
 
  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
  
 

On 13 September 2013 China’s State Administration of Taxation (SAT) 
issued Announcement 52 of 2013 (“Announcement 52”) which provides for 
the implementation of value added tax (“VAT”) exemptions for exported                                                                                                                                                                                                        
services. The exemptions from VAT in China mirror the ‘place of supply’ and 
zero rating concessions for exported services used in many other countries 
around the world. They apply broadly to many cross-border service 
arrangements, including related party service arrangements. 
 
Announcement 52 has been long-awaited. Ever since the VAT pilot program 
was first introduced in Shanghai on 1 January 2012, before being expanded 
nationwide on 1 August 2013, businesses in the transportation and modern 
services industries exporting their services have been awaiting these 
implementation rules so as to be able to access these concessions. The 
previous Business Tax rules contained very few exemptions for exported 
services, so for most businesses providing services to either third parties or 
related entities outside of China, these exemptions should result in a 
significant tax saving. 
 
Briefly, implementation rules serve the purpose of setting out many of the 
procedural and administrative requirements for taxpayers to actually utilise 
the exemptions for exported services which were originally contained in 
Circular Caishui [2011] 131 (and later rewritten in Circular Caishui [2013] 37 
(“Circular 37”)). The implementation rules clarify matters such as whether 
taxpayers may self-assess eligibility for the exemptions or require review; 
and if so, what documentation or evidence is needed to demonstrate they 
meet the conditions for exemption. In the absence of the implementation 
rules, some tax authorities in certain provinces have not allowed taxpayers 
to utilise the exemptions from VAT for exported services. 

 
Background 
 
To put Announcement 52 in context, Circular 37 provides that the following 
services qualify for exemption from VAT, and the conditions attaching to 
those exemptions: 
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Industry (per Caishui [2013] 37) VAT exemption 
Leasing of tangible movable 
property 

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

Transportation services • Unlicensed international 
transportation   

Research and development 
(R&D) and technical services 

• Engineering as well as exploration 
services with the related project or 
mineral resources located outside 
the PRC 

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

Information technology (IT) 
services 

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

Cultural and creative services • Convention and exhibition services 
located outside the PRC  

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

• Advertising services where the 
related advertisement is released 
outside the PRC 

Logistics and ancillary services • Warehousing services where the 
location of the warehouse is outside 
the PRC  

• 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 the 
PRC)  

Radio, film and television 
services 

• Broadcast and distribution of radio, 
films and television programs 
outside the PRC 

• Production of radio, films and 
television programs for overseas 
entities 

 
For completeness, it should also be noted that Circular 37 also provides for 
certain R&D and design services, as well as international transportation 
services provided by licensed operators, to be zero rated. SAT 
Announcement 13 of 2012 originally set out the corresponding 
implementation rules for zero rated services. That Announcement was 
recently updated following the release of SAT Announcement 47 of 2013, 
but it is substantially similar to the previous implementation rules.  
 
General requirements 
 
There are a number of general procedural and administration requirements 
set out in Announcement 52 which apply to all types of exported services 
eligible for exemption from VAT. They are:  
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• Services will only qualify for exemption if they are provided under a written 
contract; 

• Payment for the services must be made from outside of China. For 
intercompany service arrangements it is not uncommon in China for the 
head offices of a foreign company to pay their local headquarters in China, 
and then for the local headquarters to make payment to the branch in 
China which actually provided the services. This arrangement would 
negate the operation of the VAT exemption. As such, businesses in this 
position will need to consider revising their payment arrangements. 

• Businesses utilising the VAT exemption are required to separately account 
for the revenue from exported services, and calculate and ‘transfer out’ the 
applicable input tax. Importantly though, China’s VAT rules contain a 
special concession which allow taxpayers to claim full input VAT credits for 
fixed assets and intellectual property rights, notwithstanding that they may 
be used in a business which provides both exempt and taxable services. 
All other inputs which are not directly attributable to any revenue need to 
be apportioned. This is done using a revenue basis methodology as set out 
by Circular 37. 

• Where the VAT exemption conditions are satisfied, the service provider 
must not issue a special VAT invoice for the services. This ensures that no 
input VAT credit can be claimed by the recipient of the service. 

• Businesses claiming the VAT exemption are required to submit the 
following documents to the tax authorities at the time of claiming the VAT 
exemption: 

• A ‘Cross border taxable service tax recordal filing form’ which was 
issued at the time of release of Announcement 52; 

• The original and photocopy of the contract. Where the contract is not 
written in Chinese, a translation must be provided with the signature 
of the supplier’s legal representative or official stamp affixed. 

• The original and photocopy of proof that the service recipient is located 
overseas when the services were provided. Interestingly, 
Announcement 52 does not specify what that proof consists of. 
Presumably, it would be satisfied by the production of a Certification of 
Incorporation or similar evidence of the recipient company, or passport 
of the recipient individual. Where the original cannot be obtained, the 
copy must be affixed with a note “the photocopy is consistent with 
the original copy”, together with the signature of the legal 
representation or official stamp on it. Again, a Chinese translation must 
be provided with the legal representative’s or official stamp affixed. 

These conditions are broadly designed to ensure that the VAT exemption 
will only be satisfied where the cash flow, the service flow and the 
contract flow are all consistent.  

