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China Customs released Provisional Measures on Credit Management of Enterprises

The China General Administration of Customs (GAC) will soon replace the present enterprise management
system with a more simplified system of classification to bring it in line with internationally accepted best
practices. These expected changes will directly affect the selection criteria, range of benefits, and enterprise
ratings currently enjoyed by companies. Since this would impact all companies transacting with Customs, it is
very important for management to fully understand and cautiously consider these expected changes in light of the
immediate implications these could have on their existing qualification, the efficiency of their Customs clearance
process, and their chances of being subject to customs audits in the future. Companies seeking to upgrade their
current enterprise rating in order to avail of Authorised Economic Operator (AEQO) benefits would be especially
encouraged to revisit the viability of their present situation in consideration of these anticipated changes.

The main reason for revising the Provisional Measures is to keep the enterprise management system in line with
international standards, particularly with regard to: a) the use of an AEO system that will provide differential
customs treatment for enterprises with various credit levels, and b) alignment with the upcoming Certification
Criteria that conforms with World Trade Organization (WTOQ) standards. Based on our intelligence, the
Certification Criteria is being edited for the final round. As compared with the current Administrative Measures,
the Provisional Measures differ in the following ways:

I. Changes in classification measures for enterprises
® Simplified classification of enterprises. The current system that divides enterprises into five categories (AA,

A, B, C and D) will be replaced by a simplified system with four category levels:
* Advanced Certified Enterprises (ACE)

* Generally Certified Enterprises (GCE)
* Regular Credit Enterprises (RCE)
* Discredited Enterprises (DE)

ACE and GCE (also known as Certified Enterprises or CE) will be considered as AEOs in China. In addition
to management measures applied to GCEs, ACEs can enjoy special customs clearance privileges in China
and in countries which have mutual recognition agreements with China. Whereas, whether GCEs can enjoy
the special customs clearance privileges would depend on the AEO negotiation results between the China
Customs and the counterparties of other countries.

® Establishment of a dynamic adjustment system. Article 15 of the Provisional Measures states that “Customs
should review the qualifications of Advanced Certified Enterprises every three years and perform a




reassessment on Generally Certified Enterprises on a random basis. Generally Certified Enterprises who fail
the reassessment, will lose their General Certification and will not be allowed to apply for certification
within one year. Advanced Certified Enterprises who fail the advanced assessment but pass the general
assessment would be subject to the management of Generally Certified Enterprises”.

® Allow the involvement of agencies in customs administrative procedures. The Provisional Measures state
that “Customs or enterprises can entrust qualified agencies to perform the customs assessment. The results
can be taken as references for the credit assessment once recognised by Customs”.

® Clarify the credit rating treatment for enterprises in the case of registration information changes, merger and
acquisition (“M&A”). Under the circumstances where enterprises change their company name or the
Customs registration numbers, the previous customs assessments of enterprises’ credit status and
management measures should remain unchanged. On the other hand, as for the newly established enterprises
as a result of the M&A, they should be regarded as the first-time-registered enterprises for the credit rating
assessment purposes.

I1. Clarify treatments of customs clearance for enterprises of different classification

The Provisional Measures grants CEs preferential treatment during the Customs clearance and clarifies the
supervision measures for discredited enterprises.

® Preferential treatment to granted for GCE include:
i. A relatively low inspection rate on import/export goods

ii. Simplified document review of import/export goods
iii. Prioritised clearance treatment of import/export goods
iv. Other administrative principles and treatments announced by the GAC

® On top of the preferential treatment applied to GCEs, ACEs shall enjoy the following administrative
measures:
i. Advanced release of import/export goods before the completion of customs clearance procedures, such as
goods classification, valuation, country of origin, etc.

ii. Assignment of a dedicated liaison officer for the enterprises
iii. Bank deposit account system would not be required for enterprises engaged in processing trade

iv. Preferential clearance benefits in countries that have signed AEO Mutual Recognition Arrangements with
China

