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Hong Kong and South Africa conclude Double Tax Agreement

A Double Tax Agreement (DTA) between Hong Kong and South Africa is expected to take effect in 2016.

Summary

Hong Kong concluded a
Double Tax Agreement (DTA)
with South Africa, its first with
an African jurisdiction.

The DTA will enter into force
after the completion of
ratification procedures on
both sides. It is expected to
take effect on 1 April 2016 in
Hong Kong and 1 January
2016 in South Africa.

The DTA allocates taxing
rights between the two
jurisdictions, provides for
reduced withholding tax rates
and gives investors greater
certainty on their potential tax
liabilities arising from
cross-border activities.

The DTA also contains a
number of favourable
provisions that should
encourage closer cooperation
between Hong Kong and
South Africa.

In October 2014 Hong Kong concluded a Double Tax Agreement (DTA) with
South Africa, its first with an African jurisdiction and its 31 overall. The DTA
allocates taxing rights between the two jurisdictions, provides for reduced
withholding tax rates and gives investors greater certainty on their potential tax
liabilities arising from cross-border activities. In addition, the DTA contains a
number of favourable provisions that should encourage closer cooperation
between Hong Kong and South Africa.

The DTA will enter into force after the completion of ratification procedures on
both sides. If the ratification process can be concluded in 2015, the DTA will be
effective on 1 April 2016 in Hong Kong and 1 January 2016 in South Africa.

Active Income

In the absence of the DTA, income earned by South African residents in Hong
Kong is subject to both Hong Kong and South African income tax. Under the
DTA, however, tax paid in Hong Kong will be allowed as a credit against the
South African tax payable by a South African resident.

The DTA also provides for a credit against Hong Kong tax payable in respect of
any South African tax paid. This situation may occur in rare situations where
Hong Kong companies with profits attributable to a permanent establishment
in South Africa are also liable for tax in Hong Kong when such profits are
regarded as sourced in Hong Kong.

Passive Income

The South African dividend withholding tax on Hong Kong residents will be
reduced from 15% to either 5% or 10%, the lower rate being applicable where
the beneficial owner of the dividends is a company which has a direct holding
of at least 10% of the capital of the payer.

The DTA provides for South African withholding tax on interest to be capped at
10%. This is particularly relevant as the previous blanket exemption for
interest paid to non-residents who did not have a permanent establishment in
South Africa was replaced on 1 January 2015 with a final withholding tax
based on15% on the gross amount of interest from a South African source.
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This rate may be reduced to 0% if the beneficial owner of the interest is the
Hong Kong Government, Monetary Authority or any institution that is wholly or
mainly owned by Hong Kong Government as is approved by both jurisdictions’
revenue authorities.

The South African withholding tax on royalties is, under the DTA, reduced from
15% to 5% (the South African withholding rate on royalties having been
increased from 12% from 2015 onwards).

Other Notable Provisions

The DTA contains a number of provisions that are worthy of mention:

e The definition of Permanent Establishment is similar to that contained in
United Nations Model Convention, particularly insofar as a construction
permanent establishment has a 6 month threshold, provision is made
for service permanent establishments and the list of permanent
establishment exclusions (usually referred to as preparatory and
auxiliary activities) does not contain delivery (with the consequence that
a delivery activity may constitute a permanent establishment).

e |tis provided that where a Hong Kong enterprise or individual is entitled
to fees for technical, management or consultancy services from a South
African source and they are not attributable to a permanent
establishment, such fees will not be subject to any South African
withholding tax. Similar to interest, this is relevant as South Africa will
introduce a withholding tax on service fees (in respect of any amount
received or accrued for technical, managerial services and consultancy
services but will not include services incidental to imparting scientific,
technical, industrial or commercial knowledge) effective from 1 January
2016.

e The DTA includes an exchange of information article based on the
current OECD model treaty standard and a domestic anti-abuse
measure.

South Africa's withholding tax on Hong Kong residents:
South African

Non-treaty Treaty Withholding Rate
Withholding Rate

Dividends 5%/10%
Interest 15% 0%/10%

Royalties 15% 5%

Through its holding company regime and network of tax treaties, South Africa
has established itself as an important location for a holding company for
investment within in Africa. This treaty, when effective, will offer an attractive
route into Africa and warrants consideration by those considering investments
into Africa.

