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VAT Reform Impact on Asset Management Products 

 

Background 

In December 2016 the MOF and SAT issued Circular Caishui [2016] 
No.140 (Circular No.140). Article 4 of the circular provides that managers 
for asset management products shall be treated as VAT taxpayers. Shortly 
afterwards, in January 2017, the MOF and SAT issued Circular Caishui 
[2017] No.2 (Circular No.2), postponing the implementation date of the 
clarified tax treatment to 1 July 2017. 

The SAT is still in the process of developing the relevant implementation 
rules but, insofar as there are only two months before Article 4 is 
implemented, industry players should start their preparations without further 
delay. KPMG has been helping banks, asset management companies, 
trusts, fund management companies and their subsidiaries to prepare for 
the implementation of the new VAT rules for asset management products 
and has accumulated extensive experience – we share below some key 
insights on how to best prepare.  

Preparation steps may be divided into three categories – (i) product design 
and (ii) product operation, which focus on upgrading business procedures, 
as well as (iii) tax filing. These are elaborated below. 

Product Design 

Product design issues include questions of (i) who should bear the costs of 
VAT, (ii) how the product offering memorandum should reflect the changes 
due to VAT reform, (iii) how to effectively communicate these changes to 
the existing or potential investors, as well as (iv) other tax matters requiring 
forward planning. In order to ensure that VAT costs are appropriately 
matched with the income to be received by the investor in the asset 
management products, managers will also need to design different tax 
burden pass-on schemes, which can include the following:  
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1. Tax burden direct pass-on: For some net-worth products the 
investment return received by the investors will be clearly and 
transparently linked to the income of certain specific investment assets 
underlying the product. In such cases, the asset managers may be 
able to structure arrangements to directly pass-on, to a given investor, 
the VAT burden arising on the underlying assets directly attributable to 
that investor. In this case, the VAT arising is simply deducted from the 
relevant investment income on payment to the investor.  

2. Tax burden indirect pass-on: Certain products give a relatively fixed 
return to their investors, for example, bank-offered financial products 
with an agreed yield, but the yield of the product does not directly 
correlate to the investment income of the underlying assets. In such 
cases managers might need to build in a mechanism to adjust the 
product yield arising to investors, during product design stage, in order 
to provide for the indirect transfer of the VAT burden to the investors.  

Meanwhile, for existing products, if the forthcoming implementation rules 
do not provide for special transitional treatment, managers might need to 
prepare a range of different potential tax burden transfer schemes. This is 
particularly pertinent considering that some investors might be reluctant to 
accept the additional tax burden arising from the changes brought by 
Circulars No. 140 and No.2. In certain special circumstances, managers 
might even develop different VAT burden transfer schemes for each 
product. For instance, when debt-based products of trust companies are 
concerned, trust managers might need to design multiple tax burden 
transfer schemes based on factors such as management fee rates for 
individual products, investor’s willingness to bear the VAT burden, the 
feasibility to allocate VAT burden to various service providers, etc. These 
VAT burden transfer schemes may include one that transferred all to the 
investors, one that is borne by the manager, one that is borne jointly by 
both the investors and the manager, or one that such VAT burden is 
shared by the managers, trustees and other service agencies, etc.   

In order to achieve a fair allocation of VAT burden, the wordings and 
contract terms in the offering memorandum are also very important. 
Managers need to consider factors such as whether the product is a net-
worth product and whether it has a lockout period, then to sort out different 
product types and arrange disclosure accordingly. Specifically for net-
worth products, it might be necessary to specify the basis for deduction of 
VAT in the product offering memorandum. Since the tax deducted from 
net-worth products is not based on the actual tax payment, so managers 
need to consider whether to include tax calculation formula in the product 
offering memorandum. For products with lockout periods, e.g. debt-based 
products, the tax deduction will be based on actual tax payment, which 
should also be explained clearly in the offering memorandum. 

