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Background

After VAT was introduced in China in the 1990s, a taxpayer was
required to obtain the approval of the tax authorities to qualify for
general VAT payer status. Without this status, the taxpayer could
account for VAT payable only under the simplified taxing method
and, hence, would be unable to claim an input VAT credit or issue
VAT special invoices (Since the receipt of a VAT special invoice will
support the ability of a purchaser with general VAT payer status to
credit input VAT, such purchasers are more willing to trade with
suppliers having general VAT payer status). To create a more
business-friendly environment, the State Council announced in early
2015 that the pre-approval requirement for general VAT payer
status would be abolished. The SAT subsequently issued Bulletin 18,
which officially confirmed that advance approval would not be
required starting on 1 April 2015 and suspended the implementation
of relevant rules in the Administrative Measures for the Recognition
of General VAT Payers (SAT Order No. 22, Order 22). Following the
issuance of Bulletin 18, a qualifying taxpayer only is required to
submit a form to the tax authorities to be registered as a general
VAT payer.

However, following the nationwide rollout of the VAT reform on 1
May 2016, questions arose as to whether and how Order 22 and
Bulletin 18 would apply to new VAT payers on a go-forward basis.
To clarify these issues, the government issued Order 43 that applies
to all VAT payers and further streamlines the registration process.
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Highlights of Order 43

Order 43 basically follows the provisions of Bulletin 18 that require a

VAT payer whose annual taxable sales reaches the specified
threshold (i.e. RMB 500,000 for manufacturers or taxpayers
providing processing, repair and replacement services; RMB
800,000 for wholesalers and retailers; and RMB 5 million for
taxpayers providing other taxable services, transferring intangible

assets or immovable assets) to submit a form to the tax authorities
to register as a general VAT payer. No pre-approval or onsite-review

is required to obtain this status. However, Order 43 clarifies the
following issues:

1. Situations where registration will not be allowed: General VAT
payer registration will not be allowed in the following cases,

regardless of whether the applicant's annual taxable sales reach

the threshold:

Where the taxpayer elects to account for its VAT payables

under the simplified taxing method. Such taxpayers mainly

include non-enterprise organizations, entities that seldom
engage in taxable activities and individual industrial and
commercial households; and

Where the taxpayer is an individual (other than an individual

industrial and commercial household).

2. Definition of annual taxable sales: Order 22 defines "annual

taxable sales revenue" as the aggregate taxable sales revenue

for an operation period of no longer than 12 consecutive
months. Order 43 provides that, for taxpayers that file VAT
returns on a quarterly basis, the annual taxable sales revenue

means the aggregate taxable sales for an operation period of no

longer than four consecutive quarters.

Order 43 also clarifies that taxable sales includes both taxable
sales reported by the taxpayer in its VAT return, as well as
taxable sales that are assessed by the tax authorities.

Taxable sales for taxpayers that are permitted to deduct certain

items from gross revenue to determine VAT output must be
computed based on gross revenue before the deductions to
ascertain whether the registration threshold is reached.

Occasional sales of intangible assets or immovable assets are
not taken into account in computing taxable sales.

3. Timing requirements: Once a taxpayer's annual taxable sales

reach the threshold, it must submit its registration form within
15 days (previously, 20 business days) from the last day of the

VAT filing period for the month or quarter in which the annual
taxable sales reached the threshold.

If the taxpayer fails to submit the form on a timely basis, the

competent tax authorities must produce a tax notification within

five days (previously, 10 business days) requesting that the

taxpayer submit the form within another five days (previously,
10 business days). If the taxpayer fails to submit the form, then
starting from the next month, it must compute its VAT payable
by multiplying the taxable sales by the VAT rate, without credit
for input VAT. This computation method must be used until the

general taxpayer registration process is completed.
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4. Effective date of general VAT payer status: When a taxpayer completes a registration form, it may
elect to have its general VAT payer status apply as from the first day of the month in which it makes
the registration or, alternatively, the first day of the following month. Once general VAT payer status
is effective, the taxpayer must compute VAT payable under the general taxation method and,
therefore, it will be allowed to issue VAT special invoices.

Order 43 consolidates certain previous guidance (i.e. Order 22 and Bulletin 18), clarifies some practical
issues that arose following the VAT reform and reiterates the government's intention to create a
business-friendly environment by providing simplified registration formalities and allowing taxpayers to
elect the effective date for general VAT payer status.

Taxpayers, however, should be aware of the following:
1. Registration obligation

It is worth noting that annual taxable sales do not refer to the sales in a calendar year, but rather sales
during an operating period that does not exceed 12 consecutive months or four consecutive quarters.
For example, if a taxpayer begins to operate in March 2018 and file VAT on a quarterly basis, it must
monitor its taxable sales from the first quarter of 2018; once the aggregate taxable sales in an operation
period of no more than four consecutive quarters exceed the threshold, the taxpayer must register as a
general VAT payer. Therefore, any enterprise whose taxable sales are expected to reach the threshold in
the next one or two years should closely monitor the sales amount on a monthly or quarterly basis to
avoid any possible negative impact if it fails to register in a timely manner.

2. Change of taxing method

Since different taxing methods apply to non-general VAT payers (i.e. small-scale VAT payers) and
general VAT payers, a change in VAT payer status will affect the taxpayer's tax burden and financial
accounting. Potentially affected businesses should take this into consideration when preparing financial
plans. They also should take their business needs and other relevant factors (e.g. timing of significant
purchases) into account when determining the effective date of general VAT payer status.

3. Tax data management

After a taxpayer submits the general VAT payer status registration form, the tax authorities will compare
the information in the form against the data already collected and stored in the tax authorities' system.
Given the significantly enhanced tax information storage and processing capabilities of the Chinese tax
authorities, taxpayers should ensure the accuracy and consistency of all data submitted to the
authorities and establish a robust tax data/documentation management system.
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