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Tax rezidents Mon tax residents

{Amount in | YTD taxable Monthly tax Monthly Monthly tax

EMB) icome pavable | taxable income pavable
January 100,000 6,980 100,000 27590
February 200,000 14,100 100,000 27,590
March 300,000 19.000 100,000 27,590
April 400,000 23,000 100,000 27,590
May 300,000 26,3500 100,000 27,590
June 600,000 28,500 100,000 27,590
118,080 165,540
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Tax residents
{Amount in | YTD taxable Monthly tax | Monthly effective tax

EMB) income pavahle withholding rate
January 100,000 6,980 6.08%
February 200,000 14,100 14.10%
March 300,000 12,000 120094
April 400,000 23,000 23.00%
May 300,000 26500 26.50%
June 600,000 28,500 28500
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Different scenarios

Tax residents (time apportionment claim /
change of tax calculation method)

Tax residents (full / partial gross up case)

Level 3 Tax residents (non gross up case)
Level 2 Non residents (full / partial gross up / time
apportionment case)
Leve' 1 Non residents (non gross up case)
Level of Complexity '
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China: Tax resident vs. non-tax
resident — a mid-year recap

June, 2019

In brief

Taxpayers should revisit how the new 183 days threshold distinguishes ‘tax residents’ and ‘non-tax
residents’ for non-domiciled individuals and how it may affect them working in China, given that we are
approaching the middle of the tax year in which the new China Individual Income Tax (IIT) law came into
effect. A proper understanding of the new tax resident rule and the respective compliance requirements
is important because of the implications to overall tax burdens as well as compliance processes.

In detail

Under the new IIT Law, if a non-domiciled individual stays in China for 183 days or more in the tax
(calendar) year concerned, he/she will be regarded as a tax resident for the tax year; if he/she stays in
China for less than 183 days in the tax year, he/she would be regarded as a non-tax resident for the tax
year. In counting the number of days for this purpose, both the arrival and departure days are excluded
from the 183 days counting.

For tax residents, the China IIT is calculated on an annual basis with monthly tax withheld calculated
based on the cumulative income. As compared to non-tax residents, the China IIT is calculated on a
monthly basis based on the actual monthly income. The table below compares the tax calculation
methods for tax residents and non-tax residents (assuming a monthly taxable income of RMB100,000
from January to June 2019.)

Tax rezidents Mon tax residents

{Amount in | YID taxable Monthly tax Monthly Monthly tax

EMB) ifcome pavable | taxable income pavable
January 100,000 6,980 100,000 27,590
February 200,000 14,100 100,000 27590
March 300,000 19,000 100,000 27590
April 400,000 23,000 100,000 27,590
May 300,000 26,500 100,000 27,590
June 600,000 28,500 100,000 27,590
118,080 165,540

In addition to the difference in the way the monthly tax withholding is calculated, there are other tax
calculation differences that need to be taken into account. For example, the special tax treatments for
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bonuses and equity income are different for tax residents and non-tax residents, resulting in disparate tax exposures.

Also, non-domiciled individual can plan and manage the number of days spent (or to be spent) in China especially during
the arrival or departure years, which can make a significant difference with respect to the actual tax lability for the year if

the China assignment starts or ends in June or July. Using the same example above, if he/she leaves China in July and

spends around 183 days in China during the tax year, the total tax payable as a tax resident (with more than 183 days in
China) can be around 30% lower than being a non-tax resident (with less than 183 days in China).

The new tax resident and non-tax resident concept also leads to a more complex monthly tax calculation process,
especially when it involves tax residents (where the cumulative income is used to calculate the monthly withholding tax)
because the effective tax withholding rate changes every month.

Tax residents
Amount in | YTD taxable Monthly tax | Monthly effective tax
EMB) income pavahle withholding rate

January 100,000 6,980 6.08%
February 200,000 14,100 14.10%%
March 300,000 19,000 190094
April 400,000 23,000 23.00%
May 300,000 26,300 26.50%%
June 600,000 28,500 28 530%4

In the case where tax equalization or/and time apportionment are involved, the calculation is even more complicated as it
will involve the change of the tax calculation formula during the tax year and, possibly, retroactive adjustments. The
diagram below illustrates the level of complexity involved under different scenarios.

Different scenarios

Tax residents (time apportionment claim /
change of tax calculation method)

Tax residents (full / partial gross up case)

Level 3 Tax residents (non gross up case)
Level 2 Non residents (full / partial gross up / time
apportionment case)

I-eve' 1 Non residents (non gross up case)

Level of Complexity '

The takeaway

New, different tax withholding methods and compliance requirements for tax residents and non-tax residents have been
implemented in China starting from the tax year 2019. Given the varying tax exposures and compliance process, it is
important for non-domiciled individuals and their employers to make a preliminary assessment of the tax residence status
as accurate as possible. During the year, it is also necessary to keep track of the number of days in China as there can
be retroactive adjustments required.

After the end of the tax year, a final assessment should be made to determine if an annual reconciliation is needed to
adjust any tax over/under-withheld.
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Special attention also should be placed on the mid-year ‘joiners’ or ‘leavers’ especially for those marginal cases who may
or may not become a tax resident in China. In doing so, a more holistic approach also should be adopted to consider the
potential tax implications of certain special tax treatments (e.g., annual bonus and equity income.)

Let’s talk

For a deeper discussion of how the new IIT Law might affect your business, please contact your PwC Global Mobility
Services engagement team or one of the following team members:
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