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Tax Newsflash
Guidance issued on consumption tax
reform

On 9 October 2019, China’s State Council issued a notice on
government policies relating to the allocation of tax revenue
between the central government and local governments. The
notice includes two significant changes relating to consumption
tax:

e Shifting the collection of the consumption tax from the
production/import stage to the wholesale/retail stage for
certain consumer goods; and

e Allocating more revenue from the consumption tax to
the local governments.

Background

The consumption tax—which has been in effect in China since
1994—is an indirect tax levied on non-essential luxury goods,
certain consumer goods that are considered harmful to health,
and goods that require high energy consumption or cause
pollution, including high-end cosmetics, precious jewelry,
tobacco, alcohol, refined oil and automobiles. Most goods
currently are taxed once at the manufacturing (or import)
stage.



Reforms of the consumption tax system have been ongoing for
the past several years, with changes and adjustments made to
the scope, rates, collection and administration, etc. of the tax.
The next step in the reform journey is to shift from taxation of
certain consumer goods at the production (or import) stage to
taxation at the wholesale and retail stages. Based on the new
notice, wholesale and retail enterprises of certain goods (as
opposed to manufacturers and importers) will be liable for the
consumption tax.

Luxury watches, precious jewelry and jade

According to the State Council notice, the first consumer goods
to transition to consumption tax liability at the wholesale/retail
stage will be luxury watches, precious jewelry and jade.

Watches that have a sales price of at least RMB 10,000
(excluding VAT) currently are subject to a 20% consumption
tax rate. Since the sales prices in the wholesale and retail
stages normally are higher than prices in the production or
import stage, thresholds at which the consumption tax is
imposed on these products may be increased and tax rates
may be decreased.

As explained above, most consumer goods that are subject to
consumption tax currently are taxed at the
manufacturing/import stage. However, the point of collection
for gold and silver jewelry already has moved to the
wholesale/retail stage. Based on the October notice, precious
jewelry and jade now will be taxed at this stage, and it is
possible that reform measures for precious jewelry and jade
may be similar to those for gold and silver jewelry; for
example, the tax rate may be reduced from 10% to 5%,
imports may be exempt from consumption tax and there may
be no refunds for exports.

Further guidance in areas such as applicable tax rates, tax
collection and transitional arrangements are likely to be issued
by the government.

Reallocation of consumption tax revenue

The notice also states that consumption tax revenue will be
reallocated between the central and local governments, with
local governments receiving more revenue than in the past.
This reallocation will provide needed funds to local
governments.

A shift in the collection stage for consumption tax could impact
the VAT and prices of certain goods. Potentially affected
enterprises should consider reviewing their supply chain
arrangements, assessing the impact of the shift in tax
collection on income and profits, and determining whether any
adjustments to business contracts and pricing are warranted.

The change in the collection stage also means that certain
wholesale/retail enterprises, rather than manufacturing
enterprises, will be the taxpayers, which could result in new
compliance challenges for affected enterprises. Such



enterprises, and national or regional wholesale/retail chain
enterprises in particular, may wish to consider applying for
consumption tax filing on a consolidated basis and leveraging
digital technologies to establish a robust consumption tax
compliance system to ensure compliance and mitigate possible
consumption tax risks.
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