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Abstract

Financial holding companies (“FHCs”) were first set up as a result of the
trend of mergers and acquisitions of financial institutions. In order to
encourage establishing an integrated financial group, the government
introduced the “Consolidated Tax Return” regime with the aim to
remain the neutrality of taxation. Though the tax scheme and its related
tax regulations have been in effect for more than 10 years, there are still
some major tax issues unresolved as of today despite the long arguments
and debates between the tax authority and taxpayers. Our report
summarizes the three main issues among others, and our proposed
solutions to these issues for the authorities’ reference.

The first issue relates to disallowed expense deductions by the FHCs.
The tax authority considers that the operating expenses and interest
expenses of FHCs should be attributable to non-taxable income, and
therefore disallows tax deductions on almost all of the FHCs’ expense,
leading to heavy tax burden for FHC’s.

Our report firstly gives a brief history of this tax dispute, the arguments
by the taxpayers and the verdicts by the Administrative Court. Based on
our study on the aforementioned, and by making reference to the tax
regulations of other countries, we propose our advice, which includes
adjusting or eliminating intra-group transactions within FHC groups, and,
amending the Method of Allocating Enterprises’ Expenditure to its
Non-taxable Income.

The second issue is the disallowance of tax deduction on share-based
payments incurred by the FHCs and shares are granted to affiliated
companies’ employees. Although the Company Act and Financial
Holding Company Act permits and recognizes its legitimacy, the tax
authority takes an opposite position and disallows the deductions
claimed by the subsidiaries of the FHCs. Our report summarizes the
development of share-based payment and associated financial accounting
regulations and tax regulations. Further to an analysis of reasons for
disallowance addressed by the Ministry of Finance, we propose our



advice, which includes allowing affiliated companies to claim deductions
by referring to the accounting principle, and eliminating intra-group
transactions within FHC groups.

The last issue is about the carry over of loss carryforward in different
merger situations under the consolidated tax return system, which is yet
regulated in relevant tax laws and regulations. This includes mergers
between affiliated companies in a single FHC group who choose to use
the consolidated tax return, and between different FHC groups. Our
report assumes several possible transactions and analyzes their potential
tax implications accordingly. We dissect the issues under different
merger types and propose our suggestions for the reference of law
amendments.
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Internal Revenue Code (“IRC”) Subtitle A — Income Taxes Chapter 6 —
Consolidated Returns, Subchapter A — Returns and Payment of Tax
1501~1504

N 7 !: -
UL e 26 Code of Federal Regulations ("CFR") Chapter 1 — Internal Revenue
Service, Subchapter A — Income Tax 1.1502 - 0~96 Consolidated
Return
2% 74 e Corporate Returns and Computation of Tax 754-4" T.M. -
? BT Consolidated Returns

(754-4th T.M. - Consolidated Returns)
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(IRC 8§ 1504 — Definitions)
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(IRC § 1501 - Privilege to file consolidated returns)
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(IRC 8§ 1503 - Computation and payment of tax)
531: k478 4 (Federal income tax) % 58 d # = @
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(IRC 8§ 1504 — Definitions)
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(1) & &= @ ( tax-exempt corporations);

(2) * & &*& = 2 (life-insurance corporations);

(B)EFEH* 2 FAX» § L2 & (corporations electing the
possessions tax credit);

A REF2ZHEFT 272 8 AR F 322 & (regulated investment
companies and real estate investment trusts);

(5) Domestic international sales corporatlons (GIuipt g o & 7 Yo =R
R B % LR R L 2 7 )

(6) S corporations (it #f 2> 7 F FHTIH R AT E FLo O P 2 T F A4
EEPN R I G }; Bd:ﬂ"}ir‘ Y Rz @A 718 fi)

(26 CFR 1.1502-75 - Filing of consolidated returns)
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(IRC § 1504 — Definitions)
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(26 CFR 1.1502-11 - Consolidated taxable income)

(26 CFR 1.1502-12 - Separate taxable income)

(26 CFR 1.1502-17 - Methods of accounting)

(26 CFR 1.1502-18 - Inventory adjustment)

(26 CFR 1.1502-19 - Excess loss accounts)
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1. Separate statement of income, deductions, credits, etc:

F - fe P kA BB 2 g ~ & A F * (deductions) ~ % iE#r“,éf (g
(credits) & 3+ & 7 & B B B f T 7 Vi FIIEP REeHEERE
FhEe)t o B p 2 NG @IS dpke




% W S

2.
ﬁgﬁ?lhﬂ%y ‘1{% \:,\;j\%ff’;f N z;g#ruﬁ;/#r#qgﬁ ,*"}, F1LEY 3Em
EATRRL I D Mk - FRB 0 ENHHIEFAE

She

3. Adjustments
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acceleration rules of Regs. §1.1502-13"3% %% o 34 B chisf P 4o

- k545 fo45(loss carryforward) 2. & * § 4% %) P34,

- RFEOPRF2ZEEGEG HRE BN,
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- EE2PF2ZF AR § 25 Riba ius(deferred) o
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4. Treatment of segregated items:
R HFI LR O MFLAD EFRFFLIEA SR 27 2B
JT & % (separate income statements) -

5. Combination of separate net incomes:
B EBFR P TE A o

Items given consolidated treatment:

RS hg *fed g;a‘rkf/a‘ri%(credns)gﬁ%-u LR AN

?K-'L%Vv' NP AHAETE > S B LA

ﬁvirxf %P (domestic productlon activities deductions) ~ (B~ p
) WA T ~ a‘rkf %‘ﬁ (dividends received deductions) % - 3% % 3
SRR Y ERE P YIS Ry RS w*”l(wﬁw

iﬁ AT E (consolldated taxable income) -

\“- F_L)—L

fm ﬁﬂt fm |

6.
R
F
m
_J:
Ve
a

hﬂ%kh-:lw
n:.ﬁ J\\/\m -

7. Tax computation:
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8. Tax allocation - earnings and profits:
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e |Income Tax Assessment Act 1997

e Income Tax (Transitional Provisions) Act 1997

e |Income Tax Assessment Act 1936

s |Consolidation reference manual (“CRM?”), the latest updates incorporated

into the CRM are current at 15 July 2011 by Australian Taxation Office.
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entity rule) o &t BRI T - iZfe g 2303 2 P2 L UG B RS2

A NP (H- B cEOER T T AL 2 e
WARLE DTG > F P30 FERERLL T2 5

(deemed to have "disappeared™ upon consolidation under the single entity
rule) -

“1 18 fi(Pay-as-you-go, "PAYG" installments) d # = & & & Y432 o
H i fir b4 Goods and Services Tax ("GST") ~ Fringe Benefits Tax
("FBT")%# PAYG withholding Rijd # = & 2 & 5 2 7 & W[ FHT o

s L, N N e N A = A
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(1) &= 2 (exempt entities);
(2) %= &% 2 £ £ (pooled development funds, "PDFs");

—

3 ?%2#}1?‘ 2 & (film licensed investment companies, "FLICS") 2 4 %
* 44 (credit unions)
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