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China alert

Tax and regulatory developments

TAX

Qualified Foreign Institutional Investors subject to withholding tax of
10 percent on PRC-sourced dividend and interest income

In Brief

e Circular 47 clarifies that according to the new Corporate Income Tax (CIT), Qualified Foreign
Institutional Investors (QFlls) will be subject to Withholding Tax (WHT) at a rate of 10 percent
on their PRC-sourced dividend and interest income upon payment or upon accrual of interest by

PRC resident enterprises.

e Circular 47 is silent on the CIT treatment of PRC-sourced gains derived by QFlls from the
disposal of A-shares or other investments.

Relevant regulation
discussed Iin this issue:

Notice on Withholding Tax
treatment for PRC-sourced
dividend, profit distribution,
interest income derived by
Qualified Foreign Institutional
Investor, Guoshuihan [2009] No.
47, issued by the State
Administration of Taxation on 23
January 2009 (Circular 47)

AUDIT = TAX = ADVISORY

Background

The old Foreign Enterprise Income Tax (FEIT) regime did not specifically
address FEIT treatments for QFlls. Caishui [2005] No. 155 exempts
PRC Business Tax on QFlls’ gains derived from the disposal of A-shares
or other investments. We understand that before 1 January 2008, in
practice, QFlls did not proactively pay any PRC tax.

According to new CIT Law and the Implementation Rules, a non-
resident enterprise is subject to WHT at 10 percent on its PRC-sourced
dividend and interest income that are not effectively connected with
any establishment or place of business in the PRC.

Contents of Circular 47

Circular 47 clarifies that, according to the new CIT Law and the
Implementation Rules, WHT shall be levied at a rate of 10 percent on
QFlls" PRC-sourced dividend and interest income upon payment or
accrual of interest by PRC resident enterprises.

An eligible QFII may apply to the PRC tax authority for the relevant tax
treaty relief. Upon approval from the PRC tax authority, QFlls can enjoy
the preferential treatment as provided in the relevant tax treaty, e.g. a
WHT rate of lower than 10 percent, which may result in a tax refund.
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