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Evaluation of target company is involved
in capital investment, merger & acquisition
and strategic restructuring projects in order
to materialize the transaction planning;
while the target company must review its
strategic value at regular intervals for better
equity transaction prices in future funding
so as to create and maintain its core
competences.
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Company evaluation is usually a highly
controversial and complicated procedure
which requires in-depth understanding
of the target company as well as its
competitors, the market, financial and
non-financial information and legal and
regulatory factors, which constitutes
a critical link in successful merger &
acquisition.
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From a certain perspective, corporate
values consist of three aspects: intrinsic
value, synergy value and strategic value.
Generally, auditing projects focus on the
intrinsic values of a company, while the
investing party of merger & acquisition
deals should also attribute considerable
importance to the strategic values of the
target company and the synergy effects
produced by the target company on the
investing party.
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By Kevin Li

Focusing on Strategic Value
Kitbkigin{E

Sometimes, the evaluation of
corporate values cannot be summarized
by a few financial indicators in a simplistic
fashion; instead, non-financial indicators
such as brand value, technical value,
corporate culture value, team value and
IT management system value of the
target company should also be given due
attention in practice.
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We believe that the assessment of
strategic values of the target company
should be a judgment on the long-term
sustainability of investment values rather
than simplistic auditing of its book value, as
the assessment of any value is based on the
analysis of future returns.
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Core Competence
B =R

For target company, core competence is
the basis of stable advantage in competition
over long term, i.e. one of the predominant
factors of corporate strategic values as
described here. We believe that the core
competence of target company may be
reviewed from the following perspectives in
evaluation: human capital, core technology,
company reputation, marketing technique,
marketing network, management capacity,
environment and procedures of internal
control, research and development
capability and corporate culture.
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Sustainability
AfFEEE

Moreover, we are able to evaluate the sustainability
of core competence of the target company with Michael
Porter’ s Five Forces Model. Despite the current strength
in core competence of the target company, such core
competence may devaluate or disappear due to changes
in external environment in the process of time; therefore,
the establishment of core competence is essentially a
process of continuous improvement.

AN, FAVERTLAMEENRAFS OIEEY | W BERAERL=S
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A comprehensive analysis may be conducted from
the following perspectives: bargaining power of providers
and client groups of the target company, danger of
substitutes or new technologies, existing competitors and
threats of potential entrants, among which the key factor
is whether or not the target company is able to maximize
the customer value.

UM BIRA RN AR PR INIEMN 8. B
REFTRAREK. BRIRNESEXYFLARBEHEANERIRR
XIANBEERITEEDT. HPNXEEBRASREINE
PRI ERK.

Potential entrants
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Existing Client
Providers > competitors < groups
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The more customers the target company has and the
higher loyalty these customers demonstrate, the stronger
and more sustainable the core competence of the
company will be; while very small number of providers
available and enormous number of competitors of the
target company would possibly indicate challenges in its
bargaining power in raw material prices in the future.

B ERENEFEE , EPNBRERS 2281
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Focusing on Synergy Effect
KiE R

The selection of target company may be compared
to selection of commodities, as commodities of good
quality or multiple functions do not necessarily meet
buyer’ s demand. Therefore, both the asset quality of
target company and the possibility of synergy effect of
both parties deserve attention in merger & acquisition
in order to produce higher strategic returns for the
investing party.
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In assessing a potential target company, we usually
advise the investing party to judge whether the target
company meets its financial criteria. Another issue that
deserves attention of the investing party is the extent to
which resources, industrial chains, marketing capacity,
technical level, management situation and geographical
location of the target company match the strategy of the
investing company.

