
 

 

 

 

 

 

 

 

 
 
 

REVISED PRC INDIVIDUAL INCOME TAX LAW 
(DISCUSSION DRAFT) 

 

On 29 June 2018, the Standing Committee of National People’s Congress (“NFCSC”) of the People’s 

Republic of China (“PRC”) released a Discussion Draft of the revised PRC Individual Income Tax 

Law (个人所得税法修正案草案) (“Discussion Draft”) for public consultation.  The consultation 

will end by 28 July 2018, and the Discussion Draft will then be submitted to the NFCSC for final 

deliberation.  If the proposed amendments are passed, the revised PRC Individual Income Tax Law 

will likely take effect from 1 January 2019. 

 

In this Tax Flash, we will provide you the salient points of the Discussion Draft. 

 

1. Tax Residency Rule: From “1-Year Test” to “183-Day Test”  
 

The Discussion Draft introduces the concept of resident and non-resident for individual income 

tax (“IIT”) purposes, and proposes to change the existing non-Chinese’s tax residency rule from 

a “1-year test” 1 to a “183-day test”.  

 

According to the Discussion Draft, “PRC Tax Resident” is defined as: 

 

➢ Individuals with domicile in the PRC; or 

➢ Individuals having foreign citizenship or residence status with no domicile in the PRC who 

                                                 
1 Under the prevailing regulations, non-Chinese’s tax residency rule is residing in the PRC a “full year”.  

However, a person who is temporarily absent from the PRC for more than 30 days in one time or for more than 90 

days in total in multiple trips within a year will not be considered ordinarily residing in the PRC for that year. 

 

In addition, for non-Chinese who have no domicile in the PRC, if they have not consecutively resided in the PRC for 

more than 5 years, they would only taxed on his/her PRC sourced income as well as their foreign sourced income 

paid by PRC enterprises, organizations, or individuals.  It is uncertain whether this “5-year rule” for tax 

exemption on non-PRC sourced income will be revoked. 
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ordinarily reside in the PRC for more than 183 days in a year of assessment 

 

PRC tax residents will be subject to PRC IIT on their PRC and non-PRC sourced income, whilst 

PRC non-residents will be subject to PRC IIT only on their PRC sourced income.   

 

2. Comprehensive Income (综合所得)  

 

The Discussion Draft proposes to integrate the following 4 categories of income into 

“Comprehensive Income”(综合所得): 

  

 Income from salary and wages (工资、薪金所得); 

 Income from provision of independent personal services (劳务报酬所得); 

 Income from author’s remuneration (稿酬所得)2; and  

 Income from royalties (特许权使用费所得) 

 

For PRC tax residents, Comprehensive Income will be taxed on an annual basis (but IIT 

withholding should be performed by the withholding agent (i.e. the payer) on a monthly basis or 

when taxable income arises).  One set of progressive tax rates will be applied, which is revised 

based on the existing IIT rates table applicable to the income category “salary and wages”3: 
 

IIT Tax Rate Table for Comprehensive Income 
 

Range of Annual Taxable Income  

RMB 

Tax Rate 

% 
Quick Reckoning Deduction 

RMB 

0 - 36,000 3 0 

36,001 - 144,000 10 2,520 

144,001 - 300,000 20 16,920 

300,001 - 420,000 25 31,920 

420,001 - 660,000 30 52,920 

660,001 - 960,000 35 85,920 

Above 960,000 45 181,920 

 

The Discussion Draft proposes to raise the IIT standard deduction amount for Comprehensive 

Income to RMB 60,000 per annum (i.e. RMB 5,000 per month4).  Besides, in addition to the 

current specific deductions (e.g. basic pension insurance, basic medical insurance, 

unemployment insurance, housing fund etc.), the Discussion Draft also allows PRC tax residents 

to claim itemized deductions5 for their children’s education expenses, continuing education 

expenses, serious illness medical expenses, housing mortgage interest and rental. 

