
 

 

 

 

 

 

 

 

 
 

RECENT DEVELOPMENT ON PRC VAT 
 

 

Further to Premier Li Keqiang's announcement of reducing the value added tax (VAT) rates in his 

annual government work report presentation on 5 March 2019, the Ministry of Finance, State Taxation 

Administration and the General Administration of Customs jointly issued Public Notice [2019] No.39 – 

“Relevant Policies for Deepening the VAT Reform” (“PN 39”) on 20 March 2019.  In addition to the 

VAT rate reduction, adjustment to input VAT policy is another important measure introduced by PN 39 

to ease the tax burden of businesses and consumers. 

 

PN 39 took effective from 1 April 2019.  In this Tax Flash, we will provide you the salient points of PN 

39. 

 

1. VAT RATE REDUCTION 

 
Pursuant to PN 39, the VAT rates of 16% and 10% are reduced to 13% and 9% respectively. 

 

After the reduction, the applicable VAT rates for the relevant industries (effective 1 April 2019) are as 

follow: -  

 

Classes of Taxpayer Type of Services 
VAT Rate  

(effective 1 April 2019) 

General VAT Payer 

- Sales / importation of general goods 

- Manufacturing and repair services 

- Leasing of movable property 

13% 

- Sales and imports of specified goods; 

- Transportation services 

- Construction services 

- Real estate 

- Transfer of Land Use right 

- Sale of immovable properties 

- Basic telecommunications services 

- Agricultural products and water and gas supplies 

9% 
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Classes of Taxpayer Type of Services 
VAT Rate  

(effective 1 April 2019) 

General VAT Payer 

- Research &Development (“R&D”) and 

technology services; 

- Information technology services; 

- Cultural and creative services; 

- Logistics auxiliary services 

- Authentication & consulting services 

- Financial services  

- Lifestyle services (i.e. food & beverage, 

hospitality and other services) 

- Transfer of intangible assets 

6% 

(remain unchanged) 

Small Scale VAT Payer - All services  
3% 

(remain unchanged) 

 

 

2. VAT REFUND RATES FOR EXPORT AND OVERSEAS TOURIST 

 
The export VAT refund rates are changed as follow: 

 

• 13% for goods and services that was originally subject to 16% VAT rate and export refund rate; 

and 

• 9% for goods and services that was originally subject to 10% VAT rate and export refund rate. 

 

The export VAT refund rates (before and after 1 April 2019) are summarized below: -  

 

 Before 1 April 2019 On or after 1 April 2019 

Export VAT refund rates 

0% 0% 

5% 5% 

6% 6% 

10% 9% 

13% 13% 

16% 13% 

 

For overseas tourists, the VAT refund rate is 11% (if the goods purchased are subject to 13% VAT rate) 

and 8% (if the goods purchased are subject to 9% VAT rate) respectively. 

 

 

3. PURCHASE OF AGRICULTURAL PRODUCT  

 

For agricultural product that was originally with a deemed input credit rate of 10%, the input credit rate is 

now adjusted to 9%.  For agricultural product that is purchased for manufacturing or consigned processing 

of goods subject to 13% VAT rate, the input credit rate is maintained at 10%. 

 

 

4. PURCHASE OF REAL ESTATE AND PROJECTS UNDER CONSTRUCTION 

 

Input VAT for purchase of real estate and construction services is now fully creditable in once (instead of 

claiming over a period of 2 years).  Any input VAT that is not yet creditable due to the application of the 

two-instalment credit method become creditable on 1 April 2019. 

 

  



 

 

 

 

5. DOMESTIC PASSENGER TRANSPORT SERVICES 

 

According to PN 39, taxpayer is now eligible to claim input VAT for domestic passenger transport services 

(e.g. domestic flights, rail and road transportation service)1.  In case the transportation service provider is 

unable to issue VAT special invoice, taxpayer should use the following to support its input VAT claim:  

 

• VAT electronic general invoices issued by transportation service providers; or 

• Qualifying tickets with the passengers’ identity indicated (e.g. e-ticket and travel itinerary for air 

transportation, tickets for railways/highways/waterways). 

 

6. SUPER INPUT VAT DEDUCTION AT 110% FOR “LIFESTYLE RELATED SERVICES”  

 

For the period from 1 April 2019 to 31 December 2021, general VAT payer engaged in the following 

lifestyle related services is eligible for a super input VAT deduction at 110%2: 

 

• Postal services 

• Telecommunications services 

• Modern services (including research and development and technical services, information 

technology services, cultural and creative services, logistics ancillary services, leasing services, 

forensics consulting services, broadcast and film services, business support services and other 

modern services)  

• Lifestyle services (including cultural and sports services, education and healthcare services, tourism 

and entertainment services, catering and accommodation services, accommodation, citizens daily 

services and other life services) 

 

To enjoy the super input VAT deduction, taxpayer should file a declaration to confirm that its sales from 

the above service activities accounts more than 50% of its total sales3.  

