
 

 

 

 

 

 

 

  

 

Tax Analysis 
 

Guidance Issued on New 
VAT Rate Reductions and 
Changes Relating to Small-
scale VAT Payers   
 
On 4 April 2018, China's Ministry of Finance (MOF) and the State 
Administration of Taxation (SAT) issued two sets of guidance 
(Caishui [2018] No. 32 and 33 (Circular 32 and 33)) on the VAT 
rate reductions and changes to the annual sales threshold for small-
scale VAT payers that are part of a package of VAT measures 
announced by the State Council on 28 March 2018. Both circulars 
will apply as from 1 May 2018.  
 
Circular 32 
 
Reduction of VAT rates  
 
Taxable supplies that are currently subject to the 17% and 11% 
VAT rates will be subject to 16% and 10% VAT rates, respectively. 
The relevant taxable activities and their applicable rates can be 
summarized as follows: 
 
Taxable activities Applicable VAT rate 

Before After 
Sales and importation of general goods; provision of 
processing, repair and replacement services; and 
provision of leasing services of tangible and 
moveable assets 

17% 16% 

Sales and importation of specified goods*; provision 
of transportation, postal, basic telecom services, 
construction services and leasing services of 
immoveable property; and sales of land use rights or 
immovable property 

11% 10% 

Provision of value-added telecom services, financial 
services, modern services and lifestyle services; and 
sales of intangible assets other than land use rights 

6% 6% 
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* Specified goods include agricultural products (including grains), tap water, 
heat, liquefied petroleum gas, natural gas, edible vegetable oil, air conditioning, 
hot water, coal gas, coal products for residential use, edible salt, agricultural 
machinery, feed, pesticide, agricultural film, fertilizer, methane, dimethyl ether, 
books, newspapers, magazines, audio and visual products, and electronic 
publications. 
 
Reduction of input VAT calculation rate for agricultural 
products  
 
The input VAT calculation rate for a general VAT payer that 
purchases agricultural products in certain situations (e.g. purchasing 
VAT-exempt agricultural products from the farmer that produced 
the products) will be reduced from 11% of the purchase price to 
10%.  
 
However, if the agricultural products are purchased for further 
processing into goods to be sold at the 16% VAT rate, the 
calculation rate will be changed to 12%. 
 
Reduction of export VAT refund rate  
 
The export VAT refund rate for goods that currently are subject to 
the 17% VAT rate and export VAT refund rate will be reduced to 
16%. For goods and other supplies whose current VAT rate and 
export VAT refund rate are both 11%, the export VAT refund rate 
will be reduced to 10%. 
 
Transitional rules will apply to exports of affected supplies until 31 
July 2018, with the export date being the date shown on the export 
customs declaration form for exports of goods and the export 
invoice date for exports of services: 
 
• Trading enterprises: The 17%/11% export VAT refund rate will 

apply if the goods were subject to the 17%/11% VAT when they 
were purchased by a trading enterprise. The 16%/10% export 
VAT refund rate will apply if the goods were subject to the 
16%/10% VAT when they were purchased by a trading 
enterprise. 

 
• Manufacturing enterprises: The 17%/11% export VAT refund 

rate will apply. 
 
 
Circular 33 
 
Consolidation of annual sales threshold for small-scale VAT 
payers  
 
There currently are three thresholds for different groups of small-
scale VAT payers: (i) RMB 500,000 for manufacturing enterprises; 
(ii) RMB 800,000 for trading enterprises; and (iii) RMB 5 million for 
taxpayers under the VAT reform program whose business would 
have been subject to Business Tax rather than VAT before the 
reform. Once a small-scale VAT payer's annual taxable sales reach 
the threshold, it must change its VAT payer status and register as a 
general VAT payer.  
 