Announcement 52 also clarifies that services provided to taxpayers located 
in special Customs controlled zones, such as free trade zones and bonded 
logistics parks, do not qualify for VAT exemption. This will increase the 
purchase cost of these entities located in special Customs controlled 
zones since they are not subject to VAT on their sales of goods and cannot 
claim input VAT credits. This is consistent with the principle that those 
zones confer only special Customs and VAT status to goods, not services.  
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Special conditions for certain services 
 

In addition to the general conditions, there are a number of special conditions 
which must also be met to claim VAT exemption for certain specified services. 
They are: 
 
• For certain categories of services, VAT exemption only applies if the 

services are physically performed outside of China. In these situations, 
proof that the services were performed outside of China is required. This 
applies to engineering survey and exploration services, conference and 
exhibition services, warehousing services, leasing of tangible movable 
property, distribution and broadcasting services for radio and television 
programs, and advertising services. 

• For international transportation services from or to Hong Kong, Macau and 
Taiwan, by operators who do not hold the appropriate licence to be eligible 
to zero rate the services, or where the international transportation service 
is provided by a small scale taxpayer, then VAT exemption may apply. For 
these services, taxpayers are required to submit the original and 
photocopy of the proof that the international transportation took place. 

Self-assessment or  review 
 
Announcement 52 broadly requires taxpayers to  submit documents for review 
by the tax authorities in order to claim VAT exemptions for exported services. 
It does this by requiring taxpayers to submit the required documentation to the 
tax authorities as part of the tax filing process. Where a taxpayer submits 
materials which are defective, or otherwise incomplete, then the tax 
authorities will generally return the materials to the taxpayer and ask them to 
resubmit. Furthermore, if a contract is amended after the services have been 
approved for VAT exemption, then the process must be recommenced. 
 
Interestingly, there is a suggestion that compliance with the VAT exemption 
conditions will be monitored regularly by the tax authorities, which is to be 
expected given their concessional nature. 

 
Refunds 
 
As noted previously, in the absence of the implementation rules many 
taxpayers have been unable to access these concessions in certain cities and 
provinces in China. Announcement 52 helpfully provides that taxpayers in this 
position are entitled to prepare the required documentation and apply for a 
refund for past periods.  
 
Taxpayers in this situation will not only need to prepare the required 
documentation, but will also need to consider the following additional 
processes: 
 
• Transferring out the related input VAT credits arising from the exemption 

being claimed; 

• Potentially amending prior year’s corporate income tax returns, given that 
the effect of accessing the VAT exemption will affect both revenues and 
costs; 

• Applying for a refund of local levies and surcharges with the local tax 
bureaus in addition to a refund of the output VAT paid; 

• Recalling any special VAT invoices issued to service recipients where the 
VAT exemption is being claimed; 
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• Considering whether the VAT ‘saving’ needs to be passed on to the 
service recipient under their contract. 

Announcement 52 does not specify the timeframe when refunds must be 
sought for prior periods, but affected taxpayers would be advised to take 
action as soon as possible. 

 
KPMG comment 
 
The release of Announcement 52 will be welcomed by taxpayers. It sets out 
the procedures which taxpayers must follow to take advantage of the 
exemptions from VAT for exported services. This will hopefully go a long way 
to ensuring more consistent practices between tax officials in different 
locations. 
 
For the most part, taxpayers who genuinely provide services which are 
exported to an overseas party should be readily able to satisfy the 
implementation procedures. That is, the documentation or evidentiary 
requirements are not any greater than should ordinarily exist in the normal 
course of business. 
 
In practice, KPMG has seen that the exemptions for exported services are 
most often applicable in situations involving intercompany service 
arrangements, such as occurs where a foreign company’s wholly owned entity 
in China provides back office support services, internal management services, 
licensing of intellectual property rights, and enters into transfer pricing 
arrangements with its head office or regional office. These related entity 
arrangements may qualify for VAT exemption, but equally, may be scrutinised 
closely by the tax authorities. 
 
While Announcement 52 clarifies the procedural requirements for claiming 
VAT exemptions, a number of practical issues still remain, such as: 
 
• For the export of consulting services (including many intercompany 

services), what degree of connection must there be between the services 
provided and goods or real estate in China so as to disallow eligibility for 
VAT exemption? 

• Where services are provided under a single contract, some of which 
qualify for VAT exemption and others which do not, can a taxpayer 
apportion and claim the VAT exemption for the export component? 

• Where a taxpayer has provided services prior to the release of 
Announcement 52 and charged VAT to their customer under a ‘gross up’ 
provision, will they need to pass on any refund they obtain to their 
customer? 

• Where a taxpayer uses standard form contracts with their overseas 
customers, will they be required to submit a copy of the standard contract 
every time they wish to claim VAT exemption, or will there be a 
streamlined process? 

Taxpayers who previously accessed the VAT exemption on the basis of being 
allowed to self-assess eligibility will need to apply for review by the tax 
authorities  as part of the VAT record filing process. KPMG can assist in 
advising whether certain services can enjoy the benefit of VAT exemption, and 
with the process of filing claims for VAT exemption as well as any refunds of 
VAT and local levies. 
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