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On 31 March 2011, the State Administration of  

Taxation (SAT) published Announcement No.25 of year 

2011 Administrative Measures for the Pre-income-tax 

Deduction of Property Losses of Enterprises  

(hereinafter referred to be as the “Announcement No. 

25”). The Announcement No. 25 consists of 8 chapters 

52 articles, and made specific provisions on the 

management of the loss declaration, evidence of the 

property loss, determination of loss on monetary assets 

and non-monetary assets, investment loss and other 

losses. Compared with the Notice CaiShui[2009]No.57 

and Notice GuoShuiFa[2009]No.88 both regarding the 

management of pre-tax deduction, we’d like to draw 

your attention to following main changes stated in 

Announcement No.25. 

 

1. Deduction by approval is replaced by the method 

of deduction by declaration 

In Announcement No. 25, according to the difference of 

content and requirement of declaration of property loss, 

the loss declaration shall fall into two ways, namely, 

detailed list (“List Declaration”) or special report 

(“Special Declaration”). According to Announcement No. 

25, the pre-income-tax deduction of property loss is not 

necessary to be approved by tax authorities, and the 

provision that the property loss shall be declared within 

45 days of the following year is also terminated. 
 

In the declaration system, the tax authorities only carry 

out a simple review on the documents provided. As 

long as the related requirements are fulfilled, the 

property losses are deductible. However, in the case 

that the property losses are overstated, misstated which 

resulted in underpayment of income taxes, the 

enterprises can be judged to have committed tax 

evasion and may face the penalty or fine. 
 

2. Range of deductible property loss is expanded 

Compared with the previous rules and regulations, the 

range of deductible property losses is expanded in 

following respects: 

（1） Losses of intangible assets are allowed to be 

deductible. The required document and relevant 

standards of losses of intangible assets are 

specified in Article 38. 
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（2） The word “be relevant to the taxable income 

obtained” stipulated in Notice 

GuoShuiFa[2009]No.88 has been deleted in the 

Announcement No.25. The deductible property 

losses are not emphasized to relate to taxable-

income, but to business operation. According to 

the term of property, besides the notes 

receivable, the advanced prepayment also 

includes reimbursement, open credit between 

enterprises. It used to be a controversial topic, 

whether the unrecoverable reimbursements and 

the open credit are deductible before taxation, 

especially the credit between the affiliated 

enterprises. As these controversial advanced 

payments have been added into the deductible 

range according to Announcement No. 25, they 

shall be deductible as long as the relevant 

requirements are fulfilled. 

 

（3） In accordance with the Article 3 of the 

Announcement No. 25, the property losses are 

allowed to be deducted before taxation, which 

refers to the reasonable losses occurred during 

the disposal and transfer of the relevant property 

(hereinafter referred to as “actual property 

losses”) and losses which have been properly 

calculated and recorded complied with the 

Notice GuoShuiFa[2009]No.88 and the 

Announcement No. 25, but the relevant property 

has not been disposed of or transferred yet 

(hereinafter referred to as “statutory property 

losses”). Deduction of statutory property losses 

is a new provision, and Article 4 states that 

statutory property losses are allowed to be 

deducted provided that it is supported by 

relevant documents and the relevant accounting 

treatment is also demanded. 

 

 

 

 

 

 

 

3. The accounts receivable overdue for over 3 years 

are deductible by way of submission of special 

report 

According to Announcement No. 25, the accounts 

receivable, which have been overdue for 3 years or 

longer and have been changed into profit and loss 

accounts, are allowed to be deducted as bad debts 

losses, but it shall be explained in written form and a 

special audit report is required. However, according to 

the Notice GuoShuiFa[2009] No.88, for such 

receivables, the enterprise shall provide the records of 

legal demand and negotiation for payment, and it has 

been confirmed that the debtor is insolvent, and has 

been in operating loss for 3 consecutive years or has 

suspended its business operations for 3 consecutive 

years, which means there were no business 

transactions of the debtor in 3 consecutive years. 

Therefore, such receivables shall be recognized as 

deductible losses. Obviously the Announcement No. 25 

eases the requirements for the pre-tax deduction of 

receivables overdue for over 3 years. 

 

4. Retroactive recognition of losses incurred in the 

previous years 

According to Article 6 of the Announcement No.25, the 

property losses which occurred in the previous years, 

but failed to be deducted before taxation, can be 

applied to tax authority for pre-income-tax deduction, 

but the explanation in written form and special audit 

report are required. 