As from 1 May 2018, the annual sales threshold will be RMB 5 
million for all small-scale VAT payers. 
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Conversion to small-scale VAT payer status 
 
A manufacturing or trading enterprise whose sales reached the threshold (i.e. RMB 500,000/800,000) 
and, therefore, had to register as a general VAT payer may convert to small-scale VAT payer status by 
31 December 2018 if the annual sales of the enterprise has not reached the new threshold of RMB 5 
million when the enterprise applies for the conversion. 
 
When an eligible taxpayer converts to small-scale VAT payer status, any uncredited input VAT at the 
time point of conversion no longer will be creditable and will have to be borne by the taxpayer as a cost. 
 
 
Comments 
 
Reduction of VAT rates 
 
The government has reduced the VAT rates to relieve the tax burden on businesses and promote the 
development of the economy. Considering the VAT rate increases in other jurisdictions (e.g. by EU 
member states), the rate reduction in China should enhance the competitiveness of the VAT system 
overall.  
 
It should be noted that all taxable activities that currently are subject to the 17%/11% VAT rates will be 
eligible for a lower rate (i.e. 16%/10%) as from 1 May 2018. When the rate reductions initially were 
reported in the press release of the executive meeting of the State Council on 28 March, only certain 
sectors (i.e. manufacturing, transportation, construction, basic telecom services and agricultural 
products) were mentioned as being able to enjoy the new lower rate. The circulars confirm that other 
sectors (notably, trading companies, leasing services and sales of immovable property) also will benefit 
from the rate reduction.  
 
The 6% VAT rate that is applied to the service sectors will remain unchanged, and many believe the 
likelihood of further changes to this rate in the near future is low.  
 
Technically, the new rates will apply to taxable transactions whose VAT liability arises on or after 1 May 
2018. The rules to determine the date on which the VAT liability arises could be complex and the date 
may be different from the date of payment or sales recognition for financial accounting purposes. For 
example, VAT liability could arise on date goods are delivered if the supplier already received advance 
payment of the goods, but VAT liability will arise on the date a service provider received advance 
payment in the case of leasing services. Affected taxpayers should be aware of these rules and apply the 
VAT rates correctly to account for their VAT liabilities. On the other hand, they also may be able to time 
transactions to achieve desired tax positions.  
 
Manufacturing enterprises that export self-manufactured goods may benefit from a lower irrecoverable 
VAT cost due to the VAT rate reduction if the applicable VAT refund rate is lower than the VAT rate (e.g. 
goods on which a 13% or 15% export VAT refund rate is applied), even though Circular 32 does not 
change the VAT refund rate.  
 
Consolidation of threshold for small-scale VAT payers 
 
Raising the annual sales threshold for small-scale VAT payers in the manufacturing and trading sectors 
and allowing certain general VAT payers to convert to small-scale VAT payer status could expand the 
scope of small-scale VAT payers that can enjoy a simplified taxing method to lower their tax compliance 
costs. Also, the consolidation of the threshold across different sectors should help the tax authorities 
enhance the efficiency of tax administration.  
 
From a supply chain perspective, general VAT payers should be aware of the potential impact of a status 
change of their suppliers. If a supplier converts from general VAT payer to small-scale VAT payer status, 
the purchaser will not be able to obtain a special VAT invoice with 16%/10% VAT rate from that supplier 
in the future, and thus could have less creditable input VAT and higher purchase costs, if the VAT-
inclusive purchase price remains unchanged.  
 
 
 
 



 
Refund of excess input VAT  
 
The press release of the State Council's executive meeting stated that a one-time refund for input VAT in 
excess of output VAT would be introduced for eligible companies (including equipment manufacturing 
and other advanced manufacturing enterprises, R&D and other modern service enterprises) and electric 
power grid enterprises within a certain period of time. However, this incentive is not covered in Circulars 
32 and 33, so further guidance is expected to be issued.  
 
 
Recommendations 
 
Since the effective date of both circulars is less than a month away, affected businesses have little time 
to prepare for the changes. Businesses should begin to assess the impact of the new rules on their 
operations as soon as possible and, if commercially viable, take appropriate actions.  
 
