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ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 
KPMG TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY OTHER 
PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.

You (and your employees, representatives, or agents) may disclose to any and all persons, 
without limitation, the tax treatment or tax structure, or both, of any transaction described in the 
associated materials we provide to you, including, but not limited to, any tax opinions, 
memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are subjectThe information contained herein is of a general nature and based on authorities that are subject 
to change. Applicability of the information to specific situations should be determined through 
consultation with your tax adviser.
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Today’s Speakers

■ Linda Zhang, Tax Partner, Head of U.S. China Practice, KPMG LLP

■ Sandy Nicolson, Managing Director, Indirect Tax, KPMG LLPy g g

■ John Wang, Tax Partner, KPMG in China

■ Wayne Tan Senior Manager International Corporate Services U S China■ Wayne Tan, Senior Manager, International Corporate Services, U.S. China 
Practice, KPMG LLP
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John Wang

Name and 
Organization

John Wang, KPMG Advisory (China) Ltd.

Position Partner, Tax

Qualifications Certified PRC Tax Agent, MBA

Experience John was previously a tax official in the Chongqing Municipality State 
Tax Bureau, with more than seven years of tax audit and administration 
experience. John joined KPMG in China after completing his MBA p j p g
courses in the United Kingdom in 2004.

In his career as a tax consultant at KPMG, John has deployed the 
knowledge and skills acquired from both his work at the tax authority 
and his MBA studies in providing advisory services to multinational 
clients and domestic clients in a wide variety of industries. John 
maintains good working relationship with many tax authorities and has 
helped many KPMG clients in their discussions and negotiations in 
respect of various tax matters with the tax authorities. John has been 
actively involved in helping companies to get prepared for the ongoingactively involved in helping companies to get prepared for the ongoing 
PRC VAT reform.

Contact 
Information

Tel: +86 (21) 2212 3438

john.wang@kpmg.com
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Administrative

■ CPE regulations require online participants take part in online questions

– You must respond to a minimum of four questions per 50 minutes in 
d t b li ibl f CPE ditorder to be eligible for CPE credit

– Polling questions will appear on your media player on top of the slides

Results will be reviewed in aggregate and may be published as a “pulse– Results will be reviewed in aggregate and may be published as a pulse 
survey” of the marketplace in the aggregate. Please note that no 
responses will be tracked back to any individual or organization

■ To ask a question, use the “Ask A Question” icon on your media player or 
send an e-mail to us-taxwatch@kpmg.com

■ Help Desk: 1-877-398-1471 or outside the U.S. at 1-954-969-3342p
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Agenda

■ China’s turnover tax system

■ VAT reform pilot program update■ VAT reform pilot program update

■ Cross-border services

■ Case studies

■ Preparing for VAT reform

■ Key Takeaways

■ Q&A■ Q&A
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Overview of Turnover Taxes in China

1 – VAT

Intangible

Other 
services

Sales of 
other 
goods

Repair 
services

2 – Business Tax

3 – Consumption Tax* & VAT

4 – VAT and/or Business Tax

5 Outside scope of turnoverIntangible
assets

Immovable 

Mixed 
sales vs. 
composite 
sales

services

Processing 

“Special 
goods”

5 – Outside scope of turnover 
taxes

property
Processing 
services
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*Consumption tax essentially applies to luxuries including cosmetics, watches, and tobacco



How China’s VAT Differs from Other VAT Systems 
Internationally

Key Features China Internationally
Refunds of VAT where 
input VAT > output VAT Not generally, except for certain exports of goods Most countries give refunds of excess VAT credits

Registration for VAT At the branch level At the legal entity level

Registration of foreign 
entities for VAT Foreign entities not eligible to register for VAT Most countries allow foreign entities to register for 

VAT

Transactions between 
branches Can give rise to VAT liabilities Not usually recognized for VAT purposesbranches

Transactions between 
entities in wholly owned 
groups

Generally no ability to consolidate VAT filings within 
corporate groups

Many countries allow taxpayers to consolidate 
their VAT filings within a corporate group so that 
transactions between wholly owned entities do not 
attract VAT

