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LEGISLATIVE COUNCIL BRIEF 
 

Inland Revenue Ordinance  
(Chapter 112) 

 
Inland Revenue (Amendment) (No.2) Bill 2017 

 
 
INTRODUCTION 
 

At the meeting of the Executive Council on 28 February 2017, the 
Council ADVISED and the Chief Executive ORDERED that the Inland 
Revenue (Amendment) (No.2) Bill 2017 (the Bill) at Annex A, should be 
introduced into the Legislative Council (LegCo) to give profits tax 
concessions to qualifying aircraft lessors1 and qualifying aircraft leasing 
managers2, to make provisions for profits tax purposes regarding businesses 
in connection with aircraft, and to make consequential and minor textual 
amendments.   
 
 
JUSTIFICATIONS 
 
Aircraft financing is an attractive business to Hong Kong 
 
Global trend 
 
2. Civil aviation is a long-term growth business, with global aviation 
passengers expected to grow at about 5% per annum while passengers in the 
Asia Pacific region growing at about 6% per annum over the next 20 years3.  
The numbers of new aircraft delivered worldwide and in the Asia Pacific are 
estimated at over 39 000 (valued at about HK$46.2 trillion or US$5.9 trillion) 

                                                      
1    Aircraft leasing is the leasing of aircraft to aircraft operators, where the lessee (aircraft operator) pays the 

lessor (owner of the aircraft) rental payments in order to operate the leased aircraft over an agreed fixed 
term. In practice, in the global aircraft leasing industry, a special purpose vehicle, which acts as the 
owner and lessor (usually a corporation), is normally used to hold an aircraft for leasing.  

  
2    Aircraft leasing manager is a separate legal entity which is remunerated by a management fee from the 

aircraft lessor for conducting activities incidental to aircraft leasing, such as evaluation of aircraft 
investment, fund raising, procurement of aircraft, soliciting leases, etc. 

 
3 Source: Current Market Outlook 2016-2035, World regions published by Boeing Capital 
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and over 15 000 (valued at about HK$18.3 trillion or US$2.4 trillion) 
respectively4.   
 
3. Financing this growth presents major business opportunities open for 
financial and other professional services to grasp.  According to analysis 
conducted by the industry, the proportion of new aircraft being financed by 
leasing rose from less than 1% 40 years ago to about 32% in 2011.  This 
proportion is expected to grow to about 40% by 20205.  Globally, demand for 
financing aircraft purchase is forecast to increase steadily at compound 
annual growth rate of about 6.7% between 2012 and 2019, with about 
HK$952 billion (about US$122 billion) financing requirement in 2016.   
Bank debts and capital market are the major sources of financing.6 
 
Market opportunities in the Mainland 
 
4. Under the global trend, there has been sizeable growth in aircraft 
demand by Mainland airlines, which in turn induces demand for aerospace 
financing.  According to analysis conducted by the industry, from 2012 to 
2032, Mainland airlines will need nearly 6 000 new aircraft, valued at about 
HK$6,100 billion (US$780 billion), accounting for more than 40% of the 
forecasted deliveries to the Asia Pacific region7.  While aircraft leasing 
business used to be concentrated in Ireland, there has been trendsetting 
migration of lessors to Asia in recent years, driven mainly by growth in the 
aviation sector in the Mainland.  Intra-Asia activities are particularly 
noticeable. 
 
Providing a conducive environment to offshore aircraft leasing 
transactions in Hong Kong 
 
5. Up to now, there is not a strong presence of aircraft leasing business in 
Hong Kong.  Some potential companies comment that our profits tax rate – 
at 16.5% – is relatively high.  In addition, according to the prevailing tax 
rules of Hong Kong, depreciation allowances are denied for offshore leasing 
activities.  Compared with some major aircraft leasing hubs in the world, our 

                                                      
4 Source: Current Market Outlook 2016-2035, World regions published by Boeing Capital.  All dollars 

values are in 2015 prices. 
 
5  Source: The Commercial Aircraft Leasing Market 2011-2021 by market consultant, Visiongain Ltd in 

2011 
 
6   Source: Current Aircraft Finance Market Outlook 2017 published on Boeing’s website 
 
7   Source: Current Market Outlook 2012-2032, China published by Boeing Capital. 
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tax treaty network is also relatively limited 8 .  These factors could be 
disincentives to aircraft lessors. 
  
The competitive edge of Hong Kong 
 
6. As a successful international financial centre, Hong Kong already 
possesses favourable conditions necessary for developing aircraft leasing 
business, namely, our sound legal and banking systems, well-developed and 
diversified capital markets, excellent aviation infrastructure and talents, and 
proximity to the Mainland market.  Hong Kong should not miss the 
opportunity of taking a share in the global aircraft leasing business to 
strengthen Hong Kong’s economic capabilities and position as a financial 
centre.    
 
7. In April 2015, Hong Kong and the Mainland signed the Fourth 
Protocol to the 2008 Double Taxation Arrangement between Hong Kong 
and the Mainland, which reduces the withholding tax rate from 7% to 5% on 
lease rentals derived from aircraft and ship leasing businesses covered under 
the Royalties Article (lower than the 6% rate in the Mainland’s double 
taxation agreements with our main competitors (Ireland and Singapore)).  
This provides a solid foundation for Hong Kong to attract global lessors, 
including those from the Mainland. 
 