• If the VAT-inclusive price remains unchanged, a seller may benefit from the reduced VAT rate by 

deferring the sales until after 1 May 2018. Affected businesses should review their sales business 
and explore the feasibility of amending sales contracts and the related transaction arrangements. 
Meanwhile, enterprises also should review the sales prices of products and consider whether the 
prices should be reduced to balance the need to maintain a competitive price and enjoy the benefits 
of the VAT rate reduction. 

 
Conversely, if the VAT-inclusive price remains unchanged, a buyer generally may wish to carry out 
the transaction before the rate reduction takes effect so it can obtain a higher input VAT. Enterprises 
that purchase affected goods may wish to consider similar arrangements.  

 
• Exporters whose exported goods will be subject to lower VAT refund rates after 1 May 2018 should 

try to fully utilize the transitional rules to arrange their exports.  
 

Exporters that are trading enterprises should try to avoid the situation where goods are purchased 
when a higher VAT rate applies and exported when a lower export VAT refund rate applies. For 
example, if goods are purchased before 1 May (i.e. when a 17%/11% VAT rate applies), the 
enterprise should ensure that goods are exported by 31 July 2018 so that a 17%/11% refund rate 
will apply. If the enterprise does not expect the goods to be exported by the end of the transitional 
period, it should consider arranging the purchase to take place after 1 May 2018.  

 
Affected exporters that are manufacturing enterprise may wish to consider exporting as many 
products as possible before 31 July 2018 to enjoy a higher export VAT refund rate.  

 
• Affected enterprises should make timely adjustments to their internal systems to ensure the tax rate 

change is correctly reflected in relevant documents (e.g. sales or purchase orders, invoices) and for 
financial accounting purposes. For example, affected export enterprises should make sure that as 
from 1 May 2018, the applicable VAT rates and export VAT refund rates in their financial systems are 
timely updated (if necessary) so they can accurately compute the export VAT refund.  

 
• Enterprises that qualify for the conversion to small-scale VAT payer status should conduct a thorough 

cost-benefit analysis against their business plans to decide whether to apply for the conversion. 
Factors to consider may include whether the conversion would make the enterprise lose customers 
that prefer suppliers with general VAT payer status, and the extent to which compliance costs could 
be reduced, etc. If an enterprise decides to convert to small-scale VAT payer status, it also may 
consider the timing of the conversion and ensure all the input VAT has been recovered before the 
conversion. 

 
The SAT likely will be issuing more implementation guidance, so enterprises should continue to monitor 
developments, maintain communications with the tax authorities on unclarified issues or seek 
professional advice.  
 
Deloitte's indirect tax service team will continue to follow the progress of China’s VAT reform. We have 
been assisting and supporting relevant authorities on the VAT-related regulations, as well as helping 
clients to prepare for changes. Please feel free to contact us if you have any questions. 
 



Tax Analysis is published for the clients and professionals of the Hong Kong and Chinese Mainland offices of Deloitte China. 
The contents are of a general nature only. Readers are advised to consult their tax advisors before acting on any information 
contained in this newsletter. For more information or advice on the above subject or analysis of other tax issues, please 
contact: 

Beijing  
Andrew Zhu 
Partner 
Tel: +86 10 8520 7508 
Fax: +86 10 8518 1326 
Email: andzhu@deloitte.com.cn 
 

Chengdu  
Frank Tang / Tony Zhang 
Partner 
Tel: +86 28 6789 8188 / 8008 
Fax: +86 28 6500 5161 
Email: ftang@deloitte.com.cn 
          tonzhang@deloitte.com.cn 
 

Chongqing 
Frank Tang / Tony Zhang 
Partner 
Tel: +86 23 8823 1208 / 1216 
Fax: +86 23 8859 9188 
Email: ftang@deloitte.com.cn 
          tonzhang@deloitte.com.cn 
 

