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Overview of China Individual Income
Tax (“IIT”) Reform

Overview of China Individual Income Tax (“IIT”) Reform

Restructure IIT system

Promote fairness and
efficiency

© 2018. For information, contact Deloitte China.

Align with International
standard

Strengthen tax collection
and management
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Overview of China Individual Income Tax (“IIT”) Reform

2018.10.20-11.04

2018.08.31

Draft implementation rules to the
new IIT law and draft detailed rules
to the additional itemized
deductions released for public
consultation

The amendments approved by the
Standing Committee of National
People’s Congress

2018.06.29-07.28

Draft amendments released to the
public for consultation

November 2018

2018.10.01-12.31

2018.06.19

Draft amendments submitted
to the Standing Committee of
the National People’s Congress
for deliberation

Standard deduction increased to
RMB5,000/month for salaries and
wages, and introduction of
comprehensive income

2019.01.01

The amendments take
full effect.
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Overview of China Individual Income Tax (“IIT”) Reform
Tax residence rule

Anti-avoidance rules
for individuals

Tax clearance upon
emigration

Information sharing
across different
departments

Tax assessment,
collection and filing
© 2018. For information, contact Deloitte China.

Tax categories

Tax rates and brackets

Standard deduction

Additional itemized
deductions
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Highlights of the draft
implementation rules to the new IIT
law

Definition of “resident” for tax purpose

Current IIT law

New IIT law

No clear definition of “resident” and “non-resident”
for tax purposes

Introduces the definition of “resident” and “non-resident”
for tax purposes
Resident

Non-resident

China-domiciled
individuals

Non-China-domiciled
individuals

China-domiciled
individuals

Non-China-domiciled
individuals

Non-China-domiciled
individuals who reside
in China for one “full”
year

Non-China-domiciled
individuals who reside
in China for less than
one “full” year

Non-China-domiciled
individuals who stay in
China for 183 days or
more in a calendar year

Non-China-domiciled
individuals who stay in
China for less than 183
days in a calendar year

Both China sourced
and non-China
sourced income are
subject to IIT

Only China sourced
income is subject
to IIT

Both China sourced
and non-China
sourced income are
subject to IIT

Only China sourced
income is subject
to IIT
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Change of “Five-year rule”
Current IIT law

Non-Chinadomiciled
individual subject
to China IIT on
Worldwide
income

How to break the
5-year rule during
the five year

How to break the
5-year after the 5th
year

New IIT law

Reside in China for five consecutive “full
years” (not staying outside China for
more than 30 days in one single trip or 90
days in multiple trips)

Reside in China for more than 183 days for five
consecutive years and did not stay outside China
for more than 30 days in one single trip

Reside in China for “full” year after the
5th year

Reside in China for 183 days or more after the 5th
year

Stay outside China for more than 30
days in a single trip or 90 days in
multiple trips in any year during the
five-year period

Stay outside China for more than 30 days in a
single trip during the 5-year period, OR 183 days
or more in a year during the 5-year period. Subject
to record filing requirement for non-China sourced
income

Reside in China less than 90 days in a
year after the 5th year

Uncertain

© 2018. For information, contact Deloitte China.
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Chargeability to China Individual Income Tax (“IIT”) – Current Rule
With DTA China sourced
income paid /
borne by
Chinese entity

China sourced
income paid /
borne by
Chinese entity

Without DTA
– China
sourced
income

Non-China-domiciled
individuals stay in China
for not more than 90 days
in a calendar year;
The remuneration is not
paid by, or on behalf of a
resident of China;
The remuneration is not
borne by a permanent
establishment of China

< 90 days

China
sourced
income

Similar to the 90day requirements,
but the threshold is
increased to 183
days within the base
period specified in a
DTA

> 90 days but
< 183 days

Non-China sourced
income not subject
to IIT regardless of
cost bearing
arrangement

>= 183
days days
> 90/183
but <but
1 full
< 1 full year
year

China sourced income
+ offshore income
borne by Chinese entity

Worldwide
Income

Taxable on all China and nonChina sourced income under each
IIT income category
1 full year after 5 full straight years /
Domicile in China
Non-China sourced
income not subject
to IIT to the extent
cost not borne by or
recharged to China
entity

