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Tax Newsflash

SAT clarifies implementation issues for
VAT rate cuts and conversion to small-
scale VAT payer status

China’s State Administration of Taxation (SAT) issued three
circulars (Bulletins 17, 18 and 20) on 23 and 25 April 2018
that clarify implementation issues relating to the VAT rate cuts
that go into effect on 1 May, the consequences of conversion
to small-scale VAT payer status (see

) and the changes to the format of the VAT
return. On 1 May, the VAT rate for taxpayers originally subject
to the 17% and 11% rates will drop to 16% and 10%,
respectively (no rate changes apply to taxpayers subject to the
6% rate).

The first VAT return after the rate reductions become effective
will be due in early June; therefore, the changes relating to
VAT returns (i.e. Bulletin 17) will apply as from 1 June; the
measures in Bulletins 18 and 20 become effective on 1 May
2018.

Post-rate cut invoicing

Since all domestic VAT invoices must be issued through the tax
authorities electronic invoicing system, general VAT payers
have been asking whether the system will continue to support
the issuance of invoices that contain the pre-1 May tax rates
(i.e. 17% and 11%) in certain circumstances (e.g. sales
allowances or returns for transactions that were concluded
before 1 May).

Bulletin 18 confirms that even after 1 May, a general VAT
payer will be able to issue a "red-letter VAT invoice" (which
functions as an amendment to the original VAT invoice to
reduce the sales price) with the 17% or 11% rate through the
invoicing system for any sales allowance or returns for
transactions that were taxable before 1 May. In instances
where the original VAT invoice was issued incorrectly, the
general VAT payer may issue a red-letter VAT invoice to
effectively cancel the original invoice and then issue a new VAT
invoice at the applicable 17% or 11% rate.

Similarly, after 1 May, a general VAT payer will be able to
issue a VAT invoice at the old rate for transactions that were
taxable before 1 May but where a VAT invoice had not yet
been issued.

Conversion to small-scale VAT payer status

Eligible applicants

A taxpayer that fulfills both of the following conditions may
elect to convert from a general VAT payer to a small-scale VAT
payer by 31 December 2018:
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e The taxpayer registered as a general VAT payer because it
reached the annual sales threshold of RMB 500,000 or RMB
800,000; and

e The cumulative taxable sales for the 12-month period (for
taxpayers subject to monthly VAT filing) or four-quarter
period (for taxpayers subject to quarterly VAT filing)
immediately before the conversion date does not exceed
RMB 5 million. If the taxpayer’s period of operations before
the conversion date is shorter than 12 months or four
quarters, the cumulative taxable sales test is replaced by a
projected sales test for a 12-month or four-quarter period
based on the taxpayer's actual average monthly or
quarterly sales.

Effect of conversion

After a general VAT payer converts to a small-scale VAT payer,
the taxpayer will continue to be considered a general VAT
payer for the assessment period in which the conversion date
falls. Small-scale VAT payer status will apply to the
assessment period following the conversion date.

Treatment of input VAT that is yet to be credited

When an eligible general VAT payer converts to a small-scale
VAT payer, any input VAT that has been incurred but not yet
claimed for credit and the balance of the creditable input VAT
in excess of output VAT for the assessment period in which the
conversion date falls must be recorded in a temporary
account; the credit for such input VAT will be suspended.

Adjustments to pre-conversion transactions

A taxpayer may make retroactive adjustments of its taxable
transactions that took place before it converted to a small-
scale VAT payer in certain instances (e.g. sales allowance or
returns, additional assessments arising as a result of a tax
audit, etc.), Bulletin 18 confirms that these adjustments must
all be accounted for in the last assessment period where the
taxpayer was still a general VAT payer:

e If the adjustments result in overpaid VAT, the overpaid VAT
may be offset against the current and future VAT payable;

e If the adjustments result in underpaid VAT, the underpaid
VAT may be offset against the balance of input VAT in the
temporary account, with any remaining balance paid in the
current period.

Invoicing

The invoicing rules for small-scale VAT payers will apply as
from the assessment period following the conversion date; in
other words, the taxpayer normally cannot issue VAT invoices
at 16%/10% or 17%/11% from that period, since it would be
subject to a 3% VAT under the simplified taxation method.

However, the taxpayer will be allowed to issue a red-letter VAT
invoice at the 16%/10% or 17%/11% rates for any sales
allowance or returns on sales that took place when the
taxpayer was a general VAT payer. If the original VAT invoice
was issued incorrectly, the taxpayer may issue a red-letter
VAT invoice to effectively cancel the original invoice and then
issue a new VAT invoice at the 16%/10% or 17%/11% rates.