Dalian 
Bill Bai  
Partner 
Tel: +86 411 8371 2816  
Fax: +86 411 8360 3297 
Email: bilbai@deloitte.com.cn 
 
 

Guangzhou 
Victor Li 
Partner 
Tel: +86 20 8396 9228 
Fax: +86 20 3888 0121 
Email: vicli@deloitte.com.cn 
 
 

Hangzhou 
Qiang Lu / Fei He 
Partner 
Tel: +86 571 2811 1901 
Fax: +86 571 2811 1904 
Email: qilu@deloitte.com.cn 
          fhe@deloitte.com.cn 
 
 

Harbin 
Jihou Xu 
Partner 
Tel: +86 451 8586 0060     
Fax: +86 451 8586 0056 
Email: jihxu@deloitte.com.cn 
 

Hong Kong 
Sarah Chin 
Partner 
Tel: +852 2852 6440 
Fax: +852 2520 6205 
Email: sachin@deloitte.com.hk 
 
 

Jinan  
Beth Jiang  
Partner 
Tel: +86 531 8518 1058 
Fax: +86 531 8518 1068 
Email: betjiang@deloitte.com.cn  
 
 

Macau 
Raymond Tang 
Partner 
Tel: +853 2871 2998 
Fax: +853 2871 3033  
Email: raytang@deloitte.com.hk 
 
 

Nanjing 
Frank Xu / Rosemary Hu 
Partner 
Tel: +86 25 5791 5208 / 6129 
Fax: +86 25 8691 8776 
Email: frakxu@deloitte.com.cn 
          roshu@deloitte.com.cn 
 

Shanghai  
Eunice Kuo  
Partner 
Tel: +86 21 6141 1308 
Fax: +86 21 6335 0003 
Email: eunicekuo@deloitte.com.cn  

Shenyang 
Jihou Xu 
Partner 
Tel: +86 24 6785 4068 
Fax: +86 24 6785 4067 
Email: jihxu@deloitte.com.cn 
 

Shenzhen 
Victor Li 
Partner 
Tel: +86 755 3353 8113 
Fax: +86 755 8246 3222 
Email: vicli@deloitte.com.cn 
 

 
Suzhou 
Maria Liang / Kelly Guan 
Partner 
Tel: +86 512 6289 1328 / 1297 
Fax: +86 512 6762 3338 
Email: mliang@deloitte.com.cn 
          kguan@deloitte.com.cn 
 

Tianjin 
Andrew Zhu 
Partner 
Tel: +86 22 2320 6688 
Fax: +86 22 8312 6099 
Email: andzhu@deloitte.com.cn 
 
 

Wuhan  
Gary Zhong  
Partner 
Tel: +86 27 8526 6618 
Fax: +86 27 6885 0745 
Email: gzhong@deloitte.com.cn 
           
  

Xiamen  
Jim Chung / Charles Wu 
Partner / Director 
Tel: +86 592 2107 298 / 055 
Fax: +86 592 2107 259 
Email: jichung@deloitte.com.cn 
          chwu@deloitte.com.cn 

About the Deloitte China National Tax Technical Centre  
The Deloitte China National Tax Technical Centre (“NTC”) was established in 2006 to continuously improve the quality of 
Deloitte China’s tax services, to better serve the clients, and to help Deloitte China’s tax team excel.  The Deloitte China NTC 
prepares and publishes “Tax Analysis”, “Tax News”, etc.  These publications include introduction and commentaries on newly 
issued tax legislations, regulations and circulars from technical perspectives. The Deloitte China NTC also conducts research 
studies and analysis and provides professional opinions on ambiguous and complex issues. For more information, please 
contact: 
National Tax Technical Centre 
Email: ntc@deloitte.com.cn 

  

National Leader 
Southern China (Hong Kong) 
Ryan Chang 
Partner 
Tel: +852 2852 6768 
Fax: +852 2851 8005 
Email: ryanchang@deloitte.com 
 

