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Tax Newsflash

Since Premier Li Ke Qiang announced at the Fourth Session of the Twelfth National
People's Congress on 5 March 2016 that the VAT reform will be rolled out to cover
construction, real estate, financial services and consumer services on 1 May 2016, the VAT
reform has become the hottest topic for discussion among businesses, especially
businesses in the sectors to join the reform on 1 May 2016. Taxpayers are glad to see the
implementation date finally determined. The Premier's message that the tax burden of all
sectors will be reduced was also well received by taxpayers.

Businesses are very anxious to know when the detailed rules about the VAT reform will be
issued. Taxpayers are concerned about the limited time between the new rules issuance
and the effective date of 1 May, where the preparation work has to be done in a few weeks.
For example, some taxpayers are worried about the practical difficulty in completing
registration as VAT payers and completing the first VAT filing in time. On the other hand,
there have been heated discussions about some key policy issues such as the transition
rules for real estate sector.

On 11 March 2016, Wang Jun, Chief of State Administration of Taxation (SAT) told
correspondents at the National People's Congress in Beijing that the tax authorities are
making every effort to issue the new rules at the earliest date possible. Mr. Wang also
mentioned that the tax authorities will make the best effort to provide training and advice to
taxpayers in the transition from business tax (BT) to VAT. Fast channels will be opened to
VAT reform taxpayers accordingly. He also mentioned that the normal filing deadline of
June (i.e. 15 June 2016) will be extended to 25 June 2016 to allow taxpayers more time to
get ready.

On policy issues, Mr. Wang commented that in principle, the current preferential treatments
under business tax will be transitioned to the VAT reform rules. Furthermore, according to
the characteristics of different sectors, some transition rules have been designed to ensure
there is no increase in tax burden for all sectors. He specifically mentioned that just a few
days ago, he was discussing with Lou Ji Wei, Minister of Finance a new transition rule that
may be introduced to one of the four sectors to ensure the tax burden is not increased as a
result of the reform.

The following messages from Mr. Wang's comments are of importance to business:



e The first VAT filing deadline after the reform will be extended from 15 June to 25

June 2016.

e Assistance will be provided by the tax authorities to taxpayers in the form of training
and advisory as well as fast channels in tax bureaus at local levels.

e Preferential policies under the BT system will generally be inherited in the VAT rules.

e Transition rules have been considered in the reform for the purpose of ensuring no

increase in tax burden.

Despite the extension of filing deadline and other assistance to be offered by the tax
authorities, the time left for taxpayers to get ready is still challenging. Businesses are
recommended to take a proactive approach in preparing for the reform. Seeking advice from
the tax authorities and professional advisors in the implementation is also advisable.

Deloitte's indirect tax team will continue to monitor the VAT reform developments. We have
been working with the authorities to design the new rules. We are assisting many clients in
preparation for the reform. If you have any questions, please feel free to contact us.
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