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DOING BUSINESS IN HONG KONG 2020
INTRODUCTION
This publication has been prepared by the International Bureau of Fiscal Documen-
tation (IBFD) for BDO, its clients and prospective clients. Its aim is to provide the 
essential background information on the taxation aspects of setting up and running a 
business in this country. It is of use to anyone who is thinking of establishing a busi-
ness in this country as a separate entity, as a branch of a foreign company or as a 
subsidiary of an existing foreign company. It also covers the essential background tax 
information for individuals considering coming to work or live permanently in this 
country.

This publication covers the most common forms of business entity and the taxation 
aspects of running or working for such a business. For individual taxpayers, the 
important taxes to which individuals are likely to be subject are dealt with in some 
detail. We have endeavoured to include the most important issues, but it is not fea-
sible to discuss every subject in comprehensive detail within this format. If you 
would like to know more, please contact the BDO firm(s) with which you normally 
deal. Your adviser will be able to provide you with information on any further issues 
and on the impact of any legislation and developments subsequent to the date men-
tioned at the heading of each chapter.

About BDO

BDO is a global organisation of independent public accounting, tax and advisory 
firms which perform professional services under the name of BDO. The global fee 
income of BDO firms, including the members of their exclusive alliances, was 
US$9.6 billion in 2019. These firms have representation in 167 countries and ter-
ritories, with over 88,000 people working out of 1,617 offices worldwide.

BDO’s brand promise is to be the leader for exceptional client service and when 
you choose to work with BDO you quickly discover what makes our service offer-
ing stand out. BDO offers a comprehensive collection of high quality tax services 
and assets designed to support exceptional performance, and all our tax engage-
ments benefit from the hands-on involvement of experienced professionals, 
backed by world-class resources. BDO people embrace technology and combine 
their expertise in this area with the unique relationship-driven and responsive 
skills we have as human beings to create truly memorable and valuable experi-
ences for our clients. Your advisers are both fit for the future and are agile 
enough to handle the biggest and the smallest names in the industries we serve.

We work hard to understand our clients’ businesses and ensure that we match 
both our service offering and our people to their complex individual needs. We 
believe that providing our clients with access to experienced professionals who 
are actively engaged in addressing their tax and business issues is the most reli-
able way to provide exceptional service, always with a strong focus on trust and 
transparency.

Regardless of your location, size or international ambitions we can provide effec-
tive support as you expand into new areas of the world. In an ever-evolving eco-
nomic environment, businesses need a global organisation that provides 
exceptional, bespoke service combined with local knowledge and expertise. BDO 
is uniquely positioned to serve this demand, providing effective support and a 
truly global integrated global footprint.
3





 DOING BUSINESS IN HONG KONG 2020
TABLE OF CONTENTS

CORPORATE TAXATION .......................................................................... 9

INTRODUCTION ...................................................................................... 9

1. CORPORATE INCOME TAX ..................................................................... 9
1.1. TYPE OF TAX SYSTEM ....................................................................... 9
1.2. TAXABLE PERSONS .......................................................................... 9

1.2.1. Residence ......................................................................... 9
1.3. TAXABLE INCOME ............................................................................ 10

1.3.1. General ............................................................................ 10
1.3.2. Exempt income ................................................................... 11
1.3.3. Deductions ........................................................................ 11
1.3.4. Depreciation and amortization ................................................ 12
1.3.5. Reserves and provisions ........................................................ 13

1.4. CAPITAL GAINS .............................................................................. 13
1.5. LOSSES ..................................................................................... 13

1.5.1. Ordinary losses ................................................................... 13
1.5.2. Capital losses ..................................................................... 13

1.6. RATES ...................................................................................... 14
1.6.1. Income and capital gains ....................................................... 14
1.6.2. Withholding taxes on domestic payments ................................... 14

1.7. INCENTIVES ................................................................................. 14
1.8. ADMINISTRATION ............................................................................ 15

1.8.1. Taxable period ................................................................... 15
1.8.2. Tax returns and assessment ................................................... 15
1.8.3. Payment of tax ................................................................... 16
1.8.4. Rulings ............................................................................. 16

2. TRANSACTIONS BETWEEN RESIDENT COMPANIES ......................................... 17
2.1. GROUP TREATMENT ......................................................................... 17
2.2. INTERCOMPANY DIVIDENDS ................................................................... 17

3. OTHER TAXES ON INCOME .................................................................... 17
3.1. PROPERTY TAX .............................................................................. 17
3.2. CONSIGNMENT TAX .......................................................................... 18

4. TAXES ON PAYROLL ............................................................................ 18
4.1. PAYROLL TAX ............................................................................... 18
4.2. SOCIAL SECURITY CONTRIBUTIONS ........................................................... 18

5. TAXES ON CAPITAL ............................................................................. 18
5.1. NET WORTH TAX ............................................................................ 18
5.2. REAL ESTATE TAX ........................................................................... 19
5.3. OTHER TAXES ............................................................................... 19

5.3.1. Business registration fee and levy of business registration certificate 19
5.3.2. Major service fees charged by the Companies Registry ................... 20
5.3.3. Annual registration fees ........................................................ 20

6. INTERNATIONAL ASPECTS ..................................................................... 21
6.1. RESIDENT COMPANIES ....................................................................... 21

6.1.1. Foreign income and capital gains ............................................. 21
6.1.2. Foreign losses .................................................................... 21
6.1.3. Foreign capital ................................................................... 21
6.1.4. Double taxation relief .......................................................... 21

6.2. NON-RESIDENT COMPANIES .................................................................. 22
6.2.1. Taxes on income and capital gains ........................................... 22
6.2.2. Taxes on capital ................................................................. 22
6.2.3. Administration ................................................................... 22
5



DOING BUSINESS IN HONG KONG 2020 TABLE OF CONTENTS
6.3. WITHHOLDING TAXES ON PAYMENTS TO NON-RESIDENT COMPANIES ........................... 23
6.3.1. Dividends .......................................................................... 23
6.3.2. Interest ............................................................................ 23
6.3.3. Royalties .......................................................................... 23
6.3.4. Other .............................................................................. 23
6.3.5. Withholding tax rates chart ................................................... 23

7. ANTI-AVOIDANCE ............................................................................... 26
7.1. GENERAL ................................................................................... 26
7.2. TRANSFER PRICING .......................................................................... 28
7.3. THIN CAPITALIZATION ....................................................................... 29
7.4. CONTROLLED FOREIGN COMPANY ............................................................ 29

8. VALUE ADDED TAX ............................................................................. 30
8.1. GENERAL ................................................................................... 30
8.2. TAXABLE PERSONS .......................................................................... 30
8.3. TAXABLE EVENTS ............................................................................ 30
8.4. TAXABLE AMOUNT ........................................................................... 30
8.5. RATES ...................................................................................... 30
8.6. EXEMPTIONS ................................................................................ 30
8.7. NON-RESIDENTS ............................................................................. 30

9. MISCELLANEOUS TAXES ....................................................................... 30
9.1. CAPITAL DUTY .............................................................................. 30
9.2. TRANSFER TAX .............................................................................. 30

9.2.1. Immovable property ............................................................ 30
9.2.2. Transfer of shares ............................................................... 30

9.3. STAMP DUTY ................................................................................ 30
9.3.1. Lease of immovable property ................................................. 30
9.3.2. Sale or transfer of immovable property ..................................... 31

9.3.2.1. Special stamp duty ................................................. 32
9.3.2.2. Buyer’s stamp duty ................................................ 33

9.3.3. Transfer of Hong Kong stock ................................................... 33
9.3.4. Exemptions ....................................................................... 34

9.4. CUSTOMS DUTY ............................................................................. 34
9.5. EXCISE DUTY ................................................................................ 34
9.6. OTHER TAXES ............................................................................... 34

9.6.1. Betting duty ...................................................................... 34
9.6.2. Hotel accommodation tax ...................................................... 34

INDIVIDUAL TAXATION ........................................................................... 35

INTRODUCTION ...................................................................................... 35

1. INDIVIDUAL INCOME TAX ...................................................................... 35
1.1. TAXABLE PERSONS .......................................................................... 35
1.2. TAXABLE INCOME ............................................................................ 35

1.2.1. General ............................................................................ 35
1.2.2. Exempt income ................................................................... 36

1.3. EMPLOYMENT INCOME ....................................................................... 37
1.3.1. Salary .............................................................................. 37
1.3.2. Benefits in kind .................................................................. 38
1.3.3. Pension income .................................................................. 38
1.3.4. Directors’ remuneration ....................................................... 38

1.4. BUSINESS AND PROFESSIONAL INCOME ....................................................... 38
1.5. INVESTMENT INCOME ........................................................................ 38
1.6. CAPITAL GAINS .............................................................................. 39
6



TABLE OF CONTENTS DOING BUSINESS IN HONG KONG 2020
1.7. PERSONAL DEDUCTIONS, ALLOWANCES AND CREDITS ......................................... 39
1.7.1. Deductions ........................................................................ 39
1.7.2. Allowances ........................................................................ 40
1.7.3. Credits ............................................................................ 40

1.8. LOSSES ..................................................................................... 40
1.9. RATES ...................................................................................... 41

1.9.1. Income and capital gains ....................................................... 41
1.9.2. Withholding taxes ............................................................... 42

1.10. ADMINISTRATION ............................................................................ 42
1.10.1. Taxable period ................................................................... 42
1.10.2. Tax returns and assessment ................................................... 42
1.10.3. Payment of tax ................................................................... 42
1.10.4. Rulings ............................................................................. 43

2. OTHER TAXES ON INCOME .................................................................... 43
2.1. PROPERTY TAX .............................................................................. 43

3. SOCIAL SECURITY CONTRIBUTIONS .......................................................... 44

4. TAXES ON CAPITAL ............................................................................. 44
4.1. NET WEALTH TAX ........................................................................... 44
4.2. REAL ESTATE TAX ........................................................................... 44
4.3. OTHER TAXES ............................................................................... 44

5. INHERITANCE AND GIFT TAXES ............................................................... 45
5.1. TAXABLE PERSONS .......................................................................... 45
5.2. TAXABLE BASE .............................................................................. 45
5.3. PERSONAL ALLOWANCES ..................................................................... 45
5.4. RATES ...................................................................................... 45
5.5. DOUBLE TAXATION RELIEF ................................................................... 45

6. INTERNATIONAL ASPECTS ..................................................................... 45
6.1. RESIDENT INDIVIDUALS ...................................................................... 45

6.1.1. Foreign income and capital gains ............................................. 45
6.1.2. Foreign capital ................................................................... 45
6.1.3. Double taxation relief .......................................................... 45

6.2. EXPATRIATE INDIVIDUALS .................................................................... 45
6.2.1. Inward expatriates .............................................................. 45
6.2.2. Outward expatriates ............................................................ 46

6.3. NON-RESIDENT INDIVIDUALS ................................................................. 46
6.3.1. Taxes on income and capital gains ........................................... 46
6.3.2. Taxes on capital ................................................................. 47
6.3.3. Inheritance and gift taxes ..................................................... 47
6.3.4. Administration ................................................................... 47

KEY FEATURES ..................................................................................... 49
7





CORPORATE TAXATION DOING BUSINESS IN HONG KONG 2020
HONG KONG
This chapter is based on information available up to 22 January 2020.

Introduction

Hong Kong is a Special Administrative Region of the People’s Republic of China and the 
territory is comprised of Hong Kong island, the Kowloon peninsula on the mainland, the 
area of the mainland to the north of Kowloon up to the Shenzhen river, which is the 
largest part of the New Territories, and over 200 islands (the largest of which is Lantau, 
which is also part of the New Territories).

Companies are subject to profits tax on profits arising from a trade, profession or busi-
ness. Income from immovable property is subject to property tax. There is no tax on 
capital gains, and no value added tax.

The law governing the imposition of income tax is the Inland Revenue Ordinance (IRO). 
The tax administration authority is the Inland Revenue Department (IRD).

Contributions to the Mandatory Provident Fund are required from employers in respect 
of their employees.

The currency is the Hong Kong dollar (HKD).

1. Corporate Income Tax

1.1. Type of tax system

Hong Kong operates a territorial system, whereby tax is imposed only on assessable 
income or profits arising in or derived from Hong Kong sources, or deemed as such.

Dividends are exempt from all taxes.

1.2. Taxable persons

Profits tax is levied on corporations, partnerships, trustees and bodies of persons car-
rying on any trade, profession or business in Hong Kong. Corporation means any 
company which is either incorporated or registered under any enactment or charter in 
force in the territory or elsewhere, but does not include a cooperative society or trade 
union.

The following persons or bodies are exempt or excluded from tax:

– charitable institutions or trusts of a public character, provided profits derived are 
applied solely for charitable purposes and are not expended substantially outside 
Hong Kong; and

– clubs, trade associations and similar institutions which receive from members at 
least half of gross receipts on revenue account, including entrance fees and sub-
scriptions.

This survey is restricted to Hong Kong-incorporated public companies and limited lia-
bility companies, as well as foreign-incorporated entities of a similar description, 
whether resident or non-resident. These entities will be referred to as companies.

Partnerships are separate taxable persons.

1.2.1. Residence

A company is resident in Hong Kong if central management and control is exercised in 
Hong Kong in the relevant year of assessment.
9



DOING BUSINESS IN HONG KONG 2020 CORPORATE TAXATION
However, since Hong Kong applies a territorial basis of assessment, liability to tax is 
determined not on residence status, but on the source of income. The residence status 
may be relevant in the application of tax arrangements with other countries or juris-
dictions.

