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500 HONG KONG COURT OF RINAL APPHAL REPORTS (1999) 2 HKCFAR

Subsection (2) falls well within the words in 14A, ... the offeace is declared
to be ... punishable cither on sunmary conviclion ar on indicimens, the offence
shall be triable either un indictient ar swnimarily”. Mr McCoy advanced to us
an argunient, alheit faintly. ihat since cach of the summonscs alleged the offences
to be conteary 10 5.3( 1 a) and 5.3(2)(b) those offences must be summary ones.
The answer (o fhat is that the manacr of tial does not delermine the calegory
of the offence.

There is no time limit gencrally iinposed for the proseculion of indictable
olfences. Given (hat 5.3 of the LEBTQ creates an indictable offence the answer
to the sccond cerlified guestion depends entirely upon the proper consiruction
of 5.67 of the same Ordinance. it begins will the words, "Motsvithstanding
5.26 of the Magistrates Ondinance ,..". That scction deals exclusively with
offences other ian indictable offences which are nicntioned only (0 remove
them frem its ambiit. That being so, (he opening words of 5.67 show that i,
also, is dealing with uffences otler than indictable offences. It is also to be
noicd that it appears to have been the policy of the legislature to extend the
tine lor prosecutions under the LERTO having regand 1o the complexities
usually involved. Any constriction of 5.67 that it includes both summary and
indiciable offences necessarily means that a (itne limit has been introduced to
the yore scrious offences fif 1o be tricd on indictmen, which will presumably
be even thoere comptex, when none existed before. Tt would aiso mean that the
gravily of cases [it Lo be tried sunvnarily and those fitto be tiied spon indictiment
hhas been equated. Thal construction cannot be accepted. The Judge was right
in her conclusion.

The {irst guestion cerlified must be answered in favour of 1the appellants
and the appeal is uphcld on thal ground with costs both here and upon their
applicaiiou on molion 1o the Judge in the Court of First Instance. They fail on
the sccond guestion cestified bul, on the basis that the molion shoutd have
been granted and that the case stated should never have been hicard, Hhey will

also have their costs on the case stated. They have not sought an order for thcir

costs in the Magistracy and nonc is onlered.

Nazareth NI'J:
[ agree will the judgment of Mr Juslice Ching PJ.

Lord Hoffinann NPJ:
| agree.

LiCl:
The Court wiranimously allows tire appeal with cosis both in this appeal and in
the praceedings befure the Court of First lustance.

}
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Commissioner of Iuland Revenue
and

Emerson Radio Curp

Li CI, Litton and Ching PJJ and Nazazeih and Lord Hoffinann NPJ)
Fina) Appeal Nos 3 and 6 of 1999 (Civil) (Consolidated)
23 November and 14 December 1999

Taxation ~— profits tax — royaliies devived from use of irade mark — application
of trade mark to goods wnanufactured both int aud ourside Hong Kong but only
soid outside Hong Kong — whether royalty paymeitls were siims received for
nse of trade mark in Hong Kong under s 15(1)(b} of Irnland Revenue Ordinance
(Cap.112)

Intelleciual properly — (rade marks — taxation — royulties dervived from nse
of trade mark
{Inland Revenue Ordinance (Cap.112) 5.15(1)(b); Trade Marks Ordinance
(Cap.43) 5.39)

The respondent, an Americut corporation, received royaliies fcom its Hong Kong
subsidiary, X, for the use of the respoundent’s trade mark on goods manufaciured
within and outside Hong Kong but only seld oulside Hong Kong. The
Commissioner of lnland Reveuue considered thal, in accordance with 5.1 5(1 L)
of ike Tnland Revenue Ordinance (Cap.112), the royaltics were for the use of the
trade miask in Hong Kong and assessed the respondent to profits tax on the royalty
income. The respondent, however, contended tal the royalties were not asscssable
as profils derived in Hong Kong. On appeal, the Board of Review upheld the
assessinent. ‘The Court of First Instance held that only thosc royalties for goads
manufzctured in Hong Kong constiluted vsc of the tradc mark in Hong Kong and
ordercd an appostionment of the amounts paid (see [1999] 1 HKLRD 250). The
Court of Appeal upheld this view (sec (199912 HKLRD 671). The Commissioner
appealed, arguing that all the royalties were taxabie, whether or not the goods had
becn manufactured in Hong Kong. The respondent crass-appealed. It conceded
(the cuncession) thal there was an implicd lenm in the royalty agrecment giving X
the right to use the respondent’s Wade mark registered in countries other than the
US, in particular in Hong Kong. However, il argued that the royally income was
for the netual use of the tade mark, namely the right to sell e goods bearing the
matck, and there hzd been nio sales in Hung Kong,

