
 
  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

VAT zero rating concession for exported service scope expanded  
 

On 30 October 2015 China’s Ministry of Finance (“MoF”) and State 
Administration of Taxation (“SAT”) jointly issued Circular Caishui [2015] 
118 (“Circular 118”) which introduces Value Added Tax (“VAT”) zero 
rating for certain exported services, to replace the existing VAT 
exemption treatment. VAT zero rating means that a taxpayer not only 
does not pay VAT on the services it performs, but it is also entitled to full 
input VAT credits (and if applicable, refunds) for the expenses it incurs 
which relate to providing those services.   
 
Circular 118 is an important step in the implementation of the State Council’s 
broader strategy of promoting the development and international 
competitiveness of its exported services sector, recently encapsulated in 
Circular Guofa [2015] 8 (Circular on accelerating the development of the 
services industry). 
 
The three categories of services affected by the new VAT zero rating treatment 
comprise: 
 

(1) offshore outsourcing services (consisting of information technology 
outsourcing (ITO) services, technical business process outsourcing 
(BPO) services and technical knowledge process outsourcing (KPO) 
services); 

(2) radio, television and film production and publishing services; and 
(3) technology transfers, software services, circuit design and testing 

services, information system services, business process 
management services and energy management services (except 
where the object of the energy management contract is located in 
mainland China) provided to overseas entities.    

 
This new zero rating concession is to apply from 1 December 2015. It is 
understood that the SAT will introduce implementation rules to give effect to 
Circular 118 later this month. 
 
 
 
 
 
 
 
 

Regulation discussed in this 
issue: 

 
• Circular Caishui [2015] 118 
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KPMG comment 
 
Circular 118 will be greeted favorably by taxpayers, and marks a further shift in 
China’s VAT system conforming with international norms. According to the 
OECD’s “International VAT/GST Guidelines” (April 2014), exports should “not 
be subject to tax with a refund of input taxes” (i.e. zero rating should apply). 
The MoF has recently indicated their objective is for zero rating to apply to all 
exported services. It is therefore expected that this change merely represents 
the first stage in that shift, though Circular 118 is silent on the timeline for any 
further changes.  
 
Until now, the categories of zero rated services in China has been relatively 
limited for exported services – it has only applied to research and development, 
design services and certain international transportation services. Circular 118 
now expands the scope of zero rated exported services, which means that 
taxpayers can claim related input VAT credits (and refunds, where applicable) 
on those services, when previously such input VAT credits were required to be 
denied or transferred out.  
  
Categories of VAT zero rating and exemption exported services 
 
For convenience, we have summarized the key categories of exported services 
which are eligible for zero rating and exemption in China, following the 
introduction of Circular [2015] 118:- 
 

Industry Type of exported services VAT treatment 
International 
transportation 

• International transportation services provided by 
Chinese domestic carriers 

Zero-rated 

• Other unlicensed international transportation Exemption 

• Voyage charter services Exemption 

Aerospace 
transportation 
services  

• Aerospace transportation services provided by 
Chinese domestic carriers 

Zero-rated 

• Other unlicensed aerospace transportation 
services  

Exemption 

Radio, film and 
television services 

• Production and publishing of radio, films and 
television programs for overseas entities 

Zero-rated 
(previously 
exempt) 

• Broadcast of radio for overseas entities Exemption 
Research and 
development (R&D) 
and technical 
services 

• Technology transfer provided to overseas entities Zero-rated 
(previously 
exempt) 

• Research and development services provided 
overseas entities 

Zero-rated 

• Technical advisory services Exemption 

• Energy management services (except where the 
object of the energy management contract is 
located in mainland China) provided to overseas 
entities 

Zero-rated 
(previously 
exempt) 

• Engineering as well as exploration services with 
the related project or mineral resources located 
outside of China 

Exemption 

Certification and 
consulting services 

• Certification, verification and consulting services 
provided to overseas entities (except for services 
in relation to goods or immovable property 
located in mainland China) 

Exemption 

Offshore outsourcing 
services 

• Offshore outsourcing services (known as ITO, 
BPO and KPO services) 

Zero-rated 
(previously 
exempt) 

Information 
technology (IT) 
services 

• Software services, circuit design and testing 
services, information system services, business 
process management services provided to 
overseas entities. 

