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THE BUSINESS ENVIRONMENT

Hong Kong is one of the most important financial centres in the world.
Throughout the years, thousands of investors are attracted to and have
profited from setting up their businesses in Hong Kong. The following
are just some of Hong Kong's advantages: -

v Its geographical proximity to Mainland China and
well-developed transportation network

v' Its simple tax system and low tax rates

v'lIts rule of law, common law legal system, impartial judiciary and
corruption free business environment

v' lts free trade, open and externally-orientated economy

v Its free flow of information, advanced communication
infrastructure and wide use of English

v lts free convertibility and remittance of currency and reliable
banking system

Investors considering doing business in Hong Kong should first consult
our professional team to minimise risks and to help business set up
smoothly. Please contact us on issues specifically related to your
business or investment plans.

This brochure sets out a brief summary of common areas of concern for
investors, including different forms of doing business in Hong Kong,
taxation, accounting and reporting requirements. It also gives a simple
introduction to the "Closer Economic Partnership Arrangement
Between Hong Kong and Mainland China" which became effective in
2004.
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FORMS OF DOING BUSINESS IN HONG KONG

The sovereignty of Hong Kong was returned to China by the United
Kingdom on 1 July 1997. Under the Basic Law’s “one country, two
systems”, though Hong Kong is a part of China, Hong Kong’s legal
system is separated from Mainland China’s, and English common law
prevails. Hong Kong enjoys a high degree of autonomy in all matters
except foreign and defence affairs.

Business may be carried out in Hong Kong in a variety of forms, the
most commonly used are:

Unincorporated Business Vehicles:
- Sole Proprietorship
- Partnership

Incorporated Business Vehicles:
- Private Limited Company

- Public Limited Company

- Listed Company

- Branch of Overseas Company

Business Registration

To commence business in Hong Kong, one must register under the
Business Registration Ordinance, whether it is an unincorporated
vehicle or incorporated vehicle. The basic annual business registration
fee payable is HK$2,250, subject to reduction as announced by the
government from time to time.

Unincorporated Business Vehicles

Unincorporated Business Vehicles, like sole proprietorships and
partnerships, have no separate legal existence from the owner(s)
conducting the business. The owner(s) personally contribute(s) assets
into the business and is/are personally liable for the obligations and the
debts of the business. If the business does not have sufficient funds to
pay its debts, the owner(s) of the sole proprietorship or the partnership
must use their personal assets to settle the business liabilities.

Sole Proprietorship

Sole proprietorship is a business conducted by one single person.
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Partnership

A partnership is a business where two or more persons carrying on
business in common with a view to profit. There are two types of
partnership - ordinary partnership and limited partnership, under the
respective governance of Partnership Ordinance and Limited
Partnerships Ordinance.

In a partnership there must be at least 2 partners and not exceeding 20
partners, except for partnerships of solicitors, accountants or other
exempted bodies. In ordinary partnership, partners are jointly and
severally liable without limit for the obligations of partnership. A
limited partnership must have at least one general partner and one
limited partner. The general partner(s) shall be liable for all debts and
obligations of the partnership, but the limited partner(s) shall only be
liable for debts and obligations within the limit he agreed to contribute.

A partnership agreement shall be drawn up to govern the relationship
amongst the partners.

Incorporated Business Vehicles

One may incorporate a limited company under the Companies
Ordinance for conducting business in Hong Kong. An incorporated
limited company is a separate legal entity i.e. it has a separate legal
existence and enjoys the rights of a natural person in so far as is
possible. It can buy and sell property, enter into contracts, own property,
borrow money and can sue and be sued in its own name. There were
over 1,380,000 local companies incorporated under the Hong Kong
Companies Ordinance up to July 2020.

The two main types of limited company are private limited company
and public limited company. The number of members of a private
limited company is restricted to 50 and it is prohibited from inviting
public to subscribe for any shares or debentures of the company with
restriction on its rights to transfer of shares, whereas the public limited
company does not have an upper limit on the number of members, it
can invite public to subscribe for its shares.
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Private and Public Limited Companies

The main features of private limited company are :

Private limited company

Company Name English and/or Chinese company name(s) can
be registered.

No. of Member Minimum : 1
Maximum : 50

No. of Director Minimum : 1(natural person)

Maximum : no legal limit

Company Secretary Yes

Registered Office In Hong Kong

Annual Requirements | v" Annual Return
v" Tax Reporting
v" Audited Accounts

Private limited companies can have only one director, who should be a
natural person. However, public limited companies are still required to
have at least two directors. Private limited companies may have body
corporate to act as its director, if that private company has at least one
director who is a natural person and it is not a member of a listed group.
For a public limited company, a corporation cannot be a director or
company secretary thereof. Private limited company which has only
one director and one member who is the same person may, in general
meeting, nominate a reserve director to act in place of the sole director
in the event of his death.

