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The PRC tax law continues to be an area of dynamic legislative activity. After having substan
tially revised the PRC Corporate Income Tax framework in 2011 and in more recent years  
having abolished the PRC Business Tax and pushed forward the VAT reform, the PRC  
Standing Committee of the National People‘s Congress implemented a new PRC Individual 
Income Tax Law (“IIT Law”). Certain of its stipulations are effective since 1 October 2018  
(see Chapter I below), while the IIT Law takes full effect as of 1 January 2019 (see Chapter II 
below). The major changes refer to a new categorisation of income groups, a new annual  
accrual basis, new taxation tables, new personal deductions, new specific expense deduc
tions, new rules on the duration of tax residency purposes and new antiavoidance rules. 
Certain matters are not yet fully addressed in the IIT Law and are expected to be further  
specified in detailed implementation rules, guidelines and circulars to be published in the 
future. 

Hence, employers and employees do not only need to review and adapt their labour arran
gements or internal payroll and accounting processes in light of the stipulations effective 
as of 1 October 2018 and to fully comply with the IIT Law as of 1 January 2019; besides, it is 
paramount to constantly monitor the current status of the IIT Law‘s implementation and to 
continually update payroll and accounting processes to ensure legal compliance. 

CHAPTER I

Changes Applicable as of 1 October 2018

The following stipulations of the IIT Law are effective since 1 October 2018 requiring imme
diate implementation: 

1.  NEW MONTHLY DEDUCTION
Since 1 October 2018, all IIT taxpayers on income from salaries and wages, remuneration for 
personal services, author‘s remuneration and royalties (i.e. income that as of 1 January 2019 
falls under the consolidated category of “Comprehensive Income”) are entitled to a personal 
lumpsum deduction at a rate of RMB 5,000 / month. Besides, tax payers remain entitled to 
deduct the following items: basic pension insurance, basic medical insurance, unemploy
ment insurance and housing fund.

2. NEW TAX BRACKETS 
Since 1 October 2018, the following tax brackets apply to income from Salary and Wages 
(after deductions) and such income shall be taxed on a monthly basis:
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These tax brackets / rates are identical to the tax brackets/rates applicable to the Compre
hensive Income as of 1 January 2019. 

Further, the following tax brackets/rates apply to income derived from the production or 
business operation by selfemployed industrial/commercial households: 

These tax brackets / rates are identical to the tax brackets/rates applicable to the Operating 
Income as of 1 January 2019. 

3. FUTURE CHANGES 
Besides the immediate implementation of the above changes, employers and employees 
need to review and adapt their internal payroll and accounting processes in light of all  
changes required by the full effectiveness of the IIT Law as of 1 January 2019 and are well 
advised to monitor the IIT Law‘s future specifications. 

Brackets
(unchanged)

Monthly Taxable Income (after deductions) 
(RMB) 

Tax Rate (%) /
Quick Deduction (RMB)

1 ≤ 3,000 3 % / 0

2 3,000 ≤ 12,000 10 % / 210

3 12,000 ≤ 25,000 20 % / 1,410

4 25,000 ≤ 35,000 25 % / 2,660

5 35,000 ≤ 55,000 30 % / 4,410

6 35,000 ≤ 8,000 35 % / 7,160

7 > 80,000 40 % / 15,160

Brackets Monthly Taxable Income (after deductions) 
(RMB)

Tax Rate (%)

1 ≤ 30,000 5 % 

2 30,000 ≤ 90,000 10 % 

3 90,000 ≤ 300,000 20 % 

4 300,000 ≤ 500,000 30 % 

5 > 500,000 35 % 
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CHAPTER II

Changes Applicable as of 1 January 2019

 
1 .  TAX RESIDENCY
The taxation of IIT on an employee‘s income in China mainly depends on his / her tax resi
dence status and the source of income. In general, individuals who have their domicile in  
the PRC are subject to IIT on their worldwide income. However, as the term “domicile”  
refers to “habitual residence”, which is a legal term rather than an actual place of residence,  
foreigners working for a limited period of time in the PRC will not be deemed to have estab
lished their “domicile” in the PRC. According to the IIT Law, the following considerations 
apply in terms of tax residency:

Tax residency: Any individual who has a domicile in the PRC or who has no domicile but has 
stayed in the PRC for 183 days or longer in a tax year (= calendar year) is a tax resident and 
shall pay IIT for any income sourced within and outside the PRC according to law.

Non-tax residency: Any individual who has no domicile and who does not stay within the 
PRC or who has no domicile but stays within the PRC for less than 183 days in a tax year is a 
nontax resident and shall pay IIT for income sourced within the PRC according to law.

