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Hong Kong and Macau tax residents may be taxed favourably in
mainland China

The State Administration of Taxation (SAT) issued Announcement [2012] No.

R lation discussed in this . o
egulation discussed | : 16 (Announcement 16) on 26 April 2012 to address the double taxation issues

Issue: that are encountered by Hong Kong and Macau tax residents who exercise
their employment duties in mainland China. Announcement 16 will come into
® Announcement [2012] No. 16 effect on 1 June 2012 and is applicable to employment income derived from
issued by the State this date.

Administration of Taxation

(Announcement 16) Background

With the increasing number of Hong Kong and Macau residents exercising
employment duties in mainland China in recent years, double taxation due to
the differing income sourcing rules being adopted by mainland China and Hong
Kong /Macau has become an emerging issue, which has caught the attention
of the State Administration of Taxation (SAT). Announcement 16 was issued
to address some of these issues, which may otherwise affect residents of
Hong Kong and Macau.

Measures to eliminate double taxation

Announcement 16 attempts to eliminate double taxation for tax residents of
Hong Kong and Macau who exercise employment duties in mainland China, by
introducing:

e More favourable formula to determine PRC individual income tax (IIT)
e Practical ways of counting workdays for lIT purposes
e New rule for sourcing bonus payments.
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e Application of time apportionment formulae

The following two tax calculation formulae were introduced in
Announcement 16, which may be applied to employment income derived
by eligible tax residents of Hong Kong and Macau from 1 June 2012:

Formula |

IIT on total monthly income x (No. of days physically present in mainland
China/total no. of days in the month)

Formula Il

IIT on total monthly income x (No. of days physically present in mainland
China/Total no. of days in the month) x (Income paid or borne by mainland
China for the month/Total monthly income)

According to The Announcement, it would appear that Formula | would be
the default formula for eligible tax residents of Hong Kong and Macau who
exercise employment duties in mainland China. However, the more
favourable formula Il may be applicable when the remuneration cost of the
individual can be effectively allocated between the Hong Kong/Macau
employer and a resident company or permanent establishment in mainland
China. In order to ascertain how each of these formulas would be
practically applied, further consultation with the in-charge tax authority may
be required.

e Counting of workdays

Announcement 16 provides a practical solution to day-count for tax
residents of Hong Kong and Macau in determining their PRC IIT by allowing
them to only account for the number of days they are physically present in
mainland China.

e Sourcing of bonus

The method for sourcing bonuses for PRC IIT purposes has also been
reviewed for tax residents of Hong Kong and Macau, and a new approach
to source bonuses based on one's physical presence in mainland China
over the performance period is introduced in Announcement 16. Where
applicable, the cost allocation ratio of the bonus between the Hong
Kong/Macau employer and a resident company or permanent
establishment in mainland China may also be adopted to reduce the PRC
IIT burden on the bonus.
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This table outlines the sourcing methodology under the existing regulations
and Announcement 16.

' Pre 1 June 2012 1 June 2012 and beyond

Sourcing rule e Bonuses attributable to the e Bonus attributable to
calendar months over the one’s physical presence
performance period where in mainland China over
the individual is physically the performance period
present in mainland China for will be deemed to be
any number of days is sourced from mainland
deemed to be sourced from China duties.
mainland China duties.

Applicable formula ® 100 percent of the bonus is Formula I:

(assuming the deemed to be sourced from

individual is physically mainland China duties and e |IT on 100 percent of the

present in mainland taxed in mainland China bonus x (No. of days

China for 50 percent of | ® |IT on 100 percent of the physically present in

the time during the bonus mainland China during

performance period, the performance

and has spent at least period/Total no. of days

one day in each of the of the performance

calendar months) period)

Formula II:

e |IT on 100 percent of the
bonus x (No. of days
physically present in
mainland China during
the performance
period/Total no. of days
of the performance
period) x (portion of
bonus paid or borne by
mainland China /Total
bonus)

The new bonus sourcing rule is in line with the sourcing rule currently being
adopted by Hong Kong and Macau, and therefore effectively eliminates the
potential double taxation issue for tax residents of Hong Kong and Macau.

Eligibility

According to Announcement 16, tax residents of Hong Kong and Macau would
be eligible to apply for the favourable tax treatment if they are:

e Employed in Hong Kong or Macau and travel to mainland China to exercise
employment duties

e Employed in Hong Kong/Macau and mainland China concurrently and
exercise employment duties in mainland China.

In addition, individuals who are eligible must also comply with

the "put-on-record’ filing each time any of the favourable tax treatment is
applied. Whilst no further details was provided in Announcement 16 on the
procedural rules with respect to the 'put-on-record’ filing for adopting the
favourable tax treatment, it is anticipated, when submitting the tax return,
which adopts the favourable tax treatment, that the individual or the employer
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will need to enclose a declaration to state that the relevant conditions for
applying the treatment have been met.

