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Introduction

Exciting news published at the end of 2021
confirms several key individual income tax
(“lIT”) preferential policies have been
extended for one or two years. In
particular, the extension of tax-exempt
benefits for expatriates will have a great
impact on their tax burden in China.
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Several key IIT preferential policies extended

On December 31, 2021, the Ministry of Finance and the State Taxation Authority jointly
released Announcement [2021] No. 42 and Announcement [2021] No. 43 confirming that, to
lessen individuals’ tax burden, they are extending the following key IIT preferential policies
that were scheduled to be abolished at the end of 2021:

> Policy on tax-exempt benefits for expatriates extended to the end of 2023

In the event of the eight types of tax-exempt benefits granted to expatriates, especially for
housing rental and children’s education fees, being considered taxable income, it would
greatly increase expatriates’ tax burdens, impacting their quality of life in China. Although
some employers may agree to partially or fully cover the increased tax burden, this would
increase the company’s operational costs. Multiple organizations had been lobbying for the
extension of this policy over the last few years and, undoubtedly, it is a great result for
expatriates and foreign invested companies in China.

> Preferential tax treatment for annual bonus extended to the end of 2023

Resident taxpayers can continue choosing not to add the annual bonus to the current
monthly salary and calculate IIT independently by applying the current preferential tax
treatment (i.e., the annual bonus is divided by 12 for the applicable tax rate in the converted
monthly progressive tax rates applicable to comprehensive income).

> Tax-exempt policy for the situations (i) where resident taxpayers’ annual
comprehensive income is up to RMB 120,000 with the additional tax to be paid through
the annual self-declaration and (ii) where additional tax to be paid through the annual
self-declaration is up to RMB 400, extended to the end of 2023

» Preferential tax treatment for equity-based incentives of listed companies extended to
the end of 2022

Resident taxpayers can continue calculating IIT independently on the equity-based incentives

obtained from listed companies by applying the progressive tax rates applicable to

comprehensive income.
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