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Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no responsibility for the 

contents of this announcement, make no representation as to its accuracy or completeness and expressly disclaim any 

liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this 

announcement. 
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Pilot Programme of Replacing Business Tax with Value-added Tax 

 
This announcement is made pursuant to Rule 13.09 of the Rules Governing the Listing of the 

Securities on The Stock Exchange of Hong Kong Limited and Part XIVA of the Securities and Futures 

Ordinance (Cap. 571 of the Laws of Hong Kong). 

 

The Board of Directors (the “Board”) of China Telecom Corporation Limited (the “Company”) 

announces that the Company was notified by the relevant regulatory authorities that, among others,  

the pilot programme of replacing business tax with value-added tax (the “VAT Reform”) will be 

extended to cover the telecommunications industry. The pilot tax rate for basic telecommunications 

services (including voice communication, lease or sale of network resources) will be 11% while the 

pilot tax rate for value-added telecommunications services (including, among others, internet access 

services, short and multimedia messaging services, transmission and application service of electronic 

data and information) will be 6%, which will be implemented nationwide effective 1 June 2014.  

Moreover, with effect from 1 June 2014, the Company will not be required to pay business tax of 3% 

on the telecommunications services as the business tax will be replaced by the value-added tax 

(“VAT”). 

  

The VAT Reform constitutes a major national tax reform.  Despite its expected significant adverse 

impact on the operating profit of the Company in the short term, after taking into account the key 

measures and considerations as mentioned below, it is expected that the VAT Reform will be 

beneficial to the corporate sustainable development in the long run with its negative impact being fast 

alleviated over the years. The Company will tackle it in full strengths and at the same time further 

enhance its operation management, endeavouring to mitigate the short term adverse impact of the VAT 

Reform. 

 

VAT is a tax detached from selling price and pursuant to the International Financial Reporting 

Standards, the operating revenues will be presented in the financial statements as excluding any value–

added tax collected on behalf of the relevant regulatory authorities. Assuming that in practical 

operation the VAT could not be correspondingly borne by the customers, it is expected that the 

implementation of the VAT Reform would have a negative impact on the operating revenues (net of 

tax) to a certain extent. Meanwhile, at present some of the expenditures of the Company do not qualify 
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for input VAT credits, including, among others, depreciation and amortisation and personnel expenses.  

As a result, it would be difficult for the operating expenses to decline at the same rate as that for the 

operating revenues. Therefore, it is expected that there would be a significant adverse impact on the 

operating profit of the Company in the short term. 

 

In the future, the Company will further strengthen its operation management, proactively and steadily 

respond to the impact brought by the national tax reform. The Company will strive to increase its 

revenues and lower the average tax rate of output VAT, lower its costs and increase the input VAT 

credits, aiming to increase its future profit.  Key measures and considerations include: 

 

(i) optimising development models, enhancing pricing mechanisms, marketing models and tariff 

package design so as to increase the revenues and lower the average tax rate of output VAT; 

 

(ii) following the comprehensive deepening of the Company’s strategic transformation, the proportion 

of  revenues generated from value-added telecommunications services is expected to increase, 

resulting in a lower average tax rate of output VAT; 

 

(iii) implementing stringent costs control and enhancing procurement management so as to lower the 

costs and  increase the input VAT credits; 

 

(iv) following the continual expansion of the national VAT Reform to other industries, it is expected 

that more operating costs and investments will be entitled to input VAT credits in the future; and 

 

(v) the input VAT credits of capital expenditures are timing differences, which have relatively less 

contribution to the profit for the current period. However, they can reduce the carrying amounts of 

fixed assets, resulting in a reduction of depreciation expenses, which can enhance the profit of the 

Company in the future. 
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The following illustration is solely intended to help investors to have a preliminary understanding of 

certain accounting treatment of the VAT Reform under the International Financial Reporting Standards. 

All the figures of revenues and operating expenses in the illustration are hypothetical and are not 

intended to reflect the operating profile of the Company. The illustration is not intended to give a 

comprehensive picture of the accounting treatment of the VAT Reform, nor reflect the financial impact 

of the VAT Reform on the Company. Therefore, investors should be cautioned not to unduly rely on 

these figures. 

 

 

 

 

 

 

 

 

 

 

 

 

       

 

 

 

 

 

 

 

 

 

 

(RMB )  Under 

existing 

Business 

Tax regime  

     

 Under 

 VAT   

regime  

 

 

VAT 

payable  

                                                                                                       

 

 

Remarks  
                                                       

(Hypothetical) 

 

Basic telecommunications 

service revenues 

 

                   

35 

 

 

       

31.53 

 

           

3.47 

 

                                                

Subject to 11% VAT tax rate  

 

Value-added 

telecommunications service 

revenues  

65 

 

61.32 3.68 Subject to 6% VAT tax rate 

  100  92.85    

 Less : Business tax  (3)  -   Assuming business tax rate of 3% 

Reported operating revenues  

(net of tax) 
97 

 
92.85 

  
-4.3% 

  

 

Less: Personnel expenses &  

depreciation and 

amortisation 

(35) 

 

(35.00) - 

                                                     

The relevant costs do not qualify for 

input VAT credits 

Network operating and 

support, selling, general and 

administrative & other 

operating expenses  

(55) 

 

(53.00) (2.00) 

 

Assuming 40% of the expenses  

qualify for input VAT credits with 

an average deduction tax rate 

assumed to be 10% 

       

(1.14) 

 

 

Assuming 50% of the capex amount 

of RMB 25 qualify for input VAT 

credits with an average deduction  

tax rate assumed to be 10%                                         

Operating profit 7  4.85   
-30.7% 

       4.01   
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In the meantime, investors are advised to exercise caution in dealing in the securities of the 

Company. 

 

  By Order of the Board  

            China Telecom Corporation Limited                       

Wang Xiaochu  

     Chairman and Chief Executive Officer 

Beijing, PRC, 30 April 2014 

 

FORWARD-LOOKING STATEMENTS 

Certain statements contained in this announcement may be viewed as “forward-looking statements” 

within the meaning of Section 27A of the U.S. Securities Act of 1933 (as amended) and Section 21E 

of the U.S. Securities Exchange Act of 1934 (as amended). Such forward-looking statements are 

subject to known and unknown risks, uncertainties and other factors, which may cause the actual 

performance, financial condition or results of operations of the Company to be materially different 

from any future performance, financial condition or results of operations implied by such forward-

looking statements. In addition, we do not intend to update these forward-looking statements. Further 

information regarding these risks, uncertainties and other factors is included in the Company’s most 

recent Annual Report on Form 20-F filed with the U.S. Securities and Exchange Commission (the 

“SEC”) and in the Company’s other filings with the SEC. 

As of the date of this announcement, the Board of Directors of the Company consists of Mr. Wang 

Xiaochu as the chairman and chief executive officer, Mr. Yang Jie as the president and chief 

operating officer, Madam Wu Andi as the executive vice president and chief financial officer, Mr. 

Zhang Jiping, Mr. Yang Xiaowei, Mr. Sun Kangmin and Mr. Ke Ruiwen as the executive vice 

presidents, Mr. Xie Liang as the non-executive director and Mr. Wu Jichuan, Mr. Qin Xiao, Mr. Tse 

Hau Yin, Aloysius, Madam Cha May Lung, Laura, Mr. Xu Erming as the independent non-executive 

directors. 


