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FAQs on NDRC’s Measures on Outbound Investment

Following the State Council’s “Regulations on Outbound Investment™ (“ODI™) Mainland China/Hong Kong Property
published in June (more). the NDRC released a draft of the revised “Measures on & Conglomerates

Outbound Investment” (first published in 2017) by expanding the scope to cover Karl Chan A¢
individuals. We view this largely as a follow-up that provides more granular (852) 2800-8513
implementation details, but it has heightened investor concerns that 1IK home karl.chan@jpmorgan.com
purchases already tall withinscope given the explicitreference to “land-use nghts™ Venus Choi

in the draft. We set out six FAQs below. but in short: (1) “real estate”™ has always (852) 2800-8599

been within scope, hul this ‘(_\'pn:ull_\' refers to real gslulc :’m"esmm‘u; It remains :e;u;;h:;@émﬁx(ﬁg Pacific) Limited/ J.P.
unclear whether individuals™ home purchases—particularly for self-use—would Morgan Broking (Hong Kong) Limited

be captured: (2) even if individual purchases are deemed 1n scope. we see limited
reason for the NDRC to reject self-use home purchases: for small-scale
investments. we would also expect them to be permissible where tilings are made
and relevant taxes are paid (¢.g.. 20% onrental income and capital gains): (3) Our
key concern is actually not “capital outflow controls™ or “property-related
global taxation™ per se, but uncertainty around the degree of retroactivity for
broader global taxation on other foreign-earned income. which could
materially impact affordability for Mainland Chinese who intend to a buy a home
in HK. This overhang, together with rate hike concerns, may lead to more cautious
sentiment in the housing market in the near-term. Against this backdrop, we prefer
landlords over developers. Our top picks are Swire Prop. Link REIT, Wharf
REIC & Hongkong Land.

«  What's new? On 21 August, China’s National Development & Reform
Commission (NDRC:, %0 %) published a draft of the revised “Management
Measures on Quthound Investment”™ (X9 ZT ML original
document in Chinese). which was ongmally 1ssued in 2017, for public
consultation until 20 September. This 1s a follow-up after the State Council
proposed the framework for “Regulations on Outbound Investment (|5 7 b
X TR CERIHLTE) on 1 June (report). Compared to the original NDRC
measures issued i 2017, the major amendments mclude: (1) expanding the
scope to include “resident individuals™ (1.e.. following the direction set by the
State Council): (2) defining overseas reinvestment (57 %} F4% ¥5) as a form of
outbound investment. (3) adding special provisions exempting securities
investments conducted through QDII schemes / Southbound Stock Connect /
Cross-boundary Wealth Management Connect etc. from the measures. The
revised measures also introduced a tighter filing framework on all ottshore re-
investments (prior: >US$300 million) and major adverse events. Please refer
to Table 1 for a detailed comparison.

6 FAQs from Investors

Q1) Is*“real estate” a new addition to the scope of ODI? Not exactly. While
“acquiring ovwnership, land-use rights. or other interests in overseas land’
(CIRTHE AL LT AL, (EHACFRZET) 1s mentioned in the scope of
outbound investment in the revised NDRC measures(while it was not specified
in the State Council’s framework published on | June). it was already
mentioned in the original NDRC regulations in 2017 (original 2017 version in
Chinese). Moreover, according to the official list of “sensitive industries for
outbound investment” (JEFMHETTEURITIE) published in 2018 (original
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document), “real estate” (/5 17 ) is already within the scope. Therefore, the tact that real
estate is within the scope of ODI is not a new change per se.

s Q2)“Residentindividuals™ are newly added to the revised measures. Does this mean
all individual Mainland Chinese tax residents need to get NDRC approval when
buying properties in Hong Kong? This is nottotally clear from the proposed measures.
and thus this remains a gray area, in our view, While real estate 1s indeed within scope.,
typically thisrefers to real estate investment (e g. a Mainland Chinese company investing
in aresidential or commercial project ina foreign jurisdiction). Forexample. for Alibaba
to acquire floors of One Causeway Bay. an office building in Hong Kong. even as an
owner-occupier, this requires NDRC approval. However, it 1s not entirely clear whether
individuals® home purchases for selt-use are considered “outbound investment”
(especially those who already reside in Hong Kong). We tend to believe home purchases
for self=use should not be within the scope. but there 1s no clarification from the
authorities. and thus this may remain an overhang,

