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Dear Sir/Madam,

XTHEARBIT. EESTHNER (RTRIMIMBFEERRZPERSET
HEXRBENLAE (ERERRE) )
RE: PBOC, CSRC and SAFE’s Consultation on the Draft Announcement on

Matters Related to Foreign Institutional Investors’ Investment in the China
Bond Market
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On behalf of its members, Asia Securities Industry & Financial Markets Association ("ASIFMA")! is
pleased to submit our comments on the Consultation of the Draft Announcement on Matters
Related to Foreign Institutional Investors’ Investment in the China Bond Market issued by the
People’s Bank of China (“PBOC”), China Securities & Regulatory Commission (“CSRC”) and State
Administration of Foreign Exchange (“SAFE”) on 2 September 2020 (the “Draft Announcement”).
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ASIFMA is an independent, regional trade association with over 135 member firms comprising a diverse range of leading financial institutions from
both the buy and sell side, including banks, asset managers, law firms and market infrastructure service providers. Together, we harness the shared
interests of the financial industry to promote the development of liquid, deep and broad capital markets in Asia. ASIFMA advocates stable, innovative,
competitive and efficient Asian capital markets that are necessary to support the region’s economic growth. We drive consensus, advocate solutions
and effect change around key issues through the collective strength and clarity of one industry voice. Our many initiatives include consultations with
regulators and exchanges, development of uniform industry standards, advocacy for enhanced markets through policy papers, and lowering the cost
of doing business in the region. Through the GFMA alliance with SIFMA in the United States and AFME in Europe, ASIFMA also provides insights on
global best practices and standards to benefit the region.
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We welcome very much the Draft Announcement, which objectives as set out in the Explanation
thereof (the “Explanation”) are to clarify the whole arrangement for the opening up of China’s bond
market to foreign institutional investors (“FlIs”) and to further facilitate their allocation to RMB fixed
income assets. We agree with the ideas behind the Draft Announcement as set out in the
Explanation, in particular, the principle of applying the “same standards” and “same regulations” to
the China bond market. We support this principle for Flls investing in China’s bond market, whether
directly through the QFII/RQFIl scheme and CIBM Direct or indirectly through Bond Connect and
wholeheartedly believe that such standardization will optimize the market entry process for Flls and
encourage more medium and long term FlIs to invest in China’s bond market.
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We also appreciate (a) the shift in the application from product to the asset manager or custodian,
(b) the standardization of payment and receipt, currency exchange and foreign exchange risk
management for Flls investing in the China bond market, (c) the simplification of the current
settlement agent model to enter the market by allowing Flls to use the global custodian and local
custodian model, and (d) the deepening of cooperation among the various supervisory authorities
through common information and data sharing.
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Fll eligibility requirements
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We have no issue with the eligibility requirements set out in paragraph 2 of the Draft
Announcement.
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Market entry
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We are also glad to see in paragraph 4 of the Draft Announcement that Flls already investing in the
interbank bond market may, directly or indirectly through the means of inter-connection, invest in
the exchange bond market.
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Our members are most excited about paragraph 5 of the Draft Announcement which provides that
Flls may engage in not only cash bonds but also related derivative products, bond funds (including
ETFs) and other transactions permitted by the PBOC and CSRC.
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We welcome the statement in paragraph 2(2) of the Explanation that FlIs already in the market can
engage in transactions involving cash bonds and also carry out bond lending, bond forwards, forward
interest rate agreements, interest rate swaps and other transactions for hedging purposes.
However, we wonder why the second sentence of the second paragraph of this paragraph 2(2)
refers to Flls already in the market and not include Flls entering the market. We believe and hope
that all FlIs can enter into the aforementioned transactions, regardless of whether they are already
in the market or will be entering the market and regardless of whether they invest through CIBM
Direct or Bond Connect. We look forward to this being clarified in the final Announcement or the
implementing regulations thereof.
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We are also confused by the first sentence of the second paragraph of paragraph 2(2) of the
Explanation which provides that the type of products invested by and investment scope of Flls shall
remain the same as provided in current regulations. We understand that the general principle of the
Announcement that the same rules apply regardless of which scheme Flls choose to invest in China’s
bond market. We understand that currently Flls investing through Bond Connect are allowed only to
trade cash bonds and engage in foreign exchange hedging transactions while Flls investing through
CIBM Direct are allowed to engage in all of the transactions mentioned in paragraph 2(2) of the
Explanation. We hope that based on the principle that the same rules apply, Flls can trade in the
same products and enter into the same transactions regardless of which scheme they choose to
enter the market. We look forward to the Announcement and its implementing regulations
clarifying the foregoing.
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Separately, we hope to see the transaction and/or investment scope for Flls be extended, in the not
too distant future, to bond futures, and not just for hedging purposes, for the reasons stated below.