At the same time, if the manager is not planning to settle the taxes in 
advance for asset management products using the manager’s funds, cash 
will need to be transferred from the product’s custody account when tax 
payment is required. If this is the case, managers need to include in the 
offering memorandum some provisions regarding the arrangement of 
funds transfer for tax payment and related legal rights and obligations. 

From the perspective of investor communication, managers also need to 
consider various communication channels which may include the issuing 
of announcements, sending client communication letters, and/or signing of 
supplementary agreements, in order to communicate the asset 
management products are now obligated to bear the VAT costs. 
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As asset management products will soon be subject to VAT, the related 
tax planning work will become more important and should be viewed as an 
on-going exercise. When the manager is designing an asset management 
product, the manager should analyze and understand whether the 
underlying investment assets are taxable, non-taxable or tax exempt from 
a VAT perspective. Specifically, for non-standard assets, manager needs 
to analyze whether there are principal guaranteed provisions in the 
contract of each non-standard asset, and hence whether the gains from 
the asset are taxable. Based upon that, manager can then design an 
optimized taxation arrangement for each of the products. 

Product Operation 

In terms of product operation, managers need to adjust IT systems (such 
as updating existing valuation systems) to accurately account for the net 
asset value of the product and ensure the transfer of the VAT burden, as 
appropriate. This includes: 

- The system transformation needs to consider taxable ranges for all 
types of investments. 

- The system transformation needs to set tax calculation methods for 
different sets of report. 

- The updated system should be capable of calculating the VAT on 
different income items, such as gains from trading of financial goods 
vs interest income, as explained below. 

Interest Income 

For bond investments, it may be necessary to calculate VAT every 
day on the basis of daily accrued interest income. This should be 
booked into the VAT cost account at month end, and arrangements 
should be made to pay the corresponding VAT in the following 
month. 

For debt-based products, it may be necessary to estimate VAT when 
accruing interest income, and the estimated VAT will be carried 
forward to the VAT cost account on the agreed interest payment 
date.  

Gains from Trading of Financial Goods 

Gains from trading of financial goods could include both realized 
capital gains and unrealized gains due to the changes in fair value. 
The changes in fair value do not result in immediate VAT liability 
under general rules. However, from a business perspective it is still 
advisable to accrue VAT on those gains in order to allocate the 
relevant tax burden to the investors when they redeem their asset 
management products. Therefore, system transformation needs to 
capture the appropriate VAT allocation between those realized capital 
gains vs gains from changes in fair value respectively. 

For the carry-over of realized losses and losses from changes in fair 
value, the updated system needs to be capable of carrying-over 
realized losses and accruing creditable output VAT on the day when 
losses occur. In order to avoid a situation where the net value of the 
product is affected because net realized capital losses could no 
longer be carry-forward to next taxation year according to the rules, 
managers may consider not accruing output VAT deductibles on 
capital losses. 

- If the implementation rules, which are set for release in the near future, 
clearly state that a general VAT calculation approach will be adopted 
(i.e. creditability of input VAT), the updated system needs to be able to 
calculate and record deductions of input VAT from output VAT. Some 
possible options that can be adopted by managers to conducting VAT 
calculations include:  
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(1) Estimate input VAT of the current period when accruing expenses; 
or  

(2) Deduct the input VAT when it becomes certain that the related 
input VAT can be deducted; usually, this is when the related VAT 
special invoices are certified.  

From a prudent point of view, we suggest managers to adopt option 
(2). This makes it easier to accurately calculate and deduct input VAT 
against the output VAT and those that require the input VAT transfer-
out. 

Tax Filing 

Tax filing issues include invoice issuance, the obtaining and certification 
of input VAT invoices, invoice retention and management, regular 
reporting and other related matters: 

1、 To complete tax filing on time, managers usually need to ensure that 
there is sufficient balance in the custody account of the product. Due 
to frequent daily transactions, net-worth products usually have 
enough balance to pay off the VAT imposed on its gains. For debt-
based products, managers need to design appropriate mechanisms 
to ensure that when VAT tax liability on the interest income arises, 
there is sufficient balance in the custody account to pay the VAT. 

