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Case Study Seminar on Transfer Pricing Practice in China

Background

In order to achieve high growth target set in 2010, many multinational companies have adopted various means of
strategic financial and operational planning upon their supply chains under the global economic slowdown. Among
all possible ways, transfer pricing (“TP") is one of the key issues that all companies can not afford to overlook. In China,
the issuance of Guoshuifa [2009] No.2 titled “Implementation Measures of Special Tax Adjustments (Trial)”- commonly
referred to as the Circular 2 —issued in January 2009 marked a significant step-up in China’s TP enforcement regime. All
stakeholders, by including the national and local tax authorities, local taxpayers, top management overseas, are antici-
pating supervision over cross-border related party transactions ("“RPTs") would be much more stringent than it has ever
been.

How to ensure your TP documentation prepared is sufficient to justify your arm'’s length observed, reasonable profit-
ability upon your RPTs conducted? How to revisit your transfer pricing policies in recent years so as to reconcile existing
business structure and your previous TP position? How to properly deal with China tax authorities'challenges? What are
the common pitfalls in facing or negotiation with local tax officials during a TP investigation? All these are popular issues
that had been troubling taxpayers operating businesses in China nowadays.

PEO is pleased to have the invited eminent speakers from PricewaterhouseCoopers to share with you the practical
measures in handling TP matters in China. Real-life cases under various scenarios, on top of what had been literally
stated in the Circular 2, will be analyzed and explained to help you to gain a further insight at the real time China’s TP
environment.
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Seminar Outline

Case Study 1 Would my TP documentation prepared be sufficient to
justify my profitability? Ef&rEEE B X EEER T AR NFIEAKFE?

ABC China, a contract manufacturer for its Japanese parent company “ABC Japan’, is mainly engaged in manufacturing
and sales of computer components in Shenzhen. ABC China purchases most of the raw materials from ABC Japan and
sells 70% of its finished goods to ABC Japan for its onward sales to overseas unrelated customers. The remaining 30% of
finished goods produced by ABC China are sold directly to domestic unrelated customers.

O What shall be included in my TP documentation to comply with statutory requirements under Circular 27
O How could the TP documentation be applied to support any inquiries posted by the local Chinese tax authorities?
O How should my internal TP policy be documented properly?

O What are the recent clarifications from Chinese tax authorities and taxpayers on China’s 1st TP documentation
compliance regime?

O What kinds of documents / information shall be prepared to support ABC China’s TP policy?
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Case Study /" How could a single function company support its loss
position? BE—IfgEA T I{a ZFHEEE KL ?

ABC Shenzhen was set up in year 2006 and mainly engaged in manufacturing of power supply products in its first few
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years. Due to the decreasing sales demands of power supply products, ABC Shenzhen started to expand the business
portfolio and introduced new product lines for liquid crystal display (“LCDs"), printed circuit board (“PCBs"), and other
computer peripheral devices. ABC Shenzhen has suffered continuous losses since start-up. In year 2008, it was obliged
to enter the first year of enjoying the 2+3 tax holiday under the China’s new income tax law.

O How can ABC Shenzhen explain to tax authorities regarding its continuous loss position?

O What would be the common views taken by the Chinese tax authorities on the loss position incurred by a single
function company?

O What actions / documents should be taken / prepared by ABC Shenzhen to defend its TP position from a practical
perspective?
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Case Study 3 How to approach / conduct explanations / negotiations
on my low profit level with the local tax officers? an{a E23th 75 #i % A B iR/
B/ B & a0 R R EAK T

ABC Guangzhou was established by a US parent company via an investment holding company registered in BVI in year
2005. It was mainly engaged in contract manufacturing of lower-entry level cosmetics products. While major functions
(e.g., R&D, sales and marketing) along the supply chain are performed by its US parent company, ABC Guangzhou has
maintained in continuous low profit position through years 2005 to 2007. In year 2007, ABC Guangzhou established
another manufacturing plant, ABC Panyu, engaging in producing container outlook packaging products. ABC Panyu
has been in favorable profit position since its establishment.

O What factors shall be taken into consideration to explain the continuous low profit position of ABC Guangzhou?
O What challenges / queries might be raised by Chinese tax authorities?

O How to negotiate with Chinese tax authorities in relation to ABC Guangzhou's low profit position?
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Case Study /I How to align regional coordination efforts upon group
companies in setting out a TP policy and liaise with different local tax bu-
reaus? M 7EA [E) (& 3o ] B2 & b B A5 A BR S 1 T 1 AR T o TE A FE R SRR TE (B R PR 2

Group A has over 10 subsidiaries in northern, central and southern China, which are engaged in provision of divergent
services (i.e, manufacturing, distribution, contract R&D and other inter-company services) for the Group.

O How should these subsidiaries coordinate in daily practices to support the implementation of the TP policies of
Group A?