The Company Secretary of a Hong Kong limited company shall, if an
individual, ordinarily reside in Hong Kong, or if a body corporate, have
its registered office or a place of business in Hong Kong.

To incorporate a limited company in Hong Kong, one must first decide
on the company name and check if the company name is available for
registration. If the desired company name is available, a copy of the
articles of association signed by the founder member(s) will be filed
with the Companies Registry. The articles of association set out the
name, the limited liability of the shareholders and the internal
regulations for the company. We can obtain the Certificate of
Incorporation and Business Registration Certificate for our clients
within one business day.
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With effect from March 2018, every company incorporated in Hong
Kong is reuired to obtain and maintain up-to-date ownership
information by way of keeping a "Significant Controllers Register" to
enhance transparency of corporate beneficial ownership in order to
fulfil Hong Kong's international obligations. The Register should be
open for inspection by law enforcement officers upon demand.

A Hong Kong limited company has to file its annual return with the
Companies Registry in its prescribed form every year and has to
conduct an annual audit on its accounts. However, unlike a private
limited company, a public limited company is required to file a full set
of accounts with the Companies Registry.

A Hong Kong limited company can freely remit tax-free dividends out
of the retained profits to its overseas holding company without any
deduction of tax.

Listed Company

A listed company is a limited company which has its securities listed
on The Stock Exchange of Hong Kong Limited. It is therefore a public
limited company. Besides registration under the Companies Ordinance,
a listed company has to ensure strict compliance with Listing Rules,
Securities and Futures Ordinance, Model Code for Securities
Transactions by Directors of Listed Issuers, The Codes on Takeovers
and Mergers and Share Buy-backs, etc.

Branch of Overseas Company

Branches of overseas companies are companies incorporated outside
Hong Kong but have established a place of business in Hong Kong.
Every overseas company which establishes a place of business in Hong
Kong must register as "non-Hong Kong company" under the Hong
Kong Companies Ordinance within one month. According to the
statistics of the Hong Kong Companies Registry, there were over
13,000 non-Hong Kong companies registered up to July 2020.

The overseas company has to file the following documents with the
Companies Registry (if the following documents (1), (2) and (3) are not
written in English or Chinese language, a certified translation thereof
has to be arranged):
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5.

a certified copy of the charter, statutes or memorandum and
articles of the foreign company or other instrument
constituting or defining the constitution of the company;

a certified copy of the company’s certificate of incorporation
or a copy of such other evidence of incorporation as the
Registrar deems sufficient;

a certified copy of the latest accounts of the company in the
form required by the law of the place of its incorporation or, if
no such requirement is in force under the law of that place, in
the form in which the accounts of the company are submitted
to the members of the company;

a list in English or Chinese in the specified form of the
Companies Registry reporting the names and addresses of one
or more persons resident in Hong Kong authorized to accept
on behalf of the company service of process and any notices
required to be served on the company, and also:

Q) the address of the principal place of business of the
company in Hong Kong;
(i) the respective addresses of the principal place of

business, if any, and the registered office of the
company in its place of incorporation; and

(iii) the particulars of the directors and secretary of the
company;

a notice to Business Registration Office.

The branch is free to remit its profits after tax to the overseas company.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 6




TAXATION

Unlike many developing countries, Hong Kong attracts investments not
by providing tax breaks, but by a simple taxation system with relatively
low rates.

Direct Taxes

The legislation governing direct taxes is the Inland Revenue Ordinance,
which specifies three separate direct taxes on income:

Profits Tax
Salaries Tax
Property Tax

These taxes apply only to income arising in or derived from Hong
Kong. Foreign-sourced income is not taxable even if remitted to Hong
Kong.

Taxpayers subject to theses taxes are required to submit an annual tax
return to the Inland Revenue Department. For corporations, the profits
tax return must be accompanied by a set of audited accounts.

In addition, employers must submit annual employers' returns to report
income and benefits payable to their Hong Kong employees. If a person
is required to withhold taxes on payments to non-residents under the
Inland Revenue Ordinance, he is also required to submit a return
detailing all the transactions.

There is no total income tax in Hong Kong, but an individual needs
only file one composite tax return for all his income, including those
from his sole proprietorship business.