= Q3)Let’s just assume (for now) individual Mainland Chinese homebuyers are really
required to get NDRC approval when buying homes in HK (the worst-case
scenario), what are the implications? First, at the very least this means the Chinese
authorities are not banning Mainland Chinese {rom buying property in Hong Kong.
However, as a recap. the current cross-boundary remittance framework—capped
at USS50,000/person per year (Table 5) from Mainland China to HIK—already
does not permit “buying homes™ as a valid remittance purpose (as such, this 1s non-
complianteven before the revisions of the measures). Under the existing rules, Mainland
Chinese buyers are allowed to buy HK properties as long as the {und sources are outside
of Mainland China (e g. salary income or dividends received in Hong Kong), Evenifthe
latest NDRC rules require pre-approval, we do not see why NDRC may rejectitifitis
for selt-use (especially for those who live in Hong Kong), unless the fund sources may
be found to be illegitimate. As for those who buy for investment (e.g. carning rental
income), 1f there 1s proper filing & payment of relevant taxes, we also do not see why
NDRC may disapprove. [HHowever, the additional administrative procedures could indeed
deter some potential homebuvers.

» Q4) On the opposite side, if we assume individual Mainland Chinese end up nor
needing NDRC approval to buy properties in HK, does that mean all problems are
gone? Not reallv. Evenunder this scenario, all Mainland Chinese taxpavers (even those
who reside in 1K but sull mamntain a lkon in a Mainland Chinese citv) are theoretically
speaking still subject to the relevant taxes: (1) 20% on rental income tax (but in Hong
Kong, rental income 1s already subject to 15% property tax. and under the principle of no
double taxation, in theory the additional tax rate 1s 5%, which 1s manageable): (2) 20%
on capital gains tax (currently not implemented in Hong Kong, and thus this would make
holding HK properties less financially attractive for aMainland Chinese person, although
at the very least this 1s not a stamp duty that Mainland Chinese must pay regardless of
profit: the tax isonly pavable ifthere isa profit). The rules have been around fora while,
and thus are not new. The question is whether they will be strictly enforced. In fact.
we alreadv see that the authorities would like to strictly enforce these 20% taxes on
offshore trusts owned by Mainland Chinese. as per the official notice published on 24 July
(more from our previous report). For now, the authorities appear to target ultra-high net
worth individuals only. but of course we cannot rule out whether taxation for individuals
will also be scrutimized.

* Q5) Does that mean CRS may include real estate soon? Currently. the Common
Reporting Standard (CRS) does not cover real estate, but we think eventually it may be
included, although implementation may take a long time. However. even it inclusion 1s
not vet imminent. theoretically speaking Mainland Chinese tax residents are still required
to file their overseas real estale assets with the Mainland Chinese tax authorities.
Moreover, 1t the tax authorities are serious about enforcement, technically speaking
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tracing back the home ownership in Hong Kong should not be entirely impossible (but
indeed it could be harder for jurisdictions other than Hong Kong).

s 06) What is our biggest concern? While investors are mostly worried about either
“capital outflow control™ or “property-related global taxation for Mainland Chinese™,
these two are not exactly our biggest concerns. For “capital outflow control”, although
the headline “Mainland Chinese homebuyers™ in HK account for 29/37% (by volume/
value) (Figure 3) (based on Mandarin pinvin of last name), we believe the majority are
those who reside in Hong Kong with genuine home demand. We estimate that non-HK-
based Mainland Chinese homebuyers account for 5-10% by volume, or 10-15% by value
(Table 4). As tor global taxation (on property-related taxes). even if this is strictly
entorced. property-related taxes may not significantly affect the appetite of Mainland
Chinese homebuvers who have genuine housing needs in HK ., especially as the 20%
capital gains tax s only applicable when they make a profit. For a Mainland Chinese
person who buys for selt-use and does not resell. theoretically there is no additional
taxation. In our view, our biggest worry is the uncertainty about the degree of
retroactivity of global taxation for individuals, which has implications bevond
property-related taxes, as theoretically it includes all other types of income (e g. salaries)
carned outside of Mamnland China. Currently there 1s no explicit mention of retroactivity
n the event of non-complhiance, but it we take reterence to the taxation on offshore trusts
(report). it states that “unpaid taxes on assets placed in trusts since January 2023, and
on trust income received before 2026. must be settled within 90 davs to avoid penalties
Jor late payment”_and thus a 3-ycar period seems to be the potential time frame. However.
the exact implementation rules remamn a question mark. In the worst-case scenario (say
the retroactivity covers unpaid taxes for the past 20 vears). this may significnatly atfect
the savings & cash flows of Mainland Chinese individuals who reside in Hong Kong, and
thus affect their affordability. We estimate that Mamland Chinese residents who have
resided in HK tor <7 years (1.¢.. not vet ehgible for HKSAR passport) amount to 200-
400K (2-5% of HK population). Another concern we have is the potential lack of
clarification or clear rules about Mainland Chinese buying properties in HK (which
1s possible as the ODI rules do not appear to aim at cracking down on Mainland Chinese
home purchases inHK). If there ends up to be some clarification,itcould be a clearing
event for investors. If there isn’t, then this may remain an overhang for a while.
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NDRC’s Management Measures on
Outbound Investment (X3 A EIRHE)

