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Tax Risk Management

Statement Administration of Taxation (SAT) issued Guidelines (Tentative) on Tax Risk Management for

Large Enterprises (“the Guidelines”) (GuoShuiFa [2009] N0.90) on May 5, 2009. The Guidelines is aimed

to direct large enterprises to proper tax risk control and prevention from being incompliant with tax

laws and accordingly incurring possible legal sanction and financial loss. Under the Guidelines, large

enterprises should:

® Establish organizational structure of tax risk management. The enterprises should organize an internal tax
management department and positions tailored to its own business characteristics and needs for internal
risk management, and clearly define the duties and powers of those positions.



Formulate tax risk management policies. The enterprises should set up tax risk management policies and
other tax related rules and regulations.

Identify and assess tax-related risks. The enterprises should systematically collect relevant internal and
external information; detect tax risks in their business activities through measures like risk identification,
risk analysis and risk assessment, so as to prioritize tax risk management and related strategy.

Establish a mechanism for collecting and communicating tax information. The enterprise should develop
policies on a tax information collection and communication system; clearly define the steps and
procedures for information collection, processing and delivery; and ensure that the relevant business units
maintain good communication and feedback channels with senior management; and timely report and
respond to issues.

Monitor and improve the tax risk management system, including: internal self-assessment, attestation by
third-party professionals, and assessment by the tax authorities.

Corporate Income Tax (CIT)

SAT and the Ministry of Finance released Circular on Some Issues Regarding Carrying out
Preferential CIT Policies (CaiShui [2009] No.69) on April 24, 2009, stipulating that:

Within the tax half-reduction phase of periodical tax reduction/exemption, enterprises subject to
Circular on Implementing Policies of Transitional Preferential CIT (GuoFa[2007]N0.39) issued by the
state council shall enjoy tax half-reduction policy on the basis of their applicable CIT rate. Enterprises
under the other forms of periodical tax reduction/exemption shall enjoy tax half-reduction policy on the
basis of 25% CIT rate.

If enterprises incur merger, split or restructuring during the period of enjoying transitional preferential
CIT policies, they shall become subject to Circular on Some Issues Regarding CIT Treatment of
Enterprises Restructuring (CaiShui [2009]N0.59) released by SAT and the Ministry of Finance.

In respect of CIT treatment related to enterprises restructuring, the Ministry of Finance and SAT
released Circular on Some lIssues Regarding CIT Treatment of Enterprises Restructuring (CaiShui
[2009]N0.59) on April 30, 2009, including the following points:

Under this Circular, restructuring is defined as transactions resulting from significant changes in legal

structure and economic structure instead of routine operational activities, including change in legal form

of enterprise, debt restructuring, equity acquisition, assets acquisition, merger, split and others.

CIT treatment for restructuring comprises of ordinary tax treatment rules and special tax treatment rules,

aiming at different conditions of enterprises.

Special tax treatment rules shall be applicable for enterprises restructuring that meets the following

requirements:

v" Transaction shall be done for reasonable business purpose, and without aiming to reduce or exempt
tax or defer tax payment;

v" Proportion of assets or equity acquired, merged or split should be in conformity with the proportion
prescribed by this Circular;

v The original substantial business activities shall keep unchanged within 12 continuous months after
the restructuring;



v' The former major shareholders who acquire shares from restructuring shall not be allowed to
transfer the acquired shares within 12 continuous months after the restructuring.
This Circular came into effect as of Jan. 1, 2008.

The Ministry of Finance and SAT issued Circular on CIT Treatment of Enterprise Liquidation
(CaiShui [2009]No0.60) on April 30, 2009, stipulating that:

If an enterprise terminates its operation and has such economic activities as closing business, disposing

assets, repaying debt, and distributing residual equity to enterprise owners, it would carry out treatment

of liquidation income, liquidation income tax, distribution of dividend and other issues. Such treatment

is defined as CIT treatment of enterprise liquidation.

The following enterprises should carry out CIT treatment of liquidation:

v Enterprises required to carry out liquidation under the Company Law and Enterprise Bankruptcy
Law;

v Enterprises that need to be liquidated amid enterprise restructuring.

CIT treatment of enterprise liquidation includes:

v Gains and losses from assets transfer shall be recognized according to the realizable value of total

assets or transaction price;

Recognize gains and losses from settlements of credit and debt;

Treat with accrued or prepaid expenses by changing accounting principle of going concern;

Recover losses legally and work out income from liquidation;

Calculate and pay liquidation income tax;

Define residual assets and payable dividend and others that can be distributed to shareholders.

Liquidation income refers to the balance of the realizable value of the total assets after deducting the tax

base of the assets, liquidation expenses, relevant taxes and expenses, plus gains and losses from the

settlement of debt.

This Circular came into effect as of Jan. 1, 2008.
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Land Appreciation Tax (LAT)

In order to strengthen management of LAT on real estate developers and standardize LAT liquidation,
SAT released Circular on Issuing Regulations of LAT Liquidation Management (GuoShuiFa [2009]
No0.91) (“the Regulations™) on May 12, 2009, mainly including the following points:

The Regulations is applicable for LAT liquidation of real estate development projects.

According to the definition of LAT liquidation in the Regulations, when tax payers meet conditions of
LAT liquidation, they should calculate LAT payable in connection with relevant real estate development
projects, fill in Application Form for LAT Liquidation, submit required documents to tax authorities, and
finally make a settlement of the LAT payable, in accordance with laws and regulations related to LAT.
Taxpayers should start to conduct LAT liquidation when they:

v" Complete the development and sales of real estate projects totally; or

v" Transfer their unfinished projects; or

v" Directly transfer land use right.



Tax Collection Management

SAT issued Circular on Strengthening Follow-up Supervision over Transfer Pricing (GuoShuiHan

[2009] No0.188) on April 16, 2009, stipulating that:

® As for the case of transfer pricing adjustment that is concluded after Jan. 1, 2008, tax authorities shall
implement a follow-up supervision over the enterprise for a period of 5 years from the year when the
adjustment is ended.

® Within the period of follow-up supervision, enterprises shall provide tax authorities with
contemporaneous documentations related to year-2008 transfer pricing adjustment before December 31,
2009. As for the transfer pricing adjustment of year 2009 and later, enterprises shall provide
contemporaneous documentations to tax authorities before June 20 of the next year.

The newsletter is merely provided to our clients and those who have interest in our business for
reference. We’'ll do our best to ensure the accuracy of the information in the newsletter. We have to
remind you that the content in the newsletter is abstracted from relevant documents, and therefore in
practice the original documents should be used for reference. Meanwhile, we welcome all of you to
consult professionals in our firm regarding the information in the newsletter, and also welcome all of you
visit our website www.deancpa.com.cn. We will render affordable and value-added services to our clients.
If there is a discrepancy between Chinese and English versions, Chinese version will prevail.

HEHEAL kAR HL1F (Tel): 53832277*168 EFEX B 7 HL i (Tel): 53832277*111
Youli Zhang  HL {54 (Email): Jude Wang L {5 4 (Email):
ylzhang@deancpa.com.cn weiwen@deancpa.com.cn
J 83 Ik R HL 1% (Tel): 53832277*118
Jenny Zhou  FEF{E4f(Email):
jenny.zhou@deancpa.com.cn




	张有礼
	王伟文
	Youli Zhang
	Jude Wang
	周剑英
	Jenny Zhou
	电


