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Zero Tax Rate and Exemption for Certain Taxable Services
under the VAT Pilot Program in Shanghai

On 17 February 2012, State Administration of Taxation (the
“SAT”) Shanghai Municipal Bureau and Shanghai Local Taxation
Bureau joinly published the Hu Cai Shui [2012] No.7, which is
same as the Circular 131 joined issued by China’s Ministry of
Finance (the “MOF”) and SAT on 29 December 2011
concerning the Applicable Zero VAT rate and exemption for
certain taxable services.

International transportation services including cross-border and
offshore transaportation services for passengers and cargos,
research and development services and design services provided
to overseas entities are subject to the zero VAT rate.

Circular 131 specifies the following types of services provided by
the pilot enterprises or individuals are eligible for exemption
treatment:

* Services rendered by pilot enterprises or individuals offshore,
such as geotechnical exporlation, conference and exhibition
services, warehousing services, lease of movable property etc.
by referene to the services rendering location outside China;

» International transportation services unqualified to zero tax
rate due to lack of related operation licenses; and

* Services provided to foreign enterprises by reference to the
service recipients outside China, such as technique consulting
services, certification service, authentication services,
consulting services etc.
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Circular 131stipulates that the “Exempt, Credit and Refund”
method applies to the zero tax rate services when the pilot
enterprise or individuals are general tax payers (the “GTP”). Pilot
enterprise or individuals identified as small tax payer (the “STP”),
which does not allow the deduction of input VAT from output
VAT, VAT exemption applies.

We recommend you as follows:

* Zero tax rate treatment is preferential than exemption
treatment. The pilot enterprises and inviduals should mornitor
their VAT status and apply for GTP qualification timely in
order to enjoy the zero tax rate treatment.

Zero Rate Exemption
No output VAT will be Fol OduEp?t Zﬁé \37111 be
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services. Input VAT
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services can NOT be
refunded.

services. Input VAT
associated with the
services can be refunded.

* Pilot enterprises and individuals rendering cross-border or
offshore international transportation services should examine
the valid period of their operation licenses and apply for the
licenses timely if they are qualified but still not apply for yet;

* Qualified GTP should communicate with the tax officer, and
make sure necessary application procedure to the “Exempt,
Credit and Refund” method have been commpliant to and
filing documents have been submitted to the tax authority
timely.
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About Trusture

"Trusture" is a brand under which we deliver a full range of audit, tax, consulting and financial
advisory services to national, multinational and growth enterprise clients in China. Trusture's
approach to services begins with an understanding the business of our clients and their potential
business risks. We strive to provide foreign investors with reliable, independent professional advice
on national and local issues as they establish and expand their business in China. Our China
marketplace knowledge enables us to help foreign investors understand the China standards and
become more localized and competitive. We also deliver service to the local companies to help them
adapt to international standards, get preparation to attract overseas partners and opportunities, being
more internationalized. Our service includes financial and tax consultancy, bookkeeping, auditing,
tax compliance review, tax filing and transaction serivce (including due diligence, merger
consultancy etc.).
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About this Publication

This material has been prepared by professionals in Trusture. It is intended as a general guide only,
and its application to specific situations will depend on the particular circumstances involved.
Accordingly, we recommend that readers seek appropriate professional advice regarding any
particular problems that they encounter. This information should not be relied upon as a substitute
for such advice. While all reasonable attempts have been made to ensure that the information
contained herein is accurate, Trusture accepts no responsibility for any errors or omissions it may
contain, whether caused by negligence or otherwise, or for any losses, however caused, sustained by
any person that relies upon it.
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