Table 1: Comparison of the original 2017 measures and the proposed measures {Part 1 out of 3)

Area Original 2017 rules 202 consultation draft
1 Tite Titled Administrative Measures for E ise Outt i R | Administrative M for Outbound
investment "1k Ul A5 152 21 W IR & and primarily Investment "1 5t 12 ST A & The proposed
qulates projects undertaken by - pi &+ (k reguiates i more broady.
2 Scope of investors |Applies principally to domestic enterprises. " expressly nclude : other
'gani and resident i
“mesE Ul - HitEQHERT A" in Mainland
China
3 Direct and indirect Covers i by a o b prise directly o through Cowers i quiring interests directly or
an overseas enterprise under its control. indirectly, and expres sly states thal i
(~t# 5 B 12 517} constitules outbound invesiment
4 0O Defini and ment les mainly refer to Adds refs to other
enterprses and assels. (“H it 4A£7%) as wel as enterprises and assets
5 Dataasani Chil i amount includes cumency, securities, Expressly ards data to the assets and nghts counted toward
physical assets, lechnology. intellectual property, equity, debt.  the Chinese invesiment amount.
bnancing and
6 -over-form principl Mo express ching principle. Adds that the ion of i hound
control and Chinese investment amount shall follbw the
ponciple of substance over form |*SCHAE TR ).
7 Investor responsibilities E ntegnty, of mpraper competiion, E exphort obligabons covenng i enal
pralection of employees, respect for local customs. social peactices, local customs. business ethics, fir competbon,
ponsibilty and enve a pr ion. social responsibility, national image, ecological protecton,
‘workers nights, nabonal security, nalional interests and public
interests.
B Mandatory online filing Invesiors may use the oning system to complete Investors shall use the onling systam. subyect 1 exceptions for
approvalfiing and reporbing procedures. stale secrets or matlers unsutable for onlne submssion.
9 0 P |A report is required only for a large non-sensitive project.  Any non-sensifive investment must be reponed 20 working
defined as Chinese mvesiment of >US$300 million. days before implementation. The requirement also covers
round-tnp invesiment into Mainland China through conlrdied
overseas enbibes.
10 Filing by resident individuals Mo filing authonty is designated. For ressdent indwduals. the fling authonty would be the

prowncial development and reform department at the
invesior's registered domicile or habital resdence.

Source: Nabonal Development and Reform Commission (NDRC)
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Table 2: Comparison of the original 2017 measures and the proposed measures {Part 2 out of 3)

Area

Original 2017 rules

20% ion draft

1

12

13

14

15

16

17

18

19

OQutbound-investment security
review

Mational-interes! and national-secunty 1 ions form par

of approval and enforcement, bul no detinet securtyreview
rovision is induded.

New

Filing review and assessment

activity rep

Completion and termination
reports

Superveion s d through online
inter views. wiillen inquines and spot checks.

Projects subpect to approval or filng must submil a completion
report within 20 working days after completion.

are de for the truthful legdity and
ek of submitted .

Governance and internal controls

C: may prepare approval appications.

Major adverse event

Anrual reporting

Major ies, signifi o damage
lo China's diplomatc raabons must be reported withn five
jworking days after occumence.

Mo general annual cutbound-investment report.

a specibc i secunty review
(518 A% & W) for mvestments and related ransfars
of dsposals of assets and nterests thal affect or may affect
national security

Added regulalory interviews, waming letters, order s o rechfy,
peniodic reporing orders, required adpsiments ko investment
plans, and onders (0 deder nvesiment or relaed activiies

The filing penod may be extended by up Lo seven working
days for complex cases or inlerdeparimenta consultation:
assessment ime 1s excluded.

Investments must be reported at least 10 working days
before important praliminary work if Chinese invesiment is
al least USS100 milion or the investment concems China's
dplomatic redations with analher country.

Investments within the approval filing or overseas-
resnyesiment reparling scope must submit a complebon or
termination repor wilhin 10 working days.

