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In brief 

On September 22, 2016, the Chinese Ministry of Finance (MOF) and State Administration of Taxation 
(SAT) jointly released the Notice on Enhancement of the Income Tax Policies for Equity Incentives and 

Equity Investment with Technology (Technology Investments) (Caishui [2016] No.101), hereinafter 
Circular 101.  The new ‘super’ tax incentives provided by Circular 101 support the government’s ‘Mass 
Entrepreneurship and Innovation’ strategy and promote the structural transformation of Chinese 
economies.   
 
The ‘super’ tax incentives apply to qualified equity incentive plans of eligible domestic private companies.  
They not only defer the taxing point to the time of disposal of the shares acquired but also effectively 
reduce the maximum tax rate from 45% to 20%. 
 
In addition, Circular 101 further enhances the current favourable tax treatment for qualified equity 
incentive plans of eligible domestic listed companies by extending the tax payments over a period of up to 
12 months (from previously six months).  Circular 101 also offers tax deferral treatments for technology 
investments for domestic companies. 
 
Circular 101 received a warm welcome among entrepreneurs, venture capital and private equity markets.  

It is hailed as the most favourable income tax policy regarding equity incentive plans ever.  Circular 101 

has already taken effect from September 1, 2016. 

 

In detail 

Domestic private 
companies - Super tax 
incentives for qualified 
equity incentive plans 

For qualified equity incentive 
plans (defined to include share 
options, restricted shares and 
share awards by domestic 

private companies), the taxing 
point is deferred from the time 
when the shares are received to 
the time when the shares are 
subsequently sold.   

 

Also, the entire equity income is 
taxed only once at the flat rate 
of 20% when the shares are 
sold.  Previously, the difference 

between the fair market value 
(FMV) at the time when the 
shares are received/options are 
exercised, less consideration 
paid for the shares/options was 
taxed as employment income 
(up to the top marginal rate of 
45%).      
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On disposal of the shares, the 
difference between the FMV at the 
time when the shares are sold less the 
FMV at the time when the shares are 

received is taxed as capital income at 
the flat rate of 20%. 

 

In order to secure the above super tax 
incentives, there are certain 
conditions and requirements to fulfil:   

 

Type of plan Conditions to be met before share disposal 

Share options  Share options are held for three years from grant and, upon 
exercise, the shares acquired are held for another year. (3+1 
years) 

Restricted shares  Restricted shares are held for three years from grant and for 
another year after lifting of the restriction. (3+1 years) 

Share awards  Share awards are granted by companies falling outside the 
restricted industry catalogue and are held for three years from 
grant. (3 years) 

 

In addition, the employer companies 
offering the qualified equity incentive 
plans should perform record-filing 
and act as the withholding agents on 
the equity incentive plan income at 
disposal.  

The super tax incentives are 
applicable to both local Chinese and 
foreign individuals.  They also relieve 
the typical cash flow pressure from the 
participants of the equity incentive 
plans as the participants do not need 
to worry about the tax payment at the 
time of the exercise of the share 
options/receipt of the shares.  
Furthermore, they certainly provide 
great opportunities for companies and 
employees to consider their overall 
remuneration and talent retention 
strategies.   

Domestic listed companies - Tax 
settlement over a period of up to 
12 months 

Circular 101 also extends the tax 
payment deadline for qualified equity 
incentive plans granted by domestic 
listed companies, from previously by 
instalments over a period of up to six 
months, to become up to 12 months.   

In particular, for the share options, 
restricted shares and share awards 
granted to the participants of 
domestic listed companies, 

participants are allowed to settle the 
tax payment by instalments within 12 
months (instead of six months in the 
past) from the date of exercising share 
options, lifting of restriction on 
restricted shares, or receiving share 
awards.  This result is subject to 
companies performing record-filing 
with the in-charge tax bureaus. 

Technology investments - Tax 
deferral 

According to prevailing tax policies, 
companies or individuals (hereinafter 
referred to as investors) with 
technology investments shall 
recognise any gains arising from the 
appreciation of the non-monetary 
asset (i.e., the technologies) and pay 
income tax over a period of up to five 
years.  In order to further support 
innovations and start-ups, and 
encourage transformation of scientific 
and technological achievements in 
China, Circular 101 now allows these 
investors to opt for tax deferral 
treatment.   

If investors choose the tax deferral 
treatment, after performing the 
requisite record-filing with their in-
charge tax bureaus, they are not 
required to pay the income tax at the 
time of investment.  Instead, the 
taxing point is deferred to the time of 

disposal of the relevant equity 
acquired under technology 
investments.  In that case, taxable 
income shall be the income derived 
from the disposal less the original 
value of the technologies and relevant 
taxes and expenses. 

The takeaway 

Domestic private companies 

The super tax incentives provided by 
Circular 101 resolve the typical cash 
flow problems suffered by participants 
of qualified equity incentive plans of 
domestic private companies and offer 
opportunities for such companies to 
optimize the remuneration package of 
technical talent and senior executives.   

Domestic private companies are 
highly encouraged to leverage these 
benefits to attract, retain, and 
motivate their talent and senior 
executives, and help them manage 
their tax positions by formulating, 
adjusting or improving the companies’ 
equity incentive plans.  Circular 101 
can also be applied to the domestic 
private companies which are group 
companies of a PRC or overseas listed 
companies.  However, as always, 
confirmation and agreement with the 
in-charge tax bureaus is 
recommended especially given that 
the circular is new and the local 
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practice and interpretations may be 
varied.  

It is noteworthy that to enjoy the 
super tax incentives provided in 
Circular 101, the requisite record-
filing should be performed.   

Literally, the super tax incentives 
provided by Circular 101 only apply to 
share options, restricted shares, and 
share awards plans of domestic 
private companies.  Other types of 
incentive plans are not applicable.  

Domestic listed companies 

For domestic listed companies with 
participants of qualified equity 
incentive plans opting for extension of 
tax payment by instalments over a 

period of up to 12 months, proper 
record-filing must be performed.  
Companies should clarify with the in-
charge tax bureaus about the 
respective duties and obligations of 
the employer and employee, and 
formulate an appropriate plan for tax 
payment by instalments by the 
participants in order to avoid any 
unnecessary dispute with the 
participants on tax withholding and 
payment in the future.  

Technology investments 

For investors of technology 
investments who opt for the tax 
deferral treatment, we recommend 
that the companies being invested in 
should complete the record-filing with 

the in-charge tax bureaus before 
concluding the investment agreement.   

It should also be noted that this tax 
deferral treatment only applies to 
investments with ownership of 
technological achievements, such as 
patented technology, computer 
software copyright, and exclusive right 
to integrated circuit layout design. 
Since multiple types of corporate 
income tax preferential treatments 
may be applicable to technology 
investments, companies should 
evaluate the impact of different 
scenarios and opt for the fittest one.   
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Let’s talk   

For a deeper discussion on the above, please contact your regular PwC Global Mobility Services engagement team or the 
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