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➢ Hong Kong adopts a territorial basis of taxation.

➢ Only profits arising in or derived from Hong Kong will be subject to Hong
Kong profits tax.

➢ The question of source of profits is a hard, practical matter of fact

1. General Profits Tax Regime

• profits arising in or derived from Hong Kong 

Taxable

• profits derived outside of Hong Kong 

Non-taxable
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Application lodged during profits tax filing

➢ Taxpayer could lodge an offshore claim during the profits tax return filing
to IRD for each year of assessment. The procedures are as follows:

2. How to lodge an offshore claim

1. The IRD issues the first profits tax return to 
Taxpayer around 18 months after incorporation, 
and then in April every year after unless 
exempted rom annual tax return filing.  

2. Taxpayer could file the profits tax 
return on a full/partial offshore basis 
together with the auditor’s report and tax 
computation prepared on the such basis. 
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Application lodged during profits tax filing (Cont’d)

2. How to lodge an offshore claim

3. The IRD may issue the Notice of Assessment / 
Statement of Loss based on the profits tax return 
filed during the “Assess First Audit Later” 
approach. 

4. The IRD will likely issue enquiry letter(s) to 
request details of the business operations and 
supporting document during the review of the 
offshore claim application. 

5. Taxpayer should file a reply to the IRD enquiry 
letter together with the supporting documents as 
requested within the time period advised by the 
IRD or the extended deadline.   
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Enquiry from the IRD

➢ The IRD would usually request information in relation to the Taxpayer’s
mode of operations and details of Taxpayer’s activities together with the
supporting documentation by issuing enquiry letter(s) to the Taxpayer.

➢ Taxpayer is obliged to maintain sufficient documentation and provide the
documentation to the IRD upon request.

➢ The IRD may not proceed with the offshore claim lodged by the
Company if insufficient documentation was provided

2. How to lodge an offshore claim
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Sample documentations to be requested

➢ The IRD may request the following documentation and details:

i. the establishment of the taxpayer in and outside Hong Kong;

ii. details of the Taxpayer’s products, services, and activities that generate
the relevant profits;

iii. the jurisdictions that the activities of the Taxpayer that give rise to the
profits are carried out;

iv. detailed list of employees who carried out the activities together with their
roles and duties;

v. an analysis of each step of the significant activities carried out by the
Taxpayer in earning the income and the name of each of the responsible
person;

vi. detailed list of customers and suppliers (if any), and their relationship with
the Taxpayer;

2. How to lodge an offshore claim
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Sample documentations to be requested (Cont’d)

➢ The IRD may request the following documentation and details:

vii. documents which substantiate that the Taxpayer’s agreements/contracts
are negotiated, concluded and executed outside Hong Kong;

viii. Executed copy of all agreements concluded by the Taxpayer in relation to
the income derived for the relevant year of assessment;

ix. Travelling schedule and supporting documents such as passport copies,
flight tickets, accomodations receipts and visa document (if any) of the
directors and key personnel;

x. Communication records, for example,

o letters/emails;

o telephone records; and

o text messages of any kind.

2. How to lodge an offshore claim
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➢ Taxpayers should be mindful of the followings:

3. Recent challenges

• IRD now tends to take a more stringent approach in examining the offshore 
claim applications. 

more stringent approach

• the role of the Hong Kong company

• the reasons why the Hong Kong company is set up

• the functions of and value contributed by the company in Hong Kong, and 

• whether the profits in question are subject to tax in other overseas 
jurisdictions. 

more attention is paid on 

• importance of keeping sufficient documentary evidence to discharge the 
burden of proof 

keeping sufficient evidence
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➢ Taxpayers should be mindful of the followings (Cont’d):

3. Recent challenges

It may take several rounds of communication with the IRD before the IRD 
expresses its view on the application.

Failure to provide sufficient documentation and satisfactory explanation 
will weaken the argument for an offshore claim. 

If IRD refuses the offshore claim due to insufficient argumentations, it may 
impose penalties up to a maximum amount of 3 times of tax 
undercharged. 

An analysis on source of income should be conducted before Taxpayer 
lodges an offshore claim.
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