Double Taxation Agreements

Since 2005, Hong Kong has entered into Double Taxation Agreements
with various countries. Pursuant to the agreements, the maximum tax
rates charged by the respective tax authorities on dividends, interest and
royalties received by a Hong Kong company from these countries are
as follows:

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 7




Country Maximum withholding tax rate %
Dividends * Interest Royalties
Austria 10 0 3
Belarus 5 5 5
Belgium 15 10 5
Brunei 0 10 5
Cambodia 10 10 10
Canada 15 10 10
China 10 7 7
Czech Republic 5 0 10
Estonia 10 10 5
Finland 10 0 3
France 10 10 10
Guernsey 0 0 4
Hungary 10 5 5
India 5 10 10
Indonesia 10 10 5
Ireland 0 10 3
Italy 10 12,5 15
Japan 10 10 5
Jersey 0 0 4
Korea (ROK) 15 10 10
Kuwait 5 5 5
Latvia 10 10 3
Liechtenstein 0 0 3
Luxembourg 10 0 3
Macao Domestic rate | Domestic rate | Domestic rate
Malaysia 10 10 8
Malta 0 0 3
Mexico 0 10 10
Netherlands 10 0 3
New Zealand 15 10 5
Pakistan 10 10 10
Portugal 10 10 5
Qatar 0 0 5
Romania 5 3 3
Russia 10 0 3
Saudi Arabia 5 0 8
South Africa 10 10 5
Spain 10 5 5
Switzerland 10 0 3
Thailand 10 15 15
United Arab Emirates 5 5 5
United Kingdom 15 Domestic rate 3
Vietnam 10 10 10
© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 8




! Reductions available under certain conditions, such as the Hong Kong
company holding a minimum % of the foreign company.

Dividends or interest payments from Hong Kong to non-residents are
not subject to Hong Kong tax. However, royalty payments to a
non-resident for the use, or right to use, in Hong Kong a patent, design,
trademark or copyright etc. by any person are taxed at the following
rates:

Royalty is paid by
Associates: Standard profits tax rate
Other persons: Standard profits tax rate x 30%

The rate is subject to the maximum tax rate by which the above
countries charge a Hong Kong company under the agreements.

Profits Tax

Persons, including corporations, partnerships, trustees and individuals
carrying on any trade, profession or business in Hong Kong, whether
directly or through an agent, are subject to profits tax. The current tax
rate is 16.5% on assessable profits for corporations and 15% for
individuals or partners who are individuals. The profits tax rate for the
first HK$2 million of assessable profits is respectively lowered to
8.25% and 7.5%.

In arriving at the assessable profits, certain income and expenditure are
excluded, for example:

a) Foreign-sourced income/losses

b) Capital gains/losses
There is no capital gains tax in Hong Kong. However, the gain
on disposal of assets such as properties or shares may be
taxable if the disposal constitutes a transaction in the nature of
trade.

c) Dividends
There is no withholding tax on dividends in Hong Kong.
Dividends received are not taxable, dividends paid are not
deductible.

d) Hong Kong taxes payable, except salaries tax paid on behalf
of employees.

e) Remuneration or interest on capital or loans payable to the
sole proprietor or members of a partnership.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 9




f)

Capital expenditure including capital losses, except for:
1) Building refurbishments, which can be deducted in
equal instalments over 5 years; and

2) Plant and machinery used in manufacturing process,
computer hardware and software, which can be
deducted when incurred.

Instead, statutory capital allowances are granted for capital

expenditure incurred:

1) For capital expenditure incurred in the construction
of an industrial building or structure occupied for the
purposes of certain trade, an initial allowance of 20%
and annual allowances of 4% per annum are given
until the total expenditure is written off.

2) Other buildings or structures held for the purposes of
carrying on a trade, profession or business, other than
as trading stock, can qualify for a commercial
building allowance at an annual rate of 4% of the
capital expenditure incurred in the construction.

3) An initial allowance of 60% of the cost together with
an annual allowance computed on the reducing value
are granted to other plant and machinery. The annual
rate ranges from 10% to 30% depending on the
nature of the asset.

In general, deductions are allowed for revenue expenditure incurred in
producing assessable profits. Specific deductions are allowed for:

a)
b)
c)
d)
e)
f)
9)
h)
i)
)

Loan interest

Rent

Bad and doubtful debts

Certain foreign taxes

Repairs and replacements

Registration and purchase of trade marks, patents or designs;
Contributions to retirement schemes

Scientific research expenses

Technical education expenses

Charitable donations

No provision exists in Hong Kong for filing consolidated returns with
respect to groups nor does provision exist for loss relief with respect to
profits and losses of different members of the same group.

There are special provisions for taxing insurance, shipping and aircraft
companies.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 10




Salaries Tax

All income of individuals arising in or derived from Hong Kong from
any office, employment or pension, including income derived from
services rendered in Hong Kong, is subject to salaries tax. The current
tax rate is 15% on assessable income.

The tax does not consider the nationality or domicile of an individual.
An individual employed in Hong Kong will be taxed on part of his
income attributable to services rendered in Hong Kong if he visits
Hong Kong for more than 60 days in a tax year.

