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Number of charities exempt from tax 

Year of assessment  

No. of charities 
exempt from tax 

Source: Annual Report of the Inland Revenue Department  
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Approved charitable donations allowed 

Year of assessment  

Amount of approved 
charitable donations 

allowed  

(HK$ ‘billion) 

Source: Annual Report of the Inland Revenue Department  
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Relevant tax rules 

Relevant tax 
rules 

Charity 
compliance 
procedure 

Observation 
on IRD’s 
recent 

activities 

Ways to 
mitigate tax 
risks and 

manage IRD’s 
review 

Latest update 
of tax guide 



Page 6 

What is a charity from IRD’s point of view? 

 

Section 88 of the Inland Revenue 
Ordinance (“IRO”) 

 

Charitable institutions and trusts 
of a public character  

Recognized by the IRD 

Charity is exempt from profits tax subject to certain conditions to be fulfilled  
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► Charity is not equivalent to voluntary or so-called non-profits-making organization 

► Charity must be exclusively established for charitable purposes which are charitable in strict 

legal sense. 

Meaning of charity 

The advancement of religion Other purposes of a charitable nature 
beneficial to the community not falling 

under any of the preceding heads 

The relief of poverty The advancement of education 
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What if… 

What if the 
charity carries 

on these 
activities? 

Trade or 
carrying on 
business 

Property 
letting 

Financial 
investment 

Charging 
for 

services 

Program 
related 

investment  

Is profit derived 
from these 

activities subject 
to Hong Kong 
Profits Tax? 
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Determination process 

Apply for Section 88 of the IRO 

Yes No 

Exempt from tax 
as a charity 

Section 14 of the 
IRO 

Capital in nature Revenue in nature 

Proviso of Section 
88 of the IRO 
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Proviso of Section 88 of the Inland Revenue Ordinance 

OR 
Profits applied 

solely for 

charitable 

purposes 

Profits are not 

expended 

substantially 

outside  

Hong Kong  

Actual carrying 

out of the 

expressed 

objects of such 

institution or trust 

Mainly carried on 

by persons for 

whose benefit such 

institution or trust 

is established 
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Profits 

Onshore 

Offshore 

Capital 
Non-taxable income 

(Non-deductible expenses) 

Revenue 
Taxable income 

(Deductible expenses) 

Source Rule 

Non-taxable income 

(Non-deductible expenses) 

Nature of  

Income & Expenses 

Determination of assessable profits – an overview 
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► Section 14(1) of IRO 

 

► “Subject to the provisions of this Ordinance, profits tax shall be charged for each 

year of assessment at the standard rate on every person carrying on a trade, 

profession or business in Hong Kong in respect of his assessable profits 

arising in or derived from Hong Kong for that year from such trade, profession 

or business (excluding profits arising from the sale of capital assets) as 

ascertained in accordance with this Part.” 

Section 14 of the IRO 
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Charge of Profits Tax – statutory provision 

1. Carrying on a trade, profession or business in HK; 

 

2. Profits derived therefrom (exclude profits from capital assets); and  

 

3. Profits arising in or derived from HK (i.e. sourced in HK) 

3 conditions for a person be liable to Profits Tax (Section 14 of IRO) 
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Criteria Capital in nature Revenue in nature 

Subject matter of the transactions (nature, 

quantity and intention) 

For internal use 

Smaller quantity 

 

For sales 

Larger quantity 

Number of the transactions Smaller Larger 

Frequency of the transactions Less frequent More frequent 

Length of the ownership Held longer period Turn over quickly 

Supplementary work done on the items sold Less value added More value added 

Source of finance Tends to use own assets Tends to use loan  

Methods of acquisition Not actively acquire (gifts etc.) Acquire in market 

 

Capital vs Revenue 
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Charity compliance procedure 

Relevant tax 
rules 

Charity 
compliance 
procedure 

Observation 
on IRD’s 
recent 

activities 

Ways to 
mitigate tax 
risks and 

manage IRD’s 
review 

Latest update 
of tax guide 
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Constitution of charity’s governing instrument 

A company incorporation under the 
Companies Ordinance 

A statutory body incorporated under a 
specific Ordinance 

A trust A society registered under the Societies 
Ordinance 
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Procedures for tax-exempt entity application 

Letter to IRD 

Organization has been established: 

 

i.(i) a copy of the relevant certificate of registration; 
 

ii.(ii) a certified true copy of the instrument and 
rules governing its activities; 

 

iii.(iii) a list of any activities which have been 
carried out in the past 12 months and a list of 
activities planned for the next 12 months; 

 

iv.(iv) a list of members of governing body (e.g. 
directors, trustees, etc.); and 

 

v.(v) a copy of its accounts for the last financial 
year. 

