| China in Focus 0 00O |

Benefits Expected from
VAT in Shanghai
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China’s new VAT Pilot Programme is expected to be rolled out in Beijing and Shenzhen next. The Bulletin speaks
with Peter Law, Senior Manager, Tax Advisory Services, Mazars CPA Ltd, for Shanghai, about the pros and cons of
the new law
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Q: What changes will business face with the introduction of the
VAT Pilot Programme?

Peter Law: For years, the business tax regime has been criticized
for gradually increasing the burden of taxpayers. It is because
there are generally no circumstances where deductions are
allowed for tax paid by the taxpayers (with only a few excep-
tions). However for VAT, deductions are allowed and in some
cases taxpayers can shift some of the tax burden to their custom-
ers. It’s a big change. The procedures of issuing VAT invoices are
entirely different from the old practices. It may take time, but in
the long run, it can be beneficial to all parties.

Q: Are Shanghai businesses having problems with the new VAT
Pilot scheme? If so what are the kind of problems they are
facing?

PL: The announcement of this pilot programme was made in
mid-November 2011 and the implementation effective from
January 1, 2012, which is a little rushed for both tax offices.
Problems include the time it takes to amend their accounting
system and becoming familiar with the new VAT rules. Any
other uncertainties on implementation issues that are not
covered in the already issued rules and regulations are being
handled by the SAT.

Q: What seems to be the biggest problem?
PL: The overall plan for VAT is well known by businesses and
accounting firms in Shanghai as the local tax department
has been hosting Seminars across the city continuously
since November. However, one uncertainty we have
found is in the subtleties regarding “how to define
a service” as VAT covers many different types
of service. Some uncertainty exists both
at local tax office level and among busi-
nesses, so this will need a little more time
to be resolved.

The implementation of rules covering
the “Zero Tax” treatment, which applies for
those service and consulting companies exporting
their services to overseas customers has also yet to
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be clearly defined, so this we hope will also be cleared up soon
as it is an attractive advantage of VAT.

Q: Among the service industries affected by the new VAT pro-
gramme, are there any industry sectors that are more affected
than others?

PL: Transportation industries may benefit more. They have to
incur large amounts of input VAT (such as acquiring vehicles
and fuel). In the past, they were unable to set this off against
the output VAT. As a VAT payer, they are able to make VAT
claims which can dramatically reduce their tax liabilities.
Freight forwarders can more easily claim tax deductions under
VAT rules than they can on their net income basis under the
old business tax regime.

Q: Who can expect to benefit most from the new VAT pro-
grammed? What will those benetits be?

PL: Both service providers and service recipients
would benefit. If the service recipients are
already general VAT payers e.g. manufactur-
ing firms, they are able to off-set output VAT

with input VAT paid. In the past, they could
only claim costs against taxable income for
income tax purpose.

Q: Can you give an example of a business
benefitting from the new VAT rules?
PL: Actually, the VAT tax system
makes the consulting and service
industries of Shanghai more com-
petitive than their competitors in
Beijing, for example. For exam-
ple, consulting service providers
for manufacturing clients can now
provide a VAT invoice that allows
for deductions. This is why Beijing
and also we believe Shenzhen, have
filed applications to be the next cities
to participate in the pilot scheme. &
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.. the VAT tax system makes the consulting and
service industries of Shanghai more competitive

than their competitors in Beijing, for example.
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