2、 In terms of tax filing, managers need to consider whether the 
valuation system could be modified to generate the VAT payables in 
the current month/quarter for the products. If this is possible and the 
VAT payables of debt-based products can be calculated manually, 
managers will be able to perform tax filing for their products. On the 
other hand, if the valuation system cannot generate tax filing data, 
managers may need to consider adopting specialized VAT 
management systems to realize VAT calculation and filing. 

3、 Managers need to consider allocation of staff to be responsible for 
product-related invoice management and tax-related operations. The 
decision on whether to have product-level tax-related operations staff 
depends on factors such as the current workload of tax-related 
operations staff and internal risk-control requirements.   

The above is a summary of the preparation work for VAT to be imposed 
on asset management products. For more information on each aspect of 
the preparation, please contact related personnel at KPMG. We will also 
follow up with more legal and practice-related content on the subject of 
VAT on asset management products.  

 



© 2017 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. © 2017 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. 

 

 

Contact Us 
 
 
 
 
 
 
 
 

Khoonming Ho  
Head of Tax, 
KPMG Asia Pacific 
Tel. +86 (10) 8508 7082 
khoonming.ho@kpmg.com 
  
Lewis Lu 
Head of Tax, 
KPMG China 
Tel. +86 (21) 2212 3421 
lewis.lu@kpmg.com  
 
Beijing/Shenyang 
David Ling 
Tel. +86 (10) 8508 7083 
david.ling@kpmg.com 
  
Tianjin 
Eric Zhou 
Tel. +86 (10) 8508 7610 
ec.zhou@kpmg.com 
  
Qingdao 
Vincent Pang 
Tel. +86 (532) 8907 1728 
vincent.pang@kpmg.com  
  
Shanghai/Nanjing/Chengdu 
Anthony Chau 
Tel. +86 (21) 2212 3206 
anthony.chau@kpmg.com  
  
Hangzhou 
John Wang 
Tel. +86 (571) 2803 8088 
john.wang@kpmg.com 
  
Guangzhou 
Lilly Li 
Tel. +86 (20) 3813 8999 
lilly.li@kpmg.com  
  
Fuzhou/Xiamen 
Maria Mei 
Tel. +86 (592) 2150 807 
maria.mei@kpmg.com 
  
Shenzhen 
Eileen Sun 
Tel. +86 (755) 2547 1188 
eileen.gh.sun@kpmg.com 
  
Hong Kong 
Karmen Yeung 
Tel. +852 2143 8753 
karmen.yeung@kpmg.com 
 

Northern China 
  
David Ling  
Head of Tax, 
Northern Region 
Tel. +86 (10) 8508 7083 
david.ling@kpmg.com  
  
