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Tax Newsflash

Grasp new opportunities, meet new
challenges——Customs issues new
regulations on credit management

China’s General Administration of Customs issued two bulletins
(Bulletins [2018] No. 177 and No. 178) on 28 November 2018 that
update the "Standards for Customs Certified Enterprises" and make
adjustments to the "Measures for Enterprises Credit Management of
the Customs of the People's Republic of China" (Order of the General
Administration of Customs No. 237, or "Credit Measures" - see

issued on 8 March 2018) that became effective
on 1 May 2018. The new version of the standards will apply as from
1 January 2019.

Overview

The bulletins revise the customs rules relating to enterprise credit
management and the main changes are as follows:

Encourage proactive disclosure

The credit measures released in March 2018 state that a company's
voluntary disclosure of a customs violation that results in a warning
from the customs authorities or a fine of less than RMB 50,000 may
not be used as a record of the company’s credit status.

The bulletins increase the threshold for negative credit record
behavior from RMB 50,000 to RMB 500,000, which should provide an
incentive for the voluntary disclosure of violations, and further
reflects the spirit of the Customs authorities’ policy to encourage
enterprises to comply with the law, and identify and take the
initiative to disclose violations.

Integrate inspection and quarantine regulations
Based on the State Council's deployment plan, the responsibilities

and teams for the administration entry-exit inspections and
quarantines have transitioned from the State Administration of
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Quality Supervision, Inspection and Quarantine to the General
Administration of Customs ("GAC") since 20 April 2018.

The bulletins incorporate the relevant credit management standards
of the state administration’s entry-exit inspection and quarantine
measures into the credit measures and standards, which should help
reduce institutional and administrative transaction costs of
enterprises.

Update and refine certification standards

The new version of the standards sets different certification
requirements for different types of enterprises, and the original
unified certification standards have been replaced by "1 + 3"
standards (i.e. 1 common standard and 3 individual standards) of
which the three individual standards are applicable to three types of
entities (i.e. consignors and consignees of import and export goods,
customs declaration enterprises and foreign trade comprehensive
service enterprises).

Restrictive provisions are added to some standards, and an
enterprise no longer will be deemed to be compliant if it is able to
make improvements to certain noncompliant items within a
prescribed period.

The four basic standards of internal control, financial status,
compliance and trade safety are retained, but the following changes
are made:

1) Internal controls: Standards are added to enhance the
importance of internal audit and information systems, such as:

e A certified company is required to conduct an annual
internal audit to ensure continuous compliance with
customs certification standards; and

e General certified companies must have an information
system in place to manage their production and operation
activities and must create a data management program
for the system. Data must be retained for at least three
years.

2) Financial status: The original three financial-related capability
indicators are combined into a single comprehensive financial
status indicator that includes five ratios for assessment purposes.
The selection of the ratios generally is in line with international
and Chinese accounting standards. It is understood that in the
specific evaluation, the five ratios will apply in the following
order: asset-liability ratio, operating profit margin, return on
investment, quick ratio and cash coverage ratio to determine the
overall situation of the company's ability to pay, profit and pay
taxes. At the same time, the asset-liability ratio has the effect of
“one-vote veto,” and the company will receive a cumulative score
of five ratios calculated according to the weight of each ratio. The
previous practice whereby a company could pay a deposit to the
GAC or provide a letter of guarantee to compensate for the
failure of the financial indicators no longer would be accepted.

In addition, the requirement for submitting an audit report has
been added to the application for general certification.

3) Compliance with the law: The main changes include:

e The criteria for advanced certified enterprises are stricter
in that the upper limit of the rate of overdue tax
declaration of the previous year and the period in this year
up till the last month when applying for certification is
reduced from 5% to 3%;



e Certified enterprises only may be included in the directory
of enterprises with abnormal credit information for
customs purposes once during the year and for no more
than 30 days. The external credit criteria of advanced
certified enterprises are amended to include the
requirement that neither the enterprise nor the relevant
personnel of the enterprise are included in the national list
of jointly-punished enterprises and personnel acting in bad
faith within two years. The requirement for a general
certified enterprise is within one year;

e Where a certified enterprise is an import and export
consignor or consignee, a new compliance criteria of
processing trade is added.

4) Trade security: Employee archive management is added.

5) Additional standards: The new criteria for enterprises to obtain
certified customs status no longer will include the additional
standards, which means that enterprises meeting the former
additional standards (e.g. being located in a special customs
supervision zone) no longer will receive bonus points, and it may
be more difficult for such enterprises to obtain certification.