1 full1year
<
full but
year
5 full straight
butyears
< 5 consecutive
full years

1 full year after
5 full
1 full year after
straight years
/
5 consecutive
Domicile in China
full years /
Domicile in
China

< 90/183
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Chargeability to China Individual Income Tax (“IIT”) – New Rule
With DTA China sourced
income paid /
borne by
Chinese entity

China sourced
income paid /
borne by
Chinese entity

Without DTA
– China
sourced
income

Non-China-domiciled
individuals stay in China
for not more than 90 days
in a calendar year;
The remuneration is not
paid by, or on behalf of a
resident of China;
The remuneration is not
borne by a permanent
establishment of China

< 90 days

China sourced income
+
offshore income borne by Chinese entity

Taxable on all China and nonChina sourced income under each
IIT income category
1 full year after 5 full straight years /
in China
Non-China sourced income not subject to IITDomicile
to
the extent cost not borne by or recharged to
China entity

Similar to the 90day requirements,
but the threshold is
increased to 183
days within the base
period specified in a
DTA

> 90 days but
< 183 days

Worldwide
Income

1 full year but <
>=>183
days
but did
reach
the
5 fullnot
straight
years
90/183
days
but < 1 full5-year
year status

1 full year after>=183
5 full days
after reaching
straight years
/ 5-year
the
Domicile in China
status /
Domicile in
China

< 90/183
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Consolidation of various categories of income into “comprehensive income”
Existing IIT law

The amendments

Salaries and wages
Contingency income /
Other income

Salaries and
wages

Comprehensive
Income

Consolidating
Income with
Similar Nature
for Taxation
11 Categories of
Income

Remuneration for (independent)
services

Authors' remuneration
Income from royalties

Income from operations
Interest income, dividends and profit distribution
Income from leasing property
Income from transfer property
Contingency income

Interest income,
dividends
and bonus

© 2018. For information, contact Deloitte China.

Other income
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Transfer of partnership interest and Deemed sale rule

1
2

Income derived from the transfer of
partnership interest would fall under the
category “Income from transfer of property”

Transfer of nonmonetary assets, and
assets used for donation, repayment of
debt, sponsorship, investment, etc,
unless otherwise stipulated, will be
deemed as transfer of property and
hence subject to IIT

© 2018. For information, contact Deloitte China.
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Tax rates and brackets

Tax Rates (Existing IIT law)

Categories

Tax Rates (The amendments)

Salaries and wages

3%-45%
20%-40%
20%

Remuneration of services
Authors’ remuneration

Comprehensive
Income

• The lowest 3 brackets (3%, 10% ,
20%) broadened;
• The highest 3 brackets (30%, 35%,
45%) remain unchanged.
3%-45%

Income from royalties

5%-35%

Production and business income
derived by private industrial and
commercial household
Income derived from contracting
or leasing operations of
enterprises or institutions

Income from
operations

• Lower limit which applies to 35%
tax rate increased to RMB500,000.
5%-35%

Interest, dividends, and bonus
20%

Income from lease of property
Income from transfer of property

• Remain unchanged
20%

Incidental Income
© 2018. For information, contact Deloitte China.
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Tax Filing Timeline

Any tax withholding
agent

01

Yes

Withholding agent to conduct IIT withholding by the 15th of the
following month

No

Taxpayer files tax via self-reporting by the 15th of the following
month

Comprehensive
Income

02

Income from
operations

03

Interest income,
dividends and
bonus (profit
distribution)

Tax withholding

-

Taxpayer to settle estimated tax payment by 15th after the
month/or quarter ends

Yes

Withholding agent to conduct IIT withholding by the 15th of the
following month

No

Taxpayer files tax via self-reporting by the 15th of the following
month

© 2018. For information, contact Deloitte China.

15

Annual Tax Reconciliation

Annual Reconciliation Requirement
•

Receiving comprehensive income from
two or more sources, and the total
comprehensive income net of itemized
deductions is at least RMB60,000

•

Receiving independent services income,
author’s remuneration and/or royalties;
and total income for the above net of
itemized
deductions
is
at
least
RMB60,000

•

IIT
withholding
on
comprehensive
income are less than the IIT payable in
the relevant tax year

•

Income from operations

Apply for Tax Refund
2

1

•

Taxpayer is allowed to authorize the
withholding agent or other party to
handle and file the annual return on the
individual’s behalf

© 2018. For information, contact Deloitte China.