Ield, unanimously dismissing boih the appeat and the cross-apgeal (Lord

Flofiman NPJ giving the leading judgnicnt), that:

(1) Asamatter of construction, the cxpress terms of the agreement dealt only
with the US registensd trade mark. However, an the hasis of the concession,
the royalty was received for the nse of the mark in Hong Kong as well as
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i llic US. e goods were manufaciured in Hong Kong, the mivk would
be applied to the gawds in Hong Kang, By .39 of the Trade Marks
Qrdinance (Cap.43), the application of a mark in Hong Kong to goods to
e cxported fron Hong Kong was decined to canstinte use of fhat mark,
(Sce pp.506B-11, 508A-8.)

(2) ‘The consideration lor such use was referable {o the royailies paid for
sales i the US since thix was how ihe royallies wese calculated, u the
absence of soine form ol appertionment between the use of a mark in and
cutside [long Kong, the requireinent of s.15(1)(b} in respect of gouds
manufaciured in Hong Kong was satisfied. Converscly, the royaltics
referable to sales in respect of goods manufactured outside Hong Kong
were ot Hable to prohits tax wader s.15(1)(b). (See pp.SO8B, S0BH-50YE.)

{3)  (Qbiter) The rights conferred by vegistration of trade marks wewe termitorial
so that rights in respoct of products sold in the US must be rights under
the US registercd trade mark. It was unnecessary o imnply the right o use
the respondent’s mark registered in conndries outside the US into the
toyally agreement sinee X already cnjoyced thosc rights nnder wider
agreements with the respandeat, Nar wald sucl i terme have been implicd
by Ihe comt as i miatter of necessity {Liverpoot City Council v lnvin [£977]
AC 239 apphied). (See pp.306C-E, SUTE-F.)

(4) (QObiter) If une disrcgarded the concession, as a matter of law and
construction the agreement licensed only the US mark. Given the
territoriniity of the rights conferred by a trade mark, it was not possible
for 2ny of those rights to be used in Hong Kong. If none of the royalties
were received or acciued for the use of a trade mack in Hong Kong, no
tax would have been payable. (Sce p.S07F-1.)

(5)  (Per Liton PJ, disagreeing as (o the construction of the agrecinent)
Consiruing the agrecmend, il was implied that the fees were nol onfy for
the use of the US registered trade mark in the US but also for its usc in
those counirics in which the goods were manufactured. Hence, part of
the sums reccived by way of fees were suns received for the use in Hong
Kong of a trade mwk in tervs of s.15{1}{b). (Seec p.SME-G.)

[Chinese transktiun of headnate.]
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Mr Roberi Kotewall $C and Mr Joseph Fok SC, instrected by the Depariment

of Justice, foy the appellant,
Mr Barrie Barlow, instructed by Baker & McKenzie, fur the respondent,

Legistation mentioned in the judgment:

(nland Revenue Qrdinance (Cap. 112) ss_14¢1), 15(1), (1 )b}
Trade Marks Ordinance (Cap.43) 5.39

Trade Marks Act 1938 [Eng] 5.31

Case cited in the judgment:
Liverpool City Commeil v Irwin [1977] AC 239
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Li Cl:
I agree with e judgment of Lord Hoffinann.

Litton FJ:

I have had the advantage of reading in drafl Lord Hoffimann NPJ's judgment.
The background Facts are fully sct oot in his judgment and need not be repealed
here.

The royally agreeinent in essence says two things: (1) The Hong Kong
company wishes to continue to seli products carrying the trade wark “Bmerson”
10 customers in the USA and (2) if agrecs lo pay fees 1o the US company lor
the use of the trade mark on those products, calculated as a perceniage of Ihe
sales price.