VAT credits
Focus in China is on precise documentation to claim a 
VAT credit – any defect in VAT invoices can invalidate 
a claim

For internationally is generally on the substance of 
the transaction. Mere defects in VAT invoices do 
not usually invalidate claims

Exports Exports of goods may be zero rated, but in China there 
may still be some VAT leakage Exports of goods are zero rated – no VAT leakagey g

Purchase price 
adjustments

China’s rules for adjusting VAT as a result of purchase 
price changes are rigid. May be instances where no 
adjustment is allowed, even though commercially the 
price has effectively changed

Most countries have broad rules which allow for 
VAT to be adjusted where there is a post-
purchase change to the price
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China’s Golden Tax System – An Unique System

Th  G ld  T  S t  Th  

• The golden tax system (“GTS”) is a nation-wide e-tax system focused on 
producing a more efficient tax and data collection system, while reducing 
fraud. 

The Golden Tax System The 
• Businesses in China must obtain “special VAT invoices” (“fapiao”) to claim

an input VAT credit. 

• Special VAT invoices are controlled by the tax authorities and are issued 
through the GTS via state-regulated computerised cash registers. 

• No real discretion where no or incorrect special VAT invoice• No real discretion where no, or incorrect, special VAT invoice.

• In order to claim an input VAT credit the special VAT invoices must be 
verified via the GTS.

• The GTS and ERP are not linked with each other unless interface 
solution is implemented by the Company. 
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Polling Question #1

■ China VAT reform aims to convert which tax into VAT? 

– Business Tax

– Consumption Tax

– Corporate Income TaxCorporate Income Tax
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Timeline for Expansion of the VAT Reforms in China

Beijing
BeijingSept. 1

ShanghaiJan. 1,
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Hubei
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Service Industries Subject to the VAT Pilot Program

Industry VAT Rate

Leasing of tangible movable property 17%

Transportation services 11%

Research and development (R&D) and technical services 6%

Information technology (IT) services  6%

Cultural and creative services 6%

Logistics and ancillary services 6%

Certification and consulting services 6%

Small scale VAT taxpayers 3%
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Polling Question #2

■ Generally, which of the following industry’s turnover tax burden may be increased 
under the current VAT reform pilot program?

– Transportation

– Advertisement

– IT services

– Consulting
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What Future VAT Reforms Are Yet to Come?

New Tax Circular  CaiShui (2013) No. 37

Provinces not yet subject 
to the VAT pilot program Beijingp p g

Provinces that have already
adopted the VAT pilot
program 

Beijing

Ti
be
t

Tianjin

Anhui

Shanghai
Jiangsu

t
Jia
ngx
i

Fuj
ian

Zhejiang

Fujian

Guangdong

■ Extend to nation-wide
■ New sector included
■ Consolidate previous VAT reform rules

Hubei■ Other VAT policies changes
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What Future VAT Reforms Are Yet to Come?

Service industries already subject to the current VAT pilot program
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The Road Ahead

The three hardest sectors for VAT are still to transition:

Real estate and 
construction

Financial services 
and insurance

Telecommunications

construction

■ Significant macroeconomic effects of applying 
VAT in these sectors – BT revenue from realVAT in these sectors – BT revenue from real 
estate and construction > 50% of total BT 
revenue

■ Difficult to measure “value added” to land
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■ What is “consumed” in financial services?



Polling Question #3

■ Which industry will be newly included into the VAT reform pilot program from 
August 2013? 

