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In brief 

The Ministry of Finance, the Ministry of Human Resources and Social Security (MOHRSS) and the State 

Administration of Taxation (SAT) jointly issued Caishui [2013] No.103 (Circular 103) which for the first 

time introduces a tax deferral concept in the China Individual Income Tax (IIT) regime relating to 

Enterprise Annuity and Occupational Pensions (collectively referred to as EA).  

Circular 103 addresses IIT treatment in three different stages - (i) when the employer and employee 

make contributions to the EA plan; (ii) when investment income is allocated to individual accounts; and 

(iii) when individuals withdraw annuity from the EA plan. The Circular adopts the so called EET model 

of taxation under which the income is tentatively exempted in stages (i) and (ii) and is taxed in stage (iii). 

This effectively defers the taxing point until withdrawal and removes a major barrier to the development 

of EA in China. 

Circular 103 was issued on December 6, 2013 and will take effect on January 1, 2014. 

 

In detail 

EA is a supplementary pension 
scheme established by Chinese 
companies according to the 
Trial Measures on Enterprises 
Annuity issued by the 
MOHRSS. Prior to Circular 103, 
Guoshuihan [2009] No. 694 
and the SAT Public Notice 
[2011] No. 9 (which will be 
repealed on 1 January 2014), 
provided for the taxation of 
employer and employee 
contributions at the time when 
the contributions were made to 
an EA plan. IIT was not 
imposed upon withdrawals from 
the EA plan. 

Under Circular 103, the IIT 
treatment applicable to the 

contribution, investment and 
withdrawal stages are as 
follows: 

 Contributions to the EA 

plan – Subject to detailed 

rules to be published, an 

employer’s contributions to 

the EA plan can be 

tentatively exempted from 

IIT in the hands of 

employees at the time when 

the contributions are made. 

On the other hand, an 

employee’s contributions of 

not more than 4% of his/her 

average monthly salary of the 

preceding year (capped at 

three times the city’s average 

monthly salary of the 

preceding year) are also 

tentatively exempted from 

IIT at the time when the 

contributions are made. In 

the past, IIT was triggered 

upfront at the time the 

contributions were made. 

With Circular 103 in place, 

the taxing point is deferred 

until a later time when the 

individual may be subject to 

IIT at a lower effective tax 

rate. 

  Investment return 

There are no IIT implications 
when an investment return is 
allocated to an individual’s 
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account.  Instead, IIT is imposed at 
the time of withdrawal.  

 Withdrawals from the EA plan  

When contributions are withdrawn 

from the EA plan, the amount will 

be subject to IIT as ‘wage and 

salary’. The IIT treatment will be 

different depending on when and 

how the annuity is withdrawn. If 

the annuity is withdrawn on a 

monthly basis upon reaching the 

retirement age, the annuity is taxed 

monthly. If the annuity is 

withdrawn on an annual or 

quarterly basis upon reaching the 

retirement age, the amount will be 

spread over the respective months 

and taxed monthly. If the annuity 

is withdrawn as a lump sum 

payment upon permanent 

departure for overseas settlement 

or upon death, the lump sum 

annuity will be spread over 12 

months and taxed monthly. If the 

lump sum annuity is withdrawn for 

other reasons, the lump sum 

annuity will be taxed as a separate 

monthly income without spreading 

over the 12 months period. Circular 

103 also addresses the IIT 

treatment if the withdrawal 

includes contributions made prior 

to the effective date of the Circular. 

Withholding obligation 

 While the employer is responsible 

for withholding the IIT on 

contributions exceeding the cap at 

the time of the contribution, the 

fund custodian is responsible for 

withholding the IIT in respect of 

the withdrawals.  

Tax registration requirement 

 According to Circular 103, 

employers are required to register 

their EA plans with the in-charge 

local tax bureau by the 15th of the 

following month after the EA plan 

is implemented. Also, when there 

are changes to the plan (for 

example, changes to trustees and 

custodians, etc.), employers must 

provide the relevant information to 

the in-charge local tax bureau by 

the 15th of the following month.  

The takeaway 

Circular 103 effectively defers the 
taxing point from the time of 
contribution to the time of 
withdrawal. This should be welcomed 
by employers and employees who 
already have or may be interested in 
an EA plan option. Companies that 
currently have other supplemental 
retirement and saving schemes may 
also change to an EA plan. 

Companies should analyze the pros 
and cons of setting up an EA plan with 
proper plan provisions such as the 
level of contributions, vesting 
schedule, and commencement 
conditions. Proper tax planning and 
analysis should also be considered as 
this will have an impact on the 
company’s total compensation and 
remuneration strategies. 

As noted, Circular 103 introduced 
various new tax compliance 
requirements upon implementation of 
an EA plan and for subsequent 
changes to the plan (for example, 
changes of trustees and custodians). 
Companies should ensure that they 
comply with these requirements to 

avoid challenges to the tax deferral 
treatment, as any challenges may 
negatively impact the employees’ IIT 
position. 

An EA plan is a long-term 
commitment from companies, 
employees and the supporting 
institutions. Companies planning to 
set up an EA plan should carefully 
review and assess the capabilities of 
the potential EA vendors, especially in 
the areas of financial stability, 
investment portfolio and risk strategy, 
recordkeeping system materiality, 
quality customer services and user-
friendliness. When selecting a vendor, 
companies are advised to seek the 
support of independent professionals 
in the areas of HR, finance, tax, risk 
and technology. 

Let’s talk 

For a deeper discussion of how this 
issue might affect your business, 
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