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Tax Newsflash
China Announces VAT Rates Cuts
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On 28 March 2018, a decision was made during the executive
meeting of China’s State Council to introduce a package of
VAT-related measures, including reductions in the 17% and
11% VAT rates to 16% and 10%, respectively. This decision
follows from the announcement by Premier Li Kegiang on 5
March 2018 at the First Session of the 13th National People's
Congress that VAT would be the main focus of the 2018 tax
cuts in the country. The VAT package is estimated to result in
a tax cut of over RMB 400 billion.

The following rules will apply as from 1 May 2018:

e The VAT rate for the manufacturing industry will be reduced
from 17% to 16%, and the rate for transportation,
construction, basic telecommunications services and
agricultural products will be reduced from 11% to 10%.

It generally is expected that the tax rate cuts also will apply
to other sectors that currently are subject to the 17% rate
(e.g. trading, wholesale/retailing) and the 11% rate (e.g.
sale or leasing of real estate), even though these sectors
are not specifically mentioned in the press release issued
after the State Council meeting.

e Currently, VAT taxpayers are classified as general VAT
payers or small-scale VAT payers based on their annual
taxable sales, with different sales thresholds applying
depending on the type of entity (e.g. manufacturing,
trading, etc.). Small-scale VAT payers are subject to a
simplified taxing method with 3% VAT rate as compared to
a general taxing method with 6%-17% rate applying to
general VAT payers. Once a small-scale VAT payer's annual
taxable sales reach the threshold, it must change its VAT
payer status and register as a general VAT payer. Under
the new package of measures, the annual taxable sales
thresholds for manufacturing enterprises and trading
enterprises will be consolidated and increased from RMB
500,000 and RMB 800,000, respectively, to RMB 5 million.

The new measures will also allow qualifying general VAT
payers to convert their status to small-scale VAT payers
within a specified time period so that they can apply for the
simplified taxing method and 3% rate to account for VAT
liabilities.

e A one-time input VAT refund for input VAT in excess of
output VAT will be available to eligible advanced
manufacturing enterprises, R&D enterprises and electricity
grid enterprises. Under the current VAT rules, any excess of
input VAT over output VAT generally cannot be refunded
and only may be carried forward to offset output VAT
arising in future periods.

The consolidated and increased threshold of annual taxable
sales for small-scale VAT payers will allow more taxpayers to
adopt the simplified taxing method, thus reducing their VAT
management and compliance costs. The refund of excess input
VAT will improve the cash flow of relevant enterprises.

The Ministry of Finance and State Administration of Taxation
are expected to release more implementation guidance in the



near future, but potentially affected businesses should begin
now to assess the potential impact of the above measures on
their operations and consider actions, such as the following:

e Manufacturing, transportation, construction and basic
telecom service enterprises should begin to adapt their
systems to the new rates as soon as possible to ensure a
smooth transition of invoice management and VAT filing,
and modify sales contracts, where necessary.

¢ Qualifying general VAT payers should review their supply
chains and, based on the business arrangement, consider
whether to convert their status to small-scale VAT payers
to apply for the simplified taxing method.

e Advanced manufacturing enterprises, R&D enterprises and
electricity grid enterprises should make sure that the
available input VAT is valid and has been verified to enjoy
the refund.

It should be noted that, based on the 2018 government work
report released during the National People’s Congress, the VAT
rates will be streamlined by reducing the number of VAT rates
from three to two. However, based on the decision of the State
Council, there still will be three VAT rates, i.e. 6%, 10% and
16%; further adjustments, therefore, are possible, so
enterprises should monitor developments closely.

Deloitte's indirect tax service team will continue to follow the
progress of China’s VAT reform. We have been assisting and
supporting relevant authorities on the introduction of VAT-
related regulations, as well as helping clients to prepare for
changes. Please feel free to contact us if you have any
questions.
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