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Tax Newsflash

On 18 March 2016, Premier Li Kegiang chaired an executive meeting of the State Council.
At the meeting, the full roll-out plan of the VAT reform was approved, confirming that from 1
May 2016, the VAT reform will be rolled out to cover construction, real estate, financial
service and lifestyle service sectors. The full roll-out of the VAT reform will enable the
coverage of VAT on supplies of both goods and services, aiming to promote China's
modern service sectors and upgrade manufacturing industry.

It was also decided at the meeting that input VAT on newly acquired immoveable properties
is also allowed for credit. As a result, businesses will have a broad scope of input VAT credit
items. This is also expected to encourage relevant investments. In the meantime, the
existing preferential treatment under business tax will be inherited under the VAT reform to
ensure that the tax burden for all the sectors will not be increased. It is forecasted that the
total tax to be reduced by the reform will be over RMB 500 billion this year.

On the same day, officials from the Tax Policy Department of the Ministry of Finance (MOF)
and the Goods and Services Tax Department of the State Administration of Taxation (SAT)
answered questions from correspondents regarding the VAT reform roll-out. It was
announced that the VAT rate applicable to construction and real estate will be 11%, while
the 6% rate applies to financial service and lifestyle services.

Since the VAT reform pilot program covering transportation service and modern services
started in Shanghai in January 2012, the program has been rolled out nationwide. The
sectors covered have also been expanded to include railway transportation, postal and
telecommunication service, etc. So far, only four sectors, i.e., construction, real estate,
financial service and lifestyle service sectors, remain in the scope of business tax. Further to
the State Council's approval of the VAT reform full roll-out plan, the MOF and SAT are
working on the relevant policies and implementation rules which are to be issued soon.

One highlight of the roll-out of the reform is the inclusion of immovable properties in the
input credit scope. Premier Li Kegiang announced in the government work report on the
Fourth Session of the National People's Congress meeting, that all the input VAT incurred
on newly acquired real properties will be creditable for business. This means VAT general
taxpayers, regardless of which sector they are in, are allowed to credit input VAT on newly



purchased or leased immovable properties. This is a very important measure the
government is taking to ensure no increase of tax burden for businesses in all sectors. Now,
businesses are waiting for the detailed implementation rules to specify the period over which
the input VAT on immovable properties can be credited.

The MOF and SAT will closely monitor the implementation of the reform, timely accumulate
experience and good practices in order to further improve the VAT rules. In the meantime,
according to the request of the central government and the plan of the National People's
Congress, the MOF and SAT will push to initiate the legislation process of the VAT law in
the near future.

Considering that the further roll out will take place in less than one and a half months, and
the fact that companies in construction, real estate, financial service and lifestyle service
sectors used to be business tax payers, we suggest companies in these sector closely
monitor the development of the implementation rules, take immediate actions to get
prepared for future VAT compliance works including VAT reporting and invoice
management and arrange trainings for finance and tax personnel. The ERP systems of
affected companies should be updated to satisfy the relevant VAT compliance
requirements. Companies outside the above-mentioned four sectors also need to
understand the impacts of the reform on the parties in the supply chain and communicate
with suppliers and/or customers where necessary.

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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