1.3. Taxable income

1.3.1. General

Companies carrying on a trade, profession or business in Hong Kong are subject to 
profits tax on income arising in or derived from Hong Kong from that trade, profession 
or business. Since only profits arising in or derived from Hong Kong are taxable, the 
source of profits is an extremely important concept in tax law.

The question of whether a particular income has a source in Hong Kong is largely one of 
fact, and has been considered in many cases judicially, including Commissioner of 
Inland Revenue v. Hang Seng Bank Limited (1991) 1 AC 306, Commissioner of Inland 
Revenue v. HK-TVB International Limited (1992) 2 AC 397, Kwong Mile Services Limited 
v. CIR (2004) 3 HKLRD 168, Kim Eng Securities (Hong Kong) Limited v. CIR (2007) 2 
HKLRD 117, ING Baring Securities (Hong Kong) Limited v. CIR (2008) 1 HKLRD 412 and 
CIR v. Datatronic Limited (2009) 4 HKLRD 675.

No guidance is provided in the legislation, although certain profits, which may other-
wise be characterized as having a capital nature or having a source other than Hong 
Kong, are deemed to be receipts arising in or derived from Hong Kong and thus subject 
to profits tax. The main items include:

– sums received from the exhibition or use in Hong Kong of cinematograph or televi-
sion film or tape, any sound recording or any advertising material connected with 
such film, tape or recording;

– royalties received from the use or right to use in Hong Kong of a patent, design, 
trademark, copyright material, secret process or formula or other property of a 
similar nature;

– royalties for the use of, or for the right to use, most intellectual property outside 
Hong Kong if they are deductible in determining the taxable income of a person for 
Hong Kong profits tax purposes;

– grants, subsidies or similar financial assistance related to a trade, profession or 
business carried on in Hong Kong (other than sums in connection with capital 
expenditure to be made);

– sums received by way of hire, rental or similar charges for the use of or the right to 
use movable property in Hong Kong;

– interest from sources outside Hong Kong received by or accrued to a financial insti-
tution from carrying on a business in Hong Kong, and profits made by a financial 
institution from the sale or redemption on maturity of any certificate of deposit or 
bill of exchange;

– Hong Kong-source profits from the sale or redemption on maturity or presentation 
of a certificate of deposit or bill of exchange, except for individuals in a non-busi-
ness capacity; and

– sums received by a person in consideration for the transfer of a right to receive 
income from property.
10
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The IRD issued Departmental Interpretation and Practice Note 21 on Locality of Profits 
(DIPN 21) to further clarify the issue concerning the source of profits. The purpose of 
DIPN 21, last revised in December 2009, is to state what the IRD considers to be the 
general principles laid down by the Privy Council and the Court of Final Appeal in 
various cases, and provide specific examples applying those principles.

The taxable income for a year of assessment is determined by subtracting allowable 
deductions from profits.

1.3.2. Exempt income

The following are the main items of income that are excluded from profits tax:

– income arising or derived from outside Hong Kong;
– dividends;
– interest on Tax Reserve Certificates issued by the Commissioner of Inland Revenue;
– interest on a bond issued under the Loans Ordinance or the Loans (Government 

Bonds) Ordinance, and any profit on the sale or redemption of such bonds;
– income derived by a mutual fund, unit trust or similar investment scheme from a 

specified investment scheme;
– any profits of a trade, profession or business already charged in the name of 

another person. For example, a partner is not taxed on the share of partnership 
profits which have already been subject to tax;

– interest and trading profits derived from long-term debt instruments; and
– any profits from the sale of capital assets.

1.3.3. Deductions

As a general rule, deductions are allowed for outgoings and expenses to the extent to 
which they are incurred in the production of profits chargeable to tax for any period. 
Unless otherwise provided, expenditure must be of a revenue nature and not specifi-
cally non-allowable.

Deductible items include business expenditure, interest on funds borrowed (subject to 
certain conditions), rental of buildings or land, repairs, bad debts, replacement of rel-
atively inexpensive articles, expenditure on the registration of a trademark, design or 
patent, employers’ mandatory contributions to MPF schemes or recognized occupa-
tional retirement schemes, expenditure on research and development, payments for 
technical education, expenditure on acquisition of intellectual property rights (see
section 1.7.), capital expenditure on hotel/building refurbishment, expenditure on 
the provision of a prescribed fixed asset and expenditure on the provision of environ-
mental protection facilities (see section 4.2.).

Specifically prohibited deductions include domestic or private expenses, capital 
expenditure (except where tax depreciation is allowed), sums recoverable under an 
insurance or contract of indemnity, rent of or expenses relating to premises not occu-
pied or used for the purposes of producing profits, and taxes payable (except salaries 
tax paid for employees).

A transfer of certain allowable head office administrative expenses to a local branch or 
subsidiary is allowed to the extent to which the expenses were incurred in the produc-
tion of profits chargeable to tax. Expenditure not wholly and exclusively incurred in 
the production of profits should be apportioned on such a basis as is reasonable and 
appropriate in the circumstances of the case.
11
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Generally, dividends are not deductible. Royalties incurred in earning assessable 
income are deductible.

Interest is only deductible if it is incurred for the purposes of producing assessable 
profits and meets a number of specified conditions. A deduction is not allowed for 
interest paid to a non-financial institution if the recipient is not subject to tax in Hong 
Kong on the interest, nor for interest that arises from a loan secured by another loan or 
bank deposit of the borrower or its associates unless the interest from the other bank 
loan or deposit is subject to tax in Hong Kong. A deduction is also not allowed where 
there is an arrangement under which the interest will be paid, directly or indirectly, 
back to the borrower or its associates, unless the recipient is subject to tax in Hong 
Kong on the interest.

According to the Inland Revenue (Amendment) (No. 2) Ordinance 2016, under specified 
conditions, the interest payable on money borrowed by a corporation carrying on an 
intra-group financing business in Hong Kong is deductible in determining profits liable 
for profits tax on or after 1 April 2016. Departmental Interpretation and Practice Notes 
52 sets out the relevant provisions which enables the government to implement a new 
interest deduction rule for the intra-group financing business of corporations.

1.3.4. Depreciation and amortization

Industrial buildings and structures used in certain trades such as transport, dock, 
water and electricity undertakings, the manufacture, processing or storage of goods 
and trades carried on in mills, factories and in farming are granted an initial allowance 
of 20% of the capital expenditure in the year it is incurred. An annual allowance of 4% 
of the original capital expenditure is granted until the total expenditure is written off.

A commercial building which is not an industrial building but used for the purposes of 
a trade, profession or business qualifies for an annual allowance of 4% of the capital 
expenditure incurred on the construction of the building or structure. No initial allow-
ance is available.

Plant and machinery are granted an initial allowance of 60% of the capital expendi-
ture, and annual allowances of 10%, 20% or 30% depending on the type of plant and 
machinery.

An immediate 100% write-off is allowable for “prescribed fixed assets”, i.e. certain 
machinery or plant used specifically and directly for any manufacturing process, com-
puter hardware and software and computer systems. This write-off does not apply to a 
fixed asset in which any person holds rights as a lessee under a lease.

Capital expenditure on the renovation or refurbishment of business premises is 
deductible over a 5-year period in equal instalments, commencing in the year in which 
the expenditure is made.

Intangible assets (trademarks and designs) are not depreciable.

Anti-avoidance rules exist which deny depreciation allowances in the case of a sale and 
leaseback or of leveraged leasing arrangements.

Valuation of inventory
Inventory may be valued at the lower of cost or market value. The IRO does not specify 
methods of valuation, except for the valuation of trading stock upon the cessation of 
a business.
12
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However, the IRD has indicated via interpretation and practice notes that the accept-
able methods of valuation for tax purposes include adjusted selling price, current 
selling price less normal gross profit, net realizable value and replacement cost.

1.3.5. Reserves and provisions

Generally, deductions are allowed when the underlying expenses are incurred. Accord-
ingly, if the liability to make a payment is contingent at the closing of a year of assess-
ment, the reserves and provisions for that liability usually cannot be taken into 
account for tax purposes.

1.4. Capital gains

Capital gains are generally not taxable. However, profits tax may be charged on the 
profits of a speculative transaction if it is shown to be an adventure in the nature of 
trade.

Property trading is the most litigated issue in Hong Kong. Matters which will be con-
sidered when discerning the taxpayer’s intention are: his declared intention, his finan-
cial ability to hold the asset long term, the length of ownership, any work carried out 
on the property to improve its value, where the property has been kept vacant the 
steps taken to lease out the property or the reasons for not letting out the property, 
the rate of return obtained by leasing out as opposed to the return obtained from sell-
ing, whether the transaction was isolated or part of a series of transactions (although 
an isolated property transaction can also amount to an adventure in the nature of 
trade), and whether the reason for sale was because of an unexpected event which 
could not have been foreseen. The list is not exhaustive.

On 16 December 2016, IRD issued guidance on profits tax consequences of court-free 
company amalgamations. The guidance covers amalgamation with or without sale of 
assets of the amalgamating company, tax losses and profits tax return. Moreover, the 
guidance provides examples that illustrate the rules.

1.5. Losses

1.5.1. Ordinary losses

A loss is an excess of deductible expenditure over chargeable profits.

Subject to anti-avoidance rules, business losses can be carried forward indefinitely 
and without any restriction, and set off against future profits. Only losses arising in 
Hong Kong from the carrying on of a trade, profession or business in Hong Kong can be 
set off against chargeable profits.

Losses may not be carried back.

Specific rules apply to partnership losses.

1.5.2. Capital losses

Capital losses are not deductible.
13
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1.6. Rates

1.6.1. Income and capital gains

With effect from 1 April 2018, a two-tiered profits tax rates regime applies. The profits 
tax rate for the first HKD 2 million of corporate profits is 8.25%, while the standard 
profits tax rate of 16.5% remains for profits exceeding HKD 2 million. For unincorpo-
rated businesses, which mostly consist of partnerships and sole proprietorships, the 
tax rates are set at 7.5% and 15%, respectively.

A one-off reduction of 100% of the profits tax is granted for the year of assessment 
2018/19, subject to a maximum of HKD 20,000 per case.

There is no tax on capital gains derived from the disposal of shares. However, profits 
tax may be chargeable on the gains derived from the disposal of immovable properties, 
if the disposal is a speculative transaction that is shown to be an adventure in the 
nature of trade (see section 1.4.).

1.6.2. Withholding taxes on domestic payments

Generally, payments to other resident companies do not attract withholding tax.

See section 6.3. for withholding rates on payments to non-residents.

1.7. Incentives

Tax incentives include the following:

– as an incentive for investment in high-value manufacturing businesses, 100% write-
off for new expenditure on plant and machinery specifically related to manufac-
turing, and on computer hardware and software, which are owned by the end-
users;

– a 5-year write-off period for capital expenditure on the renovation or refurbish-
ment of business premises;

– tax concessions for gains derived from qualified debt instruments;
– concessionary tax rates for qualifying reinsurance companies;
– tax concessions for mutual funds and trusts;
– tax exemption for interest derived from any deposit accrued on or after 22 June 

1998, placed in Hong Kong with an authorized institution (not applicable to interest 
received by or accrued to a financial institution);

– a 100% deduction of capital expenditure on environment protection machinery and 
environment-friendly vehicles;

– a 100% profits tax deduction for capital expenditure incurred in relation to envi-
ronmental protection installations, where the expenditure is incurred in a year of 
assessment commencing on or after 1 April 2018;

– a 100% profits tax deduction for capital expenditure on environment-friendly vehi-
cles in the year of purchase, with effect from the year of assessment 2010/11;

– a tax concession for captive insurers, in the form of a 50% reduction of the profits 
tax on offshore risk insurance business, with effect from the year of assessment 
2013/14;

– Shanghai-Hong Kong Stock Connect was launched in November 2014 as a securities 
trading and clearing links programme, which aims to achieve a mutual market 
access between the Mainland and Hong Kong. Under Shanghai-Hong Kong Stock 
Connect, the Stock Exchange of Hong Kong Ltd (SEHK) and Shanghai Stock Exchange 
(SSE) established a mutual order routing connectivity and related technical infra-
14
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structure to enable qualified Mainland investors to trade eligible listed securities 
on the SEHK and vice versa;

– the concessionary profits tax rate at 8.25% for qualifying corporate treasury 
centres applies to relevant profits accrued on or after 1 April 2016;

– with effect from 1 April 2017, a qualifying aircraft lessor/manager is entitled to 
have its qualifying profits taxed at half of the corporate profits tax rate. In addi-
tion, a qualifying aircraft lessor is eligible for a tax base concession under which 
only 20% of the net lease rentals are assessed to compensate for their non-entitle-
ment to depreciation allowances on the aircraft;

– with effect from 1 April 2019, all funds operating in Hong Kong, regardless of their 
structure, location of central management and control, size or purpose, can enjoy 
profits tax exemption on their transactions in specified assets subject to certain 
conditions. A fund can also enjoy profits tax exemption on its investments in both 
overseas and local private companies;

– with effect from 1 April 2018, profit tax deductions for capital expenditure 
incurred by enterprises for the purchase of intellectual property rights, i.e. pat-
ents, know-how, copyrights, registered designs, registered trademarks, rights in 
layout design (topography) of integrated circuits, rights in plant varieties, and 
rights in performances; and

– enhanced profits tax deductions for certain expenditures incurred by enterprises 
on research and development activities carried out in Hong Kong.

