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Tax Newsflash
VAT Rules on Asset Management
Products Postponed
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China’s Ministry of Finance (MOF) and the State Administration
of Taxation (SAT) announced on 11 January 2017 that new
VAT rules applying to the asset management industry will be
postponedto 1 July 2017. Circular 2 (Caishui [2017] No.2%)
was issued in response to concerns voiced by the industry
following the issuance of another circular (i.e. Caishui [2016]
No. 140 (Circular 140)2)on 21 December 2016 that requires
an asset manager to be considered the VAT payer for taxable
activities relating to asset management products, retroactively
from 1 May 2016 (the date the VAT reform became effective).
Circular 140 was released to clarify ongoing issues that arose
out of the VAT reform.

Based on our understanding of industry practice, product
managers generally have not accrued or paid VAT on VAT-able
activities relating to products they manage, and typically
contracts with investors for asset management do not contain
provisions for the payment of VAT or allocate responsibility for
VAT costs. As a result, many asset managers would ultimately
bear the VAT costs for certain old and existing products since
they are unable to legally or economically pass on the costto
other parties. The clarifications issued under Circular 140, and
the retroactive nature of the guidance, likely will have a
negative impact on asset managers.

Furthermore, even for new asset management products, asset
managers will need to consider the legal and economicimpact
of the new VAT rules, and develop appropriate action plans.
Contracts/prospectuses may need to be amended, processes
for VAT accounting will need to be developed or revised, as will
processes for invoice management, tax filing, etc. Product
managers need time to formulate action steps and bring them
to fruition to ensure they are prepared to comply with the
rules.

Recent discussions between the government and the asset
management industry has been beneficial for the industry. In
addition to delaying the implementation date of the new rules
to 1 July 2017, Circular 2 also provides that, for VAT-able
transactions taking place before that date, if VAT has not been
paid, it need not be paid (i.e. the transaction will be exempt);
if VAT has been paid, the amount paid may be offset against
future VAT payable by the asset manager. This gives the asset
management industry six months to ensure it is prepared to
comply with the new VAT rules.

Although the implementation of the new rules has been
delayed, VAT issues relating to asset management activities
remain, and considering the efforts that will be required for
asset managers to achieve VAT compliance, potentially
affected managers should begin now and continue to monitor
future developments, maintain contact with the relevant tax
authorities, and review strategies and approaches on a regular
basis to be able to respond to potential changes.

Deloitte China’s tax service team will continue to monitor this
matter and provide updates and insights in due course.

! Please click to view the Chinese full text of Circular 2.
2 Please click to view English version of Deloitte Tax Analysis of Circular 140.
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