– Radio, TV, film

– Logistics 

– Transportation

– Real estate construction
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Cross-border 
Services
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Key VAT Implications for Cross-border Transactions

Location of supplier Location of recipient / 
place of consumption

VAT treatment

In China* Outside China** Zero-rated or exemptp

Outside China In China* If no agent, recipient may claim 
input VAT credit subject to 
documentary requirementsdocumentary requirements

Outside China Services consumed wholly 
outside China

Not subject to VAT

Outside China Leased goods used entirely Not subject to VATOutside China Leased goods used entirely 
outside China

Not subject to VAT

* In a city/province subject to the VAT pilot program 
currently before August 1, 2013

**Provided the services do not relate to goods or real 
estate located in China
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Key VAT Implications for Cross-border Services

Exports:

Output VAT Creditable input VAT

Zero– rated No YesZero– rated No Yes

Exempt No No

Imports:

Output VAT Creditable input VATOutput VAT Creditable input VAT

Agent or purchaser Withholding of VAT Yes, if general VAT taxpayer

Services consumed wholly outside of China:

■ foreign entities providing services to Chinese entities which are fully provided and consumed outside China

■ foreign entities leasing tangible goods to Chinese entities where the goods are entirely used outside China
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Exemptions and Concessions – Exported Services

Industry VAT treatment 
VAT zero-rated VAT exemption

Leasing of tangible • Leasing of tangible movable property if theLeasing of tangible 
movable property 

• Leasing of tangible movable property if the 
object of the lease is used outside China 

Transportation services • Qualified international 
transportation 

• Unlicensed international transportation 

R&D and technical 
services 

• R&D and design services 
provided to overseas 
entities 

• Engineering as well as exploration services 
where the related project or mineral resources 
are located outside China

• Technology transfer technology consultingTechnology transfer, technology consulting, 
energy management services (except where the 
object of the energy management contract is 
located in China) provided to overseas entities 

IT services • Software services, circuit design and testingIT services Software services, circuit design and testing 
services, business process management 
services provided to overseas entities
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Exemptions and Concessions – Exported Services

Industry VAT treatment 
VAT zero-rated VAT exemption

Cultural and creative • Design services provided • Convention and exhibition services for events 
services

g p
to overseas entities 
(except for design 
services in relation to 
immovable property 
located in China)

located outside China 

• Trademark and copyright transfer services, 
intellectual property services provided to 
overseas entitieslocated in China) overseas entities 

• Advertising services where the related 
advertisement is released outside China

Logistics and ancillary • Warehousing services where the location of theLogistics and ancillary 
service 

Warehousing services where the location of the 
warehouse is outside China

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

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 China) 
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Polling Question #4

■ Technology transfer, technology consulting, energy management services (except 
where the object of the energy management contract is located in China) provided 
by a China company to overseas entities could enjoy VAT:

– Exemption
– Zero-rated
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Case Study #1 – Research and Development Centers

Shanghai branch provides R&D services to global headquarters

China USA

US C
Alternative invoicing structure

Beijing Co 
(China HQ)

US Co 
(Global HQ)

g

Issues
■ Beijing Co set up a branch Company in Shanghai - Shanghai Branch
■ Shanghai Branch enters into a contract to provide R&D services to US 

C (th l b l h d ffi f lti ti l )

R & D services

Alternative invoicing 
structure

Co (the global head office of a multinational company).
■ Shanghai Branch Co is not a legal person in China and will not be 

able to obtain the documents required to claim a VAT refund in 
relation to its exported R&D services.

■ If Shanghai Branch may invoice Beijing Co for the R&D services, who 
then invoices US Co can the Beijing Co claim VAT refund?

Shanghai 
Branch

27© 2013 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 

then invoices US Co, can the Beijing Co claim VAT refund?



Case Study #2 – Services in Relation to Goods or
Real Estate in China

Procurement services

China USA

Sale of goodsChina Co
manufacturer US Cmanufacturer Aus CoUS Co

Procurement services including but not 
limited to identifying suppliers,
contract negotiations and quality testing

Issues
■ US Co does not carry on business in China so it contracts 

with its subsidiary, China WFOE Co, to assist with procuring 
goods in China. 

■ Are the services provided by China WFOE Co to US Co

China 
WFOE CoTax authority

VAT ?
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■ Are the services provided by China WFOE Co to US Co 
exempt from VAT in China?



