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New entrant and expansion of foreign operations in China and 

ongoing shortage of local talents indicate a persisting reliance 

on expatriates to fill high-level executive posts. The evolve-

ment in China’s HR scenario has diversified the denotation of 

“expatriate”, which nowadays may include western foreigners, 

Asians from neighbouring countries or regions as well as re-

turning overseas Chinese. In the simple sense, an expatriate 

should refer to a person without permanent residence in China 

who undertakes employment in China. 

 

Lots have been told about the tricks to play for the optimiza-

tion of expatriate’s wellbeing. Many have heard of working on 

tourist visa, 90/183-day rule, dual employment or undeclared 

separate payments at home country etc. Unfortunately, many 

of these notions and practices are misused or misunderstood 

and therefore illegal. Chinese regulations on expatriate em-

ployment and taxation, though scattered and complicated, do 

provide a clear-cut ruling basis. In-charging bodies’ implemen-

tation of the regulations is also getting skilful and coordinative. 

This issue of CHINAjournal aims to clarify various issues con-

cerning expatriates’ employment and tax requirements. 

Requirements for Employment ∗ 

Paperwork 

With stipulated exceptions (such as experts under govern-

ment-sponsored mandates, workers on marine petroleum 

platform or entertainment performers with granted perform-

                                                                    
∗ Regulations discussed under this section mainly include: The Administrative 
Regulation on the Employment of Foreigners (1996); Circular on Several Issues 
on The Administrative Regulation on the Employment of Foreigners (1996); 
Circular on Simplifying the Employment Procedures for Foreigners and Persons 
from Taiwan, Hong Kong and Macao (2002); The Administrative Regulation on 
Citizens from Taiwan, Hong Kong and Macao Taking Employment in Mainland 
China (2005) etc. 

ance licence), any expatriate undertaking employment in 

China is obligated to work through approval and registration 

procedures which mainly including the following formalities: 

- Permission for hiring expatriate. This is the first thing that 

the intended “employer” must handle. Exemption is given 

to an expatriate who will take the position as the chief rep-

resentative of a Rep. office, or an expatriate with origin of 

Hong Kong, Macao or Taiwan who will take the position of 

CEO or its deputy in a foreign investment enterprise (FIE). 

In addition, any expatriate whose employment is relocated 

from any other city to Beijing does not need to reopen a 

hiring permission application. 

- Employment visa. This will only be issued at the merit of 

the permission for hiring, based upon which an expatriate 

attending to a position in China may enter the country. 

- Work permit. Within 15 days of entering into China, an 

expatriate should register with the same authority that is-

sues the permission for hiring and obtain the work permit. 

- Residence card. Within 30 days of entering into China, 

residence card should be applied for and obtained from 

the police office. 

Above-mentioned approval and registration procedure are also 

applicable to an expatriate under secondment arrangement 

(i.e. he is employed by an offshore company and is dispatched 

by the latter to carry out designated function in China), as far 

as the secondment period is more than 3 months. 

Application of PRC Labour Law 

Expatriates undertaking employment in China are subject to 

the governance and protection of the PRC Labour Law, even if 

under a secondment arrangement an alien law, e.g. law of the 

offshore employer’s jurisdiction, is chosen to govern the em-
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ployment contract. As such, provisions that are drafted purely 

from the perspective of headquarters’ intern HR policies or 

home-country laws might not be enforceable in China where 

mandatory provisions under the PRC Labour Law are not re-

spected. In this sense, the PRC Labour Law set forth provi-

sions for minimal protection in favour of the employees in the 

matters such as conditions for cancellation, working hours and 

overtime compensation, labour security and sanitary condi-

tions, social securities and welfares and settlement of labour 

disputes etc. Foreign employers should work together with 

their Chinese legal experts to ensure that the expatriate em-

ployment contract could reach the intended purpose of regu-

lating the rights and obligations that are enforceable in China.  

Taxation 

Taxability 

Unless an expatriate is regarded as tax resident in the PRC 

(i.e. staying in the PRC for more than 5 years without leaving 

China for more than 90 days cumulatively in any given calen-

dar year or 30 consecutive days in any given calendar year), 

only his income of PRC source could be subject to PRC indi-

vidual income tax (IIT). In terms of salary income, those salary 

obtained by an expatriate during the period when he actually 

works within the PRC will be regarded as PRC-sourced, despite 

of being paid by an on- or offshore entity. 

 

To a great extent, an expatriate’s liability under PRC IIT is 

established on the length of time that he stays in China during 

a calendar year. Above this, whether income is paid on- or 

offshore is key factor for tax liability in certain cases. Table 1 

summarizes the taxability of expatriates. 

 

183-days rule is applicable to tax residents from countries or 

regions that conclude double tax treaty or arrangement (DTT) 

with the PRC. Notably, even if an expatriate stays no more 

than 90/183 days in China, his salary is subject to PRC IIT as 

long as it is borne by an on-shore entity. 

