
 

P
A
N

Pr
In
Se
pr
pr
of
an
in
ha
th
fu
ou
co
Le
 
Th
pr
co
ta
co
hi
m
 
Fo
Gl
yo
as

wC Internatio
Assignment Se
Network 

ricewaterhouseCo
nternational Assig
ervices (IAS) is a s
ractice unit of tax
rofessionals who s
f their time with c
nd compliance iss

nternational assig
ave any questions
his Global Watch, 
urther information
ur IAS capabilities
ontact William Ow
eader at +1 (704) 

his Global Watch 
rovide a compreh
omplete statemen
axation law of the 
oncerned. It is inte
ighlight general is

may be of interest t

or issues relating 
lobal Watch pleas
our local internat
ssignment service

onal 
ervices 

oopers 
gnment 
special 

x 
spend 100% 

consulting 
sues for 
gnees.  If you 
s concerning 
or would like 
n concerning 
s, please 

wens, IAS 
347-1608. 

does not 
hensive or 
t of the 
countries 

ended only to 
ssues which 
to our clients. 

to this 
se contact 
tional 
es advisor. 

www.pwc.c

 

Gl
Intern

China

Ame
Law

In Bri
There wer
and debat
"Individua
People’s R
(please re
released in
draft ame
released b
the Nation
for public 
year.  Th
amended 
(with cha
amended 
public co
effect on S

In this Iss
changes u
and share
impacts 
employees

com 

loba
national A

a 

ended C
w Taking

ief 
re a lot of pu
tes over the 
al Income T

Republic of Ch
efer to our 
n May 2011 f

ended IIT La
by the Standin
nal People’s C
consultation 
e NPC finall
IIT Law on

anges made
IIT Law in 

omments), w
September 1, 2

sue, we will h
under the am
e our obser
to both e

s. 

al W
Assignm

China In
g Effect

ublic discussi
draft amen

Tax Law of
hina" ("IIT La

Global Wa
for details of 
aw) since it 
ng Committe

Congress ("NP
in late April 
ly approved 
 June 30, 2

e to the d
response to 

which will t
2011. 

highlight the 
mended IIT L
rvations on 
employers 

Wa
ment Serv

ndividua
t on Sep

ions 
nded 

the 
aw") 
atch 
the 

was 
e of 

PC") 
this 
the 

2011 
draft 

the 
take 

key 
Law 
the 

and 

Sa
We 
chan
into
com
Law

• Th
taxa
emp
from
RM
Law

• Th
emp
from
ame
1 a 
tax 

atch
vices 

al Incom
ptember

alient Poi
summarize 

nges that ha
o the final 
mpared with t
w: 

he standard m
able incom
ployment inc
m RMB 2,000

MB 3,000 in t
w).   

he tax rate fo
ployment inc
m 5% to 3% 
ended IIT Law
comparison o
rate tables. 

h  
July

me Tax 
r 1, 2011

ints 
below the 

ave been inc
amended IIT
the draft am

monthly dedu
me thresho
come is now 
0 to RMB 3,5
the draft am

or the first b
come is now
(it was 5% in
w).  We set ou
of the existin

y 15, 2011 

1 

additional 
corporated 
T Law as 

mended IIT 

uction (i.e., 
old) for 

increased 
500 (it was 

mended IIT 

bracket for 
w reduced 
n the draft 
ut in Table 
g and new 



 

PwC Global Watch 2 

PwC Observations 
Monthly deduction for 
expatriates 
According to the IIT Law, foreigners, 
residents of Hong Kong, Macau, 
Taiwan and overseas Chinese working 
in China are entitled to an additional 
deduction for calculating their IIT 
liability on employment income.  
Article 29 of the Detailed 
Implementation Rules ("DIR") of the 
IIT Law stipulates that the additional 
monthly deduction is RMB 2,800.  
Therefore, the existing monthly 
deduction for expatriates is RMB 4,800 
(RMB 2,000 + RMB 2,800). 

When the IIT Law was amended in 
2008 to increase the standard monthly 
deduction by RMB 400 , i.e. from RMB 
1,600 to RMB 2,000, the additional 
monthly deduction was 
correspondingly reduced by the same 
amount, i.e., from RMB 3,200 to RMB 
2,800, which has resulted in no change 
to the monthly deduction for 
expatriates.  It remains to be seen at 
this stage as to whether any reduction 
would be made to the amount of 
additional deduction in Article 29 of the 
DIR as amendments to the DIR can 
simply be approved by the State 
Council and do not need to go through 
the NPC.  Based on our understanding 
from the State Administration of 
Taxation ("SAT"), it is likely that the 
monthly deduction for expatriates 
would remain at RMB 4,800. 

