

1. R (AR S B R T T ol

2. ST BAERA T LEF RSy (T
[l e )

3. RSB O T B 25 » A5 FE
[E7p=A

4. HIORg
2 -

WAESEHEEASSE AR B BV D HERE A

The VAT paid for the purchase of export goods in
the Chinese market can be refunded if the exporter
can satisfy the following requirements:-

1. The goods are subject to VAT or consumption
taxes under the Chinese tax regulations;

2. The nature of the export transaction must be
treated as sales, not the disposal of fixed assets, in
the books of accounts for the exporter;

3. The goods must have actually left the

country

(except for that shipped to export processing zones);
4. The exporter has to produce evidence
showing

that the foreign exchange verification
procedure

BB B9 %e  Exemption of Import Tariff and VAT

TRMHEEGRE (1) FPeh®Emmsn - (2) FE
% & (3) FreihlE o BRSO 0y e R f
KEBINH o

PR HE LTRE iy

® JEMBIMMAE A RIESOTTLL N AR

© R SEEEA LR R

® SR[EIE &N
® HERRARTCIRENEM

© B i A G2 IR B B R 4 B TR B R BB
&) -

The exemption is granted to specific purposes for
which the imported goods are used, specified
enterprises, and specified locations. Goods
temporarily imported into China are exempted from
duty and internal taxes.

Tempotarily Imported Goods
® A consignment of goods, whose customs duty the
Customs estimates to be less than RMBS50 yuan;
® Advertising articles and samples of no
commercial,
or value not exceeding the amount for
RMB400
are exempted from duty and taxes;
® Exported goods being replaced;
® Goods damaged prior to customs releases;
® Goods covered by international treaties providing
for tariff reductions aré 1Xemptlons which

naTax&InvestmentConsu[tantsLtd 15 >
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Goods temporarily imported into China as samples,
exhibited items, machinery for construction projects,
engineering vehicles and vessels, tools and
instruments; TV, camera, containers, costumes or
props used in film production, exhibitions,
entertainment shows and sport events, for a period
not exceeding 6 months, are exempted from tariff and
taxes. However the importer is required to place a
refundable security deposit at the bank equal to the
amount of the duty and taxes payable. The importer
can apply to close the customs registration and get a
refund after the goods are shipped out of China.

B BIRGN  Goods subject to exemption or reduction from duty and tax

R 5% T B HERI T SRR ER A et B B2
EEHEEHE N - "TLHEORA A Re R AR ZER
i > TSR EGE BRI St I BRETE fE S -

e Ui EERPEE ) PR 2
R MRS ERE T o R ANEL
B E IR > 2 BB NIHE I BR B E AL - (HI2AE
(OhmfEEE AT RBGE O H ) ATy Lh
THREEAT -

AN R E TN LA R B e R > 354
FEft: - RN CARESEL R - ARG MERT - A0k
P28 H st g M EE TR IR IR -

o
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Qualified institutions importing goods that are used
for purposes of scientific research and education and
that are not capable of being produced domestically,
are exempted from paying tariff and VAT on
condition that they are not for commercial use and
the quantity of the goods are within reasonable limits.

Payment of the purchase of capital Goods, involving
the transfer of technology in the foreign investment
project, which are within the amount of total
investment by foreign investment enterprises, are
exempted from import duty and VAT if the goods are
on the list of the encouraged category or restricted
category B in the "Catalog of the Industry Guide for
Foreign Investment", according to the "Policy
Adjustment for the Imposition of Duty VAT on
Imported Capital Equipment” as promulgated by the
State Council in Circular No. 1997 [37]. Capital
goods falling into the "List of Non Tax-exempt
Imported Goods for Foreign Investment Projects" are
excluded from the scope of exemption.

Materials, parts and components imported by
foreign investment enterprise for use in the
manufacture of export products under import
processing agreement, are exempted from tariff and
VAT. The same exemption applies to capital
equipment which is brought into China free of charge
by the foreign party under contract processing
agreement between a Chinese party and a foreign

party.
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B4 Customs supervision

FrERIEY) - RRRETEY) S E O ST
SRS - AERE I > AR SOE R
B YR SRR ~ fFROmEs > IR T R E
AR~ AR - YR B e A R R
Friy &) BE NS YRS S « ik
M EPEOEH - RTEVIE I - IR AR i
S R BUEE RO - IREE Y - R
e B TR S T PR e TR A 1 B A T B P
HESE LSRR DUBBRAE IR AL -

HFEE BV PRI B S TR N S RS R B
EEERETRE AL © WRIRERASTRME - AR EE TN
i HAERETTRI3LE - EEERA AT LU E S E Y
fifG#s - Rt E WInANR A S AT B
HIAC SRR S B IR B EORL » QIR D
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Goods shipped between free trade zones and other
countries are exempted from import tariff and taxes. The
FTZs are excluded from the Chinese customs zones
according to the Chinese laws. However, goods
delivered into FTZ from non-FTZ area inside China are
considered exports and these goods are eligible for VAT
export rebates after the goods finally depart from
Chinese territories. Likewise goods delivered from FTZ
to non-FTZ areas are considered to be imports and they
are subject to customs duty and VAT.

