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Han Kun Wealth Planning Policy Analysis Series (I): Personal Wealth 

Planning in the Context of Policy Reform 

Han CHEN︱Bing XUE︱Qihui TANG  

With rapid economic growth in China, wealth planning for high net worth individuals and the 

demand for establishing family offices have become popular topics in the market.  In order to 

help readers understand the legal issues related to wealth inheritance and planning, we have 

prepared this article to discuss the reforms in foreign exchange administration and taxation 

policies that have been undertaken in recent years.  This article is part of a series to be written 

on the topic of wealth management in China. 

Foreign exchange administration and tax compliance policies affecting personal identity 

planning  

When discussing issues involving personal identity planning, we believe that you may be 

somewhat aware of reforms to the foreign exchange and tax administration systems in China 

in recent years.  We have prepared a brief introduction to these policies as follows: 

a. Recent personal foreign exchange administration policies  

i. On 31 December 2015, the State Administration of Foreign Exchange (“SAFE”) issued 

the Circular on Further Improving the Administration of Individual Foreign Exchange 

(Hui Fa [2015] No. 49), which clearly stipulates that “individuals shall observe relevant 

regulations in respect of the administration of individual foreign exchange and are not 

allowed to evade quota and authenticity management in a split way.  If doing so, 

these individuals will be put on a watch list by the SAFE and its branches and sub-

branches (foreign exchange authorities).”  

ii. In 2016, UnionPay International issued the Compliance Guidelines for Overseas 

Insurance Companies to Accept Domestic UnionPay Card Payments (the 

“Guidelines”), which reaffirmed the relevant regulatory requirements and business 

rules, and ensured the compliant use of domestic UnionPay cards overseas.  The 
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Guidelines are currently implemented on a trial basis in Hong Kong and apply to foreign 

insurance companies’ acceptance of domestic UnionPay card payments made through 

all payment channels, such as POS terminals, the Internet and mobile payments. 

The main content of the Guidelines include: 

(i) Domestic residents may use UnionPay cards to pay for ordinary insurance products 

overseas, such as accident and sickness-related travel insurance; the purchase 

of other insurance products is strictly prohibited to be paid for with UnionPay 

cards.  

(ii) Strict implementation of the foreign exchange policy requiring that single 

UnionPay card transactions settled with a foreign insurance company shall 

not exceed the USD 5,000 or an equivalent amount in other foreign currency 

limitation. 

(iii) Strengthening of insurance product administrative requirements for offshore 

payees, including assigning an accurate business category code to insurance 

companies, enhancing training and exercising abnormal transaction 

monitoring and strengthening inspections of insurance companies, etc.  

iii. On March 30, 2017, SAFE issued the Announcement of the SAFE General Affairs 

Department on Typical Cases of Enterprises and Individuals Violating Foreign 

Exchange Regulations, among which four cases are "cases of individuals violating 

foreign exchange regulations," which account for half of all the reported cases.  The 

exceptionally high ratio of personal foreign exchange violations reflects that individuals 

have become a focus of foreign exchange compliance administration. 

iv. On May 26, 2017, SAFE issued its Circular on the Reporting of the Information on 

Overseas Bank Card Transactions by Financial Institutions (Hui Fa [2017] No. 15), 

which stipulates that from September 1, 2017, domestic card issuers must report 

offshore transaction information occurring via domestic bank cards with respect to all 

cash withdrawal transactions and each consumption transaction that exceeds RMB 

1,000 yuan. 