Organization not yet established: 

 

(i) a draft of the instrument and rules governing its 
activities; 
 

(ii) a list of the activities planned for the next 12 
months from the date of establishment or date of 
application, where appropriate; and 
 

(iii) a list of founder members / settlors (for trusts 
only) and proposed members of governing body 
(e.g. directors, trustees, etc.). 

 

 

Respond within 4 months 
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Review of tax exemption and tax obligation 

Duties of charities 

Submit accounts and annual 
reports 

(Upon request) 

Inform change in circumstances 

(Within 1 month of the change) 

Inform chargeability to tax 

(Not later than 4 months after the 
end of the basis period for that year 

of assessment ) 

Commenced to derive chargeable profits 

(Other than profits which were previously 
exempted under the proviso to section 88 of 

the IRO, whether there is any change in 
charitable status) 

Ceased to be a charity  

(With chargeable profits which were 
previously exempted under the proviso to 

section 88 of the IRO) 
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Observation on IRD’s recent activities 

Relevant tax 
rules 

Charity 
compliance 
procedure 

Observation 
on IRD’s 
recent 

activities 

Ways to 
mitigate tax 
risks and 

manage IRD’s 
review 

Latest update 
of tax guide 
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Organization chart of the IRD   

Charitable 

Donations 

Section 
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Our Observations 

Practice 

• Transfer of cases 
from Donation 
Section to Profits 
Tax Section 

 

• More diligent in 
carrying out the 
review process 

Common 
Review Areas 

• Type / source of 
income 

 

• Nexus between 
expenses and 
charitable 
purpose 
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IRD’s current practices and review process 

Processing new 
applications 

Review of tax-exempt 
charities 

Withdrawal of tax 
exemption 

Reinstatement 
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IRD’s current reviews on tax exemption status of charities 

Years 

Number of cases 
reviewed 

Note: Assumed the cases under review by the IRD from 1 July 2021 onwards will be the same as the first 6 months. 

Source: https://www.info.gov.hk/gia/general/202107/14/P2021071400274.htm?fontSize=1  

3,175  

2,960  

2,101  

3,410  

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

2018 2019 2020 2021 [Note]

https://www.info.gov.hk/gia/general/202107/14/P2021071400274.htm?fontSize=1


Page 24 

IRD’s review on type / source of income  

Trading  Hostel Land redevelopment 

Property letting Investment 
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Case sharing 1 
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Case sharing 2  
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Ways to mitigate tax risks and manage IRD’s review 

Relevant tax 
rules 

Charity 
compliance 
procedure 

Observation 
on IRD’s 
recent 

activities 

Ways to 
mitigate tax 
risks and 

manage IRD’s 
review 

Latest update 
of tax guide 
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Mitigation of tax risks 

Prevention 
and 

mitigation 

Review of 
current 

structure and 
operation 

Documentation 

Separation of 
funds 

Restructuring 

Alternative tax 
exemptions 
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Latest update of tax guide 
 

Relevant tax 
rules 

Charity 
compliance 
procedure 

Observation 
on IRD’s 
recent 

activities 

Ways to 
mitigate tax 
risks and 

manage IRD’s 
review 

Latest update 
of tax guide 
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“Meaning of Charity” 

► Charity must act lawfully and has duty to safeguard national security 

Article 3 and 6 of the Law of the People’s Republic of 
China on Safeguarding National Security in the Hong 

Kong Security in the HKSAR (“NSL”) 

• Institution, organization or individual shall: 

 

• Abide by the NSL; and  

 

• Not engage in any act or activity which endangers 
national security;  

 

• Safeguard national security. 

A charity which takes part in acts or activities which are unlawful or contrary to the interests of 
national security will not be regarded as a genuine charity. 
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Questions and answers 
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EY | Building a better working world 

 

EY exists to build a better working world, helping to create long-term value for clients, people and society and build trust in the capital markets.  

 

Enabled by data and technology, diverse EY teams in over 150 countries provide trust through assurance and help clients grow, transform and operate.  

 

Working across assurance, consulting, law, strategy, tax and transactions, EY teams ask better questions to find new answers for the complex issues 

facing our world today. 

EY refers to the global organization, and may refer to one or more, of the member firms of Ernst & Young 

Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited, a UK company 

limited by guarantee, does not provide services to clients, nor does it own or control any member firm or 

act as the headquarters of any member firm. Information about how EY collects and uses personal data 

and a description of the rights individuals have under data protection legislation are available via 

ey.com/privacy. EY member firms do not practice law where prohibited by local laws. For more information 

about our organization, please visit ey.com. 

 

© 2021 Ernst & Young Tax Services Limited 

All Rights Reserved. 

 

 

APAC no. 03013700  

ED None. 

 

This material has been prepared for general informational purposes only and is not intended to be relied 

upon as accounting, tax, legal or other professional advice. Please refer to your advisors for specific 

advice. 

 

ey.com/china 

 

ey wechatey.com/china

Follow us on WeChat 
Scan the QR code and stay up-to-date with the latest EY news. 


