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China E1D's
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Tax Newsflash

May 9, 2014

VAT reform to be extended to
tel ecommunications service

China’s Ministry of Finance and State Administration of Taxation (SAT) announced on 30
April 2014 that telecommunications services will be included within the scope of the VAT
reform as from 1 June 2014 (i.e. Caishui [2014] No. 43 (Circular 43)). Telecommunications
services currently are subject to the Business Tax (BT) at a rate of 3%.

Highlights

Scope and rates

Telecommunications service providers (both entities and individuals) in China will be
subject to VAT at the following rates:



VAT rates Examples

Basic 11% Voice transmissions using fixed-line networks,
telecommunications mobile networks, satellites or internet; and the
sale or lease of bandwidth

Value-added 6% - SMS/MMS or transmission of electronic data,
telecommunications as well as the application of such data, using
fixed-line networks, mobile networks,
satellites, internet or cable TV networks;
Internet access services; and

Receipt and delivery of satellite TV signals

Tax treatment under certain arrangements
The general rules applying to the VAT reform (Circular 106) will continue to apply to
telecoms VAT payers, with the following additional guidance provided in Circular 43:

1) If the general VAT payer provides telecommunications services, as well as free goods
such as SIM cards and telecoms terminal equipment (notably handsets) or other free
telecoms services to the customer, it must separately account for each service and
goods and allocate the price and additional charges (if any) to each component to
apply the VAT rates (i.e. 17% for goods, 11% for basic telecoms and 6% for value-
added telecoms) for output VAT calculation purposes.

Telecom operators commonly bundle the provision of goods and services. Under
existing rules, the "free supply" of items in a bundled package does not fall within the
scope of BT or VAT. The VAT reform will make the treatment more complex and will
increase the compliance burden on telecoms providers.

2) Telecom service provided by domestic parties to foreign entities will be exempt from
VAT. Although not specified in Circular 43, similar filing procedures and document
requirements (as set out in SAT Bulletin [2013] No. 52) likely will have to be followed in
applying for the VAT exemption.

3) A free supply of telecom service resulting from a customer’s redemption of "points"
under a loyalty program will not be subject to VAT.

4) By 31 December 2015, domestic entities that qualify as general VAT payers will be
able to elect to apply the simplified taxing method (i.e. by multiplying the gross
revenue by 3% without any input VAT credit) to calculate VAT payable for satellite

transmission services of voices and electronic data/information.

Comments

The expansion of the VAT reform to include telecommunications services has been widely
anticipated and is an important step given the rapid growth in this sector. The 11%/6% VAT



rates are a significant increase for the telecom sector when compared with the 3% BT that
currently applies. If telecom companies are unable to pass on the increased VAT cost to
their customers through pricing adjustments (as is likely to be the case), the real challenge
will be to ensure there are sufficient VAT inputs to mitigate the negative impact. On the
other hand, providers of telecom equipment should see some improvement in their
business as the VAT they charge no longer will be a cost to their customers (i.e. telecom

companies).

If you have any questions please contact:

Hong Kong

Sarah Chin

Partner

+852 2852 6440

sachin@deloitte.com.hk

Beijing Shanghai Guangzhou

Yi Zhou Li Qun Gao Janet Zhang

Partner Partner Partner

+86 10 8520 7512 +86 21 6141 1053 +86 20 2831 1212
jchow@deloitte.com.cn ligao@deloitte.com.cn jazhang@deloitte.com.cn

30/F Bund Center
222 Yan An Road East
Shanghai 200002, China

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and
its network of member firms, each of which is a legally separate and independent entity. Please see
www.deloitte.com/cn/en/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited
and its member firms.

© 2014 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.

Homepage
o wlin] AN
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. Ifyou 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.






