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Tax Newsflash
China releases a favorable VAT policy
for sales of cancer drugs

On 27 April 2018, Chinese Ministry of Finance, General
Administration of Customs, State Administration of Taxation
and State Drug Administration released an announcement
(Circular 47) reducing the VAT rate of sales of cancer drugs to
3% effective from 1 May 2018.

Highlights
Circular 47 allows;

¢ manufacturers and sellers (wholesale and retail) to supply
cancer drugs to elect to charge VAT at the simplified flat
rate of 3% (with no input VAT credit); if the simplified
method is elected, no changes are allowed for a period of
36 months;

e the above simplified taxation method cannot be applied if
the taxpayer fails to separately account for its sales of
cancer drugs;

e for the importation of cancer drugs, the applicable import
VAT rate is also reduced to 3%.

Cancer drugs are defined as those registered medicines and
active pharmaceutical ingredients (APIs) approved by the
State medicine regulation authority. The first batch of cancer
drugs under Circular 47 covers 103 registered medicines and
51 APIs (please click to view Deloitte's unofficial English
translation of the list). The list will be adjusted by the Ministry
of Finance, General Administration of Customs, State
Administration of Taxation and State Drug Administration.

Circular 47 is a response to the announcement made at the
State Council's Executive Meeting on 12 April 2018 where
decisions were made to encourage the development of cancer
drugs and lowering the cost to patients. Circular 47 is one in a
series of regulations issued in past weeks to announce the
preferential policies to encourage the treatment of cancer
patients. Also a significant development was the
announcement on 23 April 2018, where the Tariff Committee
of State Council announced that, effective from 1 May 2018,
China will apply zero duty on imported drugs including cancer
drugs, cancer alkaloid-based drugs, and imported traditional
Chinese medicine. On 24 April, the State Drug Administration
also released an announcement to simplify the procedure of
customs clearance regarding cancer drugs imports and with
immediately effect.
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From 1 May 2018, the import of cancer drugs will be subject to
3% VAT, which reflects a substantial decrease. In comparison,
imported goods originally subject to a 17% import VAT will be

subject to a rate of 16% from the 1 May 2018.

We expect more detailed implementation guidance to be
issued, such as the China 10 digit HS codes, for the cancer
drugs. Companies involved in the life science and
pharmaceutical sector must closely monitor further
development given the scale of the positive impact.
Furthermore, companies should strictly follow compliance
requirements in order to enjoy the benefits. Such compliance
requirements include the maintenance of separate accounts
and to calculate the sales amount for the cancer drugs, to
accurately declare HS codes of import products, and to confirm
that products fall under the eligible cancer drugs and are
registered with the State Drug Administration. It is strongly
recommended that affected companies should establish and
maintain an effective compliance control from tax, customs
and product perspectives.

We will closely monitor the new policies regarding life sciences
and health care industry, as a result of the decisions made at
the State Council's Executive Meeting on 12 April 2018.
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