el
Bond futures
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The current investment scope for FlIs is limited to cash bonds and a few derivative products. We
respectfully submit that, to fully address Flls’ demands and needs and enable them to have sound
risk management, the investment scope for Flls be expanded to include China government bond
(“CGB”) futures. A highly liquid government bond futures market is essential to support the
investment activities of bond market dealers, asset managers, pension funds, and insurance
companies as they will rely on futures contracts to effectively hedge and manage their market risk
and/or adjust their interest rate exposure. Moreover, this is a prerequisite for Flls, such as pension
funds, asset managers, and insurance companies, to increase their investments in CGBs, as their
global risk management practices are premised on access to bond futures as the key trading tool to
meet global risk management standards.
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Our association surveyed recently both our bank and asset management members on their fixed
income priorities. Having access to the CGB futures market ranks the highest among their priorities
for them to expand their CGB portfolio. Interestingly, when ASIFMA surveyed our members on their
preferred models of accessing the CGB futures market, most respondents would advocate leveraging
the existing infrastructure and channels, including CIBM Direct and Bond Connect, to minimize
additional operational and legal cost. We, therefore, suggest that, as PBOC, CSRC and SAFE are
currently reviewing these channels and aligning them to enable more seamless Fll participation in
China’s domestic bond market, consideration be given to expand the products set to include CGB
futures in the Announcement.
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Bond repurchase/reverse repurchase agreements
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Besides bond futures, we would also respectfully request that Flls be allowed to engage in bond
repurchase/reverse repurchase agreement transactions (‘bond repo”) on the China Interbank Bond
Market as well as on the exchange bond markets. Bond repos, with normal duration of one day to
no more than a month, are commonly used by foreign investors as liquidity management tools.
Currently, bond repo transactions are widely used by onshore Chinese investors such as public
securities investment funds. Therefore, we believe allowing Flls to engage in bond
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repurchase/reverse repurchase agreements would put Flls on a level playing field with onshore
Chinese investors and make China bond market more attractive to Flls, which will facilitate the
comprehensive, long-term and orderly development of the China bond market. If PBOC, CSRC and
SAFE are minded to allow FlIs to trade bond repurchase / reverse repurchase agreements, it would
be most helpful if the details of the relevant requirements on collateral/pledge arrangement can
also be clarified in the Announcement.
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Non-trade transfers
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We also welcome paragraph 9 of the Draft Announcement which provides that an Fll can conduct
non-trade transfers of bonds acquired by it under the Draft Announcement and acquired by it
through its QFII/RQFII account as well as the transfer of the cash in these accounts. Since the Draft
Announcement includes bonds invested through CIBM Direct and Bond Connect, our members fully
support allowing non-trade transfers of bonds acquired and held by FlIs regardless of whether the
bonds are held under an account in CIBM Direct, Bond Connect or QFII/RQFII.
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We appreciate the introduction last November of non-trade transfers between bonds of an Fll held
in their QFII/RQFII account and in their CIBM Direct account, which clearly made it easier for Flls,
especially asset managers, to manage their China bond holdings/positions. For the same reason and
given the Announcement’s stated objective of having the same rules and standards apply to all
access schemes into the China bond market, we suggest that the Announcement make clear that
non-trade transfers are available for bonds held by the same Fll under all of the access channels,
whether it is through QFII/RQFII, CIBM Direct or Bond Connect. Our members would also like to see
the non-trade transfer of bonds process between different schemes be simplified and sped up.
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We welcome the flexibility being introduced under the Draft Announcement that allows Flls to
appoint a local custodian, directly or indirectly through its global custodian, to hold their bond assets
in China and the clarification of the responsibilities of the global and local custodians. Further, we
suggest to allow Flls to also appoint International central securities depositories (ICSDs) to hold their
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bond assets in China. Besides providing post-trade services to the Eurobonds market, ICSDs facilitate
Flls’ access to a large number of domestic markets such as China. Their neutrality and role in the
securities settlement system will attract sustainable, transparent investment by long- and medium-
term institutional investors into China.
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We notice that paragraph 1(4) of the Explanation explains that Flls entering the market can use the
new global/local custodian model. We believe and hope that the flexibility of using the new
custodian model is available to both new Flls as well as existing Flls investing in the China bond
market. We look forward to the Announcement and its implementing regulations clarifying the
foregoing.
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When Flls appoint local custodians through their global custodian (and ICSDs) to hold their assets,
our members would like to know if the cash and securities accounts opened with the local
custodians will be in the name of the global custodian (or ICSDs) or in the name of the Fll or both. It
is common in overseas markets that has such global/local custodian model to have a global
custodian (or ICSD) open a cash account in its name with the local custodian to pool the cash of all of
its underlying clients. However, the practices in overseas markets differ in respect of the securities
account as some would have the global custodian (or ICSD) open an omnibus securities account for
all of its underlying clients while others would have the global custodian (or ICSD) open segregated
accounts for each of its underlying clients.
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In the case of the former where the global custodian (or ICSD) opens an omnibus account with the
local custodian for all of its underlying clients, it may not be practicable from an operational
perspective for the local custodian to identify all the end-investors to meet its reporting obligations.
On the other hand, omnibus account structures are preferred by many Flls because they make it

