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Updates to 2020 individual Income Tax
Annual Filing for Comprehensive Income
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On 28 February 2021, China's State Taxation Administration issued
guidance on the 2020 individual income tax (IIT) annual filing for
comprehensive income (Bulletin 2). The changes for 2020 primarily relate
to optimizing the filing process; otherwise, very few significant changes
were introduced.

Withholding agents

According to Bulletin 2, taxpayers may request their local employer to
perform the 2020 IIT annual filing on their behalf (similar to 2019), with
the following updates:

e Taxpayers requesting their local employer to perform the 2020 IIT
annual filing on their behalf may make such request in writing or
electronically using such methods as email, text message, or WeChat
(in 2019 the request only could be in writing). The request must be
made prior to 30 April 2021. This simplifies the process and makes it
more convenient for taxpayers.



e The local employer must not perform the lIT annual filing for an
employee without a request by the employee. The IT annual filing is
a self-reporting obligation by the taxpayer, and the taxpayer may
receive comprehensive income from parties other than the local
employer, which must be included in the filing.

e Independent contractors who receive continuous payments for
remuneration for services may request the local company to perform
the IIT annual filing on their behalf. In 2019, only insurance agents
and security brokers were within the scope of this rule. Bulletin 2
extends the scope to include interns who are full-time students, but
only if the relevant company has applied the "cumulative withholding
method" to withhold their monthly IIT.

Filing location for taxpayers with no local employer

For taxpayers with no local employer, Bulletin 2 adds an additional
location where an lIT annual filing may be made. Such filings may be
made in the place of "main income source," which is the location of the
withholding agent with the greatest aggregate annual amount from the
three types of income (i.e., remuneration for services, income from
author's remuneration, and income from royalties).

As in 2019, such taxpayers also may file in the place where they register
their household or habitually reside.

This update aims to keep consistency between the taxpayer's place of
income source and the tax reporting location, and also makes it more
convenient for the taxpayer to perform the lIT annual filing.

Filing methods

As in 2019, Bulletin 2 encourages taxpayers to perform the 2020 IIT
annual filing electronically and allows filing by mail or in person if
electronic filing is not convenient for the taxpayers. Bulletin 2 also
includes the following updates:

e Taxpayers who perform the filing by mail and that have additional tax
due should monitor the filing status by accessing the tax bureau
online or following up with the in-charge tax bureau, and settling any
tax due in time.

e Forthe convenience of taxpayers with reportable overseas income,
the IIT annual return to report overseas income also may be filed
electronically for 2020 (the only options available for 2019 were filing
by mail or in person). The availability of electronic filing brings great
convenience to taxpayers with reportable overseas income for 2020.

e The function of the electronic tax bureau will be optimized. For
example, automatic reminders will be installed or optimized in the
filing system for common mistakes or negligence by the taxpayers in
order to improve the accuracy in reporting. Also, in order to keep
proper functioning of the filing system, there will be a set limit for the
number of attempts a taxpayer may withdraw a filing.

Other updates



In the case of tax underpayment or excessive refund claimed due to
incorrect information reported by the taxpayer, where the taxpayer
conducts voluntary disclosure, or corrects the reporting timely upon
being notified by the tax bureau, no penalty will be imposed for such
"first-time violations." This may encourage taxpayers to make voluntary
disclosures in order to improve the accuracy of their tax reporting where
they filed their tax returns incorrectly by mistake or negligence.

Taxpayers who want to claim a tax refund for 2020 but have not settled
tax due for 2019, or have not responded to the tax bureau's inquiry or
request to amend the 2019 tax return, will need to clear the 2019 tax
issues before claiming the 2020 tax refund. This connects the taxpayer's
2020 and 2019 tax filings, as well as serving as a reminder to comply with
tax filing obligations and to maintain their tax credit records.

Bulletin 2 generally follows the earlier tax regulations for the 2019 IIT
annual filing with respect to the filing timeline, method, and procedure,
with updates and optimizations to improve the convenience of the filing.
These updates also may enhance the compliance level of IT annual filings
to some extent.

The key observations and recommendations are summarized below from
both the taxpayer's and the employer's perspectives based on the
relevant regulations to assist with the upcoming 2020 IIT annual filings.

For taxpayers:

Obtain full knowledge of the 2020 lIT annualfiling policies and updates, pay attention to communications from the company and
make proper a nt of self-reporting obligations.

Complete thefiling between 1 March and 30 June 2021 for those with filing obligations.

Non-domiciled taxpayers (generally foreign/Hong Kong/Macau/Taiwan citizens) should review if the actual 2020 tax residency status
is the same as the reported residency status for the 2020 IIT monthlyfilings; if there are changes, these should be reflected in the
applicable 11T annual oramended monthly returns.

Collect and review all reportable comprehensive income, relevant deductions, tax rebates, and tax withholding information.
Request and retain the relevant reporting documents as well as supporting documents, which must be maintained for at least five
years.

Review the 2019 tax filing status and make sure there are no pending issues for 2019.

Individuals who choose to file electronic tax returns should follow the online instructions and reminders set forth in the filing system;
individuals who choose to file paper tax returns by mail should follow up with the filing status

Individuals that request for their local employer to perform the lIT annual filing on their behalf should confirm this with their local
employer before 30 April in writing or electronically, and provide the required information to the company.

Individuals seeking professional assistance should contact a tax agentas early as possible.

Foremployers:

+ Review and identify T filing obligations for different types of employees (e.g., foreigners, outbound employees, new
employees/internal transferees); special attention should be given to employees who may be confined inside or outside of China
during 2020 due to COVID-19.

Review and optimize internal policies, processes, communications, and administration with respect to the 2020 [IT annual filings
based on the relevanttax regulationsand updates.

Provide employees with their 2020 income and withholding IIT summary before 28 February 2021.

Foremployees who request the company to perform the 20201IT annual filing on their behalf, the company should assist the
employees in completing the filings or provide necessary training or guidelines to the employees to complete the filings.

Retain the relevant tax reporting documents, including the employees‘ requests (in writing or electronically) for the company to
perform theirfiling, which must be maintained for at leastfive years.

If performing the employees' lIT annual filing, the company should keep the employees informed of their tax filing status in a timely
manner.

For Chinese outbound employees whose salaries were not paid by the China employing entity during 2020, and the China employing
entity was not requested tofile |IT monthly returns on behalf of such employees for 2020, the China employing entity should report
the required information for the outbound employees to the in-charge tax bureau before 28 February 2021.
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