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Moreimplementationruies on VAT reformreleased by
(he state Councl, MOF and SAT

In order to help better implement the new VAT reform rules Measures for
Implementation of the Pilot Program of VAT Reform (Cai Shui [2016] No. 36,
“Circular 36”), the State Council, the Ministry of Finance (MOF) and the State
Administration of Taxation (SAT) issued more implementation rules recently.
The relevant VAT policies as well as the collection and administration issues
have been further clarified.

Q State Council issues notice to set out the requirements for the VAT reform
(Guo Fa Ming Dian [2016] No. 1, “Circular 1”)

On April 30 2016, the State Council issued Circular 1 to set out the
following requirements for the VAT reform:

Governments at all levels are not allowed to make retrospective tax
clearance and/or over-collect taxes for their short-term and local
interests

Enterprises are not allowed to force up the prices in the name of VAT
reform

Ensure the transitional scheme for the division of central and local
revenue from VAT is carried out smoothly after the VAT reform

Local government authorities are not allowed to restrict enterprises
to carry out cross-regional operations, manipulate the distribution of
recorded value added of enterprises across the regions and contend
for tax resources through improper means

Q State Council issues the transitional scheme for division of central and local
revenue on VAT after the VAT reform (Guo Fa [2016] No. 26)

A transitional scheme for the division of VAT revenue between central
and local levels of government, following on from the VAT reform
effective from 1 May 2016, was issued on 30 April 2016. The transitional
scheme will take effect from 1 May and the transitional period is
tentatively set as 2-3 years. The key content of the scheme as follows:
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% The base amount turned over to the central government by the local
governments and the base amount returned to the local governments
by the central governments are calculated based on the amount in
2014

+ VAT paid by all enterprises in all industries falls within the sharing
scope of central and local governments

++ Central government is entitled to get 50% of VAT collected, while the
local governments will get the other 50%, with the division of the
local portion of VAT subdivided between local governments on the
basis of where the VAT is paid (The original split ratio of VAT is 75%
to 25%, i.e., central government is entitled to 75% of VAT collected,
while the local government will get the other 25%. Considering the
proportion of service industries, which were originally eligible for
business tax, for central and western provinces is not high, the
temporary grant of such a large proportion of VAT to local
governments shall be able to increase the financial revenue of those
underdeveloped provinces. This should help to support the local debt
pay-down of those provinces.)

Q MOF and SAT clarify issues regarding the collection and administration of

Cultural Business Development Levy (CBDL) under VAT reform (Cai Shui

[2016] No. 25, “Circular 25”)

Circular 25 clarifies the specific polices as well as the collection and
administration issues for CBDL under the VAT reform. This includes
taxpayer determination, tax calculation formula, occurrence time of

payment obligation, place of payment, payment deadline, collection
authority, exemptions, etc.

All advertising media outlets and outdoor advertising operators that
provide advertising services in China shall pay CBDL in accordance with
the provisions of Circular 25. Where overseas advertising media outlets
and outdoor advertising operators provide advertising services in China
without setting up business establishments in China, the recipient of the
advertising services shall serve as the withholding agent. (CBDL is not a
newly introduced levy but now Circular 25 clarifies certain issues for this
levy after the VAT reform is implemented.)

CBDL to be paid is calculated based on the amount of sales derived from
provision of advertising services, multiplied by the 3% CBDL rate. The
amount of sales subject to CBDL is the difference between (i) the total
tax-inclusive consideration and surcharges derived from provision of
advertising services minus (ii) advertising release fees (tax inclusive) paid
to another advertising company or advertising publisher

The withholding agent shall calculate the withholding amount of CBDL
based on the formula: Withholding amount of CBDL = Advertising
services fees (tax inclusive) paid x CBDL rate
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Q MOF and SAT clarity taxation basis for Deed Tax (DT), Real Estate Tax

(RET), Land Appreciation Tax (LAT) and Individual Income Tax (lIT) under the

VAT reform (Cai Shui [2016] No. 43, “Circular 43")

Circular 43 clarifies whether VAT is included in the tax base for
calculation of DT, RET, LAT and IIT. Pursuant to Circular 43, VAT is not
included in the following taxable value or taxable income:

- Trading price for calculation of DT
- Rental income for calculation of RET
- Income obtained by the LAT taxpayer from the transfer of real estate

