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Tax Newsflash

SAT reissues guidance
on VAT-exempt treatment
for cross-border services

China's State Administration of Taxation (SAT) has re-issued the implementation guidance on
the application of VAT-exempt treatment for cross-border services. Bulletin [2014] No. 49,
which will become effective on 1 October 2014, supersedes the existing guidance in Bulletin
[2013] No. 52 and also will apply to qualifying services provided before 1 October and for which
the VAT exemption has not yet been applied.

Under VAT-exempt treatment, no output VAT is payable, but the input VAT incurred on costs is
not recoverable. Although less beneficial than zero-rated VAT treatment, under which the input
VAT incurred on cost is recoverable, the VAT exemption still is considered as an incentive to
promote the development of cross-border services.

The updates in Bulletin 49 generally result from the further expansion of the VAT reform after
the issuance of Bulletin 52 to new industries, such as railway transportation, post and
telecommunications. The new guidance also clarifies certain issues.



Key updates

Qualifying cross-border postal/delivery and telecommunications services
Bulletin 49 adds the following two categories to the list of cross-border services qualifying
for VAT-exempt treatment:

— Postal/delivery services for export goods: Couriers for mail or parcels being sent
overseas, etc.; and

— Telecommunications services provided to foreign entities: Where a Chinese party
provides international voice, SMS or MMS communication services to foreign customers
with the service charges settled through a foreign telecommunications company, the
foreign company will be considered the service recipient for VAT exemption purposes.

The guidance also confirms that postal or delivery services provided by foreign parties in
overseas in relation to mail or parcels sent from China to overseas is outside the scope of
Chinese VAT.

Service income "deemed" to be received from overseas

To apply for the VAT exemption on service income where the service is provided to a
foreign entity, a Chinese taxpayer must receive all such income from overseas. Bulletin 49
contains a "deeming" rule for the following situations where the service income will be
deemed to be received from overseas:

— Qualifying cross-border services provided to a foreign related party, where the income
actually is received from a domestic company that acts as an internal treasury/clearing
house for a multinational group (e.g. a group finance company, group cash pooling
center);

— Logistic ancillary services provided to a foreign airline, where the income actually is
received from the Accounting Centre of China Aviation, the Settlement Center of the
Civil Aviation Administration of China (CAAC) or the foreign airline's CAAC-approved
representative office in China; and

— Any other situations approved by the SAT.

Services in relation to Hong Kong, Macau and Taiwan
Bulletin 49 confirms that Hong Kong, Macau and Taiwan are considered foreign jurisdictions
for VAT exemption purposes.



Recommendations
Affected taxpayers may want to consider the following actions:

Review their business activities and assess whether the company can benefit from VAT-
exempt treatment for qualifying cross-border services;

If a company decides to apply for the exemption, prepare required documentation (e.g.
service contract, payment certificate, etc.) and contact the competent tax authorities to file
the VAT exemption application, and reclaim any overpaid VAT;

Proactively communicate with the competent tax authorities to seek clarifications or
guidance for any issues; and

Seek professional advice or assistance from external consultants, where needed.
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