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Tax risks arising from secondment 
arrangements 
 

 
 
In recent months, China’s Ministry of Finance and 
the State Administration of Taxation have issued 
a number of rules aiming at tightening tax 
administration and avoiding tax evasion. Among 
them, the issuance of Notice Concerning the 
Inspection of Enterprise Income Tax Collection on 
Foreign Entities Provision of Services to Domestic 
Companies through Secondment Arrangement, Ji 
Bian Han [2009] No.103 (“Notice 103”) focuses 
directly on the tax issues arising from the cross-
border secondment arrangements. 
 
Introduction 
Cross-border secondment arrangements have 
been widely adopted around the world by 
multinational corporations. When a foreign 
multinational corporation ("Home Entity") 
establishes a FIE in PRC ("Host Entity"), it would 
sign a secondment arrangement with the Host 
Entity.  

 
Under the arrangement, the Home Entity would 
second its employees ("secondees") to work for 
the Host Entity on management or technical 
positions, and the Host Entity would reimburse the 
Home Entity for the costs of salaries, allowances 
and other fringe benefits that the former agrees to 
pay directly on its behalf during the course of the 
secondment with no profit mark-up. 
 
In the past, under the secondment arrangement, 
the Home Entity would not be regarded by 
Chinese tax authorities as having a Permanent 
Establishment (“PE”) in PRC if the Host Entity 
was a mere salary paying agent with no profit 
mark-up.  
After the issuance of Notice 103, it may change. 
The tax authorities may regard the secondees as 
representing the Home Entity to provide services 
in PRC to the Host Entity, and then the Home 
Entity might be deemed as creating a PE in PRC. 
Under such circumstances, the Home Entity 
should be subject to CIT, and Business Tax 
(“BT”), together with late fees and penalties, for 
provision of services to the Host Entity. 
 
Main contents 
Afterword we would like to highlight some rules in 
Notice 103.  
1. Targets of inspection 
The main targets of this inspection are non-
resident enterprises, which obtain income from 
China by entering into secondment agreements 
with resident enterprises,  
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seconding senior management or technical 
personnel to work in resident enterprises, and 
charging resident enterprises for the secondment. 
The tax inspection will mainly focus on enterprises 
in manufacturing and service industries, while 
every enterprise in the auto industry would be 
inspected. 
 
2. Method of inspection 
The tax authorities will check the tax filing records 
and outbound payment records to determine 
whether a resident enterprise has entered into 
secondment arrangements, if yes, whether the 
arrangements have been registered with the tax 
authorities and whether relevant taxes have been 
duly declared and paid in accordance with 
prevailing tax rules. This means in case of real 
secondment arrangement IIT, and in case of 
service contract CIT, BT and IIT. 
 
3. Penalties 
If an inspected non-resident enterprise is found to 
have failed to comply with the relevant tax rules, 
the tax authority may collect the unpaid or 
underpaid taxes together with the late fees and 
penalties. If the accurate accounting records, 
vouchers on the costs and expenditures are not 
available, the tax authorities may levy Corporate 
Income Tax (“CIT”) based on deemed profit 
margin method. 
 
 
Our comments and suggestions 
 
At present, there are no existing rules providing 
clear guidelines for distinguishing a secondment 
arrangement from a service agreement. 
 
Based on our analysis, a secondment 
arrangement should clearly be distinguished from 
a service arrangement (which would lead to a PE 
for tax purposes). Under a secondment 
arrangement, the secondee normally works under 
the control and supervision of the Host Entity, 
which controls and benefits from the secondee‘s 
day-to-day work and bears the risks and 
responsibilities associated with it.  Whereas, 
under a service arrangement, the secondee 
usually continues to work under the control and  

 
 
supervision of their overseas Home Entity to fulfill 
a service contract entered between the Home 
Entity and the Host Entity, and the overseas 
Home Entity benefits from the secondee ‘s work 
and bears the risks and responsibilities 
associated with it.  
 
In practice, following relevant factors should also 
be taken into consideration: 
 
- Which entity receives the benefits arising from 

the secondee‘s work?  
- Which entity gives day-to-day instructions or 

has authority over the secondee‘s work?  
- Which entity bears the risks, costs, and 

responsibilities of the secondee‘s work?  
- Which entity reviews and appraises the 

secondee‘s work performance?  
- Does the secondee‘s work constitute an 

inseparable part of the Host Entity?  
- Does the Home Entity recover only the actual 

secondee‘s costs or is a profit mark-up also 
charged?  

