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Tax Newsflash
Export VAT refund rates increased on
over 1,400 goods

On 17 March 2020, China’s Ministry of Finance and the State
Taxation Administration (STA) issued Bulletin 15 increasing
VAT refund rates for 1,464 goods as from 20 March 2020, in
order to reduce VAT costs for exporters.

Background

Exporters generally obtain a refund of VAT incurred on
exported goods. The refund is implemented through a refund
rate based on the HS customs code used for the exported
goods (which can be different from applicable VAT rates on the
same goods). If the refund rate is lower than the applicable
VAT rate on such goods, the VAT incurred on the exported
goods cannot be fully refundable and any non-refundable VAT
must be absorbed by the exporter.

In order to encourage exports, the State Council decided on 10
March 2020 (as later implemented by the issuance of Bulletin
15) to increase the refund rates on certain goods to correlate
with the applicable VAT rates on the same goods (except for
goods considered to be highly pollutant, consume high
amounts of energy, or be resource intensive in the
manufacture of such goods).

Rates

Prior to Bulletin 15, the refund rates for exported goods were

13%, 10%, 9%, 6%, and 0%. The new rates implemented in

Bulletin 15 are 13%, 9%, and 0%. As before, for the 0% rate,
no refund is allowed.

Affected goods



Bulletin 15 increases export VAT refund rates on 1,464 goods,
which represents about 16% of the total HS code items in the
tariff schedule, including:

e 1,084 goods with an increased rate of 13% (e.g., certain
silicon dioxide products and certain acyclic hydrocarbons
formerly subject to a 10% rate); and

e 380 goods with an increased rate of 9% (e.g., pork, beef,
lamb, certain nuts, and coffee products formerly subject to
a 6% rate).

The rate increases affect a broad range of sectors such as
agriculture, animal husbandry, food processing, chemicals,
plastic and rubber, paper, ceramics, iron and steel, and non-
ferrous metal. Furthermore, a substantial number of goods
with increased rates (more than 620) are organic chemical
products.

Most goods in chapters 54 through 66 (certain textile
products) and chapters 84 through 96 (machinery and
mechanical appliances; vehicles, aircraft, vessels, and
associated transport equipment; and measuring, checking,
precision, and medical or surgical instruments and apparatus)
of the harmonized tariff schedule are not affected by the rate
increases as their rate was already 13%.

With the increased refund rates, many exporters will obtain a
full refund of the VAT incurred on exported goods. Affected
exporters should:

e Update the export VAT refund rate information in their
systems and monitor the implementation guidance issued
by local tax authorities;

e Evaluate the potential economic impact of the increased
export VAT refund rates;

e Review pricing strategy and negotiate with foreign buyers
on price adjustments if necessary and commercially
feasible; and

e Consider whether their overall business model can be
optimized further due to the increased refund rates.
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