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The Ministry of Finance (MOF), the State Administration of Taxation (SAT) and the China
Securities Regulatory Commission (CSRC) jointly issued Circular Caishui (2015) No.125
(Circular 125) on 14 December 2015 clarifying the tax treatment of investors who invest in
Mainland-Hong Kong Mutually Recognized Publicly Offered Funds (MRFs). On 18 December,
the CSRC and the Securities and Futures Commission (SFC) of Hong Kong registered the first
batch of MRFs, and the MOF published Circular 125 on its website, stating that the provisions
of the circular took effect from 18 December.

The CSRC and the SFC had, on 22 May 2015, signed the Memorandum of Regulatory
Cooperation concerning the Mutual Recognition of Funds, whereby the CSRC and the SFC
agreed to mutually recognize funds that may then be offered to the public in both Mainland
China and Hong Kong.

A. Mainland Chinese tax implications for Hong Kong investors in Mainland Chinese
MRFs

Dividend and interest Gains derived from
income of the MRFs, and disposal of interests in
distributions by those MRFs (see note 1)
MRFs
All Hong Kong investors e Dividend and interest e Temporarily exempted
(including both income are subject to from applicable taxes,
individuals and income tax at the rate being enterprise
enterprises) of 10% or 7% income tax, individual
respectively, and such income tax and
tax is to be withheld by business tax

the payers of dividends
or interest to the MRFs

e Distributions by MRFs

are exempt from
income tax in China

B. Tax implications for Mainland investors in Hong Kong MRFs

The Mainland Chinese tax implications, as provided for in Circular 125, are summarized as
follows:



Distributions by MRFs Gains derived from

disposal of interests in

MRFs (see note 1)

Mainland individual e 20% Chinese individual e Gains derived during
investors income tax should be the period from 18
withheld (see note 2) December 2015 to 17
December 2018

temporarily exempted
from Chinese individual
income tax

e Business tax is
temporarily exempted

Mainland enterprise e No special tax treatment
investors

Notes:

1. Disposal includes redemptions.

2. 20% individual income tax shall be withheld by the agent of Hong Kong fund in Mainland for distributions
from Hong Kong funds to Mainland Chinese individual investors. The agent must be qualified by the CSRC to
act as a public fund manager or custodian, which means that the agent must be a Mainland public fund
manager or custodian.

Distributions from Hong Kong MRFs are generally not subject to tax in Hong Kong. Likewise,
with the exception of gains derived by Mainland Chinese corporate investors through their
permanent establishments in Hong Kong, gains from the disposal of interests in Hong Kong
MRFs are also generally not subject to Hong Kong tax.

Hong Kong investors in Mainland Chinese MRFs enjoy benefits similar to those in relation to
investors in QFIlls, RQFIIs and the Shanghai Hong Kong Stock Connect (see Deloitte global
financial service industry newsflash dated 17 November 2014). For investors wishing to invest
in Mainland Chinese interest bearing securities, however, investing through a Mainland
Chinese MRF assures the application of a 7% tax rate on interest paid on those securities.

The MREF initiative is another major breakthrough in opening up Hong Kong and Mainland's
fund markets. It represents the Chinese government's commitment to further open up Chinese
capital market and continue to offer mutual market access, after the launch of
QFII/RQFII/Shanghai Hong Kong Stock Connect. Clarifying the Mainland Chinese tax treatment
of investors who invest in MRFs provides certainty, and is welcomed.
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