YBENBRASMITE , RIIBESENIREHREX
Bir AR Eafa B8 NS inEMEFI, HMEERES
KENEMELIE , Bz Ns8RR. bt SHEN. &
ARKF, EENR. MEINEEFSESH IR AR,
Focusing on Financial Synergy Effect
KEMIS RIS R

Although it is difficult to precisely measure the
advantage of financial synergy from the merger and
acquisition of target company in practice, the investing
party should nonetheless analyze whether the overall
asset turnover (sales income/average total asset) shall be
improved after the expansion and how much benefit shall
be produced. Or, Du Pont analysis system may be applied
to further measure the return on stockholders’ equity.
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Comprehensively speaking, the
investing party should focus on the degree
of contribution of cash flow, profitability
and capital cost to its own strategic
goals after merger and acquisition; for
instance, the contribution of consolidated
statements to the company’ s goal of
getting listed.

GZakik , REANXIABENRE
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Focusing on Taxation Synergy Effect
ESEZ P10k (v

Taxation requires special attention
from the investing party in corporate value
assessment. Under the taxation system
of China, the operability and regional
difference of a tax plan is equally important
as the taxation laws and regulations.
Foreign exchange control must also be
taken into consideration when cross-
border investment is involved. Tax planning
shall be elaborated in another article; yet
here we suggest analyzing the influence of
taxation from four aspects, including:

RLERR AN EIHEPEERRTTE
BIXRER , EHEKREIEERT , —EWRSH
ZRETREEIEXEER |, STHECENES
BEEE, PREBRREN  BEEEINCE
A, FAIEHIMNE RS FEXIX—IF
R, BEELIRATEN AT LA A EE XS HRBRY
FINIBHTONT , IXEHE -

e Previous taxation risk of target
company, as the investing party shall fulfill
the historical obligation of tax payment
of original shareholders when equity
acquisition takes place;

BRABZRIRIRS X , BEARINKE
B, RBHRFIERRRAIID BN

e Investing party is advised to pay
attention to the cost of tax obligations
incurred during the investment transaction
even if such obligations shall be fulfilled
by the target company according to tax
laws, as sufficient and accurate information
on all relevant issues will facilitate the
bargaining in negotiations and help to

judge whether income tax payable at
withdrawal will be affected;

BRAXBHERBGA |, BMERENEZ
Rt R R AR AREE |, @R A BN KT
XEBD AR, M EROHEH , —5
EAFTFRAFRN , BINTHRE ST
M BSIR HAS AABRYFRISHT

e Excessive cost of tax obligations
involved in the business operations of
target company will affect the profitability
of the company and therefore produce
undesirable effects on the price at
withdrawal;

SRIEEBIRATRS RAIBAKA , 1
RizEWRRNES , WA TRIFESR | #im
FIREXHRHRTHOMTEF=EAFIFNE

e Possible cost of tax obligations at
withdrawal from the target company.

M ERAENR RS AT REF TR A,

Focusing on Non-Financial Synergy
Effect

XFIFAS IR R

We have summarized non-financial
synergy effect in merger & acquisition
into two aspects: business operation and
management. To be more specific, the
investing party may examine its investment
behaviors and question whether the
following effects are produced:

B4 | EFRAWERIIE SR
NA] AR AEEFMEERSE. BAKR , %
BAULENE SR EITAREREEN
THIMER -

e Optimized economic scale and
minimum production cost through
complementation and adjustment of all
available assets;

BT X FATE R HTHRAEE | &
FIREEFE | (RISRIRAIEFBA

eEffective combination in raw material
application;

[RtARIN FE_ESCIARES

o Market mix;

HiFES ;

e Technical synergy effect;

BRI ;

e Enhanced industrial concentration;

EeTETRE ;

e Brand effect.
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Selection of Assessment
Methods

(&{ERERERE

Currently, a massive number of
assessment methods for corporate value
are available, including Free Cash Flow
For The Firm (FCFF) based on classical
financial theory, Economic Value Added
(EVA), Market Value Added (MVA), Cash
Value Added (CVA), Shareholder Value
Added (SVA), financial ratio model,
option pricing model, etc.