Income includes the value of accommodation provided by an employer,
subject to a maximum of 10% of the employee's total income from the
employer. Deductions allowed include self-education expenses,
charitable contributions, home loan interest, elderly residential care
expenses, retirement scheme contributions, as well as personal
allowance, married person's allowance, child allowance and dependent
brother/sister, parent and grandparent allowances.

Property Tax

Property tax is charged on the owner of Hong Kong land and buildings
on actual rental income at the standard rate of 15%.

There is a standard deduction 20% of the rental income to cover repairs
and outgoings.

Indirect Taxes

1. Sales Tax
There is no sales tax or value added tax in Hong Kong

2. Stamp Duty
Stamp duty is charged on documents in connection with the
lease and transfer of immovable properties and shares in Hong

Kong:

@ Leases
0.25% to 1% of the annual rent payable depending on
lease terms

(b) Transfer of immovable property

Stamp duties charged at the following % on the
higher of the sale proceeds and market value of the

property.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 11




Ad valorem stamp duty (AVD)

HK$100 to a progressive rate up to 4.25% on any
residential property acquired by a Hong Kong
permanent resident who does not own any other
residential property in Hong Kong at the time of
acquisition, and 1.5% to 8.5% for all other cases.

Buyer's stamp duty (BSD)

15% on any residential property acquired by any
person other than a Hong Kong permanent resident.

Special Stamp Duty (SSD)

On any residential property acquired and resold
within 36 months after acquisition. The rates depend
on the vendor's holding period:

20%: 6 months or less
15% : more than 6 months but for 12 months or less
10%: more than 12 months but for 36 months or less.

(© Transfer of shares
0.1% on the higher of the consideration and market
value on each bought/sold note

Rates

Rates are assessed on the annual rental value of the property,
which is calculated by the Rating and Valuation Department.
This is levied on the property owner and is usually paid by the
occupier.

Import and Excise Duties

Hong Kong is a free port and does not levy any customs tariff
or surcharge on imports. Excise duties are levied on liquors
(other than wines), tobacco, hydrocarbon oil and methyl
alcohol. All motor vehicles for use on the roads of Hong Kong
are subject to a First Registration Tax which ranges from 3.7%
to 115% of the value of the motor vehicle.

Estate Duty
Estate duty has been abolished in Hong Kong since the
2005/06 fiscal year.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 12




ACCOUNTING AND REPORTING

The Hong Kong Institute of Certified Public Accountants ("HKICPA™)
issues its own accounting standards which closely follow International
Financial Reporting Standards.

The Companies Ordinance requires a company incorporated in Hong
Kong to prepare an income statement and a statement of financial
position every year. It also requires the company to prepare a directors'
report which contains such information as principal activities, results
for the year, the company's state of affairs, significant changes in fixed
assets and reserves, recommended dividends, issue of shares and
debentures during the year, directors' names, directors' interests in
contracts and directors' rights to acquire shares in the company.

The company must appoint auditors, who are Certified Public
Accountants (Practising) registered with the HKICPA, to carry out an
annual audit on the accounts. Audited accounts will be filed with the
Inland Revenue Department as part of an annual profits tax return.
Public companies have an additional requirement to file the audited
accounts with the Companies Registry.

Branch of an overseas company in Hong Kong must file with the

Companies Registry a copy of the overseas company's audited
accounts.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 13




CLOSER ECONOMIC PARTNERSHIP ARRANGEMENT
BETWEEN HONG KONG AND MAINLAND CHINA ("CEPA™)

CEPA is a World Trade Organisation (WTO)-compliant, free trade
agreement between Hong Kong and China which took effect on 1
January 2004. According to the agreement, qualified enterprises and
individuals in Hong Kong have earlier access to and in some instances
more privileges than will ultimately be available when doing business
with the Mainland, following its accession to the WTO. Investors with
an eye on the huge Chinese mainland market may take advantage of
these preferential terms in CEPA in which:

1. Almost all Hong Kong-made products are exempt from tariffs
when exported to the Chinese mainland. In order to qualify,
the products are required to satisfy CEPA's Rules of Origin,
which means that certain industry-specific procedures are
completed in Hong Kong.

Overseas investors can take advantage of CEPA by:

@ Outsourcing to, or partnering with a CEPA-qualified
manufacturer in Hong Kong.

(b) Setting up new manufacturing operations in Hong
Kong.
2. Companies and individuals from over 40 Hong Kong-based

service sectors have easier access to the Chinese market,
which traditionally have various geographical, financial and
ownership restraints.

Overseas service providers can take advantage of CEPA by
outsourcing to, partnering with or investing in a
CEPA-qualified service provider which:

Is residing/incorporated in Hong Kong;

Has operated for 3 to 5 years (depending on the sector);
Is liable to pay Hong Kong profits tax; and

Employs 50% of its staff locally.

© Copyright 2020. Leung & Puen CPA Limited. All Rights Reserved. 14
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