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Value Added Tax (VAT) refunds

The Ministry of Finance (MOF) and the State Administration of Taxation (SAT) jointly issued the circular
Cai Shui [2011] No0.100 (Circular 100) on 13 October 2011, interpreting the Value Added Tax (VAT)
incentives for software specified in Guo Fa [2011] No.4 (Circular 4) and clarifying certain implementation
issues. Circular 100 will take effect retrospectively from 1 January 2011.

Key points:

» The VAT incentives available for the sale of software products
Circular 100 stipulates that general VAT taxpayers will be liable to charge VAT at the full rate of 17%
on the sale of self-developed software products. However, they can obtain a refund immediately if and
to the extent that their VAT payable exceeds 3% of their sales amount.

» The criteria for software products to enjoy the VAT refund incentives
2.1 Scope of software products
“Software products” specified in Circular 100 refer to the information processing systems and the
related documents and data, including:

sComputer software products
eInformation systems
*Embedded software products
2.2 Special circumstances in respect of “sale of self-developed software products”
Localization
Software localization refers to redesigning, improvement and transformation of imported software.
Simple translation of software into the Chinese language would not be considered as localization.
Entrusted development
Where a taxpayer is entrusted by a client to develop a software product, the taxpayer shall be liable for
VAT for the software development services if the copyright of the software so developed belongs to
the taxpayer. The taxpayer shall not be liable for VAT if the copyright of such software belongs to the
client or both the client and the taxpayer.
2.3 Review and verification on software products by tax authorities
A taxpayer is entitled to the VAT refund upon approval of tax authority in charge if the following
conditions are met:
*The taxpayer has obtained the evidential materials of testing issued by the software testing
institutions recognized by the department in charge of software sector at the provincial level
*The taxpayer has obtained the Software Product Registration Certificate issued by the
department in charge of software sector or the Computer Software Copyright Registration
Certificate issued by the administrative department in charge of copyright.

» The formula for calculate the VAT refund
Output tax on software products of the relevant period = Sales amount of software products of the
relevant period x 17%

Deduct: Creditable input tax on software products of the relevant period
VAT payables on software products of the relevant period

Deduct: Sales amount of software products of the relevant period x 3%
VAT refund

xR x[X %



Value Added Tax (VAT) and Business Tax (BT) thresholds increased

Circular: Ministry of Finance D

ecree N0.65

Date of issue: 28 October 2011
Effective date: 1 November 2011
Individuals affected: Individuals conducting VATable and BTable activities

Key points:

The Ministry of Finance and the State Administration of Taxation have amended the thresholds for VAT and
BT as follows to facilitate the development of micro and small enterprises:

> VAT

Taxpayer

Before 1 November 2011

After 1 November 2011

Taxpayers selling goods

Monthly sales amount ranging from

Monthly sales amount ranging from

RMB 2,000 to RMB 5,000 RMB 5,000 to RMB 20,000
Taxpayers  providing  taxableMonthly sales amount ranging fromMonthly sales amount ranging from
services RMB1,500 to RMB 3,000 RMB 5,000 to RMB 20,000
Taxpayers pay VAT on anSales amount ranging from RMB150 toSales amount ranging from RMB300 to
incidental basis RMB 200 per incident (day) RMB 500 per incident (day)
» BT
Taxpayer Beforel November 2011 After 1 November 2011

basis

Taxpayers paying BT on a periodic|

Monthly turnover ranging from
RMB 1,000 to RMB 5,000

Monthly turnover ranging from RMB
5,000 to RMB 20,000

Taxpayers
incidental basis

paying BT on an

(day)

Turnover of RMB 100 per incident

Turnover ranging from RMB 300 to
RMB 500 per incident (day)

>
>

VAT and BT thresholds shall be applicable to the individuals only.
The finance department (bureau) and the tax authorities at the provincial level shall determine the

thresholds applicable to their jurisdictions with reference to the above prescribed range and taking into

account the actual circu

mstances.

The newsletter is merely provided to our clients and those who have interest in our business for reference.
We’ll do our best to ensure the accuracy of the information in the newsletter. We have to remind you that the
content in the newsletter is abstracted from relevant documents, and therefore in practice the original
documents should be used for reference. Meanwhile, we welcome all of you to consult professionals in our
firm regarding the information in the newsletter, and also welcome all of you visit our website
www.deancpa.com.cn. We will render affordable and value-added services to our clients. If there is a
discrepancy between Chinese and English versions, Chinese version will prevail.
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