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Tax Newsflash

2018 Guidance issued on refund of
uncredited input VAT to certain
industries

China's Ministry of Finance (MOF) and the State Administration
of Taxation (SAT) issued guidance (Caishui [2018] No. 70
(Circular 70)) on 27 June 2018 that clarifies the decision
announced during the executive meeting of the State Council
on 28 March regarding the one-time refund of uncredited input
VAT for enterprises in certain industries. The uncredited input
VAT refers to excess of input VAT over output VAT.

According to Circular 70, the list of taxpayers eligible for an
uncredited input VAT refund and the refund amounts must be
registered with the MOF and SAT before 31 August 2018, and
the uncredited input VAT will be refunded before 30
September.

Eligible industries

The uncredited input VAT refund policy applies to two
categories of industries:

e The advanced manufacturing industry, such as equipment
manufacturing, and the modern services industry such as
R&D. There are 18 industries in this category (click for
the industry category list in Chinese), with priority given to
the following key industries in granting the refund: new
information technology; advanced numerical control
machine tools and robots; aerospace equipment; marine
engineering equipment and high-tech vessels; advanced
railway equipment; energy-saving and new energy
vehicles; electronic equipment; agricultural machinery; new
materials; biomedical and high-performance medical
devices; as well as high-new tech enterprises, advanced
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technology service enterprises and small and medium-sized
technology-based enterprises.

e Power grid enterprises.
Requirements

Taxpayers applying for an uncredited input VAT refund must
have a tax compliance rating of A or B.

Calculation of the refund amount

The “refundable uncredited input VAT amount” is equal to the
uncredited input VAT for the assessment period before the
taxpayer requests the refund multiplied by the refund ratio.
However, it should be noted that the refundable uncredited
input VAT amount is capped at the uncredited input VAT
amount at the end of 2017.

The "refund ratio" will be calculated as the proportion of the
credited input VAT in VAT special invoices, customs import VAT
payment receipts and tax payment receipts (for VAT
withholding) to the total credited input VAT in the calculating
period. For taxpayers registered before 1 January 2015, the
calculating period will be years 2015 to 2017, and for
taxpayers registered after 1 January 2015, the calculating
period will be the actual operating period.

Timeline

The provincial finance and tax authorities will register the list
of taxpayers eligible for the uncredited input VAT refund and
the refund amounts with the MOF and SAT before 31 August
2018. The actual refund will be granted before 30 September
2018.

According to the VAT rules, uncredited input VAT normally may
be used only to offset future output VAT and cannot be
refunded. As a result, uncredited input VAT potentially can
create cash flow issues for enterprises, especially those with
large initial capital investments and long construction cycles.
The government has conducted some studies and pilot
programs regarding the uncredited input VAT refund in specific
industries/areas, but this is the first time the government has
implemented an actual policy for various industries throughout
the country. The success of the policy will provide a frame of
reference for future rollouts of a refund for uncredited input
VAT. Although the scope of Circular 70 is limited to a one-time
refund in 2018, we understand the authorities may formulate
future policies based on the implementation of this policy.

The issuance of Circular 70 is welcome news for advanced
manufacturing industries, high-tech industries and the power
grid industry since the refund can release cash immediately,
which should help to alleviate cash flow issues. Considering the
total available refund amounts are limited, not all enterprises
will be able to benefit from the policy. In this regard,
enterprises should consider taking the following actions:



e Evaluate the company’s eligibility (e.g. whether it is a
covered industry, its tax compliance rating, etc.) as soon as
possible, determine where any uncredited input VAT exists
and the amount in order to ascertain whether the company
can satisfy the conditions to qualify for the refund. In the
case of groups, an assessment should be made for each
group entity.

e Enterprises that are eligible for the refund should ensure
they adhere to any subsequent regulations issued by the
local authorities, proactively communicate with the local tax
bureaus to understand local practices and rules on how to
apply for being included on the registered list for the refund
and take appropriate steps;

e Enterprises included on the registered list should continue
to communicate with the tax authorities and prepare
required documents (if applicable) to ensure the relevant
amount is successfully refunded.

Deloitte's indirect tax service team will continue to follow the
progress of the regulation. Please feel free to contact us if you
have any questions.
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