O What are the different focuses between national and local-level tax authorities in reviewing Group TP policies?
O How to address various national and local tax authorities requirements in documenting the Group’s TP policy?
O Are there any practical experiences sharing from both national and local Chinese tax authorities’ perspective?
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Case Study O Should | choose advance pricing arrangement (“APA”)

handling as a tool to manage my on-going TP position? R & ERETEAEE
ZHE ( “APA” ) REEREETHEZEEEEE?

ABC Shanghai is a Shanghai based company engaged in provision of contract manufacturing services for its Korean Par-
ent Company. In year 2009, Chinese tax authorities initiated the general TP audit upon ABC Shanghai for its continuous
low profit position incurred through years 2004 to 2008, and imposed the retrospective TP adjustment for years 2004
to 2008 with the target full cost mark-up ("FCMU") ratio at 5.0%. The management of ABC Shanghai would like to plan
ahead in order to polish its internal TP policy.

O What is the general procedure of the TP audit and APA? Which party will have the authority to initiate them?

O How should ABC Shanghai utilize the TP documentation as defense tools in a general tax audit?

O What type(s) of inter-company transactions are recently focused by Chinese tax authorities?

O What are the key actions recently taken by Chinese tax authorities in TP audit cases?

O How to plan / support your TP policy through APA?
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Speakers

Rhett Liu %]J%Zﬂ? E;&Hong Kong & i;ln:ﬂ“Shenzhen Sessions
Partner, Transfer Pricing, PricewaterhouseCoopers China and Hong Kong
EHEKETEREEHE - BEEEAMUA
Rhett is a partner based in Hong Kong specialising in the Chinese transfer pricing regime. He joined PricewaterhouseCoopers in
1995. As a key member of the PricewaterhouseCoopers' transfer pricing team, Rhett has been actively involved in assisting clients in
defending transfer pricing audit and tax investigation cases, reviewing and evaluating transfer pricing risks, rationalising transfer pric-
ing policies, formulating cost recharging policies and applying for Advance Pricing Agreements (APAs) in China. Rhett has facilitated
the first few APAs concluded in China. Rhett periodically contributes to professional publications on the development and major

issues of the China transfer pricing environment. He is also a regular speaker on the subject for numerous professional seminars and
conferences in Hong Kong and Southern China.
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Wengee Poon iz & #Hong Kong Session
Senior Manager, Transfer Pricing, PricewaterhouseCoopers China and Hong Kong
LHEKETEREELE - BEEESRLE
Wengee Poon is a Senior Manager in PricewaterhouseCoopers specialising in Transfer Pricing Services. With extensive experience
in transfer pricing, Wengee has resolved transfer pricing matters for numerous multinational corporations. Her experience includes
assisting clients in determining their transfer pricing structures, formulating transfer pricing policies, preparing transfer pricing docu-
mentation and performing post-implementation structure maintenance services. Wengee has served a broad spectrum of multi-
national corporations in various industries including garments, chemicals, telecommunications, electronics, pharmaceuticals in the
manufacturing, distribution and servicing aspects. Wengee is also a speaker at public seminars and has contributed to professional

publications. She holds a Bachelor degree in Economics and Statistics and a Master degree in Business Administration from the
University of Rochester, New York, US.A.
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CeCi,ia Lee I Ed‘l‘lGuamgzhou Session
Partner, Transfer Pricing, PricewaterhouseCoopers China and Hong Kong
EEKETEREEME - BREEESUA
Cecilia is a partner of PricewaterhouseCoopers (PwC) Hong Kong, specialising in transfer pricing. She has over 13 years of experi-
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ence advising multinationals in China, US and Japan on transfer pricing matters. In 2006, she joined our Hong Kong transfer pricing
practice from PwC US. Cecilia has served clients in various industries including premium consumer products, retail, telecommunica-
tions, software, electronics, semiconductor, IT consulting and industrial manufacturing. Cecilia’s experience includes global structure
alignment where she assisted in the development and implementation of Asian trading company and European principal company
structures, intangible property planning, Chinese Tax Authority and IRS transfer pricing audit defence, advance pricing agreements,
Sarbanes-Oxley 404 reviews and global transfer pricing documentation studies covering tangibles and intangibles transactions, inter-
company services and cost sharing analyses. She has successfully assisted our clients in dispute resolution matters with the Chinese
Tax Authorities. During early 2000, Cecilia completed a tour of duty in the San Jose, California office where she advised clients from
the e-business sector on intangible property structuring. Cecilia also works with our Hong Kong and the Mainland tax team and
advised US clients on best practices to mitigate risks of doing business in China and operates in the most tax efficient manner.
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Kevin Tsoi 2zl & M Guangzhou Session
Director, Transfer Pricing, PriceWaterhouseCoopers China and Hong Kong
ETFEKEPEREEME - SREELR
Kevin is a director of PricewaterhouseCoopers specializing in the Chinese transfer pricing regime. He joined PwC in 2000. Kevin has
been actively involved in assisting clients in defending transfer pricing audit cases, reviewing and evaluating transfer pricing risks,
rationalizing transfer pricing policies, and applying for unilateral and bilateral APAs. Kevin also contributes to professional publications
on the development of the China transfer pricing environment. He is a frequent speaker on the subject for professional seminars and
conferences. He earned his Master of Business Administration and Master of Business Taxation degrees from University of Southern
California.
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Charles Chan PR LA iR®Yllshenzhen Session
Senior Manager, Transfer Pricing, PriceWaterhouseCoopers China and Hong Kong
EFEKETERERME - BEEESRLCE
Charles is a China transfer pricing senior manager in the PricewaterhouseCoopers’ Shenzhen office. He is actively assisting MNC
clients in identifying their TP issues, handling TP documentation, TP tax audits defense support and liaising with Chinese tax officials
in obtaining APAs. He has experience in liaising and negotiating with local Chinese tax bureaus located in Southern China, such as
Shenzhen, Nansha, Dongguan and Fuzhou. He advises clients on APA application / tax audit defence support strategies in light of
Chinese tax bureau’s practices. Charles regularly supports and conducts interflow sessions with various professional bodies and tax
bureaus in Hong Kong and Southern China region.
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About Us

