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Preface

Following implementation of China’s policy of opening to the
outside world and establishing a market economy, the
country’s taxation system has been gradually perfected. In or-
der to help the international community understand China’s
currently implemented taxation system, in order to help the
managers of enterprises with foreign investment and foreign
enterprises get a firm understanding of the taxation policies, in
order to supply the basis and a reference for those who manage
taxation matters relating to foreigners in taxation firms, ac-
counting firms, law firms, auditing firms and for the account-
ing personnel in relevant enterprises, the China Taxation Pub-
lishing House compiled and edited ” Regulations and Practices
Concerning Taxation of Foreigners” (Chinese —English cross
— referenced). Editing of the Chinese part of this book was
jointly undertaken by Government officers engaged in formu-
lating taxation policy, scholars engaged in taxation study and .
research and personnel engaged in taxation administration and
collection work.. The contents cover 20 kinds of taxes, sur-
charges, taxation collection, taxation administration and taxa-
tion agency concerning foreigners.

” Regulations and Practices Concerning Taxation of
Foreigners” is up—to—date, includes the latest taxation poli-
cies relating to foreigners, and is the most complete Chinese—

English cross —referenced book of its kind.

Editing and examination of the Chinese part of this book was

undertaken by the following people;

Wang Ziyang, Zhou Huaishi, Tong Guotao, Shen Puming,
Zhu Haiyan, Wang Kai, Mei Hong, Ong Xiaotian, Zhang
Qin, Liang Wei and Xue Xiaopeng from the State Administra-
tion of Taxation; Sun Xiaoping, Wang Yingfei, Pei Jun,
Wang Baojie and Chen Ke from the State Taxation Office Bei-
jing Municipality; Yang Zheqiang and Wang Wei from the Bei-
jing Municipality Local Taxation Office.
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The following people undertook the English translation of this
book :

Foreign Enterprise Taxation was translated by Luan He, Qin
Dechun and Yue Guanghua, Value—Added Tax was translat-
ed by Ma Jisen, Individual Income Tax was translated by
Wang Youru, Sun Chunhua and Zhu Tong, the other taxes
were translated by Gua Qin, Zhao Xiaodong, Zhao Xiaohua,
Zhao Xinyong, Zhao Baoguo, Huang Xueyan, Chen Xianzhai,
Zhang Xiaohui, Liu Xuezheng and Wang Ruozhu.

Australian translator —editor Edward Leroy Fulmer and Cana-
dians Heiko Bergson and Yuri Fulmer undertook the task of
integrating the manuscripts and the final polishing and proof-
reading of the English part; Professor Lin Guijun, Professor
Chu Xiangyin, Professor Shan Qichang and Professor Sun
Xiguang from the University of Foreign Economics and Trade,
Associate Professor Guo Xiaohui, Doctor Diao Keli, Zhao
Feng and Cai Hongli from China People’s University under-

took examination and approval of the English part.

The entire book owes much to the very important opinions and
suggestions given by Mr. Xu Shanda from the State Adminis-

tration of Taxation.
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Editor’s Note

A. " Regulations and Practices Concerning Taxation of For-
eigners” in 16 parts introduces basic regulations in use con-
cerning taxation of foreigners, including; Preface, Income Tax
for Enterprises with Foreign Investment and Foreign Enter-
prises, Individual Income Tax, Value — Added Tax (here-
inafter referred to as VAT), Consumption Tax, Business
Tax, Resource Tax, Land Appreciation Tax, Stampe Tax,
The Slaughter Tax, Urban Real Estate Tax, Vehicle and Ves-
sel Usage License Plate Tax, Customs Duty, Other Taxes,
Taxation Agency System and Tax Collections Administration
and Tax Investigations.

Each kind of tax is presented from four aspects — — the Gen-
eral Concept, the Basic Regulations, the Regulations Classi-
fied According to Use, and Practical Examples.

B. To facilitate the understanding of the taxes, the Regula-
tions Classified According to Use of each kind of tax are edited
according to documents of the basic laws and regulations, the
related rules and regulations by the basic elements: Taxpay-
ers, Scope of Liability to Pay Tax, Basis of Tax Calculation,
Rates of Tax, Calculation of Tax Liability, Tax Exemptions
and Reductions, and Tax Return. The code numbers of all the
documents are given at the end of each papagraph excerpted; a
few contents are given by editors on the basis of sorting out

the related rules and regulations and these are noted as ”edit-

ed.”

