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Location savings can be derived by
an MNE group that relocates some of
its activities to a place where costs
(such as labor costs, real estate costs,
etc.) are lower than in the location
where the activities were initially
performed, account being taken of
the possible costs involved in the
relocation (such as termination costs
for the existing operation, possibly
higher infrastructure costs in the new
location, possibly higher
transportation costs if the new
operation is more distant from the
market, training costs of local
employees, etc.).
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THE TAX RULES ABOUT LSA IN CHINA
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When analyzing and evaluating whether a related
party transaction is consistent with the arm's length
principle, if comparable companies selected and the
enterprise under investigation are under different
economic environments, tax authorities should
analyze location specific factors, such as cost
savings, market premium, etc., and select a
appropriate transfer pricing method to determine the
contribution to profits derived from the location
specific factors.
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In dealings with Chinese taxpayers the Chinese tax administration has adopted a four-step approach on the issue of LSAs
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AR TTAIREFE,
identify if an LSA exists;

AR A AR BT MIFE;
determine whether the LSA generates
additional profit;
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quantify and measure the additional
profits arising from the LSA;
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determine the transfer pricing
method to allocate the profits
arising from the LSA.






PERBGEN PR T EERINE

THE TAX RULES ABOUT RESTRUCTURING IN CHINA
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Enterprise restructuring herein refers to the
transactions where material changes take place
in legal structure or economic structure of

enterprises beyond normal operation activities,
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the changes of legal form of enterprises
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debt restructuring
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RESTRUC 3 equity acquisition
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assets acquisition
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consolidation and division
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TAX TREATMENT OF RESTRUCTURING
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special tax treatment provisions
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Tax treatment of enterprise restructuring is subject to different provisions by
different conditions
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The conditions of special tax treatment
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It has reasonable commercial
purpose and the main
purpose is not to reduce,

exempt or delay payment of
tax.
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A BRI LA GTEXAE (eg:50%)

The proportion of the acquired,
consolidated or divided assets
or equity conforms to the
relevant regulation(eg:50%)
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the original substantial

operation activities of

restructured assets do not

change for consecutively 12

months after enterprise

restructuring.
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The original principal shareholders
acquiring equity payment in
enterprise restructuring shall not
transfer the acquired equity within
consecutively 12 months after
restructuring.

FFETEXEEG(eg:85%)

the equity payment amount
involved in the restructuring
transaction conforms to the
proportion in the relevant
regulation(eg:85%)
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The conditions of special tax treatment for cross border transaction
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In case an enterprise has equity and
assets acquisition transactions cross
border (including Hong Kong, Macao
and Taiwan areas) , besides meeting
: these five conditions, other conditions
I shall be met to select special tax
treatment provisions.
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GROUP SYNERGIES

ERMNAR IR, (BRELEEHILENSENSITHRENEK.
Group synergies are not an intangible, but they can be
significant in the analysis of the transfer pricing aspects of intangibles.
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SAT Public Notice [2017] No.6:
20176 S N EHE:fd When carrying out a transfer

S KREhEF L EMNE pricing investigation, tax

BiY, NEHTEEME authorities should conduct

o, BIECESt—iR comparability analysis.

BEUTRANSHE. B Comparability analysis normally

FSKeILARIEZRE consists of the following five

vinE 3= R INES aspects. Tax authorities may
tailor the analysis to the
circumstances of the case.
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comparability analysis

RS HPTRILIEE.
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Characteristics of the assets

4 Functions performed, risks
or services transacted.

assumed and assets used by each
party to the transaction.
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Contractual terms Economic environment

ZERE

Business strategies



Business strategies
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