Baixd N BTG EBRE |
MNELHFFSBICTHEWNBERHISREN
WL (FCFF) . &5FMINEEL (EVA) .
HIFMANER (MVA) . IIEMNEE
(CVA) . BIERMMEDITE (SVA) . 145
PEERIER HARUEINIRELSE,

Assessment of business strategic
value of target company requires the
investing party to have a keen insight
in various information provided by the
target company, identify crucial factors
influencing the corporate value and
eventually locate the real value in a
clarified fashion. Comprehensive and
accurate prediction of relevant cash
flow level, taxation risk, growth rate
and sustainable core competences of
the target company is required so as to
fully reflect the intrinsic value, synergy
value and strategic value of the target
company.

XFBRA TN SS AR ERANMERTITAL | EK
KRR RRBIRAEHRMHIEIESR | 5l
FMRNBDNMENEERER | REPHELEMN
BETE. XERAEWSHEXNITERAK
. TSXG, ERKEMFERORSES
HEmE. ERITL. SRR ATNRE
QE\WEmEﬁ&MME%ﬁ%WWﬁ

We believe that, in practice, the
factor most likely to be neglected
in domestic merger & acquisition
projects is the analysis of competence
sustainability. When the target company
follows a successful strategy and has
acquired an advantageous position
in market competition, the investing

party should focus on whether such
competitive advantage is sustainable.

FAVANES S , BRIE MR
W B &RE % BRI RS FERIED .
HEIRATRE— M RIIRIRE |, FHED7
PEETRFME |, RESHREXTNETR
B XHRH BRI ?
Summary
=T

In summary, judgment on future
value of the target company shall
be based on physical assets, as an
examination of the current assets
allows the understanding of source of
profitability and motivation of value
creation after merger & acquisition;
however, analysis of returns and cash
flow of the target company merely
serves as a basis for analyzing the value
judgment of the target company with
little significance in the judgment and
assessment of its real value.

B2, SRR EIARFMNMERTFIRTELL
SLREF kR BYERBRATRER
&, JLAT RS A ERIFI R R
MEENEENN. EXNBERATNKEMRE
RERDHT , UXE—FPIS B BN EF
ETEIDHTIRIE | EXYERAEESTNMERH
WA B TRIERER.

Complete and well-constructed
value assessment must proceed from
finance, taxation and laws & regulations
in analysis so as to understand the
physical, asset and liability values of
the target company and to make wise
business and investment decisions.

FEERUNMES | BEEEUS. RS
MERREFOEADTRE , BEETA
ERYSEIR, B sARINE . MRS
BREE AR R IR ER.
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Centralized financial management must be put
into place immediately after the day when the merger
& acquisition deal is concluded. Therefore investor is
challenged with the question: how to integrate and dock
the IT system of the investee into the group. We believe
that IT system integration is one of the most crucial
factors influencing the effects of the investment and may
even decide whether or not the investment is successful.

REAFWRZHZE , FERZISEIXIHIRE T IAISS
EhEHE, BERIZNEBNER , 2UOARBHRIKREASIR
TREBESIHRAZIEARBE. BAIMBEITRFEESHINE
B BRI REER BN KENIERZ—.

In fact, we suggest that information system status
of the target company should attract attention from
the due diligence phase, while the strategy and cost of
implementation of IT system docking in the investment
and merger & acquisition plan, which tends to be an
inevitable task after the investment and merger &
acquisition.

SChR ERAJENERBUAEM BB EXREBIrAERIE
BRANR , FEREZH WS RPEEITRRXIZAIREL
fEpkA. BEAXEEEREH WY IRESTRANES.

We believe that successful IT system integration will
generate enormous returns on investment, including:
@%ﬁ{fjiﬁaﬁﬁl}]EﬁIT%éﬁ%%ﬂ%%ééﬁﬁﬁ%Etﬂ’ﬂHSEE .

