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Ministry of Finance
Notice on the Expansion of VAT Offset in Northeast China

To Finance Department of Liaoning, Jilin, Heilongjiang, Dalian Province/City, and National
Taxation Bureau:

According to “Opinions for the implementation of Revitalization strategy on old industrial bases
such as in Northeast China” (CPCCC [2003] No.11) issued by the CPC central committee and the
State Council, approved by the State Council, Ministry of Finance and National Taxation Bureau
established the “Expansion of VAT Offset in Northeast China” (hereafter referred to as this
Provision), is issued to you. Please observe and implement it.

For value-added tax general taxpayers engaged in military or high-tech products production,
outside the sectors of equipment manufacturing industry, petrochemical industry, metallurgy
industry, shipbuilding industry, automobile manufacturing, agricultural products processing
industry, if the provision needs to be put into practice, the specific requirements applicable to
them shall be stipulated separately after proposed from provincial Tax department and studied by
Ministry of Finance and National Taxation Bureau.

It is the vital measure for CPC central committee to revitalize the old industrial bases in Northeast
China and to accumulate experience for the national VAT transformation reform in the future, that
selecting several sectors to try out expanding VAT deduction scope in Northeast China. The
authorities concerned in pilot areas shall strengthen the leadership and organize the
implementation earnestly. If any problems in functions occur, report to the Ministry of Finance
and National Taxation Bureau ASAP.

Appendix: Provisions for Issues of Expanding VAT Deduction Scope in Northeast China
Ministry of Finance and National Taxation Bureau

14/09/2004



Appendix: Provisions for Issues of Expanding VAT Deduction Scope in Northeast China

1. This provision is formulated refer to the “Opinions for the implementation of Revitalization
strategy on old industrial bases such as in Northeast China” (CPCCC [2003] No.11) issued by
the CPC central committee and the State Council.

2. This provision is applicable to value-added tax general taxpayers (hereinafter referred to as
“tax payers”) mainly engaged in equipment manufacturing industry, petrochemical industry,
metallurgy industry, shipbuilding industry, automobile manufacturing, agricultural products
processing industry, in Heilongjiang Province, Jilin Province, Liaoning Province and Dalian
City. The “mainly” above means the annual sales of manufacturing, petrochemical,
metallurgy, shipbuilding, automobile manufacturing, agricultural products processing
productions produced by the tax payers accounts for 50 percent or more. The specific sectors
scope applicable to the provision is provided in annex.

3. Input VVATSs of tax payers on the issues below are approved to be deducted according to section
5:
(1) fixed assets purchased (including Donations and physical investment, similarly hereafter);
(2) goods purchased or taxable services used for self-made (including extension and
installation, similarly hereafter) fixed asset;
(3) fixed assets acquired by financial leasing, if only the lessor pay VAT as prescribed in The
Notification of Issues on Levying Turnover Tax of Financial Leasing Business by National
Taxation Bureau (NTB [2000] No.514);
(4) Transportation expenses paid for the fixed assets;
The “input VAT” in this section refers to the input VAT since and Invoiced after 1st July 2004,
provided by Legal tax deduction vouchers such as the VAT invoices, transport invoice and
customs import VAT covering warrant.

4. The “fixed assets” in this Provision is prescribed in the section 19 of PRC Detailed Rules for
the Implementation of the Provisional Regulations of VAT, which the real estate purchased and
homemade by tax payers is not included in.

5. The input VAT deductions of tax payers approved as listed in section 3 above shall not be
over the new VAT in the current year. The rest input VAT which was not deducted shall be
deducted in the next year if there is no new VAT or the new VAT is not enough to be
deducted. The tax arrears shall be deducted first if there is any VAT backorder.

The new VAT in the current year refers to the exceeding part of payable VAT than that of
2003.

In order to ensure the balance of the annual deduction, calculating the new VAT by period,
monthly deduction and liquidation by the end of the year shall be put into practice.

6. If only the existing enterprises merger, division, restructuring, reorganization, expansion,
removal, conversion and recruit new members, change leadership (or Affiliation), name
changing happens, the new VAT shall be calculated on the base of payable VAT in 2003 of the



original enterprise.

