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HONG KONG SPECIAL ADMINISTRATIVE REGION

)

An Ordinance to amend the Inland Revenue Ordinance to lower the
rate of profits tax on assessable profits that are not more than
a specified threshold for the years of assessment commencing
on or after 1 April 2018.

ORDINANCE No. 13 oF 2018

Carrie LAM
Chief Executive
28 March 2018

[29 March 2018]
Enacted by the Legislative Council.

1. Short title

This Ordinance may be cited as the Inland Revenue
(Amendment) (No. 3) Ordinance 2018.

2. Inland Revenue Ordinance amended

The Inland Revenue Ordinance (Cap. 112) is amended as set
out in sections 3 to 12.

3. Section 14 amended (charge of profits tax)
(1) Section 14(1)—
Repeal

“at the standard rate”.
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(2) Section 14—
Repeal subsection (2)

Substitute

“(2) For a person other than a corporation, the tax is to
be charged on the assessable profits of the person—

€)

(4)

(a)
(b)

for any year of assessment commencing before
1 April 2018—at the standard rate; or

for any year of assessment commencing on or
after 1 April 2018—in accordance with section 2
of Schedule 8A.

For a corporation, the tax is to be charged, subject
to subsections (4) and (5), on the assessable profits
of the corporation—

(a)

(b)

for any year of assessment commencing before
1 April 2018—at the rate specified in Schedule §;
or

for any year of assessment commencing on or
after 1 April 2018—in accordance with section
2(a) of Schedule 8B.

If a corporation is a partner in a partnership, in
relation to any share of assessable profits of the
partnership apportioned to the corporation under
section 22A, the tax is to be charged—

(a)

(b)

for any year of assessment commencing before
1 April 2018—at the rate specified in Schedule 8;
or

for any year of assessment commencing on or
after 1 April 2018—in accordance with section
2(b) of Schedule 8B.
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(5) If a corporation has made an election under section
14B(2)(a), 14D(5)(b), 14H(4)(b) or 14J(5)(b) in
respect of a portion of its assessable profits, then, in
relation to the rest of its assessable profits, the tax is
to be charged at the rate specified in Schedule 8.”.
4. Sections 14AA, 14AAB and 14AAC added
After section 14—
Add
“14AA. Interpretation
(1) In this section and sections 14AAB and 14AAC—

entity (H %) means—

(a) a natural person;

(b) a body of persons; or

(c) alegal arrangement, including—
(1) a corporation;
(i) a partnership; and

(iii) a trust;

sole proprietorship business (&8 3£75), in relation to

2)

a natural person, means a trade, profession or
business carried on by the person as a sole
proprietor.

For the purposes of section 14AAB(1)(c), if a natural
person carries on more than one sole proprietorship
business, the person is taken to be a separate entity
in relation to each sole proprietorship business.
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14AAB. Meaning of connected entity

(1)

2)

)

(4)

For the purposes of section 14AAC, an entity is a
connected entity of another entity if—

(a) one of them has control over the other;

(b) both of them are under the control of the same
entity; or

(c) in the case of the first entity being a natural
person carrying on a sole proprietorship
business—the other entity is the same person
carrying on another sole proprietorship
business.

For the purposes of subsection (1), an entity (entity A)
has control over another entity (entity B) if—

(a) in the case of entity B being a trust—entity A is
entitled to a vested interest in more than 50% of
the capital of the property of the trust—

(1) whether the interest is in possession or in
remainder or reversion; and

(i) whether the interest is defeasible or not; or

(b) in any other case—entity A has a specified
interest in entity B.

However, entity A does not have control over entity
B if it falls within the description in subsection (2)(a)
or (b) in respect of entity B solely by acting in the
capacity of a trustee.

For the purposes of subsection (2)(b), entity A has a
specified interest in entity B if entity A, whether
directly or indirectly through one or more than one
other entity (interposed entity)—
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(a) owns or controls more than 50% in aggregate of
the issued share capital of entity B;

(b) is entitled to exercise or control the exercise of
more than 50% in aggregate of the voting rights
in entity B; or

(c) 1is entitled to more than 50% in aggregate of the
capital or profits of entity B.

(5) For the purposes of subsection (4), the extent of any
indirect interest of entity A in entity B is—

(a) if there is 1 interposed entity—the percentage
arrived at by multiplying the percentage
representing the extent of the direct interest of
entity A in the interposed entity by the
percentage representing the extent of the direct
interest of the interposed entity in entity B; or

(b) if there is a series of 2 or more interposed
entities—the percentage arrived at by
multiplying the percentage representing the
extent of the direct interest of entity A in the
first interposed entity in the series by—

(i) the percentage representing the extent of
the direct interest of each interposed entity
(other than the last interposed entity) in
the next interposed entity in the series; and

(1) the percentage representing the extent of
the direct interest of the last interposed
entity in entity B.