Tangible Returns HH

Intangible Returns FEZ K3

® Lower operational cost ® Compliance with strategy planning
ERANEITHRE IE G R REARR
® |ower external procurement cost ® (Capability of faster organizational
ERASMERR R A leaming
ERNERF IR
® Lower management and professional | ® Increased use of assets
cost EIEMEIRIE A HrEREmE R
® Lower computer maintenance cost ® Enhanced employee satisfaction
ERAH B RA EFNITESRE
® Lower labor cost ® Increased resource control
FH1 I ARER ppllpleprget]
® Lower cost increase rate ® Better organization, planning and
PR & B K& control M EHE R RIFIRE]
® | ower cost of factory building ® More information at higher
FERT B communication speed
ERZHMERNES
® [ncreased productivity ® [ncreased customer or user
IR A satisfaction
EKmEESAASEE

However, this requires IT system integration in an
authentic sense once the merger & acquisition deal is

By Kevin Li

concluded, which includes financial management and
control, assets management, budget management, cost
control, etc. Besides, new data are incessantly generated
by the transaction system of the target company daily.

(EXERIGEH B BITRFEN AR RLMEENES
BEVSEE, &EE. MEEE. NAEHNESE, KRtz
St BIRARINR B R R EREITIS L Fa080E.

1. Challenges Faced by Investor

R R HEIGREE

The business model and financial management
model of the target company may make it difficult for
numerous business procedures to be unified within a
short time, and even ERP software of the target company
many be from a different manufacturer. Besides, with the
complicity and sophistication of business procedures,
non-uniformity in software system data format becomes
a more universal problem. With data format remaining
a unresolved problem between two IT systems, data
exchange and real-time business communication
would be impossible between different systems, and
consequently the goal of scale business operation within
the shortest time possible desired by the investing party
cannot be achieved.

B aflStEdl, USERENFESSETSS
RERERNERNSR— EEBRATRERPRAEETEEZ
AR B, B, B SREAEGER  RERRHIE
BRANAR—REEENEE. MRBEITRFZEREIEE
ERART |, RRZ A FE LSRRI SSHISERTER
ifIT_IT', AR B HHRELRRRIMAEZEERN BN FTIEL
W,

We believe that certain integration strategies deserve
special attention by the investing party in practice:

BAPAS—LBEERIEFERBTESLRPRINGTE

e Whether IT docking and integration is to be
implemented through complete reconstruction, partial
reconstruction or gradual integration as a whole?

IMHEBREREEEREN. BoEREM , EEBINE
SEE?

e Will restructuring and upgrading of business
procedures be executed in synchronization with IT system
upgrading? Is the inadequately planned and patched
information system able to support fast business growth?

WERENEESHE , SITRAKISREREL ? =M



X, BEMMIGERFETRZISE
RO ?

e What is the transitional
solution?

SRR ERHA?

e The relocation and sharing
of business data: how to avoid the
emergence of informational island?

A S EHRAITER SHZ R, dn{aieE
BEEMS ?

e Is there an emergency plan in
case of system breakdown?

ROBRSERRAIN SIS ?

o Are technicians of the investing
party familiar with the IT system of
the investee?

BREBEDIRAAREEBATRIRE
ENAITER S ?

e Is the degree of difficulty and
const of implementation clear?

LiEMEEMTIEMARZESEENA
77

IT system integration exists
in the entire process of corporate
investment in merger & acquisition.
How to respond to the challenges,
enhance the synergy effect of the

investment and help the investing
party to gain strategic advantages
through information system so as to
improve the overall profitability and
efficiency?
ITREBGEEFERFERWIRE
HWHNEERE. WAL =R
BOMERAL , FRIFREB RGNS
gﬁ&%ﬁﬁ%ﬁt%\ RESBIAIEARY
2 ?
2. Strategy and Key Points in
Implementation

SRESFISEREE R

We believe that integration
and planning of IT system must be
closely combined with the corporate
investment strategy, and facilitated
IT construction by means of financial
management is the right strategic
option of the investing party in
response to challenges.

