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Foreign nationals, including Hong Kong, Macau and Taiwan

residents, who work in the PRC less than 365 days in a year,

are classified as non-residents under the PRC individual
income tax (“1IT”) law. The source rutes of employment
income for non-residents are as follows:

Foreign nationals, employed by foreign company to
exercise employment in the PRC, shall pay IIT subject to
the condition for tax exemption being met. Otherwise, the
employee shall pay tax in proportion to number of days
he/she works in the tax year, irrespective of where the
~ employee receives the income.

A foreign national who enters into an employment

contract with an FIE should pay IIT irrespective of how long -

he/she works in the tax year. :
Foreign nationals who are not employed by resident

entities but are deemed to have received income from an
entity set up in the PRC shall be liable to lIT.

THE 183-DAY EXEMPTION RULE

If an employee stays in the PRC for a period not exceeding
183 days in a calendar year, the employee will not be liable

to income tax subject to the following conditions being
satisfied: (a) the salary is not borne by any entity inside the
PRC; and (b) the salary is not paid by any entity inside the
PRC.

SCOPE FOR APPLICATION OF 183-DAY EXEMPTION
RULE

The 183-day rule shall not apply in the following situations:
(i) the taxation on salaries of the directors in the FIE and
the salaries of the employees in senior position; and (ji) the ~
salaries paid by or charged to the entities set up in the PRC.

DETERMINATION OF TAX OBLIGATION

_Example: A Japanese national holding a position as

technical manager with a representative office (RO),
stayed in the PRC for 180 days in a year. The salary is paid
by the head office outside the PRC. The RO is granted
exemption from Chinese income tax since it is not engaged
in any business activities. What is the tax position of the
technical manager?

It is not relevant where the employee receives the salary
outside the PRC. The salary is deemed to have borne by

Table 1-Tax Liability for PRC and Non-PRC Tax Residents

PRC-Source I Non-PRC source
Period of stay Tax status
Paid in PRC Paid outside Paid inside Paid outside
<90 days (or 183 days) Non-resident v Exempt X X
=>90 days (or 183 .
days) but <365 days Non-resident v/ v X X
1-5 years Resident v Vv v X
Over 5 years Resident v v v v
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{charged to) the entity set up in the PRC if the entity is
exempted from Chinese income tax, or taxed on a deemed

profit basis. The deeming provision operates whether or
not the salaries are recorded in the books of accounts. See .

document Guoshuifa (1994) 148 and refer to Table 1.

HOW TO CALCULATE THE EMPLOYEE'S
WORKING DAYS?

The day of arrival and day of departure shall be counted
as half day respectively. The scope of application includes
non-PRC domiciled individuals who hold positions both
in the PRC Company and the overseas company, or who
only hold position in the overseas company. See document
Guoshuifa (2004) 097.

COMPUTATION OF IIT

“An employee is assigned to work in Guangzhou. His

monthly salary is HK$25,000 (=RMB26,000, including
housing allowance of RMB3,000). The employer. pays
the salary outside the PRC. The employee rents a flat in
Guangzhou, and obtains the tax invoice from the landlord.

(A) The employee bears the IIT
Taxable income = Salary - Standard deduction - tax-

exempt income

IIT payable = taxable income x tax rate — quick deduction

Table II: PRC Income Tax Rates and Brackets (in RMB}

Taxable income = RMB26,000 - RMB4,800 - RMB3,000 =
RMB18,200

IIT payable = RMB18,200 x 20% - 375 = RMB3,265

{Note: The tax rate of 20% and quick deduction 375 are
obtained from Table I1.)

(B} The employer bears the IiIT

Taxable income = (salary - standard deduction - tax-
exempt income — quick deduction} / (1 - tax rate)

IiT payable = Taxable income x tax rate — quick deduction

Taxable income = (RMB26,000 - RMB4,800 - RMB3,000 -
1,375) / (1 - 25%) = RMB22,433.33

iIT payable = RMB22,433.33 x 25% - 1,375 = RMB4,233.33

{Note: The tax rate 25% and quick deduction 1,375 are
obtained from Table I1.) '

The employer and the employee may reach an agreement
on how the lIT is to be shared.

TAXATION ON YEAR-END BONUS

An employee working for an FIE is paid a year-end bonus of
RMB52,000. The liability for IIT is computed as below:

Tax borne by employee Tax borne by efnployer Tax rate Quick deduction
1 Less than 500 Less than 475 5% 0
2 " 501-2,000 476 - 1,825 10% 25
3 2,001-5,000 1,826 - 4,375 15% 125
4 5,001 - 20,000 4,376 - 16,375 20% 375
5 20,001 - 40,000 16,376 - 31,375 25% 1,375
6 40,001 - 60,000 31,376 - 45,375 30% 3,375
7 60,001 - 80,000 48,376 - 58,375 - - 35% - 6375
8 80,001 - 100,000 58,376 -70,375 40% 10,375
9 " Over 100,000 Over 70,375 45% 15375
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Table Il!: Tax rates and brar‘:kgts {(Independent Services)

Including tax Excluding tax . )
Bracket Tax rate Quick deduction
(Employee bears tax) (Company bears tax)
1 Not exceeding 20,000 Not exceeding 16,000 20% 0
2 Over 20,000 to 50,000 Over 16,000 to 37,000 30% 2,000
3 Over 50,000 Qver 37,000 40% 7,000

Dividing the bonus by 12 months, then use the quotient to
determine the tax rate and quick deduction. RMB52,000 /
12=RMB4,333.33

Taxable income = Year-end bonus (No standard deduction)

© =RMB52,000

IIT payable = taxable income x tax rate — quick deduction
=RMB52,000 x15% - 125
= RMB7,675

(Note: The tax rate 15% and quick deduction 125 are
obtained from Table I1.) '

STATUTORY DEDUCTION & ITEMS EXEMPTED FROM IIT

1. Standard deduction RMB1,600 and addition deduction

RMB3,200
‘2. Social security contributions within prescribed limits
(Guoshuifa (2006) 10).

3. The following items with supporting tax invoices:
housing allowance, meal allowance, language training
fees, child education fees, transportation allowance for
home trips etc. See SAT document Guoshuifa (1997)
54.

TAXATION ON DIRECTORS’ FEE

Directors’ fee and remuneration of senior staff are subject
to tax under the independent service category. See
Guoshuifa (2004) 037.

Standard deduction

Standard deduction is RMB1,600 for income not exceeding
RMB4,000; 20% for income of RMB4,000 or above.

The director of an FIE receives a fee of RMB80,000 in the . ‘

month.

»

Taxable income = RMB80,000 — (1 - 20%) = RMB64,000

IT payable : RMBE4,000 x 20% = RMB12,800;
(50,000 -20,000) x 20% x 50% = 3,000;
(64,000 - 50,000) x 20% x 100% = 2,800
12,800 + 3,000 + 2,800 = 18,600

Alternatively, the computation can be done by using the
quick deduction as follows:

[IT payable = RMB64,000 x 40% - 7,000 = RMB18,600
What if the director stays in the PRC for only-a few days
each month? '

If the director’s is paid by the FIE, the director’s fee should”
be taxed in whole. If the director’s fee is paid by the holding
company and the director receives his salaries outside the
PRC, the director’s fee is taxed on a time-apportioned basis.
See document Guoshuifa (1994) 148.CTi
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