Taxpayer should comply with the annual
filing requirement in order to request for
tax refund
Provide China bank account details for
refund processing

Annual filing

Authorization
•

•

Uncertainty in tax residency
4

•

3

File and pay IIT as non resident
tentatively; with his/her annual filing
obligation determined after year-end
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Annual Filing and Tax Reconciliation
Yes
No
Non-Tax Resident

Tax Resident?
Comprehensive
income from two
or more sources

Receiving
independent
services income,
author’s
remuneration
and/or royalties

IIT withholding on
comprehensive
income < the IIT
payable in the
relevant tax year
or apply for tax
refund

Receive income of
operations

Comprehensive
income net of
itemized
deductions
>RMB60,000

Annual Tax
Reconciliation
is not required

Annual Tax
Reconciliation
© 2018. For information, contact Deloitte China.
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Foreign Tax Credit

Tax Calculation
q For income taxed under the categories of “comprehensive income or “business
operation income”, the draft implementation rules provide that domestic and
foreign-sourced income would be aggregated respectively for resident individual IIT
assessment purposes.
q For other categories of income, domestic and foreign-source income would be
assessed separately.

Requirement
q The foreign tax credit (“FTC”) would still be calculated on a “per country (territory)”
basis
q Unused FTC would be subject to five year carry-forward.
q Taxpayer should provide foreign tax return and receipt to support FTC claim.
© 2018. For information, contact Deloitte China.
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Tax Clearance upon Emigration
A taxpayer is required to settle his or her IIT liabilities before the individual can deregister his or her Chinese household registration (hukou)
for emigration purposes.

2

1

3

STEP

STEP

Tax Clearance

STEP

Emigration

Deregister Hukou

Settlement of IIT for comprehensive income and income from the operation of
business for the year in which the hukou is deregistered;
Settlement of IIT for other income for the year in which the hukou is deregistered; and

Settlement of IIT on income for previous years.

© 2018. For information, contact Deloitte China.
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Anti-avoidance Rules

1

Unreasonable
commercial
arrangements
The main purpose is
reducing, exempting or
delaying the payment of
taxes

Related parties

Arm’s length principle
General antiavoidance rule

Controls
(1) A resident individual or a
resident company directly or
indirectly holds more than 10% of
the voting shares of a foreign
enterprise, and jointly holds more
than 50% of the shares of the
foreign enterprise;
(2) The shareholding ratio of
resident individual or resident
company does not meet the
requirement as (1) above, but it
substantially controls over the
foreign enterprise in terms of
shares, capital, operations,
purchases and sales.

© 2018. For information, contact Deloitte China.

An individual obtains
improper tax benefits
through unreasonable
commercial arrangements

3

Transactions between
an individual and the
related parties do not
comply with the arm’s
length principle and
without reasonable
justifications

Tax avoidance by use of tax
haven vehicle/arrangement
A resident individual controls (or jointly
controls with other resident individuals/
companies) an enterprise established in
a jurisdiction where the effective tax rate
is significantly low and the enterprise
does not distribute profits or distributes
less profits without reasonable
justifications

2

An individual, company, or other economic
organization that has one of the following
relationships with an individual:
(1) Husband and wife, relatives, brothers and
sisters, or adopted dependents;
(2) Direct or indirect control of funds, operations,
purchases and sales, etc.;
(3) Other economic interests

Arm’s length principle
Transaction between different
parties are independent, and follow
the fair transaction price and
business practices

Significantly low effective
tax rate
Lower than 50% of the tax rate stipulated
in the "Enterprise Income Tax Law of the
People's Republic of China”
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Highlights of the draft detailed rules
to the additional itemized deductions

Draft detailed rules to the additional itemized deductions
Home Loan Mortgage
Interest

Housing Rent

• Annual fixed deduction
RMB12,000 (RMB1,000 monthly)
on mortgage interest incurred on
the first residential property
owned by taxpayer or spouse

• 3 types of fixed deduction
• Annual deduction
RMB14,400/RMB12,000/RMB9,600
(monthly rental deduction
RMB1,200/RMB1,000/RMB800)

Children’s Education
Expenses
• Pre-school education and diploma
education expenses deduction
• Annual fixed deduction RMB12,000
per child (RMB1,000 monthly)

Medical Expenses for
Serious Illness
• Maximum deduction of
RMB60,000 annually on
actual basis for medical
expenses for serious
illness exceeding
RMB15,000
© 2018. For information, contact Deloitte China.

