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Abstract

The tax policy of loan losses has been a contentious issue in China. Most of the
city banks and joint-stock commercial banks have called on reforming the actual tax
policy of loan losses. In the same time, the money market of China will be open to
other countries across-the-board, which aggravates the pressure of reformation of tax
policy of loan losses. Under such circumstance, it seems to be significative and
necessary.

So, this article reviews others’ studies in such aspect, compares the tax practices of
dealing with loan losses in some other countries, and summarizes the actual tax

treatments of loan losses

charge-off method and reserve method, which includes
general reserve method and specific reserve method. After that, the article analyzes
such two tax treatments as to compare which one is likely to keep to or violate tax
neutrality, and concludes that the method of specific reserve satisfies the need of
practice and fulfils the tax neutrality better than the method of charge-off. On this
basis, the article makes use of actual situation of China, analyzes the problems of tax
policy of loan losses by normative and empirical studies, and then makes a conclusion:
The tax policy of loan losses of commercial banks in China is unneutral and
conservative, which affects the disposal of loan losses in some extent. So the tax
policy of loan losses in China should be reformed. As for the rules and aims of the
policy, we should adopt such tax policy that is positive to accelerate the disposal of
non-performing loan and providing the reserves of loan losses in the near future, and
adopt the neutral tax policy of loan losses to assure that banks work safely. As for the
means of tax policy of loan losses, firstly, we should change the tax credit method of
loan losses; secondly, we should differentiate the reserves of non-performing loan and
the reserves of loan losses clearly; thirdly, we should increase the rate of the reserves
of loan losses which can be deducted from tax basis of company income; fourthly, we
should amend the conditions of charging off the loan losses allowed by tax bureau,
fifthly, we should improve the cooperation between tax bureau and supervising

department.
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