© 2015 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a
Swiss entity. © 201 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms affiliated with KPMG
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved



Contact us:

Khoon Ming Ho

Partner in Charge, Tax
China and Hong Kong SAR
Tel: +86 10 8508 7082
khoonming.ho@kpmg.com

Corporate Tax

Charles Kinsley

Principal

Tel: +852 2826 8070
charles.kinsley@kpmg.com

John Timpany

Partner

Tel: +852 2143 8790
john.timpany@kpmg.com

China Tax

Karmen Yeung

Partner

Tel: +852 2143 8753
karmen.yeung@kpmg.com

M & A Tax

Darren Bowdern
Partner
Tel: +852 2826 7166

Benjamin Pong

Principal

Tel: +852 2143 8525
darren.bowdern@kpmg.com benjamin.pong@kpmg.com

Ayesha M. Lau
Partner in Charge, Tax
Hong Kong SAR

Tel: +852 2826 7165
ayesha.lau@kpmg.com

Chris Abbiss

Partner

Tel: +852 2826 7226
chris.abbiss@kpmg.com

Stanley Ho

Principal

Tel: +852 2826 7296
stanley.ho@kpmg.com

Ivor Morris

Director

Tel: +852 2847 5092
ivor.morris@kpmg.com

Matthew Fenwick

Director

Tel: +852 2143 8761
matthew.fenwick@kpmg.com

Daniel Hui

Principal

Tel: +852 2685 7815
daniel.hui@kpmg.com

Christopher Xing

Partner

Tel: +852 2978 8965
christopher.xing@kpmg.com

Yvette Chan
Director Director

Tel: +852 2847 5108 Tel: +852 2685 7472
yvette.chan@kpmg.com malcolm.prebble@kpmg.com

Malcolm Prebble

International Executive Services

Barbara Forrest
Principal
Tel: +852 2978 8941

Murray Sarelius
Partner
Tel: +852 3927 5671

Kate Lai
Director
Tel: +852 2978 8942

David Siew
Partner
Tel: +852 2143 8785

barbara.forrest@kpmg.com murray.sarelius@kpmg.com david.siew@kpmg.com kate.lai@kpmg.com

Alice Leung

Partner

Tel: +852 2143 8711
alice.leung@kpmg.com

Michael Olesnicky

Special Advisor

Tel: +852 2913 2980
michael.olesnicky@kpmg.com

Adam Zhong

Principal

Tel: +852 2685 7559
adam.zhong@kpmg.com

Transfer Pricing

John Kondos

Partner

Tel: +852 2685 7457
john.kondos@kpmg.com

US Tax

Wade Wagatsuma

Partner

Tel: +852 2685 7806
wade.wagatsuma@kpmg.com

Curtis Ng

Partner

Tel: +852 2143 8709
curtis.ng@kpmg.com

Justin Pearce

Senior Tax Advisor

Tel: +852 2143 8756
justin.pearce@kpmg.com

Steve Man

Director

Tel: +852 2978 8976
steve.man@kpmg.com

Kari Pahlman

Principal

Tel: +852 2143 8777
kari.pahlman@kpmg.com

Indirect Tax

Lachlan Wolfers

Partner

Tel: +852 2685 7791
lachlan.wolfers@kpmg.com

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.

© 2015 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative ("KPMG International”), a
Swiss entity. © 2015 KPMG Advisory (China) Limited, a wholly foreign owned enterprise in China and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved

The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International


mailto:khoonming.ho@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:ayesha.lau@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:charles.kinsley@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:chris.abbiss@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:stanley.ho@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:alice.leung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:curtis.ng@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:john.timpany@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:matthew.fenwick@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:ivor.morris@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:michael.olesnicky@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:justin.pearce@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:karmen.yeung@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:christopher.xing@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:daniel.hui@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:adam.zhong@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:steve.man@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:darren.bowdern@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:benjamin.pong@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:yvette.chan@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:malcolm.prebble@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:john.kondos@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:kari.pahlman@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:barbara.forrest@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:murray.sarelius@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:david.siew@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:kate.lai@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:wade.wagatsuma@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]
mailto:lachlan.wolfers@kpmg.com?cc=enquiries.hk@kpmg.com&subject=Web:[Hong-Kong-Tax-Alert]