It is expected that the legislator will specify whether certain exemptions will continue to apply 
to nonPRC citizens, e.g. whether (besides the physical presence in China) factors such as 
e.g. permanent home, centre of living interest, habitual abode and nationality would play  
a role in determining the residency. Further, it needs to be clarified whether the existing 
IIT exemption of foreign sourced income derived by nonPRC domiciled individuals who 
have not been tax resident of China for more than five consecutive years will be revoked or  
modified. Also, it remains unclear whether the special tax treatment under Guoshuifa [1994] 
No. 148 for employees employed under dual contract arrangements will be modified or  
revoked.

 
2.  SOURCES OF INCOME, TAX CALCULATION AND TAX FILING  
The IIT Law‘s income groups comprise nine (compared to previously 11) categories. Of these 
nine categories, the first four categories (i.e. salaries and wages, remuneration for per
sonal services, author‘s remuneration, and royalties) are consolidated under one category  
(“Comprehensive Income”, see dark grey highlight in below table 1).
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*Removed/consolidated in other categories as of 1 January 2019.

 
Comprehensive Income: For PRC tax residents, IIT on Comprehensive Income will be calcu
lated on a consolidated basis for the tax year (= calendar year) and after the new perso
nal standard deduction of RMB 60,000 from the gross yearly income. Monthly provisional  
filings are still required; however, in addition an annual reconciliation filing must be made 
between 1 March and 30 June of the following year. For nontax residents, IIT on income 
on salaries and wages shall be taxed per month after the new personal standard deduction 
of RMB 5,000 from the gross monthly income. For income derived from personal services,  
author‘s remuneration and royalties, the taxable income is the amount received each time 
and shall be taxed accordingly each time. In regard to income derived from wages and  
salaries, personal service remuneration, author‘s remuneration and royalties, the withhol
ding agent, if any, shall withhold and remit IIT on a monthly or pertime basis. The nontax 
resident does not have to conduct the annual reconciliation filing for IIT. If there is no with
holding agent, taxpayers must file tax returns and pay IIT themselves.

Up to 31 December 2018: As of 1 January 2019:

1 Salaries and Wages Salaries and Wages (1)

2 Production or business operation by 
self-employed industrial / commercial 
households 

Remuneration for personal services (4) 

3 Contracted or leased operation 
of enterprises or institutions * 

Author’s remuneration (5) 

4 Remuneration for personal services Royalties (6) 

5 Author’s remuneration Operating Income (2)  

6 Royalties Interest, dividends and bonuses (7) 

7 Interest, dividends and bonuses Lease of property (8) 

8 Lease of property Transfer of property (9) 

9 Transfer of property Incidental income (10) 

10 Incidental income

11 Income from other sources specifield 
as taxable according to law *
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The taxable income from Lease of Property is taxed on the single lease payment amount 
and based on the following formula:

 ■ Single lease payment amounting to up to RMB 4,000 = [payment received] –  
RMB 800

 ■ Single lease payment amounting to over RMB 4,000 = [payment received] –  
20 % for expenses

Income from Transfer of Property is taxed based on the following formula: 

 ■ Taxable income = [proceeds from the transfer of property] – [original price of the property] – 
[reasonable expenses]

Income from Interest, Dividends, Bonuses and Incidental Income is taxed based on the 
following formula:

 ■ Taxable income = amount received each time

All above income items received by a taxpayer is taxed for IIT purposes on a monthly or per
time basis. The withholding agent, if any, shall withhold and remit the IIT accordingly. There 
is no requirement for an annual reconciliation for these income items.

Operating Income: The taxable income is the gross income obtained in a single tax year  
after deduction of costs, expenses and losses and is taxed for IIT purposes on a yearly basis.  
The taxpayer shall file provisional tax return for such Operating Income with the locally 
competent tax authority within 15 days after the end of each month or quarter. In addition, 
tax payers then need to handle the final reconciliation settlement latest by 31 March of the 
following year. 

3. TAX BRACKETS AND DEDUCTIONS 
IIT rates vary depending on the respective type of income. The Comprehensive Income  
derived by a PRC tax resident in one tax year will be, after deduction of personal deduction, 
specific deductions, itemized deductions for specific expenditures, and other deductible items 
determined by law, taxed according to the following tax brackets/progressive rates: 
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The Comprehensive Income derived by a nonPRC tax resident in a month will be, after 
deduction of personal deduction, specific deductions, itemized deductions for specific ex
penditures, and other deductible items determined by law, taxed according to the following 
tax brackets/progressive rates:

 

Brackets
(unchanged)

Monthly Taxable Income (after deductions) 
(RMB)

Tax Rate (%) /
Quick Deduction (RMB)

1 ≤ 3,000 3 % / 0

2 3,000 ≤ 12,000 10 % / 210

3 12,000 ≤ 25,000 20 % / 1,410

4 25,000 ≤ 35,000 25 % / 2,660

5 35,000 ≤ 55,000 30 % / 4,410

6 55,000 ≤ 80,000 35 % / 7,160

7  > 80,000 45 % / 15,160

Brackets
(unchanged)