- Taxable income for IIT purposes, derived by an individual from
transfer or lease of a house

- Taxable value or taxable income deemed by the tax authorities for
calculation of the aforesaid taxes

Q MOF and SAT clarify certain issues for financial services under the VAT

Reform (Cai Shui [2016] No. 46)

Interest incomes between financial institutions which are exempt from
VAT include interest income derived from the reverse repurchase
financial products in pledge-style carried out by financial institutions and
policy-based financial bonds held by financial institutions

Other annuity insurance products are included in life insurance and
health insurance products with a term longer than 1 year which are
qualified for VAT exemption

The 3% simplified VAT method may be applied by certain financial
institutions financing agricultural activity. Financial services income
derived by rural cooperative banks and rural commercial banks (at county
level and below) may qualify. Furthermore, financial institutions which
provide agriculture-related financial services as well as the interest
income derived from the agriculture-related loans provided by certain
branches at county level of Agricultural Bank of China, may qualify

Q MOF and SAT further clarify policies for labor dispatch services and toll fees

deduction under the VAT reform (Cai Shui [2016] No.47, “Circular 47")

Where general VAT taxpayers provide labor dispatch services, the VAT
can be calculated in either of the following two ways under the selection
of the taxpayers:

- Total service fees and surcharges shall be regarded as a sales amount
for VAT purposes and be subject to VAT based on the general
calculation method

- The difference between total services fees and surcharges obtained
minus the salaries, benefits, social securities and housing funds paid
for the employees dispatched on behalf of employing units, can be
subject to the 5% simplified VAT method

Where general VAT taxpayers pay toll fees for roads, bridges and brakes
from 1 May to 31 July 2016, they may calculate the creditable input VAT
based on the charge amounts indicated on the invoices and by using the
relevant formula

© 2016 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. All rights reserved. © 2016 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved


http://www.chinatax.gov.cn/n810341/n810755/c2102680/content.html
http://www.chinatax.gov.cn/n810341/n810755/c2111190/content.html
http://www.chinatax.gov.cn/n810341/n810755/c2113107/content.html

China Tax Weekly Update (Issue 16)

Circular 47 also clarifies the policy implementation for other issues such
as

o HR outsourcing

0 operating leases for land

o financial leasing contracts on immovable properties signed by general
VAT taxpayers before 30 April 2016

o financial leasing services on immovable properties provided by
general VAT taxpayers before 30 April 2016

QO SAT announcement on data interface standard for the tax control invoicing

software of VAT invoices (SAT Announcement [2016] No. 25

“Announcement 25”)

Measures have been taken to facilitate the implementation of the VAT
reforms and support the use of VAT invoices issued based on tax
classification & coding for commodities and services. In this regard the
SAT released the new data interface standard for the tax control
invoicing software of VAT invoices. Taxpayers may download and install
the up-to-date software and the data interface standard from the relevant
website of the SAT

Q SAT announcement on certain collection and administration issues for the

VAT reform (SAT Announcement [2016] No. 26, “Announcement 26”)

Where general VAT taxpayers in the food industry purchase agriculture
products from an agriculture producer, they may calculate the creditable
input VAT based on the agriculture products’ purchase invoices

Where an individual transfers the residential property and signed the
contract before 30 April 2016, VAT instead of business tax shall be paid if
the property right alteration is made after 1 May 2016

In addition, on 27 April 2016, the Beijing State Tax Bureau (BSTB) issued three
announcements to clarify VAT filing issues on cross-district provision of
immovable properties leasing services and construction services by taxpayers:

O BSTB clarifies VAT filing issues for cross-district operating lease of

immovable properties (BSTB Announcement [2016] No. 7)

Beijing taxpayers (other than individuals) who provide cross-district
operating lease services of immovable properties within Beijing shall
make VAT payment to the state tax bureau in charge where the taxpayer
is located. They do not need to prepay VAT to the state tax bureau in
charge where the leasing services of immovable properties take place

O BSTB clarifies VAT filing issues on cross-district provision of construction

services by taxpayers (BSTB Announcement [2016] No. 8)

Beijing taxpayers (other than individuals) who provide cross-district
construction services within Beijing shall prepay VAT to the state tax
bureau in charge where the construction services take place. Formal
declaration and payment of VAT shall be made to the state tax bureau in
charge where the taxpayer is located