Reports must be true, accurate, complete and timely
Investors must promptly supplement of cormect unreponed,
incorrecly reported of omitted information

Professional institutions must comply with laws and
mrolessional standards, perform ther dubies diligently, and
avoud conceament, false records, misleading statements and
malenal omissions. Breaches may be relerred 1o the rdevant
regulator for action

Investors and contr dlled overseas enterprises must mpr ove
govemance and establish systems (eq compliant operations,
intemal controls, safe production and emergency response
i)

Arepor must be itted i iately the penod
inwhich the investment and resulbng assetshnterests remam
in exislence. New tnggers nclude foreign demands for
technology or dats, and foreign demands to fransfer or
dispose of i elated assets or i

Investors must submit an annual repor by 31 March covering
outbound-nvestment information as of the end of the
precedng year.

Source: National Development and Reform Commission (NDRC)
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Table 3: Comparison of the original 2017 measures and the proposed measures {Part 3 out of 3)

Area

20% ion draft

Original 2017 rules

]

F ion from

foreign measures

Government response to foreign
restrictions

Quantified financial penalties

Temporary investment bans

Reporting breaches

Financial institutions

Overseas financial-market
investments.

Authorities may ssue risk alens

Focus on sensiive ivestments and walalions of laws, polices,
resties and nabonaksecurty requirements.

If annual reports show discriminatory or unreasonable foresgn
measures, the NDRC may, at the investor's request, resirict
the relevant foresgn party's Mainland investment, restrict

d h NS of Coop with that party. o take
other feasible prolective measures,

The NDRC may take comesponding measures where 3
country, fegion of intemational organizalion adopls
dscriminatory prohititions, restrictions or similar measures
agamnst China in i i

and business

Adds a spacific oflance for investing in cuthound activilies.
prohibeted by the Stale. Auhonbes may order the nvestment
o stop, require disposal of shares or assets, conkscale ilegal
gains and impose Bnes

Warnings, rectiication orders. suspension or lerminabon of
proyects, remedial measures and polential criminal liabiliry

Failure to submit required reports may result n an orger to
rectily and, in sefious or uncorecied Cases, a waming.

Financial insitutions may be penalzed for financing or
aranteeing an approvaliing project lacking the required
approval o filing.

¥ P (e.g fadure b
ppr g or submi of fase or led informati
may atfract a fine of 1%-$% of Chinesa investment. refusal to
rechly may attracl $%-10%, plus penalties for responsible
indnadual)

Authoribes may refuse approvalfing applications for up to
thiee years of prohibit cutbound investment for 1-3 years
following specified violations Harmiul anti-compatitive conduct
may aso avact a 110 J-year ban.

Expands the reporting provisions covered and permits a
‘waming or publiciofficial criticism for serious or uncormecied
breaches.

Expands the provision to seftl . financing and g

for that have nat required approval,
filing or i porting

Investments through 0011 Southbound Stock Cannect, Cross-
boundary Wealth Management Connect and similar chamels
are generally exempt from approval filng and reporting,
unless the investor obtains control. or another NDRC-speciied
orcumstance anses.

Source: Nabonal Development and Reform Commission (NDRC)
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“‘Company buyers” in HK residential market

Figure 1: HK residential property transactions — % of company buyers
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Source: Midland.

. . 3 = . .
“Mainland Chinese buyers” in HK residential
market
Table 4: HK private residential market - % of buyers who are not holders of Hong Kong Identity
Card {HKID)

Individual buyers who are not HKID holders
Volume Value
(units) as % oftotal]l  (HKS$ bn) as % of total|
FY20/21 10 0.1% 11 0.2%
Fy21122 153 02% 1.6 0.2%
FY22/23 168 0.3% 16 0.4%
FY23124 700 16% 68 2.0%
FY24125 2997 5.5% 313 1.2%

Source: HK Inland Revenue Department.
Note: FY denotes HK government's fiscal year (year ending 31 March). For example. FY24/25 refers to the period from 2024 to 1Q25.
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Figure 2: HK private residential market - % of “Mainland Chinese" buyers with a last name in
Mandarin pinyin {by volume)
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Source: Centaline.

Note: "Mainland Chinese” is defined here using the Mandarin pinyin of the buyer’s last name and does not distinguish the buyer's current
residence of idenbty. As a resull, “Manland Chinese” who are residing in Hong Kong—as well as local Hong Kong residents with
Mandarin-pinyin lasl names—are also dassified as "Manland Chinese’ in this dataset.

Figure 3: HK private residential market - % of “Mainland Chinese" buyers with a last name in
Mandarin pinyin (by value)
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Source: Centaline.