Recommendations

With the introduction of favourable tax treatments for tax residents of Hong
Kong and Macau, companies that currently have, or intend to send, tax
residents of Hong Kong and Macau to work in mainland China should:

e Review the existing employment of these individuals to ensure that the
employment structure reflects the working arrangement of the individuals

e Apply the favourable tax treatment for those who are eligible

e Comply with the "put-on-record’ filing when filing tax returns adopting the
favourable tax treatment.

It is also imperative that when reviewing the employment structure of these
mobile employees, companies also review the relevant permanent
establishment implications of the working arrangement of these employees as
well as an effective cost allocation structure for the employee’s remuneration,
in order to address and mitigate the associated corporate and personal income
tax exposure.

© 2012 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. © 2012 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved



Contact us

Khoonming Ho

Partner in Charge, Tax
China and Hong Kong SAR
Tel. +86 (10) 8608 7082
khoonming.ho@kpmg.com

Beijing/Shenyang
David Ling

Partner in Charge, Tax
Northern China

Tel. +86 (10) 8508 7083
david.ling@kpmg.com

Qingdao

Vincent Pang

Tel. +86 (532) 8907 1728
vincent.pang@kpmg.com

Shanghai/Nanjing
Lewis Lu

Partner in Charge, Tax
Central China

Tel. +86 (21) 2212 3421
lewis.lu@kpmg.com

Hangzhou

Martin Ng

Tel. +86 (571) 2803 8081
martin.ng@kpmg.com

Chengdu

Anthony Chau

Tel. +86 (28) 8673 3916
anthony.chau@kpmg.com

Guangzhou

Lilly Li

Tel. +86 (20) 3813 8999
lilly.li@kpmg.com

Fuzhou/Xiamen

Jean Jin Li

Tel. +86 (592) 2150 888
jean.j.li@kpmg.com

Shenzhen

Eileen Sun

Partner in Charge, Tax
Southern China

Tel. +86 (755) 2547 1188
eileen.gh.sun@kpmg.com

Hong Kong

Karmen Yeung

Tel. +852 2143 8753
karmen.yeung@kpmg.com

Northern China

David Ling

Partner in Charge, Tax
Northern China

Tel. +86 (10) 8508 7083
david.ling@kpmg.com

Vaughn Barber
Tel. +86 (10) 8508 7071
vaughn.barber@kpmg.com

Roger Di
Tel. +86 (10) 8508 7512
roger.di@kpmg.com

John Gu
Tel. +86 (10) 8508 7095
john.gu@kpmg.com

Jonathan Jia
Tel. +86 (10) 8508 7517
jonathan.jia@kpmg.com

Paul Ma
Tel. +86 (10) 8508 7076
paul.ma@kpmg.com

Vincent Pang

Tel. +86 (10) 8508 7516
+86 (5632) 8907 1728

vincent.pang@kpmg.com

Michael Wong
Tel. +86 (10) 8508 7085
michael.wong@kpmg.com

Irene Yan
Tel. +86 (10) 85608 7508
irene.yan@kpmg.com

Leonard Zhang
Tel. +86 (10) 8508 7511
leonard.zhang@kpmg.com

Tracy Zhang
Tel. +86 (10) 85608 7509
tracy.h.zhang@kpmg.com

Abe Zhao
Tel. +86 (10) 8508 7096
abe.zhao@kpmg.com

Catherine Zhao
Tel. +86 (10) 8508 7515
catherine.zhao@kpmg.com

Kevin Lee
Tel. +86 (10) 8508 7536
kevin.lee@kpmg.com

Eric Zhou
Tel. +86 (10) 8508 7610
ec.zhou@kpmg.com

Central China

Lewis Lu

Partner in Charge, Tax
Central China

Tel. +86 (21) 2212 3421
lewis.lu@kpmg.com

Anthony Chau

Tel. +86 (21) 2212 3206
+86 (28) 8673 3916

anthony.chau@kpmg.com

Cheng Chi
Tel. +86 (21) 2212 3433
cheng.chi@kpmg.com

Chris Ho
Tel. +86 (21) 2212 3406
chris.ho@kpmg.com

Lily Kang
Tel. +86 (21) 2212 3359
lily.kang@kpmg.com

Sunny Leung
Tel. +86 (21) 2212 3488
sunny.leung@kpmg.com

Martin Ng

Tel. +86 (21) 2212 2881
+86 (5671) 2803 8081

martin.ng@kpmg.com

Yasuhiko Otani
Tel. +86 (21) 2212 3360
yasuhiko.otani@kpmg.com

John Wang
Tel. +86 (21) 2212 3438
john.wang@kpmg.com

Jennifer Weng
Tel. +86 (21) 2212 3431
jennifer.weng@kpmg.com

Lachlan Wolfers
Tel. +86 (21) 2212 3515
lachlan.wolfers@kpmg.com

Grace Xie
Tel. +86 (21) 2212 3422
grace.xie@kpmg.com

Zichong Xu
Tel. +86 (21) 2212 3404
zichong.xu@kpmg.com

William Zhang
Tel. +86 (21) 2212 3415
william.zhang@kpmg.com

Cheng Dong
Tel. +86 (21) 2212 3410
cheng.dong@kpmg.com

David Huang
Tel. +86 (21) 2212 3605
david.huang@kpmg.com

Dylan Jeng
Tel. +86 (21) 2212 3080
dylan.jeng@kpmg.com

Amy Rao
Tel. +86 (21) 2212 3208
amy.rao@kpmg.com

Michelle B. Zhou
Tel. +86 (21) 2212 3458
michelle.b.zhou@kpmg.com

Southern China

Eileen Sun

Partner in Charge, Tax
Southern China

Tel. +86 (755) 2547 1188
eileen.gh.sun@kpmg.com

Angie Ho
Tel. +86 (755) 2547 1276
angie.ho@kpmg.com

Jean Jin Li

Tel. +86 (755) 2547 1128
+86 (592) 2150 888

jean.j.li@kpmg.com

Jean Ngan Li
Tel. +86 (755) 2547 1198
jean.li@kpmg.com

Lilly Li
Tel. +86 (20) 3813 8999
lilly.li@kpmg.com

Kelly Liao
Tel. +86 (20) 3813 8668
kelly.liao@kpmg.com

Bin Yang
Tel. +86 (20) 3813 8605
bin.yang@kpmg.com

Hong Kong

Ayesha M. Lau
Partner in Charge, Tax
Hong Kong SAR

Tel. +852 2826 7165
ayesha.lau@kpmg.com

Chris Abbiss
Tel. +852 2826 7226
chris.abbiss@kpmg.com

Darren Bowdern
Tel. +852 2826 7166
darren.bowdern@kpmg.com

Alex Capri
Tel. +852 2826 7223
alex.capri@kpmg.com

Barbara Forrest
Tel. +852 2978 8941
barbara.forrest@kpmg.com

Charles Kinsley
Tel. +852 2826 8070
charles.kinsley@kpmg.com

John Kondos
Tel. +852 2685 7457
john.kondos@kpmg.com

Alice Leung
Tel. +852 2143 8711
alice.leung@kpmg.com

Curtis Ng
Tel. +852 2143 8709
curtis.ng@kpmg.com

Kari Pahlman
Tel. +852 2143 8777
kari.pahlman@kpmg.com

John Timpany
Tel. +852 2143 8790
john.timpany@kpmg.com

Wade Wagatsuma
Tel. +852 2685 7806
wade.wagatsuma@kpmg.com

Jennifer Wong
Tel. +852 2978 8288
jennifer.wong@kpmg.com

