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Dividends paid by Mainland companies to Hong Kong residents

The State Administration for Taxation (SAT) clarifies arrangements in respect of tax payable to the
Mainland for dividends payable by Mainland companies to individual investors in Hong Kong.

Circular Guo Shui Fa [1993] No. 45, which stipulated that dividends paid by
Mainland Chinese companies to foreign individuals were temporarily exempt
from individual income tax, was withdrawn with effect from 4 January 2011.
Subsequently, various H share companies announced that they would
withhold tax of 20 percent on dividend payments and this has led to
confusion, particularly as the double taxation arrangement (DTA) with the
Mainland provides that the tax on dividends shall not exceed 10 percent.

The SAT has now advised that when non-foreign investment companies of
the Mainland listed in Hong Kong distribute dividends to their shareholders,
the individual shareholders in general will be subject to a withholding tax rate
of 10 percent in accordance with the Mainland DTA. Individual shareholders
do not have to apply to enjoy the entitlement to the 10 percent rate.

The Stock Exchange of Hong Kong Limited has also issued a letter to listed
companies informing them of the above arrangements concerning dividends
paid by Mainland companies.

Comment

This clarification from the SAT is welcome. However, some uncertainties still
remain as to how the arrangement will work in practice. For instance, in the
case of an individual investor whose shares are held through a broker, how
the 10 percent rate of tax will be applied and what obligations H share issuers
may have on verifying the residence status of their shareholders is not clear.
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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 upon such information without appropriate
professional advice after a thorough examination of the particular situation.
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