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Updates in Individual Income tax policies: 
On 17 August 2009, the State Administration of 
Taxation (SAT) issued tax notice GuoShuiFa 
(2009) No.121 (hereinafter “Notice (2009) No.121) 
concerning several issues relating to individual 
income tax (IIT). Later, on 4 September 2009, 
SAT issued tax circular QiBianHan (2009) No.33 
(hereinafter “Circular (2009) No.33”) which 
clarifies several issues relating to 6 major taxation 
issues (IIT, cooperation income tax etc.) in China. 
We would like to highlight some rules relating to 
IIT. 
 
1. Double payments 
 

Double payments shall be added to the current 
month’s salary for IIT calculation purpose. Related 
rules stipulated in GuoShuiHan (2002) No.629, 
that double pay should be treated separately as a 
monthly salary but the tax exemption are not 
allowed to be deducted from the double pay are 
canceled. 
 
2. Board of director’s fee 
 

Director’s fee levied in accordance with the item 
of income from labor service remunerations is 
only adopted for incomes of an individual who  

 
 
only take the responsibilities of director or 
supervise director but not serve as an employee. 
An individual who not only be a member of the 
Board but also serve as an employee (takes part 
in the routine work) shall add his/her gains of 
director’s fee to his/her current month salary for 
IIT calculation purpose. 
 
3. Overseas Chinese 
 

In Notice No.121, it clarifies that overseas 
Chinese’s salaries and wages can apply for 
additional deductions for expenses for IIT 
calculation purpose. How to determine a Chinese 
citizen to be treated as overseas Chinese? 
 

- He/ She has obtained long term or permanent 
residence in a foreign country and he/she has 
lived in that foreign country for at least 18 
months cumulatively in a consecutive two-year 
period or 

- He/she has not obtained long term or 
permanent residence in a foreign country, but 
has obtained legal residence in that country for 
5 consecutive years or longer, and has 
cumulatively lived in that country for at least 30 
months in the 5 years.  

 

Chinese citizens, who are studying or seconded 
to work overseas are not treated as overseas 
Chinese for IIT calculation purpose. 
 
4. Residence property transfer due to divorce 
 

Residence property transfer as a result of divorce 
should not be subject to IIT. The subsequent 
transfer of the property obtained as a result of 
divorce shall be subject to IIT policies applicable 
to normal residence property transfer, with the 
original value of the property calculated as: total 
original purchase value of the property plus 
related taxes and fees multiplied proportion 
owned by the transferor. 
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5. Allowance for transportation and 

communication 
 

According to related rules stipulated in 
GuoShuiHan (1999) No.58, transportation 
allowance paid to employees by means of 
reimbursement of fuel cost etc., as well as the 
payment of communication allowance, is liable to 
IIT levied as salaries and wages after deducting 
certain official fees. The deductible official fees 
shall be determined by local authorities. If it is not 
determined by local tax authorities, 30% 
transportation allowance and 20% communication 
allowance are subject to IIT. 
 
6. Supplementary medical insurance 
 

According to related rules stipulated in CaiShuiZi 
(1997) No.144, supplementary medical insurance 
is subject to IIT. If a company entrusts an 
insurance company to establish a centralized 
account for the company, instead of separated 
accounts for individuals, supplementary medical 
insurance shall be added to current month’s 
salary for IIT calculation purpose, which is 
calculated as: individual’s monthly salary times 
the standard rates determined by the Company 
for the centralized payment to insurance 
company. 
 
7. Annuity/ pension 
 

According to related rules stipulated in CaiShui 
(2005) No.94, annuity shall be added to current 
month’s salary for IIT calculation purpose, which 
is calculated as: individual’s monthly salary times 
the rates determined by the Company in line with 
the payment of annuity. 
 
8. Personal accident insurance 
 

According to related rules stipulated in 
GuoShuiHan (2005) No.318, personal accident 
insurance shall be included in the incomes from 
wages and salaries in the month when the 
payment is done, if the insurance is not treated as 
tax exemption. The insurance exempted from IIT 
is the statutory insurance of pension, medical and 
house funding in pursuant of related rules 
stipulated in CaiShuiZi (1997) No.144. 
 
 
Our comments and suggestion 
 
Notice (2009) No.121 and Circular (2009) No.33 
are virtually clarifying how to levy the IIT in order 
to facility the taxation collection and administration 
for local authorities. We would like to draw your 
attention on following aspects: 
 
 

 
 
a) Rules on double pay are the reaffirmation of 

tax notice GuoShuiFa (2005) No.9. A 
company may pay double pay along with the 
payment of annual bonus. In most cases it 
could apply for lower tax rate and reduce the 
tax payment of IIT. 