- Which party has the right to determine the 
remuneration of the secondee? 

 
Therefore, it is suggested that following measures 
could be taken to minimize the potential tax risks 
arising from secondment arrangement: 
 
FIEs should notify the secondee‘s Home Entity of 
the potential tax exposures in China, and review 
the current secondment arrangements jointly with 
the Home Entity and the secondees, to ensure 
that they are in line with relevant factors as 
discussed above.  
 
An alternative to the typical secondment 
arrangement is a change to the payment pattern. 
The net salary of secondee can be paid directly 
by the Host Entity to the secondee ‘s overseas 
personal bank account, and for other part of 
remuneration, such as social insurance, is still 
paid by the Home Entity. 
 
Where appropriate, the FIEs and Home Entity 
may also engage professionals for assistance in 
preparing the relevant documents, or even in 
dispute resolutions in the course of tax inspection. 
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How we can support?  
 
Our experienced tax team and professionals can 
provide you with tax services to manage the 
aforesaid taxes effectively.  
 
- Help you understand this new policy in detail; 
- Help you analyze the impact of this new policy 

on your business; 
 

 
 

 
 
- Assist you in communicating with the 

competent tax offices; 
- Design tax planning to reduce your tax 

liabilities, based on your specific situation. 
 
For more information or advice on the topic “tax 
risks arising from secondment arrangements” and 
impact on your business in China, please contact 
our tax professional team.  
 

 

 
 
Lexicon 

 
Individual Income Tax  
of expatriates in China – overview 
 
If relocating to China, some homework should be 
done in advance to evaluate the personal tax 
situation and ensure the compliance of 
expatriates. More information-sharing activities 
are taking place between different bureaus in the 
country. Recently China becomes more effective 
in tracking potential tax abuse. This article gives 
an overview of the most important issues 
regarding the individual income tax (IIT). 
 
 
Tax Liability in China 
 
The key factors for determining whether an 
individual shall pay IIT in China are: 
- Whether the individual is domiciled in China 
- Scope of income 

 
This chart shows the tax liability in China: 
 

Taxpayer's Status Tax liability

Domiciled in China: Worldwide income

Expatriate living in China:

> 5 tax years Worldwide income

> 1 tax year China sourced income and
Foreign sourced income paid from China

> 183 days China sourced income

< 183 days Employment income paid or borne by China
income borne by China during the working period (partial income)

< 183 days Exempt from tax
income borne outside of China

 
 

Tax calculation 
 
China adopts a stepped, progressive tax rate. On 
each step a quick deduction could be deducted. 
 

Taxable income Tax rate Quick deduction
RMB

< 500 5% -
501 - 2,000 10% 25

2001 - 5,000 15% 125
5,001 - 20,000 20% 375

20,001 - 40,000 25% 1,375
40,001 - 60,000 30% 3,375
60,001 - 80,000 35% 6,375

80,001 - 100,000 40% 10,375
100000 - 45% 15,375  

 

The first 4,800 RMB of the earnings in China are 
tax free for expatriates. 
 
 
Tax declaration 
 
Monthly IIT compliance 
The individual income tax must be declared and 
paid to the tax office on monthly basis. 
Enterprises are obliged to withhold employee’s IIT 
when paying the salaries to them. 
Deadline: 10th of the following month 
 

Annual tax return 
Since 2006, expatriates are additionally required 
to attend the annual IIT return on self-declaration 
basis, if they meet the following conditions: 
- Resident in China for on full tax year  

(= calendar year) 
- Annual income exceeding 120,000 RMB 
Deadline: 31 March of the following year 
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Taxable income 
 

- Basic salary 
- Bonuses 
- Allowances 
- Contribution to overseas pension fund 
 
 

Expatriates benefits 
 
Certain benefits-in-kind provided to expatriates 
are exempt from tax provided that the amounts 
are reasonable and substantiated by official 
invoices/ receipts. The benefits could only be 
considered if it’s mentioned in the employment 
contract and also only up to the agreed amount. 
Benefits for expatriates: 
 