 

As “PRC source” is linked with the “work” performed in China  

 

Days of 
staying in 
the PRC (P) 

Taxabil it y on Income of  
PRC source 

Taxabil it y on Income of  
non-PRC source 

P <= 90/183 Yes, if paid by on-shore entity 
No, if paid by off-shore entity 

No 

90/183 < P < 
1 year 

Yes, no matter paid by on- or 
offshore entity 

No 

1 year <= P < 
5 years 

Yes, no matter paid by on- or 
offshore entity 

Yes, if paid by on-shore entity 
No, if paid by off-shore entity 

P >- 5 years Yes Yes 

Table 1  Taxabil ity of  expatr iates 
 
rather than with the place of payment, PRC IIT would not be 

avoided simply by declaring a nominal fix salary for a position 

in China while a substantial part is paid offshore and kept 

hidden. Such practice will implicate the employer in adminis-

trative or criminal offences. Separate offshore payment would 

not be subject to PRC IIT only if the payment is to honour a 

concurrent position held in such offshore jurisdiction, so that 

such income may qualify as income of non-PRC source. 

Nevertheless, as being shown later, while calculating PRC IIT 

liability for an expatriate, his combined income of both PRC 

and non-PRC source would be used as the base value to which 

the time apportionment between PRC and non-PRC days is 

applied. Therefore, the impact of such concurrent position 

arrangement on PRC IIT is rather limited. 

Tax Rates 

The first RMB 4,800 earning is tax-free for an expatriate (in 

comparison, standard deduction from the monthly salary of a 

local employee is RMB 1,600). Table 2 provides salary brack-

ets, marginal IIT rates and tax adjustment factors, according to 

which the IIT liability is the product of a given taxable salary 

(after standard deduction) multiplied by the applicable IIT rate, 

minus the corresponding adjustment factor. 

Taxable monthly salary ( I )  Rate Tax adjustment factors 

I <= RMB 500  5% 0 
RMB 500 < I <=  RMB 2,000 10% 25 
RMB 2,000 < I <=  RMB 5,000 15% 125 
RMB 5,000 < I <=  RMB 20,000 20% 375 
RMB 20,000 < I <=  RMB 40,000 25% 1,375 
RMB 40,000 < I <=  RMB 60,000 30% 3,375 
RMB 60,000 < I <=  RMB 80,000 35% 6,375 
RMB 80,000 < I <=  RMB 100,000 40% 10,375 
I > RMB 100,000 45% 15,375 

Table 2  I IT Rates 
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For instance, an expatriate earning PRC-sourced monthly 

salary of USD 10,000 (app. equivalent to RMB 81,000) will 

need to pay PRC IIT in the amount of RMB 20,295 [(81,000–

4,800)x35% - 6,375], i.e. with an actual IIT burden of 25% 

(20295/81000). With a monthly salary of USD 20,000, PRC 

IIT and actual IIT burden will be respectively RMB 55,365 

[(162,000–4,800)x45% - 15,375] and 34% (55365/162000). 

Calculating IIT Liability 

Whilst an expatriate’s taxability is ascribed to his length of stay 

in the PRC, the day of arrival and departure will both be re-

garded as “one” day when calculating the length of stay. The 

measurement is different when calculating the days that an 

expatriate works in the PRC to attribute income as of PRC 

source. Here the day of arrival and departure both will be 

accounted as a “half” day of working in the PRC. 

 

Expatriates must apply various formulas that embody the 

principles of taxability and PRC source as mentioned before. 

Thus, PRC IIT of expatriates with length of stay of no more than 

90/183 days will apply Formula 1: 

 
 

Formula 1 

Notably, the combined on- and offshore salaries are set as the 

deriving value. IIT concession on income of PRC source paid by 

offshore entity is reflected by applying the income apportion-

ment between salaries paid onshore and offshore. Concession 

on income of non-PRC source is reflected by applying the time 

apportionment between PRC and non-PRC working days. 

 

Similarly, PRC IIT of expatriates with length of stay of more 

than 90/183 days but less than 1 year will apply Formula 2: 

 

Formula 2 

Here, no more IIT concession is granted to the income of PRC 

source paid by offshore entity. IIT concession on income of 

non-PRC source is still reflected by applying the time appor-

tionment between PRC and non-PRC working days. 

To illustrate, Mr. Wong, a Hong Kong inhabitant, is the general 

manager of a Shanghai-based factory solely owned by a Swiss 

Holding Co. Concurrently, Mr. Wong leads the regional head-

quarter of the Swiss Holding Co. in Hong Kong, which oversees 

various operations in greater China area. The monthly salaries 

for the Shanghai job and Hong Kong job are respectively RMB 

40,000 and RMB 80,000 and are borne respectively by the 

Shanghai factory and Hong Kong headquarter. 

