
 
  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

China adjusted VAT & consumption tax policies for 
exported goods and services  

 
 
Background 
 
China’s Ministry of Finance (MoF) and the State Administration of 
Taxation (SAT) jointly issued Cai Shui [2012] No. 39 (Circular 39) on May 
25, 2012. Later on, the SAT issued SAT Announcement [2012] No.24 
(Announcement 24), making adjustments to the existing VAT & 
consumption tax (CT) refund (exemption) policies for exported goods and 
services. Before promulgation of Circular 39 and Announcement 24, 
China’s export tax refund regime was governed under different official 
regulations that were difficult to administer. Circular 39 and 
Announcement 24 have put the existing export tax refund (exemption) 
policies introduced since 1994 into a clear, standardised, systematic 
order, and adjusted and improved the policies to create a better 
environment for export enterprises in terms of tax burden, simplified 
reporting procedures and easier implementation.  
 
The key points of Circular 39 and our discussions are summarised 
below: 
 

1. Main differences between Circular 39/Announcement 24 and the 
original export tax refund (exemption) policies 

 
• The scope of exported goods and services eligible for export tax 

refund (exemption) has been supplemented and adjusted. For 
example, some goods and services previously subject to export 
taxes are now exempt, and the scope of exported goods that are 
taxed as domestic sales has also been narrowed.  
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• The scope of the goods procured by manufacturing enterprises 
that are eligible for export tax refunds (exemptions) has been 
expanded, and more goods have been deemed 
so-called ’self-manufactured goods’, including those goods 
relevant to an enterprise’s self-manufactured goods.  

 
• The tax basis for computing export tax refunds (exemptions), the 

refund rate and the relevant computation methods have been 
supplemented and adjusted. 

 
• Administrative measures relating to the filing deadline and the 

filing documents for export tax refunds (exemptions) have also 
been supplemented and adjusted. 

 
2. Structure of Circular 39 

 
Circular 39 streamlined export tax refund (exemption) policies in the 
following order: 
 

• Articles 1 to 5: export VAT refund policy 
 

• Article 6: export VAT exemption policy 
 

• Article 7: export VAT taxation policy  
 

• Article 8: export CT refund (exemption) policy 
 
• Article 9: other provisions for export VAT & CT refund 

(exemption) policy 
 

3. Main changes to export VAT refund policy 
 

The main changes made to export VAT refund policy were: 
 

 
Definition of export enterprises 

Circular 39 provided the definition of export enterprises, including: 
 

• Entities or individually-owned businesses that have lawfully 
completed company registration, tax registration and foreign 
trade business registration, and that export goods themselves or 
on a consignment basis  
 

• Manufacturing enterprises that have lawfully completed 
company registration, tax registration, but not foreign trade 
business registration, and that export goods on a consignment 
basis.  

 
The definitions above explicitly exclude foreign trade enterprises, as well 
as individuals that do not have import and export rights and export goods 
on a consignment basis. 
 

 
Expanded scope of products deemed ’self-manufactured’ 

Circular 39 provided that the goods that are relevant to the production 
and operation of an enterprise can be deemed ’self-manufactured’ 
products, and that the enterprise may claim export tax refunds 
(exemptions) on exports of such goods provided that the enterprise 
satisfies all the requirements set below: 
 

• Since the enterprise entered operation, it must never have 
defrauded tax authorities in its export tax refunds, issued false 
VAT special invoices or agriculture products purchase invoices, 
or received false VAT special invoices (except for receiving false 
VAT special invoices in good faith) 
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• The enterprise must be a VAT general taxpayer  
 

• The enterprise must have been in operation for two or more 
years 

 
• The enterprise must have a tax compliance rating of ‘A’ 

 
• The enterprise’s sales turnover for the prior year shall be over 

RMB500 million 
 

• The enterprise’s goods procured for export shall be the same 
type of or relevant to its manufactured goods. 

 

 

The VAT completion certificate issued by Customs is included as an 
export refund filing document  

Circular 39 and Announcement 24 include VAT completion certificate 
issued by Customs as export refund filing documents. In the old 
provisions, the VAT completion certificate issued by Customs cannot be 
used as evidence for claiming export tax refunds. As such, foreign trade 
enterprises could not claim export VAT refunds for exports of their 
imported goods (other than processed, repaired or replaced goods on a 
consignment basis). The new provisions resolve this issue. 
 