(6) For the purposes of subsection (5), the extent of the
direct interest of an entity in another entity is—
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(a) in relation to issued share capital—the
percentage of the issued share capital of the
other entity directly owned or directly controlled
by the first entity;

(b) in relation to voting rights—the percentage of
the voting rights in the other entity that the first
entity is directly entitled to exercise, or over
which the first entity is directly entitled to
control the exercise; or

(c) in relation to capital or profits—the percentage
of the capital or profits of the other entity that
the first entity is directly entitled to.

(7) For the purposes of this section, if an entity is a
corporation, a reference to the exercise of the voting
rights in the entity is to be construed as a reference
to the exercise of the voting rights at general
meetings of the entity.

14AAC. Charge of profits tax for connected entities

(1)

2)
)

This section applies to an entity in relation to any
year of assessment commencing on or after 1 April
2018 (specified year of assessment) if, at the end of
the basis period of the entity for that year of
assessment, the entity has any connected entity.

Section 14 applies to the entity subject to any

applicable modifications specified in subsection (3).

The modifications are—

(a) for an entity other than a corporation—the
reference in section 14(2)(b) to “in accordance

with section 2 of Schedule 8A” is taken to be a
reference to “at the standard rate”;
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(b) for a corporation—the reference in section
14(3)(b) to “in accordance with section 2(a) of
Schedule 8B” is taken to be a reference to “at
the rate specified in Schedule 8”; and

(c) for a corporation that is a partner in a
partnership—the reference in section 14(4)(b) to
“in accordance with section 2(b) of Schedule
8B” is taken to be a reference to “at the rate
specified in Schedule 8”.

(4) However, the Commissioner may exempt an entity
from subsection (2) for a specified year of assessment
if the entity has elected in writing to be so exempted.

(5) The election, once made, is irrevocable.

(6) Subsection (4) does not apply to an entity (entity A)
for a specified year of assessment if—

(a) entity A is a connected entity of another entity
(entity B) at the end of the basis period of
entity A for that year of assessment; and

(b) entity B has been exempted under that
subsection for that year of assessment.”.

5. Section 19CA amended (treatment of losses: concessionary
trading receipts)

Section 19CA(5)—
Repeal the definition of normal trading receipts
Substitute

“normal trading receipts (—MEZEIA) means any
trading receipts and other sums, other than
concessionary trading receipts;”.
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6. Section 63H amended (amount of provisional profits tax)
(1) Section 63H(1)—
Repeal
“(1A),”.
(2) Section 63H(1)—
Repeal

“at the standard rate”.
(3) Section 63H—

Repeal subsection (1A)

Substitute

“(1A) For a person other than a corporation, the tax is to
be charged on the assessable profits of the person—

(a) for any year of assessment commencing before
1 April 2018—at the standard rate; or

(b) for any year of assessment commencing on or
after 1 April 2018—in accordance with section 2
of Schedule 8A.

(1B) For a corporation, the tax is to be charged, subject
to subsections (1C) and (1D), on the assessable
profits of the corporation—

(a) for any year of assessment commencing before
1 April 2018—at the rate specified in Schedule §;
or

(b) for any year of assessment commencing on or
after 1 April 2018—in accordance with section
2(a) of Schedule 8B.
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(1C)

(1D)

If a corporation is a partner in a partnership, in
relation to any share of assessable profits of the
partnership apportioned to the corporation under
section 22A, the tax is to be charged—

(a) for any year of assessment commencing before
1 April 2018—at the rate specified in Schedule §;
or

(b) for any year of assessment commencing on or
after 1 April 2018—in accordance with section
2(b) of Schedule 8B.

If a corporation has made an election under section
14B(2)(a), 14D(5)(b), 14H(4)(b) or 14J(5)(b) in
respect of a portion of its assessable profits, then, in
relation to the rest of its assessable profits, the tax is
to be charged at the rate specified in Schedule 8.”.

7. Section 63HA added
After section 63H—

Add

“63HA. Amount of provisional profits tax for connected entities

(1)

2)

)

This section applies to an entity in relation to any
year of assessment commencing on or after 1 April
2018 (specified year of assessment) if, at the end of
the basis period of the entity for the year preceding
that year of assessment, the entity has any connected
entity.

Section 63H applies to the entity subject to any
applicable modifications specified in subsection (3).

The modifications are—
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(4)

)

(6)

(a) for an entity other than a corporation—the
reference in section 63H(IA)(b) to “in
accordance with section 2 of Schedule 8A” is
taken to be a reference to “at the standard
rate”;

(b) for a corporation—the reference in section
63H(1B)(b) to “in accordance with section 2(a)
of Schedule 8B” is taken to be a reference to “at
the rate specified in Schedule 8”; and

(c) for a corporation that is a partner in a
partnership—the reference in section 63H(1C)(b)
to “in accordance with section 2(b) of Schedule
8B” is taken to be a reference to “at the rate
specified in Schedule 8”.