Andy Chen 
Tel. +86 (10) 8508 7025 
andy.m.chen@kpmg.com 
  
Cheng Chi 
Tel. +86 (10) 8508 7606 
cheng.chi@kpmg.com 
 
Conrad TURLEY 
Tel. +86 (10) 8508 7513 
conrad.turley@kpmg.com 
  
Milano Fang 
Tel. +86 (532) 8907 1724 
milano.fang@kpmg.com 
  
Tony Feng  
Tel. +86 (10) 8508 7531 
tony.feng@kpmg.com 
  
John Gu  
Tel. +86 (10) 8508 7095 
john.gu@kpmg.com 
 
Rachel Guan 
Tel. +86 (10) 8508 7613 
rachel.guan@kpmg.com 
  
Helen Han 
Tel. +86 (10) 8508 7627 
h.han@kpmg.com  
 
Michael Wong 
Tel. +86 (10) 8508 7085 
michael.wong@kpmg.com 
  
Josephine Jiang 
Tel. +86 (10) 8508 7511 
josephine.jiang@kpmg.com 
 
Henry Kim 
Tel. +86 (10) 8508 7023 
henry.kim@kpmg.com 
  
Li Li 
Tel. +86 (10) 8508 7537 
li.li@kpmg.com 
  
Lisa Li 
Tel. +86 (10) 8508 7638 
lisa.h.li@kpmg.com 
  
Thomas Li 
Tel. +86 (10) 8508 7574 
thomas.li@kpmg.com  
 
Larry Li 
Tel. +86 (10) 8508 7658 
larry.y.li@kpmg.com  
  
Alan O’Connor 
Tel. +86 (10) 8508 7521 
alan.oconnor@kpmg.com  
  
Vincent Pang 
Tel. +86 (10) 8508 7516 
+86 (532) 8907 1728 
vincent.pang@kpmg.com  
 
Naoko Hirasawa 
Tel. +86 (10) 8508 7054 
naoko.hirasawa@kpmg.com  
  
Shirley Shen 
Tel. +86 (10) 8508 7586 
yinghua.shen@kpmg.com 
  
Joseph Tam 
Tel. +86 (10) 8508 7605 
laiyiu.tam@kpmg.com  
 
Joyce Tan 
Tel. +86 (10) 8508 7666 
joyce.tan@kpmg.com 
  
Jessica Xie 
Tel. +86 (10) 8508 7540 
jessica.xie@kpmg.com 
 
Cynthia Xie 
Tel. +86 (10) 8508 7543 
cynthia.py.xie@kpmg.com 
 
 

Christopher Xing 
Tel. +86 (10) 8508 7072 
christopher.xing@kpmg.com 
 
Irene Yan 
Tel. +86 (10) 8508 7508 
irene.yan@kpmg.com 
  
Jessie Zhang 
Tel. +86 (10) 8508 7625 
jessie.j.zhang@kpmg.com 
  
Sheila Zhang  
Tel: +86 (10) 8508 7507 
sheila.zhang@kpmg.com  
  
Tiansheng Zhang  
Tel. +86 (10) 8508 7526 
tiansheng.zhang@kpmg.com 
  
Tracy Zhang 
Tel. +86 (10) 8508 7509 
tracy.h.zhang@kpmg.com  
  
Eric Zhou 
Tel. +86 (10) 8508 7610 
ec.zhou@kpmg.com 
  
Central China 
  
Anthony Chau 
Head of Tax, 
Eastern & Western Region 
Tel. +86 (21) 2212 3206 
anthony.chau@kpmg.com  
  