 

Export tax refund policy is adjusted for raw materials that a foreign trade 
company consigns to other companies for processing, repair and 
replacement 

Circular 39 has adjusted tax refund policies for raw materials that a 
foreign trade company consigns to other companies for processing, 
repair and replacement. Under the old rules, tax refunds for the raw 
materials used in processing, repair and replacement of such goods shall 
be computed on the basis of the input value indicated on the VAT special 
invoice and the tax refund rate applicable to the raw materials. In addition, 
such tax refunds shall be computed separately from the tax refundable 
for processing fees paid thereunder. 
 
According to Circular 39, in those cases where a foreign trade enterprise 
consigns processing, repair or replacement of raw materials to 
manufacturing enterprises (except for bonded materials procured and 
imported in a processing trade), the materials used therein shall be priced 
and sold to the consignee, who shall include the cost of raw materials 
into its processing or repair fees and invoice the consigner. The amount 
indicated on the invoice shall be the basis for computing VAT refund for 
the export of the finished goods. The refund rate shall be the one 
applicable to such finished goods. 
 
Under Circular 39, the method for computing export tax refunds has been 
simplified by combining raw materials costs and processing fees into one 
basis for computing tax refunds on exported goods against applicable 
refund rates. The simplified method reduces the workload on those 
foreign trade enterprises that have considerable consigned processing, 
repair and replacement business. Under Circular 39, foreign trade 
enterprises may claim more tax refunds if their applicable tax refund rate 
on raw materials used in consigned goods processing, repair and 
replacement is lower than the tax refund rate applicable to such export 
goods. Otherwise, they shall claim a smaller tax refund. 
 

 
The scope of export VAT refund for aviation food is expanded 

Under the old regulations, only foreign air companies are entitled to 
export VAT refunds on food served on their international flights. Under 
Circular 39, this entitlement has been extended to domestic aviation 
supply companies for food sold to domestic air companies for 
consumption on their international flights. It is noteworthy that 
aviation-related goods other than food, such as fuel, are not included 
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within the scope of these changes. 
 

4. Some points for attention 
 

The second item in Circular 39, Article 1, provides that goods entering 
into the customs special area following customs declaration by export 
enterprises, which are sold to entities or individuals located in such area 
or located overseas shall be deemed to be exported, and that an export 
tax refund shall apply to these goods. This remains unchanged. However, 
the customs special area specified in Circular 39 does not include the 
customs bonded area. Therefore, if export enterprises sell goods that are 
declared at customs to entities or individuals located in the customs 
bonded area or overseas, these sales shall be deemed as domestic sales 
and export tax refund (exemption) policies shall not apply. 
 
The following issues have yet to be clarified in Circular 39: 
 
According to the third item in Circular 39, Article 4, the basis for 
computing tax on exported goods processed by manufacturing 
enterprises with input tax-free materials procured domestically shall be 
determined at the FOB (Free On Board) price of such exported goods 
after deducting the value of the input tax-free materials procured 
domestically. However, the following points have yet to be clarified:  
 

•  ’Input tax-free materials’ have not been specifically defined 
 

• It would be difficult for manufacturing enterprises to separately 
account for the domestically-procured tax free materials used to 
produce goods for export and goods for domestic sales; they 
may need a methodology that will allow them to make such an 
apportionment. Neither Circular 39 nor Announcement 24 
provide the documents or methodologies that the tax authority 
can rely upon to verify the value of the domestically-procured 
tax-free materials upon which manufacturing enterprises can 
claim deduction for export tax refund purposes. 

 
Therefore, there is uncertainty in the practical application of the provision 
above. Owing to this uncertainty, the SAT may provide specific guidance 
for this provision at some point in the future. 
 

5. Main changes in export VAT exemption policy 
 
Exported goods for which a VAT refund application or the relevant 
supporting documents are not submitted within the stipulated period are 
now exempt from VAT 
 
Circular 39 provides that the exported goods and services for which the 
export enterprises or other entities fail to submit VAT refunds or 
exemption applications, or otherwise fail to provide the complete set of 
supporting documents required for claiming export VAT refunds or 
exemptions in accordance with the relevant stipulations, shall still be 
deemed as exported goods and services to which export VAT exempt 
policy may apply. Before, exports of such goods and services would be 
deemed as domestic sales and be subject to VAT. 
 
