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Tax Newsflash

The VAT Reform — the

speculation ends with the m

announcement that
completion of the VAT
Reform will begin on 1 May 2016

In the morning of 5 March 2016, at the Fourth Session of the Twelfth National People's
Congress ("the Congress"), Premier Li Ke Qiang delivered the government work report. The
Congress is a landmark event for China and there were expectations that an announcement
would be made today on the timeline for the implementation of the VAT Reform. This
announcement has been long awaited for and, although lacking in detall, it is a step to
preparing taxpayers on the timeline for the implementation. In this report, Li Ke Qiang
announced that, from 1 May 2016, the VAT reform pilot program will be rolled out to cover
construction, real estate, financial services and consumer services. It was also stated in the
report that the input VAT incurred on newly acquired immovable properties will be allowed to be
deducted in order to ensure the tax burden of all sectors will be reduced. There are no further
details in this report.



What is next?

With this announcement, it is expected that the detailed rules regarding the VAT reform on the
remaining sectors are to be issued soon by the Ministry of Finance and the State Administration
of Taxation (SAT). Although the details are not available yet, the following messages from
Premier Li Ke Qiang's report are of importance to business.

e Confirmation of the effective date — on closer reading, the speech commented that the
start of the inclusion of construction, real estate, financial services and consumer
services into the VAT Reform on the 1 May, the expectation is that all the remaining
sectors are to be covered under VAT from 1 May 2016. The effective date for the reform
of the remaining sectors has been speculated upon for some time especially in light of
Circular 4 issued by the Ministry of Housing and Urban-rural Development on 19
February 2016, urging local construction authorities to complete the construction project
pricing adjustment work before the end of April 2016. So, in recent weeks, this Circular
was seen in the market as a signal that the effective date of the reform was likely to be 1
May 2016.

e Input VAT incurred by general taxpayers on newly acquired immovable property will be
fully deductible. This is good news for real estate enterprises who have concerns about
the possibilities to pass on VAT to their business customers.

e The new rules aim to ensure that there is no increase of the VAT burden for taxpayers.

For the past years, there have been a lot debate and discussions on technical issues in the
design of the new VAT reform rules, especially on sectors like real estate and financial
services. Since the new rules aim to ensure a reduction of the tax burden, it is possible that the
Business Tax treatment will be transitioned into the VAT rules, at least in the initial stage of the
reform. For example, a service that is currently exempted from Business Tax could be
exempted from VAT under the new rules.

As the detailed rules are expected to be issued soon, this may leave taxpayers with just a few
weeks for the implementation which is extremely challenging. Many businesses have been
preparing for the implementation for some time eagerly awaiting the issuance of the rules. With
this announcement, and the shortage of time, businesses must focus on prioritizing the actions
and all testing so the tax can be charged to the customer. Communications must be conducted
with customers to ensure that, commercially, the VAT can be charged and contracts reviewed
to ensure this is technically allowed. IT systems should be tested and internal control should be
reviewed to ensure the management of VAT issuance and compliance including VAT invoice
management. Whilst the issuance of SAT Bulletin [2016] No. 7 allows a simplification of the
input VAT verification, business also need to plan ahead on their internal management and
understanding of their data.



Deloitte's indirect tax team will continue to monitor the VAT reform developments. We have
been working with the authorities to design the new rules. We are assisting many clients in
preparation for the reform. If you have any questions, please feel free to contact us.
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Previous issues of VAT Reform newsletters:

Additional guidance issued on VAT zero-rated services — 8 January 2016

VAT zero-rated services: Scope expanded — 3 November 2015

SAT reissues guidance on VAT-exempt treatment for cross-border services — 15 September 2014

VAT reform to be extended to telecommunications service — 9 May 2014

MOF and SAT issue new VAT reform rules — 19 December 2013

SAT issues guidance on application of VAT exemption treatment — 9 October 2013

SAT issues guidance on application of zero-rated VAT treatment — 6 September 2013

MOF and SAT issue new regulations on nationwide implementation of VAT reform on transportation and modern
services sectors — 3 June 2013
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