BAVAATRGRB SR DRSS E
WSS EZES |, FLUUSERS
FB  HENRWERHER  FRKRA
T NS RIRRIR Z B,

Based on our experience in
IT-based merger & acquisition

integration of large enterprises,
such IT integration typically
requires the entire process of
“assets investigation—planning—
implementation of integration” ,
which is further divided into six
phases as follows:

RFERAERBEEWEBUHEE
BN , ABREWERHESTIF—R
FELZD "BHAE—LERIT—ES
I £dE , MX—UREAT#E—E5
FER7SANERIIIE , D312
1) Organization structuring of IT

integration;

SRWESELRIENER ;

2) IT asset investigation of the
acquired

enterprise;

HEAITR=EEMNER |

3) Analysis of asset adaptability;
BFEEREDHTINER ;

4) Technical planning of integration;
BARARLEHIEMNER ;

5) Implementation of IT integration;
EEWBE LM |

6) Post-evaluation and revision of IT

Organizational structuring of IT

e HAZRM

|ntegrat|on R (AR
15.%\1{%%2529\5"]*@@ Bﬁﬁﬁ Design work plan,
HIE TR
Hold launching meeting
BHREZE

Define organizational structure,

Clarify job responsibilities,

IT asset investigation

Fmil IT Fr=iPEMER

HEREYLH

IT ZF=iEZE

PN

BAELERER

Determine investigation mechanism,

Conduct IT asset investigation,

Categorization and statistics,

Verify investigation results

B 7 1E N S AT A B

Analysis of IT asset adaptability

Bl EEREST
BRI EIER ST
Ei R SEITA LT
NTERBE

Idea sorting
WEESE

Analyze own business adaptability,

Analyze business adaptability of company headguarters,

Analyze technical adaptability,

Summarization and conclusion based on analysis,

mCPL

Tax « Law - Finance




Technical planning of
integration
BARAFTERENR

Determine overall principles of integration and
construction,

BEARRAGFHEE

IT system integration planning,
FRRGESHEHE

Communication network integration planning,
BRMEESHESE

Information resource integration planning ,
FRRBESHEHE

Information security integration planning.
FREREESHEHE

IT management integration planning,
ITEEBEESHFRIE

Overall integration facilitation planning,
SEESHEHITIEIE

Estimation of investment required for integration,
ERASRAMRE

Integration construction risk analysis
BESEERE S

Implementation of IT integration

plan
FEENESHTREEME

Implementation of information system integration plan,
FRRFESHFRLHE

Implementation of communication system integration plan,
BHREESFRELHE

Implementation of information resource integration plan,
FERRBFESHFRELHE

Implementation of information security integration plan,
FRRREEHFRLHE

Implementation of IT management integration plan

ITEBESHRLNE

N 4

Post—evaluation
integration results

ERNESYRFITERAEN

= B [y A 4
o T FEREUESIERE

FRAESHRTM

FERBRHE

Examination of IT integration,

Evaluation of IT integration outcome,

Improvement by solving existing problems

integration results.

SRNWEGHRETHERIEEMNER.

Key points of each phase are
illustrated as follows:

BRI T/FERNT
IT system integration and

management requires the adaptation
to business management models

strategies:

TREBSSEEMEFEENMZK
NERN S EEELN , BEESHER
ITRFIMAIRFRIENE. RERFITE
BEEERE , AERARRIESK
A—EZE. B, FAPAAESEIT
RREEAORBIRES , HRERE—LE
AR
Docking and integration of
business procedures should take

of both companies as well as more the lead in IT docking
consideration for the flexibility of IT  ryptermErERIoIHERS 41T

system. Without sound IT integration
and management strategies,
corporate merger and restructuring
would be empty talk; therefore we
believe that certain fundamental
principles shall be followed in the
deployment of IT system integration

Docking and integration
of business procedures should
take the lead in IT docking and
precede platform downsizing
and simplification. Restructuring
of business procedures is an

indispensable process in IT system
integration. Generally speaking,
as there tend certain differences
in existing business procedures of
the two companies, IT integration
model should be determined on
the basis of business docking
strategies—whether replacement
or retention, total replacement or
partial replacement in business
docking, which will result in two
different plans: one is loose docking
and integration while the other is
close docking and integration, which
in turn require different processes
of transition; yet the fundamental
principle is to implement integration
according to business procedures
as major challenges in IT system

il o |1
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integration are from business and therefore
involve the upgrading of business
procedures in the investee.