On its face this agreeinent relates to the use of the US registered rade mark,
as applied (0 goads sold in the USA. It says notliing about the use ju Hong
Kong of the trade mark registered here. But, in order that the Hang Kong
company should be able to sell those goods to customes in the USA they have
1o be manufaelurcd: T is consmon grouand that, at the time of the royally
agreement, goods were manufaciured in Hong Kong and in other parts of Asia
on the Hong Kong company’s onler. These goods bearing the "Bmerson™ trade
mark were shipped ditccl by the manufacturers (o the customers in the USA.
This is the contexd in wiiich the woids in the royalty agreement “[The Hong
Kong company) wisles to contintee to sell ... etc" were used, Inevitably, as
part of the arrangement under which the [ees were paid, lhe Hong Kong company
used the “Emcrson’ trade mmark in plzcing orders for the manufaciure of the
goods. Construing the agreement in ihis context it seems right io say that, by
iinpication, it was a terim of the royally agreement that the fees weee not only
for the use of the US registered trade mark in the USA but also for the usc of
the trade mark in those counirics where the goods were manufactured. The
coucession on this matter by Counsel for the taxpayer in the lower cowis, and
before us, makes it unarguable.

Once this point is reached, the conclusion is inevitable that part of the sums

received by way of fecs were sumns received for the nse in Hong Keng of a
trade mark, in tenns of s.15(11(b) of the Inland Revenue Ordinance.

The Recorder, on appeal froin the Board of Revicw, tonk a robust approach.
He held that part of the (ees were subject to the charge: That is, the [ces received
or accrued int relation to the sate of goods manufacluced in Hong Kong: This,
he was told by Counsel, presented no practical difficuity, 1 was, in [act, the
"fall back" positian adapted by both parties. The Hecorder did not engage in
any further refimement of the issuc and ask himself whether, in rclation to thiose
goods (imanufactured in Honpg Kong and sold 1o custoniers in the USA), there
had to be a frrther apportiomment of the fecs to distinguish between the vie of
the Hong Kong registered mark and the US registered mack. Rightly so, as this
would have been a virtrally hnpussible exercise.

I my view the Recorder had reached the right conclusion on the questions
posed in the Stated Case and the majosity of the Court of Appeal were also
right to uphold his judgmem.

Coministiones ¢f lnland Revenve v Enterson Radio Gorp

{1999) 2 HKCFAR Chiveg P} B 505

Ching PJ:
I agree with the judgments of Liltun PJ and Lord Hoffmann NPJ.

Nazareth NPJ:
I aptee with Lord Hof{imann’s judgment.

Lard Hoffmann NPJ:
Bmerson Radio Corporation (Emerson) is an American corporation which
manufaclures and sells clectronic equipment. It is the registered proprictor of
trade marks consisting of the name “Einerson” in the Uniited States, Hong Kong
and inany other countrics. It has a wholly- owned subsidiary in Hong Kong
calfcd Emerson Radio (Hong Kong) Lid (Emerson HK), Emerson HK coniracts
with manufacturers in various Asian countries, including Hong Kong, for the
manufacture of clectronic equipment which it exports mainly Lo the United
States bul also to ofher places. [t docs not however sell any geods in Hong
Kong.

On | Apiil 1984 Bmerson enlered info a Uroyally agrecient” with Emerson
HK. The following are the relevant terms:

t. Emerson holds the rights for the use of the trade mark “Emersan™ for
electranic home entertainment products sold in the United States of
America (US). Emerson HK wishes to continue to sell “Emerson”
brand products to customers with locations in the US.

2. Emerson HK agrees 1o pay Emerson for the use of the "Emerson”
trade mark on products it sells 1o its US custorers ..."

There followed provisions concerning the amount and payment of a royalty on
sales. The agrecment was expressed lo be governed by the law of New York.
On | Aptil 1987 the partics entered into a new agreenient in identical tcems
save {or an incrcase in the rate of royaity.