The Director of Transportation and Housing proposed to introduce a favourable tax 
treatment of aircraft leasing at a meeting of the Legislative Committee. The Director 
is planning to submit an official proposal in April 2017 to the Legislative Committee 
introducing a special tax regime for offshore aircraft leasing which will contain provi-
sions with regard to a special tax rate, depreciation and anti-abuse measures.

1.8. Administration

1.8.1. Taxable period

The year of assessment normally starts on 1 April, but where the accounting year of a 
trade, profession or business does not end on 31 March, the IRD may allow profits to be 
assessed based on the accounting year ending during a year of assessment.

1.8.2. Tax returns and assessment

Tax authorities typically issue profits tax returns in early April and the completed 
returns should be submitted within the period stated in the notice (generally, one 
month from the date of the notice). An assessment will then be issued based on details 
disclosed in the return.

The IRD revised the Profits Tax Return 2014/15 on 1 April 2015. Item 3.7 of BIR 51 
(applicable to corporations) and Item 2.7 of BIR 52 (applicable to persons other than 
corporations) are introduced for taxpayers to confirm whether they claim debt treat-
ment for an arrangement for the year of assessment 2014-2015 as “an originator” or “a 
bond issuer”, respectively, of a specified alternative bond scheme. Additionally, Item 
7.7 is added to BIR 51 requiring corporations to confirm whether they are parties to a 
merger under the Companies Ordinance during the assessment year. Additionally, item 
7.7 is added to BIR 51 requiring corporations to confirm whether they are parties to a 
merger under the Companies Ordinance during the basis period.
15



DOING BUSINESS IN HONG KONG 2020 CORPORATE TAXATION
As an interim administrative measure, it is announced by the IRD on 28 January 2016 
that it will accept 2015/16 profits tax returns in which the assessable profits are com-
puted on a fair value basis.

Departmental Interpretation and Practice Notes 6 (revised on 28 November 2016) 
covers the provisions of the Inland Revenue Ordinance in relation to objections to the 
Commissioner, appeals to the Board of Review and appeals to the courts. These notes 
are issued for the information of taxpayers and their tax representatives to safeguard 
their right of objection against the assessment and the right to appeal to the tax 
authorities or the court. 

1.8.3. Payment of tax

While assessments are made on a current year basis, liability for profits tax is provi-
sionally determined on the basis of chargeable profits for the year preceding the year 
of assessment less allowable losses brought forward.

Provisional profits tax is payable in two instalments: 75% of the amount is payable on 
a normal due date specified on the notice of provisional assessment or the notice of 
assessment, and the remaining 25% approximately 3 months later.

An adjustment by way of a charge is made where provisional tax paid is less than the 
profits tax liability. Excess provisional tax paid may be applied to the provisional 
profits tax liability for the next year or refunded.

Provisional profits tax may be fully or partly held over in the following circumstances:

– the assessable profits for a year of assessment assessed to provisional profits tax 
are, or are likely to be, less than 90% of the assessable profits for the preceding 
year or of the estimated amount liable to provisional profits tax;

– a loss brought forward has not been taken into account or is incorrect;
– the taxpayer has ceased, or will cease before the end of the year of assessment, his 

trade, profession or business and the assessable profits for the year of assessment 
to be assessed to provisional profits tax are, or are likely to be, less than the assess-
able profits for the preceding year or of the estimated amount liable to provisional 
profits tax;

– the taxpayer has elected for personal assessment and this is likely to reduce his tax 
liability for the year of assessment; or

– the final assessment for the preceding year is under objection.

An application to hold over payment of the provisional tax must be made in writing at 
least 28 days before the due date for payment of provisional tax, or 14 days after the 
date of the notice for payment, whichever is later. If the due date for the first instal-
ment is missed, all or part of the second instalment may be held over.

The tax may be held over until the taxpayer is required to pay profits tax for the year 
of assessment.

1.8.4. Rulings

As of 1 April 1998, a taxpayer may apply to the Commissioner for an advance ruling on 
how a provision of the IRO would apply to him or to a particular business or arrange-
ment. The details of the application procedure are set out in DIPN 37.
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Taxpayers may apply for an advance ruling on the application of any provision in the 
IRO on the arrangement specified in the application. The matters that may be raised 
include:

– the source of profits;
– the source of the remuneration as deemed employment income;
– certainty of tax issues; and
– consistency in the application of the IRO.

Further, in the case of a court-free company amalgamation, if the tax losses available 
for setting off against profits of the merged company are large, the merging and 
merged company may consider applying for an advance ruling under section 88A of the 
IRO.

For the purpose of obtaining an advance ruling from the IRD, taxpayers are required to 
submit to the IRD a specified application form together with supporting documents and 
information. A ruling will only be given for a seriously contemplated arrangement, and 
not those that are hypothetical or merely in a planning stage. The applicant is respon-
sible for ensuring that the information provided is accurate and complete. The IRD has 
6 weeks to respond. In case additional information is required, the 6-week response 
period will commence on the date when complete information has been received by 
the IRD. The applicant is allowed to withdraw the ruling request in writing at any time 
before the ruling is made.

The IRD levies a fee of at least HKD 10,000 in respect of an application for a ruling.

A ruling made by the Commissioner, whether advantageous to the taxpayer or not, is 
final and will not be subject to objection or appeal.

In addition, the IRD regularly issues interpretation and practice notes and information 
pamphlets. Such notes and pamphlets are solely for the guidance of taxpayers and do 
not form a part of the law; they are not binding on the IRD.

2. Transactions between Resident Companies

2.1. Group treatment

There are no provisions for group assessment.

2.2. Intercompany dividends

Dividends are exempt from all taxes.

3. Other Taxes on Income

3.1. Property tax

Property tax is charged on the owners of land and/or buildings in Hong Kong, in respect 
of income derived from the property. The standard rate is 15% from the year of assess-
ment 2008/09 onwards (previously, 16%).

The assessable value is computed by reference to the actual consideration payable to 
the owner in respect of the right to use the property. Considerations included as part 
of the assessable value are rent, payments for the right to use the premises, lump-sum 
premiums, service charges, management fees paid to the owner, and the owner’s other 
expenditures borne by a tenant.
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The following deductions are available for property tax purposes:

– irrecoverable consideration, i.e. bad debts;
– rates paid by the owner; and
– a general allowance for repairs and outgoings equal to 20% of the assessable value 

of the property after deduction of any land rates paid.

Property tax is not charged on government and consular properties. A company subject 
to profits tax may apply for an exemption from property tax in respect of any property 
used by the company for producing the profits chargeable to profits tax.

Property tax is creditable against profits tax.

3.2. Consignment tax

Any person making sales on behalf of a non-resident is required to furnish to the Com-
missioner a quarterly return showing the gross proceeds of such sales and is required to 
remit 1% of the gross sale proceeds. The non-resident may produce accounts showing 
that profits tax liability is less than that levied for consignment tax, in which case the 
lesser amount is payable.

4. Taxes on Payroll

4.1. Payroll tax

There is no payroll tax.

4.2. Social security contributions

Employers are required to contribute 5% of employees’ salaries to the Mandatory Prov-
ident Fund (MPF). Contributions from employers are required in respect of employees 
earning monthly income of up to HKD 30,000, i.e. the maximum contribution is HKD 
1,500 per month or HKD 18,000 per year (from 1 June 2014).

The taxable income base includes wages, salaries, leave pay, fee, commission, bonus, 
gratuity, perquisite or allowance, but excludes housing allowance or housing benefits. 
It also does not include severance payments and long service payments.

Contributions are not required for limited categories of persons, including foreigners 
working in Hong Kong for a period of less than 13 months, or who are covered by over-
seas retirement schemes.

The employer’s mandatory and voluntary contributions to MPF schemes or MPF-
exempted recognized occupational retirement schemes are deductible for tax pur-
poses, subject to a limit of 15% of the employee’s total annual remuneration.

Employers are also required to take out an insurance policy to cover employees under 
the Employee Compensation Insurance scheme, against injuries or death from acci-
dents in the course of employment. The coverage of this insurance includes medical 
treatment and legal proceedings. The cost of this insurance is approximately HKD 500 
a year and is fully borne by the employer.

5. Taxes on Capital

5.1. Net worth tax

There is no net worth tax.
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5.2. Real estate tax

Property rates are levied as a tax on the occupation of property. Rates are based on the 
estimated annual letting value. The rateable value of all property in Hong Kong can be 
obtained from the Commissioner of Rating and Valuation. Rates are usually payable by 
the tenant of the property on a quarterly basis.

See section 3.1. for property tax on income from immovable property.

5.3. Other taxes

Unless specifically exempted, every person who carries on a business in Hong Kong 
must apply for business registration within 1 month from the date of commencement 
of business, and display a valid business registration certificate at the place of busi-
ness. If the registered items of the business have changed, the business operator has to 
notify the IRD in writing within 1 month of the change. The business registration cer-
tificate (or branch registration certificate) is issued by the IRD, and a business regis-
tration fee and levy is charged for the certificate to finance the Protection of Wages 
and Insolvency Fund. From 21 February 2011, the Companies Registry and the IRD 
jointly launched a one-stop company and business registration service, under which 
companies are only required to lodge one single application with the Registry for both 
company and business registration. The Registry will process the simultaneous business 
registration applications and notify IRD of changes to relevant company particulars. 
The one-stop service applies only to companies.

There are two types of certificates: a 1-year certificate and a 3-year certificate. The 
fees and levy payable in respect of a certificate depend on the commencement date of 
the registration certificate. Except for the first registration certificate of local com-
panies falling within the one-stop registration regime, the amount payable under a 
certificate depends on the commencement date of the registration certificate. For a 
new business, the commencement date of its first registration certificate is its date of 
commencement of business, and for a company incorporated in Hong Kong, the com-
mencement date of its first business registration certificate is its date of incorporation 
(regardless of whether or not a business is carried on).

For local companies falling within the one-stop registration regime, the amount 
payable for the first registration certificate depends on the date of submission of the 
related incorporation application to the Companies Registry, and the commencement 
date of the registration certificate is the date of incorporation. For renewal of certif-
icates, the amount payable is determined by reference to the commencement date of 
the relevant renewal certificate.

5.3.1. Business registration fee and levy of business registration certificate

The fees and levies for certificates commencing on or after 1 April 2017 are as follows:

Fee (HKD) Levy (HKD)
Business registration certificate:
– 1-year certificate 2,000 250
– 3-year certificate 5,200 750
Branch registration certificate:
– 1-year certificate 73 250
– 3-year certificate 189 750
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5.3.2. Major service fees charged by the Companies Registry

The major service fees charged by the Companies Registry are as follows:

The amount of fee payable is calculated according to the date of re-delivery of the 
document.

Higher registration fees will be payable for late filing of annual returns.

5.3.3. Annual registration fees

Annual registration fees, to be paid with the filing of the annual return, are as follows:

Company type Incorporation (HKD) Business 
registration 
fee and levy 

(HKD)

Change of 
company 

name (HKD)

Registration 
of annual 

returns 
(HKD)

Local private 
companies 
having a share 
capital 1,720

See section 
5.3.1. 295

See section 
5.3.3.

Local public com-
panies having a 
share capital 1,720

See section 
5.3.1. 295

See section 
5.3.3.

Local companies 
limited by guar-
antee

170 if number of members 
does not exceed 25;

340 if number of members 
exceeds 25 but does not 

exceed 100;

20 for every additional 50 
members or less after the 

first 100 (subject to a 
maximum fee of HKD 1,025)

See section 
5.3.1. 295

See section 
5.3.3.

Registered non-
Hong Kong com-
panies 1,720

See section 
5.3.1. 1,425

See section 
5.3.3.

Local private 
companies 

having a 
share capital 

(HKD)

Local public 
companies 

having a 
share capital 

(HKD)

Local 
companies 
limited by 
guarantee 

(HKD)

Registered 
 non-Hong 

Kong 
companies 

(HKD)
Where annual return is deliv-
ered within 42 days after the 
anniversary of incorporation 105 140 105 180
Where delivery is more than 42 
days but within 3 months after 
the anniversary of incorpora-
tion 870 1,200 870 1,200
More than 3 months but less 
than 6 months after the anni-
versary of incorporation 1,740 2,400 1,740 2,400
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6. International Aspects

6.1. Resident companies

A company is resident in Hong Kong if central management and control is exercised in 
Hong Kong in the relevant year of assessment.

However, since Hong Kong applies a territorial basis of assessment, liability to tax is 
determined not on residence status, but on the source of income.

6.1.1. Foreign income and capital gains

Companies are generally not subject to tax on foreign income even if remitted into 
Hong Kong, except where such income is deemed to have a Hong Kong source (see
section 1.3.1.). Foreign capital gains are also not subject to tax.

6.1.2. Foreign losses

See section 1.5.

6.1.3. Foreign capital

There is no net worth tax. Property located abroad is not subject to property tax in 
Hong Kong.

6.1.4. Double taxation relief

Hong Kong’s territorial basis of assessment serves to a large extent as a measure of uni-
lateral relief from double taxation, since most persons are not taxed on non-Hong 
Kong-source income.