C.If " Tax Law,” or " Provisional regulations,” or " Detailed
regulations on Implementation” are given for the documents
excerpted in ” Regulations Classified According to Use,” they
refer to the law, the provisional regulation, and the detailed
regulations on implementation of the very kind of tax in ques-
tion. For example, " Tax Law” in the Individual Income Tax
refers to " The Law on Individual Income Tax of the People’s
Republic of China;” and ”Provisional Regulations” and ” De-

tailed Regulations on Implementation” in the Value Added
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Tax refer to "the Provisional Regulations on the Value Added
Tax of the People’s Republic of China” and ”the Detailed Reg-
ulations on Implementation of the Value Added Tax of the
People’s Republic of China.”

D. To keep the continuity of some policies, documents that
have passed the prescription are also taken in this book, but
when used in practice, the same documents of the latest date

should be used as the basis.

E. All the taxation articles presented in ”"Regulations and Prac-
tices Concerning Taxation of Foreigners” are based on two .
books published by China Taxation Publishing House: " Taxa-
tion Law of the People’s Republic of China” (working paper),
Central Government volume; and ” Compiled Taxation Laws
and Regulations of the People’s Republic of China, Concerning
Foreigners. ” The full text of any of these documents are found
in the two books and they can be consulted by the given docu-

ment code numbers.

F. The English text of ”Regulations and Practices Concerning
Taxation of Foreigners” serves as a reference to people han-
dling taxation matters in the English language in China. The
translation from the Chinese original was done based on the
English practices in international economy, trade and law,
without being examined or finalized by authorized depart-

ments.

G.To avoid ambiguity, the uncommon special vocabularies
concerning mining, bio —chemistry and agriculture found in
the English text are only translated with the original given af-

ter in brackets , for example, Single water —gas (/K %,).

H. The code number of the documents are given in phoneticized
Chinese in the English text. For example, #f % F[1997]001
% is in phoneticized Chinese as; CAI SHUI ZI [1997] 001.
Only document numbers are listed in the text of this book, and

names of documents can be found in the " Document Indices” at
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1 Preface

China’s Taxation Regulations Concerning Foreign Nationals
are the regulations among China’s taxation decrees which are
relevant to affairs involving foreign nationals. Since January
1, 1994, China has implemented new industrial and commer-
cial taxation system reforms, among which there are two sets
of taxation levy methods implemented separately for Chinese —
enterprises with foreign investment. The central and regional
authorities cannot thoroughly implement separate systems of
levy, and there have been significant breakthroughs in the sys-
tem of administeringthe levying of tax. Because the political
and economic requirements of various countries differ, their
tax levy systems also are not completely identical, and specific
methods of levy can differ endlessly. So that the reader can
more completely understand Chinese laws and regulations in-
volving tax levy on foreign nationals, we will, first, give a
brief introduction to the structure of China’s taxlevy system

and related concepts.

Basic Factors

Basically, taxation law is the State’s legal method of levying
tax on all taxpayers and is also a yardstick for adjusting the
taxation levy system. From the point of view of tax law struc-
ture, the tax law is structured around a few basic, essential
components, and these normally include: the taxpayers, the
object of the tax levy, the scope of tax liability, taxable items,
tax rates, tax payment linkages, time limits for payment of

tax, tax reductions, tax exemptions and penalties.
A. The Taxpayer

'The taxpayer’ is what tax law stipulates to be a legal and nat-

ural person who is directly responsible for the payment of tax,
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he is what is called, in the legal relationships involved in tax
levy, 'the tax paying subject’ and is symmetrical with ’the tax
levying subject’, i. e. the various level of taxation organiza-
tions which represent the State in the levying of tax. Each tax-
ation department regulation has its taxpayer, who\must com-
pletely fulfill his duty to pay tax according to laws and regula-
tions ; if he does not pay tax according to laws and regulations,

he shall receive legal sanctions.