IMHERS MR SREEES KT, A
EZREEMENFE., ETREESGIRES ,
WERESHR— M AT EROERE. —kk
%, BRABERBILUSERARBE—TEER |
IR EREARA L SRR IR E AR AV TE
e, flan, WEIHERIRFENARRE |
BEMBRERTLEN. XSFARMAEN
BE , —MERBNHENES , 5—EREY
ENES. XPREIERSAENTEIRE | B
EXRNE—ESREN S RERIHITES,
NTRFEESEIGAIE , ESHERRE TS
FROBbE | XS R BRI IR AN B S5 AAEAT
1&[AIRE,

Unified IT platform is the precondition of
IT integration
F—HITFERITESHATIE

Workers need good tools to do good
work. Likewise, a unified and standard IT
platform helps to reduce the total cost
of ownership, simplify management and
operation procedures and adapt to future
changes in business with excellent flexibility.
Therefore building a unified IT platform
is the precondition of IT docking and
integration as well as a core step of crucial
significance.

TIREHSE , WEFHR, —ER—tNER
ITEE , BATRERITRARMEERA | &t
BRI | FrRELUMARAIRIBIESRIERN AR
RAVSSE . Eit , @7 F—RITESRITY
EESIARIRE , BRXEN— M OLER,

Making a comprehensive survey
of company integration, we find work
procedures of all merger deals demonstrate
the following features: clearly defined
procedures which enable employees to
easily understand the relationship between
procedures and performance goals and
provide uniform support. Therefore, unified

IT platform and work procedures shall
maintain the quality of IT system operations
after corporate merger and restructuring.
Besides, IT operations in different regions
in compliance with uniform procedures
and standards also reduce the cost and
risk of communication among IY systems
in different regions. If necessary, investing
party many consider building a complete
IT management system in all holding
enterprises for all-rounded management
and control.

SMBAEEFH , ETEREEE&ELUT
FHIE | AEIEN , RTEBRIFNERRESSR
METZBNERER  FHRESE RIS, Ei,
SF—RITEEMTIERET S IRAEE
ERITRSEERIEE. ARIKEHAITIIE , &
RIS —IRENIE TS | AT LARRERS XA
ITRGAGTERAFINL, BEANERF AL
EBEMEERE Y FiE—ERBNITER
R, LTHEFERE.

Key points in implementation

SLIEER

The process of strategic planning of
information system is usually the process
of translating the enterprise investment
strategy into strategic goals of IT system.
Constant materialization of enterprise
investment strategies requires continuous
support by IT system; therefore, IT planning
is usually accompanies by investment
planning and business procedure
reconstruction and is constantly adjusted
to meet the requirements of investment
management.

SRARRAKEALERE , FERZLE
WIS B RS SR RIT R BRI BRI TR,
AR B ERIRAOAMTISCIL | FEITRFATIFE
. BT EEFEERET RIS RE
;iéiﬁ C FARWTETRE , LENRZEENER

From e-commerce to ERP, CRM and




database, the implementation of corporate IT integration
strategies require special focus on investment strategy,
profitability goal, key factors in success and key
processes, In particular, IT planning and integration
strategy implementation should be conducted after
analyzing the internal and external environment of
enterprise to ensure normal working status of the
existing IT system.