Similarly, the taxpayer will be permitted to issue a VAT invoice
ata 16%/10% or 17%/11% rate for transactions that took
place when the taxpayer was a general VAT payer but for
which a VAT invoice had not been issued.

Export VAT exemption and refund

Starting from the assessment period following the conversion
date, the export VAT rules for small-scale VAT payers will
apply so that no export VAT refund will be granted, though
VAT is not charged on the taxpayer's exports. The assessment
period for an export transaction normally is based on the
export date indicated on an export customs declaration form
(for goods exported through customs) or the invoicing date on
an export invoice (for exports of services).

For goods or services exported when the taxpayer was still a
general VAT payer, the related input VAT that was incurred but
not credited or refunded, as well as the balance of creditable
input VAT in excess of output VAT, may be taken into account
in calculating the export VAT refund.

Changes to format of VAT return
The relevant columns/items of the appendixes of the VAT
return have been adjusted to reflect the VAT rate reductions.

The three bulletins provide much-needed guidance on the
consequences of the VAT rate reductions and the consolidation
of the annual sales threshold of small-scale VAT payers.
Affected companies should consider the following actions:

e Eligible general VAT payers whose annual taxable sales do
not exceed RMB 5 million should carry out an analysis to
determine which taxation method (i.e. general or simplified
taxation method) is more favorable and whether they
should convert to small-scale VAT payer status. The
analysis should compare the tax burdens under the two
methods, examine the relevant business factors (e.g.
whether customers would request VAT special invoices,
whether suppliers with general VAT payer status are
preferred, etc.), and evaluate the impact on their
accounting and internal systems.

¢ Companies should adjust relevant systems, as needed, and
address any transition matters regarding the issuance and
management of invoices, as well as VAT accounting for
compliance purposes.

e Companies should ensure that they use the correct VAT
rate for invoicing transactions that take place around 1 May
and communicate closely with the competent tax
authorities to resolve any invoicing problems.

Authors:

Liqun Gao
Partner
+86 21 6141 1053


mailto:ligao@deloitte.com.cn

Candy Tang

Director

+86 21 6141 1081
catang@deloitte.com.cn

June Qu

Senior Manager

+86 21 6141 1087
junqu@deloitte.com.cn

If you have any questions, please contact:

Indirect Tax Services
Asia Pacific Leader
Hong Kong

Sarah Chin

Partner

+852 2852 6440
sachin@deloitte.com.hk

Northern China
Beijing

Yi Zhou

Partner

+86 10 8520 7512
jchow@deloitte.com.cn

Eastern China
Shanghai

Liqun Gao

Partner

+86 21 6141 1053
ligao@deloitte.com.cn

Southern China
Guangzhou

Janet Zhang

Partner

+86 20 2831 1212
jazhang@deloitte.com.cn

Western China
Chongqing

Frank Tang

Partner

+86 23 8823 1208
ftang@deloitte.com.cn

0000BG®O®OHG

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited
by guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of

its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte
Global”) does not provide services to clients. Please see About Deloitte for a more detailed

description of DTTL and its member firms.

Privacy

Thank you for your interest in Deloitte China services. Deloitte China would like to continue to use
your personal information (in particular name and contact details) for the purpose of sending you
marketing and regulatory updates, invitations to seminars and other events organized, sponsored
or promoted by Deloitte China. If you do not wish to receive further communications from Deloitte
China, please send a return email to the sender with the word “Unsubscribe” in the subject line.

If you would like to update your personal information, please click here.

Deloitte China refers to Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in
Macau, Deloitte Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland and
their respective affiliates practising in Hong Kong, Macau and the Chinese Mainland.

This communication contains general information only, and none of Deloitte Touche Tohmatsu
Limited, its member firms, or their related entities (collectively the “Deloitte Network”) is by means
of this communication, rendering professional advice or services. Before making any decision or
taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever
sustained by any person who relies on this communication.

© 2018 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte
Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word

“Unsubscribe” in the subject line.


mailto:catang@deloitte.com.cn
mailto:junqu@deloitte.com.cn
mailto:sachin@deloitte.com.hk
mailto:jchow@deloitte.com.cn
mailto:ligao@deloitte.com.cn
mailto:jazhang@deloitte.com.cn
mailto:ftang@deloitte.com.cn
http://www2.deloitte.com/cn/en/pages/about-deloitte/articles/about-deloitte.html
http://www.deloitte-china.com/contact/data.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

