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Treatment of foreign-sourced in-kind dividends under the FSIE
regime

Summary

In the recently published Advance Ruling Case No. 757, the Inland Revenue Department (IRD)

clarified that foreign-sourced in-kind dividends (in form of shares of an overseas group company)
received by a Hong Kong company as part of an internal group restructuring are not regarded as
received in the Hong Kong SAR (Hong Kong) under the foreign-sourced income exemption (FSIE)
regime.

Background of the case

The applicantisa company incorporatedin Hong Kong and amember of a multinational group. The applicantis wholly
owned by its immediate parent company which isacompany incorporated and carrying on business in Hong Kong.

The applicantheld a wholly owned foreign subsidiary (Company S1) which in turn held another wholly owned foreign
subsidiary (Company S2). As part of the internal group restructuring, Company S1 distributed all the issued shares of
Company S2 at their fair value to the applicant asin-kind dividends. The shares were distributed by the applicant to its
immediate parentcompany on the same day as in-kind dividends. Company S2 does not have any establishments,
operations orassetsin Hong Kong.

The IRD’s ruling

The IRD ruled that the in-kind dividends shall not be regarded as “received in Hong Kong" for the purposes of the FSIE
regime.

KPMG Observations

While the IRD did not elaborate on the basis of regarding the in-kind dividends as being notreceived in Hong Kongin the
published ruling, it would appear that the relevant factors being considered include: (1) Company S2 is an overseas company
withoutany presence in Hong Kong and (2) the location where the share register of Company S2 is kept, which probably is
outside Hong Kong.

The ruling also reconfirms that distribution of the foreign-sourced dividends received by a Hong Kong company outside Hong
Kong to its shareholderin Hong Kong will not resultin the dividends beingregarded as “received in Hong Kong".

T The advance ruling case canbe accessedvia this link to the IRD website: https /ivww.ird.gov.hk/eng/ppr/advance75. htm



Hong Kong (SAR) Tax Alert

kpmg.com/cn/socialmedia

in[x| f %50

For more KPMG Hong Kong (SAR) Tax Alerts, please scan the QR code or visitour website:
https://home.kpmg/cn/en/home/services/tax/hong-kong-tax-services/hong-kong-tax-insights. html

For a list of KPMG China offices, please scan the QR code or visitour website:
https://home kpmg/cn/en/home/about/offices.html.

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 itis received or that it will continue to be accurate in the future. No one should act on such information
without appropriate professional advice after athorough examination of the particular situation.

© 2024 KPMG Huazhen LLP, a People's Republic of China partnership, KPMG Advisory (China) Limited, a limited liability company in Chinese Mainland, KPMG, a Macau (SAR) partnership, and KPMG,

a Hong Kong (SAR) 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

© 2024 KPMG Tax Services Limited, a Hong Kong (SAR) limited liability company and a member firm of the KPMG global organisation of independent member firms affiliated with KPM G Intematiorel
Limited, a private English company limited by guarantee. All rights reserved.

The KPMG name and logo are trademarks used under license by theindependent member firms of the KPMG global organisation



	Slide Number 1
	Slide Number 2