6



easier for global asset managers, for example, to trade and for their global custodians (ICSD) to clear
and settle for the many funds and client accounts that such managers manage. Further, the ability
to use bonds (e.g. Chinese Government Bonds), especially high quality ones, as collateral for
refinancing purposes in bilateral/tri-party repurchase transactions is tremendously important for
international investors. A pre-requisite for it is to allow omnibus accounts and free transferability of
assets offshore, without the need for Flls to enter each transaction through an onshore platform as
it is done today. It would be helpful for the Announcement or the implementing rules to clarify the
account structure contemplated under the new global/local custodian model.
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Nominee holder

(RAEY FHANFKEE, BBl AR AT AT LN BT [0 653 77 111 2 61 97 B4 DAAS H
FEEATINA USRI, BRAMUAR B S RIE A IE SR A IR B MU 58 & AR AT Al i 25 1T
Ui IR EANAEET AT, AHIEEAT RN B IR R BEE H2 XFRFE N . Wk (A%
HRE IR A o R TS B, B A BR J BE AL AR B WA SR I SERR R R A
B 20 BOARATERME, ARBIATIMEE, AHFEEAT H 2 W B MR £ Bt 78 vh SRR E B L
FIALTEILIK P, BPAE b e [ 57 80 45 550 R DA 2 w) 50 [ 6t K P FHARAT 8] T 3738 S5 BT I A B
AFFFRAFGIFK . Foh, AT (A BAHHRUE BE AL 5538 1 55 P8 5 A Hh R
AT W 7 03 AR o
Paragraph 6 of the Draft Announcement also provides that CIBM bonds purchased by Flls through
the local custodian shall be registered under the name of the local custodian while Flls enjoy the
right to the securities according to law. By registering CIBM bonds owned by an FIl under the name
of the local custodian, it appears that the local custodian is the nominee holder for the FIl. It would
be helpful if the Announcement clearly states this relationship, such as making explicit reference to
Flls having “beneficial ownership” of the bonds?. We understand that, based on existing practice,
the local custodian merely assists the Fll to open an account with the central securities depository,
which would be China Central Depository & Clearing Co., Ltd. for government bonds and Shanghai
Clearing House for corporate bonds. Separately, we appreciate that the Announcement provides
clearly that each FllI’s assets will be segregated from the local custodian’s proprietary assets.

