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 Q: How is income derived from sources outside China assessed for Individual Income 
Tax? 

 
A: Individuals who are domiciled in China, or who have no domicile in China but have 
resided in China for one year or longer, shall calculate separately the amounts of income tax 
payable for income derived from sources within and outside China. 
 
The Individual Income Tax (excluding the case of any compensation made to taxpayers after 
payment of tax and the tax borne by others) paid abroad to foreign tax department by the 
taxpayers on income derived from sources outside China shall be allowed for credit against 
the income tax payable with a limit to the tax payable (The limit should be computed for 
different countries, different regions and different items. The sum of the tax payable on 
different items form the same country or region shall be the credit limit for that country or 
region.) computed under the Individual Income Tax of the People’s Republic of China on the 
same income from the sources outside China. 
 
Where the actual amount of Individual Income Tax paid by a taxpayer in a country or region 
outside China is less than the credit limit for that country or region computed in accordance 
with Chinese tax law, the balance should be paid in China. In case of the tax paid abroad 
exceeding the credit limit for that country or region, the excessive portion may be carried 
forward to subsequent years with maximum period of five years although it can not be 
credited in the current tax year. 
 
To apply for foreign individual income tax credit, taxpayers should provide the tax payment 
documents issued by the tax department of foreign countries. 
 
Example: 
A Chinese Mr. Liu earned wage of 12000yuan and royalties of 14000 yuan from January to 
December of 1999 from country A and earned interest income of 2000yuan from country B. 
he had paid respectively 2300yuan and 500yuan individual income tax to these two countries 
according to tax law. The foreign tax credit limit for Mr. Liu is computed as follows: 
 
a. The credit for country A 

 The tax payable on wages according to Chinese tax law: 
[(120000yuan/12-800yuan-3200yuan)*20%-375yuan]*12 = 9900yuan 

 The tax payable on royalties according to Chinese tax law: 
(14000yuan-14000yuan*20%)*20% = 2240yuan 

 The tax credit limit for country A: 
9900yuan+2240yuan = 12140yuan 

 The income tax to be made up in China 
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12140yuan-2300yuan = 9840yuan 
b. The credit for country B 

 The tax on interest according to Chinese tax law, i.e., the credit limit for country B: 
2000yuan*20% = 400yuan 

 The 500yuan tax paid by Mr. Liu in country B may be credited by 400 yuan line with the 
limit above. The balance of 100yuan may be carried forward to offset the balance of the 
credit limit for country B within subsequent five years. 

 