A deduction is available for foreign tax paid in respect of interest or profits from the 
disposal or redemption of certificates of deposit and bills of exchange which are 
deemed to be derived from a Hong Kong business. The deduction is limited to financial 
institutions, since most persons are not taxed on foreign income.

In April 2009, The IRD issued DIPN 45 on Relief from Double Taxation due to Transfer 
Pricing or Profit Reallocation Adjustments.

DIPN 45 provides greater certainty and clarity on procedural matters for those seeking 
relief under a tax treaty, especially with regard to double taxation arising from trans-
fer pricing or profit reallocation adjustments. DIPN 45 specifically covers the mecha-
nisms for granting relief from double taxation by the IRD for adjustments made by the 
tax administration of a treaty partner state, especially with regard to time limits. See
section 7.2. for transfer pricing guidelines.

More than 6 months but less 
than 9 months after the anni-
versary of incorporation 2,610 3,600 2,610 3,600
More than 9 months after the 
anniversary of incorporation 3,480 4,800 3,480 4,800

Local private 
companies 

having a 
share capital 

(HKD)

Local public 
companies 

having a 
share capital 

(HKD)

Local 
companies 
limited by 
guarantee 

(HKD)

Registered 
 non-Hong 

Kong 
companies 

(HKD)
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In the absence of a tax treaty, there is no relief given in Hong Kong by way of a tax 
credit under section 50 of the IRO, and no bilateral procedures for relief from double 
taxation are in place. As there is no provision in the IRO on profit adjustments, there 
is no legitimate basis for the IRD to provide any relief from double taxation in the 
absence of a tax treaty.

See section 6.3.5. for a list of tax treaties in force.

6.2. Non-resident companies

A non-resident company is a company that is not a resident of Hong Kong (see section 
6.1.).

6.2.1. Taxes on income and capital gains

A non-resident company carrying on a trade, profession or business in Hong Kong is 
assessed only on income arising in or derived from Hong Kong. The income is generally 
subject to tax under the normal rules for residents (see sections 1.3. to 1.7.).

The question of whether a particular income has a source in Hong Kong is largely one of 
fact, and has been considered in many cases judicially.

Business income derived through a permanent establishment in Hong Kong is subject to 
tax. The domestic definition of a permanent establishment covers certain agents. 
Where a company operates through an agent in Hong Kong, the company is assessable, 
either directly or in the name of the agent, on all profits arising in Hong Kong.

Non-residents are exempt from tax on profits from the following specified transactions 
which have been carried out through or arranged by an authorized financial institution 
or licensed companies, as well as transactions incidental to the carrying out of such 
transactions:

– transactions in securities;
– transactions in futures contracts;
– transactions in foreign exchange contracts;
– transactions consisting in the making of a deposit other than by way of a money-

lending business;
– transactions in foreign currencies; and
– transactions in exchange-traded commodities.

See section 6.3. for withholding taxes.

6.2.2. Taxes on capital

There is no net worth tax. Non-resident companies are subject to property tax (see
section 3.1.) on their property located in Hong Kong.

6.2.3. Administration

The requirements for non-residents to file tax returns in respect of Hong Kong-source 
income are the same as for residents.

Where a non-resident company is chargeable to profits tax in the name of an agent in 
Hong Kong, the agent may retain, from any assets of his principal which come into his 
possession, enough money to pay the tax.

See section 1.8. for tax compliance and administration.
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6.3. Withholding taxes on payments to non-resident companies

Withholding taxes are generally not levied, except on royalties.

6.3.1. Dividends

There is no withholding tax on dividends.

6.3.2. Interest

There is no withholding tax on interest.

6.3.3. Royalties

The following types of income are subject to a final withholding tax:

– sums derived from the exhibition or use of cinematograph or television films or 
tapes, sound recording or advertising material connected with such film, tape or 
recording which are deemed to arise in Hong Kong because of their exhibition or 
use in Hong Kong; and

– sums derived from the use of or right to use a patent, design, trademark, copyright 
material, secret process or formula or other property of a similar nature which are 
deemed to arise in Hong Kong because of the use or right to use such property in 
Hong Kong.

The deemed taxable profit is 30%, subject to tax at the normal corporate rate, result-
ing in a withholding tax of 4.95% on the gross payment.

6.3.4. Other

Payments of management fees, fees for technical services and rental income are not 
subject to withholding tax. There is no branch profits/remittance tax.

6.3.5. Withholding tax rates chart

The following chart contains the withholding tax rates that are applicable to dividend, 
interest and royalty payments by Hong Kong companies to non-residents under the tax 
treaties in force as at the date of review. However, Hong Kong does not impose any 
withholding tax on dividend or interest payments under domestic law. The rates pro-
vided below are the maximum withholding rates should Hong Kong impose a withhold-
ing tax on such payments in the future.

Where, in a particular case, a treaty rate is higher than the domestic rate, the latter 
is applicable. If the treaty provides for a rate lower than the domestic rate, the 
reduced treaty rate may be applied at source.

Dividends Interest1 Royalties
Individuals,
companies

Qualifying
companies

(%) (%) (%) (%)
Domestic Rates
Companies: 0 0 0 4.95
Individuals: 0 n/a 0 4.95
Treaty Rates
Treaty With:
Austria 10 02 0 3
Belarus 0/53 0/53 5 3/54

Belgium 15 0/55 10 5
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Brunei 0 0 5/106 5
Canada 15 52 0/107 10
China (People’s Rep.) 10 58 7 5/74

Czech Republic 5 5 0 10
Finland 10 52 0 3
France 10 10 10 10
Guernsey 0 0 0 4
Hungary 10 52 5 5
India 5 5 10 10
Indonesia 10 58 10 5
Ireland 0 0 0/106 3
Italy 10 10 0/12.5 15
Japan 10 59 10 5
Jersey 0 0 0 4
Korea (Rep.) 15 108 10 10
Kuwait 0/53 0/53 5 5
Latvia 0/1010 0/1010 0/1010 0/311

Liechtenstein 0 0 0 3
Luxembourg 10 012 0 3
Malaysia 10 52 10 8
Malta 0 0 0 3
Mexico 0 0 4.9/106 10
Netherlands 0/1013 013 0 3
New Zealand 15 0/514 0/1015 5
Pakistan 10 10 10 10
Portugal 10 52 10 5
Qatar 0 0 0 5
Romania 0/53 316 0/317 3
Russia 0/103 516 0 3
Saudi Arabia 5 5 0 5/818

South Africa 10 52 10 5
Spain 10 08 0/519 5
Switzerland 0/1020 020 0 3
Thailand 10 10 10/1521 5/10/1522

United Arab Emirates 0/53 0/53 5 5
United Kingdom 0/1523 0/1523 –/024 3
Vietnam 10 10 10 7/1025

1. The treaties provide for an exemption for certain types of interest, e.g. interest paid to public bodies 
and institutions or on loans guaranteed or financed by such entities, or in relation to sales on credit. 
Such exemptions are not considered in this column.

2. The rate applies to generally with respect to participations of at least 10% of the payer’s capital or 
voting power as the case may be.

Dividends Interest1 Royalties
Individuals,
companies

Qualifying
companies

(%) (%) (%) (%)
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3. A rate of 0% applies to dividends beneficially owned by the government or any of its institutions or 
other entities wholly owned directly by the government receiving the dividends.

4. The lower rate applies to royalties for the use of, or the right to use aircraft (treaty with Belarus) or 
royalties arising from the leasing of aircraft and ships (treaty with China).

5. 5% for dividends paid to a company that holds directly at least 10% of the payer’s capital; 0% for div-
idends paid to a company that holds directly at least 25% of the payer’s capital for an uninterrupted 
period of at least 12 months.

6. The lower rate applies to interest received by a bank or financial institution, as the case may be. In 
the case of the treaty with Ireland, the lower rate also applies if the recipient is established in its res-
ident country to provide benefits under pension arrangements recognized for tax purposes in that 
country.

7. There is no withholding tax where the beneficial owner of the interest is resident in the other country 
and dealing at arm’s length with the payer.

8. The rate applies to dividends paid to a company that holds directly at least 25% of the payer’s capital.
9. The rate applies to dividends paid to a company that holds directly or indirectly at least 10% of the 

voting shares of the dividend-paying company for a period of 6 months ending on the date on which 
entitlement to the dividends is determined. However, the rate does not apply in the case of dividends 
paid by a company which is entitled to a deduction for dividends paid to its beneficiaries in computing 
its taxable income in Japan.

10. A rate of 0% applies to dividends or interest paid to a company (excluding a partnership). Dividends or 
interest paid to the government or specified public institutions, or to a pension fund or scheme, are 
also exempt. 10% applies in all other cases.

11. A rate of 0% applies to royalties for the use of, or the right to use, industrial, commercial or scientific 
equipment or for information concerning industrial, commercial or scientific experience; and 3% 
applies in all other cases.

12. This rate applies if the beneficial owner is a company which holds directly at least 10% of the capital 
or a participation with an acquisition cost of at least EUR 1.2 million in the company paying the div-
idends.

13. A rate of 0% applies if the dividends are paid to: (a) a company owning directly at least 10% of the 
capital of the dividend-paying company, provided that it fulfils various criteria (its shares are regularly 
traded on a recognized stock exchange; at least 50% of its shares are owned by a listed company that 
is a resident in a contracting state or in an eligible Member State of the European Union; it is a bank 
or insurance company; or it is a headquarters company (as defined) for a multinational group which 
provides a substantial portion of the overall supervision and administration of the group and which 
has, and exercises, independent discretionary authority to carry out these functions); (b) the govern-
ment or its institutions as specified; (c) a pension fund or scheme as specified or (d) other companies 
where it is determined that the establishment, acquisition or maintenance of which is not mainly to 
secure the benefits of the dividend article.

14. A rate of 5% applies to dividends paid to a company owning directly at least 10% of the voting power 
of the dividend-paying company; 0% applies to dividends paid to a company owning directly or indi-
rectly at least 50% of the voting power of the dividend-paying company, and which meets specified 
requirements (listing, eligibility for treaty benefits etc.).

15. Interest is exempt if paid to a financial institution that is unrelated to and dealing wholly inde-
pendently with the payer, unless it is paid as part of an arrangement involving back-to-back loans or 
other arrangement that is economically equivalent and intended to have a similar effect to back-to-
back loans.

16. This rate applies to dividends paid to a company that holds directly at least 15% of the payer’s capital. 
There is no withholding tax on dividends paid to the government or other public institutions (as spec-
ified).

17. The treaty rate of 3% is reduced to 0% as long as Hong Kong does not levy withholding tax on interest.
18. The lower rate applies to royalties paid for the use of, or the right to use, industrial, commercial or 

scientific equipment.
19. Interest is exempt if paid to a financial institution, or a pension fund that is approved for tax purposes 

by the authority of the recipient state and the income of that fund is generally exempt from tax in the 
recipient state.

20. A rate of 0% applies if the dividends are paid to: (a) a company (other than a partnership) owning 
directly at least 10% of the capital of the dividend-paying company; (b) a pension fund or pension 
scheme as specified; or (c) the Hong Kong Monetary Authority or the Swiss National Bank.
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7. Anti-Avoidance

7.1. General

General anti-avoidance rules exist whereby transactions which reduce the amount of 
tax payable, and which appear to be artificial or fictitious, may be disregarded by the 
tax assessor in determining a person’s liability to taxation.

Taxpayers are generally not prevented from pursuing tax benefits available in the 
framework of the tax laws. Only deliberately contrived tax avoidance schemes are tar-
geted by the anti-avoidance provisions.

There is no specific legislation that aims at counteracting transactions in or with res-
idents in tax havens. However, practice notes issued by the IRD indicate that general 
anti-avoidance provisions will be applied where taxpayers attempt to book profits off-
shore in order to avoid Hong Kong tax. The IRD pays close attention to cases where tax-
payers attempt to create an artificial offshore source of profits. Upon a request by the 
IRD, taxpayers are obliged to provide information required to verify claims that profits 
are not sourced in Hong Kong.

If a right to receive income from property is transferred from one person to another 
and consideration is payable in respect of the transfer, the consideration is deemed to 
be a trading receipt arising in or derived from Hong Kong. This rule applies despite the 
general exclusion of profits from the sale of capital assets from profits tax.

There are also anti-avoidance provisions in relation to the use of service companies as 
a means for individuals to avoid salaries tax (see Individual Taxation section 1.3.1.), 
and the attribution of personal service income received via a service company to the 
individual shareholder (see Individual Taxation section 1.4.).

Anti-avoidance rules also exist to deny depreciation allowances in the case of lever-
aged leasing arrangements.

On 1 March 2018, Hong Kong introduced a licensing regime for trust or company service 
providers (TCSPs) under the Anti-Money Laundering and Counter-Terrorist Financing 
Ordinance (Cap. 615). TCSPs are required to apply for a licence from the Registrar of 
Companies and satisfy a “fit-and-proper” test before they can provide trust or 
company services in Hong Kong.

21. The lower rate applies to interest beneficially owned by a financial institution or insurance company 
or if the interest arose as a result of a sale on credit of any equipment, merchandise or services 
(except with persons not dealing at arm’s length).

22. 5% applies to payments for the use of, or the right to use, any copyright of literary, artistic or scientific 
work; 10% applies to payments for the use of, or the right to use any patent, trademark, design or 
model, plan, secret formula or process; 15% applies in all other cases.

