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and collection of social security
contributions for foreigners
working in China

In the October 2011 Issue 27 of our China Tax
and Business News Flash, we discussed the
national social security scheme applying to both
Chinese companies and their employees
(including local PRC and foreign nationals). The
basic regulatory framework of this scheme is
made up of the Social Security Law, its
Implementation Rules as well as the Provisional
Measures on the Participation in the Social
Security Scheme by Foreign Employees Working
in China (“the Provisional Measures™), issued by
the Ministry of the Human Resources and Social
Security (“MHRSS”) dated 6 September 2011.
However, there are still various unclear issues
which have not been specified in these policy
documents.

On 2 December 2011, the MHRSS issued a
Circular Renshetingfa [2011] No. 113, titled
“Notice Clarifying Certain Issues Regarding the
Participation in the Social Security Scheme by
Foreign Employees Working in China” (“Circular
113”) to further clarify some points of
concern/uncertainty arising from the
aforementioned regulations that affect foreigners
participating in the social security scheme.
Circular 113 has been circulated by the MHRSS
for a while but has only been formally released on
its official website recently.



In this News Flash, we would like to share with you the salient points of Circular 113 and our observations on
this important and widely discussed topic that affect many businesses and their foreign employees in China.

Salient points of Circular 113
We summarised the salient points of Circular 113 in the table as below:

Effective date The effective date for social security contribution for foreign employees
working in China is 15 October 2011 or upon the commencement date of
their employment in China (whichever is later).

Companies should complete the registrations for their foreign employees who
have obtained work permit and worked in China in 2011 by 31 December
2011; otherwise, there will be a daily late payment surcharge of 0.05%.
Claim of protection Foreign employees entitled to protection under a Totalization Agreement
under Totalization should produce a copy of the Certificate of Coverage from their home country
within 3 months upon obtaining the work permit; otherwise, contributions
can only be stopped after the Certificate of Coverage is submitted and prior
contribution is not refundable.

For the types of social security that are not covered by the relevant Totalization
Agreements, foreign employees are still required to contribute to these non-
protected types of social security.

Administration Local Social Security Bureau will share and exchange information and
intelligence with the local Public Security Bureau and Labour Bureau etc. on
information concerning the arrival/departure and employment status of a
foreigner.

Agreements

Our observations

e Circular 113 clarifies various fundamental issues surrounding the implementation and enforcement of
the social security contribution by foreigners and their Chinese employers and sets out in a strong
tone on the Government’s determination to collect this social security contribution by foreigners for
the sake of preserving the authority and solemnity of the Social Security Law as well as to follow
international practice and protect the legitimate rights and interests of foreign employees working in
China. Therefore, it is expected that the requirement for foreign employees to participate in the
Chinese social security scheme will be widely implemented and enforced very soon. Indeed, we are
aware that in locations such as Beijing and Guangzhou, many companies have been approached and
requested by the local Social Security Bureaus to register their foreign employees and to start the
contributions.

e However, it still remains unclear as to whether Taiwan, Hong Kong and Macao (“THKM?”) residents
are within the scope of the Chinese social security scheme. In Beijing, some districts (e.g., Chaoyang
District) have requested companies to only register their non-THKM foreign employees, i.e., not to
register THKM residents. In Southern China (e.g., Guangzhou and Shenzhen), however, we are aware
that the local Social Security Bureaus only requires THKM residents who are directly employed by
local employers to register and participate in the Chinese social security scheme and this appears to be
in line with the requirement set out in Circular MHRSS Decree [2005] No. 26 issued by the MHRSS
back in June 2005.

e Despite the 31 December deadline has already lapsed, given the tight deadline imposed by Circular
113, we believe that many local Social Security Bureaus may accept the late registration if the
companies take immediate action to quickly register their foreign employees and start the
contributions. Hence, in order to avoid potential exposures to the late payment surcharge and
penalty, companies should take immediate steps to review their own situations, consider the potential
tax and other non-tax implications arising from this, communicate with the foreign employees
concerned and take necessary steps to comply with the requirements.

e Special attention should also be given to certain types of foreign employees. For example, for foreign

employees working in representative offices or from countries with Totalization Agreement with China
(currently, South Korea and Germany only), there are additional (and somehow complicated)
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requirements on the compliance procedure. For THKM residents, their Chinese employers should
also consult the local Social Security Bureaus and monitor the ongoing development from time to
time. For foreign employees who are already contributing to their home country pension/social
security plans, their Chinese employers (or host employers) may have to consider bearing the
employees’ share of the Chinese social security contributions in order not to increase the burden of the
employees. Should this happen, professional tax advice must be sought in order to avoid any adverse
impacts to the home and host tax positions and to the HR or mobility policies.