Han Kun Note:  The four documents analyzed above outline the framework for personal 

foreign exchange administration from the perspective, respectively, of exercising real-time 

quantitative monitoring over foreign exchange quotas by the foreign exchange administration 

authorities, restricting payment channels for the purchase of offshore investment-oriented 

insurance, explaining typical cases of individual foreign exchange violations and strengthening 

administration over the collection of consumption information via the use of bank cards 

overseas.  From the above, it is apparent that the cross-border capital flows of PRC residents 

are still subject to stringent foreign exchange controls.  Therefore, individuals should fully 
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consider the issue of foreign exchange compliance when making personal wealth plans and 

arranging their cross-border assets.  

b. Proposed personal income tax adjustments and income monitoring  

i. In 2016, the State Council issued the Implementing Opinions of the State Council on 

Incentivizing Major Social Groups to Raise the Income of Urban and Rural Residents 

(Guo Fa [2016] No. 56), which provide for “further giving play to the role of taxation in 

adjusting income distribution.  Perfecting the tax system, including individual income 

tax, gradually establishing an individual income tax system combining 

comprehensive types with classified types, further reducing the tax burden of 

middle-income earners or below, giving play to the function of income adjustment, and 

appropriately intensifying tax adjustments for high-income earners.  Perfecting 

tax policies for encouraging the repayment to society and poverty alleviation.”  In 

addition, the Opinions also set forth to “establish an information system for personal 

income and property. On the premise of ensuring information security and 

standardized utilization, to collect the information on the personal income and 

property of residents and non-residents via multiple channels and at multiple levels, 

and innovate methods and measures for income monitoring by using big data, cloud 

computing and other technologies, thus enhancing the level of monitoring of residents' 

income information.” 

ii. At a press conference held during the 2017 sessions of the National People’s 

Congress and the Chinese People’s Political Consultative Conference, Xiao Jie, head 

of the Ministry of Finance, considered that the basic direction of personal income tax 

reform is to levy taxes on certain income items based upon the cumulative amounts 

of such income on yearly basis, such as wages and salaries, labor remuneration, 

royalties, etc., and that it is appropriate to expand the list of special deduction items for 

household living expenses. 

Han Kun Note: In recent years, there have been outspoken voices calling for changes to 

China's personal income tax administration system, we also look forward to strategic reforms 

that may occur to the current personal income tax system.  As individual income taxpayers 

under the current PRC personal income tax system, PRC citizens are obligated to file tax 

returns with respect to their worldwide income to the PRC taxation authorities.  Although all 

existing tax treaties or arrangements entered into by the PRC government set forth 

mechanisms for the avoidance of double taxation, the statutory obligation of PRC residents to 

file tax returns, particularly declarations relating to their offshore earnings and taxable income 

should be an of issue of interest for high net worth individuals. 

c. CRS implemented in China – tax-related information exchange imposes new 

requirements 
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i. In September 2014, the PRC government committed to implement the Standard for 

Automatic Exchange of Financial Account Information in Tax Matters. 

ii. In December 2015, the China signed the Multilateral Competent Authority Agreement 

on the Automatic Exchange of Financial Account Information. 

iii. On May 19, 2017, the State Administration of Taxation, Ministry of Finance and the 

“one bank and three commissions” (PBOC, CBRC, CSRC and CIRC) jointly issued the 

official version of the Administrative Measures on Due Diligence of Tax-Related 

Information for Non-resident Financial Accounts (formally implemented on July 1, 

2017), which marks implementation in China of the "common reporting standards" 

(CRS) related to the automatic exchange of global financial account information. 

Han Kun Note: From July 1, 2017, financial institutions established in China are required to 

conduct due diligence on personal and institutional accounts opened at the institution, which is 

the policy promulgated by the PRC government to echo the requirement of tax-related cross-

border information exchanges.  PRC residents should pay sufficient attention to global 

taxation and foreign exchange compliance related to their offshore financial accounts.  High 

net worth individuals may face tax compliance pressure once their overseas account 

information is reported to the PRC taxation authorities. 

d. New developments in public welfare donations and charity legislation  

i. On April 20, 2016, the Ministry of Finance and the State Administration of Taxation 

promulgated the Notice on Issues related to Enterprise Income Tax Policy for 

Enterprises Making Public Welfare Donations with Equities (Cai Shui [2016] No. 45), 

which improved the tax preference policies for public donations made with corporate 

equities.  

ii. On September 1, 2016, the Charity Law of the People's Republic of China was formally 

implemented.  

Han Kun Note: Throughout the international market, charitable donations are generally 

considered by ultra-high net worth families to be one of the best tools for estate tax planning.  

