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In July 2016, China’s State Administration of Taxation (SAT) issued
revised Measures for Classification of Enterprises Eligible for Export
Tax Refund (Exemption) (SAT Bulletin [2016] No. 46, or “Bulletin
46”) which apply as from 1 September 2016. Bulletin 46, together
with supplementary guidance provided in Bulletin 61,1 constitutes
the framework for the current assessment classification of export
enterprises and reflects some changes to the classification
assessment criteria and related measures that should make it easier
to qualify for favorable treatment and expedite the export tax
refund (exemption) process.2 Aside from the fact that China’s “social
credit” system is becoming increasingly important, provisions
relating to the classification of export enterprises should be taken
into account by enterprises carrying out exports.
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Background
In response to the Chinese government's goals to establish a sound
social credit system, optimize export tax refund services and ensure
compliance with the export tax refund regulations, the SAT began
implementing a system for classifying enterprises that are eligible
for export tax refunds as from 1 March 2015. This system
categorizes export enterprises as Classes 1 to 4, and the tax
1

Bulletin on Further Optimizing the Administration of Tax Refund (Exemptions) on Exported Goods for Foreign Trade Service

Enterprises (SAT Bulletin [2016] No. 61), which became effective on 1 October 2016.
2
For purposes of this article, export tax refunds (exemptions) collectively are referred to as “export tax refunds.”

authorities use different factors for the categorization and offer
various services for each class. Class 1 and Class 2 enterprises
enjoy simplified administrative procedures and priority in filing for
export tax refunds and, therefore, may achieve a better cash flow
than enterprises falling in Class 3 or 4.
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The revised measures in the new bulletins generally lower the
standards for enterprises to be treated as Class 1 enterprises;
hence, more enterprises may enjoy the preferential treatment
available for Class 1 enterprises. The revised measures also provide
separate sets of assessment criteria for Class 1 enterprises that are
foreign trade enterprises and foreign trade service enterprises;
previously, the same set of criteria applied to all enterprises.
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Assessment criteria
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In accordance with the revised classification measures, an
enterprise still may be categorized as a Class 1 to 4 enterprise for
purposes of administering VAT export refunds. The major factors
that are taken into account in determining the classification of an
enterprise include the following:
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•
•
•
•
•

Whether the export enterprise has the appropriate
production capacity (applicable only to a manufacturing
enterprise);
Whether the export enterprise has been involved in the
issuance of false VAT special invoices3 or other violations of
the export tax refund regulations;
Whether the export enterprise has established a
comprehensive internal control system for export tax
refunds;
Whether the net assets of the export enterprise reach a
certain threshold; and
Whether the export enterprise has committed other acts
involving seriously dishonest behavior.
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The assessment criteria to qualify as a Class 1 enterprise under the
revised measures depends on the type of the export enterprise,
namely, whether it is a manufacturing enterprise, a foreign trade
enterprise or a foreign trade service enterprise. Because they have
no production capacity or manufacturing sites and possibly no
warehouses or inventory in China, foreign trade enterprises and
foreign trade service enterprises generally are perceived as
enterprises with a higher export tax refund compliance risk from a
regulatory perspective. Accordingly, the Class 1 assessment criteria
for such enterprises is more stringent than the criteria for
manufacturing enterprises.

Tel: +86 20 2831 1212
Email: jazhang@deloitte.com.cn
Western China
Chongqing
Frank Tang
Partner
Tel: +86 23 8823 1208
Email: ftang@deloitte.com.cn

It is important to note that compliance rating of an export
enterprise for general tax, customs and foreign exchange purposes
also will be considered in determining its classification for export
VAT refund (exemption) purposes, as shown in the following table:

3

The issuance of false invoices may be interpreted broadly, to include a situation where the information included in an invoice

was inconsistent with the actual facts (e.g. an invoice was issued for a fake transaction).

Classification of
the export
enterprise
Class 1
Class 2
Class 3
Class 4

General tax
compliance rating

Customs
compliance rating

Foreign exchange
compliance rating

A or B

Certified enterprise*
or general enterprise

A* or B

Dishonest enterprise

C

C (or not assessed
yet)
D

*To qualify as a Class 1 enterprise, a foreign trade enterprise or foreign trade service enterprise must
be a customs certified enterprise and obtain an "A" rating for foreign exchange compliance.
Administrative measures
Under Bulletins 46 and 61, the SAT has adopted administration measures for export enterprises that
vary depending on how the entity is classified. The main measures include the following:
•
•