 
Northern China 
Julie Zhang 
Partner 
Tel: +86 10 8520 7511 
Fax: +86 10 8518 1326 
Email: juliezhang@deloitte.com.cn 

 

Eastern China 
Kevin Zhu 
Director 
Tel: +86 21 6141 1262 
Fax: +86 21 6335 0003 
Email: kzhu@deloitte.com.cn 

 

Southern China (Mainland/Macau) 
German Cheung 
Director 
Tel: +86 20 2831 1369 
Fax: +86 20 3888 0121 
Email: gercheung@deloitte.com.cn 
 

Western China  
Tony Zhang 
Partner 
Tel: +86 28 6789 8008 
Fax: +86 28 6317 3500 
Email: tonzhang@deloitte.com.cn 

 

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. 

mailto:andzhu@deloitte.com.cn
mailto:ftang@deloitte.com.cn
mailto:tonzhang@deloitte.com.cn
mailto:ftang@deloitte.com.cn
mailto:tonzhang@deloitte.com.cn
mailto:bilbai@deloitte.com.cn
mailto:vicli@deloitte.com.cn
mailto:qilu@deloitte.com.cn
mailto:fhe@deloitte.com.cn
mailto:jihxu@deloitte.com.cn
mailto:sachin@deloitte.com.hk
mailto:betjiang@deloitte.com.cn
mailto:raytang@deloitte.com.hk
mailto:frakxu@deloitte.com.cn
mailto:roshu@deloitte.com.cn
mailto:eunicekuo@deloitte.com.cn
mailto:jihxu@deloitte.com.cn
mailto:vicli@deloitte.com.cn
mailto:mliang@deloitte.com.cn
mailto:kguan@deloitte.com.cn
mailto:andzhu@deloitte.com.cn
mailto:gzhong@deloitte.com.cn
mailto:jichung@deloitte.com.cn
mailto:chwu@deloitte.com.cn
mailto:ntc@deloitte.com.cn
mailto:ryanchang@deloitte.com
mailto:juliezhang@deloitte.com.cn
mailto:kzhu@deloitte.com.cn
mailto:gercheung@deloitte.com.cn
mailto:tonzhang@deloitte.com.cn
mailto:wanluk@deloitte.com.hk


 

 

About Deloitte Global  
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private 
company limited by guarantee (“DTTL”), its network of member firms, and their 
related entities.  DTTL and each of its member firms are legally separate and 
independent entities.  DTTL (also referred to as “Deloitte Global”) does not provide 
services to clients.  Please see www.deloitte.com/about for a more detailed 
description of DTTL and its member firms. 

Deloitte provides audit, consulting, financial advisory, risk advisory, tax and related 
services to public and private clients spanning multiple industries. Deloitte serves 
four out of five Fortune Global 500® companies through a globally connected 
network of member firms in more than 150 countries bringing world-class 
capabilities, insights, and high-quality service to address clients’ most complex 
business challenges. To learn more about how Deloitte’s approximately 244,400 
professionals make an impact that matters, please connect with us on Facebook, 
LinkedIn, or Twitter. 

About Deloitte China 
The Deloitte brand first came to China in 1917 when a Deloitte office was opened in 
Shanghai. Now the Deloitte China network of firms, backed by the global Deloitte 
network, deliver a full range of audit, consulting, financial advisory, risk advisory and 
tax services to local, 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. To learn more about how Deloitte makes an impact that 
matters in the China marketplace, please connect with our Deloitte China social 
media platforms via www2.deloitte.com/cn/en/social-media. 

This communication contains general information only, and none of Deloitte Touche 
Tohmatsu Limited, its member firms, or their related entities (collectively the 
“Deloitte Network”) is by means of this communication, rendering professional 
advice or services. Before making any decision or taking any action that may affect 
your finances or your business, you should consult a qualified professional adviser. 
None of the Deloitte Network shall be responsible for any loss whatsoever 
sustained by any person who relies on this communication. 

©2018. For information, contact Deloitte China. 

http://www.deloitte.com/about