Additional
itemized
deductions

Continuing
Education Expenses
• Annual fixed deduction
RMB4,800 (RMB400
monthly) during diploma
education
• RMB3,600 annually for
professional education if the
qualification is obtained
during the year

Expenditure on
Dependent Parents
• Expenditure on maintaining
dependent parents (or other
qualified elderly) 60 years old
or above and other legal
dependents
• Annual fixed deduction
RMB24,000 (RMB2,000
monthly)
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Draft detailed rules to the additional itemized deductions
Deductible Amount
Children’s Education
Expenses
• Pre-school education
• Diploma education

Continuing Education
Expenses
• Diploma continuing education
• Professional qualification
continuing education

Medical Expenses for
Serious Illness

The medical insurance system
records expenses that are
personally borne by the taxpayer
for more than RMB 15,000.

Person who Claim Deduction

Annual deduction RMB12,000 per child
(RMB1,000 monthly)

Expenditure on Dependent
Parents (or other qualified
elderly)
Expenditure on maintaining
dependent parents 60 years old

© 2018.
information,
orFor
above
and contact
other Deloitte
legal China.

dependents

Not applicable

Monthly withholding or
annual reconciliation

• Diploma: Taxpayer
(or parents claim children’s education
expenses)
• Professional qualification: Taxpayer

Not applicable

• Diploma: Monthly
withholding or annual
reconciliation
• Professional qualification:
Annual reconciliation in the
year of obtaining the
qualification

Maximum deduction of RMB60,000
annually on claim basis

Taxpayer

Medical payment
receipts (original or
photocopy)

Annual reconciliation

Taxpayer or spouse should decide who
will claim

Loan statement and
mortgage interest
statement

Monthly withholding or
annual reconciliation

• Taxpayer or spouse should decide who
will claim (If the primary working city
is the same)
• Taxpayer and spouse claim
respectively (If the primary working
city is different)
* Cannot claim home loan mortgage
interest deduction and deduction for
housing rent at the same time

Lease agreement

Monthly withholding or
annual reconciliation

Taxpayer

A written agreement
is required for the
split deduction

Monthly withholding or
annual reconciliation

first residential property owned by
taxpayer or spouse

Rental cost of taxpayer and spouse
who do not have housing in the
primary working city, and rent a
place in the city.

Deduction Timing

• Diploma: Annual deduction RMB4,800
(RMB400 monthly)
• Professional qualification: Annual
deduction RMB3,600

Home Loan Mortgage InterestAnnual deduction RMB12,000 (RMB1,000
Mortgage interest incurred on the
monthly)

Housing Rent

Parents claim 50% respectively or either
one claims entirely

Supporting
Documents

• 3 types of fixed deduction (varies
depending on the housing location)
• Annual rental deduction
RMB14,400/RMB12,000/RMB9,600
• (monthly rental deduction
RMB1,200/RMB1,000/RMB800)
• Single child – Annual deduction
RMB24,000(RMB2,000 monthly)
• Non-single child – Split by taxpayer &
siblings : Annual deduction
RMB12,000 per taxpayer（RMB1,000
monthly)
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Draft tax administration requirements of the additional itemized deductions
Information exchange

Cooperation among government
agencies

In the first month which the taxpayer claims the
additional itemized deductions, the taxpayer should
provide relevant information relating to the additional
itemized deductions to the IIT withholding agent
(normally the employer) so that the agent could deduct
these items from salaries and wages to compute the
advance IIT payment to be withheld. If the information
changes, it should be updated in a timely manner. The
withholding agent should submit the relevant information
to the tax authorities as soon as possible.

Retention of tax documents

2

3

1

To ensure that the tax authorities are equipped with
necessary data for tax collection purposes, other government
agencies (e.g. public security, bank, civil affairs, etc.) would
be obliged to assist the tax authorities by providing relevant
information for additional itemized deductions.