 

In April 2005, Mr. Wong spent 15 days in Shanghai. By the 

end of April 2005, the number of days that Mr. Wong spent in 

the PRC was 40 days. Mr. Wong thus pays his PRC IIT for April 

2005 according to Formula 1, amounting to RMB 5,881 = 

[(40,000+80,000-4,800) x 45% - 15,375] x [40,000 / 

(40,000+80,000)] x [15 / 31]. By October 2005 however, the 

number of days that Mr. Wong spent in the PRC ran over 183. 

Accordingly, Mr. Wong is obligated to recalculate his IIT for 

each of the past months, as Formula 2 must apply. PRC IIT for 

April 2005 should then be adjusted to RMB 17,643 = 

[(40,000+80,000-4,800) x 45% - 15,375] x [15 / 31], three 

times of the original amount. This is because staying longer 

than 183 days in the PRC disqualifies Mr. Wong to enjoy the 

tax concession on PRC-sourced income paid by an offshore 

entity.  

Deductible Allowance 

Non-cash allowances or reimbursements for specified ex-

penses are deductible for PRC IIT purpose, which normally 

include: 

- Housing at cost; 

- Meal and laundry expenses; 

- Reasonable relocation expenses; 

- Business trip expense; 

- Reasonable home leave allowance; 

- Reasonable onshore language course; 

- Reasonable onshore Children’s education, etc. 

Expatriates are requested to provide valid invoices or evi-

dences of the expenses that are reimbursed. Tax authority 

may also carry out reviews on the reasonableness of the 

granted allowance to verify whether they are deductible. Cer-
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tainly, to enclose deductible allowances in expatriate compen-

sation package is commonly used method to optimize PRC IIT. 

Taxation on Bonus and Stock Option 

One-off bonus payment made once a year to an expatriate is 

treated as a one-month salary for PRC IIT purpose. Standard 

deduction of RMB 4,800 does not apply. However, when calcu-

lating IIT liability on the annual bonus, the applicable IIT rate 

and adjustment factor are determined not by the gross sum, 

but by prorated monthly amount of the bonus (i.e. 1/12 of the 

gross sum). To illustrate, annual bonus of RMB 120,000 would 

not apply “45%” IIT rate and “15,375” adjustment factor as in 

a standard case, but would apply the IIT rate and adjustment 

factor relating to 1/12 of the sum, i.e. RMB 10,000 with 

“20%” IIT rate and “375” adjustment factor. 

 

Other forms of bonuses (half-year bonuses, quarterly bonuses, 

overtime bonuses etc.) are added into the normal salary of the 

given month during which such bonuses are obtained, and are 

treated and taxed as normal monthly salary. Therefore, poten-

tially it might be more efficient from PRC IIT perspective to 

arrange one-off annual bonus instead of several bonuses 

during the year. 

 

Stock option, at the time of granting, does not trigger PRC IIT. 

Only when the option is exercised, the difference between the 

strike price and market price on the date of exercise is re-

garded as taxable stock-option income. PRC IIT on such in-

come is levied separately from salary income and is calculated 

according to Formula 3: 

 

 

Formula 3 

Y is defined as the number of months that an expatriate works 

onshore to earn the stock-option income of PRC source. If the 

value is greater than 12, 12 will be used. Stock-option income 

of PRC source is determined by applying the time apportion-

ment between the on- and offshore working months during 

which the option is awarded to the total stock-option income.  

Conclusion 

To employ expatriates for PRC assignment requests close 

attention to PRC labour and tax regulations. Proper paperwork 

should be handled in the first place to document the employ-

ment. Expatriate employment contracts should respect man-

datory provisions of PRC Labour Law. While deductible allow-

ances are often built into the expatriate package for PRC IIT 

optimization, concurrent offshore position and separate pay-

ment does not have material impact on PRC IIT, especially if 

the expatriate in concern spend substantial time in the PRC. It 

is important for an expatriate to keep track of his PRC travel 

record so that the PRC IIT liability would be correctly declared 

and fulfilled. 

 

 

 

 

 

 

 

 

 

 
Information and description contained in CHINAjournal are for 

reference purpose and should not be deemed as complete and 

official. Readers are recommended to seek professional advice on 

issues covered in CHINAjournal before making any decision or taking 

any action. 

 

lexsina GmbH reserves all copyrights on CHINAjournal and its con-

tents. 

 

 

 

 

 

 

 
   
 lexsina gmbh  
  t + 41 44 291 6964 
 reitergasse 3 f + 41 44 291 6960 
 8004 zürich, switzerland www.lexsina.ch 

  

! 

I IT =
Taxable PRC - sourced Stock - option Income

Y  
" rate - adjustment factor

# 

$ % 
& 

' ( 
" Y