KT IirE
Post-trade processes
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Additionally, one of the reasons many FllIs prefer to appoint global custodians (ICSDs) to access
securities markets globally is for speed and efficiency. Besides a simplified market entry process, Flls
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http://www.csrc.gov.cn/pub/newsite/zjhxwfb/xwfbh/201505/t20150515 277113.html
We notice that in CSRC released an FAQ on 15 May 2015 to explain the concept of “Beneficial Ownership” and
explicitly recognising that overseas investors trading listed securities in China via Stock Connect exercise
shareholder rights as “beneficial owners”. (For details of the said FAQ, please see below link for reference (in
English): http://www.csrc.gov.cn/pub/csrc_en/newsfacts/PressConference/201505/t20150515 277108.html)
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also want their global custodian (ICSD) to provide a one-stop shop (i.e. integrated model) to support
their instruction and settlement processes as well as their foreign exchange (FX) needs. It would be
helpful if paragraph 6 of the Draft Announcement can also elaborate on the post-trade processes
that can be supported by the global custodian banks (ICSDs).

a0

For example:
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CIBM Direct. FllIs currently can only execute onshore FX transactions through the local custodian
bank which can use up to three FX settlement banks. This is operationally challenging as Flls
prefer to have their global custodian (ICSD) arrange their FX transaction for them. We,
therefore, would like the new global/local custodian model to allow global custodians (ICSDs) to
carry out FX transactions for their Fll clients.
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Bond Connect. We welcome very much the announcement on 24 September to allow each
Bond Connect investor to select up to three Hong Kong settlement banks to conduct FX
transactions and hope that any restriction on the FX banks that Flls can use will be further
relaxed or removed in the near future.
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Multiple global custodians (or ICSDs). Given that some FlIs which are global asset managers may
manage multiple funds and client accounts, they may need to appoint more than one global
custodian (ICSD). We hope that the Announcement or implementing rules will take this into
consideration and provide for the appointment of more than one global custodian (or ICSD) by
an Fll that is an asset manager with different funds or clients that they manage or an Fll that has
a good reason for appointing multiple global custodians (or ICSDs).
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FX counterparties
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As mentioned above, many Flls prefer to conduct their FX transactions through their global
custodian (or ICSD) to facilitate a centralized transaction model and to reduce the risk of unfunded
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trade executions. It would be helpful for the Announcement to clarify whether, under the new
global/local custodian model, Flls can still conduct FX transactions through their global custodian (or
ICSD) when their cash and securities accounts are held in the name of the local custodian. In
markets like Malaysia and Indonesia, it is common for Flls to execute their FX transaction through
their global custodian (or ICSD), either on a case-by-case basis or by standing instruction, with the
global custodian (or ICSD) facilitating such a transaction with their appointed local custodian. This
approach allows for full reporting responsibility to remain in the local market alongside the
necessary oversight.
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Transfer of cash between channels
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Flls can invest in China’s bond market either using CNY (where there would be an accompanying FX
transaction) or CNH. But, there are restrictions on transfer of cash between accounts where the
initial investing currencies are different. For example, the funds in a RQFIl account (i.e. CNH) are not
transferable to a QFIl account (i.e. CNY). With the merger of the QFIl and RQFIl schemes into one
QFI scheme and the proposed non-trade transfer of bond holdings between the different access
channels, we believe that another area to be addressed is the transfer of cash between channels to
make it easier for Flls to manage their bond holdings and cash positions in the China bond market.

LA A CPE I A A
Future of Bond Settlement Agent model
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It is unclear from the Draft Announcement and the Explanation whether the Bond Settlement Agent
(BSA) model will remain an option for Flls with the introduction of the new global/local custodian
model and whether Flls under the BSA model are allowed to convert into the global/local custodian
model. If the BSA model will continue to be available, some of our custodian members think it will
be very confusing when some of their clients use the BSA model while others use the new
global/local custodian model, and expect more details to be provided in the Implementation Details
of the draft Announcement.

