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Tax Newsflash

VAT Reform - New Guidance Clarifies
VAT Treatment of Reinsurance Business
and Other Transactions

China’s Ministry of Finance (MOF) and the State Administration
of Taxation (SAT) jointly issued guidance (Caishui [2016] No.
68 (Circular 68)) on 18 June 2016 that clarifies the VAT
treatment of reinsurance arrangements, operating leases
relating to immovable property, education services, etc. The
guidance specifically addresses areas where Circular 36, the
general VAT reform guideline, is silent. Circular 68 applies
retroactively as from 1 May 2016.

The salient features of Circular 68 are as follows:

1) Reinsurance services generally should be subject to the
same VAT treatment as the underlying insurance policy that
is being reinsured (except for the scenario described in 2)).
For example, a life insurance policy with a term of more
than one year currently is exempt from VAT, so reinsurance
of that policy also should be exempt; conversely,
reinsurance of a non-exempt insurance policy cannot be
VAT-exempt. Where a reinsurance arrangement covers
multiple underlying insurance policies, the reinsurance
service will be VAT-exempt only if all of the underlying
insurance policies are eligible for the VAT exemption.

2) Reinsurance services provided by a Chinese insurance
company to a foreign insurance company may be exempt
from VAT if the services are "wholly consumed outside
China." According to Circular 36, "(services) wholly
consumed outside China" refers to a situation where the
actual service recipient is outside China and the services
are not related to any goods or immovable property in
China.

It should be noted that Circular 68 does not clarify all areas,
such as whether reinsurance commission income paid by a
reinsurer to the original insurer should be considered a
separate taxable supply or an item deductible from the
reinsurance premium to account for the VAT. Further



clarification also is needed as to whether the VAT treatment
would differ if an overseas reinsurance broker is interposed
between a Chinese reinsurer and a Chinese original insurer. It
is hoped that the MOF and SAT will clarify these issues in
further guidance.

1) A property developer that is a general VAT payer may opt
to use the simplified method to compute VAT (5%) for
operating leases of self-developed immovable property that
qualify as "old projects." Although Circular 68 does not
explain what constitutes "old projects,” presumably it will
follow the definition in Circular 36 to refer to projects
whose construction commencement date was before 30
April 2016.

2) A property developer that is a general VAT payer only may
use the general method to compute VAT for operating
leases of immovable property that are self-developed after
1 May 2016.

3) A property developer that is a small-scale VAT payer only
may use the simplified method to compute VAT (5%) for
operating leases of self-developed immovable property.

In all cases, if the immovable property and the property
developer are located in different provinces (or cities), the
developer must use the simplified method to compute and pay
VAT (5% for the scenarios described in 1) and 3); 3% for 2))
to the competent tax authorities in the place where the
immovable property is located, with a final VAT return filed
(with any final tax settlement) with the competent tax bureau
in the place where the property developer is located.

e General VAT payers that provide non-academic education
services may opt to use the simplified method to compute
VAT (3%). Non-academic education services previously
were subject to a 3% business tax. The option to use the
simplified method with a 3% rate will help to achieve a
similar indirect tax burden and, hence, mitigate the impact
of the VAT reform on this sector.

e Safety and protection services may apply the same method
that applies for labor dispatching services, i.e. a taxpayer
may opt to use the simplified method to compute VAT (5%)
and deduct qualifying items from the gross revenue for VAT
purposes.

e Membership fees received by inter-governmental
international organizations and certain specified Chinese
government-sponsored associations are confirmed to be of
a non-operating character and, therefore, outside the scope
of VAT.

Although the VAT reform was rolled out to all sectors of the
economy on 1 May 2016, some issues still need to be clarified.
Deloitte's indirect tax team will continue to monitor the VAT
reform developments and provide updates and insights.
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