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Re: Submission Seeking Clarification on Undertaking Letter on Taxation under Announcement 2

KTHFEARRT. B5SNCEERAS (2020) 55 2 SHE 2B AER KRN

Dear Ms. Wang, Ms. Xiong and Mr. Gao,
B E Lt Rt S

The Capital Markets Tax Committee of Asia (”CMTC”)land the Asia Securities Industry & Financial Markets
Association (”ASIFMA”)ZcoIIectiver represent many of the largest financial institutions in the world. The

IM is a financial services industry body consisting of a number of banks, investment banks, securities firms and other diversified
financial services institutions operating in Asia who are represented through their regional tax directors. The main objectives of the
CMTC, according to its Constitution, are “to provide a forum for discussion by corporate tax managers responsible for the tax affairs
of investment banks, securities firms, banks and other diversified financial services institutions of topical taxation issues in Asia
affecting their capital and securities markets and similar activities; to keep members informed of up to date information on taxation
matters affecting capital and securities markets, and to exchange views on the technical analysis thereof; and to represent the
interests of its members through acting as the respected voice of investment banks, securities firms, banks and other diversified
financial services institutions, and to participate in liaison or advocacy activities on tax matters either directly or indirectly through
representation with other groups or societies concerned with or by fiscal matters.”

" OMTC 2 1 1tk 554 22 780 o L A0 L 4 S 9 8 A T B S R e
2 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
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CMTC and ASIFMA have been actively consulting with the Chinese State Administration of Foreign Exchange
(“SAFE”), the State Taxation Administration (“STA”) and the People’s Bank of China (“PBoC”) on various
issues arising from the use of the Qualified Foreign Institutional Investor (“QFIl”) and Renminbi Qualified
Foreign Institutional Investor (“RQFII”) licenses by financial institutions as well as by qualified investors
around the world (hereinafter collectively referred to as “Qualified Investors”).

TR A TS 2 (“CMTC” )Y A HIES L K% SRt i B4 ( “ASTRMA” )%, 1 4Bk 2 k7
SRFLEIRE, —ERSmIA USRI (BLRGRN “AIRE " ) R A K ML
W% E C“QFIT” ) RN A MM & C “RQFII” ) MLHE T 72 A= 1 45 ol J, 5 v [ [
FHNCEBE ( “SAFE” ) . ERFiI% M) ( “STA” ) FIfE ARAST ( “PBoC” ) BEATAUMEIAME.

The purpose of this letter, which has been drafted with the assistance and input of KPMG China, is to set
out our request in relation to Announcement [2020] No. 2, issued by the PBoC and SAFE, and formally titled
Administrative Provisions on Funds for Securities and Futures Investments in China by Foreign Institutional
Investors (“Announcement 2”). In particular, we wish to clarify the requirements, placed on Qualified
Investors, with regards to the issuance of undertaking letters on tax obligations for the purpose of profit
repatriations (hereinafter referred as the “Undertaking Letter on Taxation”).

AR e S R E B, AR P EARRAT. BEZSNCEEFBAE (2020) % 2 554
WU B NIESR IS s e HAE ( “2 SAE” ) REHIA R ERBBTE AR I & BB
FoRiieR (LURRR “BIFAER " ) KR ZOREAT B .

The CMTC and ASIFMA wish to thank the SAFE and PBoC for the strong support given to the China capital
markets and financial services sector through the issuance of Announcement 2. The further relaxation of
the relevant regulatory rules in Announcement 2 is warmly welcomed by CMTC and ASIFMA and our
members. It constitutes a significant step forward in further opening-up the China capital markets and
financial services sector, and will no doubt attract more foreign capital into China through the use of the
existing QFIl and RQFII regimes.

CMTC }2 ASTFMA 7Ept/Ei b B NIRRT A E HZANCE H R KA 2 5 A S5 A B 55 AR 13 DA &b A7k
HISZHF. CMTC AT ASTEMA J Hp% S 3205%) 2 52 25 AT B A 1) 5 A 5 R AR R SR A B 3R R A B . e 62 33
— 5 TF R A T 3 R0 G b AR S5 ¢ B FE RS, I 1Y QFIT A0 RQFIT 1] o B84 W 51 58 £ [ Ah 85
ANFE .

