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On 31 December 2021, China's Ministry of Finance and State Taxation
Administration published Bulletin Nos. 42 and 43 to extend several preferential
individual income tax (lIT) policies that expired on 31 December 2021, which
include a preferential taxing method for qualifying annual bonuses and for
income from equity incentive plans of listed companies, and nontaxable
benefits in kind for foreign employees. The policies have been extended by
either one or two years, as indicated below.

Annual bonus

A resident individual may elect to have their qualifying annual bonus taxed
separately from other comprehensive income (i.e., salaries, independent
services remuneration, authors' remuneration, royalties). If the taxpayer makes
this election, then the bonus amount must be divided by 12 to determine the
applicable tax bracket/rate. Since the tax bracket/rate table for comprehensive
income under the lIT law is designed on an annual basis, a modified monthly
tax bracket/rate table is available and must be used to compute the tax on the
annual bonus.

If a resident individual initially elects to have the bonus taxed separately from
other comprehensive income, they may choose to revoke such election and
include the bonus in comprehensive income for assessment purposes when
they file their annual IT return for the year in which the bonus was derived. As
such, for taxpayers that are uncertain about which taxing method is more
favorable upon receiving their annual bonus, they may tentatively elect the
separate taxing method and later decide whether they need to change the



original election when they file the annual IT return for comprehensive
income.

This preferential policy has been extended through 31 December 2023.

Taxpayers with high income generally prefer the separate taxing method for
their annual bonuses; however, certain taxpayers may benefit from inclusion of
their annual bonuses in comprehensive income if they have unutilized
deductions.

Waiver of annual filing and underpaid tax

If a resident individual derives comprehensive income on which advance IIT
payments have been withheld and remitted properly by the withholding agent,
then such individual is exempt from the annual IIT filing requirement for
comprehensive income, and any underpaid tax is waived accordingly, in the
following situations:

e Theindividual's annual comprehensive income does not exceed RMB
120,000; or

e The amount of underpaid IIT for the annual comprehensive income does
not exceed RMB 400.

The above waiver of the annual filing requirement and underpaid tax has been
extended through 31 December 2023.

This preferential policy could reduce the compliance burden for some middle
and low-income earners and their lIT expenditures. Taxpayers may log on to
the tax authorities’ online IIT portal (or lIT application) and review the
automatically pre-populated income information in the draft annual lIT return
to determine whether they are eligible for the waiver.

Income from equity incentive plans of listed companies

A resident taxpayer’s qualifying income from an equity incentive plan (e.g., for
stock options, stock appreciation rights, restricted stock, etc.) of a listed
company may be taxed separately from the individual’s other comprehensive
income. Such qualifying income derived in a tax year must be consolidated for
purposes of the IIT assessment. The IIT payable equals the income from the
equity incentive plans multiplied by the applicable tax rate less the quick
deduction.

This preferential policy has been extended through 31 December 2022.

Affected taxpayers generally benefit from this separate taxing method since
the IIT burden on such income may be lower as compared to including such
income in comprehensive income for assessment purposes. However,
companies may be required to report the relevant information to the tax
authorities with respect to the equity incentive plans in order for affected
taxpayers to be able to qualify for the separate taxing method. The State
Taxation Administration published a circular in October 2021 to enhance the
administration on equity incentive plans by requesting companies to submit an
informational form and relevant requested documents with respect to their
plans within 15 days after the end of the month in which a company decided to
establish a plan. In view of this, companies should fulfil any filing requirements
to secure the preferential treatment.

Tax issues related to equity incentive plans usually are complicated. Companies
should factor tax considerations into a plan design and regularly review tax
positions after the plan is implemented to ensure compliance.



Nontaxable benefits in kind for foreign employees

Foreign employees working in China may enjoy certain nontaxable benefits in
kind (BIK). Foreign employees that are resident in China may opt to claim either
any applicable additional itemized deductions (e.g., children's education,
housing rental) or any applicable nontaxable BIK (i.e., children’s education,
housing rental, language training). Once an election is made, it may not be

changed within the tax year.

This preferential policy has been extended through 31 December 2023.

The extension of this policy should be beneficial in retaining foreign employees
in China beyond 2021. Businesses with many foreign employees should
continue to improve their internal management with respect to foreign
employees' nontaxable BIK (e.g., design and implementation of relevant human
resources polices, any required information reporting to the tax authorities,
reimbursement/payment arrangements, etc.) to ensure compliance.
Nevertheless, businesses also should plan for the future expiration of the
nontaxable BIK, by preparing transitional compensation and benefit schemes
and properly communicating with foreign employees where necessary.
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