The Commissioner of Inland Revenue assessed Bmersan lo profits tax on
its royalty income. ln principle, profits tax is chargeable only on persons
“carying on a trade, profession or business in Hong Kong in respect of ...
assessable prolits arising in or derived from Hong Kong™ sce s.14(1) of the
Intand Revenue Qrdinance (Cap.112). Emerson does nol carry on any business
in Hong Kong. Dut by s 15(1), cestain receipts are deemed to be “arising in or
derived in Hong Kong from a frade, profession or business cartied on in Hong
Kong."” They include. under paca.(b);

Sums .. received by or accrued to a person for the use of or right to use
in Hong Kong ... a Irade mark ...

The Commissioncr said that the rayaltics were for the use of a trade mark in
Hong Kong. The Board of Review upheld the assessment. On an appeal to the
Court of First Instance by way of case stated, Mr Recorder Ribeiro SC{as he
then was) held that only (hosc royalties payable for goods manufactured in
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Hong Kong (where the mark would have been applied) were for the use of (he
wark in Hong Kong. A majority of the Court of Appeal (Mortimer V-P and
Raopers JAY upreed. Guilfiey JA dissented, holding that neue of the royahiies
were for the use of the mark in Honp Koug. The Camimissioner has appeated,
secking 1o restere the decision of the Board of Revicw that ail the royaltics
were txabde, whethier the goods hawd Treen made in Hang Kong ar not. Emerson
fias cross-nppealed, secking o uphotd the judgment of Godfrey JA.

1 shall deal first with the cross-appeal. In the Court of Appeal, Rogers JA
said (hat as a mauer of construction of the express tenns of the royally agreement,
il et only with the Uniled Stutes registered trade miark. In iy opinion, that
was right. It is apparent from the recital in cl.1: “Emerson holds the rights for
the use of ihe trde mak “Emason'' for electronic flome enterlainment products
soll in the United States of America (US)."” The rights conferred by the
registration of tride mrrks e territodal. A vade mark ) cgistercd in the United
States enables fhe halder to complain of inftinging acts in the United States but
net elsewhere. To compliin of infringing acts in Hong Kong, onc inust have a
nuwk regisicred in Flong Kong. So the rights in respeet of products seld in the
United States must be nights under the United States registered murk. Therefore,
in ¢1.2, when it is said that “Emerson HK agrees to pay Emerson lor the usc of
the "Bmerson" trade mark on products it scils to its US customers ...", the
"Emerson trade mark™ must mean the US registesed trade iatk. Trade marks
regisiered elsewhere in respect of Ihe same mark would be irrelevant (o the
salc of products (o US customers.

In the Court of Appeal, however, Mr Barlow (for Gmerson) conceded that
it was an inplied tecem of agreentent that it also included the right to use the
FEimerson mark registered in othier counltics, aad in particular in Hong Kong, if
it was nccessary o use the mark there for the purpose of wmanufacturing goods
to be sold in the United States. If the goods are manulaciured in Hong Kong,
the maurk will be applicd to the goods in Hong Kong. By 5.39 of the Trude
Marks Ordinance (Cap.d3). reproducing the effect of 5.31 of the UK Trade
Marks Act 1938, the application of a mack in Hong Kong (o gods 10 be exported
from Hong Kong is decmed Lo constitute use of that mark. Emerson HK did
not manufacture anything itself, It cuntracted with independent manufacturers
(o do so. But they would apply the Emerson inask by direction of Bimerson HK
and it was not suggested that the wse of third pattics made any difference Lo the
guestion of whetlier Enierson HK could be said (o be using the Hong Kong
registered sark in Hong Kong.,

