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New tax on Chinese stocks
for foreign investors
Prior to China’s tax reform of 2008, China had a relatively simple
and favourable tax regime for foreign investors to deal with B shares
and overseas-listed Chinese shares.
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New tax on Chinese stocks
for foreign investors
Prior to China’s tax reform of 2008, China had a relatively simple
and favourable tax regime for foreign investors to deal with B shares
and overseas-listed Chinese shares.

Basically, foreign institutional investors were exempt from
Chinese withholding tax (‘WHT’) in respect of dividends
payable from overseas-listed shares and B shares, as well as
capital gains arising from the sale of these shares.

Meanwhile, while there was no clear WHT exemption policy
for dividends and capital gains derived from A shares invested
in by Qualifying Foreign Institutional Investors, the Chinese
authorities did not collect any WHT.

The corporate income tax law effective from 1 January 2008
significantly changed the taxation regime in relation to the
taxation of Chinese listed shares. The broad guiding principle
of the regime is that any preferential tax policy is abolished
unless specifically re-enacted in the regime. As a result there
were concerns that the favourable taxation treatment would
not survive.

In August 2008 institutional investors started to feel the
negative impact of the new laws when various Chinese
companies disclosed that a 10% WHT would be deducted
from dividend distributions to corporate shareholders.
Thereafter other Chinese listed companies started to withhold
income tax at 10% from dividends paid to foreign investors’
holdings of A shares.

Subsequently Beijing released two tax rulings clarifying the
position. The second of these confirmed that WHT at 10%
should be withheld from dividends paid to overseas investors. 

These rulings also allow overseas investors who are eligible
for a preferential tax treaty rate to apply for a refund of the
overpayment. So far no detailed information on the
application procedures for treaty benefits has been published
by the tax authorities.
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In reality the tax authorities have been
considering this issue and, in particular, the
practical difficulties in enforcing the reporting
and settling of withholding tax on capital gains
derived from the disposal of overseas-listed
Chinese shares by overseas tax payers.

The tax rulings were silent on the position in relation to
capital gains. 

In reality the tax authorities have been considering this issue
and, in particular, the practical difficulties in enforcing the
reporting and settling of withholding tax on capital gains
derived from the disposal of overseas-listed Chinese shares
by overseas tax payers. These difficulties arise because the
shares are traded outside of mainland China. Hopefully they
will shortly resolve the uncertainty and introduce a simple
and favourable tax regime to support China’s continued
capital growth.
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