The Charity Law serves as guidance for individuals and families with respect to their charity 

practices and also results in new discussions regarding whether an estate tax will be officially 

adopted in China.  

To sum up, as foreign exchange and tax regulation policies improve, the income and asset 

information of PRC residents will be further disclosed to the government (tax and other 

regulatory authorities), which is consistent with global practice.  From the government’s 

perspective, sufficient information is the basic premise for developing a reasonable taxation 

system.  However, such information disclosure means individuals will no longer be able to 

make taxation planning by virtue of information asymmetry.  High net worth individuals will 

also face more compliance pressure related to family wealth management. 
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Key issues regarding nationality and personal wealth and identity planning  

Over the years, the changing one’s nationality has been a key issue for high net  worth 

individuals in their personal wealth and identity planning.  Based on PRC laws and regulations, 

we have provided a brief outline of compliance issues related to changing nationality for 

personal wealth and identity planning. 

a. China does not recognize dual nationality status for PRC citizens  

According to the Nationality Law of the People's Republic of China, the PRC government does 

not recognize dual nationality for PRC nationals.  Any PRC national who has settled abroad 

and who has been naturalized or who has obtained a foreign nationality of his own free will 

automatically loses his PRC citizenship status.  Thus, a PRC citizen will automatically lose his 

or her PRC citizenship upon becoming a foreign national, without the necessity to go through 

procedures in order to abandon his or her PRC citizenship.  The person’s household and 

identity registrations will be cancelled as they are no longer have a legitimate basis.  

In reality, however, the regulatory authorities have not promulgated an effective system for the 

verification, enforcement and punishment of violations in connection with household 

registrations.  If a person who has obtained a foreign nationality does not actively apply to the 

public security bureau to cancel his or her household registration in China, he can continue to 

use his PRC identity card and his household registration will continue to be valid, thus enabling 

a de facto “dual national” status.  

b. New developments in identification administrative policy  

On January 29, 2017, the Ministry of Public Security promulgated the Notice on Relevant 

Matters related to the Decision on the Preservation of Foreigners' Fingerprints and other 

Human Body Identification Information at Border Entry Examination (the “Notice”), which 

stipulates that from 2017, PRC immigration departments will collect the fingerprints of 

foreigners who enter the country at the ports of entry nationwide, except for diplomats, foreign 

officials and their delegations, persons any of whose 10 fingerprints cannot be preserved and 

persons exempted for fingerprinting in accordance with bilateral agreements or reciprocity 

arrangements entered into by the PRC government.  Although this provision does not 

expressly target “dual nationals,” the public security department can still determine whether 

persons holding a foreign passport have a valid PRC household registration through fingerprint 

tracing, because PRC citizens’ household registrations are connected to their identity cards, 

which includes fingerprint information (fingerprinting was a new item included in the Citizens’ 

Identity Card Law of China (Revised in 2011)).  Therefore, these “dual nationals” can now be 

easily identified through these technical means since fingerprint information collection is 

mandatory to apply for or renew identity cards. 
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Although no punishment measures are provided under PRC law for persons  who fail to 

voluntarily cancel their household registrations upon obtaining a foreign nationality, the 

Announcement of the Ministry of Public Security on Means of Reporting and Complaining of 

Household Registration Violations (Suspected Violation) to the Ministry of Public Security and 

Provincial Public Security Organs, promulgated by the Ministry of Public Security in 2014, 

stipulates that for “confirmed household registration violations” such as failing to invalidate a 

PRC household registration “upon death or obtaining a foreign nationality” will be subject to 

“severe punishment by public security organs according to law.”  Thus, according to this 

Announcement, public security departments are able to force or indirectly cause “dual nationals” 

to cancel their household registration and identity cards in mainland China.  

