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Dear Sir or Madam,

The amended Individual Income Tax (lIT)
law and a series of supplement regulations
introduced a basket of fundamental changes
that affect both Chinese and foreign
nationals. Key contents are summarized as
below:

TAX RESIDENCY

183-days test

Based on the new IIT law, a foreign national
or Hong Kong, Macau, or Taiwan resident,
who has resided in mainland China for 183
days or more in a year is considered a
Chinese tax resident for the tax year
concerned - a rule that draws upon
recognized international practices.

Six-year Rule

Starting from 2019, a foreign individual,
being recognized as a Chinese tax resident
for no more than 6 consecutive years, could
be exempted from the PRC IIT for their
foreign source income which are derived
overseas and paid by overseas entities or
individuals.

TAX-EXEMPTED FRINGE BENEFITS

For the tax years of 2019, 2020 and 2021,
foreign individuals who are not Chinese tax
residents are still able to claim the non-
taxable fringe benefits, including subsidies
for housing, language training, children
education in China, meals & laundry, and
home leave & relocation.

From 2022 onward, certain tax-free fringe
benefits will not be available to foreign
individuals, including the subsidies for
housing, language training and children
education.

OUR ANALYSIS

With the changes such as the residency
definition and six-year rule provided under
the new IIT Law, foreigners should review
their residential status, and plan in advance
for any travel in a tax year to cope with the
compliance obligations.

Since certain fringe benefits provided to
foreigners will not be exempted from IIT
from 2022, foreign taxpayer shall discuss
their compensation package with their
employers to quantify their net pay and tax
burden thus better monitor the cash flow.

Compared with the pre-reform regulations,
the new PRC IIT regime implements the tax
calculation method by determining what is
PRC-sourced income first before applying
the applicable tax rates. This should result
in a more reasonable amount of income
being assessed for the PRC IIT for non-
residents, and effectively reduces the
probability of double taxation.

Here you can find more about this article.

Best regards
Alice He

Alice He


https://www.dornbach.de/de/assets/upload/newsletter/en/2020/newsletter-international-en-02-20-anlage.pdf
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