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Tax Newsflash
China cuts car and car parts import
tariff

On 22 May 2018, China announced significant reductions on
the import duty on both completed cars and car parts. The
tariff cut will come into effect from 1 July 2018.

Highlights
According to the Bulletin of the Tariff Committee of China

State Council, the customs duty on the import into China of
the following goods will be reduced:-

Goods Current import New import
duty rate duty rate as
(MFN) from 1 July
2018
Completed 135 HS 25% 15%
cars codes
4 HS 20% 15%
codes
Car parts 79 HS 8%, 10%, 15%, 6%
codes 20% and 25%

The new policy delivers on the announcement made by Present
Xi at the Boao Forum for Asia 2018 in April 2018 reiterating
that China would significantly cut tariffs on car imports in 2018
and also ease restrictions on foreign ownership in the car
industry.

It has been reported that China imported 1.22 million vehicles
worth US 51 billion in 2017. The impact of the duty rate
reduction could be significant as it will reduce not only the
import duty but also the import consumption tax and VAT.
China's Ministry of Finance stated that after this tariff
reduction, the average import duty rate will be 13.8% for
completed cars and 6% for car parts. It is expected that the
duty reduction should decrease the sales price in China.



Car importers, makers, manufacturers, and other companies
involved in the automotive sector are advised to closely
monitor further development given the scale of the positive
impact, which should include:-

e New pricing strategy for import, wholesale and retail needs
to be considered and developed. For completed cars, the
import price should be registered with Customs Valuation
Division, so necessary changes should be made
accordingly.

e Over the past few years, the auto sector has been on the
radar of China Customs especially for related party import
prices, royalty, warranty and other non-trade payments.
These should all be taken into consideration before the
implementation of the new price strategy.

¢ Companies should also revisit the arrangement alongside
the supply chain in order to optimize cost and tax.

e With tariff cuts, an increasing of import of cars and car
parts into China can be expected. It is crucial for the
importers to achieve clearance efficiency in order to remain
competitive. To upgrade customs compliance rating and
apply for or maintain the Authorized Economic Operator
(AEO) status would enable relevant importers to enjoy
more privileges in terms of import efficiency in the context
of customs national clearance reform and the merge of
China's Inspection and Quarantine Bureau (CIQ) into
Customs.

¢ Companies should ensure they satisfy compliance
requirements and properly enjoy the tariff cut benefits.
Those requirements cover various areas such as accurately
declaring HS codes of import products, obtaining required
import certificate or license, e.g. automatic import license,
China Compulsory Certification (CCC) prior to import.

e China Customs have introduced the advanced ruling
mechanism which allows companies to apply for a binding
ruling on classification, origin and valuation matters
(including warranty, royalty, transfer pricing). The ruling
would be applicable nationwide and usually valid for three
years prospectively. Companies in the auto sector may
consider utilizing this mechanism to secure more certainty
for import/export operations.

Deloitte will closely monitor the new trade policies regarding
automobile industry, as a result of China's reiteration on
expanding the openness of auto market.
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