 

PRC tax residents’ IIT on Comprehensive Income would be computed as follows: 
 

Annual Taxable 

Comprehensive Income 
= 

Annual Comprehensive Income  RMB 60,000 (Standard Deduction)  

Specific Deductions  Itemized Deductions for Specific Expenditure 

Annual IIT Payable = Annual Taxable Comprehensive Income  Tax Rate  Quick Reckoning Deduction 

                                                 
2 Taxable Income from author’s remuneration = 70% of the Gross Income from author’s remuneration  
3 The tax brackets with applicable tax rate of 3%, 10%, and 20% have been widened whilst the 25% tax bracket has 

been narrowed  
4 The additional standard deduction (RMB 1,300 per month) currently enjoyed by foreigners will no longer apply. 
5 The Discussion Draft did not specify standards for the new itemized deductions for specific expenditure. 



 

 

For PRC non-residents, their IIT on Comprehensive Income will be taxed on a monthly basis or 

when taxable income arises.  No specific deductions or itemized deductions for specific 

expenditure will be allowed, and only income from salary and wages will be eligible to claim IIT 

standard deduction of RMB 5,000 per month: 

 

IIT Tax Rate Table for PRC Non-Residents 

 
Range of Monthly Taxable Income  

RMB 

Tax Rate 

% 
Quick Reckoning Deduction 

RMB 

0 - 3,000 3 0 

3,001 - 12,000 10 210 

12,001 - 25,000 20 1,410 

25,001 - 35,000 25 2,660 

35,001 - 55,000 30 4,410 

55,001 - 80,000 35 7,160 

Above 80,000 45 15,160 
 

PRC non-residents’ IIT Payable on 

Comprehensive Income 
= Taxable Income  Tax Rate  Quick Reckoning Deduction 

 

3. Income from Operations (经营所得) 

 

The Discussion Draft also proposes to integrate the following 2 income categories into “Income 

from Operations”(经营所得): 

 

 Income from the production or business operation conducted by self-employed (个体工商

户的生产、经营所得); and  

 Income from contractual or leasing operations to enterprises and institutions (对企事业单

位的承包经营、承租经营所得) 

 

Income from Operations will still be subject to progressive tax rates from 5% to 35% but with 

adjustments made to each tax bracket:  

 
Range of Annual Taxable Income  

RMB 

Tax Rate 

% 
Quick Reckoning Deduction 

RMB 

0 - 30,000 5 0 

30,001 - 90,000 10 1,500 

90,001 - 300,000 20 10,500 

300,001 - 500,000 30 40,500 

Above 500,000 35 65,500 

 

The IIT on Income from Operations would be computed as follows: 
   

Annual Taxable Income 

From Operations 
= Annual Income From Operations  Relevant Cost & Operating Expenses 

Annual IIT Payable on  

Income From Operations 
= Annual Taxable Income From Operations  Tax Rate  Quick Reckoning Deduction 

 

  



 

 

4. Other Income Categories 

 

For income from property leasing, income from transfer of property, interest income, dividends, 

incidental income and other income, they will still be taxed separately at the rate prescribed for 

that category of income: 
 

IIT Tax Rate Table for Other Income Categories 
 

Income Tax Basis Deduction Tax Rate 

Property Leasing 
Gross 

Income 

 RMB 800 if Gross Income < RMB 4,000 

 20% of the Gross Income in other cases 
20% 

Transfer of Property Net Gain N/A 20% 

Interest Income; Dividends; 

Incidental Income; and Other 

Income 

Gross 

Income 
N/A 20% 

 

5. General Anti-Avoidance Rule (GAAR) 

 

A new general anti-avoidance rule will be added to the revised IIT Law (Article 8), which will 

empower the tax authorities to make adjustment and assess tax and late payment surcharge on 

individuals who enter into the following transactions/arrangements: 

 

➢ Related party transactions which are not at arm’s length; 

➢ For enterprises established in low-tax jurisdictions that are controlled by PRC individual 

tax residents (or jointly with PRC corporate tax residents), no or minimal distribution of 

dividends to PRC individual tax residents without reasonable business purposes; and 

➢ Deriving inappropriate tax benefits through arrangements without reasonable commercial 

purposes 

 

6. Other Government Authorities - Confirming Taxpayers’ Information 

 

Article 14 of the Discussion Draft states that the Public Security, People’s Bank of China, 

financial supervisory and management authorities as well as other relevant authorities should 

assist the tax authorities to confirm taxpayers’ identity information, bank account information 

and information on itemized deductions for specific expenditure.  For transactions involving the 

transfer of equity interest or immovable properties, the relevant government authorities should 

examine the IIT payment certificates before updating the registration details. 

