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NOTICE TO STRENGTHEN
THE INDIVIDUAL INCOME TAX ON
ENTERPRISE PROMOTION GIFTS

General

Ministry of Finance (the “MOF”) and State
Administration of Taxation (the “SAT"”) issued a
notice, Caishui [2011] No. 50, on 9 September 2011
regards individual income tax (the “lIT”) on
receiving valued promotion gifts from enterprise.

It clarified when an enterprise presents promotion
gifts to individuals is IIT exempted during sales
discount or sales allowance; gifts bundling sales, such
as free calls or network application fee waived by
telecom enterprises when customer buy a mobile
handset, or free mobile handset when certain prepaid
amount charged; and rewards when customer
spending certain amounts.

It regulated 11T withholding from the enterprise who
presents promotion gifts to individuals in the
following situations:

- Gifts to outsider randomly in business promotion,
advertisement etc. is subject to 20% withholding
IIT as “other income”;

- Gifts to outsider during annual dinner, seminar,
celebration is subject to 20% withholding 11T as
“other income” ; and

- Extra lottery draw/valued prize rewarded by the
enterprise to customers whom accumulated
spending reached certain amount is subject to
20% withholding IIT as “occational income” .
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For more information or advice on the above subject or analysis of other tax issues, please contact:

R4 7 3K

HLi%: +86 21 55317698

mpfE: info@trusture.com
W TT:  http://www.trusture.com

Contact Us
Tel: +86 21 55317698
Email: info@trusture.com

Website:http://www.trusture.com

TBS-CTA-201101



China Tax Alert [ 1[5 2, gt

Notice requires the individual’s taxable income is
identified according to the selling price of products
or service in an arm’s length if the presented gifts
are homemade products or services; the
indiviudal’s taxable income is identified according
to the acquisition price if the presented gifts are
purchased outside the enterprise.

Background

Effective from the date of implementation, SAT’s Reply
concerning Relevant IIT Issue (Guoshuihan [2000]
No.57) and SAT’ sReply concerning Umpty IIT Policy
Issues (Guoshuihan [2002] No0.629) Article Il are
abolished. This notice is considered as the replacement
of Guoshuihan [2000] No.57 and Guoshuihan [2002]
No0.629 and emphasizes the necessity of declaration of
IIT from promotion gifts. Furthermore, it elaborates that
the rewards from lottery draw and promotion activities
should be levied the IIT by the form of notice of MOF
and SAT, which has been indicated in Jibianhan [2008]
No.115 before.

Argument about the Tax Basis

Notice specified “the indiviudal’s taxable income is
identified according to the acquisition price if the
presented gifts are purchased from outside the
enterprise”.

If the gifts presented by the enterprise was purchased in
prior year, and its carrying amount is much lower than
its historical cost due to the factor of depreciation etc., or
its fair value is much lower than its historical cost due to
the technology update, argument is that it is
unreasonable to use the historical cost as the tax basis is
too high. If the gifts presented by the enterprise with fir
value much higher than its historical cost, but the tax
basis is still the historical cost in accordance with this
nocie, argument is that 1T runs off due to low tax basis.
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For more information or advice on the above subject or analysis of other tax issues, please contact:
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Recommendation from Trusture

In accordance with the stipulation of this notice, and
continuously strengthened T inspection trend in recent
years, Trusture recommend the enterprises pay attention
to the follows:
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presentation which have occurred, self-examination
for their compliance is necessary; and
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For more information or advice on the above subject or analysis of other tax issues, please contact:
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About Trusture

"Trusture"” is a brand under which we deliver a full range of audit, tax, consulting and financial
advisory services to national, multinational and growth enterprise clients in China. Trusture's
approach to services begins with an understanding the business of our clients and their potential
business risks. We strive to provide foreign investors with reliable, independent professional advice
on national and local issues as they establish and expand their business in China. Our China
marketplace knowledge enables us to help foreign investors understand the China standards and
become more localized and competitive. We also deliver service to the local companies to help them
adapt to international standards, get preparation to attract overseas partners and opportunities, being
more internationalized. Our service includes financial and tax consultancy, bookkeeping, auditing,
tax compliance review, tax filing and transaction serivce (including due diligence, merger
consultancy etc.).
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About this Publication

This material has been prepared by professionals in Trusture. It is intended as a general guide only,
and its application to specific situations will depend on the particular circumstances involved.
Accordingly, we recommend that readers seek appropriate professional advice regarding any
particular problems that they encounter. This information should not be relied upon as a substitute
for such advice. While all reasonable attempts have been made to ensure that the information
contained herein is accurate, Trusture accepts no responsibility for any errors or omissions it may
contain, whether caused by negligence or otherwise, or for any losses, however caused, sustained by
any person that relies upon it.
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