wE, At HILTFRA R AR AMITEATHEAERL S it h et . R (A
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Finally, there is little in the Draft Announcement on how the global/ local custodian model will work
in the context of the exchange bond market. It would be helpful if the Announcement can also
address this point.
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Taxation
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Although taxation is not covered by the Draft Announcement, tax certainty is an important
consideration for Flls and we would like to set out below our issues in this area.
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In August 2018, a 3-year exemption from withholding tax and value-added tax (“VAT”) for bond
interest derived by foreign investors was introduced during the State Council’s meeting led by the
Premier of the PRC. The tax relief for overseas investors participating in the bond market aims to
attract more foreign capital and boost economic development. In November 2018, Circular 108 was
released to give effect to the 3-year exemption from PRC withholding tax, VAT and local surcharges
on bond interest income derived by Flls.
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Under the provisions of Circular 108, the 3-year exemption is granted to “bond” interest. In absence
of clear scope of debt instruments eligible for such exemption, it is unclear to the market whether
definition of bond instrument would differ from definitions set by PBOC or other relevant authorities
which are the primary concern to potential investors. There are currently various types of bonds
issued and traded in the market. For traditional products, e.g. Treasury bonds, corporate bonds,
financing bonds and etc., it is relatively certain that the 3-year exemption should apply. However,
with the development of China’s bond market, other types of debt instruments, e.g. Asset backed
notes (“ABN”), Asset-backed securities (“ABS”) and Interbank Certificates of Deposit (“CD”), have
been introduced into the bond market. While these debt instruments are approved by the relevant
regulators as “bond”, they may lead to confusion and different interpretations on whether they are
“bonds” which fall within the scope of exemption in Circular 108.
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We suggest that you urge the tax authority to adopt an inclusive and generic approach to define the

scope of bonds subject to the 3-year exemption. To be more specific, we think that debt instruments

issued in China’s bond market shall have obtained the approval from relevant regulators to be
traded as “bond”. From a practical front, we would suggest that as long as the debt instruments are
traded in China’s bond market (i.e. CIBM and exchange bond market) and regulated by certain

authorities (e.g. PBOC, CSRC, NDRC, NAFMII, etc.), it should be considered as eligible for Circular 108

tax exemption because:

1. These instrument would have been reviewed by relevant authorities before approved for trading
and consideration of whether the debt instruments exhibit all of the features of a bond and
accepted as being in the nature of a bond should have already been taken into account in the
approval process.

2. It will remove the current ambiguity to investors on the tax exemption basis otherwise investor
may rely on two set of definition to decide PRC bond investments.

3. The above proposal would be in line with the spirit of Circular 108 (i.e. to remove the tax
compliance uncertainties from the market).

4. It will support development and innovation of new type of bond products in China. Otherwise
there will always be of ambiguity whether the newly designed bond features are eligible for the
Circular 108 exemption.
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Additionally, although the end of the 3-year exemption period is more than a year away, we urge the
China tax authority to make an early announcement of what will happen after 6 November 2021. We
note that prior to the issuance of Circular 108, there was immense uncertainty in the market about
the taxation of bond interest. Therefore, we strongly urge the tax authority to, at a minimum, extend
the Circular 108 exemption with further clarification on the definition of “bond” as mentioned in the
previous paragraph. Inthe event of any change to the current tax treatment of bond interest after
6 November 2021, an early announcement by the tax authority of at least 6 months together with
the establishment of an effective withholding mechanism will be appreciated because the market
and FllIs will need time to make adjustments to their operational procedures and systems, and Flls
may need to re-evaluate the attractiveness of the China bond market and make possible re-
allocation of their bond portfolio.

IR RWANL M (A5 ZTEN, IR RARME) (A% 7] UE IR A K
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ASIFMA is grateful for the opportunity to comment on the Draft Announcement and look forward to
the issuance of the final Announcement that takes into consideration most if not all of our comments
made in this letter.
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If you have any questions regarding any of the foregoing, please contact Eugenie Shen at
eshen@asifma.org or Tel: 2531 6570.

525
I A
Yours sincerely,

2 gz

Mark Austen
AT E Chief Executive Officer
PN 5 4Rl T 102> Asia Securities Industry & Financial Markets Association
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