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Tax Newsflash
Pilot program launched for tax-deferred
commercial pension insurance

On 12 April 2018, China’s Ministry of Finance published
Circular 22 that officially launched a pilot program for tax-
deferred commercial pension insurance in Fujian, Shanghai
and Suzhou Industrial Park as from 1 May 2018. Individuals in
pilot areas who purchase qualified commercial pension
insurance may enjoy a favorable tax deferral treatment, i.e.
the insurance premium paid may be pre-tax deductible, and
income tax will be triggered only when the individual
withdraws from the pension account.

Further guidance has been issued by government departments
to clarify the implementation details and the criteria for
commercial insurance products to qualify for the pilot program.

Key points

1. Who may enjoy the tax-deferral policy under the pilot
program?

1.1 Pilot areas

The program is being piloted in Fujian (including Xiamen),
Shanghai and Suzhou Industrial Park for one year.

1.2 Eligible participants

i) Individuals who receive wages and salaries or recurring
remuneration for consecutive independent services (where
the individual provides independent services to the same
entity for no less than six consecutive months) from
parties that act as the income tax withholding agents and
are located in pilot areas; and

ii) Private business owners (e.g. owners of individual
industrial and commercial households, investors in sole
proprietorships, individual partners of partnerships, etc.)
who derive income from business activities conducted in
pilot areas.

2. What is the tax-deferral policy under the pilot
program?

As from 1 May 2018, the following rules apply to eligible
participants who have purchased qualified commercial pension
insurance:

e The insurance premium payment is deductible for individual
income tax purposes, subject to a cap that is determined
as:

- 6% of the monthly salaries/service remuneration or CNY
1,000, whichever is lower for individuals in 1.2 i); and



- 6% of the annual taxable revenue or CNY 12,000,
whichever is lower for individuals in 1.2 ii).

e No income tax is imposed when investment income is
credited to the individual’s personal commercial pension
account.

e 75% of withdrawals from a commercial pension account will
attract a 10% income tax, with the remainder being tax-
exempt.

3. How can an eligible individual enjoy tax-deferral
under the pilot program?

3.1 Qualified commercial pension insurance products

The tax-deferral policies under the pilot program apply only to
eligible individuals who purchase qualified commercial pension
insurance products. In other words, tax deferral is not
available for non-qualified products. The Chinese Banking and
Insurance Regulatory Commission has released guidance (i.e.
Yin Bao Jian Fa [2018] No. 20) to insurance companies on the
criteria for a commercial pension insurance product to qualify
for the tax deferral. The regulators will maintain and publish a
list of qualified products.

3.2 Designated account and centralized information
platform management

To enjoy the tax-deferral treatment, an eligible participant
must appoint a bank account to handle the commercial
pension insurance matters (i.e. payment of insurance
premiums, receiving investment income, withdrawals). The
bank account will have to be linked with the individual's
Chinese ID number and registered on the information platform
developed by the China Insurance Information Technology
Management Co., Ltd. (CIITC Platform). The CIITC Platform is
interconnected with the systems of tax bureaus, insurance
firms and banks, and will be responsible for issuing a
certificate to the individual for claiming the deduction for the
insurance premium.

4. What obligations must each party fulfill under the
pilot program?

4.1 Payment of insurance premiums
e Forindividuals in 1.2 i):

The individual must provide the certificate to the
withholding agent and notify the agent in a timely manner
if there is any change to the insurance premium, or if the
insurance policy is cancelled or not renewed.

After receiving the certificate, the withholding agent must
deduct the relevant premium from the gross income to
calculate the tax to be withheld and complete an
information form. When the agent is preparing the
reporting form of withholding tax, the deductible premium
must be included in "Other (deductible) items," marked
"tax-deferral pension insurance."



e Forindividuals in 1.2 ii), the individual must, when filing
his/her annual income tax return, include the deductible
premium in "Other deductible expenses," marked "tax-
deferral pension insurance," and complete an information
form. The individual must notify the competent tax
authorities in a timely manner if there is any change to the
insurance premium or if the insurance policy is cancelled or
not renewed.

Individuals that receive income from two or more sources in
the pilot areas may only claim the deduction of premiums from
one source.

4.2 Withdrawal

After an individual fulfills the prescribed conditions (e.g.
reaching the statutory retirement age) to withdraw from the
pension account, the insurance firm will withhold and report
the individual income tax on behalf of the individual for each
withdrawal to the competent tax authorities where the
insurance firm is located.

5. What is the time period for the tax-deferral policy?
Can individuals enjoy the policy retroactively?

The policy under the pilot program applies for one year from 1
May 2018. Where insurance premiums for the previous periods
were not deducted because the individual did not provide a
certificate in a timely manner, the withholding agent is allowed
to make retroactive adjustments for the previous periods in
the month the certificate is received by the agent; overpaid
tax for the previous periods may be used to offset the future
tax payable or be refunded.

