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Abstract

The 2024 Government Work Report mentions that it is proposed to
promote reforms in the fields of finance, taxation and finance.Plan a new
round of fiscal and taxation system reform, and implement the financial
system reform and deployment. With the development of the financial
market and the advancement of financial innovation, VAM as a new type
of investment and financing tool has emerged. Signing VAM agreements
has become an important means for many enterprises to cope with market
uncertainty, reduce investment risks, and improve financing efficiency.
Especially since the successful VAM of Mengniu Dairy in 2006, VAM
agreements have become more and more widely used in mergers and
acquisitions of Chinese enterprises. Performance compensation is one of
the core clauses in the VAM agreement, and by setting performance
targets, both parties can not only incentivize the investee company to
improve its performance, but also protect the rights and interests of
investors. However, due to the fact that China has not yet promulgated a
tax policy on performance compensation for VAM agreements, many
financial and tax disputes have arisen when the performance
compensation clause is triggered, which has brought great tax risks to
enterprises that have signed VAM agreements. This article hopes to
provide a reference for enterprises with similar confusion through the
study of the tax-related issues of performance compensation under VAM,
and also to indirectly promote the improvement of China's tax regulations
related to VAM.

First, this paper introduces the background and significance of the
study, as well as the overall framework and research methodology.
Secondly, the definition and classification of VAM agreements are

expounded, the legal nature and theoretical basis of VAM agreements are
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introduced, and the rationality and applicability of the above views are
analyzed. Then, the concept and classification of performance
compensation are expounded, and the theoretical basis of tax treatment of
performance compensation is analyzed. Then, the development status of
performance compensation for VAM agreements in China and the tax
treatment of performance compensation are introduced, and the tax
treatment methods of performance compensation of some tax bureaus are
listed. Thirdly, this paper takes the acquisition of a limited liability
company by a listed company A as the object of analysis, analyzes the
motivation for the two parties to enter into the VAM agreement, and gives
a detailed description of the content of the VAM agreement from the
perspective  of equity acquisition, performance commitment,
compensation method, and liability for breach of contract. This paper
analyzes the tax treatment of profit compensation and impairment
compensation received by listed company A, how to dispose of the
performance compensation, whether it needs to pay enterprise income tax,
and whether the individual income tax paid by individual partners due to
the payment of performance compensation can be refunded. At the same
time, the reasons for the focus of the dispute are also analyzed. Finally, it
is concluded that the performance compensation should be offset against
the long-term equity investment, and the enterprise income tax and
individual income tax should not be refunded as income. On this basis,
this paper puts forward some suggestions such as adhering to the
principle of substantive taxation, improving the tax policies related to
performance compensation, designing reasonable transaction paths, and

strengthening information communication between different entities.

Keywords: Valuation adjustment mechanism, Performance compensation,

Tax treatment
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