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Tax Newsflash
VAT Rate Structure Likely to be
Reduced from Three to Two

On 5 March 2018, Chinese Premier Li Kegiang delivered the
government work report on the First Session of the 13th
National People's Congress. According to the report, the
government will further reduce taxes and fees on businesses
and individuals, with a target tax reduction of more than RMB
800 billion in 2018. VAT-related matters will be the main focus
of the tax reduction initiative, including: improving the overall
VAT regime,

and
increasing the threshold of annual taxable sales of small-scale
VAT payers.
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The streamlining of the VAT rates has been a key topic for all
industries. Four VAT rates applied following the 2016 VAT
reform: 17% (sale of products excluding those under 13%,
and provision of processing and repair services); 13% (sale of
agricultural products, public utilities, etc.); 11% (provision of
transportation and construction services, and sale of real
estate, etc.) and 6% (provision of financial, modern and
lifestyle services, etc.). The 13% VAT rate was eliminated on 1
July 2017, with taxation of supplies under that rate now
subject to the 11% rate.

The multiple VAT rate system generally is considered an
obstacle to ensuring that VAT plays a neutral role in the
economy and it distorts the economic behavior of market
entities. From a compliance perspective, multiple rates create
challenges for taxpayers and the tax authorities when
determining the applicable VAT rate for complex transactions.
For this reason, many countries that levy VAT or similar taxes
typically use a simpler VAT rate system. For example, the UK
has a standard VAT rate of 20% and a reduced rate of 5%,
and some of China’s neighbors use a single-rate system; e.qg.
the goods and services tax/VAT rate in Australia, Indonesia
and Korea is 10%, 8% in Japan and 7% in Singapore.

The further streamlining of China’s VAT rates from three to
two will help strengthen the VAT system and reduce disputes
about applicable rates. The government work report also
emphasizes the need to drop the VAT rate for the
manufacturing and transportation industries. Therefore, it is
likely that the 17% and 11% rates may be restructured into a
single lower rate following a comprehensive analysis by the
relevant authorities that takes account of the tax burdens of
various industries and fiscal revenue considerations.

The proposal to increase the threshold of annual taxable sales
of small-scale VAT payers indicates that more taxpayers would
be considered as small-scale VAT payers which are able to
apply for the simplified taxing method. Such taxpayers can
elect to use either the general taxing method or the simplified
method based on their business arrangements.

The restructuring of the VAT rates is a key part of the VAT
reform. The fact that it was addressed in the government work
report is good news for taxpayers. Potentially affected
enterprises should monitor future developments and adjust
their internal procedures, as needed, to adapt to changes in
VAT accounting and declaration requirements, and also review
their supply chains by assessing the possible impact of VAT
rate changes on upstream/downstream parties and
communicate with suppliers and customers.

Deloitte's indirect tax service team will follow the progress of
the VAT rate restructuring initiative, and will provide regular
updates. We have been assisting and supporting relevant
authorities on VAT reform-related regulations and helping
clients prepare for changes. Please contact us if you have any
questions.
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