However, there are still some uncertainties among our members with regards to the required contents of
the Undertaking Letter on Taxation. We therefore suggest that SAFE, PBoC and STA consider providing
further clarifications on the following issues relevant to the investment operations and activities of
Qualified Investors as well as the obligations of custodian banks.

markets in Asia. ASIFMA advocates stable, innovative and competitive 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.

P ASTRMA 2 — 5T K P S S s, 4 135 MR, HE AT AUE I S RIS 7 SR A, CAERAT . V=
AT RIS S BT AN T b A U IR S5 SR
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SRT . FRATRR SN T B 55 K v bR T EOR N BATAFEAN I 2 4k o DRI, SRATTE I AN B, o
] N ROERAT RV SR 5 55 4 JR 25 8 At LA R 5 A 3BT 3 I BBt Aa A DA SRR BRAT BT R$BL Y 3L 5543 SR 1A i) 7t
MU .

Key regulation discussed in this submission - Announcement 2 and STA and SAFE’s Public Notice 2013 No.

40 (“PN40”

SNCEHR ALY 2013 4E%E 40 5

(“40 5 2E” D

According to Article 14 of Announcement 2°
2 B4 20 14 4.

“where a Qualified Investor needs to make an outward remittance of realized accumulated
profits/gains, its custodian may complete the relevant outward remittance formalities for the
Qualified Investor based on the provision of a written application or instruction from the Qualified
Investor, an Undertaking Letter on the full settlement of taxes pursuant to the relevant tax laws and
regulations of China issued by the Qualified Investor.

In the event of the liquidation (including product liquidation) of a Qualified Investor, its custodian
may complete the relevant formalities for outward remittance of funds and account closure for the
Qualified Investor by requesting a written application or instruction from the Qualified Investor, a
special audit report on investment profits/gains issued by a Chinese certified public accountant, a
tax record filing form (except where no such document is required pursuant to the provisions), etc.”

“H 1K - B IRE H W CSEIH) E it TEEN ITE G IR A T IE RIS &
FEIETE A HR R i 121 7 [ 5 AP TP 552 FEZMAE BT B AR i 1R 55 R I I
TPPEHIR 5 /Lt F 5o

B2 - R EEEL (G AR 9, FCENA WS G R P FiF a5 S
ST R RIIEF itt T I IR T PS5 KA (FHE T g bR ) 3 e s o
FIPER G 2/ RK S FLo

According to Article 1 of PN40*:
e 40 4% 51 4

“for each covered remittance that exceeds USD50,000 (not including USD50,000), except under the
circumstances stipulated in Article 3 of this Announcement, domestic institutional and individual
payers shall perform tax record filing with its in-charge tax bureau for:

*The regulation in Chinese: H1[H AT, EFIMCASER AL (2020) 552 5, HPUEICLEH, 4144 -5 15K - &4
FEMBICH O SEU R iGET, B8 AT AT & P G a2 AR T L I 2R 4 I v [ 455 P R DR 45 1 At
FHUE BB TR IR RS, NERICREDIEMSCESICE T4, B 23K - SMIRTEEEE (BrmiEs) M, T8
AT T EEE 4 REEMRS TS BRI Lo R E . Bl & ER (e LTRMUAMBRN %, H~
AT TP EAR DGR SV S ok ) T4

*The regulation in Chinese: I Bi % 8 5. FK AN TR /A 2013 4545 40 5, %5 1 %% - B HUMIAIN A BIAN A2 3 25 fi
5 JFIGUL L ORES(H 5 Jikot, TR) FHISINCHE S, BRARASGSE =4ME AL, SR B e R E B ML T % %
(=) BRAMUEA AR SRS IR RS ML . AslP= i RN . JRBUE L s DA R A % 58 3 A 5k 1S o
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(3) income derived from finance leasing, immovable property transfer, share transfer and other
income legally obtained by the foreign investors or individuals.”

