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INe eropean Union has decided o putHong Kong onits
grey ISt Tor fax purposes

Summary

Effective from 5 October 2021, Hong Kong will be added to the European Union’s “grey list” on
non-cooperative jurisdictions for tax purposes

Changes to Hong Kong’s territorial system of taxation will be one of the most significant changes to
Hong Kong Profits Tax which will have a significantimpact to the tax profiles of many companies.

Following a review of Foreign-Source Income Exemption Regimes, the European Union has decided to add Hong Kong
to Annex Il of its list on non-cooperative jurisdictions for tax purposes effective 5 October 2021. This means that the
European Union considers aspects of Hong Kong's territorial tax system may facilitate tax avoidance or other tax
practices they regard as harmful. It also means that Hong Kong has agreed to make changes to the relevant legislation.
The European Union has granted the affected jurisdictions until 31 December 2022 to make the necessary changes.

Annex Il is effectively a watchlist. It means that the European Union will further monitor the situation and consider
moving Hong Kong to a blacklist if the identified harmful aspect of its tax system does not change. Punitive measures
against blacklisted jurisdictions include denial of deduction of payments made, increased withholding taxes, application
of controlled foreign company rules, taxation of dividends and administrative measures.

Changes to the territorial system in Hong Kong will be one of the most significant changes to Hong Kong Profits Tax for
many years and will have a fundamental impact on the tax profiles of many companies operating. While Hong Kong is
still considering how to effect the changes, businesses should keep abreast of developments and work with their tax
advisors to understand the implications.

© 2021 KPMG Huazhen LLP, a People's Republic of China partnership, KPMG Advisory (China) Limited, a limited liability company in China, KPMG, a Macau partnership and KPMG, a Hong Kong partnership, are member firms of the
KPMG global organisation of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved

© 2021 KPMG Tax Services Limited, a Hong Kong limited liability company and a member firm of the KPMG global organisation of independent member firms affiliated with KPMG International Limited, a private English company limited by
guarantee. All rights reserved



Lontactus

Lewis Y. Lu

Head of Tax, China
Tel: +86 21 2212 3421
lewis.lu@kpmg.com

John Timpany

Head of Tax, Hong Kong
Tel: +852 2143 8790
john.timpany@kpmg.com

Anita Tsang
Director, Hong Kong
Tel: +852 2143 8540
anita.tsang@kpmg.com

Ivor Morris

Partner, Hong Kong
Tel: +852 2847 5092
ivor.morris@kpmg.com

Hong Kong Tax Alert

kpmg.com/cn

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate
and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on
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