The above-mentioned exported goods and services shall include: 
 

• Exported goods and services for which the taxpayer fails to file a 
VAT refund (exemption) request within the stipulated period 
 

• Exported goods and services for which the taxpayer fails to 
provide an ’Export Consignment Certificate’ within the stipulated 
period for export on a consignment basis 

 
• Exported goods and services for which the taxpayer requests a 

VAT refund but fails to provide supporting documents to the tax 
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authorities within the stipulated period. 
 
The above provision has lowered the entitlement threshold for the export 
VAT refund (exemption). This refund (exemption) is made available to 
export enterprises that fail to submit a VAT refund (exemption) 
application for exported goods, or which fail to provide the complete set 
of supporting documents required to claim export VAT refund (exemption) 
in accordance with the relevant stipulations. This is one of the significant 
developments brought about by Circular 39. It is worth noting that as this 
provision is effective from January 1, 2011, enterprises may lodge their 
claims to the tax authority for refunds of VAT paid on the 
above-mentioned goods and services after the said date in accordance 
with the old provisions. 
 
New rules are provided with respect to exports by non-export enterprises 
on a consignment basis 
 
As mentioned previously, Circular 39 specifically excludes trading 
enterprises that do not have import and export rights from export 
enterprises. Circular 39 also provides that the export tax exemption policy 
shall apply to goods exported by these non-export enterprises on a 
consignment basis, and that an export VAT refund is not available in this 
case. Prior to the issuance of Circular 39, this was unclear. 
 
Non-listed manufacturing enterprises are entitled to export tax 
exemptions on exports of non-deemed self-manufactured products 
 
Export of self-manufactured and deemed self-manufactured products by 
non-listed manufacturing enterprises shall be subject to the general 
export tax refund (exemption) policy. Under the old regulations, exports 
of procured goods that did not qualify as deemed self-manufactured 
products by non-listed manufacturing enterprises were subject to export 
taxes. Pursuant to Circular 39, exports of the non-deemed 
self-manufactured products by non-listed manufacturing enterprises shall 
be exempted from export VAT. 

 
Provisions for export tax refunds (exemptions) are clarified with respect 
to exports of goods for which special invoices are acquired by foreign 
trade enterprises 

 
Circular 39 clearly provides that the export tax exemption policies shall 
apply to goods for which export enterprises have obtained common 
invoices, waste materials purchasing vouchers, agricultural product 
purchasing invoices, or government non-tax income vouchers (such as 
for goods sold by the government at auction). 
 
Provisions for export tax refunds (exemptions) are clarified with respect 
to the goods sold to Special Zones  
 
Circular 39 further clarifies that the goods in a Special Zone that are sold 
within one Special Zone or between different Special Zones shall be 
deemed as export goods, to which the export tax exempt policy shall 
apply. 
 
The new regulations provide export enterprises the option of giving up 
tax exemption treatment  
 
A new provision introduced in Circular 39 gives export enterprises the 
autonomy to renounce tax exemption treatment and choose to be taxed 
on their exported goods. If exports of goods and services enjoy tax 
exemption treatment, the input tax paid on such goods cannot be 
credited and needs to be charged to the cost of goods. However, if 
export enterprises give up tax exemption treatment and choose to be 
taxed, the input tax credit can be claimed. As such, some export 
enterprises may obtain tax savings by giving up export tax exemption 
treatment.  
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In addition, Announcement 24 provides that once an enterprise opts to 
relinquish the above tax exemption treatment, its tax treatment cannot 
be changed for 36 months. Enterprises must be prudent in making their 
choice, which should involve a careful comparative analysis of tax 
burdens and costs. 
 
Provisions for export tax refunds (exemptions) are clarified for exported 
goods declared under ’trade in tourism and shopping’ 
 
As it has become increasingly common in some areas for foreign tourists 
to declare exported goods at customs using a ’trade in tourism and 
shopping’ declaration, Circular 39 clarifies that the export tax refund 
(exemption) policy shall apply to these export goods as well. Specifically, 
it shall apply to export goods declared by enterprises with foreign trade 
licenses on consignments by foreign tourists. 
 
Provisions for eexport tax refunds (exemptions) are clarified for goods 
sold in duty-free shops  
 
Circular 39 re-clarifies that goods sold by state-approved duty-free shops 
(including duty-free import goods and the goods for which a tax refund or 
exemption has been claimed) shall be deemed as export goods, to which 
an export tax exemption shall apply. 

