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Summary 

 

The PRC State Administration of Taxation (SAT) recently issued a tax circular, 

Bulletin [2011] No. 27 ("Bulletin 27"), providing further clarification on the 

Individual Income Tax (IIT) treatment of equity-based compensation.  The Bulletin 

27 is effective from 1 May 2011 and substantially expands the beneficiaries of the 

preferential tax treatment. 

 
Background 

 

The preferential tax treatment on stock incentives was firstly introduced under Cai 

Shui [2005] No. 35 ("Circular 35") effective from 1 July 2005.  Under Circular 35, 

when an employee exercises options, the “spread,” i.e., the difference between 

the grant price and the market value of the shares on the date of exercise, will be 

considered as employment income and subject to IIT. The Circular defined a 

specific tax calculation methodology on stock option income, with the tax 

calculated separately from regular monthly salary according to the following 

formula: 

 

IIT payable = [(Taxable income from stock option ÷ stipulated number of months) 

x applicable tax rate – quick deduction] x stipulated number of months 

 

The “stipulated number of months” is the number of months an employee works 

in the PRC that relate to China-sourced stock option income, which is capped at 



a maximum of 12 months. 

 

The preferential IIT calculation method was subsequently extended to Stock 

Appreciation Rights ("SARs") and Restricted Stocks ("RSs") by Cai Shui (2009) 

No.5 issued at the beginning of 2009.  

 

Guo Shui Han (2009) No. 461 (“Circular 461”), again issued in 2009, however set 

strict conditions for when the preferential treatment could be applied, restricting 

the preferential treatment to employees of listed companies (including its 

branches), and the employees of companies in which the listed company directly 

or indirectly holds a minimum of 30% of shares.  The indirect share holding was 

limited to the second-tier affiliated companies only.  

 

As a result, a number of multinational companies (i.e., with below second-tier 

affiliates in China) were unable to benefit from the preferential taxing 

methodology.  

  

Bulletin 27, however, abolishes the subsidiary tier limitation, but still keeps the 

30% shareholding requirement.  As a result, the preferential calculation method 

can now be applied when a listed company grants equity awards to employees of 

its subsidiaries if the listed company holds no less than 30% in the subsidiaries, 

regardless of how many tiers the subsidiaries are below the listed company.       

 

Deloitte’s view

• Bulletin 27 has not changed other conditions set out under Circular 461 for 

applying the preferential tax treatment. Essentially, tax registration is still 

required if the company would like to apply for the preferential tax treatment. 

• As Bulletin 27 is effective from 1 May 2011, it is unclear whether the 

expanded preferential tax treatment can apply to equity compensation 

derived by employees of lower-tier companies retroactively. 

• Bulletin 27 still keeps the 30% shareholding requirement.  However, there is 

no clear indication at what point the 30% shareholding requirement would 

be looked at. In practice, if there is a change on the holding structure (i.e., 

less than 30% before or after the change), in-charge tax bureau's 

interpretation should be sought on whether the preferential tax treatment 

can apply. 

• It is recommended that companies implementing equity plans in the PRC, 

especially those cannot enjoy the preferential taxing method given tier 

requirement, should review the existing structure and IIT treatment adopted 

on equity income and perform the IIT registration timely, if applicable, to 



ensure PRC IIT on equity income is correctly reported and IIT efficiency can 

be achieved.   In some cases, it may also be necessary to conduct 

proactive discussions with local tax bureaus to understand their practice in 

implementing Circulars 461 and Bulletin 27.related tax costs or net salary 

packages when the methods of financing the recovery become clearer. 

 

 

    People to contact 

 

If you have any questions concerning the issues in this GES NewsFlash, please 

contact one of the tax professionals as follows: 

 
Beijing 

Gus Kang  

Tel: + 86 (10) 8520 7600 
Huan Wang 
Tel: + 86 (10) 8520 7510 

 
Dalian 

Constant Tse 

Tel: + 86 (411) 8371 2777 

 
Guangzhou 

Keiichi Itaya 
Tel:+ 86 (20) 2831 1379 

 
Hong Kong                    

Mona Mak 
Tel: + (852) 2852 1051 
Stephen Green  
Tel: + (852) 2238 7178 

 
Shanghai 

Joyce W. Xu 
Tel: + 86 (21) 6141 1143 
Tony Jasper 
Tel: + 86 (21) 6141 1228 

 
Shenzhen 

Jim Chung 
+ 86 (755) 3332 1699 



Vincent Lo

+ 86 (755) 8246 3255 ext. 8588 
 

 
This NewsFlash information is also included in our biweekly GES newsletter, 

Global InSight, which you will receive directly if you are on the central distribution 

list. 

 

If you are not on the central distribution list and received this communication by 

some other means, you can follow these few simple steps to be added to the 

central distribution list: 

- Go to the Deloitte Subscriptions Page on Deloitte.com 

- Enter your email address to login or create a profile 

- On the next page, enter your contact information and choose Tax: Global 

Insight under Email Newsletters 

- Click “Save Profile” 

 
Be sure to visit us at our Web site: www.deloitte.com/tax.  
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