F should say that, speaking entirely for mysell, 1 am pai conlident that
Mr Barlow's concession of an implicd term was carrcct. If Enierson and
timerson HK bad simply heen pariices deating at arms® length, 1 would have
had no doubi tht st licence o sse thie mark in The course of manufacture should
b implied. 1t would be absurd for Emerson, having licensed the pse of the US
wark for exports to the US, then to be able to complain thiat the manufaciure of
the goods in Hong Kong was an infringement. But Emerson HK was 2 wholly-
owned subsidiary of Emerson and there had clearly heew other arrangenients
by which it was expressly ar inpliedfy alloved 1o use the Emerson marks bath

n

H
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(1999) 2 HRCPAR

before and after the conclusion of the royalty agreement in 1984. The Cuse
Staled menlions another agreenient under which Einerson provided services to
Gmerson HE in retum for a fee. These included “the promotion of the brand
pame” and one would therefore expect thal, cxpressly or implicdly, tet
agrecmient gave Emerson HK the right o usc the brand name. Clause | of the
royally ngreement in 1984 recites i Encrson HK wished to Mcofinue Lo sell
‘Eimerson’ brand products 1o customers with locations ia the US™, which
supgesis that they had previously been doing so without paying a royaity. And
the royally agrecment plainty did not impliedly amhorise the vse of the Emersan
mark in other countrics {0 which goods werc exported. So the use of these
marks in those conntries must have been liceused under some other express or
implicd amangeinents, There are accordingly grounds for supposing that it would
have been unnccessiny (o imply into the royalty agrecinents any Joence lo use
the Houy Kong ur other non-US marks becanse Einerson HK alrendy enjoyed
those rights under the wider arrangements between the patties. The royalty
agreenients were what they purporicd an their face to be, namely a payment
fur the use ol the Beson ek in it principal ke, the United Staies. This
would be confirined by the leiter which Emerson wrulc to Emerson HK on 1
July 1991, osking for an increase in the royalty rade. It said that “The value of
the Emcrson name in the US and the waintenance of that name in the US has
seen a substantial cost inerense since (he tast amendment.” (Emphasis added.)

The {est for the implication of a term into a wrillen agrecment is, as Lord
Wilberforce said in Liverpond City Council v frwin {1977] AC 239 al pp.233-
4, one of necessity. A term will be toplicd only if it is nceessary to mike the
contract work. 1 have considerable doubl as {o whether, on the {ncts as found in
the Case Stated, this lest was satisfied. There is evidence to suggest that, by
virtue of other subsisting understandings between the partics, the royalty
agrecment would have worked perfecily well without such an implication.

If no such implied teym in guestion had existed, I would have agreed with
Godfrey JA that tone of the royallics were reccived or accrued for the use of a
(eade miark in Hong Kong. The agrecment licensed only the US mark and,
given the temitoriality of the rights conferred by a bade miark, it was not possible
for any of those rights o be used in Hong Kong. Mr Kotewall SC, who appeared
for the Camnnissioner, said that it did not niatter that the agreement did not
license the usc of the Hong Kong registered mark. Onc st loak at what wns
actually done, which was that Bmerson HK did use the Hong Kong mark. 1 do
not agree. The question is whelher the royalties weie received “for” the use of
the mark In Hong Kong. If tue payntents were wholly for the use of the US
ynark, then nothing was received for the use of the mark in Hong Kong. Of
course in deciding wicther the royalties were for the use of the 1ong Kong
mark, onc looks at the realitics of the sitvation. The Commissiones is not b
by the fanguage uscd by the parties. But il the reality was that Emerson HK, as
awholly-owned subsidiary, was allowed to usc the Hong Kong mark lor notbing,
or that the Fight w0 use that and other marks (excluding the US) was covered by
ihe fee poid under the scrvice agreenent, then in my view no tax would have
heen payable on the moyaltics.
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Mr Barlow lwowever was ficm in his concession before tlis Court, as in (he
Court of Appeal, (hat this appeat should be decided upon the fuoling thar the
royzlty agreement imphiedty ticensed the use of 1he Hong Kong mack.
Acconlingly, that is bow 1 think it shoukl be deeided. And an that basis, 1 do
wot see how it can be said that the royally was not received for the use of a
trade mark in Hong Kong. True, it was for something clse a8 well, namely the
use of a mark in the United States. But, in the absence of some form of
apportionntent, the requirement of s.15(I}b) in respect of royallics paid on
goods wanulactured in Hong Kong is satisfied.