23. The higher rate applies, other than where the beneficial owner of the dividends is a pension scheme, 
to dividends paid out of income (including gains) derived directly or indirectly from immovable prop-
erty within the meaning of article 6 of the treaty by an investment vehicle which distributes most of 
this income annually and whose income from such immovable property is exempted from tax; other-
wise there is no withholding tax.

24. The domestic rate generally applies. However, there is no withholding tax where the interest is (a) 
received by (i) an individual; (ii) a listed company; (iii) a pension scheme; (iv) a financial institution 
which is unrelated to and dealing wholly independently with the payer; or (v) any other company not 
set up primarily to secure benefits under the interest article; or (b) the interest is paid: (i) by a bank 
in the ordinary course of its banking business; or (ii) on a quoted Eurobond.

25. The lower rate applies to royalties for the use of, or the right to use, any patent, design or model, 
plan, secret formula or process.
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With effect from 1 March 2018, companies incorporated under the Companies Ordi-
nance in Hong Kong, including companies limited by shares, companies limited by 
guarantee and unlimited companies, are required to obtain and maintain up-to-date 
beneficial ownership information by way of keeping a Significant Controllers Register. 
However, companies with shares listed on the Hong Kong Stock Exchange are exempt 
from such requirement.

On 12 April 2013, the IRD issued the Inland Revenue (Amendment) Bill 2013, which 
enables Hong Kong to enter into tax information exchange agreements with jurisdic-
tions with which a comprehensive tax treaty has not been concluded and to enhance 
existing exchange of information arrangements under tax treaties.

On 13 November 2014, the Foreign Account Tax Compliance Act (FATCA) agreement 
between Hong Kong and the United States was signed. Accordingly, financial institu-
tions in Hong Kong are required to report directly to the US Internal Revenue Service 
(IRS). This requirement is supplemented by the government-to-government exchange 
of information pursuant to the Hong Kong-US tax information exchange agreement.

Hong Kong is committed to the OECD Project on Base Erosion and Profit Shifting (BEPS 
Project) and its priority to put in place the necessary legislative framework for transfer 
pricing rules which cover the latest guidance from the OECD, spontaneous exchange of 
information on tax rulings, country-by-country reporting requirement, the cross-
border dispute resolution mechanism and the Multilateral Instrument. On 13 July 2018, 
the Inland Revenue (Amendment) (No. 6) Ordinance was gazetted, which primarily 
implements the minimum standards under the BEPS Project.

The Inland Revenue (Amendment) (No. 3) Ordinance 2016 commenced operation on 30 
June 2016 and put in place a legislative framework for Hong Kong to implement the 
international standard for automatic exchange of information (AEOI), i.e. the Common 
Reporting Standard (CRS). On 13 July 2018, the Inland Revenue (Convention on Mutual 
Administrative Assistance in Tax Matters) Order was gazetted and came into operation. 
The Convention enters into force in Hong Kong on 1 September 2018 and allows Hong 
Kong to effectively implement the automatic exchange of financial account informa-
tion in tax matters and the BEPS package.

With effect from 1 January 2020, amendments to the AEOI legislative framework made 
through the Inland Revenue (Amendment) (No.2) Ordinance 2019 will come into force 
to better align the relevant provisions with the requirements promulgated by the 
OECD. Under the amendments MPF schemes, registered occupational retirement 
schemes, pooling agreements, approved pooled investment funds and credit unions 
are required to comply with the due diligence and reporting obligations relating to 
AEOI starting from the year 2020. If members of the institutions concerned are tax res-
idents of reportable jurisdictions, such institutions are required to report to the IRD 
the financial account information of the relevant members starting from the year 2021 
(covering the year 2020) for transmission to the relevant tax authorities.

Hong Kong will also follow the Convention to implement the automatic exchange of 
country-by-country reports and spontaneous exchange of information on tax rulings 
under the BEPS package. On 26 July 2018, Hong Kong signed the Multilateral Compe-
tent Authority Agreement on the Exchange of Country-by-Country Reports.
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7.2. Transfer pricing

On 13 July 2018, the Inland Revenue (Amendment) (No. 6) Ordinance 2018 was enacted 
to primarily implement the minimum standards of the BEPS package (see section 7.1.), 
codifying the transfer pricing principles into the IRO under Part 8AA, and setting out 
the requirements for transfer pricing documentation, i.e. the Master File, Local File 
and CbC reporting, under Part 9A of the IRO. In addition, the Amendment Ordinance 
gives a statutory basis to the cross-border dispute resolution mechanism (i.e. mutual 
agreement procedure and arbitration) and advance pricing arrangement, which were 
previously implemented based on the IRD’s administrative rules.

Previously, transfer pricing provisions in the domestic law were brief and addressed 
transactions between a resident and a closely connected non-resident (section 20 of 
the IRO). Where a non-resident conducts business in close connection with a resident 
person who derives no assessable profits or less than what might be expected in normal 
circumstances, the non-resident will be deemed to be carrying on business in Hong 
Kong and its profits may be subject to tax in Hong Kong. Parties are generally regarded 
to be closely connected if they are substantially identical or their controlling interests 
are owned by the same person.

In Part 8AA of the IRO, section 50AAF empowers the IRD to make transfer pricing 
adjustments to transactions between associated persons that are not at arm’s length 
and that confer a potential advantage in relation to Hong Kong tax (Rule 1).

On 19 July 2019, the IRD issued DIPN 59 to set out the IRD’s application and interpre-
tation of Rule 1.

DIPN 59 also explains the various transfer pricing methods, which comprise the tradi-
tional transaction methods (i.e. the comparable uncontrolled price method, the resale 
price method and the cost-plus method) and the transactional profit methods (i.e. the 
profit split method and the transactional net margin method). As for the most appro-
priate method, DIPN 59 sets out that, although both a traditional transaction method 
and a transactional profit method can be applied in an equally reliable manner, the 
traditional transaction method is preferred, at the same recognizing that other 
methods may be used when these listed methods are not suitable.

Transactions between associated persons or PEs of non-resident persons in Hong Kong, 
to which the transfer pricing-related provisions in the IRO as enacted by the Amend-
ment Ordinance 2018 do not apply, should be dealt with in accordance with DIPN 45 
which deals with double taxation relief in respect of transfer pricing adjustments (see
section 6.1.4.) and DIPN 46 (Transfer Pricing Guidelines – Methodologies and Related 
Issues).

DIPN 48, issued on 29 March 2012, sets out the guidelines for taxpayers seeking an 
advance pricing agreement.

Transfer pricing documentation
The IRD issued DIPN 58 on 19 July 2019, which states that the domestic requirements 
on transfer pricing documentation are consistent with the OECD’s three-tiered stan-
dardized approach, including:

– a CbC report containing information relating to the global allocation of income and 
taxes paid together with certain indicators of the location of economic activities of 
a multinational enterprise (MNE) group;
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– a Master File containing standardized information relevant for all constituent enti-
ties of the group; and

– a Local File referring to material transactions of a specific constituent entity of the 
group.

A MNE group is required to file a CbC return, which includes a CbC report, in Hong Kong 
for accounting periods commencing on or after 1 January 2018 if its annual consoli-
dated group revenue is at least HKD 6.8 billion. The deadline for filing a CbC return is 
12 months after the end of the relevant accounting period or the date specified in the 
assessor’s notice, whichever is the earlier.

DIPN 46
The IRD issued DIPN 46 in December 2009, setting out guidelines on transfer pricing. 
DIPN 46 makes it clear that the IRD will generally seek to apply the principles in the 
OECD Transfer Pricing Guidelines, except where they are incompatible with the provi-
sions of the IRO. DIPN 46 specifically refers to schemes that are established with eva-
sion/avoidance as the primary motive, or that take advantage of financial secrecy 
laws, and in such cases transfer pricing adjustments can be expected to be made under 
the anti-avoidance provisions of the IRO.

In defining associated enterprises, DIPN 46 refers to the “Associated Enterprises” 
article of tax treaties (or OECD Model Tax Convention), which permits the upward 
adjustment of profits of an enterprise subject to certain conditions, although the exis-
tence of a tax treaty is not a perquisite for making transfer pricing adjustments. No 
threshold (e.g. percentage ownership criterion) has been prescribed to define an asso-
ciated enterprise.

DIPN 46 also refers to statutory provisions and case law which are relevant to transfer 
pricing.

DIPN 46 lists the type of information that would be required during a transfer pricing 
inquiry/audit or investigation, which includes details of:

– any relevant commercial or financial relations falling within the scope of the IRO;
– the nature, terms, prices, and quantum of relevant transactions, as well as the 

method(s) by which this information was achieved, including any comparability 
study undertaken;

– the manner in which the selected transfer pricing method resulted in an arm’s 
length price, and where it did not result in an arm’s length price, the computa-
tional adjustment required and how it was computed; and

– the terms of commercial arrangements with third-party and related-party custom-
ers.

DIPN 46 refers to the documentation requirements provided in the OECD Transfer 
Pricing Guidelines as guidance on the type of information that would be useful.

7.3. Thin capitalization

There are no thin capitalization rules in Hong Kong. See section 1.3.3. for deductibility 
of interest expense, which may also be affected by anti-avoidance provisions.

7.4. Controlled foreign company

There are no controlled foreign company rules.
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8. Value Added Tax

8.1. General

There is no value added tax.

8.2. Taxable persons

Not applicable.

8.3. Taxable events

Not applicable.

8.4. Taxable amount

Not applicable.

8.5. Rates

Not applicable.

8.6. Exemptions

Not applicable.

8.7. Non-residents

Not applicable.

9. Miscellaneous Taxes

9.1. Capital duty

Since 1 June 2012, the capital duty levied on Hong Kong companies is abolished.

9.2. Transfer tax

9.2.1. Immovable property

Transfer of immovable property may be subject to stamp duty (see section 9.3.).

9.2.2. Transfer of shares

Transfer of shares may be subject to stamp duty (see section 9.3.).

9.3. Stamp duty

Stamp duty is levied on documents evidencing transactions in respect of immovable 
property, stocks and bearer instruments at fixed and ad valorem rates. Fixed duties 
vary from HKD 5 to 1,500,000, whereas ad valorem duties range from 0.1% to 20%.

9.3.1. Lease of immovable property

For leases of immovable property in Hong Kong, stamp duty is calculated as follows:

Term of the lease Rate
Not defined or uncertain 0.25% of the yearly or average yearly rent
Up to 1 year 0.25% of the total rent payable over the term of the lease
1 – 3 years 0.5% of the yearly or average yearly rent
Over 3 years 1% of the yearly or average yearly rent
Key money, construction fee, 
etc. mentioned in the lease 
(excl. deposit)

4.25% of the consideration if rent is also payable under the 
lease. Otherwise, stamp duty is chargeable in the same 

manner as for a sale of immovable property.
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9.3.2. Sale or transfer of immovable property

With effect from 31 January 1992, ad valorem stamp duty (AVD) is chargeable on 
agreements for the sale and purchase of residential property.

With effect from 23 February 2013, AVD is also chargeable on agreements for the sale 
and purchase of non-residential property. AVD on non-residential property transactions 
is payable upon the execution of the agreement for sale on or after 23 February 2013 
(and not upon the conveyance).

The Collector of Stamp Revenue is empowered to impose AVD based on the market 
value of the property conveyed, or the shares transferred, if the consideration is 
deemed to be below the market value.

AVD rates are divided into Scale 1 and Scale 2. Scale 1 is further divided into Part 1 and 
Part 2. Part 1 of Scale 1 applies to instruments of residential property executed on or 
after 5 November 2016, including any single instrument executed on or after 12 April 
2017 for acquisition or transfer of more than one residential property: a flat rate of 
15% applies on the consideration or value of the property, whichever is higher.

Part 2 of Scale 1 applies to instruments of non-residential property and certain instru-
ments of residential property executed on or after 23 February 2013 but before 5 
November 2016. Part 2 of Scale 1 is in essence the prevailing Scale 1 rates before 5 
November 2016:

Scale 2 only applies to the acquisition of a residential property by a HKPR who does not 
own any other residential property in Hong Kong at the time of acquisition and acts on 
his own behalf in the transaction. The AVD rates at Scale 2 are as follows:

Property consideration or 
value whichever is higher 
(HKD)

Rates at Scale 1 (Part 2)

Up to 2,000,000 1.50%
2,000,001 – 2,176,470 HKD 30,000 + 20% of the excess over HKD 2,000,000
2,176,471 – 3,000,000 3%
3,000,001 – 3,290,330 HKD 90,000 + 20% of the excess over HKD 3,000,000
3,290,331 – 4,000,000 4.50%
4,000,001 – 4,428,580 HKD 180,000 + 20% of the excess over HKD 4,000,000
4,428,581 – 6,000,000 6%
6,000,001 – 6,720,000 HKD 360,000 + 20% of the excess over HKD 6,000,000
6,720,001 – 20,000,000 7.50%

20,000,001 – 21,739,130 HKD 1,500,000 + 20% of the excess over HKD 20,000,000
Over 21,739,130 8.50%

Property consideration or 
value whichever is higher 
(HKD)

Rates at Scale 2

Up to 2,000,000 HKD 100
2,000,001 – 2,351,760 HKD 100 + 10% of the excess over HKD 2,000,000
2,351,761 – 3,000,000 1.5%
3,000,001 – 3,290,330 HKD 45,000 + 10% of the excess over HKD 3,000,000
3,290,331 – 4,000,000 2.25%
4,000,001 – 4,428,570 HKD 90,000 + 10% of the excess over HKD 4,000,000
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However, with effect from 12 April 2017, if an HKPR buyer acquires more than one res-
idential property under a single instrument, even if the buyer is acting on his own 
behalf and does not own any other residential property in Hong Kong at the time of 
acquisition, the transaction will be subject to the rate of 15%.