Yasuhiko Otani 
Tel. +86 (21) 2212 3360 
yasuhiko.otani@kpmg.com  
 
Johnny Deng 
Tel. +86 (21) 2212 3457 
johnny.deng@kpmg.com 
 
Cheng Dong 
Tel. +86 (21) 2212 3410 
cheng.dong@kpmg.com  
  
Marianne Dong 
Tel. +86 (21) 2212 3436 
marianne.dong@kpmg.com 
   
Chris Ge 
Tel. +86 (21) 2212 3083 
chris.ge@kpmg.com 
  
Chris Ho 
Tel. +86 (21) 2212 3406 
chris.ho@kpmg.com 
 
Henry Wong 
Tel. +86 (21) 2212 3380 
henry.wong@kpmg.com  
  
Jason Jiang 
Tel. +86 (21) 2212 3527 
jason.jt.jiang@kpmg.com 
  
Flame Jin 
Tel. +86 (21) 2212 3420 
flame.jin@kpmg.com 
  
Sunny Leung 
Tel. +86 (21) 2212 3488 
sunny.leung@kpmg.com 
  
Michael Li 
Tel. +86 (21) 2212 3463 
michael.y.li@kpmg.com 
 
Karen Lin 
Tel. +86 (21) 2212 4169 
karen.w.lin@kpmg.com 
 
Christopher Mak 
Tel. +86 (21) 2212 3409 
christopher.mak@kpmg.com 
 
Henry Ngai 
Tel. +86 (21) 2212 3411 
henry.ngai@kpmg.com 
   
Ruqiang Pan 
Tel. +86 (21) 2212 3118 
ruqiang.pan@kpmg.com 
 
Amy Rao 
Tel. +86 (21) 2212 3208 
amy.rao@kpmg.com 
 
Wayne Tan 
Tel. +86 (28) 8673 3915 
wayne.tan@kpmg.com 
 

Tanya Tang 
Tel. +86 (25) 8691 2850 
tanya.tang@kpmg.com 
  
Rachel Tao 
Tel. +86 (21) 2212 3473  
rachel.tao@kpmg.com 
  
Janet Wang 
Tel. +86 (571) 2803 8088 
janet.z.wang@kpmg.com  
  
John Wang 
Tel. +86 (21) 2212 3438 
john.wang@kpmg.com  
  
Mimi Wang 
Tel. +86 (21) 2212 3250 
mimi.wang@kpmg.com 
  
Jennifer Weng 
Tel. +86 (21) 2212 3431 
jennifer.weng@kpmg.com 
   
Grace Xie 
Tel. +86 (21) 2212 3422 
grace.xie@kpmg.com 
  
Bruce Xu 
Tel. +86 (21) 2212 3396 
bruce.xu@kpmg.com 
  
Jie Xu 
Tel. +86 (21) 2212 3678 
jie.xu@kpmg.com 
  
Robert Xu 
Tel. +86 (21) 2212 3124 
robert.xu@kpmg.com 
 
Yang Yang 
Tel. +86 (21) 2212 3372 
yang.yang@kpmg.com 
  
William Zhang 
Tel. +86 (21) 2212 3415 
william.zhang@kpmg.com 
 
Hanson Zhou 
Tel. +86 (21) 2212 3318 
hanson.zhou@kpmg.com 
 
Michelle Zhou 
Tel. +86 (21) 2212 3458 
michelle.b.zhou@kpmg.com 
 
Southern China 
  
Lilly Li 
Head of Tax, 
Southern Region  
Tel. +86 (20) 3813 8999 
lilly.li@kpmg.com 
  