 

The pre-income-tax deduction of actual property losses 

is allowed to be retroactively recognized for the year 

during which they occurred, but the period shall be not 

longer than 5 years. For the property losses caused by 

one of the specific reason stated in the Announcement 

No.25, the period is allowed to be extended based on 

the approval of State Administration of Taxation. 

 

For statutory property losses, as the losses of disposal 

or transfer cannot be recognized, it shall be deducted 

before taxation in the year of application. In practice, 

such loss cannot be classified to an accurate taxation  
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period; therefore, it is unnecessary to consider the 

adjustment of retroactive period. 

 

The overpaid taxes computed based on the 

retroactively recognized deductible loss shall be offset 

the payable tax of the current period instead of being 

refunded. If the income tax payable is less than the 

overpaid taxes, the exceed amount shall be deferred to 

be offset in the following years. 

 

5. The bad debts loss of loans due from affiliated 

party is deductible and specified in a wider range 

 

According to Article 45 of the Announcement No.25, the 

property losses which occurred due to the property 

transactions taken place based on the arm’s length 

principle between affiliated parties, or the property 

losses due to the loans or guarantees to affiliated party 

are deductible. However, the explanation in written form 

and a special report issued by a certified agency and 

relevant evidence are required by tax authorities. 

 

Previously, it is unspecific whether the property losses 

of creditor’s right due to the loans or guarantees to 

affiliated party are allowed to be deducted. In general 

practice, the deduction is not allowed by the tax 

authorities. Compared with the Announcement No.25, 

the invalid SAT Circular of Pre-tax Deduction of bad 

debt losses due to the open credit between affiliated 

parties (GuoShuiHan[2000] No.945) was more strict. It 

stated that the unrecoverable property losses of creditor 

due to the loans or guarantees of affiliated party shall 

be deducted before taxation, provided that the debtor is 

judged to be bankrupt by the court and the property of 

the debtor can not offset the loan, the losses shall be 

deducted before taxation as bad debts loss approved 

by tax authority. 

 

 

 

 

 

 

 

Compared with above provision, the requirements of 

Announcement No.25 have been eased. It mainly 

reflects in two aspects,  

i. As long as the transactions satisfy the arm’s 

length principle, the losses incurred are allowed to 

be deducted. The requirement that, the debtor is 

judged to be bankrupt by the court and its’ assets 

are not sufficient to pay off the debts, is no longer 

necessary.  

ii. The applicable range of enterprises is expanded. 

Previously the deductible losses of unrecoverable 

loans are only adapted to financial enterprises. 

According to the Announcement No. 25, as long 

as the loans occurred between affiliated parties 

satisfy the requirements stipulated, the losses 

shall be deductible. The type of the enterprises is 

no longer limited. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

 

 

 

 

 

 

 

 

 

 



 

 4

I N F O  
  

 

 

Tax News Headlines 
 

Catalogue of some important tax regulations und laws for the release period: 
16 April 2011— 15 June 2011 
 
Release 
Date: 

 
Circular: 

 
Title: 

 
Effective Date: 

 
2011-04-16 

 
Order of State Council No. 
596 

 
Regulation on Individual Industrial and 
Commercial Households 
 

 
This Regulation takes 
effect from November 1, 
2011. 
 

 
2011-05-17 

 
SAT Announcement (2011) 
No. 31 

 
Announcement of the State 
Administration of Taxation on the 
Effectiveness and Implementation of the 
Agreement between the Government of 
the People’s Republic of China and 
Republic of Czech for the Avoidance of 
Double Taxation and the Prevention of 
Fiscal Evasion with Respect to Taxes 
on Income 
 

 
This Announcement takes 
effect from May 4, 2011. 

 
2011-04-28 

 
SAT Announcement (2011) 
No. 28 

 
Announcement of State Administration 
of Taxation concerning the Calculation 
of Individual Income Tax on the Portion 
of Tax Borne by Employers on behalf of 
Employees on Annual Lump-Sum 
Bonus 
 

 
This Announcement takes 
effect from May 1, 2011. 

 
2011-06-09 

 
SAT Announcement (2011) 
No. 34 

 
Announcement of State Administration 
of Taxation concerning Several Issues 
of the Enterprise Income Tax 
 

 
This Announcement takes 
effect from July 1, 2011. 
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