“BEH PG FTI PN g BE I PE SN 5 J1FEm L L (AEFE 5 7%, Fla) FASNLE
B BREAL = FIENTIGTES LI e I T 3 BB A WA T 75 5 -

(=) BEIFIFG BN AMBE P TG M 5 R G B B HIFE LA SRR FE LT 7d LA S
[ M B2

Issues faced by Custodian Banks and their requests

FE 4R 47 T IS X ] R R L >

Since the release of this Announcement 2, representatives of certain custodian banks in China raised the
following concerns from the rules implementation perspective:

B 2 5at kALK, FEFLE AT AR M SEHE 5 1 BUR U

Custodian banks would like to seek clarification regarding the contents (or if any standard wordings) of the
Undertaking Letter on Taxation to be signed by the Qualified Investors in the following areas

FEHAT A B SR B E MR MBS AR R 2 AR (BUEMRRMERERE) , AR J7 T SR ES

1. Based on the latest SAFE officials’ interpretation regarding the contents of the Undertaking Letter on
Taxation, we were advised that the Undertaking Letter on Taxation could be accepted by the custodian
banks only when it declares that the QFIl Investor has fulfilled all the PRC tax obligations. Furthermore,
where the remittance amount exceeds USD50,000, evidence on the tax record filing as stipulated under
PN40 would not be required, as long as the Undertaking Letter on Taxation is presented to the custodian
bank for profits remittance.

1. MR FE AN B R Y G308 55 K v bR A I ol ieRe . BRATIEREBILE HUT REEZ2 AR A5 ] QFTT 4%
B3 CEAT AR E B S IR AR T R . Ak, ETEEE AR 5 ISR Ic s T, W R &
) FEEERAT Y LA 55 7 0 R AP T FTRVE Y BRI JE 2R AE 40 5 23 5 A FILE (5 55 4% SRAE I o

2. With the above guidance, custodian banks would like to seek clarification that
2. fELREBUERRIIT, FEEHRITHEEBUTHA:

a. they have no obligations to verify the correctness of the statement represented by the QFlI
Investors in the Undertaking Letter on Taxation and they have no obligations to follow up with the
Qualified Investors on their tax filing and tax settlement status.

a. FIG S A% S QFIT #B58 E LS5 AR v ok P BT R N 25 B IE B, TR T XS5 A% S A A 3 B 3 I
Tt R AR AN K S5 1 1o
b. Custodian banks emphasized that have no tax expertise to review the tax position/calculation of

the QFIl Investors. They could only rely on the Undertaking Letter on Taxation in handling outward
remittance of realized profits. Therefore, they should not be penalized by SAFE as failing to properly
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handle an outward remittance of realized profits, irrespective of whether all PRC taxes have been
settled by the Qualified Investors.

b. FEWATEIE, HTHARSLLWBISHUREE QFIT #H & B S5 A BATHE, 1 REK I
i 5 A bR R CLSE BRI RV S B S s, IR IR SR TR 1 O R B A o
Bk, AN B R BAB DAFE B ARAT R REAG 2 A0 PR L SE LRIV O |, X FE A AR AT HEAT AL 11 .

Issues faced by Qualified Investors and their request

e £ [ Ui HSJ [e] 8 R LTS

Based on the feedback from our members, as well as other qualified financial institutions and investors who
have (or will make use of) QFII/RQFII licenses to invest into China, a number of questions were raised. In
particular it was queried how a Qualified Investor can satisfy itself that all PRC taxes are fully satisfied, on
their investment activities through the securities market in Mainland China. This specific concern was raised
due to many practical challenges highlighted below:

ARAEFRATI e 03 A S HA A (B QFIT / RQFIT RRHEFE E o [ fr) 45 4 4 RO R AR5 78 2 1) S 151
A 7 — 2, HAJE SR AR T S A 3BT R (e g ORI IR SR T S AT BB
EREWS SR AT AT E MBI R . XA BEREYR T SR T s 2Pk, BRI

1. Our members are concerned on how to provide a commitment that all PRC tax obligations have been
fulfilled when there is no official tax filing or tax clearance process in place.

