Deloitte

HE | HFEEFEE | R HBEARSRS | 2015415 14 H English

PSSR,

L

Anily
Alr
CC
1L

> FFE N FRFEHI

Tl
[Ty

HEVEBEERT S SF/TF 2015 £ 1 § 8 HAHMH[2014]109 SH1 116 S (LA TER
109 SM 116 53X) , AT W EARFHKMUERSLEERERE O AFHRERSLET, &
AR HEEARN T RAHIAMENNN RS RIRAMRGEENRTIE) , AFTIFEERMEES
RARTFAENNBRASENEL A FRMRAELI IITHRLE. ERBUXHIERE 2014 £
1R 1EERNT, HFEATBHAMAIERAENEARIRETA

FRBERE A BT ESRE 2014 £ 3 BTEN CETH#— SR e 3 EATHHER
B R T AR RER S LB RENEREE, REERTEATRA S EREN
g*o

Jb =
H =

PUEHBESSBERNAE~NINFEL, BENR-—TURANKRNRE~WBRZ5/FE T
BEME, WHEXZZHUREERSHRERSLE, MMXIRENR OF: YTEREHR
5, TmEBSNFAE AR S L)



BEAXZHAAEENFLEN, BERUAD. RERSEERFMNBRATEBN.

Y MRS A AR T U 1 b 4 ERRR AR AT 75%, SIS 35 PR R F it bl £33 =1
75% (PAT EFRE RIS L) o

W EHFNES 12 PAATREEAEZ~FRNEFELEER.

EAR G N PR EIANMET 225 3T 551 85%.
EWEHAPRERNZNNREEZRER, AEHFES 12 MR, NEEILFBSHR
o

109 5L

109 30K ik RRARE 5 P U 9 SR AR U B LB R 75% % 2 50%; [EIRY, 109 S3XHE T —IN
EATEREWREANRNEE RS S0 E . 2R MRS A EE KBNS TS

&1

A =R A £ L1000 EEEFINEReV B, UAZE—SHRZREREL
100 EEEFHNERE Z 8.

AR S P R FE IR K R E T
FATHEFAERVEN. RLURD . RRKEHRENFHZIAIEEEN.

BRAN S B =5 LR 12 A WA F2 AR AN Bk 38 7= R Sk SE L M & B VE S o

R AN e AR ESTT LA,

AFAFHNRZIIEFRER LR IRER S LE, N
X T B FRI AT RIS

KIATT R BS BRI Z AT AL, DA B RRAN S & i R K E R E o
WATBRNSERR, NEERERKEHETERIRER.



116 53C

BERAeWVIIFEFER-NEMEREWHITREN, REGBEFHIFEMERFNALNE
BRET R EMERRER, ITEMIAREMMER LS. 116 S3UTE, HMBVREFRIF
PHEAR LIRS, EREY 5 FHRA, 2B AMNFENNANHAEHR, ZIETE
BN TSR, UIFEMMER I TIMNREMBISHIBR B B AR EA, TRFRTE Lk
PRI AR S IR TN AR X—BORBETE (EF) BHRZHRKHETHR, BE
116 SXM A HIZIMBERGHEREE.

W EZEFEMER~RE, ERNTFEEARERSOEFMFN, 116 XXARFMBH NIRRT
MRS

BEIW R

109 S 116 SXHHABRE W FHERBIGE, RNMEFWEZ 7 HMAZ . 109 53X
BN —IUFARMER SSAE, £ ERE LELTRINEENFESIAT 207 S5 T REEAHMN
BUNIER; IR IR IR 55 A B AR X AR AN ER 8 P~ Y MU EE B MR AN S AT EE IR K, AEREIN
MAEAZ HIE THEER .. ERENE, FEAXTHRERSOEHRE A TEARNBH
BREARZULBETRIMNMGRNBNEERRNEZERTA (NMEH. 9. BEF) SEHRARIER
A FAL B -

T E RS B RFEAMENFMENERESES], FREXEE (A Wi TANFRE) #H1TH
. HRPIBANRES XXXHRRITEEEARZ 5 Z R MR SRR SR TN BT
tH, BYREEMMLEHE, HFEFENIKE WM.



WMEEEMEER, KEKAR:

g

HiR)E

EIkA

+852 2238 7333
dannpo@deloitte.com.cn

R

KR

EIkA

+86 10 8520 7638
jenzhang@deloitte.com.cn

-

TR

=RLUN

+86 21 6141 1035
vicwang@deloitte.com.cn

£ | Add Deloitte as a safe sender

o Qi & =

EHEKSTITES FHREBAR)
HE g

ERAREE 222 5

SRR 30 1

Deloitte (“{2#)") ZIRBHFRAF (—HRIRBREZBARNAANERBRAT, UTK'BHERXF"), UMERE—RIZRMAF. F—
NERR T AFMERBAME R, 1§25 www.deloitte.com/cn/about & X BE)EIR 2 8 R EAL R ATUARS WA F AR

RRFA
BHENEHTERSHNAT. BHPEREUUABEFEREN DALY FIREERKAER), UABLETHMBRERTHNS, URAE
HHEED BRREEZHITSRAMENNBIER. NEHERFZUEAEHPELENESR, ERERMIEMREEHZAEE