Penny Chen 
Tel. +86 (755) 2547 1072 
penny.chen@kpmg.com 
  
Vivian Chen 
Tel. +86 (755) 2547 1198  
vivian.w.chen@kpmg.com 
  
Sam Fan  
Tel. +86 (755) 2547 1071 
sam.kh.fan@kpmg.com 
 
Joe Fu  
Tel. +86 (20) 3813 8823 
joe.fu@kpmg.com  
  
Ricky Gu 
Tel. +86 (20) 3813 8620 
ricky.gu@kpmg.com 
  
Fiona He 
Tel. +86 (20) 3813 8623 
fiona.he@kpmg.com 
  
Angie Ho 
Tel. +86 (755) 2547 1276 
angie.ho@kpmg.com 
 
Aileen Jiang 
Tel. +86 (755) 2547 1163 
aileen.jiang@kpmg.com 
  
Cloris Li 
Tel. +86 (20) 3813 8829 
cloris.li@kpmg.com 
 

Jean Li 
Tel. +86 (755) 2547 1128 
jean.j.li@kpmg.com  
 
Sisi Li 
Tel. +86 (20) 3813 8887 
sisi.li@kpmg.com 
 
Mabel Li 
Tel. +86 (755) 2547 1164 
mabel.li@kpmg.com 
  
Kelly Liao 
Tel. +86 (20) 3813 8668 
kelly.liao@kpmg.com 
 
Patrick Lu 
Tel. +86 (20) 3813 8685 
patrick.c.lu@kpmg.com 
  
Grace Luo 
Tel. +86 (20) 3813 8609 
grace.luo@kpmg.com 
  
Ling Lin 
Tel. +86 (755) 2547 1170 
ling.lin@kpmg.com 
 
Maria Mei  
Tel. +86 (592) 2150 807 
maria.mei@kpmg.com 
  
Eileen Sun 
Tel. +86 (755) 2547 1188 
eileen.gh.sun@kpmg.com  
  
Michelle Sun 
Tel. +86 (20) 3813 8615 
michelle.sun@kpmg.com 
  
Bin Yang 
Tel. +86 (20) 3813 8605 
bin.yang@kpmg.com  
  
Lixin Zeng  
Tel. +86 (755) 2547 3368 
lixin.zeng@kpmg.com 
  
Hong Kong 
 
Curtis Ng 
Head of Tax, Hong Kong 
Tel. +852 2143 8709 
curtis.ng@kpmg.com 
  
Ayesha M. Lau 
Tel. +852 2826 7165 
ayesha.lau@kpmg.com 
  
Chris Abbiss 
Tel. +852 2826 7226 
chris.abbiss@kpmg.com 
  
Darren Bowdern 
Tel. +852 2826 7166 
darren.bowdern@kpmg.com 
  
Yvette Chan 
Tel. +852 2847 5108 
yvette.chan@kpmg.com 
  
Lu Chen 
Tel. +852 2143 8777 
lu.l.chen@kpmg.com 
  
Rebecca Chin 
Tel. +852 2978 8987 
rebecca.chin@kpmg.com 
 
Wade Wagatsuma 
Tel. +852 2685 7806 
wade.wagatsuma@kpmg.com 
 
Natalie To 
Tel. +852 2143 8509 
natalie.to@kpmg.com 
  
Matthew Fenwick 
Tel. +852 2143 8761 
matthew.fenwick@kpmg.com 
 
Sandy Fung 
Tel. +852 2143 8821 
sandy.fung@kpmg.com 
 
Charles Kinsley 
Tel. +852 2826 8070 
charles.kinsley@kpmg.com 
 
Stanley Ho 
Tel. +852 2826 7296 
stanley.ho@kpmg.com 
 
Becky Wong 
Tel. +852 2978 8271 
becky.wong@kpmg.com 
 

Barbara Forrest 
Tel. +852 2978 8941 
barbara.forrest@kpmg.com 
  
John Kondos 
Tel. +852 2685 7457 
john.kondos@kpmg.com  
 
Kate Lai 
Tel. +852 2978 8942 
kate.lai@kpmg.com  
 
Travis Lee 
Tel. +852 2143 8524 
travis.lee@kpmg.com 
 
Irene Lee 
Tel. +852 2685 7372 
irene.lee@kpmg.com 
 
Alice Leung 
Tel. +852 2143 8711 
alice.leung@kpmg.com 
 
Ivor Morris 
Tel. +852 2847 5092 
ivor.morris@kpmg.com 
 
Benjamin Pong  
Tel. +852 2143 8525 
benjamin.pong@kpmg.com 
 
Malcolm Prebble 
Tel. +852 2684 7472 
malcolm.j.prebble@kpmg.com 
 
David Siew 
Tel. +852 2143 8785 
david.siew@kpmg.com 
 
Murray Sarelius 
Tel. +852 3927 5671 
murray.sarelius@kpmg.com 
 
John Timpany 
Tel. +852 2143 8790 
john.timpany@kpmg.com 
 
Lachlan Wolfers 
Tel. +852 2685 7791 
lachlan.wolfers@kpmg.com 
 
Steve Man 
Tel. +852 2978 8976 
steve.man@kpmg.com 
 
Daniel Hui  
Tel. +852 2685 7815 
daniel.hui@kpmg.com 
  
Karmen Yeung 
Tel. +852 2143 8753 
karmen.yeung@kpmg.com  
  
Erica Chan 
Tel. +852 3927 5572 
erica.chan@kpmg.com 
 
Adam Zhong 
Tel. +852 2685 7559 
adam.zhong@kpmg.com 
 

 
 
 
 

 

kpmg.com/cn 

For any enquiries, please send to our public mailbox: taxenquiry@kpmg.com or contact our partners/directors 
in each China/HK offices. 

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate and 
timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such 
information without appropriate professional advice after a thorough examination of the particular situation. 

mailto:taxenquiry@kpmg.com

	VAT Reform Impact on Asset Management Products



