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Tax Newsflash

State Councill
Suspends "Clean-up"”
of Preferential Policies

China’s State Council issued a notice (Guofa [2015] No. 25, Notice 25) on 11 May 2015 that
suspends the "clean-up" of preferential policies initiated in the year-end of 2014. The clean-up
(set out in Notice 62) required local governments to review and abolish any local incentives that
violated central government policies/law, and required State Council approval of incentives that
did not violate central government policies/law but that were considered essential to the
local/regional government. Local governments were required to report the status of these
policies to the Ministry of Finance by the end of March 2015.

Notice 25 now suspends the clean-up initiative indefinitely, but indicates that it will be re-
instituted at a future date. The notice also clarifies the following with respect to preferential
policies:

Policies that were granted by local governments and various departments of the State
Council for a specific term will remain in effect for that term; the relevant
governments/departments should establish a transitional period properly for policies that
were granted without a termination date and need to be abolished, and such policies will
remain in effect for the transitional period.



Policies granted under contracts or agreements with local governments will continue to
be valid, and any benefits that already have been granted will not be clawed back.

If a local government/department wishes to introduce a new preferential tax policy, the
policy must be approved by the State Council, unless otherwise stipulated by law or
regulations. Where approval from the State Council is not required (e.g. certain nontax
preferential policies), a preferential policy generally may not be in the form of a
government subsidy linked to tax or nontax revenue contributed by enterprises.

Observations and comments

The purpose of the clean-up was to create a level playing field for investors and enterprises, by
mandating that local governments eliminate preferential policies that were identified as being in
conflict with or inconsistent with central government policy/law. It was designed to dissuade
local governments from engaging in what effectively amounted to “bidding wars” to compete for
foreign or local investment.

Notice 62 gave rise to considerable concern and confusion on the part of businesses about the
sustainability and future of various incentives (in particular, financial subsidies) granted by local
governments; this intensified when some governments discontinued preferential treatment or
put them on hold.

Local governments were concerned about the potential negative impact of Notice 62 on
investment and how it would affect the government’s credibility. A lack of standards and
consistent interpretations made it difficult to determine whether a specific policy conflicted with
central government policy, which resulted in some disputes.

Notice 25 is the central government's response to the concerns articulated by the business
community and local governments. The notice is particularly welcomed by businesses because
it confirms the validity of contractually agreed upon policies and commits to a "no-claw back"
rule for previously granted benefits.

Although the clean-up of preferential policies is suspended, Notice 25 indicates that the
regulation of preferential policies will continue, albeit in a more benign manner. Based on
Notice 25 and our communications with certain government officials, it appears that local
governments still have some discretion to grant financial subsidies to certain encouraged
businesses, provided the amount of the subsidy is not linked to the tax or nontax revenue
contributed by the business (e.g. one-time fixed amount subsidies) and, therefore, these
policies are likely to continue.



Relevant circulars:

Notice of State Council on Certain Issues of Tax and Other Preferential Policies (Guofa [2015] No.
25)(Chinese version)

Notice of State Council on Cleaning up and Requlating Tax and Other Preferential Policies (Guofa [2014] No.
62)(Chinese version)

Authors:
Shanghai
Jeff Xu Eddie Yan
Partner Senior Manager
+86 21 6141 1278 +86 21 6141 1079
jexu@deloitte.com.cn eyan@deloitte.com.cn

If you have any questions please contact:

Shanghai

Vivian Jiang

Partner

+86 21 6141 1098
viviiang@deloitte.com.cn

Beijing Shanghai Hong Kong

Kevin Ng Jeff Xu Sarah Chin

Partner Partner Partner

+86 10 8520 7501 +86 21 6141 1278 +852 2852 6440
kevng@deloitte.com.cn  jexu@deloitte.com.cn sachin@deloitte.com.hk

Homepage | Add Deloitte as a safe sender

o) ] You Youxu
»lin [l fRF

Deloitte Touche Tohmatsu Certified Public Accountants LLP
30/F Bund Center

222 Yan An Road East

Shanghai 200002, China

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of member firms, each of which is
a legally separate and independent entity. Please see www.deloitte.com/cn/en/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu
Limited and its member firms.

Privacy
Thank you for your interest in Deloitte China services. Deloitte China would like to continue to use your personal information (in particular name and contact details)
for the purpose of sending you marketing and regulatory updates, invitations to seminars and other events organized, sponsored or promoted by Deloitte China. If

you do not wish to receive further communications from Deloitte China, please send a return email to the sender with the word “Unsubscribe” in the subject line.

If you would like to update your personal information, please click here.



Deloitte China refers to Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, Deloitte Touche Tohmatsu Certified Public Accountants LLP
in the Chinese Mainland and their respective affiliates practising in Hong Kong, Macau and the Chinese Mainland.

© 2015 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte Touche Tohmatsu Certified Public Accountants LLP in the
Chinese Mainland. All rights reserved.