However, the Commissioner may exempt an entity
from subsection (2) for a specified year of assessment
if the entity has elected in writing to be exempted
from section 14AAC(2) for the year preceding that
year of assessment.

Also, the Commissioner may exempt an entity from
subsection (2) for the year of assessment commencing
on 1 April 2018 if the entity has elected in writing to
be so exempted.

Subsection (5) does not apply to an entity (entity A)

if—

(a) entity A is a connected entity of another entity
(entity B) at the end of the basis period of
entity A for the year of assessment commencing
on 1 April 2017; and

(b) entity B has been exempted under that
subsection for the year of assessment
commencing on 1 April 2018.
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10.

11.

(7) Sections 14AA and 14AAB apply for the
interpretation of this section as they apply for the
interpretation of section 14AAC.”.

Section 89 amended (transitional provisions)
Section 89—
Add

“(20)  Schedule 42 has effect in relation to a person liable
to pay provisional profits tax in respect of the year
of assessment commencing on 1 April 2018.”.

Schedule 1 amended (standard rate)
Schedule 1—

Repeal

“& (5)”.

Schedule 8 amended (rate of profits tax in respect of a
corporation)

Schedule 8—
Repeal

“Iss. 14(2), 14A(1), 14B(1), 14D(1), 14H(1), 14J(1), 16(21),
19CA(4) & (5) & 63H(1A)]”

Substitute

“Iss. 14, 14AAC, 14A, 14B, 14D, 14H, 14J, 16, 19CA, 63H
& 63HA]”.

Schedules 8A and 8B added
After Schedule 8—
Add
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“Schedule SA

[ss. 14, 14AAC, 63H
& 63HA & Sch. 42]

Two-tiered Rates of Profits Tax—Persons other
than Corporations

1. In this Schedule—

section 14 assessable profits ( 55 14 1% ESF B A ¥ ) means
assessable profits to which section 14 applies.

2. For a year of assessment commencing on or after 1 April
2018, profits tax is chargeable in respect of each trade,
profession or business—

(a) at the rate of 7.5% on the section 14 assessable
profits from the trade, profession or business up
to $2,000,000; and

(b) at the rate of 15% on any part of the section 14
assessable profits over $2,000,000 from the
trade, profession or business.
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Schedule 8B

[ss. 14, 14AAC, 63H
& 63HA & Sch. 42]

Two-tiered Rates of Profits Tax—Corporations

1. In this Schedule—

section 14 assessable profits ( 55 14 W& EFEBL A # ) means
assessable profits to which section 14 applies;

threshold (FR%F), for a corporation that is a partner in a
partnership, means $2,000,000 multiplied by the ratio
at which the corporation shares the profits or losses
of the partnership during the basis period for the
year of assessment concerned.

2. For a year of assessment commencing on or after 1 April
2018, profits tax is chargeable—

(a) for a corporation—

(i) at the rate of 8.25% on section 14
assessable profits up to $2,000,000; and

(i) at the rate of 16.5% on any part of section
14 assessable profits over $2,000,000; and

(b) for a corporation that is a partner in a
partnership—

(1) at the rate of 8.25% on the net share of
section 14 assessable profits concerned up
to the threshold; and

(i) at the rate of 16.5% on any part of the net
share of section 14 assessable profits over
the threshold.”.
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12. Schedule 42 added
The Ordinance—
Add

“Schedule 42

[s. 89(20)]

Transitional Provisions Relating to Provisional
Profits Tax in respect of Year of Assessment
2018/19

1. Interpretation
In this Schedule—

year of assessment 2018119 (2018/1958FL4F %) means the
year of assessment commencing on 1 April 2018.

2. Application for holding over payment of provisional profits
tax on additional ground

(1) A person who is liable to pay provisional profits tax
in respect of the year of assessment 2018/19 may
apply to the Commissioner to have the payment of
the whole or part of the tax held over until the
person is required to pay profits tax for the year.

(2) An application may be made under subsection (1) if,
for the year of assessment 2018/19, the person is, or
is likely to be, chargeable to profits tax in accordance
with section 2 of Schedule 8A, or section 2 of
Schedule 8B, under section 14.

(3) This section does not affect the operation of section
63J.
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Provisions supplementary to section 2 of this Schedule

(1) This section applies to an application under section 2
of this Schedule.

(2) The application must be made in writing.
(3) The application must be made not later than—

(a) the 28th day before the day by which the
provisional profits tax is to be paid; or

(b) the 14th day after the date of the notice for
payment of provisional profits tax under section
63H(7),

whichever is the later.

(4) However, the Commissioner may, if satisfied that it is
appropriate, either generally or in a particular case,
postpone the deadline.

(5) On receipt of the application, the Commissioner—
(a) must consider the application; and

(b) may hold over the payment of the whole or part
of the provisional profits tax.

(6) The Commissioner must, by notice in writing, inform
the applicant of the Commissioner’s decision.”.
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