9.3.2.1. Special stamp duty
On 30 June 2011, a special stamp duty (SSD) was enacted under the Stamp Duty 
(Amendment) Ordinance 2011. The SSD is levied on residential properties of all values 
acquired on or after 20 November 2010 and resold within 24 months after acquisition, 
in addition to the current ad valorem stamp duty.

The SSD payable is calculated based on the stated consideration for the transaction or 
the market value of the property as assessed by the Commissioner of Inland Revenue, 
whichever is higher, at the following rates:

Subject to the enactment of legislative amendments, any residential property 
acquired on or after 27 October 2012, either by an individual or an enterprise (regard-
less of where it is incorporated), and resold within 36 months, will be subject to new 
(higher) SSD rates as follows:

In addition, Stamp Office Interpretation and Practice Note 5 (SOIP 5) was issued in July 
2011 (revised in October 2011) to set out how the Collector will apply the SSD provi-
sions and provide the HKIRD’s practice in implementing them. SOIP 5 also sets out 
exemptions from SSD in the following cases:

– nomination of the spouse, parents, children, brothers or sisters to take up the 
assignment of the residential property, and sale or transfer of the residential prop-
erty to the spouse, parents, children, brothers or sisters;

– addition/deletion of a name to/from a chargeable agreement for sale or a convey-
ance on sale in respect of the residential property if the person is the spouse, 
parent, child, brother or sister of the original purchaser;

 – sale or transfer of residential properties by a court order or pursuant to a court 
order;

4,428,571 – 6,000,000 3%
6,000,001 – 6,720,000 HKD 180,000 + 10% of the excess over HKD 6,000,000
6,720,001 – 20,000,000 3.75%

20,000,001 – 21,739,120 HKD 750,000 + 10% of the excess over HKD 20,000,000
Over 21,739,120 4.25%

Holding period of property SSD payable (%)
Up to 6 months 15
6 – 12 months 10

12 – 24 months 5

Holding period of property SSD payable (%)
Up to 6 months 20
6 – 12 months 15

12 – 36 months 10

Property consideration or 
value whichever is higher 
(HKD)

Rates at Scale 2
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– transfer of the estate of a deceased person by the personal representative, and 
sale or transfer of a residential property by a person whose property is inherited 
from a deceased person’s estate or is passed to that person under the right of sur-
vivorship;

– the residential property sold relates solely to a bankrupt’s estate or the property of 
a company which is being wound up by the court by reason of its inability to pay 
debts;

– sale of mortgaged residential properties in various forms by a mortgagee which is a 
financial institution within the meaning of section 2 of the IRO, or by a receiver 
appointed by such a mortgagee;

– sale or transfer of residential properties to the government; and
– sale or transfer of residential properties between associated bodies corporate.

9.3.2.2. Buyer’s stamp duty
Subject to the enactment of legislative amendments to the Stamp Duty Ordinance, a 
buyer’s stamp duty (BSD) will be levied on all residential properties acquired on or 
after 27 October 2012 by any person (including enterprises) except a Hong Kong per-
manent resident (HKPR). The BSD is to be charged at a flat rate of 15% in addition to 
the existing stamp duty and the SSD if applicable. All residential property buyers are 
required to pay stamp duty within 30 days from the date of signing the sale and pur-
chase agreement.

Various exemptions are available, including:

– acquisition or obtaining of transferred residential property in accordance with a 
court order;

– acquisition or transfer of mortgaged residential property in various ways by a mort-
gagee of a financial institution, or by its appointed receiver;

– a corporate body’s acquisition of residential property from its associated corporate 
body, or the transfer of residential property between associated corporate bodies;

– acquisition of residential property (including vacant land) for the construction of a 
prescribed number of residential property, after demolishing the existing residen-
tial property if applicable, provided the residential property is completed and put 
up for sale and reconstruction within a specified period after acquisition of the first 
residential property;

– acquisition of a residential property substitute due to the sale of the original res-
idential property to the Urban Renewal Authority or where the original residential 
property is taken back by the government;

– resale or transfer of residential property to the government; and
– donation of residential property to charitable organizations.

9.3.3. Transfer of Hong Kong stock

Transfer of Hong Kong stock is subject to the stamp duty as follows:

Nature of document Rate
Contract note for sale or purchase of Hong 
Kong stock

0.1% of the amount of the consideration or of 
its value on each sold note and bought note

Transfer operating as a voluntary disposition 
inter vivos

HKD 5 + 0.2% of the value of the stock to be 
transferred

Transfer of any other kind of Hong Kong stock HKD 5
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9.3.4. Exemptions

Subject to the conditions set out in the Stamp Duty Ordinance, stamp duty relief is 
available as follows:

– transfer of immovable property or shares between associated parties;
– transfer of shares under stock borrowing and lending transactions; and
– transfer of bonds and certain instruments, in the case of conventional bonds, 

issued or executed under Islamic bond schemes solely to comply with Sharia prin-
ciples (but which transfer is not otherwise required).

With effect from 13 February 2015, contract notes and instruments of transfer (i.e. 
transaction documents) for transactions of shares or units of exchange traded funds 
(ETFs) are not subject to stamp duty.

With effect from 30 July 2018, the sale and purchase of Hong Kong stocks in consider-
ation of the allotment or redemption of shares or units of an authorized open-ended 
collective investment scheme are exempt from stamp duty.

9.4. Customs duty

Hong Kong is a tax-free port that does not levy any import or export duties.

9.5. Excise duty

Excise duty is levied on liquor, tobacco and related products, hydrocarbon oil, methyl 
alcohol, etc. The collection of excise duties is administered by the Customs and Excise 
Department.

9.6. Other taxes

9.6.1. Betting duty

Betting duty is charged on:

– net stake receipts derived from the conduct of authorized betting on horse races, 
at rates between 72.5% and 75% (reduced by half for overseas bets);

– contributions or subscriptions to authorized cash sweeps, at 30%;
– proceeds on lotteries, at 25%; and
– authorized betting on football matches, at 50%.

9.6.2. Hotel accommodation tax

The hotel accommodation tax was waived from 1 July 2008. Previously, the tax was 
imposed on accommodation charges paid by guests in hotels and guest houses at a rate 
of 3%.
34



INDIVIDUAL TAXATION DOING BUSINESS IN HONG KONG 2020
HONG KONG
This chapter is based on information available up to 22 January 2020.

Introduction

Hong Kong is a Special Administrative Region of the People’s Republic of China and the 
territory is comprised of Hong Kong island, the Kowloon peninsula on the mainland, the 
area of the mainland to the north of Kowloon up to the Shenzhen river, which is the 
largest part of the New Territories, and over 200 islands (the largest of which is Lantau, 
which is also administratively part of the New Territories).

Individuals are subject to salaries tax on income arising in or derived from Hong Kong 
from any office or employment of profit, and pension. Business and professional 
income is subject to profits tax, and income from immovable property subject to prop-
erty tax. There is no tax on capital gains and no value added tax.

The law governing the imposition of income tax is the Inland Revenue Ordinance (IRO). 
The tax administration authority is the Inland Revenue Department (IRD).

Employees and self-employed individuals are required to make contributions to the 
Mandatory Provident Fund.

The currency is the Hong Kong dollar (HKD).

1. Individual Income Tax

1.1. Taxable persons

A resident is a person who ordinarily resides in Hong Kong (permanent resident), or 
stays in Hong Kong for a total period(s) of at least 180 days during a year of assessment 
and not less than 300 days in a year of assessment and the year immediately before or 
after (temporary resident).

Since Hong Kong applies a territorial basis of assessment, liability to tax is determined 
not on residence status, but on the source of income. The terms “permanent resident” 
and “temporary resident” have no general application except in determining the eli-
gibility of an individual to elect for personal assessment and to claim dependent 
parent allowance (see section 1.7.2.), and to avoid double taxation.

Married couples are assessed to tax individually unless they opt for joint assessment 
(see section 1.10.2.).

Partnerships are separate taxable persons.

1.2. Taxable income

1.2.1. General

Individuals are subject to salaries tax on all income arising in or derived from Hong 
Kong from any office or employment of profit, and pension.

An individual’s gross income subject to salaries tax is aggregated as assessable income. 
Expenses, depreciation allowances and losses are deducted from assessable income to 
arrive at net assessable income. Finally, personal allowances and approved charitable 
donations are deducted from net assessable income to arrive at net chargeable 
income, to which the applicable tax rates are applied.
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Persons carrying on a trade, profession or business in Hong Kong are subject to profits 
tax on income arising in or derived from Hong Kong from that trade, profession or busi-
ness. The question of whether a particular income has a source in Hong Kong is largely 
one of fact, and has been considered in many cases judicially.

For an employee who does not have a Hong Kong employment, income derived from 
services rendered in Hong Kong is subject to salaries tax.

In addition, certain profits, which may otherwise be characterized as having a capital 
nature or having a source other than Hong Kong, are deemed to be receipts arising in 
or derived from Hong Kong and thus subject to profits tax. The main items include:

– sums received from the exhibition or use in Hong Kong of cinematograph or televi-
sion film or tape, any sound recording or any advertising material connected with 
such film, tape or recording;

– royalties received from the use or right to use in Hong Kong of a patent, design, 
trademark, copyright material, secret process or formula or other property of a 
similar nature;

– royalties for the use of, or for the right to use, most intellectual property outside 
Hong Kong if they are deductible in determining the taxable income of a person for 
Hong Kong profits tax purposes;

– grants, subsidies or similar financial assistance related to a trade, profession or 
business carried on in Hong Kong (other than sums in connection with capital 
expenditure to be made);

– sums received by way of hire, rental or similar charges for the use of or the right to 
use movable property in Hong Kong;

– Hong Kong-source profits from the sale or redemption on maturity or presentation 
of a certificate of deposit or bill of exchange, except for individuals in a non-busi-
ness capacity; and

– sums received by a person in consideration for the transfer of a right to receive 
income from property.

The taxable income for a year of assessment is determined by subtracting allowable 
deductions from profits.

1.2.2. Exempt income

Exempt income includes employment income derived from services provided outside 
Hong Kong, pensions from a recognized occupational retirement scheme, other 
amounts withdrawn from a recognized occupational retirement scheme on retirement, 
death, incapacity or termination of service (restrictions apply), disability pensions and 
war memorial pensions, scholarships, alimony payments and redundancy or severance 
payments.

Special provisions apply to the crew of ships and aircraft who are present in Hong Kong 
for short periods of time.

The following are the main items of income that are excluded from profits tax:

– income arising or derived from outside Hong Kong;
– dividends;
– interest on Tax Reserve Certificates issued by the Commissioner of Inland Revenue;
– interest on a bond issued under the Loans Ordinance or the Loans (Government 

Bonds) Ordinance, and any profit on the sale or redemption of such bonds;
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– interest and trading profits derived from long-term debt instruments;
– any profits of a trade, profession or business already charged in the name of 

another person. For example, a partner is not taxed on the share of partnership 
profits which have already been subject to tax; and

– any profits from the sale of capital assets.

1.3. Employment income

1.3.1. Salary

Income from employment includes all income derived from services rendered in Hong 
Kong and leave pay attributable to such services. Income is taxable when it accrues to 
the employee or office holder, i.e. when that person becomes entitled to claim pay-
ment.

In determining the source of employment, the following factors are relevant:

– where the contract of employment was negotiated and entered into, and is 
enforceable;

– the place of residence of the employer; and
– the place of payment of the employee’s remuneration.

In general, a deduction is allowed for expenses wholly, exclusively and necessarily 
incurred in the production of assessable income. The following expenses are specifi-
cally deductible in determining net assessable income:

– one professional subscription which is a prerequisite of employment;
– travelling expenses incurred in the performance of the duties of the office;
– commission payments in order to obtain contracts or to make sales (sufficient 

detail should exist to justify the claim);
– entertainment expenses (it must be shown that it would not have been possible to 

have produced the income from the employment without incurring such expendi-
ture);

– payments to assistants under certain circumstances;
– use of residential premises if the nature of an office or employment is such that it 

is necessary for a distinct and separate part of the employee’s private residence to 
be used solely for the purpose of the employment;

– depreciation allowances if under the terms and conditions of the employment, an 
individual incurs expenditure of a capital nature on plant or machinery necessary 
for the performance of duties; and

– replacement of special clothes required by the nature of the employment.

Expenditure not incurred in the performance of duties or expenses having a private 
purpose are not deductible, e.g. commuting to and from work, expenditure to acquire 
an employment or appointment, cost of further education or the cost of membership 
in a social or sports club.

Specific anti-avoidance legislation aims at ending the use of service companies as a 
means for individuals to avoid salaries tax. The legislation provides that where remu-
neration is paid to a service company for the services of an individual who controls the 
company, the income is deemed to be employment income of the individual who con-
trols the company, and subject to salaries tax as such.
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1.3.2. Benefits in kind

Benefits in kind that can be converted into money by the recipient are included in 
employment income, including the rental value of a place of residence provided by the 
employer. Payments made by an employer in respect of education expenses of an 
employee’s child, and holiday passages provided by the employer are also taxable.