•
•
•

“Green channels” (special service areas) are introduced for Class 1 enterprises, which are given
priority in claiming export tax refunds, and a key contact system is established to expeditiously
resolve issues relating to export tax refunds for such enterprises.
Class 1 enterprises that also have an "A" rating for general tax compliance purposes may enjoy
other measures that facilitate the administration in respect of finance, social security, etc.,
according to general guidance jointly issued by the Ministry of Finance, the SAT and other
government departments.
For qualified Class 1 enterprises that claim an export tax refund, the process can be accelerated
and completed within five business days.
For Class 2 and Class 3 enterprises, the export tax refund formalities can be completed within
10 and 15 business days, respectively.
For Class 4 enterprises, there is generally no deadline to finalize the export tax refund process.
The tax authorities are required to conduct rigorous examinations of such enterprises.
§ For Class 4 manufacturers’ exports of goods, the tax authorities are required to evaluate the
manufacturer’s production capacity and tax payment status; if the goods were purchased
from external parties but are deemed to be self-made,4 the tax authorities will inspect a
certain percentage of the goods.
§ For Class 4 foreign trade service enterprises, the tax authorities are generally required to
inspect a certain percentage of the exported goods by sending a confirmation letter to
relevant parties, and the refund formalities must be completed within 20 business days after
accepting the enterprises' export tax refund filings.

Comments
The tax authorities regard the examination involved in granting an export tax refund as a key
responsibility in combatting illegal means of generating fraudulent export tax refunds for goods or
services (such as the use of false VAT special invoices, false claims and the purchase of documents for
customs declarations), and they usually conduct inspections involving a production capacity assessment
and investigations into the invoices for exported goods. If the authorities discover export tax refund
irregularities (e.g. receipt of false VAT special invoices due to inadequate internal controls) during an
examination that were ignored by the enterprise, the authorities may disqualify the enterprise from the
export tax refund; sometimes, the tax authorities may delay the export tax refund process to rule out
any uncertainties, even if no specific noncompliance has been identified. In extreme cases, the export
tax refund may be suspended for a long period of time that seriously hinders the regular operations of
an enterprise.
As noted above, the SAT began implementing the classification system for export enterprises in March
2015, which represented a change in the tax authorities' administration process, under which
enterprises with higher compliance ratings may accelerate the tax refund process and improve their
cash flow, and the tax authorities also can reduce the related administrative burden. The revised
4

For a manufacturer's exports of goods that were purchased from external parties, a VAT refund generally will not be granted

on such goods unless the goods are deemed to be self-made products by the manufacturer.

measures lower the standards to qualify as a Class 1 enterprise (for instance, the revised measures
removed the requirement of "no violations in the export tax refund regulations" and instead changed it
to "no involvement in issuance of false special VAT invoices or other violations of the export tax refund
regulations for the recent three years") and shorten the duration for completing export tax refund
formalities in general, which should be more favorable to enterprises with good compliance records.
Export enterprises should consider applying for certification as a Class 1 enterprise to accelerate the tax
refund progress and improve operating efficiency. However, enterprises planning to apply for Class 1
certification should focus on the following actions:
•

Establish a sound internal control system concerning export tax refunds:
A comprehensive internal risk control system for export tax refunds can reduce the incidence of
receiving false VAT special invoices in good faith during the procurement process, which can
enhance the enterprise's compliance in relation to export tax refunds. A sound internal control
system also is required in the assessment criteria for a Class 1 enterprise.
Because of its particular characteristics, an export tax refund has different requirements from other
general tax-related matters. A comprehensive internal control system must ensure accurate
computing of the tax refund amount, to avoid not only potential risks of a tax law violation due to
excessive tax refund claims, but also potential losses caused by an undervalued tax refund.
Therefore, export enterprises must place great importance on the establishment of an internal
control system for export tax refunds and, if necessary, should seek professional advice.

•

Maintain high ratings for general tax compliance and foreign exchange administration,
and timely apply for customs authorized economic operator (AEO) certification:
As mentioned above, the compliance ratings for general tax, customs and foreign exchange
administration purposes are significant factors in the assessment criteria for Class 1 enterprises.
Therefore, export enterprises planning to apply for Class 1 certification must ensure they have good
compliance records involving foreign exchange, customs and other tax-related matters.
It is important to note that foreign exchange receipts and payments, as well as import and export
declarations for goods, are closely linked to export tax refunds. Export enterprises should
coordinate the compliance management of foreign exchange, customs and export VAT refunds, to
improve the enterprise's rating for all types of classified administration and facilitate beneficial
interactions among the three areas.
In the meantime, considering that the customs authorities actively are promoting AEO certification
and that to achieve Class 1 status foreign trade enterprises and foreign trade service enterprises
must be certified by customs (i.e. they must be a type of China customs-certified enterprise, such
as an advanced certified enterprise or a general certified enterprise), export enterprises planning to
apply for Class 1 certification should actively prepare for AEO certification.
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