Christopher Xing
Tel. +852 2978 8965
christopher.xing@kpmg.com

Karmen Yeung
Tel. +852 2143 8753
karmen.yeung@kpmg.com

kpmg.com/cn

The information contained herein is of a general nature and is not intended to address the circumstances of any pamcmar individual or entity. Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that
it will continue to be accurate in the future. No one should act upon such ir tion without appropriate professional advice after a thorough examination of the particular situation

©2012 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG Ir ("KPMG "), a Swiss entity. © 2012 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member
firm of the KPMG network of independent member frms affiated with KPMG International Cooperative (“KPMG International), a Swiss entity. All mgms reserved. The KPMG name, logo and "cutting through complexity” are registered trademarks or trademarks of KPMG International


mailto:khoonming.ho@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:david.ling@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:vincent.pang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lewis.lu@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:martin.ng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:anthony.chau@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lilly.li@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jean.j.li@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:eileen.gh.sun@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:karmen.yeung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:david.ling@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:vaughn.barber@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto: roger.di@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lily.kang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:chris.ho@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:cheng.chi@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:anthony.chau@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lewis.lu@kpmg.com
mailto:ec.zhou@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:kevin.lee@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:catherine.zhao@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:abe.zhao@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:tracy.h.zhang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:leonard.zhang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:irene.yan@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:michael.wong@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:vincent.pang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:paul.ma@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jonathan.jia@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:john.gu@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:sunny.leung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:yasuhiko.otani@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:john.wang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lachlan.wolfers@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:grace.xie@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jennifer.weng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:willian.zhang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:cheng.dong@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:david.huang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:michelle.b.zhou@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:eileen.gh.sun@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:angie.ho@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jean.j.li@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jean.li@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:karmen.yeung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:christopher.xing@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:jennifer.wong@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:wade.wagatsuma@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:john.timpany@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:kari.pahlman@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:curtis.ng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:alice.leung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:john.kondos@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:charles.kinsley@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:barbara.forrest@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:alex.capri@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:darren.bowdern@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:chris.abbiss@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:ayesha.lau@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:bin.yang@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:kelly.liao@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:lilly.li@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:martin.ng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:dylan.jeng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
mailto:amy.rao@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]
http://kpmg.com/cn
mailto:zichong.xu@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:(your-subject-here)[CA]