Annual Taxable Income (after deductions) 
(RMB)

Tax Rate (%) /
Quick Deduction (RMB)

1 ≤ 36,000 
(up to now ≤ 1,500 / month) 

3 % / 0

2 36,000 ≤ 144,000 
(up to now > 1,500 ≤ 4,500 / month) 

10 % / 2,520

3 144,000 ≤ 300,000 
(up to now > 4,500 ≤ 9,000 / month) 

20 % / 16,920

4 300,000 ≤ 420,000 
(up to now > 9,000 ≤ 35,000 / month) 

25 % / 31,920

5  420,000 ≤ 660,000 
(up to now > 35,000 ≤ 55,000 / month)  

30 % / 52,920

6 660,000 ≤ 960,000 
(up to now > 55,000 ≤ 80,000 / month)  

35 % / 85,920

7 > 960,000  (up to now > 80,000 )  45 %  /  181,920
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Income from Interest, Dividends, Bonuses, Property Lease / Transfer and Incidental Income 
will be subject to an IIT rate of 20 percent. 

Operating Income will be subject to IIT based on the amount of income after deduction of 
costs, expenses and losses in a tax year at the following progressive rates: 

 

Personal Deduction: All IIT taxpayers of Comprehensive Income are entitled to a personal 
lumpsum deduction at a rate of RMB 5000/month (nontax residents) or RMB 60,000 / year 
(tax residents), compared to previously RMB 3,500 / month for PRC nationals and RMB 4,800 
for nonPRC nationals receiving income from salaries and wages. 

Specific Deductions: The IIT Law introduces, in addition to the already existing deductible 
items (i.e. basic pension insurance, basic medical insurance, unemployment insurance, 
housing fund) further deductions for specific expenditures for the following expenses (specific 
rules on how to substantiate such expenses and potential caps remain outstanding for the 
time being):

 ■ children’s education

 ■ continuing education

 ■ serious illness medical treatment

 ■ housing mortgage interest 

 ■ housing rental

Brackets Annual Taxable Income (after deductions) 
(RMB) 

Tax Rate (%) 

1 ≤ 30,000 5 %

2 30,000 ≤ 90,000 10 %

3 90,000 ≤ 300,000 20 %

4 300,000 ≤ 500,000 30 %

5 > 500,000 35 %
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Charitable Donations: Charitable donations not exceeding 30 percent of an individual‘s  
gross taxable income are allowable for tax deduction. Donations made to certain charities 
may not be subject to the 30 percent deductibility cap subject to approval by the State  
Council.

Deemed Expense Deduction: Deemed expense at the rate of 20 percent of the gross  
income will be allowed for tax deduction for income from provision of personal services, 
income from author’s remuneration and income from royalties. IIT on an author’s remunera
tion will be assessed on 70 percent of the net income after deducting 20 percent deemed 
expenses.

4. WITHHOLDING AGENT, TAX PAYER AND TAX ID
The term withholding agent refers to the entity making the income payment while the term 
taxpayer refers to the respective income earner.

Withholding agents must provide IIT withholding statements including information of IIT  
withheld and other relevant information to the taxpayers to allow them to file accurate  
annual tax reconciliation returns. Further, withholding agents shall furnish details of the 
amount of IIT withheld, and other relevant information to individual taxpayers. Taxpayers 
must notify their tax ID (PRC ID Card number in case of PRC nationals; for foreigners, the tax 
authorities will allocate tax IDs) to their withholding agents. 

If there is a withholding agent who does not withhold /remit IIT when due, the taxpayer shall 
pay IIT latest by 30 June of the year following the year in which the income was received  
(if the tax authority notifies of another time limit, such time limit prevails). Tax residents  
must file tax returns for income received from outside the PRC between 1 March and 30 June 
of the year after the year such income is received. Nonresidents receiving wages and  
salaries from two or more PRC sources must file tax returns within the first 15 days of the 
month after the month the income is received.

5. ANTI-AVOIDANCE RULES
The IIT Law introduces general antiavoidance rules similar to those already introduced  
under the PRC Corporate Income Tax Law. Chinese tax authorities have the right to assess 
IIT on individuals who are involved in transactions such as asset transfers which are not 
at arm’s length, tax avoidance by use of offshore tax havens or deriving inappropriate tax  
benefits through unreasonable commercial arrangements, etc.
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If IIT is assessed in reliance on the above measures, not only IIT, but also late payment 
surcharge are collected by the tax authorities. Late payment surcharge often outweighs  
the actual IIT amount.

China concluded antitax avoidance agreements with over 100 countries and regions  
world wide and implemented the Common Reporting Standards (“CRS”), entered into several 
competent authority agreements and activated bilateral exchange relationships with close to 
80 countries and regions (including e.g. Germany and most of the European countries). China  
will strengthen compliance and utilisation of automatic exchange of financial account infor
mation under CRS to increase IIT collection.
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