4

Taxpayers should retain the relevant invoices
and payment receipts for future inspection.

6

Foreign individuals
Foreign individuals who meet the
requirements for claiming children’s
education expenses, continuing education
expenses or home loan mortgage
interest/housing rent may choose to claim
additional itemized deductions or continue
to enjoy the current tax-free fringe
benefits on housing, children’s education
and language training courses.
© 2018. For information, contact Deloitte China.

5

Subsequent tax audits
The tax authorities would be empowered
to conduct tax audits on the additional
itemized deductions.

Intensified Tax Enforcement
Taxpayer refuses to provide or provide false
information twice within five years to the tax
authorities for inspecting special additional
deductions will be included in the taxpayer's social
credit record. Punishment shall be implemented by
the relevant departments.
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Multi-sectoral collaboration and establishment of information exchange system
between different government agencies

Housing rental /
accumulation
fund loan
information

Continuing
education fee
payment
receipts
information

Residence,
social
security
management

Real estate
registration
information

Natural
resource

Commercial
housing loan
information

Bank &
Finance
supervision

Personal
medical
expense
information

Medical
insurance

Finance

Social credit information
system

Tax
Authorities

Continuing
Education
Information

Public
security

People

Education

Student academic
/ overseas
education
institution
qualification
information

Civil /
Foreign
Affairs
Court

医疗保
障部门

Marriage
registration
information

Hygiene
& Health

Identity /
Household
Registration /
Entry/Exit/Study/
Death
Identification

Birth
certificate /
single child
information
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The potential impacts to individuals
and companies under China IIT
Reform
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The potential impacts under China IIT Reform
Taxpayer（Individual）

Tax withholding agent（Employer）

Information collection and submission
• Provide relevant information relating to the additional
itemized deductions to the IIT withholding agent or tax
authorities
• Retain the relevant invoices and payment receipts for future
inspection

Information collection and submission
• After receiving the taxpayer's additional itemized deductions
information, the withholding agent should submit the relevant
information to the tax authorities as soon as possible
Withholding and record keeping

Real name authentication
• Individuals should provide their tax ID when filing tax return

• Advanced withholding and payment of tax in a timely
manner, retain relevant tax record for future inspection

Annual reconciliation
• Individuals who meet filing requirement should file annual
tax reconciliation in a timely manner
• Apply for refund of tax within the annual tax reconciliation
due date
Tax clearance upon emigration
• Individuals should settle IIT liabilities before they deregister
Chinese household registration (hukou) for emigration
purposes

Annual reconciliation
• Provide taxpayers with their income and withholding tax
information
• Accepting taxpayers' authorization to file the annual tax
reconciliation on their behalf
Supervision and verification
• If the taxpayers provide information that is not genuine, tax
withholding agent may request them to correct the
information. If the taxpayers refuse to do so, tax
withholding agent should report to the tax authorities
• Assist tax authorities in verifying additional itemized
deductions

© 2018. For information, contact Deloitte China.
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The potential impacts under China IIT Reform
How companies could respond to the
China IIT Reform

2018.11 – 2018.12
Final implementation rules to the new China IIT law and
the final detailed rules to the additional itemised
deductions will be released soon

• Remuneration and welfare policies, employee
handbooks and other relevant internal policy
documents should be updated
• Payroll information, tax withholding, updated
record/data management, and internal division of
responsibilities
• Internal training (management, Chinese employees,
foreign employees, etc.)
• System development, testing and pilot running of
automation solutions

D

© 2018. For information, contact Deloitte China.

2018.10.20
Draft implementation rules to the new China IIT law
and the draft detailed rules to the additional itemised
deductions were issued for public consultation

• Under the draft rules and maintain adequate internal
communications
• Assess the potential impacts on company and different types
of employees, compensation and benefit policies, individual
tax filing process, record/data management
• Individual taxes, social security compliance health checks and
risk assessments
• Determine company strategies in response to the IIT reform
• Introduce technical support for automation solutions

2019.01.01
Full implementation of the new China IIT law
• Establish new internal process and training
• Implement automated solution system, automated additional
itemized deductions information collection
• Follow up with employees for their questions and provide
annual tax filing assistance
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How companies could plan ahead for
China IIT Reform

