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Tax Newsflash
Extra 10% Consumption Tax Imposed
on Ultra-Luxury Motor Vehicles

On 30 November 2016, China’s Ministry of Finance (MOF) and
the State Administration of Taxation (SAT) jointly issued

(Circular 129) that imposes an extra
10% consumption tax on ultra-luxury motor vehicles. Circular
129 takes effect on 1 December 2016.

Highlights

Taxable item and tax rate: An ultra-luxury motor vehicle is an
automobile or a small/medium-sized commercial bus whose
VAT-exclusive retail price is CNY 1.3 million (approximately
USD 187,000) or more. The new 10% consumption tax is an
"extra" tax, because automobiles and small/medium-sized
commercial buses already are subject to a consumption tax
ranging from 1% to 40% when the vehicle is sold by a Chinese
manufacturer or imported into China (see the table below for a
list of the consumption tax rates on motor vehicles).

Taxpayers: Automobile retailers (both entities and individuals)
that sell ultra-luxury motor vehicles to consumers are liable to
pay the 10% consumption tax. Affected retailers must
complete the required registration formalities and submit
consumption tax returns on a monthly basis as from 1
December 2016.

Transitional rules: Sales contracts for ultra-luxury motor
vehicles that were signed before 1 December 2016 but where
the vehicles were not delivered to the consumer until after 1
December will not attract the extra 10% consumption tax if
the contract was filed with the tax authorities on or before 7
December.

Consumption tax reform is one of the key tax projects in
China's 13th five-year plan. More changes to the consumption
tax policies can be expected, in terms of the scope of taxation,
point of tax, tax rates, etc. The main objects of consumption
tax generally include high-energy-consuming goods, high
pollution goods and some luxury goods. The extra 10%
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consumption tax on ultra-luxury vehicles reflects the
government's intention to guide rational purchases, adjust
income levels and reduce energy consumption.

The new consumption tax rules became effective the day after
the changes were announced, giving taxpayers limited time to
prepare for the changes. The extra consumption tax will be an
additional cost to automobile retailers, which will be passed to
end consumers, thus affecting the cost of vehicles. Affected
companies, therefore, should consider taking the following
actions:

e Review and adjust their China pricing strategy as soon
as possible and make appropriate communications to
consumers and dealers; and

e Be prepared to comply with new consumption tax filing
and payment obligations. (Previously, consumption tax
on cars was collected only at the point of importation
and production, but now automobile retailers will need
to register with the tax authorities for consumption tax
purposes and submit consumption tax returns on a
monthly basis.)

Appendix: Consumption tax rates applicable to motor vehicles
(after 1 December 2016)

Vehicle Tax rate
Manufacturing Retail
/importation

1. Automobiles

(1) Cylinder capacity of 1%
less than 1L (including 1L)

(2) Cylinder capacity 3%
between 1L and 1.5L
(including 1.5L)

(3) Cylinder capacity 5%
between 1.5L and 2L
(including 2L)

(4) Cylinder capacity 9%
between 2L and 2.5L
(including 2.5L)

(5) Cylinder capacity 12%
between 2.5L and 3L
(including 3L)

(6) Cylinder capacity 25%
between 3L and 4L
(including 4L)

(7) Cylinder capacity of 40%
more than 4L
2. Small/medium-sized 5%
commercial buses
3. Ultra-luxury motor Same as tax 10%
vehicles categories 1 and
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