INVESTMENT AND TAXATION
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VAT exemption claims for exported services

On 27 August 2014 China’s State Administration of Taxation issued Announcement No.49 of 2014 (“SAT
Announcement 49”’) which is a comprehensive statement of the policies for claiming exemption from Value
Added Tax (“VAT”) under the VAT pilot program in China for exported services. SAT Announcement 49 will
become effective from 1 October 2014, but may apply retrospectively.

SAT Announcement 49 will be greeted favourably by taxpayers, particularly multinational companies doing
business in China, with a number of the earlier practical impediments to claiming VAT exemption now being
resolved, and moreover, paving the way for future exemption claims to be made once the VAT pilot program
expands.

As at September 2014, VAT applies in China to:

® the sale and importation of goods;

® repair, replacement and processing services to goods;

® the provision of modern services such as consulting, logistics, IT services, cultural and creative services,
leasing of tangible movable property;

® transportation services;

® radio, film and television services ; and

® postal and telecommunication services.

In practical terms, the main services which are still subject to Business Tax (“BT”) comprise real estate and
construction services, hospitality and food and beverage services, entertainment services, financial services and
insurance, and a general catch-all comprising ‘all other services’. The VAT pilot program is expected to be
expanded to those remaining sectors progressively during 2015, so as to meet the government’s stated objective
of having BT replaced entirely by VAT by the end of 2015.



Cateqgories of VAT exemption

Type of services

Industry

Exemption requirements

Exempt if services are
provided to overseas
entity (Type 1)

Telecommunication
services

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

Cultural and creative
services

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

Logistics and ancillary
services

Logistics and ancillary services provided to overseas entities
(except warehousing services)

Radio, film and
television services

Production of radio, films and television programs for
overseas entities

Information
technology (IT)
services

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

Research and
development (R&D)
and technical services

Technology transfer and technology consulting services
provided to overseas entities

Exempt if the subject

matter of the services
takes place outside of
China (Type I1)

Postal services

Postal and courier services (i) where the related goods are
exported out of China or (ii) consumed entirely outside of
China

Leasing of tangible
movable property

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

Cultural and creative
services

Convention and exhibition services located outside of China
Advertising services where the related advertisement is
released outside of China

Logistics and ancillary
services

Warehousing services where the location of the warehouse is
outside of China

Radio, film and
television services

Broadcast and distribution of radio, films and television
programs outside of China

Research and
development (R&D)
and technical services

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

Combination of the
service recipient being
overseas and the
subject matter of the
service not being
sufficiently connected
to China (Type III)

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 the PRC)

Research and
development (R&D)
and technical services

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

Miscellaneous (Type
V)

Transportation
services

Unlicensed international transportation




For the purposes of claiming VAT exemption, it should be noted that the special administrative regions of Hong
Kong and Macau are considered to be ‘outside of China’ for these purposes. This is a function of those regions
having their own taxation systems.

What’s new?
Announcement 49 contains a number of new developments, many of which are beneficial for taxpayers, including:

® The scope of the VAT exemption has been expanded to include exports of those services which now form
part of the VAT pilot program. It may be expected that as the scope of the VAT pilot program expands
further, categories of exempt services will also expand.

® VAT exemption will be available for postal and courier services which are related to goods exported out of
China. This is a new development where certain types of services are exempt if they relate to exported goods.
It may be expected that other types of services which directly relate to exported goods may enjoy VAT
exemption in the future.

® Announcement 49 resolves the previously unclear practical treatment where taxpayers are eligible for both
zero rated treatment and VAT exemption for research and development, design and international
transportation services. It now permits a taxpayer to claim VAT exemption if the taxpayer chooses to give up
the zero rated treatment.

® The VAT exemption available to time charter services and wet leases has been removed because time charter
services and wet leases can already enjoy zero rated treatment under Circular 106.

® Previously, a major issue with claiming VAT exemption is the strict requirement that there between
consistency of contract flow, invoice flow and payment flow. That is, the service provider and overseas
service recipient needed to be the same parties to the contract, the invoices, and payment had to be made by
the service recipient to the service provider. This requirement has been relaxed somewhat in Announcement
49 given that payments made through domestic treasury centres, or domestic cash pooling units can now be
made in respect of services provided to overseas entities and yet still qualify for VAT exemption. This is an
important concession given how commonly multinational companies make payments through such treasury
centres.
Announcement 49 may be applied retrospectively to periods prior to 1 October 2014 where the necessary

requirements are met and record filing procedures are completed. Taxpayers previously denied exemption on
the basis of the use of treasury centres may wish to resubmit those prior claims.

Notwithstanding those beneficial changes, some challenges still remain. The major impediments to claiming VAT
exemptions which arise most commonly include:

® Contracts entered into by the headquarters of an entity in China, but the service, invoice or payment is made
by the branch (or vice versa). This problem commonly arises because, under the legal systems of many
countries, branches do not have independent legal recognition. However, in China branches are seen to be
separate taxpayers in their own right. Consequently, close attention is needed where branch structures are
involved.

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
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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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