How companies could plan ahead for China IIT Reform

Analysis of
changes after
the new
policy is
announced

Assess the
impact of the
new IIT law on
corporate costs
with reference
to compensation
and benefit
policies

New Law Announcement

Report to HR

Amend the existing
compensation and
benefits policy,
employee
handbook and
other related
human resources
policy documents

Conduct
employee
communication
and Q&A sessions
on new IIT law
and additional
itemized
deductions

Company communicates to employees

Use automated
platform for
information
collection to
improve
management
efficiency

Engage tax
professionals to
explain the new
IIT law to the
employees and the
relevant impact

New Law Implementation

internally

Assess the
overall
impact of the
new IIT law

Analyze the
company's future
IIT compliance
status and risk
management
model for
management to
make decisions

© 2018. For information, contact Deloitte China.

Draft a
communication
letter for all
employees to
explain the new
IIT tax law,
implementation
rules, company
policies and
implementation
requirements

Review the existing
payroll and file
management
processes, modify
according to the new
IIT law, clarify the
responsibilities of
each divisions,
prepare for
implementing the
new IIT law

To provide
professional tax
compliance
support for
executives
(including
Chinese and
foreign
executives)

Closely monitor
the
implementation of
the new policy, the
announcement of
new regulations
and other details
announced by the
tax authorities
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"Digi IIT" automation platform

Basic business modules and standard solutions
"Digi IIT" is an automated application that assists
companies and employees in collecting and managing
information for additional itemized deductions. "Digi
IIT" would mark a new era in managing tax reporting data
efficiently and intelligently.

Basic module:
Additional itemized deductions
Information collection and
management

Optional module:
Company policy
and tax rule
updates

Optional module:
Annual
reconciliation

Digi
IIT

Other optional modules and customized solutions
"Digi IIT" can assist in monthly IIT and social security
calculation and reporting, annual reconciliation,
management of foreigner individuals’ China entry and exit
record in other optional modules. Depending on the
companies’ budget, security, data confidentiality and
internal control processes, other customised modules can
be tailored-made to meet different business needs.

Optional module:
IIT and social
security
withholding and
reporting

Optional module:
Travel calendar

© 2018. For information, contact Deloitte China.
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"Digi IIT" automation platform
Design Concept

Ø Automatic and
efficient

Automatic verification of massive data,
one-click generation of various reports,
meet various reporting requirements,
powerful reminder function to ensure
no omissions

Ø Archive

Reliable electronic archive,
comprehensive and complete
retention of historical data,
support for various query
methods

Ø Cost efficient
Free up internal resources from
cumbersome data entry, verification
and calculation process, effectively
saving labour costs

© 2018. For information, contact Deloitte China.

Ø Flexible and convenient
Support mobile/PC user, can customise the
existing system of companies to match with
reporting system of tax authorities, each
module can be separated and applied
flexibly.

Ø Privacy
protection

Various technical and restrictive
protection to protect the private
information of company and
employees

Ø Risks and
opportunities

Support data analysis and red
flags, self-checking by the
companies before inspection by
tax authorities, assist budget
planning and seek future
opportunities

32

Video presentation
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Employee management process
Quickly generating additional itemized deductions information for application in just three easy steps per month

STEP 1

Tax information
registration

Initiate an additional
itemized deduction
application

STEP 3

STEP 2

Complete the tax
information modification
confirmation

Automatically generate
additional itemized
deduction information

Submit for
approval

Automatic processing can be set

Default additional
itemized deduction
rules

Default tax calendar

Tax information
registration

© 2018. For information, contact Deloitte China.

Monthly additional itemized
deduction application

* The above contents are only examples of design effects. The final system interface may differ from the above
examples depending on the selected business function module.
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Employer management process
"Digi IIT" provides an integrated function for verification and summarization of additional itemized deduction application

Additional itemized
deduction application
pending review

Verification of additional
itemized deduction
application

Export the monthly
additional itemized
deduction information

Statistical analysis

Automatic processing can be set

Additional itemized
deduction application
pending review

Summarise export
data

© 2018. For information, contact Deloitte China.

Q&A

Verification of additional
itemized deduction
application

Real-time statistical analysis

* The above contents are only examples of design effects. The final system interface may differ from the above
examples depending on the selected business function module.
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