If the following circumstances occur during tax payers purchase fixed assets, the input VAT

shall not be deducted as prescribed in section 5:

(1) fixed assets is dedicated to non-taxable items

(2) fixed assets is dedicated to tax-exempt items;

(3) fixed assets is dedicated to collective well-being or personal consumption;

(4) Fixed assets are automobiles and motorcycles subject to consumption tax.

(5) Fixed assets are supplied to the organizations beyond the applicable scope of this
provision.
If the circumstances above occur to the fixed assets which was deducted or accounted for
the input VAT to be deducted, the tax payers shall calculate the non-deduction input VAT
as following formulas:
Non-deduction Input VAT = Net Fixed Assets X Applicable Tax Rates
The non-deduction input VAT may deducts the Deduction of VAT balances, if there is no
balance, transfer out of current input VAT.

The following behaviors of tax payers, shall be taken as selling goods:

(1) Self-made or delegate processing fixed assets is dedicated to non-taxable items

(2) Self-made or delegate processing fixed assets is dedicated to tax-exempt items;

(3) Self-made, delegate processing or purchased fixed assets is taken as investment, to supply
to other organization or self-employed;

(4) Self-made, delegate processing or purchased fixed assets is distributed to stockholders or
investors;

(5) Self-made or delegate processing fixed assets is dedicated to collective well-being or
personal consumption;

(6) Take self-made, delegate processing or purchased fixed assets as gratuitous gifts to others.

As to taxpayers whose behavior was taken regard as selling above without actual selling activities,
take the net fixed assets for selling as sale.

9.

If tax payers sell the fixed assets they already used, the acquired sales revenue shall be taxed
on the base of applicable tax rate, and the input VAT of fixed assets shall be deducted in the
following methods:

(1) If the input VAT of fixed assets has been account into the part to be deducted, reduce the
balance of input VAT of fixed assets and transfer it into the input VAT to be deducted
equivalent to the increasing amount of sales tax of fixed assets at meantime.

If the balance of input VAT of fixed assets to be deducted is lower than the sales tax of
fixed assets, all the balance can be transferred to the current input VAT to be deducted.

(2) If the fixed assets is not deducted or account into the input VAT of fixed assets to be
deducted, calculate the deductable input VAT as the formulas below:

Input VAT of used fixed assets to be deducted = Net Fixed Assets X Applicable Tax Rates
The input VAT of used fixed assets to be deducted can be account into current input VAT
directly.



10. The VAT refund policy for purchasing the homemade equipments in the total amount of
investment is not applicable for the foreign-investment enterprises which are included in the
implementation scope of this provision any more.

11. The Ministry of Finance and National Taxation Bureau are responsible for the interpretation
of this Provision.

12. This provision shall take effect as of 1% July, 2004. The specific operational approach and
interim measures shall be stipulated separately.

Appendix: The specific sectors scope of expending the VAT deduction

1. Equipment manufacturing industry includes general equipment manufacturing industry,
professional equipment manufacturing, electric machinery and equipment manufacturing,
instrumentation, cultural and office supplies manufacturing, communications equipment,
computer and other electronic equipment manufacturing, aviation aircraft manufacturing,
railway transportation manufacturing, traffic equipments and other transportation equipment
manufacturing.

2. Petrochemical industry includes petroleum processing, coking and nuclear fuel processing,
chemical raw materials and chemical products, chemical fiber manufacturing, pharmaceutical
manufacturing, rubber products, plastic products industry. This industry does not include coke
processing.

3. Metallurgy industry includes black metal smelting and rolling processing industry,
non-ferrous metal smelting and rolling processing industry. This industry does not include
electrolytic aluminum production enterprises or steel manufacturers with an annual output
below 2 million tons, special steel General steel less than 500,000 tons, ferroalloy production
of 100,000 tons.

4. Shipbuilding industry includes ships and floating equipment manufacturing industry.
5. Automobile manufacturing includes motor industry.

6. Agricultural products processing industry includes farm and sideline products processing
industry, food manufacturing, beverage manufacturing industry, textile industry, textile and
garment, shoes and hat manufacture, leather, fur, feather (down) and its products industry,
timber processing and wood, bamboo, cane, palm fibre and straw products, furniture
manufacturing, paper and paper products, crafts and other industries.

As to the specifications above, see “PRC national standards-national industrial classification”
GB/T
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