1. FRATTI R B ey A A IE AR B & S BRSSO 7 I 0 el K v LB AT Fir A Hh [ g B L 5%
1] 1) 78

a. Under the existing PN40 process where the amount of profit repatriated is to exceed USD50,000,
Qualified Investors can submit a tax filing package proving that all PRC taxes in relation to the profit
outward remittance were paid or withheld, along with an explanation letter to the in-charge local
tax authority in the location of the custodian bank. Where tax was determined to be outstanding,
the Qualified Investor was given the opportunity to satisfy such tax obligations by filing the tax to
the in-charge local tax authority and providing an instruction to the custodian bank to settle any tax
owing. Upon assessment and acceptance by the in-charge local tax official, the Approval Form will
be provided and stamped by the in-charge local tax authority, which somewhat could serve as a tax
clearance letter that all PRC taxes had been paid or withheld on the realized cumulative profit/gains
being repatriated by the Qualified Investor.

a. TEIAM 40 SAEHET, EILRAEEHHY 5 RO T, SREREET IRt E R
AT B AE I 328 B 5 ML OR SR AT A R AR HR AR R S A B i Y, DAIE W) L O A2 S0 4l B3 5 5 LA
T HA R P E B ARG, WIS RS BT AT DB A 23t 2 BUR A H Bk
I BATERAT SO SRS U EZ R, DULBAT RPN S . S bhEERSE
SO IR INTT i, BB S HLIRE R R B 55 6 SRUEW], OO R R MRS b T DA AR T Bt
UER, R SRS I BEEACRHIC A1 e SR HAE Frid b B B O AL B ST B2

b. With the removal of the requirement of evidence on tax record filing on for profit repatriation under
Announcement 2, it is now unclear if the tax authority would still handle PN40 tax record filing
application for QFIl profits remittance. If not, this could mean that formal tax clearance will be
unavailable until the QFII/RQFII account is fully liquidated. At this point, per Article 14 Clause 2 of
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Announcement 2, an audit report and tax record filing will then be required at the time of account
liquidation.

BEE 2 5o TARNETC R 55 & SR EORBOH,  H RS AE RS HLOGE B2 WAE 40
FAE AL QFIT FEEICH MBI S & ZIEM WG . 5, WERAETE QFIT / RQFIL K 5847
HZHT, ATRETCIRIUS HI B BUR BB S RIEM . BUAIRYE 2 5 A5 58 14 56256 2 3K,
FER 75 S A 7 BEPR AL o THR 5 AR 55 46 SR

Our members requested to retain the option that the Qualified Investors can represent the PRC tax
obligations will be fulfilled within a “specified period” in the Undertaking Letter on Taxation. This is
utmost important for the intended purpose of relaxation or simplification on the process for profit
repatriation which the market has a huge expectation on this. If QFIl Investors need to have fully
fulfilled all the PRC tax obligations before repatriation instead of providing a commitment that all
PRC taxes have been or will be fulfilled, it appears that the purpose of relaxation/simplification on
the profit repatriation process would be defeated.

TATHT R R OR B IR A, RIS AR 358 3 A LAAE R 55 7K Vi o P A Hh R 8 e 0 PR N AT
(R A A SC 55 R AR VR o 3OS T3 B Ok BT A6 RN R Py (R U B 2 oG E 2L, iimnd ik
RS . W2R QFTT $eut & LE R I i 0B AT 28 9B L 55, AR AW L&
aloRs EEAT T A b R 0B LS5 I AL, 84 BT B TRCSE / ST AEV H RR F UABL T2k 2 7 LR
AHIE L.

Our members expressed that they are not comfortable to provide a statement that the QFIl has
fulfilled all the PRC tax obligations without a formal tax clearance, such as the tax record filing under
PN 40, they would like to seek confirmation that the tax record filing process under PN40 is still
available and can be requested by Qualified Investors at anytime with the in-charge tax authority
at the location of the custodian bank. The retention of the PN40 tax record filing process is
important to Qualified Investors, in particular, when they are facing those uncertain tax issues listed
in the Appendix. PN40 tax record filing could provide the Qualified Investors a channel to settle
the uncertain tax issues with their in-charge tax authority, so that they are comfortable to make a
representation in the Undertaking Letter on Taxation and can fulfil their tax obligation as committed
in the letter.