' A legal person’ refers to a social organization, established ac-
cording to law, which can independently exercise legal rights
and undertake legal responsibilities, e. g. social organizations
and enterprises. 'Enterprises’ mentioned here refers to all op-
erational type economic organizations with independent ac-
counting, who manage their own operations and are responsi-
ble for their own profits and losses. They can be factories or
shops, and can also be companies with similar characteristics.
Normally, a legal person must fulfill the following require-

ments;

1) It must formally register and put on record at the Govern-
ment Administration Office its legal independent operating
conditions and must complete all procedures; 2) it has inde-
pendent financial accounting rights and is not a unit belonging
to a department within an enterprise; 3) it can independently
exercise legal rights and responsibilities externally, e. g. it can
sign contracts with other economic organizations, it can make
agreements, it has legal force, it undertakes legal duties, and

it receives legal protection and constraints.

A 'natural person’ is symmetrical with a legal person; in Chi-
na, according to law, one who independently enjoys the legal
rights and undertakes the legal responsibilities of an individual
citizen, a foreign national who resides within the borders of
China and unregistered persons are all natural persons. A nat-
ural person has the duty to pay tax to the State according to

laws and regulations.

Normally tax is paid directly by the taxpayer and received di-

rectly by the taxation authorities. However, there are types-of .
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1 Preface
tax, or some parts of taxes which are received by withholding
agents or authorized collection agents, so there are some tax
laws which, apart from stipulating taxpayers, also stipulate
withholding agents or authorized collection agents. 'Withhold-
ing agents’ refers to units or individuals who, according to tax
law, pay sums of money for the taxpayer or receiving income
from them in the form of sums of tax payment money for with-
holding. Withholding agents must carry out their duties ac-

cording to law, or will be subject to legal sanctions.

B. The Tax Levy Object

"The tax levy object’ refers to what entity is levied tax, what
is the target of the tax levy, and what entity pays the tax.
This embodies the basic extent of the different kinds of tax, it
the major symbol of the differences between different taxes
and the sources of their names. For example, the object of the
Value—Added Tax is the amount of value added; the object of
the Enterprise Income Tax is the amount of taxable income of
the enterprise; the object of the Consumption Tax is sales
amount or sales volume of taxable consumption commodities.

Very closely related to the object of the tax are;

a. Taxable Items

This term refers to the specific items on which the tax is
levied, the specific form of the object on which the tax is
levied, a concrete reflection of the scope of the tax levy and a
representative of the range of the tax levy. Regulations on tax-
able items firstly, meet the needs of the techniques for levying
tax; through stipulations on taxable items, one can differenti-.
ate the various tax levy exemption limits. All commodities or
items of operation falling within the lists of taxable items must
then be levied tax; the ones that do not fall within the lists are
tax exempt. Secondly, the regulations meet the needs of the
implementation of policies, by formulating different high and

low rates of tax on different taxable items, to carry out State
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economic policies and tax levy policies.

There are normally two kinds of ways of distinguishing taxable
items. Oneway is 'list methods’, that is, separately set up
taxable items according to each type of commodity or item of
operation which is levied tax, if necessary a number of sub—
items can be set up under each taxable item. Another way is '
summary methods’, that is, set up taxable items according to
large categories or trades. These two methods each have their
own good and bad points. Should the opportunity arise to

combine them, one should implement it quickly.

b. The Basis of Tax Calculation

"The basis of tax calculation’ refers to the basis on which the
amount of tax to be paid is calculated, which can be divided in-
to two standard types — price based (ad valorem)and quantity
based (specific). Price based calculation of the levy refers to
the use of the value of the taxable object as a method of calcu-
lating tax, e. g. Business Tax uses the amount of income re-
ceived from business activity as a method to calculate tax.
Quantity based calculation of the levy uses the quantity pro-
duced or the sales quantity, volume or weight of the taxable

object as a method to calculate tax, e. g. Resource Tax.

