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China | Tax & Business Advisory | Customs and Global Trade | 17 December 2018

Tax Newsflash

China will suspend, for a period of three
months, the additional tariff imposed
on cars and car parts originated from
the United States

On 14 December 2018, China's Tariff Commission of the State
Council (CTCSC) announced CTCSC Bulletin [2018] No. 10
which suspends, for a period of 90 days, the imposition of the
additional tariff on cars and car parts originated from the
United States. Bulletin 10 becomes effective from the 1
January 2019 to 31 March 2019. The suspension on the
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additional tariff are based on one of the consensuses on Sino-
U.S. economic and trade issues reached between China and
U.S. during the 2018 Group 20 Summit in Buenos Aires.

Highlights

In past months, due to the ongoing trade discussions between
China and the U.S., China has imposed additional tariffs on a
total USD110 billion worth of U.S. imports, including:-

e USD34 billion effective from 6 July 2018;

e USD16 billion effective from 23 August 2018; and

e USDG6O0 billion effective from 24 September 2018.

The import cars and car parts originated from U.S. are also
affected by the above additional tariff and subject to additional
tariff at rate of 25% and 5%.

The announcement of CTCSC [2018] No. 10 suspends all the
additional tariff on 211 HS codes listed in product lists, which
actually covers almost all cars and car parts which were
originally subject to additional tariff. The impacted products
can be summarized in the below table:

Number

Suspension of HS Corr?sponding 0rig_ir_|a| Effef:tive da?e_ of Suspension
- previous additional original additional A
list code - z period
N announcement tariff rate tariff
items
Suspension 28  CTCSC [2018] No.5 25% 6 July 2018
List 1
Suspension 116 CTCSC [2018] No.7 25% 23 August 2018 ﬁ””irg to 31
List 2 arch 2019
Suspension 67 CTCSC [2018] No.8 5% 24 September 2018
List 3
Please click the links ( , ,
and ) to view the complete list of goods in

Chinese.

Based on meeting between the two presidents on 1 December
Group 20 summit in Buenos Aires, China and the U.S. have
agreed to suspend the imposition of new tariffs and continue
bilateral negotiations on trade. With the 90 days suspension,
China and the U.S. are expected to advance negotiations in an
equal and mutually beneficial manner with the aim of waiving
all the additional tariffs imposed in recent months.

The China tariff policy on car imports has changed several
times in 2018. Since 1 July 2018, China has cut its tariff on
cars and car parts. Due to China-U.S. trade discussions, cars
and car parts originated from the U.S. have been subject to
additional tariff, which increased the import tariff for U.S.-
originated cars. For example, the import tariff of "saloon cars"
with HS code 8703.2130 decreased from 25% to 15% due to
the tariff cut since 1 July 2018, and then increased to 40% due
to 25% additional tariff of China-U.S. trade discussions
effective from 23 August 2018.
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Announcement of
Additional tariff at 25%/5% suspension of additional

Present Xi announced in Boao
Forum that China would

significantly cut tariffs on car

imports in 2018 and also ease
restrictions on foreign

ownership in the car industry

imposed on cars and car parts tariff on cars and car parts
originated from the U.S. due originated from the U.S.,

to trade discussions from 1 January to 31
‘ S March 2019

As the dutiable base has a direct impact to consumption tax
and VAT, the tax cost and sales price of cars originated from
the U.S. may be significantly reduced. In addition, from the
perspective of overall supply chain business competiveness,
the cost and supply chain management of overall automobile
industry will also be potentially impacted. Car and car parts
importers, manufacturers, and other companies involved in the
automotive sector must closely monitor further development,
clarify the applicable tariff to products, assess the impact of
tariff suspension to conduct appropriate adjustment,
including:-

¢ With the suspension of the additional tariff, an increased
inflow of cars and car parts originated from the U.S. into
China can be expected. China Customs generally applies
tariff rate based on the date of declaration. Considering it is
a 3-months tariff suspension, there are still some
uncertainties for the tariff of cars and car parts after 31
March 2019. Therefore, it is crucial for the importers to
ensure the import shipments are eligible for the tariff
suspension from the logistics perspective. Also, companies
are suggested to communicate with in-charge Customs
closely for any issues in relation to the applicable tariff rate
in the suspension period.

e Companies should review the arrangement alongside the
supply chain in order to optimize cost and tax impact. We
recommend companies to monitor and analyse the possible
Customs valuation impact from the fluctuation of import
price and relevant margin, and revisit the transfer pricing
policy implementation where necessary. Over the past few
years, the auto sector have been on the radar of China
Customs especially for related party import prices, royalty,
warranty and other non-trade payment. For completed car,
the import price should be registered with Customs
Valuation Division. These should all be taking into
consideration before implementing the adjustment of
pricing policy.

e Companies should ensure they satisfy compliance
requirements and properly enjoy the tariff suspension
benefit. The requirements cover various areas such as
accurately declaring HS codes of import products, obtaining
required import certificate or license. Companies are
suggest to review the global database, including the
product information for customs declaration, the HS code
accuracy; clear the inappropriate classification and the
inconsistency of product information in different trade
process and different internal systems; analyze the
relevant products influenced and assess the exposure due
to tariff suspension.



¢ 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 national wide and usually valid for 3
years prospectively. Companies in the auto sector could
consider utilizing this mechanism to secure more certainty
for import/export operations.
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