Mr Barlow said that royaltics werc charged only on goods sold to customers
in the United Siates. Without such sales, no royaltics would be payable.
Thevefore all that Emerson HK was paying for was the right (o sell in the United
Stales, It was not paying lor the right 1o use the mark in Hong Kong. This
SCes to e a non sequitir. Once one says that it was an implied term of the
agrecment that Emerson HK shiould be able to use the Hong Kong mark, one
has 1o identify (he consideration for that 1erin. And the only possible
considerstion is e royalty.

Mr Bailow submitied that the Hong Koug legislature, at the thme when
5. 15(1)(b) was enacied, had no constitutional power Lo impose axalion upon
eveils which occurred outside Hong Kong, such as the salc of goods (o
customers in the United States. Thereforc the section should nat be consirucd
s having this effect. Bui that, as it seents (o e, begs the question which |
have just been considering. Iis true that a sale in the Unifed States was necessary
before the royalty became payable and that it was calculated on the sale price.
But that was not the basis on which the fax was imposed. It was chacged because
the coyalty was also for thie use of the (rade mark within this jursdiction.

Mr Barlow criticisedd a passage in the judgment of Mr Recorder Ribeiro SC
in which he said that vse of the trade inark in Hong Kong which "“forms an
cssential step” i the process by which royally was camed was sufficient 1o
bring it within the charge under s.15(1}(b). Mr Barlow said that the concepl of
2n “essential step™ was relevant (o localing the source of income for the purposes
of a charge under s.14 but had no part to play in the application of 5 15(1){b).
I my opinion, if onc reads the whale paragraph, the Recorder was saying only
ihat the royalties were taxable because they were received for the use of a trade
niatk in Hong Kong and it did not miatter that they were also reecived for the
use ol a trade mark in the United States. That scems Lo me a cofrect analysis,

I would thercfore dismiss the cross-appeal,

Ttaen then 1o the Conunissioner’s appeal. Mr Kotewall put the point in
variots ways. Fissl, he said that by authorising minrufacturers oulside Hong
Koug (sny, in Thailund) (o apply the Emerson mark, Emerson HK was using
the nark acd since it was camrying on business in I lang Kong, it was using it in
Houg Kong. in my view that ignores the territoriality of cach mark. In
authorising the use of the ark in Thailand, Bmerson HK was using the Thai
matk and the only place where the Thai mark could be used was Thailand.
Sccondly. Mr Kotewall said that by liceasing Einerson 11K to use the mark in
Hong Kong and elsevhere, Emerson was iiself using thc mark (whercver

Coumnistioner of Ieland Revenae v Fexisen Radic Corp
{1999) 2 UKCFAR Lotd Hoffuswe 1P u9

registered) in Hong Kong. 1 think that this argument fails for the same reason
a3 the first one and for the additional reason that 8. 15(1){b) dves nol apply to
income received by Emerson fromt its own use of the inark in Hong Koug (which
would be 1axuble, if ac all, dnder 5. 14), but_for, i¢ in return for, the vse of or
right to use the mark in Hong Kong. This implics that the use is by, ot the right
{o use has been conferred upon, sonicone clse, ThirdSy, Mr Kotcwall said that
the royalties were for the right fo use the mark anywhere, If Emetson HK chose
10 use the maik in Hong Kong, thal was its business. The royalty was lor the
right to use the mark wherever regisiered. There was sonic discussion about
whether the Comnissioner was entitled (o raise a question based upon the
royaitics being received for the right to usc the mark as opposed to for its use.
It was notincluded in the questions of law stated for the court by ihe Board of
Revicew. The Recorder was willing to entertain it but Mr Barlow said that he
had no jurisdiction to du so. I prefer to express no view on this disputed point
because il secins (o me (hat the qucstion is entirely academic. The royalty
agrecinend conlemplated that the royalties would be paid on goods which had
been made and sold: that is, in respect of which the mmk had actually been
used. And in any case, the argument breaks down at the same poind as the
submissions on the actual use of the mark, namely that the right to usc a Thai
trade mack can be exercised only in Thailand and not in Hong Kang. 1 waould
therefore dismiss the appeal as well,

LiCJ:
The Court unanimously disinisses the appeal and also the cross-appeal. The
Court inakes an order sisi that there be no order as to costs. Such onder will

become ahsolute unless any parly makes writicn submissions copied 1o the
ather side within 14 days,
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