A primary concern for businesses once the new criteria are in effect
will be how to attain certified enterprise status and how to maintain
the existing credit rating. Businesses may wish to conduct a self-
assessment in line with the updated criteria and consider taking
steps to rectify mistakes or prevent risks, including:

e Improving the internal audit system and conducting a self-
examination of the risks of import and export business at least
annually to ensure ongoing compliance;

e Creating and/or enhancing the information system and
corresponding modules to optimize management and decision-
making, and considering the addition of error rectification
functions or modules in the information system to address root
causes of noncompliance risks;

¢ Making full use of the advance ruling system before importing
goods to improve the certainty of classification, price examination
and declaration of origin, and identify any risks on a timely basis
after the import of goods, through internal audit and procedure
review; where violations are identified, associated risks may be
avoided or mitigated through voluntary disclosure;

e Submitting the annual credit information report to the GAC in
accordance with relevant rules to avoid a potential adverse
impact on certification resulting from inclusion in the directory of
enterprises with abnormal credit information;

e Reviewing and strengthening the compliance status of an
enterprise in other areas and improving credit management of
relevant personnel to mitigate the risk of a downgraded credit
rating resulting from a failure to comply with other obligations;
like other government departments, the GAC offers incentives to
enterprises acting in good faith and takes punitive measures
against those acting in bad faith;

e Observing the inspection and quarantine compliance
management requirements within the new criteria; and

e For processing trade enterprises, focusing on the specific
requirements in the new criteria and possibly considering
optimizing bonded goods management through information
systems to ensure the authenticity and accuracy of data. This
may include applying to the GAC for a verified work order pilot
program, if necessary.

Against the backdrop of the development of a comprehensive credit
system, the GAC emphasizes good faith and compliance with the



rules, with penalties for noncompliance. To benefit from the
preferential treatment available to certified enterprises, businesses
likely will need to strengthen their internal control and supervision
processes.

Authors:

Yi Zhou

Partner

+86 10 8520 7512
jchow@deloitte.com.cn

Duncan Yang Grace Yang

Senior Advisor Senior Manager

+86 10 8512 5264 +86 22 2320 6648
duyang@deloitte.com.cn gyang@deloitte.com.cn

If you have any questions, please contact:

Hong Kong Beijing
Sarah Chin Yi Zhou
Partner Partner
+852 2852 6440 +86 10 8520 7512

sachin@deloitte.com.hk jchow@deloitte.com.cn

Shanghai Guangzhou

Liqun Gao Janet Zhang

Partner Partner

+86 21 6141 1053 +86 20 2831 1212
ligao@deloitte.com.cn jazhang@deloitte.com.cn
Frank Tang

Partner

+86 23 8823 1208
ftang@deloitte.com.cn

000DQOOG®OBBG

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited
by guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of
its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte
Global”) does not provide services to clients. Please see About Deloitte for a more detailed
description of DTTL and its member firms.

Privacy


mailto:jchow@deloitte.com.cn
mailto:duyang@deloitte.com.cn
mailto:gyang@deloitte.com.cn
mailto:sachin@deloitte.com.hk
mailto:jchow@deloitte.com.cn
mailto:ligao@deloitte.com.cn
mailto:jazhang@deloitte.com.cn
mailto:ftang@deloitte.com.cn
http://www2.deloitte.com/cn/en/pages/about-deloitte/articles/about-deloitte.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

Thank you for your interest in Deloitte China services. Deloitte China would like to continue to use
your personal information (in particular name and contact details) for the purpose of sending you
marketing and regulatory updates, invitations to seminars and other events organized, sponsored
or promoted by Deloitte China. If you do not wish to receive further communications from Deloitte
China, please send a return email to the sender with the word “Unsubscribe” in the subject line.

If you would like to update your personal information, please click here.

Deloitte China refers to Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in
Macau, Deloitte Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland and
their respective affiliates practising in Hong Kong, Macau and the Chinese Mainland.

This communication contains general information only, and none of Deloitte Touche Tohmatsu
Limited, its member firms, or their related entities (collectively the “Deloitte Network”) is by means
of this communication, rendering professional advice or services. Before making any decision or
taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever
sustained by any person who relies on this communication.

© 2018 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte
Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word
“Unsubscribe” in the subject line.


http://www.deloitte-china.com/contact/data.html

