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Extension of tax exemptions granted for
bond interest derived by foreign
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On 22 November 2021, China's Ministry of Finance (MOF) and State
Taxation Administration (STA) jointly issued Bulletin [2021] No. 34
(Bulletin 34), which extended the enterprise income tax (EIT) and value-
added tax (VAT) exemptions for foreign institutional investors on bond
interest derived from mainland China's bond market for the period from
7 November 2021 to 31 December 2025. The EIT exemption applies to
foreign institutional investors that do not have an establishment in
mainland China, or, if there is such an establishment, the bond interest is
not effectively connected with the establishment.

Background

In November 2018, the MOF and the STA published a circular (Caishui
[2018] No. 108 (Circular 108)) that granted EIT and VAT exemptions for



foreign institutional investors on bond interest derived from mainland
China's bond market for a three-year period from 7 November 2018 to 6
November 2021. During an executive meeting on 27 October 2021 that
was chaired by the Premier Li Kegiang, the State Council extended the
EIT and VAT exemptions as part of its efforts to attract foreign
investment. Thereafter, Bulletin 34 was issued to confirm the
extensions.

Comments

The EIT and VAT extensions likely will continue to boost foreign
investment in mainland China’s bond market. However, some
uncertainties remain:

e Bulletin 34 only addresses the EIT exemption on bond interest, but it
remains unclear whether such exemption also applies to gains
realized from the disposal of bonds; and

e Bulletin 34 does not provide a definition for "bonds," which may
result in some uncertainty. For example, it is not entirely clear
whether asset-based securities traded in the market are considered
bonds for purposes of the exemptions.

In light of the above, foreign institutional investors should closely
monitor any future developments.
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