 

b) Most of companies pay transportation 
allowance to employees by reimbursement of 
fuel invoices and/or pay communication 
allowance in the past years, but not withhold 
IIT as a part of current month’s salaries and 
wages. Circular (2009) No.33 are a 
supplementary of GuoShuiHan (1999) No.58, 
therefore tax authorities may have right to 
levy the underpayment of IIT before year 
2009. 

 

c) Circular (2009) No.33 clarifies how to 
calculate and what time to pay IIT of annuity 
and supplementary medical insurance. 
Expended to supplementary pension and 
house funding, the payment bounded by both 
of employer and employee are subject to IIT 
as a part of current month’s salaries and 
wages. 

 
Individual Income Tax is a substantial source of 
state financial incomes and becomes a key 
taxation of tax examination performed by tax 
authorities. Individuals and companies are 
recommended to re-examine their IIT package 
accordingly to avoid further tax risks. 
 
 
How we can support? 
 
Our experienced tax team and professionals can 
provide you with a suite of the tax services 
specifically designed to help your business in 
China manage the aforesaid taxes effectively. 
 
- Help you to understand the new policy in 

detail; 
 

- According to the requirement of the new policy 
and new tax law, issue verification report for 
you; 

 

- According to your assignment, we 
communicate with the competent tax office for 
you, including interview, application and get 
the approval certificates, etc.; 

 
For more information or advice on the topic 
“Individual Income Tax” and impact on your 
business in China, please contact our tax 
professional team. 
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HNTEs – tax incentives 
 
High- and New-Technology Enterprises (HNTEs) 
are eligible to enjoy tax incentives. For those 
enterprises a reduced enterprise income tax 
rate of 15 % instead of the standard tax rate of 25 
% is be applicable. For new HNTEs set up in 
China in a special economic zone, such as 
Shanghai/ Pudong New Area, they may enjoy tax 
holidays. 
 
The detailed Implementation Regulations and 
Measures on the HNTE recognition are 
formulated by the Ministry of Science and 
Technology (MST), Ministry of Finance (MoF) and 
the State Administration of Taxation (SAT). 
 
To benefit from the regulations first should be 
clarified whether the required conditions for the 
classification of a HNTE are met. 
 
 
Qualification criteria 
 
1. Chinese resident enterprise 
 

The company must be a Chinese tax resident 
enterprise and been set up one year before the 
application for the HNTE status. 
 
 

2. Intellectual property right of the core 
technology 

 

The company has obtained the intellectual 
property right (IP) of the core technology in the 
last 3 years or the enterprise has secured an 
exclusive right to use the IP right for a period of at 
least 5 years and the IP right should be in line 
with the main product/ service of the company. 
 
 

3. Qualification of the staff 
 

The qualified staff with university degree and 
above should account for at least 30 % of the total 
employees of the enterprise. Among those people 
10 % should be involved in research and 
development (R&D) activities. 
 
 

4. R&D expenditure 
 

Those expenditures should reach a certain 
percentage of the total revenue for the past 3 
years. Moreover the amount of R&D expenditure  
 
 
 

 
 
incurred within China should not be less than 60 
% of the total R&D expenditure. 
 
5. Income from HNTEs products/ services 
 

The income should be more than 60 % of the total 
annual income of the enterprise. 
 
6. Catalogue of HNTE 
 

The catalogue contains 8 domains: 
 
- Electronic information technology 
- Biotechnology and medical engineering 
- aerospace technology 
- Technology about new materials 
- High-tech services 
- New energy and energy conservation 

technology 
- Resources and environmental technology 
- Transformation of the traditional sectors 

through high/new technology 
 
For every each domain the scopes of activities 
are specified. 
 
7. Assessment Guideline 
 

The company should meet the requirements of 
the Assessment Guidelines, e.g. like rating in 
R&D management, number of IP rights, growth of 
sales and total assets etc. 
 
 

Application 
 
The application could be done on the website for 
assessment for the HNTEs. First the company 
should self-assess in accordance with the above 
mentioned conditions. If the result is positive, the 
company should submit a written application 
together with all required documents to the local 
assessment administrative institutions.  
Upon successfully approved, the enterprise wil be 
awarded an HTNE certificate which is valid for 3 
years from the issuing date. The names of the 
qualified HNTEs will be disclosed at the website 
for transparency. The HNTEs have to apply for re-
assessment within 3 months before the certificate 
expires in order to renew the qualification for 
another 3 years. 
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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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