MEEFESS. ZEIERPFICRM , BEIEIRGRE , sChed
ITEARE  SEER/XNTIRANE. FEER. XEAIHE
=, MIXRIRE, FRIRNRENEITRENET , NEDHT
A REBFISMNEBIARSS | BB T R ST SRR,

3 Summary
B4

Common problems in IT system integration in
merger & acquisition investment include: disconnection
between IT strategy and financial strategy, limitation
of understanding of IT integration within the technical
plan provided by software manufacturers and the lack
of planning and guidance of long-term development
strategies of the enterprise for the next 3 to 5 years.

SRAHWPITRARSHNELDRE | [T
BERRTS |, IHMESRUESHEREENR TR BRHATRA
BRLE , REEW3-5SFIVS KR RRIRATRIES.

We suggest that, at the completion of each phase
of IT integration construction work by the merged or
acquired enterprise, the investing party should examine
the main task and evaluate whether or not the pre-
defined goals are met, with special focus on synergy
effect of merger & acquisition and the support capacity
for future sustainable development of the merged or
acquired enterprise.
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Investment and Financing Strategy
and Tax Effectiveness Plan
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Optimization of asset structure
for maximum capital effect is core to
investment and financing strategy;
therefore, capital operations would
inevitably affect ownership relations
and may even break through the
previous enterprise borders and
result in asset transfer and changes
in equity relationship, which will in
turn exert certain influence on tax
strategies of the enterprise.
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Investment merger and
ownership restructuring will change
the form of investment organization
in a creative way and rapidly
optimize equity relationships, and
may even reduce the circulation links
between affiliated enterprises or
between upstream and downstream
enterprises, hence circumvent
income tax and commodity turnover
tax by lawful and reasonable means
is the advantage of merger and
ownership restructuring.
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In practice, we believe that
the effectiveness of tax strategy of
investment activities may be planned
in three major phases:
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e Tax effectiveness in investment
entry phase, which involves
transaction mode, selection of
investor and investee, taxation risk
auditing of the investee company,
mode and time of payment of
investment fund, selection of the
date of merger, etc;
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e Tax effectiveness in investment
holding phase, which involves the
influence of equity structure on
income distribution mode, profiting
from preferential taxation policies,
capital cost , transfer pricing of
related party transaction, etc;
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e Tax effectiveness in investment
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withdrawal phase, which involves
equity transfer, assets stripping,
reinvestment of profits, IPO, etc.
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Investment behaviors of different
natures in different phases should be
addressed in differentiated ways, as
different aspects are focused on in
equity investment, bond investment,
long-term investment, short-term
investment, domestic investment and
foreign investment, etc, and different
situations may overlap or combine.
This article shall provide strategic
discussions from a methodological
perspective only without involving
concrete technical proposals.
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Focusing on Investment Size
and Progress
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Investment merger may expand
the border of companies and
transform deals between companies
into internal deals. As neither
transfer of commodity ownership
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nor verification of labor transaction
is involved in internal deals within
the company, such deals do not
constitute circulation in its legal
sense and therefore do not incur
commodity turnover tax.
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Besides, there exist major
differences between the taxation
policies applied to property rights
transaction and those applied to
assets transaction in investment
merger: assets transactions generally
incur the burden of commodity
turnover tax while the transfer
of property rights of a company
is essentially different from such
corporate behaviors as selling real
property or goods, or transfer of
intangible assets as the former does
not belong to the scale of either
business tax or value-added tax.
Transformation of assets transaction
into property rights transaction
enables packing sale of assets
and liabilities hence avoids the
commodity turnover tax in assets
transfer. We believe that both the
investor and the investee shall
benefit from the reduction of overall
tax burden.
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The investor and the investee
become related parties after the
investment is done. Transfer pricing
may serve as a tax moderator
between related entities to a degree.
However, it should be noted that
anti-tax-avoidance measures are
adopted in many countries targeted
at transfer pricing by related
parties, which may incur extra cost
of tax management cost in related
party transactions; for instance,
Chinese tax authorities require
that contemporaneous documents
of related party transactions shall
be prepared and kept for at least
10 years for the scrutiny by tax
authorities.