If an employer makes a payment to a third party which discharges an employee’s debt, 
the payment must be included in the taxable income of the employee.

The following benefits in kind are not taxable: use of the employer’s car, boat or rec-
reational facilities, payments for household expenses such as utilities, low-interest or 
interest-free loans and club benefits (only corporate club memberships).

1.3.3. Pension income

Pension income arising in or derived from Hong Kong is generally subject to salaries 
tax. However, sums paid in commutation of pensions under a recognized occupational 
retirement scheme are exempt. Pension payments are also exempt if made upon 
retirement, termination of employment after 10 years, incapacity or death. If termi-
nation of employment occurs before 10 years, the amount exempted is computed by 
reference to the completed years of service.

An annual deduction of up to HKD 18,000 from the years of assessment 2015/16 
onwards per individual is allowed for contributions to the MPF (see section 3.). Con-
tributions to a recognized occupational retirement scheme are deductible, up to the 
amount that would have been required under the MPF.

1.3.4. Directors’ remuneration

Generally, directors’ fees are taxed as employment income.

1.4. Business and professional income

Business and professional income of individuals is subject to profits tax, and generally 
accorded the same tax treatment as for companies. As a general rule, deductions are 
allowed for outgoings and expenses to the extent to which they are incurred in the pro-
duction of profits chargeable to tax for any period (see further section 1.7.1.).

Generally, interest is deductible if it is incurred for the purposes of producing assess-
able profits and meets a number of specified conditions. Royalties incurred in earning 
assessable income are deductible.

Depreciation is available for industrial buildings and structures used in certain trades, 
commercial buildings used in business, plant and machinery, and renovation and refur-
bishment of business premises. Intangible assets are not depreciable.

A practice note has been issued to combat the abuse of service companies where 
inflated fees are paid by an unincorporated business to a service company which is 
controlled by the proprietor of the unincorporated business. In such cases, personal 
service income received via the service companies may be attributed to the individual 
shareholder.

1.5. Investment income

Dividends are exempt from all taxes. Interest and royalties received by individuals are 
subject to profits tax, and generally accorded the same treatment as for companies.
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See further section 1.2.1. for income deemed to be receipts arising in or derived from 
Hong Kong and thus subject to profits tax, and section 1.2.2. for exempt investment 
income.

Profits tax may be chargeable on the gains from disposal of immovable properties in 
adventure in the nature of trade in Hong Kong.

1.6. Capital gains

Capital gains are generally not taxable. However, profits tax may be charged on the 
profits of a speculative transaction if it can be shown to be an adventure in the nature 
of trade.

Property trading is the most litigated issue in Hong Kong. Matters which will be con-
sidered when discerning the taxpayer’s intention are: his declared intention, his finan-
cial ability to hold the asset long term, the length of ownership, any work carried out 
on the property to improve its value, where the property has been kept vacant the 
steps taken to lease out the property or the reasons for not letting out the property, 
the rate of return obtained by leasing out as opposed to the return obtained from sell-
ing, whether the transaction was isolated or part of a series of transactions (although 
an isolated property transaction can also amount to an adventure in the nature of 
trade), and whether the reason for sale was because of an unexpected event which 
could not have been foreseen. The list is not exhaustive.

1.7. Personal deductions, allowances and credits

1.7.1. Deductions

In general, expenses are deductible if they are wholly, exclusively and necessarily 
incurred in the production of assessable income. Unless otherwise provided, expendi-
ture must be of a revenue nature and not specifically non-allowable.

The following expenses are specifically deductible from income subject to salaries tax 
in determining net assessable income:

– donations in cash to approved charities above HKD 100 but not exceeding 35% of 
income after allowable expenses;

– expenses incurred on self-education including tuition and examination fees, up to 
HKD 100,000 per year from the year of assessment 2018/19;

– elderly residential care expenses paid to a residential care home in respect of a 
parent or grandparent is increased to HKD 100,000 effective from the year of 
assessment 2018/19 (previously, HKD 92,000) per year;

– home loan interest, provided the taxpayer uses the place of residence during the 
year of assessment, for any 20 years of assessment (continuous or otherwise), 
subject to a limit of HKD 100,000 per year;

– mandatory contributions to the MPF (see section 3.) or contributions to a recog-
nized occupational retirement scheme, subject to a combined limit of HKD 18,000 
for the years of assessment 2015/16 onwards;

– premiums paid to qualifying deferred annuities and contributions made to tax-
deductible MPF voluntary contribution accounts, subject to a limit of HKD 60,000 
per taxpayer per year with effect from 1 April 2019; and

– Voluntary Health Insurance Scheme premiums procured for the benefit of the tax-
payer and all specified relatives (including the taxpayer’s spouse and the children, 
parents, grandparents and siblings of the taxpayer’s spouse), subject to a limit of 
HKD 8,000 per insured person per year with effect from 1 April 2019.
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1.7.2. Allowances

Individuals subject to salaries tax, or who have elected for personal assessment (see
section 1.9.1.), are entitled to the following personal allowances for the 2018/19 year 
of assessment:

1.7.3. Credits

There are no specific credits.

1.8. Losses

A loss is an excess of deductible expenses over assessable income or chargeable prof-
its.

Losses for the purposes of salaries tax may be carried forward against income subject 
to salaries tax indefinitely. Losses are carried forward to be set off against assessable 
income in determining net assessable income in succeeding years of assessment and 
must be set off as soon as possible.

If a married couple has in any year of assessment elected for joint assessment to sal-
aries tax, losses are deducted in that year first from the assessable income of the 
spouse who incurred the loss and then from the assessable income of the other spouse.

For profits tax purposes, business losses can be carried forward indefinitely and 
without any restriction, and set off against future profits. Only losses arising in Hong 
Kong from the carrying on of a trade, profession or business in Hong Kong can be set off 
against chargeable profits.

Specific rules apply to partnership losses. Capital losses are not deductible.

Losses may not be carried back.

Amount (HKD)
Basic allowance 132,000
Married person’s allowance 264,000
Child allowances (each of maximum 9 children) 120,000 
One-off child allowance (year of birth) 120,000 
Single parent allowance 132,000
Dependent sibling allowance (per dependant) 37,500
Dependent parent/grandparent allowance (per dependant aged 60 and 
above):
– not residing with taxpayer 50,000 
– residing with taxpayer 100,000
Dependent parent/grandparent allowance (per dependant aged 55-59):
– not residing with taxpayer 25,000 
– residing with taxpayer 50,000 
Disabled dependent allowance 75,000
Personal disability allowance (newly introduced from the year of assessment 
2018/19) 75,000
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1.9. Rates

1.9.1. Income and capital gains

Salaries tax is chargeable on the lower of net chargeable income at progressive rates 
and net total income at the standard rate. In this regard:

Net Chargeable Income = Total Income – Deductions – Allowances

Net Total Income = Total Income – Deductions

The standard rate is 15%.

With effect from the year of assessment 2018/19, the progressive tax rates are as fol-
lows:

A one-off reduction of 100% of salaries tax and tax under personal assessment is 
granted for the year of assessment 2018/19, subject to a maximum of HKD 20,000 per 
case.

Sole proprietors or partners of a business and property owners who receive rental 
income are assessed to profits tax and property tax respectively at the standard rate of 
15% with effect from 1 April 2008 (previously, 16%).

However, any permanent or temporary resident of Hong Kong may obtain relief from 
the standard rate of profits and property tax by electing to be assessed under personal 
assessment. Under personal assessment, all sources of income chargeable to salaries 
tax, profits tax and property tax are aggregated, and the following may be deducted 
from the total:

– interest payable on money borrowed for the acquisition of the property (the 
amount deductible for each property cannot exceed the assessed income from that 
property);

– approved charitable donations (see section 1.7.1.);
– elderly residential care expenses (see section 1.7.1.);
– home loan interest (see section 1.7.1.);
– mandatory contributions paid to the MPF (see section 3.) as an employee;
– contributions paid to a recognized occupational retirement scheme;
– business losses incurred in the year of assessment;
– losses brought forward from previous years under personal assessment; and
– personal allowances.

The balance, if any, is taxed at the same rates as for salaries tax. The amount of tax 
liability under personal assessment may not exceed 15% of the total income, or the 
joint total income of a married couple, after the deduction of business losses and char-
itable donations but before personal allowances.

Taxable income (HKD) Rate (%)
Up to 50,000  2
50,001 – 100,000 6

100,001 – 150,000 10
150,001 – 200,000 14
Over 200,000 17
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There is no tax on capital gains derived from the disposal of shares. However, profits 
tax may be chargeable on the gains derived from the disposal of immovable properties, 
if the disposal is a speculative transaction that is shown to be an adventure in the 
nature of trade.

1.9.2. Withholding taxes

Generally, payments to resident individuals do not attract withholding tax, although 
salaries tax is paid on a provisional basis (see section 1.10.3.).

See section 6.3.1. for withholding rates on payments to non-residents.

1.10. Administration

1.10.1. Taxable period

The year of assessment starts on 1 April.

1.10.2. Tax returns and assessment

Individuals are required to complete composite tax returns which contain details of all 
their income from property, salaries and from carrying on unincorporated businesses. 
The IRD normally sends out the returns in early May each year and taxpayers are 
required to complete and submit the return within 1 month from the date of issue.

Married couples may elect for joint assessment if both have net chargeable income and 
the amount of tax payable would be less in a joint assessment than in individual assess-
ments. Their net assessable incomes are aggregated and approved charitable dona-
tions and personal allowances are deducted to arrive at the joint net chargeable 
income, to which salaries tax is applied. With effect from the year of assessment 
2018/19, married persons are allowed to elect personal assessment separately.

1.10.3. Payment of tax

Provisional salaries tax is payable, calculated based on the assessable income in the 
year preceding the year of assessment. The provisional tax is payable in two instal-
ments: 75% of the amount is payable on a normal due date specified on the notice of 
provisional assessment, and the remaining 25% approximately 3 months later.

If the provisional tax paid is less than the final tax liability, the notice of assessment 
will specify the payment deadline. Excess provisional tax paid is refunded.

Provisional profits tax may be fully or partly held over in the following circumstances:

– the assessable profits for a year of assessment assessed to provisional profits tax 
are, or are likely to be, less than 90% of the assessable profits for the preceding 
year or of the estimated amount liable to provisional profits tax;

– a loss brought forward has not been taken into account or is incorrect;
– the taxpayer has ceased, or will cease before the end of the year of assessment, his 

trade, profession or business and the assessable profits for the year of assessment 
to be assessed to provisional profits tax are, or are likely to be, less than the assess-
able profits for the preceding year or of the estimated amount liable to provisional 
profits tax;

– the taxpayer has elected for personal assessment and this is likely to reduce his tax 
liability for the year of assessment; or

– the final assessment for the preceding year is under objection.
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An application to hold over payment of the provisional tax must be made in writing at 
least 28 days before the due date for payment of provisional tax, or 14 days after the 
date of the notice for payment, whichever is later. If the due date for the first instal-
ment is missed, all or part of the second instalment may be held over.

The tax may be held over until the taxpayer is required to pay profits tax for the year 
of assessment.

1.10.4. Rulings

As from 1 April 1998, a taxpayer may apply to the Commissioner for an advance ruling 
on how a provision of the IRO would apply to him or to a particular business or an 
arrangement. The details of the application procedure are set out in DIPN Note 37.

Taxpayers may apply for an advance ruling on the application of any provision in the 
IRO on the arrangement specified in the application. The matters that may be raised 
include:

– the source of profits;
– the source of the remuneration as deemed employment income;
– certainty of tax issues; and
– consistency in the application of the IRO.

For the purpose of obtaining an advance ruling from the IRD, taxpayers are required to 
submit to the IRD a specified application form together with supporting documents and 
information. A ruling will only be given for a seriously contemplated arrangement, and 
not those that are hypothetical or merely in a planning stage. The applicant is respon-
sible for ensuring that the information provided is accurate and complete. The IRD has 
6 weeks to respond. In case additional information is required, the 6-week response 
period will commence on the date when complete information is received by the IRD. 
The applicant is allowed to withdraw the ruling request in writing at any time before 
the ruling is made.

The IRD levies a fee of at least HKD 10,000 in respect of an application for a ruling.

A ruling made by the Commissioner, whether advantageous to the taxpayer or not, is 
final and will not be subject to objection or appeal.

In addition, the IRD regularly issues interpretation and practice notes and information 
pamphlets. Such notes and pamphlets are solely for the guidance of taxpayers and do 
not form a part of the law; they are not binding on the IRD.

2. Other Taxes on Income

2.1. Property tax

Property tax is charged on the owners of land and/or buildings in Hong Kong, in respect 
of income derived from the property. The standard rate is 15% from the year of assess-
ment 2008/09 onwards (previously, 16%).

The assessable value is computed by reference to the actual consideration payable to 
the owner in respect of the right to use the property. Considerations included as part 
of the assessable value are rent, payments for the right to use the premises, lump-sum 
premiums, service charges, management fees paid to the owner, and the owner’s other 
expenditures borne by a tenant.
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The following deductions are available for property tax purposes:

– irrecoverable consideration, i.e. bad debts;
– rates paid by the owner; and
– a general allowance for repairs and outgoings equal to 20% of the assessable value 

of the property after deduction of any land rates paid.

Property tax is creditable against profits tax.