- Rental of accommodation 
- Meals and laundry subsidies 
- Relocation expenses 
- Language training expenses 
- Children’s education expenses in China 
- Home leave travel expenses 

(max. 2 trips a year) 
 
 
Annual bonus 
 
In 2005 the State Administration of Tax (SAT) 
issued a regulation on the tax treatment of annual 
bonuses. This Circular should be considered for 
the tax planning of the expatriate staff. 
The individual can enjoy a lower tax rate for the 
annual bonus; the advantage depends on the 
amount of the bonus. The special tax treatment 
may only be adopted once each year and it will be 
treated as a separate one-month salary when 
calculation the IIT. 
 
 
Remittance of the salary back home 
 
As for getting the salary paid back home, the tax 
certificate relating to that income must be 
provided. Then it should be no problem to convert 
the RMB salary to the applicable currency and 
wire back home. 
 

 
 
Chief Representative 
 
The Chief Representative (CR) of a 
Representative Office is subject to IIT from the 
first day commence working in China. 
 
The IIT declaration must be done on monthly 
basis, even there are no visits in China. If the CR 
does visit China then he should pay taxes on pro-
rated day-basis, calculated upon the days stay in 
China. The passport stamps are the evidence. 
The prorated day-basis calculation is only 
applicable if the person also takes another 
position in the oversea company. This should be 
provided by a certificated issued from the 
headquarters to the Chinese tax office. 
 
 
Top Management 
 
According to the tax law, individuals in top 
management positions need to pay IIT based on 
the entire salary paid by China entity irrespective 
of how long they staid in China during the year. 
 
What is Top Management? 
- Company chief, directors; 
- Deputy general managers; 
- Persons occupying functional chief positions; 
- Chief supervisors; and 
- Other persons occupying similar company 

management level positions. 
 
 
New tax circulars 
 
The SAT issued the tax notices on 17 August 
2009, GuoShuiFa (2009) No. 121 and on 4 
September 2009 QiBianHan (2009) No. 33 
concerning several issues relating to IIT. We 
mentioned the details in our newsletter October 
2009. 
 
The article gives an overview about the complex 
IIT regulations only. For detailed information 
please contact our Ecovis Ruide Team. 
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News from ECOVIS Ruide China 
 
 
Ecovis international partner meeting 
Copenhagen 
 
In view of international exchange of experience all 
Ecovis partners meet twice annually in one of the 
member countries. This time the meeting was held 
in November, 5 to 7 in the beautiful city 
Copenhagen. We welcomed new members such 
as Greece, Hong Kong and Japan. The 
intercultural as well as the technical exchange 
between the partners is always interesting. Hints 
and tricks, differences and similarities, there is 
much to wonder and to chat. For the technical 
exchange we discussed about topics of transfer 
pricing, audit, corporate finance and legal issues.  
Additionally different workshops contribute to the 
internal advanced training and intercultural 
communication. For us the long trip from China to 
Europe has been once again worth the effort and  
 
 
 

we are looking forward to the upcoming meeting, 
which will take place in spring in Zurich. 
 

 
 
Right: Mr. Wang Ecovis Ruide China, left: Ecovis 
newcomers from Hong Kong and Japan. 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

About ECOVIS 
 

Ecovis is a leading global consulting firm with its origins in Continental Europe. It has over 2,700 people operating in 
30 countries. Its consulting focus and core competencies lie in the areas of, tax consultation, auditing, legal advice 
and accounting and management consulting services. The particular strength of Ecovis is the combination of personal 
advice at a local level with the general expertise of an international and interdisciplinary network of professionals. 
Every Ecovis office can rely on qualified specialists in the back offices as well as on the specific industrial or national 
know-how of all the Ecovis experts worldwide. This diversified expertise provides clients with effective support, 
especially in the fields of international transactions and investments – from preparation in the client’s home country to 
support in the target country. In its consulting work Ecovis concentrates mainly on midsized firms. Both nationally and 
internationally, its one stop-shop concept ensures all-round support in legal, fiscal, managerial and administrative 
issues. The name Ecovis, a combination of the terms economy and vision, expresses both its international character 
and its focus on the future and growth.  
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