The Personal Tax Residency Status Statement Document (Sample) attached to the 

Administrative Measures on Due Diligence of Tax-Related Information for the Financial 

Accounts of Non-Residents clearly provides that “PRC tax residents” refers to individuals that 

have domicile in China, or those who have no domicile in China but reside in China for more 

than one year.  Individuals who have domicile in China refers to persons habitually residing in 

China due to household registration, family or economic factors.  Once an individual has his 

household registration canceled, it becomes difficult to prove that such a person has a domicile 

in China, and he would be very likely to lose his PRC tax residency status.  In such cases, it 

is possible that an individual with dual tax residency status could instead have a single tax 

residence.  The “dual national” status that has long been sought after in the market may not 

be enough to avoid CRS scrutiny in the future, and the outlook no longer appears so optimistic 

for PRC tax residents. 

Han Kun Note: As the technical means that regulatory authorities use to verify household 

registrations and nationality gradually improve, the personal identity and tax residency status 

of PRC residents will become more transparent, especially for those who have obtained a 

foreign nationality.  

c. Key issues related to emigration and identity planning 

Individuals who have become “dual nationals” who are then made to terminate their PRC 

citizenship without any advance preparations will encounter significant obstacles in the 

subsequent sales, inheritance and other changes in the ownership of assets, and the handling 

of banking matters (such as real estate, corporate equity, bank accounts, securities accounts, 

etc.) that are registered under such individuals’ PRC household registrations or identity cards.  

For example, if a real estate owner acquires a foreign nationality and has her PRC citizenship 

cancelled, the real estate registered under the name of that individual based on her PRC 

citizenship can only be transferred or inherited after the original property ownership certificate 

for the real estate is amended by changing the owner’s identity information and verifying the 

individual’s new identity.  According to the requirements published on the official website of 
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the Beijing Municipal Housing and Urban Construction Committee, the real estate owner would 

need to provide a certificate and statement certified by a PRC embassy (consulate) and 

confirmed by a foreign embassy (consulate) in China, or the certification materials issued by 

the PRC public security organs for amending the real estate owner’s identity information 

registered on the property certificate.  Thus, if the real estate owner dies, her successor would 

go through a tedious and lengthy process to prepare the above certification materials in order 

to inherit the real estate.   

Han Kun Note: Any individual who has changed their citizenship should promptly obtain a Same 

Person / Same Status Declaration Notarization or Naturalization Confirmation / Declaration 

Notarization, so as to avoid being unable to verify his or her original PRC citizenship for the 

disposition of property registered under the individual’s original PRC citizenship status after 

cancellation.  Currently, these notarizations are recognized by the relevant government 

departments and banks.  

d. Other issues of interest related to emigration  

In addition to personal and family considerations, tax consequences are also a factor with 

respect to emigration planning.  Tax consequences are also a primary factor with respect to 

identity planning.  In order to achieve compliance under PRC law, we remind high net worth 

individuals to pay special attention to the following issues related to identity planning: 

i. When choosing an emigration destination, tax burdens and tax              

transparency issues should be fully considered in addition to the educational 

environment and development opportunities.  

ii. Emigration planning, especially for family members with substantial assets, should 

comprehensively compare the advantages and disadvantages of permanent residence 

status versus citizenship status.  

iii. Comprehensively verify sources of income and the allocation of major assets; 

comprehensively assess the tax residency status of the individual based on the specific 

sources of his or her income and the long-term or continuing residence of that 

individual. 

iv. In planning for the inheritance of familial assets, the tax burden and tax        

transparency of the locations where the assets are situated should also be considered.  

At the same time, attention should also be paid to status planning for family members.  

Asset and tax planning for high net worth individuals is a comprehensive issue that 

takes a systematic approach.  We will continue in future articles to present a wide-

ranging analysis of relevant legal compliance and other matters, but we also look 

forward to hearing from you about any questions or concerns you may have on this 

topic.  If you have any questions, please feel free to contact us.
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This Legal Commentary has been prepared for clients and professional associates of Han Kun Law 

Offices.  Whilst every effort has been made to ensure accuracy, no responsibility can be accepted 

for errors and omissions, however caused.  The information contained in this publication should not 

be relied on as legal advice and should not be regarded as a substitute for detailed advice in 

individual cases.  
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