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Merger and acquisition transaction may trigger specifically selected
goods and services tax

Pursuant to the Specifically Selected Goods and Services Tax Act (also known as “Luxury Tax
Act”), sales of building and underlying land, and urban land for which construction permits
have been issued, which have been held for no more than two years, would be subject to
luxury tax.

However, neither the Specifically Selected Goods and Services Tax Act nor the Business
Merger and Acquisition Act has specifically stated the luxury tax treatment on the transfer of
title of building and land where a M&A transaction (i.e. merger, acquisition, share transfer,
or share split, etc.) is conducted, i.e. whether this would be deemed as sales of land and
building. In addition, there are no precedent cases which can serve as guidance in
determining whether luxury tax should be imposed. Therefore, enterprises who transfer
title of building and land in a M&A transaction may file a tax ruling to clarify the luxury tax
implication to mitigate its tax exposure.

Significant loss from physical count may be interpreted as
under-reporting of sales

The Supreme Administrative Court recently ruled that significant loss from physical count
may be interpreted as under-reporting of sales if relevant purchase or sales records cannot
be provided. The tax office would compare the physical count results against the inventory
records and assess the shortfall as under reported sales. Penalties will be imposed pursuant
to Article 51 of the Business Tax Act.
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The information contained in this publication is of a general nature only. It is not meant to be comprehensive and does not
constitute legal or tax advice. PricewaterhouseCoopers (“PwC”) has no obligation to update the information as law and practice
change. The application and impact of laws can vary widely based on the specific facts involved. Before taking any action, please
ensure that you obtain advice specific to your circumstances from your usual PwC client service team or your other tax advisers.

The materials contained in this publication were assembled in May 2013 and were based on the law enforceable and information
available as of April 30, 2013. In the event of any discrepancy between the English information contained in this newsletter and the
original Chinese version of the laws or rulings announced by the government or any difference in the interpretation of the two
versions, the Chinese version announced by the government shall prevail.
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