Deloitte

=ED

Issue P103/2010 — 11 March 2010

Tax Analysis

Authors:

Shanghai

Gao Li Qun

Partner

Tel: +86 21 6141 1053

Email: ligao@deloitte.com.cn

Mary Mang

Manager

Tel: +86 21 6141 1273

Email: mmang@deloitte.com.cn

For more information on the subject,

please contact:

Sarah Chin

Partner

Tel: +86 21 6141 1218

Email: sachin@deloitte.com.cn

Andrew Zhu

Partner

Tel: +86 10 8520 7508

Email: andzhu@deloitte.com.cn

Gao Li Qun
Partner
Tel: +86 21 6141 1053

Email: ligao@deloitte.com.cn

Maria Liang
Partner
Tel: +86 512 6289 1328

Email: mliang@deloitte.com.cn

PRC Tax
Indirect Tax Services

China-Peru Free Trade Agreement enters into force

The China-Peru Free Trade Agreement (CPFTA), which was signed on 28 April
2009 and entered into force on 1 March 2010, is China’s first comprehensive
free trade agreement (FTA) with a Latin American country. The CPFTA covers
trade in goods, services, investment, intellectual property, etc. The following
discussion will mainly focus on the measures relating to trade in goods.

Tariff elimination schedule

Trade in goods between China and Peru will benefit from a tariff elimination
schedule per the following four categories:

Category | (accounting for 61.19% and 62.71% of the total tariff codes,
respectively, in China and Peru): goods in this category are duty free as
from 2010;

Category Il (accounting for 11.70% and 12.94% of the total tariff codes,
respectively, in China and Peru): tariffs on goods in this category will be
eliminated within five years from the entry into force of the CPFTA,;

Category Il (accounting for 20.68% and 14.35% of the total tariff codes,
respectively, in China and Peru): goods under this category will enjoy a
zero duty rate within 10 years from the entry into force of the CPFTA,;

Category IV (accounting for 0.99% and 1.95% of the total tariff codes,
respectively, in China and Peru): tariffs on goods in this category will be
eliminated within eight, 12, 15, 16 and 17 years from the entry into force of
the CPFTA.

China's light industry, electronics, household appliances, machinery, automobile,
chemical, and fruits and vegetables will benefit from the tariff elimination
measures, as will Peru's fish meal, minerals, fruits, fish and other products.

Certain goods are excluded from the tariff elimination schedule, such as lithium
chloride, methanol, certain engines, color satellite TV receiver products imported
into China and some textiles, plastics and chemical fiber products imported into
Peru. These products account for 5.44% and 8.05% of the total tariff codes of
China and Peru, respectively.
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Origin requirements
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a. Regional Value Content Rule, i.e. where the value added in the
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b. Change in Tariff Classification, i.e. the non-originating materials used in

the production of the goods undergo a change in tariff classification as
specified in the CPFTA as a result of production processes carried out
in China or Peru.

According to the CPFTA, for originating goods to maintain their originating
status, the goods must be transported directly between China and Peru. The
following will be considered direct transportation for these purposes:

Goods that are transported without passing through the territory of a non-
party;

Goods whose transport involves transit through one or more non-parties
jurisdictions, with or without trans-shipment or temporary storage of up to
three months in such jurisdictions, provided

a. The goods do not enter into trade or commerce in that non-party
jurisdiction; and

b. The goods do not undergo any operation in that jurisdiction other than
unloading and reloading, repacking or any operation required to keep
them in good condition.

Simplified Customs procedures

In parallel with the tariff concessions under the CPFTA, Peru and China have
also agreed to simplify their Customs procedures to facilitate trade in goods.
The key commitments include:

Advance rulings: Application can be made for an advance ruling on the
eligibility of goods for preferential treatment under the CPFTA, which
should provide companies with more certainty on the status of their goods
at the country of import. The provision will enter into effect three years after
the CPFTA enters into force;

Use of automated systems in the paperless trading environment: China and
Peru Customs will apply information technology to support customs
operations in a cost-effective and efficient manner, including the
submission and processing of information and data before arrival of the
shipment, as well as electronic or automated systems for risk management
and targeting.
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Risk management: China and Peru Customs have agreed to facilitate the clearance of low-risk consignments.
No details have yet been announced as to what constitutes a "low-risk consignment."