 
6. Changes in export VAT policy 
 
The method for computing output tax on exported goods processed 
under contract is adjusted 
 
Originally, Caishui [2004] No.116 provided that the output tax on goods 
processed under contract exported by a general VAT payer shall be 
computed using the applicable VAT rate (17 percent or 13 percent), while 
at the same time the value of the bonded import materials used for 
contract processing of the exported goods shall be deducted from the tax 
base thereof. Later on, Guoshuifa [2006] No.102 adjusted this method by 
providing that output tax on the goods under contract processing 
exported by a general VAT payer, if export of such goods is subject to 
VAT, shall be computed using the VAT levy rate (six percent prior to 2009 
and three percent after 2009), and that the value of the bonded import 
materials used for contract processing of the export goods shall not be 
deducted from the tax base thereof. 
 
Circular 39 provides for a reversion to the method of computation 
provided for by Caishui [2004] No.116. 

 
Foreign trade enterprises should be taxed for selling their imported 
materials 
 
Circular 39 clearly provides that if export enterprises carrying out contract 
processing business price and sell customs-bonded import materials to 
other enterprises for processing without Customs’ approval, sales of 
such materials shall be subject to VAT and CT pursuant to the relevant 
regulations. However, since in the event of such transactions customs 
will recover import duties and VAT previously waived on the 
customs-bonded import materials, it must be clarified whether the import 
VAT paid on such import materials is creditable against the output tax to 
be recovered. Circular 39 does not clarify this issue. 
 
New provisions have been set out for export tax fraud 
 
In dealing with tax fraud related to exports of silver-contact switches and 
gold headphones, both Circular 39 and Announcement 24 provide that if 
gold, platinum, silver, diamond, gem, jade, pearl or high value materials 
account for more than 80 percent of the materials cost of the exported 
goods, the export tax policy applicable to such materials shall apply to the 
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exported goods, i.e., tax exemptions, tax levies or tax refunds at a low 
rate (five percent).  

 
7. Changes have been made by Circular 39 and Announcement 24 

with regard to the administration of export tax refunds 
(exemptions) 
 

The deadline for claiming export tax refunds (exemptions) is extended 
 
Announcement 24 has extended the time limit for enterprises to claim 
export tax refunds (exemptions). It provides that enterprises may apply to 
their competent tax authority for export tax refunds (exemptions) during 
each VAT filing period from the month following that in which they make 
customs declaration on their export goods until April 30 of year following, 
with a maximum length of 470 days from the date of customs export 
declaration. The extended period allows enterprises to have more time to 
prepare the required documents for claiming tax refunds (exemptions). 

 
Examination and approval requirements for advance export tax refunds 
have been adjusted 

 
Circular 39 has adjusted the scope of the export goods for which tax 
refunds can be claimed in advance against the presentation of export 
contracts and sales sub-ledgers, as well as the conditions laid down for 
enterprises manufacturing such exported goods (see Guoshuifa [2004] 
No.79). 

 
Circular 39 has made the following changes: 

 
− the aforementioned scope has been expanded to include 

transportation vehicles, machinery and equipment for which the 
production cycle is more than one year 
 

− restrictions on export volumes greater than USD 30 million are 
lifted 

 
− the condition that the enterprise shall own certain assets has 

been modified such that the net assets of the enterprise in the 
prior year shall be more than three times of the sum of VAT and 
CT refunds on export goods in the same period 

 
− enterprises’ records of non-compliance have been changed to 

include acts of tax evasion, issuing false invoices and receiving 
false invoices, in addition to acts of fraud involving export tax 
refunds. 

 
Large equipment manufacturing enterprises engaged in the export 
business should pay special attention to these provisions. 

 
The probation period for export tax refunds (exemptions) to small 
enterprises and enterprises newly engaged in the export business is 
eliminated 

 
Previously under Caishui [2002] No.7, small enterprises and enterprises 
newly engaged in the export business were supervised for a probation 
period, and their receipt of a cash refund took 12 months. Following the 
12-month period, an enterprise newly engaged in the export business will 
be administratively classified as ’normal’. An enterprise newly engaged in 
the export business refers to an enterprise that has not passed 12 
months from the date it first entered the export business. Circular 39 has 
cancelled this 12-month probation period rule for small-scale enterprises 
and enterprises newly engaged in the export business.  

 
New provisions are set out for administration of applications for tax 
exemptions on exported goods 
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Both Circular 39 and Announcement 24 provide that for tax exemptible 
exported goods other than goods sold by enterprises located in 
customs-bonded areas such as export processing zones, export 
enterprises should apply to their competent tax authority for tax 
exemptions by completing a ’Detailed Form for Tax Exemptible Exported 
Goods and Services’ and officially submitting the relevant electronic data 
within the month following that in which their tax-exemptible business 
takes place. 
 