3. Social Security Contributions

Employees who are covered by the Mandatory Provident Fund (MPF) System are 
required to make regular mandatory contributions, calculated at 5% of the employee’s 
relevant income, to an MPF scheme.

For an employee who is paid on a monthly basis, the minimum and maximum relevant 
income levels are HKD 7,100 (previously HKD 6,500) and HKD 30,000 (previously HKD 
25,000), respectively. An employee earning less than the minimum level of relevant 
income (HKD 7,100 per month or HKD 85,200 per year) is not required to contribute but 
may elect to do so by way of making voluntary contributions.

The taxable income base includes wages, salaries, leave pay, fee, commission, bonus, 
gratuity, perquisite or allowance, but excludes housing allowance or housing benefits. 
It also does not include severance payments and long-service payments.

Limited categories of persons are also not required to join the scheme, including for-
eigners working in Hong Kong for a period of less than 13 months, or who are covered 
by overseas retirement schemes.

Self-employed persons are required to contribute 5% of income, subject to the same 
maximum and minimum levels of income as employees. Self-employed persons can opt 
to make contributions on a monthly or yearly basis.

Mandatory contributions are fully deductible for tax purposes by employees and self-
employed persons (see section 1.7.1.). Additional voluntary contributions in excess of 
the mandatory contributions may be made, but are not deductible for tax purposes.

4. Taxes on Capital

4.1. Net wealth tax

There is no net wealth tax.

4.2. Real estate tax

Property rates are levied as a tax on the occupation of property. Rates are based on the 
estimated annual letting value. The rateable value of all property in Hong Kong can be 
obtained from the Commissioner of Rating and Valuation. Rates are usually payable by 
the tenant of the property on a quarterly basis.

See section 2.1. for property tax on income from immovable property.

4.3. Other taxes

See Corporate Taxation section 9.3. for stamp duty on transfers of immovable prop-
erty, stocks and bearer instruments.
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5. Inheritance and Gift Taxes

Estate duty (inheritance tax) was abolished as of 11 February 2006. A deceased’s 
estate will no longer be subject to estate duty if the death occurred on or after 11 Feb-
ruary 2006. Transitional measures were introduced for the period 15 July 2005 to 11 
February 2006 which provided for a reduced amount of HKD 100 for estates having a 
value exceeding HKD 7.5 million.

5.1. Taxable persons

Not applicable.

5.2. Taxable base

Not applicable.

5.3. Personal allowances

Not applicable.

5.4. Rates

Not applicable.

5.5. Double taxation relief

Not applicable.

6. International Aspects

6.1. Resident individuals

See section 1.1. for residence rules.

6.1.1. Foreign income and capital gains

Individuals are generally not subject to tax on foreign income even if remitted into 
Hong Kong, except where such income is deemed to have a Hong Kong source (see Cor-
porate Taxation section 1.3.1.). Foreign capital gains are also not subject to tax.

Employment income which arises from services rendered by an individual outside Hong 
Kong is not taxable.

6.1.2. Foreign capital

There is no net wealth tax. Property located abroad is not subject to property tax in 
Hong Kong.

6.1.3. Double taxation relief

Hong Kong’s territorial basis of assessment serves to a large extent as a measure of uni-
lateral relief from double taxation, since most persons are not taxed on non-Hong 
Kong-source income.

See Corporate Taxation section 6.3.5. for a list of tax treaties in force.

6.2. Expatriate individuals

6.2.1. Inward expatriates

Expatriates deriving Hong Kong-sourced employment income are subject to salaries 
tax, and are generally subject to the same taxation rules as for residents (see section 
1.3.).
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Where an employee derives income from a Hong Kong employment, but renders all his 
services outside Hong Kong in a year of assessment, salary or wages arising from that 
employment are not subject to salaries tax. Visits to Hong Kong not exceeding 60 days 
during the basis period will not affect the exemption. However, if the visits to Hong 
Kong exceed 60 days and some services are rendered in Hong Kong, the entire income 
derived in that year is taxable.

An employee deriving income from a non-Hong Kong employment will not be liable to 
salaries tax if visits to Hong Kong do not exceed 60 days. If his visits exceed 60 days, he 
will be liable on that part of his income which is derived from services rendered in 
Hong Kong. The apportionment may be made on the basis of days spent in Hong Kong or 
an appropriate alternative basis.

6.2.2. Outward expatriates

Due to the territorial basis of assessment, an individual continues to have a tax obli-
gation as long as he has Hong Kong-sourced income, such as property in Hong Kong, 
business income from a Hong Kong source, or income arising after departure but in 
respect of services rendered in Hong Kong prior to departure.

6.3. Non-resident individuals

Non-resident individuals are individuals who are not resident in Hong Kong for tax pur-
poses (see section 1.1. for residence rules).

6.3.1. Taxes on income and capital gains

A non-resident individual is assessed on income arising in or derived from Hong Kong. 
The income is generally subject to the normal taxation rules described in sections 1. 
and 2., including the rates. There is no tax on capital gains.

Non-residents are exempt from tax on profits from the following specified transactions 
which have been carried out through or arranged by an authorized financial institution 
or licensed companies, as well as transactions incidental to the carrying out of such 
transactions:

– transactions in securities;
– transactions in futures contracts;
– transactions in foreign exchange contracts;
– transactions consisting in the making of a deposit other than by way of a money-

lending business;
– transactions in foreign currencies; and
– transactions in exchange-traded commodities.

Withholding taxes are generally not levied, except on royalties and sums received by 
non-resident entertainers or sportsmen.

The following types of royalty income are subject to a final withholding tax:

– sums derived from the exhibition or use of cinematograph or television films or 
tapes, sound recording or advertising material connected with such film, tape or 
recording which are deemed to arise in Hong Kong because of their exhibition or 
use in Hong Kong; and

– sums derived from the use of or right to use a patent, design, trademark, copyright 
material, secret process or formula or other property of a similar nature which are 
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deemed to arise in Hong Kong because of the use or right to use such property in 
Hong Kong.

The deemed taxable profit is 30%, subject to tax at the normal corporate rate, result-
ing in a withholding tax of 4.95% on the gross payment.

Sums derived by a non-resident entertainer or sportsman from a performance in Hong 
Kong or in connection with a commercial event, and sums derived by any other non-
resident from such a performance or event are subject to a final withholding tax at the 
same rates as for employment income (see section 1.9.1.).

6.3.2. Taxes on capital

There is no net wealth tax. Non-residents are subject to property tax (see section 2.1.) 
on their property located in Hong Kong.

6.3.3. Inheritance and gift taxes

There is no inheritance or gift tax (see section 5. for abolished estate duty).

6.3.4. Administration

The requirements for non-residents to file tax returns in respect of Hong Kong-source 
income are the same as for residents.

Where a non-resident is chargeable to profits tax in the name of an agent in Hong Kong, 
the agent may retain, from any assets of his principal which come into his possession, 
enough money to pay the tax.

See section 1.10. for tax compliance and administration.
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KEY FEATURES
Last reviewed:10 February 2020

A. General information
Sources of tax law Inland Revenue Ordinance

Stamp Duty Ordinance
Tax Reserve Certificates Ordinance
Business Registration Ordinance

Main types of business entities Private limited company, branch, subsidiary or 
representative office
Sole proprietorship, partnership

Accounting principles Hong Kong Financial Reporting Standards
Currency Hong Kong dollar (HKD)
Foreign exchange control No
Official websites Hong Kong Inland Revenue Department 

http://www.ird.gov.hk/eng/welcome.htm

B. Direct taxation: Companies

1. Resident companies
Residence Hong Kong operates a territorial tax system and the 

concept of residence is irrelevant for the determination 
of tax liability. However, for the purpose of a tax 
arrangement (treaty), a company is a resident if it is 
incorporated in Hong Kong or it is incorporated outside 
Hong Kong but normally managed or controlled in Hong 
Kong

Tax base Territorial
Corporate tax rates 8.25% (for the first HKD 2 million of corporate profits); 

16.5% (for profits exceeding HKD 2 million)
Alternative minimum tax No
Capital gains No
Loss carry-forward Yes, indefinitely
Loss carry-back No
Unilateral double taxation relief Yes

2. Non-resident companies
Corporate tax rates 8.25% (for the first HKD 2 million of corporate profits); 

16.5% (for profits exceeding HKD 2 million)
Capital gains on sale of shares in 
resident companies

No

Capital gains on sale of 
immovable property

Profits tax is charged on gains from disposal of 
immovable properties in the nature of trading adventure

Withholding tax rates
Branch profits No
Dividends No
Interest No
Royalties 4.95% (16.5% on 30% of profits)
Fees (technical) No
Fees (management) No
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3. Specific issues
Participation relief Dividends are exempt from taxation
Group treatment No
Incentives High value manufacturing

Qualifying debt instruments
Qualifying reinsurance business
Qualifying R&D expenditures
Offshore mutual funds
Offshore private equity funds

Anti-avoidance
Transfer pricing legislation Yes
Thin capitalization legislation No
Controlled foreign company 
legislation

No

General anti-avoidance rule 
(GAAR)

Yes

Other anti-avoidance 
legislation

No

C. Direct taxation: Individuals

1. Resident individuals
Residence A resident is a person who ordinarily resides in Hong Kong 

(permanent resident), or stays in Hong Kong for a total 
period(s) of at least 180 days during a year of assessment 
and not less than 300 days in a year of assessment and 
the year immediately before or after (temporary 
resident)

Taxable income Individuals are subject to salaries tax on all income 
arising in or derived from Hong Kong from any office or 
employment and pension

Income tax rates Progressive
Top rate 17% (income over HKD 200,000)
Sole proprietors or partners of a business and property 
owners who receive rental income: 15%

Alternative minimum tax No
Capital gains No
Unilateral double taxation relief Yes
Social security contributions Employees who are covered by the Mandatory Provident 

Fund (MPF) System are required to make regular 
mandatory contributions, calculated at 5% of the 
employee’s relevant income. Self-employed persons are 
required to contribute 5% of income

2. Non-resident individuals
Income tax rates Progressive

Top rate 17% (income over HKD 200,000)
Capital gains on sale of shares in 
resident companies

No

Capital gains on sale of 
immovable property

Profits tax is charged on the gains from disposal of 
immovable properties in the nature of trading adventure
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Withholding tax rates
Employment income Salaries tax is levied on a provisional basis
Dividends No
Interest No
Royalties 4.95% (16.5% on 30% of profits)
Fees (technical) No
Fees (directors) No

D. Indirect taxation: Value added tax (VAT)/Goods and services tax (GST)
Taxable events No
VAT/GST (standard) No
VAT/GST (reduced) No
VAT/GST (increased) No
Registration/deregistration 
threshold

No

VAT group No

E. Other taxes
Inheritance and gift taxes No
Net wealth tax (individual) No
Net wealth tax (corporate) No
Real estate taxes 15% (charged on income derived from the property)
Capital duty No
Transfer tax No
Stamp duty Yes, on documents evidencing transactions in respect of 

stocks and bearer instruments: fixed duties vary from 
HKD 5 to HKD 1,500,000, whereas ad valorem duties 
range from 0.1% to 20%
A flat rate of 15% applies to residential property 
transactions since 4 November 2016 unless the 
transactions are exempt
Which an ad valorem stamp duty (AVD) at a flat rate of 
15% chargeable on residential property transactions has 
been introduced
Special stamp duty (SSD) is levied on residential 
properties of all values acquired on or after 20 November 
2010 and resold within 24 months after acquisition, in 
addition to the current ad valorem stamp duty
Buyer’s stamp duty (BSD) is levied on all residential 
properties acquired on or after 27 October 2012 by any 
person (including enterprises) except a Hong Kong 
permanent resident (HKPR) (15%, in addition to the 
existing stamp duty and the SSD if applicable)

Excise duties Excise duties levied on liquor, tobacco and related 
products, hydrocarbon oil, methyl alcohol, etc

Other main taxes Betting duty
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This publication has been carefully prepared, but should be seen as general guidance 
only and cannot address the particular needs of any individual or entity. The 
information contained within it is based upon information available up to the dates 
mentioned at the heading of each chapter. While every reasonable effort has been 
taken by the IBFD and BDO to ensure the accuracy of the matter contained in this 
publication, you should not act upon it, or refrain from acting, without obtaining 
specific professional advice: the information contained herein should not be regarded 
as a substitute for such. Please contact BDO to discuss these matters in the context 
of your particular circumstances. The IBFD and BDO accept no responsibility for any 
loss incurred as a result of acting on information in this publication.

BDO is an international network of independent public accounting, tax and advisory 
firms, the BDO Member Firms, which perform professional services under the name 
of BDO. Each BDO Member Firm is a member of BDO International Limited, a UK 
company limited by guarantee that is the governing entity of the international 
BDO network. Service provision within the BDO network is coordinated by Brussels 
Worldwide Services BV, a limited liability company incorporated in Belgium. 

Each of BDO International Limited, Brussels Worldwide Services BV and the member 
firms of the BDO network is a separate legal entity and has no liability for another 
such entity’s acts or omissions. Nothing in the arrangements or rules of the BDO 
network shall constitute or imply an agency relationship or a partnership between 
BDO International Limited, Brussels Worldwide Services BV and/or the member firms 
of the BDO network.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.

www.bdo.global

CONTACT
BDO Limited
25th Floor
Wing On Centre
111 Connaught Road Central
 Hong Kong
CHINA - Hong Kong
Tel. +852 2218 8288
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International Tax Coordinator:
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