Transitional rule 
We expect that a tax circular addressing 
the IIT treatment for transitioning to 
the new tax rate table will be issued 
before the amended IIT Law takes 
effect on September 1, 2011.  By 
reference to Guoshuifa [2008] No. 20 
which is the transitional rule issued 
when the standard monthly deduction 

was increased in 2008, we believe that 
the amended standard monthly 
deduction and tax rate table will apply 
to income to be received from 
September 2011 (and the related IIT 
filing to be performed in October 2011) 
onwards.  If the additional monthly 
deduction for expatriates will be 
reduced, Article 29 of the DIR will 
likely be amended to also give effect 
from September 1, 2011. 

Impacts to employees and 
employers 
It is clear that this IIT reform gives tax 
relief to low and medium income 
earners, and imposes a higher tax 
burden on high income earners.  
According to media coverage, the 
number of individuals falling into the 
IIT net will be reduced from 84 million 
to 24 million after the 2011 IIT reform, 
resulting in reduction in annual IIT 
revenue of RMB 160 billion.  We have 
prepared in Table 2 a snapshot of the 
shift in IIT liability for different income 
groups for easy reference. 

Despite that the tax rate for the first 
bracket of employment income is 
reduced from 5% to 3%, high income 
earners (which cover the great majority 
of expatriates working in China) would 
generally be subject to a higher IIT 
burden under the new 7-bracket tax 
rates. 

For employers which bear the tax costs 
for their employees, while the lower IIT 
costs would lower the present business 
costs, the potential cost savings may be 
eroded by the rapid increase in salaries 
in recent years along with the climbing 
inflation rates. 

Employers should also be aware of the 
impact on their compensation strategy. 
The change of tax rates and brackets 
may also impact tax benefits derived 
from IIT planning previously adopted, 
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e.g. compensation structure leveraging 
on preferential treatment for annual 
bonus, etc.  Companies need to review 
their existing IIT planning and 
remuneration structures to ensure that 
these structures would continuously 
meet their compensation strategy.  
Their administrative functions, e.g. HR, 
finance, tax, IT, etc. should also 
collaborate to update their IIT 
compliance process to ensure a smooth 
transition to the new IIT calculation 
basis and to any change in local filing 
deadlines after September 1, 2011. 

The Bottom Line 
We believe that the amended IIT Law 
represents a delicate balance for a 
"starting point" in the IIT reform.  It 
quickly addresses the national strategy 

to tackle income disparity and 
redistribution yet leaves room for 
successive rounds of IIT reforms to be 
rolled out in China’s "12th Five-Year 
Plan" (which would include reform in 
the areas of filing basis and tax rates for 
different income baskets, tax deduction 
for livelihood expenses, etc.).  Since 
China is also continuing to strengthen 
its IIT administration and collection 
concurrently, employers (IIT 
withholding agents) and individuals 
(IIT payers) should stay vigilant in 
managing their IIT compliance and 
exposures in this era of change.   
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Table 1 

Existing tax rates and brackets 

Grade Tax rate % Monthly taxable income* (RMB) 

1 5 500 or less 

2 10 The part > 500 and ≤ 2,000 

3 15 The part > 2,000 and ≤ 5,000 

4 20 The part > 5,000 and ≤ 20,000 

5 25 The part > 20,000 and ≤ 40,000 

6 30 The part > 40,000 and ≤ 60,000 

7 35 The part > 60,000 and ≤ 80,000 

8 40 The part > 80,000 and ≤ 100,000 

9 45 The part > 100,000 

 
* The monthly taxable income from wages and salaries shall be the balance after the 
standard deduction (local Chinese [RMB 2,000] / expatriate [RMB 4,800]) from the 
monthly income. 

 

Amended tax rates and brackets 

Grade Tax rate % Monthly taxable income* (RMB) 

1 3 1,500 or less 

2 10 The part > 1,500 and ≤ 4,500 

3 20 The part > 4,500 and ≤ 9,000 

4 25 The part > 9,000 and ≤ 35,000 

5 30 The part > 35,000 and ≤ 55,000 

6 35 The part > 55,000 and ≤ 80,000 

7 45 The part > 80,000 

 

* The monthly taxable income from wages and salaries shall be the balance after the 
standard deduction (local Chinese [RMB 3,500] / expatriate [RMB 4,800, please 
refer to PwC Observations above]) from the monthly income. 
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Table 2 

Monthly gross income 
(after mandatory 
contributions 
deduction) 

IIT payable 
before IIT 
reform* 

IIT payable 
after IIT 
reform* 

% of (IIT 
savings) / 
additional 
IIT costs 

6,000 475 145 (69.5%) 

10,000 1,225 745 (39.2%) 

38,600 7,775 7,775 0.0% 

80,000 20,925 21,270 1.6% 

100,000 28,825 29,920 3.8% 

 

* The standard monthly deduction of RMB 3,500 (applicable to local Chinese) is 
adopted for illustration purpose. 
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