Q BSTB clarifies the issues for VAT prepaid by taxpayers who are located

outside of Beijing and provide construction services in Beijing (BSTB

Announcement [2016] No. 9)

VAT prepaid by the taxpayers who are located outside of Beijing (other
than individuals) for construction services rendered in Beijing, shall be
made to the Xicheng Branch of BSTB
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As mentioned in KPMG China Tax Weekly Update (Issue 12, April 2016),
Shanghai tax bureau and Beijing tax bureau have separately released detailed
interpretations of the newly-issued VAT rules. This includes tax guidance on
VAT reform for key industries such as lifestyle services, real estate,
construction and financial services. Recently, Shandong provincial state tax
bureau released Policy Guidance on the VAT Reform, Hubei provincial state tax
bureau released Approach for Implementation of the VAT Reform (Part |) and
Shenzhen state tax bureau released Tax Guidance on the VAT Reform (Part 1)
on their own official websites to further clarify certain implementation issues
that are generally concerned by taxpayers.

* On the occurrence of Circular 36 announcement, KPMG immediately issued a
series of China Tax Alerts to provide an overview of the high level policies and
general impacts across all industries. Focusing on construction, real estate,
finance and lifestyle services, at the same time, we also issued specific alerts
for each of the three major industries affected by these changes. You may click
the following links to read:

Q China Tax Alert: China’s new VAT rates & rules — high level policies and
general impacts across all industries (Issue 9, March 2016)

Q China Tax Alert: China's new VAT rates & rules — Financial Services
impacts (Issue 10, March 2016)

Q China Tax Alert: China’s new VAT rates & rules — Lifestyle Services
impacts (Issue 11, March 2016)

Q China Tax Alert: China’s new VAT rates & rules - Real Estate &
Construction industry impacts (Issue 12, March 2016)
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Reference: SAT
Announcement [2016] No. 24
Issuance date: 16 April 2016
Effective date: 1 June 2016

Relevant industries: All
Relevant companies: All
Relevant taxes: All

Potential impacts on

businesses:

e Risks of being challenged
due to non-compliance
issues increased

You may click here to access
full content of the circular.
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SAT IevISes rules on public disclosure of tax fraud cases

On 4 July 2014, the SAT released Trial Measures for the Public Disclosure of
Significant Tax Fraud Cases ("“the Measures”), which took effective from 1
October 2014. These measures aim to ‘'name and shame’ fraudulent tax
behavior. On 16 April 2016, SAT issued another announcement, SAT
Announcement [2016] No. 24, to revise the contents of the Measures. The
revised Measures introduces revisions to the announcing principles, case
standards, announcement contents, announcing methods, remedial measures,
information keeping and penalty measures, etc. for significant tax fraud cases.
The revised Measures will take effective from 1 June 2016.

Common criteria for disclosure of tax fraud cases will be applied nationwide
under separate circulars issued by the SAT, the provincial tax authorities and
the municipal tax authorities:

l. Any taxpayer who fails to pay or underpays the amount of taxes payable
by an amount in excess of 1 million yuan will have their details disclosed.
Disclosure will be made if the underpayment accounts for more than 10%
of the taxpayers' tax payable amount of all tax types of the year during any
year. This targets underpayment achieved by means of:

- forging, altering, concealing or destroying without authorization account
books or vouchers for the accounts

- overstating expenses, or omitting or understating incomes in account
books

- refusing to file his tax returns after the tax authorities have notified him
to do so or filing false tax returns

Il. Any taxpayer who does not pay the taxes due and adopts the means of
transferring or concealing his property, which hinders the tax authorities
from collecting the amount of taxes in arrears with the amount involved
reaches or exceeds 1 million yuan

lIl.  Whoever, by filing false export declaration or by any other deceptive
means, obtains from the State a tax refund for exports

IV.  Whoever refuses to pay taxes by means of violence or threat

V. Whoever falsely makes out VAT special invoices or any other invoices to
defraud a tax refund for exports or to offset tax money

VI.  Whoever falsely issues more than 100 general invoices or the amount of
the invoices exceed 0.4 million yuan

VII.  Whoever unauthorized print, counterfeit and alter the invoices, illegal
manufacture the special anti-fake invoice products and counterfeit invoice
printing seals

VIII. If the violation circumstances are serious, causing significant social impact
although the above criterion are not met

