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Analysis

China's Tax Changes Leave Rich Rethinking Wealth Planning

By Eleanor Butler - August 14, 2026, 1:29 PM EDT - Listen to article

Changes to China's tax treatment of offshore trusts and a wider compliance cleanup have prompted wealthy investors to rethink

strategies designed to lower their tax burdens, experts say.
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China's new tax framework for offshore trusts does not create a new tax but rather clarifies how individual income tax applies to trusts throughout their life cycles. (Maxim Shemetov/Pool Photo via AP)

Lawyers say that a new framework outlining how offshore trusts should be taxed, published July 24, has left some concerned about
higher tax liabilities and compliance burdens.

The announcement from the Chinese government does not create a new tax but rather clarifies how individual income tax applies to
offshore trusts throughout their life cycles.

For example, when a Chinese tax resident puts assets into an offshore trust, the gain can be taxed as income, the government said.
Furthermore, income generated within the trust is attributed annually for tax purposes to the Chinese resident who funded it —
regardless of whether it is distributed or not. The state has also clarified rules around the termination of trusts and what happens if an

investor emigrates or dies.

The much-cited 20% tax rate is not a new invention, but it reflects existing individual income tax rates that are now being clearly
applied to offshore trusts.

"What is new and important is the detailed attribution and life cycle framework applying those categories to offshore trusts," Harry Yu,
senior partner at Hong Kong-based Fung Yu Trust Services, told Law360.

Yu explained that there are also a number of broad anti-avoidance provisions in the new framework.

"The authorities can look beyond the named settlor to the person who actually funded, bore or controlled the property," he said.

Yu added that if a trust holds assets through an intermediate company, China can look through this firm to prevent investors from
artificially distancing themselves from assets.

The new framework will apply retroactively from Jan. 1, 2026, although the government has launched a parallel cleanup effort. Put
simply, the government wants to make sure that rules were applied properly to offshore trust contributions in the period from 2023 to
the end of 2025, meaning taxpayers now have a grace window to ensure their historical liabilities are paid. The state has said that no
late-payment interest will be applied during the 90 days starting July 24.

"The 90-day period may be challenging for some families and trustees," Yu said. "Not because the filing itself is necessarily
complicated, but because older trusts may first need years of funding, income and benefit history reconstructed across different parties
and jurisdictions."

Moreover, the announcement feeds into a separate, wider tax enforcement campaign that doesn't solely relate to trusts, according to
David Lesperance, an international tax and immigration adviser.

Lesperance said Chinese authorities are increasingly scrutinizing overseas investments made by very wealthy individuals to ensure
the correct amount of tax has been paid.
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According to the lawyer, the government is motivated by a desire to boost tax revenue and bolster its budget. He believes the state's
efforts have been facilitated by artificial intelligence tools that allow authorities to examine records more efficiently, he said.

The campaign may already be bearing fruit. Data released by the Chinese Ministry of Finance shows that personal income tax
collections reached 898.2 billion yuan ($133 billion) in the first six months of the year, up 13.1% year-on-year.

For wealthy individuals, these historical investigations are throwing up significant compliance questions, and many are struggling to
provide the correct documentation, Lesperance said.

"Could you provide all the financial documentation and details for what you've done for the last 15 years?" he asked.

Agnes Chen, a veteran wealth and asset management professional in the Asia-Pacific region, told Law360 that the July tax change has

attracted a large amount of attention — although it is too early to say how investors will ultimately respond.

She stressed that the update is designed to bring offshore trusts into the existing worldwide income system rather than allowing them to

operate partially outside that framework.

"The authorities have stated three considerations: applying existing law ... providing clearer rules for offshore trusts ... and maintaining
a reasonable tax burden through measures including foreign tax credits and relief from repeated taxation," she said.

Yu noted that despite these efforts to avoid overlapping obligations, the risk of double taxation remains as it's not clear whether there

will be a neat alignment with foreign tax systems — especially when dealing with different types of income.

"The foreign tax credit provision refers specifically to foreign taxes of an individual income tax nature," he said. "If an underlying
foreign company has already paid corporate tax, for example, that tax does not clearly fit the credit wording when the underlying
income is later attributed to the Chinese individual."

While investors may feel spooked, experts noted that decisions to restructure assets often trigger further tax bills — meaning they are
advising clients to think ahead and act prudently.

Some noted that the tax changes don't point to an abandonment of trusts, although they may help to restrict genuine tax evasion.

"The rules are acting as a stress test. Trusts established for genuine succession, governance and business-continuity reasons still have a

strong purpose,” Yu said. "Structures whose main attraction was tax deferral are being questioned much more seriously."
The Chinese government did not respond to a request for comment.

--Editing by Aaron Pelc and Lief Nielsen.
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