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In an effort to implement the Circular of the State Administration of
Taxation on Strengthening the Administration of Individual Income Tax
Collection on Proceeds from Equity Transfers (Guoshuihan
No0.285/2009) and the Circular of the State Administration of Taxation
and the State Administration for Industry & Commerce on Strengthening
the Cooperation between Tax Authorities and Industrial & Commercial
Authorities to Share Equity Transfer Information (Guoshuifa
No0.126/2011), and strengthen the administration of individual income
tax collection on proceeds from equity transfers, the Beijing Local
Taxation Bureau and the Beijing Administration for Industry and
Commerce on 31 August 2012 jointly circulated the Announcement on
Issues Relevant to the Strengthening of the Administration of Individual
Income Tax Collection on Proceeds from Equity Transfers, and the
Beijing Local Taxation Bureau on 4 September 2012 released the
Announcement on Issues Relevant to the Strengthening of the
Administration of Individual Income Tax Collection on Proceeds from
Equity Transfers.

The above two announcements clarify the issues concerning the time,
venue, required documentation and assessment of tax basis related to
individual income tax collection on proceeds from equity transfers in
Beijing. This Article discusses the contents in brief.

Time and Venue for Filing Tax Returns

According to the two announcements, a transferor obligated to pay
individual income tax or a transferee obligated to withhold and remit tax
(hereinafter referred to collectively as the “filer” or “filers”) shall,
within 15 days of the month following the month in which the transferor
obtains the proceeds from the equity transfer or during the period from
the execution of the equity transfer agreement to a date before the
enterprise whose equity structure has been changed deals with the
registration of the equity structure change at the industrial and
commercial bureau, file and pay the individual income tax at the
competent tax authority in the locality of the enterprise whose equity
structure has been changed with the relevant documentation, and fill out
the Report Letter for Information of Changes of Individual Shareholders.

This publication is for general guidance only and is not intended to provide legal advice in any specific case. We expressly
disclaim any liability for the consequences of action or non-action based on this publication.  All rights reserved.
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Documentation Required for Filing Tax Returns

To strengthen the assessment and review of the tax basis for the calculation of proceeds from equity transfers, tax
authorities require filers to file tax returns with the documentation such as the equity transfer agreement, articles
of association, capital verification certification, balance sheet at the end of the month proceeding the month in
which the transfer agreement is concluded, etc., and provide the relevant certifying documents where the tax
basis is obviously low but a reasonable cause is available.

Assessment of the Tax Basis

The two announcements further address that, where the tax basis is obviously low and no reasonable cause is
available, the tax authorities shall, pursuant to the provisions of the Announcement of the State Administration of
Taxation on Issues concerning the Assessment of the Tax Basis for the Calculation of Individual Income Tax on
Proceeds from Equity Transfers (SAT Announcement No0.27/2010), assess and determine the tax basis by
reference to the net asset per share or the share of the net asset corresponding to the percentage of shares enjoyed
by the taxpayer, or the equity transfer price of the same shareholder or other shareholder of the same enterprise
under the same or similar conditions, or the equity transfer price of other enterprise in the same industry under
the same or similar conditions and, for any enterprise whose intellectual property right, land use right, housing,
exploration right, mining right and equity interest have in total accounted for over 50% of its total assets, its net
assets shall be assessed and verified by an intermediary.

In addition, the Beijing Local Taxation Bureau has also established a cooperation mechanism with the industrial
and commercial bureau. Such cooperation mechanism will facilitate the strengthening of the administration of
individual income tax collection on equity transfer proceeds from the source.

Outlook

Beijing Local Taxation Bureau has successively issued two circulars these days to strengthen the administration
of individual income tax collection on proceeds from equity transfers clarifying the procedures for filing tax
returns and handling business change registrations, and deepening the examination and verification of the
documentation required for tax payments. We note that similar operational documents are also introduced in
other regions such as Qingdao, Hebei, etc. It is advised that taxpayers pay attention to these regional
operational documents in the process of their capital transactions.

This publication is for general guidance only and is not intended to provide legal advice in any specific case. We expressly
disclaim any liability for the consequences of action or non-action based on this publication.  All rights reserved.
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Contact Details

If you would like to know more information about the subjects covered in this publication, please feel free to
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