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China: The Amendment to the
Individual Income Tax Law s
Officially Approved

Steve Qin / Kai Kang,
Rodl & Partner Shanghai, China

On August 31, 2018, the Amendment to the Individual
Income Tax Law (“Individual Income Tax - IIT") was offi-
cially approved. Some of the regulations will be imple-
mented from October 1, 2018 and the whole amend-
ments will be implemented from January 1, 2019.

The new IIT law includes following amendments:
New IIT system and standard deduction amount

According to the new IIT law, the IIT calculation mode will
be changed to the "General Income Mode", in which the
incomes derived from salary, labor services, author's re-
muneration and royalty will be taxed on a consolidated
basis. The tax calculation will be changed from monthly
basis to annual basis, but the IIT should be still pre-paid
on monthly basis and subject to annual IIT filing from
March 1 to June 30 in the following year.

The new tax rate for this so-called “general income” is as
follows:

1 0 - 36,000 3
2 36,000 - 144,000 10
3 144,000 - 300,000 20
4 300,000 - 420,000 25
5 420,000 - 660,000 30
6 660,000 - 960,000 35
7 i3t /above 960,000 45
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This calculation mode only applies to the Chinese resident
taxpayers. For those who are classified as non-resident
taxpayers, IIT is still calculated by month or by time. Their
payable tax amount shall be calculated according to the
monthly income converted from the annual income pro-
vided in the table above.

The standard deduction amount will increase to RMB
5,000 per month.

The new tax rate and standard deduction amount will take
effective from October 1, 2018.

Special extra deductions

Apart from special deductions which include social insur-
ances, the Amendment also introduces "special extra de-
ductions”, which refer to expenses for children's educa-
tion, continuing education, medical treatment for major
diseases, interest on housing loans, house rents, support
on elderly, etc. The detailed rules are still not published,
but it is forecast that a lump-sum deduction could be ap-
plied due to feasibility.

Definition of resident taxpayer

According to the Amendment, any individual who has a
domicile in China or who has no domicile but has stayed in
China for 183 days or longer in a single tax year is consid-
ered as Chinese tax resident and shall pay IIT on any in-
come derived from within and outside China.

According to the current IIT implementation rules, for
individual who has no domicile in China but stay in China
for between one and five years, IIT may be paid only on
the income derived from enterprises inside China upon the
approval of the competent tax authority. Any individual
who has resided in China for more than five years shall,
commencing from the sixth year, pay IIT on worldwide
income.

The Amendment has tightened the criteria for determining
the identity of resident taxpayers in a single tax year.
Therefore, whether the "five-year rule" will still be valid
and whether the super national treatment of foreign indi-
vidual will be ended are still to be further clarified by the
specific implementation regulations.

Furthermore, the new definition of tax residence will also
have impact to Common Reporting Standard. If the indi-
viduals are recognized as Chinese tax residents, the finance
institute shall transfer their information to Chinese authori-

ty.
Summary
Although the Amendment to the IIT Law is officially ap-

proved and published, the following hot topics still need to
be further clarified:
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,,We must be continuously on alert for new developments to be able to master challenges
in the best possible way. With curiosity and an innovative approach, we are creating for-
ward-looking solutions.”

Rodl & Partner
., The building of human towers requires each team member to again and again attempt
something new. In this way, we are able to rise above the challenge together.”
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> Whether the preferential treatment on one-time an-
nual bonus will still remain valid;

> Whether foreign expatriates can still enjoy tax-
exempted benefits on reimbursement basis;

> Whether the current “five-year-rule” for foreign ex-
patriates will be abolished;

> The special extra deduction standard and scope.
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Each and every person counts” — to the Castellers and to us.

Human towers symbolise in a unique way the Rodl & Partner corporate culture.
They personify our philosophy of solidarity, balance, courage and team spirit.
They stand for the growth that is based on own resources, the growth which has
made Rodl & Partner the company we are today. , Forca, Equilibri, Valor i Seny”
(strength, equilibrium, valour and common sense) is the Catalan motto of all
Castellers, describing their fundamental values very accurately. It is to our liking
and also reflects our mentality. Therefore Rodl & Partner embarked on a collabo-
rative journey with the representatives of this long-standing tradition of human
towers — Castellers de Barcelona — in May 2011. The association from Barcelona
stands, among many other things, for this intangible cultural heritage.

This Newsletter offers non-binding information and is intended for general information pur-
poses only. It is not intended as legal, tax or business administration advice and cannot be
relied upon as individual advice. When compiling this Newsletter and the information includ-
ed herein, RédI & Partner used every endeavour to observe due diligence as best as possible,
nevertheless Rodl & Partner cannot be held liable for the correctness, up-to-date content or
completeness of the presented information.

The information included herein does not relate to any specific case of an individual or a legal
entity, therefore, it is advised that professional advice on individual cases is always sought.
RodI & Partner assumes no responsibility for decisions made by the reader based on this
Newsletter. Should you have further questions please contact Rod| & Partner contact persons.
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