Please feel free to contact your usual PwC client support team or our International Assignment Services
experts directly for more detailed advice in this area.
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In the context of this News Flash, China, Mainland China or the PRC refers to the People’s Republic of China but excludes Hong Kong Special Administrative Region,
Macao Special Administrative Region and Taiwan Region.

The information contained in this publication is for general guidance on matters of interest only and is not meant to be comprehensive. The application and impact
of laws can vary widely based on the specific facts involved. Before taking any action, please ensure that you obtain advice specific to your circumstances from your
usual PricewaterhouseCoopers client service team or your other tax advisers. The materials contained in this publication were assembled on 19 January 2012 and
were based on the law enforceable and information available at that time.

To make enquiries about our China tax and business advisory services, please feel free to contact the following lead specialist partners:

Financial Services Matthew Wong Tel: +86 (21) 2323 3052 matthew.mf.wong@cn.pwc.com
Transfer Pricing ‘Spencer Chong  Tel: +86 (21) 23232580 spencer.chong@cn.pwe.com
Indirect Tax AlanWu  Tel:+86(10) 65332889  alanwu@cnpwccom
Mergers & Acquisitions ‘NickDignan  Tel: +85222893702 nickdignan@hk pwe.com
China Business & Investment Advisory ‘AntheaWong  Tel: +86 (10) 65333352 antheawong@cnpwc.oom
International Tax Services ‘EdwinWong  Tel: +86 (10) 65332100  edwinwong@cn.pwc.oom
Domestic Enterprises Tax Services EftonHuang  Tel:+86(21)23233029  eltonhuang@cnpwccom
Customs & International Trade ‘DamonPaling  Tel: +86 (21) 23232877 damon.ross.paling@cn.pwe.com
Registration & Corporate Compliance ‘MatthewWong ~ Tel: +86 (21) 23233052 matthew.mf.wong@cn.pwc.com
Tax Accounting Services TerryTam  Tel:+86(21)23231555  terrysy.tam@cn.pwccom
Value Chain Transformation ‘StevenTseng  Tel: +86 (21) 23232766 steven.tseng@cnpwccom
Tax Controversy Services ‘Xiaoying Chen  Tel: +86 (10) 65333018 xiaoying.chen@cn.pwc.com
International Assignment Services / Human Resources Services

Northern Region ‘Edmund Yang  Tel:+86 (10) 65332812 edmund.yang@cn.pwe.com
Central Region StacyKwok  Tel:+86(21)23232772  stacy.kwok@cn.pwe.com
Southern Region JackyChu  Tel: +85222895509 | jacky.chu@hkpwccom

Our regional contacts:

Beijing Edward Shum Tel: +86 (10) 6533 2866 edward.shum@cn.pwc.com
Chonggqing Robert Li

Dalian Rex Chan

Guangzhou Daisy Kwun

Hangzhou Jenny Chong

Hong Kong Charles Lee

Macao Pat Wong

Nanjing Jane Wang

Ningbo Ray Zhu

Qingdao Steven Wong

Shanghai Peter Ng

Shenzhen Charles Lee

Singapore Lennon Lee

Suzhou Linjun Shen

Taiwan Steven Go

Tianjin Kelvin Lee

Xiamen Mike Chiang

Xian Elton Huang Tel: +86 (29) 8720 3336 elton.huang@cn.pwc.com

This China Tax and Business News Flash is issued by the PwC TAX Knowledge Management Centre in China and Hong Kong, which comprises of a team of
experienced professionals dedicated to monitoring, studying and analysing the existing and evolving policies in taxation and other business regulations in China,
Hong Kong, Singapore and Taiwan. They support the PricewaterhouseCoopers partners and staff in their provision of quality professional services to businesses and
maintain thought-leadership by sharing knowledge with the relevant tax and other regulatory authorities, academies, business communities, professionals and other
interested parties.

For more information, please contact:

Matthew Mui

Tel: +86 (10) 6533 3028

matthew.mui@cn.pwc.com

Please visit PricewaterhouseCoopers websites at http://www.pwccn.com (China Home) or http://www.pwchk.com (Hong Kong Home) for practical insights and
professional solutions to current and emerging business issues.
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