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In the dynamic tax landscape of China, businesses face a myriad of challenges, including staying abreast of evolving policies. One such policy, the
Value-Added Tax (VAT) Additional Deduction Policy, has been a focal point since its introduction.

As businesses enter 2024 and look to optimise their tax strategies, a pertinent question arises: Are businesses still eligible to benefit from the VAT
additional deduction?

Flashing back to early 2019, the Chinese government has gradually issued several VAT additional deduction policies to promote the development of
specific industries and alleviate the tax burden on businesses. This article provides insights into the VAT Additional Deduction Policy, addressing the
key questions such as the eligibility criteria, calculation methods, and treatment of special scenarios.

(A) Which types of industry are still eligible for the VAT additional deduction?

The VAT Additional Deduction Policy in China provides VAT additional deduction rates for certain industries based on their business activities. These
additional deductions are aimed at supporting and incentivising specific sectors of the economy.



Types of Industry of the Taxpayer

Definition of Their Business Activities

VAT Additional
Deduction Rate
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Applicable Period

Taxpayers engaged in production- | Taxpayers who provide postal services, 5% 1 January 2023 to 31 December 2023
oriented services telecommunication services, modern services

and consumer services, and their revenue from

these services accounts for more than 50% of

their total revenue.

*Not applicable from 2024 onwards

Taxpayers engaged in consumer Taxpayers who provide consumer services and 10% 1 January 2023 to 31 December 2023
services their revenue accounts for more than 50% of i )

their total revenue. Not applicable from 2024 onwards
Taxpayers engaged in advanced Taxpayers who are High-New-Technology 5% 1 January 2023 to 31 December 2027
manufacturing industry enterprises (including their non-corporate

branches) in the manufacturing industry.
Taxpayers engaged in integrated Taxpayers who are engaged in the designing, 15% 1 January 2023 to 31 December 2027
circuit industry production, closed beta testing, as well as

supplying of equipment and materials of

integrated circuits.
Taxpayers engaged in industrial Taxpayers who manufacture and sell the 15% 1 January 2023 to 31 December 2027

master machine industry

products, complying with the “Basic Standard of
Advanced Industrial Master Machine Products”
issued in Announcement [2023] No.44 of the
Ministry of Finance, the State Taxation
Administration, the National Development and
Reform Commission and the Ministry of
Industry and Information Technology.
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(B) How to calculate the amount of the VAT additional deduction?
Understanding the following calculation methods can help businesses in China to optimise their VAT deductions.

e Calculation of the VAT additional deduction amount deductible in the current period

= Balance of VAT additional deduction amount at the end of previous period + VAT additional deduction provision in the current period - VAT
additional deduction amount decreased in the current period

e Calculation of the VAT additional deduction provision in the current period
= Deductible VAT input amount in the current period x Applicable VAT additional deduction rate

(C) What are the special scenarios related to the VAT Additional Deduction Policy?

The VAT Additional Deduction Policy in China provides for specific scenarios that govern the treatment of deductible additional deduction amounts

under varying circumstances. By understanding and applying these scenarios, businesses can maximise their tax benefits and ensure compliance with
the regulations.

1. Where the pre-deduction VAT amount payable is zero, businesses are permitted to carry forward the entire deductible VAT additional
deduction amount for the current period to the next period for deduction.

2. Where the pre-deduction VAT amount payable is a positive number and exceeds the deductible VAT additional deduction amount for the
current period, businesses are allowed to deduct the full deductible VAT additional deduction amount for the current period from the
pre-deduction VAT amount payable.

3. Where the pre-deduction VAT payable is a positive number and less than or equal to the deductible VAT additional deduction amount for the
current period, businesses can deduct the deductible VAT additional deduction amount for the current period from the current tax payable,
until the balance of the tax payable is zero. Any remaining deductible VAT additional deduction amount for the current period, which is not
fully deducted, can be carried forward to the next period for further deduction.
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Next steps for businesses

1. Eligibility assessment
Businesses should first assess their eligibility for the VAT additional deduction. This involves reviewing their types of industry and ensuring it
falls within the scope outlined by the policy. It is crucial to stay updated with any changes or clarifications issued by the tax authorities.

2. Calculation of VAT additional deduction
Once eligibility is confirmed, businesses need to calculate the amount of the additional deduction accurately. This requires understanding the
prescribed percentage and any specific rules or guidelines provided by the tax authorities.

3. Documentation and compliance
To benefit from the VAT additional deduction, businesses must ensure VAT compliance with documentation requirements. This includes
retaining relevant invoices and vouchers to support the VAT deduction claim.

4. VAT Declaration and reporting
Correctly filling in the deduction amount in the VAT declaration form is crucial for businesses to enjoy the corresponding tax benefits.
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Key Takeaway

In conclusion, navigating China's VAT landscape, especially concerning the VAT Additional Deduction Policy, requires careful consideration and
compliance with regulations. Businesses can benefit significantly from engaging tax advisors to assist in understanding the policy, ensuring eligibility,
calculating the deduction accurately, and complying with reporting requirements. By taking these steps, businesses can optimise their tax strategies
and maximise their benefits under the VAT Additional Deduction Policy.
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and maximising opportunities for our clients across diverse tax jurisdictions.
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Get in touch with us today to take
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