The tax-deferred commercial pension insurance policy is
considered an important supplement to the government-
sponsored basic pension fund and employer annuity plans.
Although similar tax-deferral treatment is granted for annuity
plans, tax-deferred commercial pension insurance could
provide more flexibility for individuals since they are free to
choose the insurance product in the market that best suits
their needs. In addition, the regulators have indicated that a
qualified pension insurance product will have low premiums
and broad coverage. In view of this, the pilot program has
attracted considerable attention from the public, and the tax-
deferral pension insurance business is expected to grow
rapidly in the pension market. It also is worth noting that the
government has rolled favorable treatment out nationwide that
allows individuals to claim a deduction for qualified commercial
health insurance premiums. The tax-deferral treatment for
qualified commercial pension insurance also is expected to be
expanded nationwide.

The launch of the pilot program may aim to test the waters
before more deductions are introduced, as the government has
expressed its intention to introduce further deductions for
living expenses (e.g. child education expenses and medical
expenses) in the next step of the reform of the individual
income tax. The CIITC Platform and its interconnection with



systems of the tax authorities, insurance firms and banks will
enable the Chinese tax authorities to gain experience in the
construction of infrastructure to better address the challenges
that the reform may bring to the administration of taxes.

Authors:

Huan Wang

Partner

+86 10 8520 7510
huawang@deloitte.com.cn

Christine Liu

Senior Manager

+86 10 8520 7612
christliu@deloitte.com.cn

Gloria Su

Director

+86 10 8520 7655
gsu@deloitte.com.cn

If you have any questions, please contact:

Hong Kong

Tony Jasper

Partner

+852 2238 7499
tojasper@deloitte.com.hk

Irene Yu

Partner

+86 21 6141 1277
iryu@deloitte.com.cn

Hong Kong

Patrick Yip

Partner

+852 2852 1618
patyip@deloitte.com.hk

Shanghai

Johnny Foun

Partner

+86 21 6141 1032
jffoun@deloitte.com.cn

Shenzhen

Shanice Siu

Partner

+86 755 3353 8389
shsiu@deloitte.com.cn

Beijing

Huan Wang

Partner

+86 10 8520 7510
huawang@deloitte.com.cn

Frank Tang

Partner

+86 23 8823 1208
ftang@deloitte.com.cn

Beijing

Natalie Yu

Partner

+86 10 8520 7567
natyu@deloitte.com.cn

Shanghai

Anna Chen

Director

+86 21 6141 1419
annachen@deloitte.com.cn

Hong Kong

Jonathan Culver
Partner

+86 852 2852 6683
joculver@deloitte.com.hk



mailto:huawang@deloitte.com.cn
mailto:gsu@deloitte.com.cn
mailto:christliu@deloitte.com.cn
mailto:tojasper@deloitte.com.hk
mailto:huawang@deloitte.com.cn
mailto:iryu@deloitte.com.cn
mailto:ftang@deloitte.com.cn
mailto:patyip@deloitte.com.hk
mailto:natyu@deloitte.com.cn
mailto:jfoun@deloitte.com.cn
mailto:annachen@deloitte.com.cn
mailto:shsiu@deloitte.com.cn
mailto:joculver@deloitte.com.hk

Western China
Chongqing

Jun Li

Director

+86 23 8823 1205
juncgli@deloitte.com.cn

0000B®O®OH6H6

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited
by guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of
its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte
Global”) does not provide services to clients. Please see About Deloitte for a more detailed
description of DTTL and its member firms.

Privacy

Thank you for your interest in Deloitte China services. Deloitte China would like to continue to use
your personal information (in particular name and contact details) for the purpose of sending you
marketing and regulatory updates, invitations to seminars and other events organized, sponsored
or promoted by Deloitte China. If you do not wish to receive further communications from Deloitte
China, please send a return email to the sender with the word “Unsubscribe” in the subject line.

If you would like to update your personal information, please click here.

Deloitte China refers to Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in
Macau, Deloitte Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland and
their respective affiliates practising in Hong Kong, Macau and the Chinese Mainland.

This communication contains general information only, and none of Deloitte Touche Tohmatsu
Limited, its member firms, or their related entities (collectively the “Deloitte Network”) is by means
of this communication, rendering professional advice or services. Before making any decision or
taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever
sustained by any person who relies on this communication.

© 2018 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte
Touche Tohmatsu Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word
“Unsubscribe” in the subject line.


mailto:juncqli@deloitte.com.cn
http://www2.deloitte.com/cn/en/pages/about-deloitte/articles/about-deloitte.html
http://www.deloitte-china.com/contact/data.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

