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Tax Newsflash

Government Issues More Guidance
Clarifying Issues Arising from VAT
Reform

Making another century of impact
EHEFERX FRHFLT

On 25 December 2017, China’s Ministry of Finance (MOF) and
the State Administration of Taxation (SAT) jointly issued
guidance (Circular 90) on issues arising from the country’s VAT
reform (which was rolled out nationwide to all sectors as from
1 May 2016). The circular provides new rules on input VAT
credits and VAT exemptions, and clarification on certain
controversial VAT issues for industries such as financial
services and transportation.

Unless otherwise specified, the new rules apply as from 1
January 2018.

e For expenses relating to fixed assets and real
property, the input VAT is fully creditable if the assets or
property are used for both taxable items subject to the
general taxing method and taxable items subject to the
simplified taxing method, or VAT exemption, or for
collective welfare or personal consumption purposes.

e For road tolls, the creditable input VAT will be the

amount shown on the relevant
. This provision reflects the introduction and

promotion of VAT general e-invoices for road tolls in
2018. If VAT general e-invoices cannot be obtained, the
previous method (i.e. calculation of input VAT based on
toll invoices) can be used to calculate the creditable
input VAT for expressway tolls for the six-month period
from 1 January 2018 to 30 June 2018, and for first-class
and second-class highway tolls for calendar year 2018.



Asset management products
e For loan services, the taxable sales amount will be the
generated as from 1 January 2018.

e For transfers of stock (excluding restricted stock), bonds,
funds and non-commodity futures purchased before 31
December 2017, the taxable sales amount may be
calculated based on one of the following purchase prices:

- ; Or

(if trading in the stock is suspended on
this date, the relevant price is the closing price on the
last day of trading before the suspension),

(provided by China Bond Valuation
Center Co., Ltd or China Securities Index Co., Ltd),
and

Guarantee income

The VAT exemption for guarantee and re-guarantee services is
temporarily expanded to include income from the provision of
guarantees and re-guarantees for

. If the re-guarantee contract covers more than
one original guarantee contact, all the original guarantee
contracts must be VAT exempt; otherwise, the re-guarantee
contract is not eligible for a VAT exemption. The above
treatment is effective for the two-year period from 1 January
2018 to 31 December 2019.

Income from expired tickets (i.e. tickets that have been sold
but not used) is subject to VAT under the category
“transportation services”. Income from refunded tickets (e.g.
refund fees and service fees) is subject to VAT under the
category “other modern services”.

Air transportation brokerage enterprises providing overseas
tickets brokerage services must calculate output VAT based on
the net income from such services. Valid vouchers to support a
deduction from income include invoices or schedules provided
by domestic enterprises, and signed receipts provided by
foreign enterprises or confirmation provided by foreign
notaries.

The VAT exemption for income from subcontracting land to
agricultural workers for agricultural production purposes may
be applied retroactively to the period from 1 May 2016 to 30
June 2017.



Membership fees received by social organizations are VAT
exempt, as from 1 May 2016.

Since the VAT reform was rolled out nationwide to all sectors,
the government has issued a series of documents that provide
guidance on issues arising from the reform process. The
government’s aim is to ensure that the reform is carried out as
smoothly as possible.

Circular 90 clarifies the treatment of input VAT credits for the
lease of fixed assets and real property, addresses controversial
issues arising from VAT practices in different industries and
expands the applicable range or period for specific VAT
exemption policies. Thus, it should provide additional benefits
for enterprises affected by the VAT reform and further relieve
the burdens on taxpayers. Taxpayers should monitor the
issuance of future guidance and update their tax practices
accordingly.

Deloitte’s indirect tax service team will follow the progress of
VAT regulations and continue to share our insights on
developments.
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