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Tax Newsflash

Additional Guidance
Issued on VAT Zero-
Rated Services

China's State Administration of Taxation (SAT) issued new guidance (Bulletin 88%) on 14
December 2015 that supplements the Administrative Measures for VAT Refunds (Exemption)
of Zero-Rated Services, which was originally issued via Bulletin [2014] No. 112. Circular 1182,
issued jointly by the Ministry of Finance and the SAT in October 2015, expanded the scope of
zero-rated services. Bulletin 88 provides additional guidance relating to the services added to
the list of zero-rated items by Circular 118 and clarifies several issues. Bulletin 88 applies
retroactively from 1 December 2015, the same date that Circular 118 became effective.



Highlights of Bulletin 88

Documentation requirements

In addition to the typical documents (e.g. service agreements, invoices, remittance receipts,
etc.) that must be submitted with a request for a VAT refund for zero-rated services, Bulletin 88
introduces specific documentation requirements that must be met to receive a refund relating to
the newly added services:

Services Documents required

e Software services, circuit design and Certificate that proves that the service
testing services, information system agreement has been recorded in the
services, business process management | “Information System for Managing Service
services and offshore outsourcing Outsourcing and Software Exports” and
services provided to overseas approved by the Ministry of Commerce
companies

e Production and distribution of radio, film | Certificate that proves that the service
and television programs (works) agreement has been recorded in the
provided to overseas companies "Management System for Trading of Culture-

Related Items" and approved by the Ministry of
Commerce, as well as film/television production
and/or distribution permits and copyright
certificates

e Technology transfer services provided to | Registration Certificate for Technology Export
overseas companies Contracts and the related data form

Documentation review

When tax officials are reviewing a taxpayer’'s documentation submitted to support a VAT refund
claim for zero-rated services, Bulletin 11 required the reviewer to determine whether the foreign
contracting party to the service agreement was the same party that paid the service charge to
the service provider. Any discrepancy in the identity of the parties could result in a denial of the
refund request. Bulletin 88 relaxes this requirement in the situation where the service fee is
collected from the foreign recipient of the services by a domestic entity affiliated with the
Chinese service provider and on its behalf under a group-centralized treasury arrangement.
However, the service provider will have to submit supporting documentation to the tax
authorities to demonstrate that the group/entity with which it is affiliated has obtained approval
from the State Administration of Foreign Exchange or the People's Bank of China in respect of
the arrangement.



Bulletin 11 requires the reviewer to ascertain whether the zero-rated income reported in the
filing documents equals to or is lower than the amount agreed in the service contract. Bulletin
88 clarifies that, if the reported income is higher than the agreed service amount shown in the
contract, the taxpayer will have to explain the disparity. The bulletin implies that zero-rated
treatment and a VAT refund still may be granted on the excess amount if there is a reasonable
explanation for the higher amount.

Late filings

According to Bulletin 11, the VAT refund request must be made by 30 April of the year following
the year in which the relevant income was recognized for financial accounting purposes. Failure
to file a timely claim will result in denial of zero-rated treatment and VAT will be charged.

Bulletin 88 introduces more flexible procedure that allows a taxpayer to apply for VAT-exempt
treatment for the relevant supplies if the refund request was not made in a timely manner. With
a VAT exemption filing, no VAT will be charged, but the taxpayer will not be able to recover the
relevant input VAT.

The issuance of Bulletin 88 is welcome as it provides timely guidance for taxpayers to apply for
the VAT refunds for services that now are entitled to zero-rated treatment. For certain items
(e.g. offshore service outsourcing) that were moved from VAT-exempt to zero-rated treatment
on 1 December 2015, the documentation required for a VAT refund under the zero-rated
treatment generally are the same as the documentation previously required for VAT -exempt
treatment.

Affected taxpayers should consider taking the following actions:

e Review current business operations and quantify the potential tax impact and compliance
costs in order to assess the pros and cons of applying for VAT zero-rated treatment;

e |If a decision is made to apply for zero-rated treatment, prepare the relevant documents and
file the necessary refund claims in a timely manner;

e Consider any service projects that commenced before 1 December 2015 but were
completed after that date because different VAT treatment may apply to the same project;



¢ Maintain communication with the relevant tax authorities with respect to the application of
zero-rated treatment, request clarification of uncertain issues in a timely manner and seek
professional assistance where needed.

Notes:

1 See SAT Bulletin [2015] No. 88 (Chinese version)

2 See SAT Bulletin [2014] No. 11 (Chinese version)

3 See Deloitte Tax Newsflash dated on 3 November 2015

Authors:
Shanghai
Li Qun Gao Yan Chen Zhou
Partner Manager

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

+86 21 2312 7424
yczhou@deloitte.com.cn

If you have any questions, please contact:

Indirect Tax Service Line Leader

Hong Kong

Sarah Chin

Partner

+852 2852 6440
sachin@deloitte.com.hk

Northern China

Eastern China

Beijing Shanghai
Yi Zhou Li Qun Gao
Partner Partner

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

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

Southern China

Western China

Guangzhou Chongqing
Janet Zhang Frank Tang
Partner Partner

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

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

Homepage

Sl wlinll I


http://www.chinatax.gov.cn/n810341/n810755/c1956652/content.html
http://www.chinatax.gov.cn/n810341/n810755/c1149757/content.html
http://www2.deloitte.com/content/dam/Deloitte/cn/Documents/tax/tax-newsflash/deloitte-cn-tax-taxnewsflash-bilingual-151103-indtax.pdf
mailto:ligao@deloitte.com.cn
mailto:yczhou@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://www.deloitte.com/cn/en
http://e.weibo.com/chinadeloitte
http://twitter.com/deloittechina
http://www.linkedin.com/company/deloitte_china
http://www.facebook.com/deloittechina
http://www.youtube.com/deloittechina
http://i.youku.com/deloittechina

Deloitte Touche Tohmatsu Certified Public Accountants LLP
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.

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.

© 2016 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.


http://www.deloitte.com/cn/en/about
http://www.deloitte-china.com/contact/data.html