The same exemption of tariff and VAT applies to the
delivery of goods between export processing zones
(EPZs) and other countries (or regions). Delivery of
goods between EPZ and non-EPZ is treated import and
export, except that goods delivered from non-EPZ to
EPZ are eligible for VAT export rebates immediately,
without having to wait for those goods to actually leave
the Chinese territories.

All bonded goods, tax-exempt goods, tax-reduction
goods, and temporarily imported goods are under the
supervision and control of the Chinese customs. During
the period of customs supervision, the Chinese laws do
not permit any change in the scope of use, change in the
location of these goods, any charge created upon the
security of these goods, any lease agreement of which
the goods are the subject, or the disposal of these goods.
The period of the customs supervision will vary with the
category of the goods subject to special customs
procedures: 6 months for temporary Import; 1 year for
bonded goods; 5 years for production equipment subject
to tax-exemption and reduction; 6 years for transport
equipment subject to tax exemption and reduction.

The lifting of customs supervision does not mean the
end of customs jurisdiction over the goods in question.
Under Article 45 of the PRC Customs Law, the customs
can have power to conduct audits on the transactions of
the goods moving across the Chinese customs territories
during a 3-year period that immediately follows the day
the goods are released from customs supervision. The
scope of the customs audit shall cover all the financial
and non-financial information of the taxpayers and their
import and export agents in relation to the import or
export of the goods. The Chinese customs has the power
to recover from the taxpayer or its agent any under-
payment or omission of duty and taxes if they emerge
during the audit.

A )
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However, the customs can only exercise its right to
recover any under-payment or omission of duty and
taxes from the taxpayer within 1 year of the relevant
transaction if the customs makes the mistakes, within
3 years of the transaction if the taxpayer or its agent
makes the mistakes. Article 62 of the Customs Law
refers.

WA 1Y FHE I E H BRI TE H MBER3E

General import goods From the day of import to the day of customs release, and a 3-year period that follow immediately

RBtET
Bonded goods

FRAECE H BB H (14EA) KEEER3FE
From the day of import to the day of shipment out of China (not exceeding 1 year), and a 3-year
period that follow immediately

W BEm
Tax exempt or
Tax reduction goods

FHHE L8 H R R R L K R34
From the day of import to the last day of the customs supervision period, and a 3 year-period that
follow immediately

B 18
Temporarily
imported goods

FHE I H EHEE 1 (PEW) - SEESRERPE - BHECE 0 ER0E 1 REER3E
From the day of import to the day of shipment out of China, or the payment day of the duty and
taxes if they stay in Chinese customs territories for over 6 months; and a 3-year period that

follow immediately

KB Additional tariffs

B ITRS ELFE S AEBERAR ~ BOHRGRART - CREERATE - Additional tariffs include anti-dumping duty,

FERETERIRSE - B E MRS HAM R S AHSE R
Bt~ BOHIGRRAREAY H AR © ch B B /2 B ICS {5 B
B~ BRMGBRT 1 > FHRH EE S ERE I L B
B E R E B EEREE R - MR EHF MR
TG ZE i AAE IR BRI O © U ESRBARTE S5
INFIESERITTRS - BUSRRG BT SRR Y
1755 © B PRAE BT ST AR A R R T i
A o Y I8 P S A R ) BR R e AR i -
TBUCHRAR PEBRRUE 1 BRI B 13 TP B AR R
S TR R E 15 1t -
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countervailing duty, safeguard duty, and retaliatory
duty. Ironically Chinese goods are very often the
objects for the imposition of anti-dumping and
countervailing duty. To justify the imposition of anti-
dumping or countervailing duty, the Chinese
government is required to establish that there has
been a substantial damage to the home industry due
to the low imported price, and that there is a cause-
effect relationship between the damage and the
distorted price of the imported goods. Anti-dumping
duty is imposed to counteract the action of foreign
company to practice price discrimination by selling
goods at the low price in Chinese markets.
Countervailing duty is imposed to counteract the
action of foreign government who finances domestic
companies to sell goods at low price in Chinese
markets. Safety measures are tariffs or quantity
restrictions used to protect the Chinese home
industry from the impact of a sudden surge of
imported goods in huge quantities at a short period of
time. Retaliatory duty will only be imposed if the
Chinese goods have received discriminatory
imported duties in a specific overseas market.
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Scope of our Services

e DIRECT AND INDIRECT

) H YA \ ’é:

