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Tax Newsflash

Impact of Trans-Pacific
Partnership Free Trade
Agreement on Chinese
Companies

Negotiations for the Trans-Pacific Partnership (TPP) Agreement were successfully concluded
on 5 October 2015. The TPP, which is considered to be the most significant trade-liberalizing
pact in a generation, could affect the day-to-day operations of Chinese companies, even
though China is not a signatory to the agreement.
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What is the TPP?

The TPP Agreement is a regional trade agreement between the following 12 Pacific Rim
countries: Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru,
Singapore, the US and Vietnam. In addition to essentially creating a free-trade zone that would
cover about 40% of the world’s economy and a central hub for further Asia-Pacific regional
integration, the TPP aims to create a new set of rules and regulations that are more aligned
with the realities of global commerce.

The TPP Agreement covers a wide range of areas concerning international trade, including the
following:

e Trade in goods and continuing through customs and trade facilitation;
e Sanitary and phytosanitary measures;
e Technical barriers to trade;

e Trade remedies;

e Investment;

e Services;

e Electronic commerce;

e Government procurement;

e Intellectual property;

e Labour;

e Environment.

The agreement still must be ratified by the TPP countries before it will enter into force.

Potential impact - trade among TPP countries

As highlighted in the following table, the TPP is expected to significantly facilitate trade among
TPP countries in a variety of areas.



Areas Benefits

More transparent and TPP countries will have to provide advance rulings for
efficient customs goods in relation to tariff classification, valuation, origin and
procedures claiming preferential treatment

Regional rules of origin Inputs used in the production of a good from one TPP

country will be able to be treated the same as inputs from
any other TPP country when making a good

Single set of documentation  Simplified documentation as compared to the rules under
procedures for goods traded existing bilateral trade agreements
under the TPP

Duty-free temporary Cost and administrative savings for transport logistics
admission of pallets and services providers
containers

Once the TPP Agreement enters into force it will eliminate duties to 0% for 90% of tariff lines.

Potential impact of TPP Agreement on China

Although China is not a signatory to the TPP Agreement, international trade for Chinese
companies could be affected, due to the anticipated increased market opportunities for the TPP
countries. The following example illustrates the potential impact:

TPF exporters may favar

Raw TPP suppliers TPP suppliers over Chinese
matertal . suppliers to ensure that
suppliers ! materials are fully sourced
1 from TPP countries
=
Finished : TPP importers may favor

goods TPP exporters r-------- TPP exporters in order to

suppliers enjoy preferential duty rate
| under the TPP Agresment
1
3
Destination . . !
aouniriag TPP importers (R '

TPP countries 1 China



e Chinese exporters may face more challenges when competing with exporters in TPP
countries for sales of goods into destination countries that are within the TPP network
(especially, Australia, Canada and the US).

e The TPP rules of origin provide that goods originating from TPP countries should be
wholly obtained or produced in the territory of one or more of the TPP parties. Due to the
stringent origin rules, Chinese exporters of both finished goods and raw materials may
be affected.

Action steps for Chinese companies

Potentially affected Chinese companies should consider taking the following steps:

e Assessing the commercial impact to their current/future business operations.

e Develop an appropriate strategy to take advantage of the TPP Agreement and/or to
mitigate the potential risks arising from the agreement. The key areas that should
considered include:

» Supply chain structure;
» Tax implications; and
» Logistics and value chain planning.
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If you have any questions about the TPP Agreement and/or would like more information, please
contact:

Hong Kong

Sarah Chin

Partner

+852 2852 6440
sachin@deloitte.com.hk

Beijing Shanghai Guangzhou

Yi Zhou Li Qun Gao Janet Zhang
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