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In brief 

Payment arrangements under the Individual Income Tax (IIT) Law that was fully implemented on January 

1, 2019, are having an increasingly significant impact on China work permit applications. The new IIT 

reform increases the standard basic deduction and further clarifies tax policy regarding non-resident 

individuals. These factors have affected the calculation of monthly tax.  As a result, it has become more 

complicated for employers to decide if they should apply for a China work permit for foreign employees 

under the salary ‘undertaking’ approach. 

 

In detail 

Impact on the ‘undertaking’ 

approach 

Under the work permit scheme 

effective April 2017, companies 

can take advantage of an 

‘undertaking’ approach for an 

initial work permit application to 

enjoy quicker processing time, 

less documentation, and earlier 

on-boarding of their foreign 

employees.  

The applicant can apply for a 

Category A work permit with an 

‘undertaking’ to the authority to 

provide evidence if later 

requested.  Upon work permit 

renewal, or a cancellation/ 

change of a details application, 

the Tax Payment Certificate is 

required to evidence the said 

monthly salary and that IIT has 

been paid accordingly.  

The amount of committed salary 

and monthly taxable income 

needs to be reassessed to 

confirm if they still meet the 

requirement at the time of 

undertaking. For example, in 

Shanghai, if the applicant 

applied for a Category A work 

permit with a monthly salary six 

times the local average, the 

applicant’s annual income must 

be no less than RMB 600,000, 

with monthly salary no less than 

RMB 50,000, and monthly 

taxable income no less than 

RMB 45,000.  The applicable IIT 

must be paid to the in-charge 

tax bureau on a monthly basis in 

Shanghai.  

The company may fail to meet 

the original commitment and 

pay the foreign employee the 

monthly salary amount 

undertaken, or they may pay a 

lesser monthly IIT to the in-

charge tax bureau. The 

consequences may range from 

the work permit being cancelled, 

to having the breach recorded in 

the system against the 

individual and/or sponsoring 

company. Such records could 

adversely impact the company 

and/or individual’s future 

applications in China. 

Considerations for the 

employer 

With the new IIT calculation 

methods, the following aspects 

should be considered when 

employers decide if they should 

apply for Chinese work permits 

for their employees under the 

‘undertaking’ approach: 

 The taxable monthly income 

could be affected by new 

calculation methods 

introduced under the new IIT 
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Scheme (e.g., the accumulated 

method for employment income 

reporting, specific additional 

deductions, and preferential tax 

treatments for annual bonus and 

equity incentives etc.).  The 

company should check and ensure 

both the monthly salary and 

monthly taxable income meet the 

authority’s requirements. 

 Non-China-domiciled individuals 

can be defined as resident 

individuals or non-resident 

individuals according to their total 

physical presence days in China in 

a year. Depending on the 

residency status, different IIT 

withholding methods would apply. 

The company should assess the 

tax residency status of foreign 

employees carefully to make sure 

their monthly taxable income 

meets the authority’s requirements.  

 For a foreign employee with dual 

positions both in and out of China, 

the applicable time apportionment 

method has changed from 

‘apportionment of IIT payable’ into 

‘apportionment of income.’ The 

shorter the term employees work in 

China, the less tax burden they will 

undertake. The company should 

review the monthly taxable income 

of those employees to make sure it 

meets the authority’s requirements.  

The takeaway 

Before applying for a new work permit 

under a salary ‘undertaking’ approach, 

the company should assess the 

candidate’s background/role and 

check with their tax advisor if the 

applicant can meet the authority’s 

requirements.  

If a certain salary level and IIT are 

promised during the work permit 

application, the company should 

check the IIT payment arrangement 

with the tax advisor to help ensure 

requirements are satisfied.  

If there has been a failure to pay the 

committed IIT, immigration and tax 

advisors should be consulted to 

determine the best solutions to avoid 

compliance issues for both employer 

and employee.   

PwC’s team across immigration and 

tax can assist the company in 

reviewing foreign employees’ past 

declaration letters and compare 

against their current IIT payment 

status.  We also can help identify and 

rectify potential issues promptly to 

mitigate possible penalties to the 

employee or sponsor going forward. 
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