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Expansion of the scope of the VAT pilot program
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Existing scope of VAT pilot program in Circular 37 VAT rate
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Transportation services (not included railway transportation) ’
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Leasing of tangible movable property




B R Fe ARG %
Research and development (R&D) and technical services

T S ARG %
Information technology (IT) services

A F RS %
Cultural and creative services
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Logistics and ancillary services
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Certification and consulting services
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Production, broadcast and publication of radio, film and television programs
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Services added to the scope of the VAT pilot program in Circular 106 VAT rate
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New industry sectors
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Railway transportation services
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Postal services
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New sub-service types
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Aerospace transportation services

HAFM . AR RS %
Technical forecasting and technical training services
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Engineering survey and exploration services provided after mining construction
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Auditing and tax management based on computer information technology
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Internal data analysis, internal data extraction, and internal data management based on 6%
computer information technology

W R S %
Receipt and distribution services

LE B RS- %
Aviation training services
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Translation services
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VAT pilot program enters Phase 11 —expanded scope and significant changes

On 12 December 2013, China’s Ministry of Finance (MoF) and the State Administration of Taxation (SAT) jointly
issued Circular Caishui [2013] No. 106 (“Circular 106”) to implement the expansion of the VAT pilot program to
the railway transportation industry and postal services industry from 1 January 2014. The telecommunications
sector, which had previously been expected to be brought within the VAT pilot program concurrently, is now
expected to transition to VAT from 1 April 2014. In addition, Circular 106 further expands the scope of the VAT
pilot program in some existing industries which are already subject to VAT.

Importantly, Circular 106 also makes significant changes to the VAT treatment of a number of areas which are
already subject to the VAT pilot program and have been problematic for businesses in those industries —
specifically, international goods transportation agency services and the finance leasing industry. Finally, Circular
106 extends certain preferential policies such as offshore outsourcing services VAT exemption policies.

From the beginning of the VAT pilot program, the MoF and the SAT have been adjusting the VAT policies for
certain industries. From an overall policy perspective, a number of key trends are emerging:

1. As new industries join the VAT pilot program, the expansion is occurring on a national basis, not a province-
by-province basis as had previously occurred.

2. New industries joining the VAT pilot program are more likely to be subject to an 11 percent VAT rate, rather
than the lower 6 percent VAT rate. This will potentially affect industries such as telecommunications, real
estate and construction, and financial services and insurance, which are yet to join the VAT reforms.

3. The policy of using multiple VAT rates can be problematic, with similar services often being subject to VAT
at different rates. There is also an impact on businesses claiming input VAT credits, with different types of
expenses generating different levels of credit.

4. The sooner the VAT reforms are expanded to all services sectors, the better. The current approach of having
to determine whether services fall within the scope of VAT, or whether they remain subject to Business Tax
(BT), is problematic.



Deferred individual income tax treatment for Enterprise Annuity and Occupational Pension plans

On 6 December 2013, the Ministry of Finance (“MOF”), the Ministry of Human Resources and Social Security
(“MHRSS”) and the State Administration of Taxation (“SAT”) jointly issued Cai Shui [2013] No. 103 (“Circular
103”), providing guidance pertaining to the collection and administration of Individual Income Tax (“IIT”) on
Enterprise Annuities and Occupational Pensions (“the Plans”). The new rules under Circular 103 are likely to
promote the establishment of approved Plans and to widen the national retirement savings base by deferring the
point of taxation for voluntary employer contributions to retirement age and allowing a tax deduction for
voluntary employee contributions to approved Plans. Circular 103 comes into force on 1 January 2014.

Below is a snapshot of the impact on the IIT treatment of annuity plans after 1 January 2014.

Events

Pre-1 January 2014

Post-1 January 2014

Contribution

Employer
Contribution

Employee
Contribution

Employer
Contribution

Employee Contribution

Taxable as separate
category of monthly
salary

Non-deductible

Quarterly, semi-annual or annual
contributions cannot be attributed to the
respective month for tax computation
purposes

Non- IIT taxable

Deductible (up to 4% of the individual’s
contribution basis)
[Note 1]

Fund ) A Non-IIT taxable
Investment
-Monthly payout: Taxable as salary for the month
-Quarterly or annual payout: equally allocated to the
Payout N/A respective month and taxable as monthly salary for the
respective month
[Notes 2 and 3]
Notes:

1. Contribution basis: Based on the employee’s average monthly salary of the proceeding year, subject to a
ceiling of 300% of the relevant city’s monthly average salary for the preceding year.

2. Individuals who contributed to an approved Plan prior to 1 January 2014, and that subsequently receive a
lump-sum payout after implementation of Circular 103, will be taxed on the balance of their total contributions
less any contributions which have been subject to IIT under the old rules. Individuals who receive their payout in
installments will be taxed on the balance of their total contributions less the percentage of any contributions
which have been subject to 11T under the old rules.

3. For individuals or beneficiaries/legal heirs who receive a lump-sum annuity payout due to special
circumstances (i.e. overseas migration or death), the 11T on the payout may be reported in equal installments
over a 12-month period.




VAT issue in asset restructuring issued by the State Administration of Taxation (SAT)

On 19 November 2013, the State Administration of Taxation (SAT) issued Guo Shui [2013] No. 66
(“Announcement 66”), clarifying the value added tax (VAT) issue in asset restructuring. In the process of the
asset restructuring, by means of merging, separation, sale or substitution, after the taxpayer transfer all or part of
tangible assets and related debts, liabilities many times, when the ultimate transferee and the labor receiver is the
same entity or individual, Guo Shui [2011] No. 13 (“Announcement 13”) is still applicable, and the transfer
activities are all non-VAT taxable. The transferor should submit the asset restructuring documents to its
responsible taxation authority.

The announcement will be effective from 1 December 2013. The issues took place and solved before that needn’t
be adjusted; those not solved should be carried out according to this announcement.

Corporate Income Tax

After the VAT reforms, when non-resident corporate obtain income included in CIT Article 3, Paragraph 3, the
total income (VAT excluded) should be calculated as the taxable income.

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.

KHAL 1 22 HL 1l (Tel): 53832277*5168 EX:p'E I 22 HL 1% (Tel): 53832277*5111

Youli ZHANG HL (5 46 (Email): Jude WANG HL {5 4 (Email):
ylzhang@deancpa.com.cn weiwen@deancpa.com.cn

JA S5 I & LT (Tel): 53832277 (irg=:975) I 2 HLIG (Tel): 53832277*5003

Jenny ZHOU HL 7546 (Email): Jianzhong LU L {5 48 (Email):
jenny.zhou@deancpa.com.cn jz.lu@deancpa.com.cn

(iS22 I % HLi (Tel): 53832277*5012

James ZHANG  Hi 1{54f (Email):
james.sy.zhang@deancpa.com.cn



mailto:ylzhang@deancpa.com.cn
mailto:weiwen@deancpa.com.cn
mailto:jenny.zhou@deancpa.com.cn
mailto:jz.lu@deancpa.com.cn
mailto:james.sy.zhang@deancpa.com.cn