 

7. Transitional Arrangement 

 

The following transitional arrangement will be effective 1 October 2018:  

 

➢ The proposed IIT tax rate table for Comprehensive Income and monthly standard deduction 

of RMB5,000 will be applied to income category of “salary and wages”; and 

 

➢ The proposed IIT tax rate table for Income from Operations will be applied to (a) “Income 

from the production or business operation conducted by self-employed” and (b) “Income 

from contractual or leasing operations to enterprises and institutions”. 



 

 

POINTS TO NOTE 

 

The proposed amendments to the PRC IIT Law have triggered heated public debate.  For 

expatriates (including overseas Chinese and residents from Hong Kong, Macao and Taiwan), 

they will certainly be affected by the proposed changes on the PRC tax residency rule from the 

existing“1-year test” to a “183-day test”.  Besides, it is still uncertain whether the reform will 

take into account of the following tax exemption treatment currently enjoyed by foreign 

expatriates:  

 

➢ The 5-year rule on the tax exemption treatment on foreign sourced income derived by 

non-PRC domiciled individuals; and   

➢ The existing tax exemption treatment of certain fringe benefits received by foreign 

employees  

 

We will continue to monitor the progress of the amendment to the IIT Law and keep you posted. 



 

 

RSM Tax Advisory (Hong Kong) Limited 
 
RSM Hong Kong’s dedicated and experienced tax specialists can: 

 

➢ Advise on tax efficient holding and operational structures for new cross-border investment, including the formation 

of Hong Kong and Chinese business entities 

➢ Review existing cross-border investment structures, advise on identified deficiencies, quantify any potential 

exposure from such deficiencies, and further advise on restructuring approach and procedures 

➢ Assist clients to discuss and clarify matters with tax officials, including transfer pricing and advance rulings 

➢ Act as client representative in tax audits and tax investigations 

➢ Provide transaction support services on mergers and acquisitions, including tax due diligence, deal structure 

advice, tax health checks, related human resources arrangements and other tax compliance and consultation 

services 

➢ Advise on human resources and structuring employment arrangements in a tax-efficient manner 

➢ Advise on tax equalization schemes 

➢ Provide tax compliance services for individual and corporate clients in Hong Kong and China 

 

The aim of Tax Flash is to alert readers to recent developments. The information is general in nature and it is not to be 

taken as a substitute for specific advice. Accordingly RSM Hong Kong accepts no responsibility for any loss that occurs 

to any party who acts on information contained herein without further consultation with us.  If you have any comments 

or require further information please contact: 

 
Mr. Dicky To 
T +852 2508 2863 
E dickyto@rsmhk.com 
 

Mr. Eric Chen 
T +852 2583 1259 
E ericchen@rsmhk.com 
 

Ms. Lilian Poon 
T +852 2583 1241 
E lilianpoon@rsmhk.com 
 

Mr. Samuel Chan 
T +852 2583 1242 
E samuelchan@rsmhk.com 

Mr. Patrick Ho 
T +852 2583 1258 
E patrickho@rsmhk.com 
 

Mr. Caesar Wong 
T +852 2508 2851 
E Caesarwong@rsmhk.com  
 

Ms. Catherine Tsang 
T +852 2583 1256 
E catherinetsang@rsmhk.com 

Mr. Chan Ka Ho 
T +852 2583 1249 
E khchan@rsmhk.com 

Ms. Joanna Lee 
T +852 2583 1317 
E joannalee@rsmhk.com 
 

 

RSM Tax Advisory (Hong Kong) Limited 

29th Floor, Lee Garden Two 

28 Yun Ping Road 

Causeway Bay, Hong Kong 

T +852 2598 5123 

F +852 2598 7230 

E tax@rsmhk.com 
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RSM Tax Advisory (Hong Kong) Limited is a member of the RSM network and trades as RSM. RSM is the 

trading name used by the members of the RSM network.  

Each member of the RSM network is an independent accounting and consulting firm, each of which practices 

in its own right. The RSM network is not itself a separate legal entity of any description in any jurisdiction. 

The RSM network is administered by RSM International Limited, a company registered in England and Wales 

(company number 4040598) whose registered office is at 50 Cannon Street, London EC4N 6JJ. 

The brand and trademark RSM and other intellectual property rights used by members of the network are 

owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of 

Switzerland whose seat is in Zug. 
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