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Tax Newsflash

SAT extends VAT

exemption to international

freight forwarding services provided
through other forwarders

China’s State Administration of Taxation (SAT) issued guidance on 14 July 2014 (Bulletin
[2014] No. 42 (Bulletin 42)) that extends VAT-exempt treatment to international freight
forwarding services provided through other forwarders. The new rule will apply as from 1
September 2014.

International freight forwarding services frequently are provided through a chain of forwarders.
However, the VAT exemption for international freight forwarding services (which became
effective on 1 August 2013 under Circular 106) applies only to the last forwarder in the chain,
that is, the forwarder that is in direct business contact with the international transportation
service supplier (e.g. the shipping company), but not forwarders that do not have direct contact
with international suppliers and do not make direct payments to such suppliers. With the
issuance of Bulletin 42, all other forwarders in the chain will be eligible for VAT-exempt
treatment, provided that all of the forwarder’s services income received from customers (or
other forwarders) and international transport and agency fees paid to other forwarders are
settled through a financial institution ("settling requirement ").



Although Bulletin 42 brings a welcome change to the international freight forwarding business,
it is unclear whether the common practice of offsetting receivables and payables by member
entities in a multinational international freight forwarding service group would result in the
settling requirement not being met.

In view of the above, affected companies should take the following actions:
Review their operations and supply chains and assess the possibility of applying the new
VAT exemption;
Based on the assessment result, determine whether to apply for VAT-exempt treatment;
If applying for an exemption, proactively communicate with the in-charge tax authorities
to seek their advice on implementation of the exemption; and
Monitor future developments and consult with tax advisors, if necessary.
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