The revised Measures also grant remedial measures through which the
taxpayer can avoid public disclosure of his case. Following two remedial
measures apply to above (I) and (Il) circumstances:

« |f the taxpayer has settled the tax payable, overdue surcharge and penalty
before disclosure, then the tax authority will only record the information of
the case in the case disclosure information system, but not publicise it to
the public

« |f the taxpayer settles the tax payable, overdue surcharge and penalty after
disclosure, then the tax authority will remove the case from the bulletin
board and notify the information to other authorities that take part in the joint
punishment
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Reference: Order [2016] No.
34 by NDRC and other 4
authorities

Issuance date: 26 February
2016

Effective date: 1 April 2016

Relevant industries: All
Relevant companies: All
Relevant taxes: Import
Customs Duty / Import VAT /
Import Consumption Tax

Potential impacts on

businesses:

e Compliance risks due to
regulatory uncertainties
reduced

* Risks of being
challenged due to non-
compliance issues
increased

You may click here to access
full content of the circular.
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New Administralive Measures for Accreditation of Stale-
levelCarporale Technology Lentres

On 26 February 2016, the National Development and Reform Commission
(NDRC), Ministry of Science and Technology, MOF, GAC and SAT jointly issued
Order [2016] No. 34, revising the Implementation of the Measures for the
Management of State-Accredited Enterprise Technology Centres (Order [2007]
No. 53) and formulating new Administrative Measures for Accreditation of
State-level Corporate Technology Centres (“the Measures”). The new
Measures clarify certain issues of state-level corporate technology centres such
as accreditation, operation evaluation, polices of encouragement and
supervision measures. The new Measures took effective from 1 April 2016.

The competent department of a local government shall, in conjunction with
the administrative department at the same level, recommend qualified
corporate technology centres to the NDRC

The accredited corporate technology centres can enjoy the following
policies:

State-level corporate technology centres and their branches are entitled
to applicable tax incentives for the importation of products for the
purpose of scientific and technological development. According to
Interim Provisions Concerning the Exemption of Import Duties from the
Articles Used for the Development of Science and Technology (MOF,
GAC, SAT Order [2011] No. 63), import customs duties, import VAT and
consumption taxes may be exempted. This is for imports prior to 31
December 2015*. Where the state-level corporate technology centres
import the articles within reasonable quantities for the development of
science and technology, which can not be made in China or whose
performances can not meet the demand, then the import taxes may be
waived

* It shall be noted that the MOF, GAC and SAT have not issued new extended policy up
to now, thus we suggest enterprises pay close attention to the formulated progress of
the new policy.

Upon confirmation by the customs, a state-level corporate technology
centre may place its duty-free imported supplies for scientific and
technological development in a cross-district non-independent corporate
branch for use

The NDRC shall provide support to the state-level corporate technology
centres by taking into account the innovation capability development of
corporate technology centres, high-tech industrialization and the
strategic development of new industries

The State supports state-level corporate technology centres to undertake
the research and development tasks under science and technology plans
funded with central budgets (special projects, funds, etc.)

© 2016 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. All rights reserved. © 2016 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved


http://www.sdpc.gov.cn/zcfb/zcfbl/201603/t20160324_795963.html

Reference: Guo Ban Fa
[2016] No. 24

Issuance date: 21 April 2016
Effective date: N/A

Relevant industries: All
Relevant companies: All
Relevant taxes: N/A

Potential impacts on
businesses:
¢ Operational costs reduced

You may click here to access
full content of the circular.

State Counclpushes forward Internet + Circulation
nitatves

On 21 April 2016, the General Office of the State Council issued Guo Ban Fa
[2016] No. 24 (“Circular 24"), setting out 12 detailed opinions to facilitate the
“Internet + Circulation” initiatives. The 12 detailed opinions include accelerating
the transformation and upgrade of circulation, pushing forward the innovative
development of circulation, stepping up the development of the smart
circulation infrastructure and etc. Circular 24 also clarified the work allocation
for implementation of each opinion. The relevant work which shall require the
participation of the SAT is:

Carry out the declaration and recognition work of the “Internet + Circulation’
enterprises for high and new technology enterprises (HNTEs) in accordance
with the revised Administrative Measures for Recognition of HNTEs

(participated by MOST, MOF, SAT and local governments at different levels)

A
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