About PEO http://www.peo-group.com/

PEO is the leading information provider, aiming to provide professionals with accurate, timely and professional infor-
mation. Not only with well known PEO Events, but also with our publications and e-newsletters, PEO has become one
critical information source for our customers.Within the areas of tax, accounting, human resources, business manage-
ment and legislation, we help professionals stay up-to-date with ever changing business environment and complex
regulations. PEO Events are also known as an ideal platform for delegates to engage in discussions as well as to share
their ideas and experiences.

About PricewaterhouseCoopers http://www.pwc.com/

PricewaterhouseCoopers China, Hong Kong and Singapore operate on a combined basis, subject to local applicable
laws. Taken together, we have more than 470 partners and a strength of 13,000 people. The firm provides a wide range
of services to help organisations solve business issues, identify and maximise opportunities. Our industry specialisation
enables us to identify trends and customise solutions for your sector of interest. Each line of service is staffed with highly
qualified, experienced professionals and leaders in our profession. These resources, combined with our global network,
allow us to provide the support you need wherever you may be located.
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REGISTRATION FORM

Company Name

FAXTO: (+852) 3793-3368
(+86755) 8351-6911

Yes! Please register me for the seminar:

Case Study Seminar on
Transfer Pricing Practice in China

Address

Tel No.

Fax No.

] Hong Kong: Tuesday 14 September 2010
One Pacific Place, Hong Kong / &# Kt BB E 0
English / Z&5E

[0 Guangzhou: Wednesday 15 September 2010
The Ritz-Carlton Hotel Guangzhou / EEM & BB B R HIEIAE
Putonghua / Z i@ %

Participant (1) LM LI Ms. O Shenzhen: Thursday 16 September 2010
Sunshine Hotel, Shenzhen / iR B S¢B &
Name Putonghua / & i#54
Title 2:00pm - 5:00pm
Mobile Fee** (HKD / Person) Discount*®
E-mail
[ 11300 11100
Participant (2) O Mr. [ Ms. *for PEO's client
*"PEQ's client” refers to a company attending any PEO past events. Subscribers of China
Name Employment Watch will be entitled to extra 10% discount.
**The fee includes seminar materials, certificate of attendance & refreshment.
Title PAYMENT OPTIONS
Mobile [] I enclose a cheque of HK$
payable to “PEO (HK) Co., Ltd.”and will send to
E-mail PEO HK, Unit 3328, 33/F, China Merchants Tower,
Shun Tak Centre, Nos. 168-200 Connaught Road
Central, Hong Kong (Attn: Accounting Dep.)
Participant (3) M L Ms. [_] Bank transfer to PEO HK account
Name Bank Name: Hang Seng Bank Limited
Account Name: PEO (HK) Co., Ltd.
Title Account Number: 229213491001(HKD)
e L] 1 want to pay in RMB. Normal: RMB1100 / Discount: RMB900
obile
Bank Name: TR RITRINTRIE 47
Email Account Name: R L Z S WARFHIRAS)

[[] Please remind me by phone one day before the event.

If specific contact person is assigned, please state

Contact Person [ Mr.

Name

[ Ms.

E-mail

Account Number: 4000 0277 0920 0242 980

**Invoice will be given on site.**

Signature:

Tel No.

» This event is by invitation only. Due to limited seats, early registration is encouraged.

» Reservations will be confirmed on a first come first served basis upon receipt of the registration.

» A substitute delegate is welcome at any time without extra charge if you are unable to attend.

» Any absence without prior notice may cause your enrollment in next activity to be put into waiting list.
» PEO reserves the right to postpone or cancel the event due to unforeseen circumstances.

WEB100831

Please complete this form and fax to PEQ.
Contact person: Shirley Chan

HK Fax: (+852) 3793-3368

SZ Fax: (+86755) 8351-6911

HK Tel: (+852) 3793-3024 Mainland Tel: 400-628-5800

support@peo.hk
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