Release of goods : China and Peru Customs have committed to expedite the clearance and release of goods
generally within 48 hours after their arrival. This provision will enter into effect one year after the CPFTA enters
into force.
Comments and recommendations
After the implementation of the CPFTA, more than 90% of the goods from China and Peru will gradually enjoy zero
tariffs, thus benefitting both importers and exporters of the two countries. In addition to the tariff concessions, the
CPFTA promises faster import/export clearances through Customs controls in both China and Peru.
The CPFTA is China’s eighth FTA, the other seven agreements already in force are the Closer Economic Partnership
Arrangement between the Mainland and Hong Kong and Macao; and FTAs with ASEAN, Chile, Pakistan, New
Zealand and Singapore. China has concluded FTA negotiations with Costa Rica and is in negotiations with Australia,
the Gulf Cooperation Council (including the member states of Saudi Arabia, Kuwait, UAE, Oman, Qatar and
Bahrain), Iceland and Norway.
Enterprises should ensure they remain current on the status of FTA negotiations to effectively structure their supply
chain (production, sales and purchase) and to take full advantage of the preferential duty treatment under the
agreements.

How Can We Help

Our Indirect Tax Services Group has extensive experience in maximizing opportunities under FTAs. Specifically, we
can assist companies to:

Determine the correct Harmonized System (HS) codes of goods to be exported;
Determine which HS codes fall within the Tariff Elimination Schedules;

Determine whether exported goods satisfy the appropriate Rules of Origin to determine whether preferential
tariffs can be enjoyed;

If preferential tariffs are not available, identify what steps can be taken to enable the goods to be exported to
qualify for preferential duty treatment;

Obtain advance rulings from Customs that the products to be exported meet the qualifying criteria for
preferential treatment;

Obtain certified Preferential Tariff Certificates of Origin from the appropriate approval authorities; and
Defend any challenges by the Customs authorities as to eligibility to claim preferential duty treatment.

For more information, or to discuss how Deloitte can assist your business, please feel free to contact our Indirect Tax
professional team.
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If you prefer to receive future issues by soft copy or update us with your new correspondence details, please notify
Wandy Luk by either email at wanluk@deloitte.com.hk or by fax to +852 2541 1911.

Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients spanning multiple
industries. With a globally connected network of member firms in more than 140 countries, Deloitte brings world-class
capabilities and deep local expertise to help clients succeed wherever they operate. Deloitte's more than 168,000
professionals are committed to becoming the standard of excellence.

Deloitte’s professionals are unified by a collaborative culture that fosters integrity, outstanding value to markets and clients,
commitment to each other, and strength from cultural diversity. They enjoy an environment of continuous learning,
challenging experiences, and enriching career opportunities. Deloitte’s professionals are dedicated to strengthening
corporate responsibility, building public trust, and making a positive impact in their communities.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, 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 and its member firms.

Deloitte’s China practice provides services through a number of legal entities and those entities are members of Deloitte
Touche Tohmatsu (Swiss Verein).

We are one of the leading professional services providers in the Chinese Mainland, Hong Kong SAR and Macau SAR. We
have over 8,000 people in twelve offices including Beijing, Chongging, Dalian, Guangzhou, Hangzhou, Hong Kong, Macau,
Nanjing, Shanghai, Shenzhen, Suzhou, Tianjin and Xiamen.

As early as 1917, we opened an office in Shanghai. Backed by our global network, we deliver a full range of audit, tax,
consulting and financial advisory services to national, multinational and growth enterprise clients in China.

We have considerable experience in China and have been a significant contributor to the development of China’s accounting
standards, taxation system and local professional accountants. We also provide services to around one-third of all companies
listed on the Stock Exchange of Hong Kong.

These materials and the information contained herein are provided by Deloitte Touche Tohmatsu and are intended to provide
general information on a particular subject or subjects and are not an exhaustive treatment of such subject(s).

Accordingly, the information in these materials is not intended to constitute accounting, tax, legal, investment, consulting, or
other professional advice or services. The information is not intended to be relied upon as the sole basis for any decision
which may affect you or your business. Before making any decision or taking any action that might affect your personal
finances or business, you should consult a qualified professional adviser.

These materials and the information contained therein are provided as is, and Deloitte Touche Tohmatsu makes no express
or implied representations or warranties regarding these materials or the information contained therein. Without limiting the
foregoing, Deloitte Touche Tohmatsu does not warrant that the materials or information contained therein will be error-free or
will meet any particular criteria of performance or quality. Deloitte Touche Tohmatsu expressly disclaims all implied
warranties, including, without limitation, warranties of merchantability, title, fitness for a particular purpose, noninfringement,
compatibility, security, and accuracy.

Your use of these materials and information contained therein is at your own risk, and you assume full responsibility and risk
of loss resulting from the use thereof. Deloitte Touche Tohmatsu will not be liable for any special, indirect, incidental,
consequential, or punitive damages or any other damages whatsoever, whether in an action of contract, statute, tort
(including, without limitation, negligence), or otherwise, relating to the use of these materials or the information contained
therein.

If any of the foregoing is not fully enforceable for any reason, the remainder shall nonetheless continue to apply.
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