PATHI R R, AERBATHIU 40 285 oh T EORAERECS 38 BR R AR 55 %% SRR 45 10
IEABSEERTEIL T, ARSI BT E TETE AR K CRAT 1A T E 9B 55 1
PR Bk, A6 825 RET 40 5% TRBS & ZIEM IR IREN, S5
B T REIN P FEE HRAT P 00 B BT HL OG-t HE 2R IR 40 525 T RIBLSS & SIEW]
RN M P 0 3 B B, JUHE Al T s B SR vh 271) H A AN B SE B 55 TRl R I I . 40 5
N BS54 SR B R AT DIOA & AR SR 8 1R A 5 28 B S5 ML AR DR AN B 5 T L 55 il AL
VAEIRIE, T A R AR B 55 A T R P A IR, R AN B AT B 55 K i

While the QFII Investors choose to represent that all the PRC tax obligations have been fulfilled at
the best of their knowledge and effect when they make some representation, to the extent that
there are PRC taxes not yet paid and settled in a formal tax clearance at a later stage, the Qualified
Investor should not be penalized due to the lack of effective automatic withholding of taxes at
sources or due to the unresolved PRC tax issues currently faced by the QFII/RQFII investors (see
Appendix). Similar relief should be provided for a QFII/RQFII account that is going to be liquidated.
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2 QFIT B LA R T A B DL T AR Ve R BUBAT 1 b [ AR 355, A RIMEAE = 3
1 1E 3B 5518 SRR P AR A AE TR AR, AR5 kA7 R B AR ARSI L ] 55 el
T QFIT / RQFIT #5# HATHEIG AR RBL S F I G S BB Frig i, Maissst i
2 FIAL AT o AR G ML AT IE T TR ZEE 5 QFTT / RQFTT K™

In the situation where there are sub-accounts set up under a QFII/RQFII master account, and each
sub-account may be used by different investment fund or institutional investor overseas, then it
becomes unclear which party will be responsible for providing the Undertaking Letter on Taxation.
As such, a clearer guideline should be provided.

HAEQFIT / RQFIT EK NREA 7K, If HAATK ) 7T 88 AN R B $505 5 5 miig AL
BREBAERITEOLT, BB — 7 ST Bz B 55 K v ek MIAFE AR E V. BRI, iz iy 22
SEOLE WA B AR 5

In addition to the specific PRC tax issues raised in our letter dated 21 November 2019 on the scope
of "bonds" eligible for exemption under Circular 108, our members would also like to seek
clarifications and resolution to the list of PRC tax issues as outlined in the Appendix. Qualified
Investors, generally, do not feel comfortable issuing the Undertaking Letter on Taxation until all
taxes are actually assessed and paid to the local tax authority, as such, it is important to seek clarity
on all these tax issues which would certainly help gaining confidents of foreign investors investing
into China through the use of QFII/RQFII.

B 7 IRAIIAE 2019 4 11 H 21 H R prde H B0 R B 108 530 R 3RE ) “fidr” Jall
KPP B Bk rp R RSS9 AN, FRATTAG AR R I A SR 6T B B 4 A S o [ B 4 e R A TV I
FRYE . A WA 38 75 BUAS 2 BB S5 ML O AR SR 55 A 22 (1) I\ ] FN 25385 R BBk i, HE DA B
LS A E R, R, 33— DX AAAE RS S A DG M AT IR i LA R X, IR o se
By T3 A0 E 3% % @t QFIT / RQFIT 78 R 1S 0o

Under Article 25 of Announcement 2, if a Qualified Investor has provided false information and
materials to SAFE or a custodian under Announcement 2, the Qualified Investor could potentially
be penalized by the SAFE. As noted above, the Undertaking Letter on Taxation requires the Qualified
Investor to provide a declaration on completeness of tax payments. However, there are certain
types of income are not currently subjected to automatic withholding of taxes at source, and there
is no formal nation-wide process in place to conduct tax filings to ensure that all PRC taxes are paid
prior to the profit repatriation. Our members would like to seek clarification that what kind of
measures they should take (e.g. to set aside a tax reserve with the custodian bank for the potential
tax exposures of uncertain tax positions) so that they should not be considered as provided a false
Undertaking Letter on Taxation nor penalized, where certain unresolved tax issues are later clarified
by the tax authority with retroactive effect for tax assessment.

