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Tax Newsflash
VAT rates to be reduced

During Premier Li Kegiang’s presentation of the government
work report at the second session of China’s 13th National
People's Congress on 5 March 2019, he announced that the
government intends to further reduce the value added tax
(VAT) rates. The effective dates of the reductions are yet to be
clarified.
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According to the Premier’s presentation, the following VAT-
related measures will be (or already have been) implemented
in 2019 to provide tax relief to all sectors and ensure the tax
burden of key industries (e.g. manufacturing) are significantly
lowered:

e Reduction of the VAT rate from 16% to , which mainly
will benefit the manufacturing sector, and reduction of the
10% rate to , Which currently applies to industries,
such as transportation, construction, etc.;

e Increasing the input VAT which may be credited for the
service sector, even though the 6% VAT rate for that sector
will remain unchanged; and

e Introduction of a VAT exemption as from 1 January 2019
for small-scale VAT payers with monthly sales not
exceeding RMB 100,000. (In addition, reduced income tax
rates are granted to qualifying small enterprises with low
profits, i.e. a 5% effective income tax rate on taxable
income not exceeding RMB 1 million and a 10% rate on
taxable income between RMB 1 million and RMB 3 million.)

China launched its VAT reform in 2012 and finally transitioned
all services from the scope of business tax (which previously
was imposed on most service activities) to VAT in May 2016.
Since then, there have been two rounds of major adjustments
to the VAT rates: the 13% VAT rate was abolished and
consolidated into the 11% rate in July 2017 and the 17%/11%
rates were reduced to 16%/10% in May 2018.

After this latest round of adjustments, there will be three VAT
rates: 6%, 9% and 13%. However, Premier Li stated the
three-rate system would be further streamlined to a two-rate
system, although it is unclear what those rates will be, and
when and how the adjustments will take place.

It should be noted that goods suppliers for service enterprises
may enjoy a lower VAT rate (i.e. from 16% to 13%) so that a
service enterprise's material costs could become higher with
lower creditable input VAT if the VAT-inclusive purchase price
of the goods remains unchanged. Therefore, service
enterprises should consider price re-negotiations with goods
suppliers to potentially obtain the benefits of the VAT rate
reductions.

The government is expected to release more details about the
VAT rate reduction, such as the effective dates and guidance
on transitional arrangements, corresponding changes to the
VAT export refund rates, etc. Businesses should closely
monitor regulatory developments.

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 introduction of VAT
reform-related regulations, and assisting clients to prepare for
various changes. If you have any questions, please feel free to
contact us.
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