"Unsubscribe".
MAEFIEMNAER, BRE LA

EHHEZIERE - XEBSSUIHT (F8) « 88 - XERGT ST CRID) « BHERIITRESH (FHREBRAK) (PEXH) X
REFER. RTEHEARMMEL S Z KB,

© 2015 &%) « XRHFEHRIUIHIT (FB) « 88 - XEFHLIUIMT CRTD « BHEKLUAESH FHREBE0) (PEXHE) WRIAE
RE—ARF



Deloitte.
=)

China | Tax & Business Advisory | Mergers & Acquisitions | 14 January 2015 [z2va

Tax Newsflash

Guidance Issued to Facilitate *
Corporate Reorganizations

China’s Ministry of Finance and the State Administration of Taxation (SAT) published two
circulars (i.e. Caishui [2014] No. 109 and 116) on 8 January 2015 that relax the requirements
for reorganizations to qualify for special tax treatment (i.e. no gain or loss will be recognized on
the date of reorganization for enterprise income tax purposes, but will be deferred to the time of
a subsequent taxable disposition) and to grant a maximum five-year period to pay tax by
installment on gains realized when a nonmonetary asset is contributed for equity. The circulars
apply retroactively as from 1 January 2014, as well as to any transaction whose tax treatment
has not been finalized.

The circulars are a response to a notice issued by the State Council in March 2014 asking the
government to expand the scope of transactions eligible for special tax treatment and to make
improvements to the relevant tax policies.



Background

Corporate reorganizations normally result in the taxable transfer of shares or assets, although
in certain cases, an enterprise may elect for special treatment to effectively achieve a deferral
of enterprise income tax if all of the following conditions are satisfied in a domestic share or
asset acquisition (additional requirements must be met in cross-border reorganizations):

The transaction has a bona fide business purpose and the primary purpose of the
transaction is not to reduce, avoid or defer the payment of tax;

At least 75% of the total equity of the target company, or the total assets of the
transferor, is transferred in the acquisition (“minimum acquisition threshold”);

There is no change in the original business operating activities of the target business for
12 months after the reorganization;

At least 85% of the total consideration received by the transferor is in the form of equity;
and

The major transferor does not transfer the acquired equity for 12 months after the
acquisition.

Circular 109

Circular 109 reduces the minimum acquisition threshold from 75% to 50% for a share or an
asset acquisition to qualify for the special tax treatment and introduces a new form of special
tax treatment for an intragroup "assignment” of shares or assets between resident enterprises.
The new form of special tax treatment will apply if all of the following conditions are satisfied:

The assignment of shares or assets are between resident enterprises that have a 100%
direct control relationship, or that are both under the 100% direct control of the same
resident enterprise or same group of resident enterprises;

The assignment of shares or assets is based on the net book value (NBV);

The transaction has a bona fide business purpose and the primary purpose of the
transaction is not to reduce, avoid or defer the payment of tax;

There is no change in the original business operating activities in relation to the shares
or assets in concern for 12 months after the assignment; and

Neither the transferring nor the transferee enterprise has recognized any profit or loss for
financial accounting purposes.



If the qualifying parties elect for this special tax treatment:

Neither the transferor nor the transferee enterprise will be required to recognize taxable
income;

The tax basis of the shares or assets received by the transferee will be determined
based on the NBV in the hands of the transferor; and

For tax depreciable assets assigned to the transferee enterprise, the tax depreciation will
be calculated based on the NBV in the hands of the transferor.

Circular 116

Where a resident enterprise contributes nonmonetary assets for equity in another resident
enterprise, it normally must recognize the fair market value of the assets over its tax basis as a
taxable gain. However, Circular 116 now allows the taxpayer to spread the gain over a period
of up to five years for enterprise income tax purposes and pay the relevant tax in installments.
The tax basis of the acquired equity will step up according to the taxing schedule of the gain.
The installment treatment has been piloted in the China (Shanghai) Pilot Free Trade Zone and
now is rolled out nationwide.

Circular 116 also allows a taxpayer to elect to apply special tax treatment (provided the
contribution of nonmonetary assets satisfies the relevant conditions) instead of the five-year
installment treatment.

Deloitte Comments

Businesses generally have welcomed the issuance of Circulars 109 and 116 because the
circulars will allow share or asset acquisitions to be carried out in a more tax-efficient manner.
The new form of special tax treatment, which appear somewhat similar to income tax relief for
intragroup share transfers under the pre-2008 Foreign-invested Enterprise Income Tax regime
(i.e. Circular 207), may help facilitate intragroup reorganizations under which tax deferral will be
granted regardless of the percentage of shares/assets acquired and the form of the
consideration. Unfortunately, however, the new form of special tax treatment do not apply to
intragroup cross-border reorganizations or transfers of the shares of a resident company as a
result of the intragroup restructuring (e.g. merger, division, liquidation, etc.) of its foreign parent
company.



The SAT is expected to issue further guidance that contains details on the implementation of
the two circulars and clarifies certain aspects (e.g. definition of "assignment"). Affected
taxpayers should evaluate and explore the possibilities to enjoy tax deferral of M&A deals,
closely monitor the regulatory and practice development, and seek professional advice where
necessary.
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