® Management principles and measures for regular credit enterprises will include:
i. An average inspection rate on its import/export of goods

ii. General document review of its import/export operations
iii. A sequential, chronological clearance procedure for the import/export of goods

iv. Other administrative principles and treatments announced by the GAC



® Finally, the management principles and measures for discredited enterprises will be as follows:
i. A relatively high inspection rate on its import/export of goods

ii. Intensive document review of its import/export operations

iii. Key supervision on processing trade and other businesses

iv. Other administrative principles and treatments announced by the GAC
I11. An innovation in customs management measures

® The Article 6 of the Provisional Measures states that the Customs shall collect the following information
which would reflect the credit levels of enterprises that would help in establishing how the credit
management system applies to them:
i. Registration information with the Customs

ii. Information on import/export operation
iii. AEO mutual recognition information
iv. Information in other administrative departments

v. Other information related to trading business

® The Article 7 of the Provisional Measures reads that the Customs shall, under the condition of that state
secrets, confidential business information and personal privacy are protected, publish the following credit
information of enterprises:

i. Registration information with the Customs

ii. Customs assessment of the enterprises’ credit status
iii. Administrative penalty information

iv. Other information that shall be published

China’s taxation rule on Shanghai-Hong Kong Stock Connect

On 14 November 2014, the Ministry of Finance, the State Administration of Taxation and China Securities
Regulatory Commission jointly released Caishui [2014] No.81 (Notice 81), on the China taxation rules in relation
to the Shanghai-Hong Kong Stock Connect (Stock Connect). Under Notice 81, Corporate Income Tax (CIT),
Business Tax (BT), and Individual Income Tax (IIT) will be temporarily exempted on gains derived by foreign
investors on the trading of A shares through the Stock Connect.

For income derived by Mainland China investors from investing in shares listed in Hong Kong through the Stock

Connect, the China tax implications shall generally follow the current Chinese tax regulations. The effective date
of Notice 81 is 17 November 2014.

For more details of the China tax implications on income derived by investors through Stock Connect in mutual markets,
please refer to the Appendix attached.



Appendix

Income

China tax implications

1. Northbound trading link — both foreign corporate investors and individual investors

Gains from the transfer of eligible A shares ® Temporarily exempt from IIT / CIT
® Temporarily exempt from BT
®  Stamp Duty on the seller
Dividend income from eligible A shares ® Dividends will be subject to 10% withholding tax and the
listed company distributing the dividends has the
withholding obligation.
® |[f the recipient is entitled to a lower treaty rate, it can apply

to the in-charge tax bureau of the payor for a refund.

2a. Southbound trading link — Mainland China

corporate investors

Gains from the transfer of eligible shares ® Subjectto CIT
listed in HK ® Wil be taxed or exempted in accordance with the current
BT regulations.
Dividend income from eligible shares listed in | ® Generally subject to CIT, except for dividends from H
HK shares which the Mainland China corporate investor held
for no less than 12 months which will be exempted from
CIT.
® Mainland China corporate investors should make self-

declaration and settle the tax payable.

2b. Southbound trading link — Mainland China

individual investors

Gains from the transfer of eligible shares
listed in HK

Temporarily exempt from IIT for the period from 17
November 2014 till 16 November 2017.

Temporarily exempt from BT in accordance with the current
regulation.

Dividend income from eligible shares listed in
HK

Dividends will be subject to IIT of 20%. H share company
has to withhold IIT in regards to its dividend distribution,
whereas China Securities Depository and Clearing
Corporation has to withhold IIT for dividends from non-H
shares.

Dividends paid to Mainland China securities investment
fund shall follow the same IIT treatment as above.

The newsletter is merely provided to our clients and those who have interest in our business for reference. We'll
do our best to ensure the accuracy of the information in the newsletter. We have to remind you that the content in
the newsletter is abstracted from relevant documents, and therefore in practice the original documents should be
used for reference. Meanwhile, we welcome all of you to consult professionals in our firm regarding the
information in the newsletter, and also welcome all of you visit our website www.deancpa.com.cn. We will render
affordable and value-added services to our clients. If there is a discrepancy between Chinese and English

versions, Chinese version will prevail.
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