G 2 5AES 25 4, HEMRGE R EZINCE B BB E R AT RGEEE AR
ook 3 B SN E PR AL T . 0 ERTIR, B 5% AR U B EOR SRR R F SRS R A M. AR,
H Al RE 2L T IO TF AR CEIUSUR NGO SRR, R 7E 4 [ i A 7772 1E 3C B 55 2 SRAE B
e e LA DR AE A EE AT O 2 B A G P B Bk BRATTA 8 02 A BBV, 35 B BeAZ AE IR 25
SEOR PR S5 1), i S DRV A B B A S A B H B AT IB W RO , FLRCR BT A i Bt (i) f i iod
FEHATIR OB R <, DAROU AN E B SR 0L R IR AE B 55 XD 5 AT BUE AL A 32
BB BRI R, AT ST 52 BIRH R AR
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In order to boost the confidence of foreign investors to participate in the China capital and asset
management market through the QFII/RQFII regimes, we kindly request that you consider our requests as
stated above.

N7 SESRANE BB B QFTT / RQFIT #l 2 5h E BT AM B BT 15 O, ATRAE 55 % K
(LUNSRT

We would be pleased to elaborate on any of the points made in this submission, and we take this
opportunity to thank you for your consideration of these important matters. Again, to reiterate, the CMTC
and ASIFMA members warmly welcome the efforts of SAFE, PBoC and STA to continuously improve the
China capital market investment environment, and the various measures being taken to further open-up
the China financial services sector for foreign investors. For further information, please contact Patrick Pang
(ppang@asifma.org or +852 2531 6520) and Patrick Donovan (patrick-j.donovan@ubs.com).

A AN A A AR AR n) A SE 1) FRATAR S XN IS FE AR IR, IR A e L 2 B I X s B I B
Wo CTMC 1 ASTFMA ()38 i3 75 b PR R B K AN B RS . o BN RVERAT DA [ B 55 i R R 4 i
R B AT 3 A A3 — 20 ) A B IR [ SR T BT s . iR T M2 E R, EEE
RyzEmoeAd (Bl : ppang@asifma. org BHLTE +852 2531 6520) 5 Patrick Donovan (FEHEHE
BE: patrick—ji. donovan@ubs. com) .

Yours sincerely,

IEEL
AL

fg}? ﬁ% | 6@\,7 A

Patrick Pang Patrick Donovan
Managing Director and Head of Compliance and Tax Chairman

ASIFMA CMTC

wEMs Patrick Donovan
HHELAH, BHES LB I F N

WPIEF L & a2 WM BE AT IR 55 22 1 4
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Appendix — A non-exhaustive list of PRC tax issues on certain financial instruments invested through
QFII/RQFII regimes
Btk - @S QFII/RQFII i R L SR TR Z AR FEBSHE GEHFR)

Other than certain specific exemption rules provided under the PRC Corporate Income Tax (“CIT”) law and
related tax regulations as well as the PRC Value-added Tax (“VAT”) regulation for QFlls and RQFlls, there
are still many unclear taxation issues around investment in mutual funds, Asset Backed Securities (“ABS”)
or similar, private asset management products as well as derivative instruments. As such, Qualified
Investors will struggle to obtain certainty on whether the investments they have made through their
QFII/RQFII accounts should be and have been subjected to withholding taxes already, or if any PRC taxes
are still due, and how to settle the tax payments. Specifically, these include, but are not limited to the
following:

B TEX QFI/RQFI & AR A B Aok i A BERE (R A2 P I 1) S R s i S UL &, 3K 1)
B, BSCRRESR (“ABS”) BRSAARMIRL N B A8 B i DL R AT AR TR I BB AT AR AE VE 2 AN O B

SRl [, AR PR U E FOE L QR / RQFN TP AT IO BB AE 7F CANSI R BLR . & 5 A7

FEARAT R b BB A T AR A0 o] B AR B ) 1) i HARSR A, XSS N B FREAR T LUN AR

e According to Caishui [2014] No. 79, QFII/RQFlIs currently enjoy a temporary CIT exemption for gains on
trading of equity investment assets, including listed shares. It does not specifically cover bonds, fixed
income instruments, mutual funds (redemption), asset management products, foreign currencies,
derivatives, etc. For these there is currently no withholding tax mechanism in place to ensure that PRC
taxes owing, if any, have been paid.