Zero-rated 
(previously 
exempt) 
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Telecommunication 
services 

• Telecommunications services (both basic and 
value-added) (i.e. global roaming) provided by 
Chinese entities to overseas entities 

Exemption 

Cultural and creative 
services 

• Trademark and copyright transfer services, 
intellectual property services provided to 
overseas entities 

Exemption 

• Convention and exhibition services located 
outside of China 

Exemption 

• Advertising services where the related 
advertisement is released outside of China 

Exemption 

Logistics and 
ancillary services 

• Logistics and ancillary services provided to 
overseas entities (except warehousing services 
and letter & parcel receipt & distribution services) 

Exemption 

• Warehousing services provided to overseas 
entities, where the warehouses located outside 
of China 

Exemption 

• Letter and parcel receipt and distribution services 
provided to overseas entities where the related 
goods are exported out of China 

Exemption 

• Letter & parcel receipt & distribution services 
where the related goods are exported out of 
China and provided by an overseas entity or 
individual 

Not subject to 
VAT 

Postal services • Postal services where the related goods are 
exported out of China  

Exemption 

• Postal services where the related goods are 
exported out of China and provided by an 
overseas entity or individual  

Not subject to 
VAT 

Leasing of tangible 
movable property 

• Leasing of tangible movable property where the 
asset is being used outside of China 

Exemption 

 
 
Key issues in practice 
 
• When the VAT pilot program first commenced in 2012, many companies 

were faced with the choice of applying for VAT exemption under the 
offshore outsourcing services exemption (which itself, had been an 
exemption contained in the old Business Tax system), or to apply for VAT 
exemption as an exported service, commonly on the basis that the services 
were of a consulting nature. When faced with that choice, many companies 
chose the latter concession because it was administratively easier to obtain. 
Specifically, the practical difficulty with the offshore outsourcing services 
exemption is that it often required approvals from multiple government 
agencies, and was narrower in scope. These changes now make it more 
beneficial to utilise the offshore outsourcing services exemption for many 
taxpayers, and therefore this choice may need to be revisited. Ideally, there 
should have been a level playing field in terms of the tax benefits under 
each of these concessions, and in time it is hoped that zero rating will be 
expanded further to achieve neutrality.   

 
• The approach to claiming zero rating in China can be complex, and the 

administrative practices from province to province do differ. Historically, 
taxpayers have had to go through cumbersome administrative processes in 
order to claim zero rating concessions and documentation has been closely 
scrutinized by the tax authorities. It is expected that similar scrutiny will be 
applied to these new categories of zero rating, though for taxpayers which 
already benefit from VAT exemption for these services (pre-1 December 
2015), it will be interesting to see what (if any) new implementation 
requirements will be introduced by the SAT for taxpayers seeking to 
prospectively upgrade their claims.   
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• History would show that zero rating claims made on a retrospective basis 
are more heavily scrutinized than those made on a prospective basis only. 
The practical reason is because retrospective claims obviously impact on 
tax authorities budgets and revenue collections which have already 
occurred. Taxpayers are therefore urged to apply for VAT zero rating (for 
new claims), or change the basis of existing exemption claims to upgrade to 
zero rating as soon as possible from 1 December 2015, so as to minimise 
unnecessary scrutiny. 

 
• China’s VAT system currently zero rates exports of goods. However, zero 

rating in the context of exports of goods does not mean the same thing as 
that term is ordinarily understood internationally. Exporters of goods do not 
pay output VAT, but there are different categories of refund rates which are 
applied by the government (ranging from 0% to 17%) for different types of 
goods. The applicable refund rate is determined by reference to the HS 
Customs code of the goods. Interestingly, there is no similar limitation on 
claiming refunds for the services industry. Yet again this highlights the use 
the Chinese government makes of its indirect tax system as a tool for 
achieving its economic growth agenda. 

 
• Businesses currently eligible for VAT exemption under the three categories 

of affected services should consider, within reasonable bounds, whether 
any purchases can be deferred until 1 December 2015 to maximise related 
input VAT credit claims. 

 
For further information on the new zero rating of services, please contact your 
KPMG advisor. 
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