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SAT clarifies seven VAT issues
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On 25 July 2018, China's State Administration of Taxation
(SAT) issued guidance (i.e. SAT Bulletin [2018] No. 42 or
Bulletin 42) relating to VAT issues that arise for education
services, air transport agency services, installation services,
the transfer of restricted shares, etc. Bulletin 42 is effective
from the date of issuance.

Sino-foreign cooperative academic education services

Based on a circular issued in 2016 (Caishui No. 36), academic
education services provided by schools and universities are
exempt from VAT. However, Circular No. 36 did not clarify
whether income obtained in China by foreign education
institutions for providing Sino-foreign cooperative education
services are eligible for the VAT exemption. Bulletin 42 clarifies
that such income is exempt from VAT if the relevant income is
qualified academic education income according to Caishui No.

36.

Domestic air ticket agency services provided by air
transport agencies

Bulletin 42 clarifies that domestic air ticket agency services
provided by air transport agencies can use the "net base"
treatment for the calculation of VAT, under which the taxable
base (i.e. sales) is computed by deducting from gross revenue
domestic air ticket fees and other related fees collected from
customers and paid to air transport companies or agencies.
Bulletin 42 also specifies the vouchers that are eligible for
deduction.

It should be noted that air transport agencies must issue
travel itineraries or general VAT invoices to customers
indicating the gross amount.

Installation services provided with sale of equipment

Bulletin 42 clarifies the VAT treatment for installation services
that are provided with the sale of equipment:

Self-manufactured
equipment

A taxpayer must account for
the sale of equipment and
the provision of installation
services separately, at VAT
rates of 16% and 10%,
respectively;
A taxpayer can adopt the
simplified taxing method for
the provision of installation
services, i.e. the 3% VAT
rate is applied and input VAT
may not be deducted.

Purchased equipment

If a taxpayer does not
separately account for the
sale of equipment and the
provision of installation
services, it must treat the
transaction as a “mixed
sale” and apply the 16% or
10% VAT rate, as applicable.
If a taxpayer has separately
accounted for the sale of
equipment and the provision
of installation services under
relevant rules, it can adopt
the simplified taxing method
for the provision of
installation services, i.e. a
3% VAT rate is applied and
input VAT may not be
deducted.



Bulletin 42 also specifies that maintenance services provided
after the installation of the equipment should be subject to
VAT under the category, "other modern services."

In practice, it has been difficult to determine whether a
transaction that involves more than one VATable activity
should be treated as a single VATable transaction subject to a
single VAT rate, or as more than one VATable transaction
subject to different VAT rates.

Bulletin 42 seems to take the position that, in certain cases,
the VAT treatment should be determined based on whether the
taxpayer has accounted for the sale of different VATable
activities separately. However, the rationale for separate
accounting for sales income (i.e. allocating the gross revenue
among different VATable activities) may continue to be an area
of potential dispute between taxpayers and the tax authorities.

Purchase price of restricted stock from material assets
reorganization

According to previous regulations, where a listed company has
its stock suspended due to a reorganization of material assets,
when calculating the taxable revenue from the transfer of
restricted stock from the reorganization of material assets, the
purchase price of the stock is the closing price on the day
before the stock was suspended.

In practice, some listed companies may have been suspended
from the stock market for a different reason prior to a material
asset reorganization and thus the above rule is not applicable.
Bulletin 42 clarifies that for such companies, the purchase
price of the restricted stock will be the opening price on the
first day of relisting following the reorganization.

VAT treatment of auction companies

Bulletin 42 clarifies that auction fees or commissions obtained
by auction companies under general taxing method will be
subject to the 6% VAT rate as "brokerage and agency
services."

Bulletin 42 also renders the relevant rules in 1999 guidance
(Guoshuifa No. 40) ineffective. According to Guoshuifa No. 40,
auction companies were subject to 4% VAT on the gross
amount received from buyers of the auction items. Bulletin 42
does not clarify the VAT treatment for the sellers of the
auction items or the withholding or assistance obligations of
the auction companies.

Transfer of supplementary farmland quotas

Bulletin 42 clarifies that taxpayers that transfer the
supplementary farmland quotas via the official platform for
such transfers set up by provincial land administration
departments are subject to the 6% VAT rate under the
category "sales of intangible assets."

VAT invoices for activities subject to business tax before
VAT reform



According to previous rules, if a taxpayer was required to issue
an invoice for activities that were subject to business tax (BT)
before the VAT reform (i.e. before 1 May 2016), the taxpayer
can issue a general VAT invoice until 31 December 2017.

Bulletin 42 further prescribed that for BT-able activities that
took place before 1 May 2016 (regardless of whether the
taxpayer declared BT), taxpayers still can issue general VAT
invoices, if needed. Taxpayers are required to keep the
supporting documents for potential inspections by the tax
authorities.

In general, Bulletin 42 clarifies the VAT treatment for some
typical VAT issues that arise in certain industries, which can
help standardize practices and reduce disputes between
taxpayers and the tax authorities. Some provisions under
Bulletin 42, especially those clarifying the taxable base,
expanding the VAT exemption and the application of the
simplified taxing method, should mitigate the burden on
taxpayers and streamline the practices of the tax authorities.
Nevertheless, taxpayers should assess the impact of Bulletin
42 in connection with compliance requirements. Companies
that sell self-manufactured equipment and provide installation
services simultaneously should consider the guidance in the
bulletin with respect to separate accounting of sales of
equipment and the provision of installation services and the
scope of the definition of "equipment," and monitor the
development of further regulations and industry practice.
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