o RIEMABI[2014] 7953, QFIT / RQFIT H A H IS YR T o 55 4 1 1 52 S5 A A R R 8 B 7= e
AT, BRSNS RL . SR SO R TE R R R i [ e A IE\% Q4EDEN
DO R AN AT AE AR T IR Y, H AT BRI SR T R R A DG R E AL R
H) OB

e According to Caishui [2016] No. 36 and Caishui [2016] No. 70, QFII/RQFIls currently enjoy VAT
exemption for gains on trading of securities. Under general market practices this is taken to include
listed shares and bonds. However, it does not specify whether other fixed income instruments such as
ABS (or similar), mutual funds, asset management products, foreign currencies, derivatives, etc. will be
subject to VAT or not. As such, as the QFII/RQFII regime continues to open-up and enable more
diversified PRC investment opportunities, including in these asset classes, the uncertainty on how and
when VAT could be charged will only become more challenging for foreign investors.

o RHEMBI[2016] 36 SAMFL[2016] 70 S HFE, QFIT / RQFIT H FimhH A FIES: K52k 45 Uk
A, ERAMEMER . WIE-REISEE, RS BOUNERE LR SRR AW, 1%
JC BB H A B A ABS (ERSRLEE =) MR st TR, 4, BPEE RN, AN AT A,
R R, R, BEE QFIT / RQFIT I AN T TR ORI AL 45 X B 5 P S I AE N () 5 &2
BERENL S IR R, dnfa) LR e e oSe B B PR AN i 1 R 2 2 4 B 45 8 3 s R R K Pk o

e  While Circular 108 provides a tax exemption for bond coupon interest, it is not clear how to treat
interest arising before the circular became effective on 7 November 2018. Uncertainty exists in
particular for corporate bonds in the absence of an effective VAT withholding mechanism. There is also
uncertainty on the treatment of bond interest arising before the May 2016 VAT reform rules entered
into effect (namely, the application of the previously existing Business Tax). The practices adopted by
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local tax authorities are also inconsistent. As such, if a Qualified Investor is seeking to repatriate
cumulative income from these prior tax years, but has no plans to liquidate the account, the Qualified
Investor will not be able to issue the Undertaking Letter on Taxation when there is still uncertainty
whether they are still liable to historical VAT or BT.

RUETAFL 108 5 Sl AN i 5 A UB N G lil, (EXTFiZzasnAEzeH (20184 11 A 7 H)Y Z 4R
i F5 R B NAR B 55 A BE W AN B o TR Z A U IS E B LRI B L R, AR5 U A7
TEARHEM.  1F 2016 4F 5 HIGEBIMEA Kl (BEHELED , GiRF RSB WAEE A
ENE, BB SHIICKREUEEE A —8 Kk, IR AR & B e SR I0 H DURT4E B 8t-F3E,
AT RITE SR i, A B 3 7 TR 5 e 5 A AE D7 S AR /B B RS, ] REfE LA
LRSS A U B

In addition to the interest issue relating to the Circular 108, there is still some market uncertainty
regarding scope of debt instruments eligible for such exemption under Circular 108. 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. For details, please also refer to our submission letter dated
21 November 2019 on the scope of "bonds" eligible for exemption under Circular 108.

Br 7 EWBL 108 5 3CA RIS R AL, X AT B 2 A BBOR K 61 55 TR, Wi i e —2t
AHENE . AT WG e Bl 1 65 55 B 58 TR R By, AR AR B o O A R At A A% 55
P T 1 S5 BN REAT BCHAR UM 5 — 5. FEETESREATT 2019 48 11 A 21
HIEAZ Mo T BL 2018 [108] S HUE /T “fiidr” #h S yEH AW AS.

According to Caishui [2008] No.1, distributions from security investment funds are exempt from CIT.
However, it is not clear if this applies to non-resident taxpayers such as QFII/RQFII, and the practices
adopted by local tax authorities are inconsistent. As an example, a profit distribution from an exchange
traded fund (“ETF”) received by a QFII/RQFII was taxed as a dividend and subject to 10% withholding
tax in alocal tax district at the time of profit repatriation. Meanwhile, a profit distribution from a money
market fund (“MMF”) received by a QFII/RQFIl was taxed as interest in another local tax district and
subject to both withholding tax and VAT at the time of profit repatriation. This is because the VAT rules
stipulate that for investments that provide returns that are “fixed, guaranteed or principal-protected”,
the returns should be treated as “interest on a loan”, and be subject to VAT. However, in practice, there
are many ambiguities on the meaning of fixed, guaranteed or principal-protected investment returns.
As such, distributions from a fund, especially from an MMF, that invest in bonds, are treated in practice
as bond interest by some local tax authorities and subject to VAT. So overall, due to the inconsistent
local practices on the withholding tax as well as VAT on fund distributions, a Qualified Investor will face
difficulties in certifying, in the Undertaking Letter on Taxation, that all PRC tax obligations have been
fulfilled at the time of profit repatriation.