Lhlaliiiel INVESTMENT IN THE PRC

@ XRIIHFHNEERERSE - SERE Setting up PRC Sino-foreign equity joint venture
- ANERELE - fIBEAFE enterprises, Sino-foreign cooperative joint venture
B 5/AE - BREMER - PR enterprises, wholly foreign owned enterprises,
RN TSR wholesale and retail trading companies, representative

offices for foreign enterprises. Setting up of processing
trade factories in Mainland China.

® RN FIBRELEERMEERY Post-incorporation compliance with requirements for
HFEAEGOBE - G5t - BB - accounting, taxation, customs, foreign exchange
Rl - BERERISLEEIE control and company corporate compliance, etc.

® hEKBEMRE - & - W - 4 Providing consultation on PRC laws and regulations
ME ~ ANFEIRE ~ BSENERERE relating to tax, accounting, customs, foreign exchange,

company, labor and social security.

@ ‘EWTOMICEPAREZR T » S EH#EA Providing consultation on various entry modes of
REET B IRARER LR » 78D foreign investors into the PRC market within the
AEREERESHPBEREALH framework of WTO and CEPA, assisting in merger and
Praize X acquisition of domestic Chinese companies and

foreign investment enterprises.

©® BB REER RSN F 2L - FHEHIR Assisting clients in locating suitable factory sites in the
R~ BEORERERE - BHE Mainland China, and obtaining licenses for
FE - HENEFERER environmental compliance, customs record filing,

commodity inspection and quarantine for imported
capital equipment, assisting in shipping and logistic
services and customs clearance.

ChinaTax &InvestmentConsultantsLtd 1 9
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PRC TAX SERVICES

We provide both tax consultation and agent services:

Providing update information on PRC tax laws,
administrative regulations and rules including
corporate income tax, VAT, business tax and
consumption tax, city property tax, deed tax and stamp
tax;

Providing consultation on issues relating to taxation,
foreign exchange, accounting, use, issue and custody
of tax invoices;

Providing consultation on the avoidance of double
taxation on income under the PRC tax treaty
framework including application for certificate of
residency;

Providing services relating to application for granting
of tax incentive, income tax, turnover tax, behavioral
tax declarations and filing for PRC corporations, and
application for temporary tax registrations for non-
resident foreign investors;

Tax declaration and filing for PRC individual income
tax for foreign nationals and residents of Hong Kong
and Taiwan;

Providing assistance in application for recognition of
general VAT taxpayer and certificate for export
rebates.

Providing assistance in initiating administrative
appeals and/or litigations for tax related cases.



Hong Kong #FH#E
Unit 1506, 15/F.

Wing On House

71 Des Voeux Road

Central, Hong Kong

Tel. : (852) 2374 0067

Fax : (852) 2374 1813

Email : enquiry@china-tax.net

Website : www.china-tax.net

Contact : Mr. Alfred K K CHAN, Mr. Ulfred U

TR E T R

R EREIRE 15062

BTG 1 (852) 2374 0067

fHE : (852) 2374 1813

FEHS © enquiry@china-tax.net
g4l : www.china-tax.net

TR - BRURAE - ReA

Disclaimer

The Company shall not accept any responsibilities for any loss or damage arising from the use of the information
within this booklet. Materials in the booklet are distributed without responsibility on the part of the Company for

Shenzhen I

Tel. : 86755-82117595  Fax : 86755-82474745
Contact : Mr. Hinson LEE 86-13925275793

L 86755-82117595  {HE : 86755-82474745
Bt - 22504 86-13925275793

Beijing JEx&¢

Tel. : 8610-63420936 Fax : 8610-65398576
Contact : Mr. William CHAN 86-13911088241
535 © 8610-63420936 {HE : 8610-65398576
R RS 86-13911088241

Shanghai L if§

Tel. : 8621-28903568  Fax : 8621-28903131
Contact : Mr. Chan 86-13143913832

FEEL 0 8621-28903568  {HH : 8621-28903131
Rt - PSR 86-13143913832

America FEH
Tel. : (212) 941-6694  Fax : (212) 941-1377
Contact : Mr. Wallace LAU

Germany 5]
Tel. : 49 (0)30-32 60 23 51, 49 (0)173-646 88 88
Fax : 49 (0)30-32 60 23 52

the loss occasioned by any person acting or refraining from acting as a result of any views expressed therein.

REW
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