If the enterprises fail to apply for tax exemptions in accordance with the 
provisions above, such tax-exemptible exported goods shall be subject to 
VAT pursuant to the provisions for domestic sales. 
 
Therefore, if an export enterprise fails to submit an application for export 
VAT refunds or exemptions on its exported goods or services within the 
specified time limit, such exports will be deemed domestic sales and 
subject to VAT and CT as levied on domestically-sold goods and 
processing, repair and replacement services. 
 

8. No significant changes have been made to CT refund (exemption) 
policy for exported goods 

 
No significant changes are made to CT refund (exemption) policy for 
exported goods. 
 

9. Circular 39’s entry into effect 
 
Circular 39 provides that the following provisions become effective 
retroactively on January 1, 2011: 
 

− exported goods for which a VAT refund (exemption) application 
is not submitted or for which a complete set of relevant 
supporting documents has not provided within the stipulated 
period are exempt from export VAT; 
 

− duty-free import goods sold by duty-free commodity operating 
enterprises to their affiliated duty-free shops are exempt from 
VAT 

 
− goods sold by duty-free shops at retail are exempt from VAT 

 
− food sold by domestic aviation supply companies to domestic 

air companies for their international flights is eligible for tax 
refund. 

 
Announcement 24 provides that the provisions regarding the deadline for 
claiming export tax refunds (exemptions), the deadline for claiming export 
tax exemptions (referring solely to exported goods for which a VAT 
exemption application has not been submitted or a complete set of 
relevant supporting documents has not been provided within the 
stipulated period) and the deadline for applying for issuance of ’Export 
Consignment Certificate’ shall also come into effect retroactively on 
January 1, 2011. All other provisions of Circular 39 and Announcement 24 
shall become effective on July 1, 2012. 

KPMG observations 

Circular 39 and Announcement 24 represent a significant breakthrough 
for the exported goods and services VAT refund (exemption) regime. 
 
Firstly, Circular 39 and Announcement 24 have distilled and streamlined a 
complicated body of export tax refund (exemption) policies, enabling the 
taxpayer to use the policy more easily, and helping the tax authority to 
regulate the implementation of the policies. As far as the taxpayer is 
concerned, a comprehensive understanding of all the provisions of 
Circular 39 and Announcement 24 is necessary. 
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Secondly, Circular 39 and Announcement 24 have loosened the 
restrictions export tax refunds (exemptions) with respect to (among other 
aspects) the conditions on exported goods, the scope of entitlements, 
the application time limit and the documents to be submitted in the 
application so as to create a more relaxed environment for export 
enterprises, and to reduce the burden they have to bear. The 
promulgation of Circular 39 and Announcement 24 is policy guidance 
designed to encourage export. In particular, export enterprises should 
consider their handling of the changes made in export tax refund 
(exemption) policies, especially how they can benefit through effective 
utilisation of the new provisions in Circular 39 and Announcement 24. 

 
Thirdly, Circular 39 and Announcement 24 speak to the tax authority’s 
concerns surrounding tax evasion stemming from new forms of trading 
and export business. Specifically, provisions are set out regarding export 
tax exemptions on trade in tourism and shopping, as well as measures 
against tax refund fraud through the export of goods containing high 
value materials such as gold, silver and diamonds. It is expected that the 
Chinese tax authority will continue to probe tax fraud emerging from new 
forms of trade, and issue regulations designed to address it. 
 
Last but not least, we have noticed that Circular 39 and Announcement 
24 have maintained some existing export tax refund (exemption) 
practices. For example, manufacturing enterprises shall claim VAT 
refunds on export of their goods and services by adopting the ’exempt, 
credit and refund’ method, while foreign trade enterprises shall claim 
VAT refunds through the ’exempt and refund’ method. According to 
international practice, such differential treatment shall be unified; that is, 
both manufacturing enterprises and foreign trade enterprises shall use 
the ’exempt, credit and refund’ method to claim their VAT refund on 
export of goods and services. However, given China’s special 
circumstances, Circular 39 and Announcement 24 have maintained the 
current practice outlined above. In the future, the Chinese tax authority 
may issue supplementary rules to Circular 39 and Announcement 24 that 
will bring China’s export tax refund (exemption) system in line with 
international practice. 
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