HRIEAFL[2008] 1 53T, XTEHEFH M FE LB P BSOS, AR SR, (HA2E,
H Al M ANTE 28t s S TS B T8 QFIT / RQFIT ZE NI AESE BENBIN, 2 HBE 55156 5k SR B
PIMEE M IEA—3. 2561, QFIT / RQFIT %548 5 BIFac4e 2t 4 ( “ ETF” O BUSMUas gk
RS, FARNEIC AR 10 % FITRER TS AL, SR, QFIT / RQFIT #&% %t miigits:  “ MMF” )
A5 RS 2 I e A RE,, RS Y [ ) () s fE S AR BT 7 R A (R o 3 RN (B B v
XA A WA EUR R CORA. [l MR BORIEE, MAE “DEERAE” , FRA RSN
HERL. A Shs b, XPTRTE “ORA. [E” HEIas & XAFEIR 2 . Rk, —Leth Ty
BLEHURTE S, HNES UHEEE TN WFD) BUS I BE e R R B U, It
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VAT and CIT treatment of FX gains of QFIl principals give rise to further issues. According to the relevant
FX regulations, a QFIl traditionally could only inject investment capital in foreign currency (under the
old set of rules) and then converted it into RMB for investment. If a QFIl wants to remit funds out of
China (including both profit and principal), it has to convert its RMB back into foreign currency. Due to
the FX conversion, it becomes unclear whether the realized FX gains on the principal (when all of which
has been remitted) should be subject to taxes. The question of whether FX gains on QFIll principals
should be subject to taxes will arise when most, if not all, of the original principals are repatriated and
any excess cash remains in the onshore account that is not attributable to any realized net income or
gains would be seen as FX gains by the in-charge tax authority. As such, a Qualified Investor could run
into the risk of PRC tax exposures on FX gains at the time of the account liquidation.

QFTT A<yl St MO AH SR TG A B olb Fr A5 RO AL BE O AFAE P . ARFEAMIAI KA E, QFIT A fE
LA GEERIARIND JEARBE A, SRR RO N R M EAT S5 Wi QFTT AHZE M rp [
W (BFEAMEMAL , MHLH N R TSR BN H AT AN ™ A AR S I o
CEIFEAR & QB N ) A& 50 KA S b [ B i) s A B i, 4 oKER 7y (CAERAGE A8 JRlaiE
AR EPALIE, FFHAERK hRIR I e A8 TAEM S BURER, sla MILZER R &5
SWEERBSTHIRM AN QFTT A 7 sz, AT REAEASE A 1o i AT b 4 6 5 B8 2 A K 17 I ]
e 2 T M Y1 S MAC R 147 RIS S DXL o

While the new Announcement 2 further relaxes the profit repatriation process for certain Qualified
Investors, such as foreign sovereign wealth funds, these face specific China tax issues that have still not
been resolved. Sovereign wealth funds are frequently eligible for tax treaty exemptions or reliefs on
dividends and interest withholding tax, but in practice they are still subject to automatic withholding of
income taxes by listed companies and bond issuers. There are still no nationwide rules on how these
Qualified Investors can apply for tax refunds under a streamlined, straightforward process. This is an
important factor for foreign sovereign wealth funds deciding whether to invest or not into the China
capital markets.

JEFN 2 5GP TR SRR E (AE R ) BRREIC AR, (HiX
P T AR A P B SS DT R A k. BN, U R el A B SRS B E T B
AR S TREE PR BURA S B e, (ESCB, BRSBTS th B AR MG KAT N B
AN, T IX SR AR R A0 i A B AR FRRIR B, R I B ) 2 [ AR SR R
RE, T LA E AU 5 R P 2 B R AT I BB R AR .
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