Case Study #3 – Cross-border Services

Contract entered into with overseas entity to perform services in China

China                                                          USA

Contract to provide IT
technical support servicesIT Service ppIT Service 

Supplier US Co

Issues
■ IT Supplier enters into a contract to provide IT technical support 

IT technical support services

VAT ?

China Sub 
services to US Co (the head office of a multinational company).

■ IT Supplier actually provides the support services to the Chinese 
subsidiary of US Co (China Sub Co).

■ The contract is signed by US Co and US Co will pay IT Supplier’s 
fees.

Co
Tax authority
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■ Are the services provided by IT Supplier to US Co subject to VAT in 
China?
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Prepare for the VAT Reform

Sourcing of services

Consumer Intragroup
IT systems

Consumer
demand
changes

Intragroup
services

ContractsSupply 
chain

VAT ReadyStaff travel &
entertainment Registration &

invoicing Pricing A/C’s payable
A/C’s receivable

Training
Cash flowSupplier

management

STraining

Exports / imports
of services

Insourcing vs.
outsourcing

Small scale 
taxpayers
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Prepare for the VAT Reform

Steps for responding to the VAT reform:

Training: to equip our people with necessary knowledge and skills  

Shanghai Pilot Program 
experience sharing

VAT regulations 
training

Industry-focused training 
regarding industry-wise  

challenges

Training after impacts 
analysis on the 

Company

Process review 
(e.g. sales, 

pur’se & act’g)

Meeting with 
in-house VAT 

task force 

Reporting 
and 

presentation

Detect the 
major risk 

points

Solutions and 
adjustment in 

systems

Process review: to detect the VAT processes that need to be properly managed for VAT compliance

Selection of 
processes to be 

covered

Assist in

Project management: to act as the project manager and provide technical support in implementation stage 

Allocate tasks among MonitorAssist in 
develop the 
project plan 

Allocate tasks among 
concerned internal 

departments 

Monitor 
progress and 

reporting 
Testing On live ad hoc 

assistance 
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Summary of Key Takeaways

■ China VAT reform pilot program will be extended nationwide, covering 
transportation, assets leasing,  logistics, IT, consulting, TV and film, etc. modern 
service industries from August 1, 2013 

■ China company providing services to overseas companies may potentially enjoy 
VAT exemption or zero-rated 

■ VAT withheld for foreign company providing services to Chinese entities could be 
used as input VAT credit by the Chinese entities; therefore, the total China turnover 
tax would be potentially reduced 

■ Implementation rules for the relevant VAT exemption /zero-rated treatment are still 
unclear.  Discussion with your China tax adviser for the relevant transactions is 
necessary

■ Effort and time required for transition from BT to VAT are often underestimated, 
early preparation and proper planning are critical
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Summary of Key Takeaways (continued)

■ Key to identify who will own China VAT reforms in the U.S. tax department/locally

■ Importance of reviewing contractual arrangements (including those from U.S.) 

■ Importance of reviewing supplier contracts to ensure supplier passes on benefits in 
the transition from business tax 

I t f i i i h d l li t■ Importance of ensuring invoices on purchases and sales compliant

■ Potential to revisit supply chains to help ensure indirect efficiencies captured
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Polling Question #5

■ Would you like a KPMG professional to contact you regarding the topics 
discussed today?

Y– Yes

– No
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Q&A (continued)
click ‘ask a question’ on your media player to ask a click ‘ask a question’ on your media player to ask a questionquestion

Today’s Presenters

Sandy Nicolson +1 408-367-2801 anicolson@kpmg.com

Wayne Tan +1 408-367-1574 wtan@kpmg.com

John Wang +86 (21) 2212 3438 john.wang@kpmg.com

Linda Zhang +1 212-954-2423 lindazhang@kpmg.com
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Th k f j i i Pl dThank you for joining us. Please send any 
questions to us-taxwatch@kpmg.com

Visit www.kpmgtaxwatch.com for a 
calendar of upcoming events.
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