 

7. REFUNDS FOR INCREMENTAL EXCESS INPUT VAT  

 

A pilot program is launched to allow general VAT payers who meets all the following conditions to apply 

for a refund of 60% of its incremental excess input VAT: - 

 

• Started from April 2019, the incremental excess input VAT is more than zero (by comparing the 

VAT credit balance at the end of an assessment period against that on 31 March 2019) for a 

consecutive six months (or two consecutive quarters if VAT is filed on a quarterly basis);  

• The incremental excess input VAT is not less than RMB 500,000 at the end of the six-months period; 

• The taxpayer’s tax credit rating must be an “A” or “B”; 

• Taxpayer has not committed any fraud in relation to the false issuance of VAT special invoices, 

export VAT refunds, etc. in the past 36-months period; 

• The taxpayer has not been punished by the tax authorities two times or more for tax evasion in the 

past 36-months period; and 

• The taxpayer has not benefited from the VAT refund upon collection (即征即退) and VAT refund 

after collection (先征后返(退)) policies since 1 April 2019. 

 

                                                 
1  They are subject to the 9% VAT rate from 1 April 2019. 
2  No additional credit is available for the input VAT that is non-creditable in accordance with current regulations.  
3  If taxpayer is established on or before 31 March 2019, the sales % for the period April 2018 to March 2019 should 

be used.  If taxpayer is established on or after 1 April 2019; the sales % for the first three months should be used.  

In the latter case, taxpayer can enjoy the super input VAT deduction from the date it is registered as a general VAT 

payer. 



 

 

 

 

POINTS TO NOTE 
 

The Chinese economy has been slowing in recent years.  Being part of the 2 trillion RMB package the 

Chinese government seeks to reduce costs, especially for businesses affected by the tariff dispute with the 

US, it was made clear in Premier Li’s government report that the key purpose for this round of VAT changes 

is to stimulate economic and financial growth.  VAT cuts will most effectively lower business costs and 

product prices, stimulating consumption.   

 

It is no doubt that enterprises and consumers would welcome the measures introduced by PN 39.  

Nevertheless, these measures would also give rise to significant implications for businesses.  Taxpayers 

should take immediate action to revisit their procurement and expense processes, modify their business 

arrangements and improve their internal VAT management system. 

 

The government will continue to issue more guidance about the new VAT policies in the near future.  

Taxpayers should closely monitor the regulatory and practice developments and seek professional 

assistance where necessary.  



 

 

RSM Tax Advisory (Hong Kong) Limited 
 
RSM Hong Kong’s dedicated and experienced tax specialists can: 

 

➢ Advise on tax efficient holding and operational structures for new cross-border investment, including the formation 

of Hong Kong and Chinese business entities 

➢ Review existing cross-border investment structures, advise on identified deficiencies, quantify any potential 

exposure from such deficiencies, and further advise on restructuring approach and procedures 

➢ Assist clients to discuss and clarify matters with tax officials, including transfer pricing and advance rulings 

➢ Act as client representative in tax audits and tax investigations 

➢ Provide transaction support services on mergers and acquisitions, including tax due diligence, deal structure 

advice, tax health checks, related human resources arrangements and other tax compliance and consultation 

services 

➢ Advise on human resources and structuring employment arrangements in a tax-efficient manner 

➢ Advise on tax equalization schemes 

➢ Provide tax compliance services for individual and corporate clients in Hong Kong and China 

 

The aim of Tax Flash is to alert readers to recent developments. The information is general in nature and it is not to be 

taken as a substitute for specific advice.  RSM Hong Kong accepts no responsibility for any loss that occurs to any 

party who acts on information contained herein without further consultation with us.  If you have any comments or 

require further information, please contact: 

 
Mr. Eric Chen 
T +852 2583 1259 
E ericchen@rsmhk.com 
 

Mr. Samuel Chan 
T +852 2583 1242 
E samuelchan@rsmhk.com 

Ms. Lilian Poon 
T +852 2583 1241 
E lilianpoon@rsmhk.com 
 

Mr. Patrick Ho 
T +852 2583 1258 
E patrickho@rsmhk.com 
 

Mr. Caesar Wong 
T +852 2508 2851 
E Caesarwong@rsmhk.com  

Ms. Catherine Tsang 
T +852 2583 1256 
E catherinetsang@rsmhk.com  
 

Mr. Chan Ka Ho 
T +852 2583 1249 
E khchan@rsmhk.com 

Ms. Joanna Lee 
T +852 2583 1317 
E joannalee@rsmhk.com 
 

Mr. Alan Chow 
T +852 2583 1378 
E alanchow@rsmhk.com 
 

 

RSM Tax Advisory (Hong Kong) Limited 

29th Floor, Lee Garden Two 

28 Yun Ping Road 

Causeway Bay, Hong Kong 

T +852 2598 5123 

F +852 2598 7230 

E tax@rsmhk.com 

www.rsmhk.com 

RSM Tax Advisory (Hong Kong) Limited is a member of the RSM network and trades as RSM. RSM is the 

trading name used by the members of the RSM network.  

Each member of the RSM network is an independent accounting and consulting firm, each of which practices 

in its own right. The RSM network is not itself a separate legal entity of any description in any jurisdiction. 

The RSM network is administered by RSM International Limited, a company registered in England and Wales 

(company number 4040598) whose registered office is at 50 Cannon Street, London EC4N 6JJ. 

The brand and trademark RSM and other intellectual property rights used by members of the network are 

owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of 

Switzerland whose seat is in Zug. 
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