Nole: “Manland Chinese’ is defined here using the Mandann pinyin of the buyer's last name and does not distinguish the buyer's current
residence or identity. As a result, “‘Mainland Chinese” who are residing in Hong Kong—as well as local Hong Kong residents with
Mandarin-pinyin last names—are also dassified as "Mainland Chinese’ in this dataset
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Table 5: Personal cross-boundary remittance regulations from Mainland China to Hong Kong SAR

Category Quota Details

Facilitative foreign ~ US$50,000 per person per year Directly conduct currency conversion at Mainland banks with identity
exchange document and remit cutside the Mainland.

arrangement

% C () A If a remitter prefiers not to use the quota / the conversion quota is

reached, remitler shall provide the bank with supporting documents for
verification of the use of funds (e.q. travel, study abroad, daily life, and

medical care )
Payment Connect Follow the facilitative foreign exchange Realtime and small-value cross-boundary remittances at participating
BREE amangement (US$50,000 per year) institutions in the Mainland

Withdraw cash using Annual limit of RMB100.000. and a daily limit of
debt/credit cards RMB10,000

issued in Mainland

Cross-border cash ~ Rmb 20,000 per person per trip; or USD 5,000 for
carrying foreign currency
Source: HKMA
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Valuation Summary

Table 6: Hong Kong Property & Conglomerates — Valuation summary

JPM Last Mkt PIE Yield | P/B Share price return
“'Stock  JPM  Price Close Cap ADV| 1FY 2Fy| 1FY| tFYl" T v,
Sempeny ... - Code Rating Target (HK$) USSB USSM| () ()| (%) (x)].. SD. 1M  YTD.  peak

Hong Kong Property & Conglomerates
Sun Hung Kai Properties  0016.HK ~ OW 13500 126.30 467 904| 159 151 31%| 06| 8% 5% 34% -15%

CK Asset 1M13HK  OW 5200 4732 211 296 138 132| 38%| 04| 3% 1% 24% -8%
Henderson Land 0012.HK N 2850 3018 186 31.7| 165 155| 42%| 04| 12% 10% 10% -13%
Sino Land 0083.HK N 1060 1081 132 123 212 231 54%| 06] 5% 1% 7% -19%
New World Development 0017 .HK N 680 710 23 48 - -1 00%] 01] 3% 7% -2% -88%
Wharf Holdings 0004.HK NC - 2082 81 101)| 166 138 28%| 04| 4% 9% -3% -32%
Kerry Properties 0683.HK NC - 1945 36 42) 144 66| 69%] 03] 3% 2% 0% -22%
Developers 159 155) 3.7%] 05] 7% 4% 23% -15%
Swire Properties 1972HK  OW  30.00 2526 186 91| 177 17.1] 48%| 05] 4% 12% 25% 4%
Hongkong Land (US$) HKLD.SI OW 1070 842 179 185| 353 317| 32%| 06 1% 9% 25% -5%
Link REIT 0823.HK OW 4300 3930 13.0 506| 157 156 64% 07| 1% 1% 17% -40%
Wharf REIC 1997 HK  OW 3570 3306 128 176 151 145 57%| 06| 2% 32% 38% -27T%

Hang Lung Properties 0101.HK OwW 1000 730 438 80| 121 15| 71%| 03] 2% 2% -10% -63%

Hysan 0014.HK NC 1699 22 51| 87 102 64%| 03] 0% -3% 6% -41%
Champion REIT 2778.HK NC - 227 18 06] 197 189] 50%| 04| 0% 1% 9% -48%
Fortune REIT 778.HK NC - 455 12 18] 157 159 74%| 04| 2% 0% 0% -32%
Landlords 206 194] 51%] 05] 1% 11% 21% -21%
Eong Kong Property (Overall) 17.7 168 4.3%| 05] 5% 7% 21% -18%
CK Hutchison 1THK OW 79.00 69.95 342 644 114 108 35%| 04| 0% -3% 35% -10%
Jardine Matheson (US$) JMSI  OW 9400 61.00 179 249| 104 99| 43%| 06| 1% -3% 8% -24%
MTR Corp 66.HK OW 3900 3368 268 241| 180 268)| 39%| 10| 3% 5% 16% -22%
Swire Pacific - A 19.HK NC - 10420 159 121] 108 101| 43%| 05] 1% 10% 71% -2%
Eong Kong Conglomerates 111 105| 3.7%| 05] 0% -3% 20% -15%

Source: Company data. Bloomberg Finance LF., J.P. Morgan estmates. Note: Companies marked “NC” are not under J.P. Morgan coverage, all estmales for such companies are based on consensus
estimates from Bloomberg Finance LFP. Pricing as of close of August 24, 2026.



