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On 21 March 2022, China’s Ministry of Finance and the State Taxation
Administration issued Bulletin [2022] No. 14 (Bulletin 14), which expands the
scope of the more preferential refund policy for "newly increased unutilized
input VAT" to small and micro-sized businesses in all sectors and medium and
large-sized businesses in specified sectors. Prior to Bulletin 14, such refunds
were available only to certain manufacturing businesses. Bulletin 14 also allows
qualifying businesses a one-off refund of any unutilized input VAT incurred
prior to 1 April 2019. Bulletin 14 is effective as from 1 April 2022.

Background

Prior to 1 April 2019, when a taxpayer had unutilized input VAT (i.e., creditable
input VAT in excess of output VAT), its only option generally was to carry
forward the unutilized input VAT to offset against output VAT incurred in the
subsequent tax period; in other words, it was not possible to obtain a refund of
unutilized input VAT.



A pilot program, effective as from 1 April 2019, allowed qualifying businesses in
all sectors to obtain a partial refund of the "newly increased unutilized input
VAT," which was computed by comparing the unutilized input VAT at the end
of an assessment period against that on 31 March 2019. This policy was later
modified to provide larger refund amounts at an earlier stage for qualifying
manufacturing businesses.

Highlights of Bulletin 14
Qualifying businesses
Bulletin 14 applies to two categories of businesses:

e Small and micro-sized businesses in all sectors; and

e Medium and large-sized businesses in six sectors (manufacturing, science
research and technology services, electricity/heat/gas/water generation
and supply, software and information technology services, ecology and
environment protection, and transportation, warehousing, and postal
services).

To qualify for the preferential policy in Bulletin 14, a business falling in the
above categories must satisfy the following conditions:

e The business must have an "A" or "B" tax credit rating;

e The business must not have any record of tax fraud on export VAT refunds
or refunds of unutilized input VAT, or certain noncompliance with respect
to the issuance of VAT special invoices, during the 36-month period before
the input VAT refund application;

e The business must not have been subject to penalties for tax evasion more
than one time during the 36-month period before the input VAT refund
application; and

e The business must not have benefited from certain industry-specific VAT
preferential (refund) policies (e.g., refund of VAT for qualifying software
products if the VAT burden is greater than 3%) since 1 April 2019.

Refund of newly increased unutilized input VAT

The refundable amount is equal to the newly increased unutilized input VAT
multiplied by the input VAT component ratio multiplied by 100%.

The newly increased unutilized input VAT is computed by comparing the
unutilized input VAT at the end of an assessment period against that on 31
March 2019. If the enterprise has successfully claimed the one-off refund of
the unutilized input VAT incurred prior to 1 April 2019 (see below), the
unutilized input VAT on 31 March 2019 will be reduced to zero.

The input VAT component ratio is the percentage of input VAT that has been
claimed for credit and supported by VAT special invoices (including unified
invoice for sales of motor vehicles), customs import VAT certificates, and
withholding tax clearance certificates to the total input VAT claimed for credit
for the period from 1 April 2019 through the tax assessment period preceding
the refund application. Since a fully digitalized VAT invoice pilot program has
been introduced, Bulletin 14 confirms that fully digitalized VAT special invoices
are considered to be VAT special invoices to compute the ratio.

One-off refund of unutilized input VAT incurred prior to 1 April 2019

The refundable amount is equal to the lower amount between the unutilized
input VAT at the end of the assessment period preceding the refund
application and that on 31 March 2019 multiplied by the input VAT component
ratio multiplied by 100%.



Example: A qualifying business had CNY 1 million of unutilized input VAT on 31
March 2019. The business applied for a one-off refund of unutilized input VAT
incurred prior to 1 April 2019 in the VAT filing period of April 2022. The input
VAT component ratio is assumed to be 100%.

e [f the unutilized input VAT at the end of the assessment period of March
2022 is CNY 1.2 million, the refundable amount would be CNY 1 million; or

e [f the unutilized input VAT at the end of the assessment period of March
2022 is CNY 0.8 million, the refundable amount would be CNY 0.8 million.

For taxpayers whose VAT is collected on monthly basis, a VAT filing period
generally refers to the first 15 days of each month. The VAT liabilities for a
calendar month must be assessed and filed within the filing period of the next
month.

First filing period to claim refunds

The refund of newly increased unutilized input VAT can be claimed on monthly
basis. A qualifying business may start claiming refunds in the April 2022 filing
period.

The first filing periods to claim the one-off refund of unutilized input VAT
incurred prior to 1 April 2019 are listed in the table below. A qualifying business
may choose to claim the refund in the first filing period or any other future
filing period.

Business category First filing period
Micro-sized businesses April 2022
Small-sized businesses May 2022
Medium-sized businesses in specified sectors ~ May 2022
Large-sized businesses in specified sectors October 2022

According to a government report released in early March 2022,
enhancements to the refund of unutilized input VAT is one of the key tasks of
the central government in the tax policy arena for 2022. The total refunds of
unutilized input VAT is estimated to reach CNY 1.5 trillion in 2022. Bulletin 14
has been issued to fulfill the above task and reflects the government’s
continuing support to small and micro-sized businesses and certain industries,
which may benefit from the new policy with improved cash flows.

Since the introduction of the program to allow refunds of unutilized input VAT,
this is the first time the tax authorities have allowed refunds of unutilized input
VAT incurred prior to 1 April 2019. The tax authorities are expected to gain
more experience from the implementation of Bulletin 14 and then may
consider whether to expand the scope further to benefit more sectors.

Affected businesses should consider the following:

e Businesses should evaluate their eligibility for the refund under Bulletin 14
as soon as possible, including a review of their status against the conditions
set out in Bulletin 14 and the accuracy of their computation of unutilized
input VAT.

e According to Bulletin 14, a business may not be entitled to the refunds of
unutilized input VAT if it has already enjoyed certain industry-specific VAT
preferential (refund) policies since 1 April 2019, unless it repays such tax
benefits before 31 October 2022. Therefore, if a business is eligible for
both the refunds of unutilized input VAT under Bulletin 14 and certain
other industry-specific VAT preferential (refund) policies, it may need to



carefully assess and compare the benefits it may receive under the
different preferential regimes and choose the more beneficial policy.

e A qualifying business may choose to carry forward the unutilized input VAT
to credit against any future output VAT rather than claim the refunds of
such input VAT. Affected businesses should perform a cost-benefit analysis
to determine whether they should make the election.
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