What must be noted is that there are a few types of tax where
the base of tax calculation and the object of the tax levy are the
same, e. g. the object of the levy of Consumption Tax is the
income from sales of or the quantity sold of the taxable con-
sumption commodity, and the base of tax calculation is also
the income from sales of or the quantity sold of the taxable
consumption commodity. There are a few types of tax where
the object of the levy and the base of calculation of the tax are
not the same, e.g. the object of the tax levy of the presently
implemented Agriculture Tax is agricultural income, and the
base of calculation of the tax is the annual production volume.
When the object. of the tax levy and the base of calculation of
the tax are not the same, this often has an effect on the actual

burden on the taxpayer. When analyzing tax burden one

4
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1 Preface

should be particularly careful of this question.
C. Tax Rates

'The tax rate’ refers to the legal proportion between the
amount of tax to be paid and the base amount used for tax cal-
culation. It is the yardstick for the calculation of the amount
of tax to be paid, reflecting the depth of the tax levy. Because
the height of the tax rate directly reflects State taxation poli-
cies and relates the income of the State Ministry of Finance
with the tax levy burden on the taxpayer, so correctly plan-
ning the tax rate is correctly administering an important aspect
of the benefits of the three entities — the State, the collective
and the individual. It is also a central link in the tax levy sys-
tem. This country normally implements three levels of tax

rate:
a. proportional tax rate

A proportional tax rate stipulates only one proportional tax
rate for the same taxable objects, no matter what their quanti-
ty is, but the rate is not affected by the amount or any change
in the amount of the taxable object. In specific application,

proportional tax rates can be divided into the following types:

I .a unitary proportional tax rate, i. e. one kind of tax only

uses one tax rate;

I .commodity proportional tax rate, i. e. one kind of com-
modity uses one tax rate, different commodities have different

stipulated tax rates;

Il . trade proportional tax rates, i. e. different tax rates ac-
cording to different trades, the same tax rates for the same

trades;

N . regional differential proportional tax rates, i.e. the central
Government only stipulates a range of tax rates, each locality,
according to its actual situation, determines a proportional tax

rate from within the scope set by the central Government;



FRABEEAE XS

Laws and Practices on Tazation of Foreign Business in PRC

5. HRIEMHY LB R, B A
B R PEMB—MEEH
RALH, F A —HLE /Y H
BERILHL .

6. HRIESH HEBE, BIE
BT R e — MR R
RAE &, X B BB RIESHY
FBgg—HE 8 H o B R
Bi.

7o 3R A
2, B RUE B R R L A
BRE A REREENE
ENCLE k-

BB B R B R AR, — R T B L
BRE, A TR ERE
B R AT &
HRERA - LEIBE, H
AT LR FAB KM TIF
RIS ZRF T Ak ik
SRR, WBLEEH, BRK
B RELF SRR
SELINGSUEEE DRt
R, 75 I 5 4k b R T K7
HA— R RRE.

(ZOR#BIR

REBREZRIEB S REBH
HRAD MEAFRFRBBLE,
BRUR B2 S B BB, Bl R
B s IRBL R A BB, B
R, XL AR B XA
BB FIE AR B B AR
A, i BLE YRR, RIEH R,
B — B IE N F BT 88 8 4E
Bl R R HBREHEIAR,

V . proportional tax rates with amounts exempt from levy, i.
e. from the object of the tax levy first deduct a stipulated
amount of exemptions, then use a unitary proportional tax

rate to calculate the tax;

VI. proportional tax rates with a threshold, i. e. within the ob-
ject of the tax levy, first stipulate a statutory threshold, if this
threshold is reached or exceeded, then levy tax according to a

stipulated unitary ‘tax rate;

VI. different kinds, different levels or different grades of pro-
portional tax rates, i.e. according to the nature, use, quality,
production equipment capacity, etc., stipulate different tax

rates.

The good points of the proportion tax rate are: firstly, it is
convenient to calculate, which is beneficial to the tax income
of the tax department; secondly, because there is only one tax
rate applied to the same commodities, or same trade or same
types of production, it is beneficial for enterprises subject to
the same taxation conditions to develop competition; thirdly,
it is beneficial to strengthening enterprise economic account-
ing, improving economic administration, reducing costs and
raising economic efficiency. Its bad points are that it is not
completely appropriate to the tax burden capacity of the tax-
payer, and it definitely limits the adjustment of the

enterprise’s profit level.
b. progressive tax rates

Progressive tax rates stipulate different levels of tax rate de-
pending on the amount of the object of the tax levy, i.e. if the
amount of the object of the tax levy is relatively large the tax
rate is higher; if the amount of the object of the tax levy is rel-
atively small the tax rate is lower. This kind of tax system has
very clear usefulness in adjusting the profit level and income
level of enterprises and is highly appropriate and very flexible.
It is normally applicable for levying income tax. According to

different progressive tax rate structures, it is also divided into