BB ZBEESWRE N KEK
7. BRENTUE—EEE LEEIX
BRERZBNRBETER. EFEE
BER  TSERBEHXEKTER
ENMHIREREE , XESBKEKGTR
7 Al B B AIRE MR S EIRAA |
BN EFRR SR E K EF KERZZRY
EHAS S FHRFLOGE |, LARZIXIBESSHLK
AU E.

Choosing Forms of
Investment in Mergers
S

Investment and funding mergers

are usually categorized into merger

by asset purchasing with currency,
equity purchasing with currency,

exchanging equity for assets and
exchanging equity for equity. For
shareholders of the target company,
it is usually unnecessary to verify the
capital gains from the exchange in

“equity-for-equity” merger, and
even if income tax on these capital
gains is incurred in selling these
shares later, a tax deferral has already
become possible. However, the last
two years are marked with increasing
concern by Chinese tax authorities
of tax payment on equity transfer
gains, especially in such cases where
domestic equity transfer is enacted
by overseas shareholders.
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The party eventually assuming
the tax burden is usually determined
during investment negotiations, and
tax cost transfer through transaction
prices may be considered with
mutual agreement of both parties.
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Focusing on Financial
Leverage
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Interest cost incurred by debts
is income-tax-deductible as such
expenditures may be deducted from
profits of the same term. Therefore, the
merger company may opt for appropriate
debt financing forms with the strength
of financial leverage of the company
itself taken into consideration to collect
the funds necessary for merger, hence
increasing the overall debts and benefiting
from stronger effect of tax-deductible
interests.
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Although return on investment (ROI)
after tax tends to increase with rising debt
financing proportion of the company,
investors must carefully consider the
relationship between return on investment
and ration of debts to assets, i.e. the
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principle of returns matching risks.
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If foreign debts are involved in the
investment and financing plan, special
consideration must be given to other
factors such as operability risk of the plan
under China’ s foreign exchange control,
exchange rate risk, differences in inflation,
etc.
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Accounting on Date of
Acquisition
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Accounting of investment behavior is
required on the date of acquisition where
normally two possible methods exist for
merger companies to choose from on




the basis of their reality: pooling of
interests and purchasing, of which
the latter is most commonly applied
in the practice of corporate mergers
as it helps to reduce tax burden from
the perspective of taxation.
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The model of income distribution
may influence the level of tax burden
to a certain extend as changes in
property rights relations resulting
from investment may be passed on
along the chain of return distribution
while casting a direct influence on
the taxation of company.
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Company Spin-Off and
Assets Stripping
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Further discussion on company
spin-off and assets stripping is
necessary as investor needs to
make sure that core assets of the
target company may be stripped
at a relatively low cost in partial
acquisitions while investee is in more
need to face this issue.
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Company spin-off and assets
stripping is also an important form
of property right reform and assets
restructuring. Property and income
can usually be divided among two
or more subjects of tax payment,
which may play the advantages of
specialization and division of labor
to the full and therefore improve the
production and business competence
of the company on one hand and
effectively enable tax planning
and reduce the tax burden of the
company on the other.
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For example, business at low tax
rate or exempted from tax payment
may be separated in dual-status
operations or mixed sales through
spin-off, or subjects of progressive
tax may be divided into two or more
subjects of lower tax rates.
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However, we firmly believe that
tax effectiveness must be based on
the satisfaction of business demands
with cost benefit principle taken into
consideration. Besides, reasonable
pricing must be noted if spin-off of
goods or labor is involved, otherwise
tax authorities may enact taxation
adjustments based on fair market

value.
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Tax effectiveness plan is an
organic component of investment
and financing strategy and is
intrinsically in accordance with the
financial goals of the company
and therefore must comply with
strategic goals of investment and
financing. The optimal balancing
point must be located between
tax burden reduction and tax risk
control. Therefore, comprehensive
consideration must be given to
external taxation laws and regulations
and internal financial status in tax
effectiveness planning so that it may
better serve the investment and
financing strategy.
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