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 Q: How is income derived from abroad assessed for Foreign Enterprise Income Tax? 
 

A: The enterprises with foreign investment that have already paid foreign income tax 
(excluding the case of obtaining compensation after paying the tax and the tax borne by others 
for the taxpayers) on their income derived from sources outside China may, when computing 
the enterprise income tax payable, credit the foreign income tax against their income tax 
payable. The credit, however, should be limited to the amount of income tax payable 
computed according to Chinese tax law. This foreign income tax credit limit should be 
computed on country basis and not on item basis. The computation formula is as follows: 
 
Foreign income tax credit limit = total income tax payable computed according to Chinese tax 
laws on worldwide income * income from sources from a foreign country/ total income from 
worldwide sources. 
 
The foreign income tax payable unless the foreign income tax paid exceeds the limit 
calculated by the formula above. The excessive part of the foreign income tax over the limit 
shall neither be allowed for credit against the tax payable nor for deduction from the taxable 
income. The excessive part, however, may be carried forward to the subsequent years for 
maximum period of five years.  
 
To credit the foreign income tax, the enterprises with foreign investment should provide the 
original tax payment documents issued by the tax administration department of the foreign 
country for the same tax year. Otherwise, no credit shall be allowed.  
 
Example: 
In 1997, a Sino-foreign joint venture obtained a table income of 3 million yuan from sources 
within China and a table income of 1 million yuan from the branch set up in USA by the joint 
venture, and had paid the US income tax of 360000 yuan. The foreign income tax credit limit 
and the income tax payable in China are computed as: 
 
a. Credit limit = (3 million yuan+1 million yuan)*33%*1million yuan/ (3million yuan+1 

million yuan) = 330000yuan 
b. Aggregate income tax payable = (3 million yuan+1 million yuan)*33% - 330000yuan = 

990000yuan 
 
The difference 30000yuan between the foreign income tax of 360000yuan and the credit limit 
of 330000 yuan may be carried forward to subsequent years for credit. 
 


