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In brief 

In China, listed companies implementing equity based incentive plans are required to register the plan 

with the in-charge local tax bureau.  This requirement was first introduced in 2005 by Cai Shui [2005] 

No. 35 (Circular 35) and was reiterated in Guo Shui Han [2009] No. 461 (Circular 461).  Over the years, 

the enforcement and implementation of this requirement has varied from one location to the other.  In 

recent months, we have observed that many local tax bureaus have started to tighten the tax registration 

requirements and related tax compliance administration concerning equity based income. 

In this alert, we share some latest developments in this area so that companies can take necessary steps 

to mitigate their exposures. 

 

In detail 

Circulars 35 and 461 made it 
clear that listed companies 
implementing equity based 
incentive plans in China must 
register the plans with the in-
charge local tax bureau.  Over 
the past few months, many 
companies and their employees 
have faced increasing challenges 
because of failure to comply 
with the registration 
requirements and local practice.  
Some of the typical problems 
and challenges include:  

 Companies were unable to 

provide documentary proof 

to show that the tax 

registration was completed. 

 Companies only performed 

the tax registration in some 

(but not all) locations where 

the equity incentive plans 

were implemented. 

 Companies failed to notify 

the in-charge tax bureaus 

when there were subsequent 

changes in the equity 

incentive plans. 

 Companies only performed 

the initial tax registration but 

failed to comply with the 

recurring compliance 

requirements as required by 

the in-charge tax officers. 

These problems have at times 
led to severe consequences.  
Some companies have been 
subject to penalties and 
surcharges for failure to comply 
with the registration 
requirements.  In some cases, 
employees were subject to 
additional tax as a result of the 
withdrawal of the preferential 
tax treatment the employees  
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would otherwise be entitled to had the 
tax registration been done properly. 

In recent months, we have also seen 
an increasing number of companies 
located in different parts of China 
challenged for not having the tax 
registrations completed properly in 
respect of their equity incentive plans 
implemented in China.  Some 
companies asserted their compliance 
with the registration requirements but 
were unable to provide any proof as 
they were not given any written 
confirmation upon completion of the 
tax registrations.  In such 
circumstances, it can be very 
challenging to convince the tax 
officials to accept their explanations.    

Also, we noted that the Shanghai 
Municipal Tax Bureau recently 
introduced a pilot measure in one of 
its sub-bureaus to strictly enforce the 
tax compliance requirements 
applicable to equity incentive plans.  
We understand that the tax officials 
would initiate the tax review by 
identifying those companies reporting 
equity income for their employees.  
They would then review the tax 
registration compliance status of the 

equity incentive plans concerned.  We 
believe that this pilot measure will be 
extended to other locations within 
Shanghai and other cities across 
China in the near future. 

The takeaway 

Equity based incentive income has 
become one of the key focus areas for 
Chinese local tax bureaus. Mobility 
programs that incentivise or 
compensate employees with equity 
should pay particular attention to the 
registration requirements and local 
practice.  Mobility program costs can 
potentially increase if the company tax 
equalizes assignees and the local tax 
bureau determines that the equity 
plan is not properly registered. 

In order to avoid penalties and 
surcharges as well as exposures for the 
additional taxes arising from the 
withdrawal of the preferential tax 
treatment on equity based incentive 
income, HR departments and mobility 
programs should take the following 
actions immediately:- 

 Make sure that they have the 

documentary proof to support the 

completion of the tax registration 

with each in-charge tax bureau. 

 Make sure that they have 

registered the equity based 

incentive plans (including all 

subsequent modifications or 

additional plans) in all locations 

where the plans are implemented. 

 Make sure that they have attended 

to the post registration compliance 

requirements as imposed by the in-

charge local tax bureaus.  This 

includes notifications made to the 

in-charge tax officers for any grant, 

vest, and exercise details on a 

timely basis. 

Variations in local practice and 
requirements as well as subsequent 
changes make it difficult for 
companies to follow and ensure they 
are in full compliance with the 
necessary requirements.  In light of 
the recent incidents and increasingly 
tightened measures being put in place, 
companies should review their 
compliance status and take 
appropriate rectification steps as soon 
as possible. 

 
 

 
 

Let’s talk   

For a deeper discussion of how this issue might affect your business, please contact your IAS engagement team or one of the 

following professionals from PwC China: 

International Assignment Services 

Rebecca Lai 

+86 (10) 6533 3065 

rebecca.lai@cn.pwc.com 

 

Stacy Kwok 

+86 (21) 2323 2772 

stacy.kwok@cn.pwc.com 

 

Jacky Chu 

+852 2289 5509 

jacky.chu@hk.pwc.com 

SOLICITATION 

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information 
contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness 
of the information contained in this publication, and, to the extent permitted by law, PwC does do not accept or assume any liability, responsibility or duty of care for any 
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.  
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