8. To make the best use of our strengths to develop aircraft leasing 
business, we propose to introduce profits tax concessions for qualifying 
aircraft lessors and qualifying aircraft leasing managers (see paragraph 9 
below) to foster a more conducive environment for offshore aircraft leasing 
transactions in Hong Kong.  We also propose a suitable anti-tax avoidance 
mechanism to guard against possible abuse (see paragraphs 10 to 14 below).  
Our vision is to enhance, through strengthening our competitiveness in 
attracting offshore aircraft leasing activities, the status of Hong Kong as an 
international financial centre and Hong Kong’s soft power as an 
international aviation hub. 
 
The proposed dedicated tax regime 
 
9. In order to strengthen the competitiveness of Hong Kong for offshore 
aircraft leasing activities, and minimise the impact of any purpose-specific 
tax measures on other parts of the existing tax regime, we propose providing 
for a new standalone tax regime under the Inland Revenue Ordinance (IRO), 
which is comparable to the existing onshore aircraft leasing tax regime, for 
                                                      
8   To date, Hong Kong has concluded comprehensive avoidance of double taxation agreements with 37 

jurisdictions (including some pending entry into force). 
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qualifying aircraft lessors and qualifying aircraft leasing managers in 
which –  
 
(a) the tax rate on the qualifying profits of qualifying aircraft lessors and 

qualifying aircraft leasing managers will be 50% of the prevailing 
profits tax rate for corporations (i.e. 16.5% x 50% = 8.25%); and 
 

(b) as compensation for loss of depreciation allowances, the taxable 
amount of lease payments derived from leasing of an aircraft to a 
non-Hong Kong aircraft operator by a qualifying aircraft lessor will be 
equal to 20% of the tax base, i.e. gross lease payments less deductible 
expenses (excluding tax depreciation). 

 
10. Profits derived from qualifying aircraft leasing and aircraft leasing 
management activities carried out by a corporation under specified 
conditions will be entitled to the above proposed profits tax concessions.  
The specified conditions for qualifying aircraft leasing activity are –  
 
(a) the activity is carried out in the ordinary course of the corporation’s 

business carried on in Hong Kong; and 
 

(b) the aircraft is owned by the corporation, and is leased to a non-Hong 
Kong aircraft operator, when the activity is carried out. 

 
11. For qualifying aircraft leasing management activity, in addition to the 
condition as specified in paragraph 10(a) above, it is subject to the following 
additional specified conditions –  
 
(a) the activity is carried out for another corporation during the basis 

period of the other corporation for a year of assessment; 
 

(b) the other corporation is a qualifying aircraft lessor for that year of 
assessment; and 
 

(c) the aircraft is owned by the other corporation, and is leased to a 
non-Hong Kong aircraft operator, when the activity is carried out. 

 
12. To prevent cross-border tax abuse via sub-leasing, for example, an 
intermediate lessor is set up in Hong Kong to claim treaty benefit and 
concessionary tax treatment under this proposed regime while the head 
lessor can still enjoy tax depreciation in another jurisdiction, the subject 
aircraft must be acquired and owned by the qualifying aircraft lessor which 
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should be a standalone corporate entity engaging only in qualifying aircraft 
leasing activities.   
 
13. While setting up a Special Purpose Vehicle with the only activity of 
holding an aircraft for leasing is the most common form of structure for 
aircraft lessors in aviation finance industry, it may not be the case for aircraft 
leasing managers.  Therefore, a safe harbour rule is prescribed to allow 
aircraft leasing managers having profits primarily from, and assets primarily 
for, their aircraft leasing management activities to enjoy the half-rate.  We 
also propose empowering the Commissioner of Inland Revenue (CIR) to 
determine that a corporation is a qualifying aircraft leasing manager and 
hence eligible for the half-rate regime if the CIR is of the opinion that the 
relevant conditions or safe harbour rule would, in the ordinary course of its 
business, have been satisfied.    
 
14. To prevent possible abuses, anti-avoidance provisions are prescribed 
to ensure, among others, that the half-rate concession will apply to 
assessable profits in respect of which the corresponding payments are not tax 
deductible in Hong Kong, so as to prevent revenue loss where there is half 
taxation of qualifying profits by qualifying aircraft lessors and qualifying 
aircraft leasing managers but full deduction of the corresponding payments 
by associated corporations. 
 
15.  We also propose amending the IRO to make it clear that the 
“operation test”9 applies in determining the source of income derived from 
the business of qualifying aircraft lessors or qualifying aircraft leasing 
managers.  The place where the aircraft is used is not the test in determining 
the source of the income.  A qualifying aircraft lessor or qualifying aircraft 
leasing manager carrying on a business in Hong Kong is subject to Hong 
Kong profits tax in respect of its profits derived from such business.  
 
Potential benefits of the proposal10 
 
16. According to the analysis conducted by the Focus Group on 
Promoting Aerospace Financing in Hong Kong (the Focus Group) under the 

                                                      
9  It was held in Orion Caribbean Limited v Commissioner of Inland Revenue (4HKTC 432) that, where 

the taxpayer earned its profits by borrowing and lending of money, the source of profits should not be 
solely determined by the place where money was lent.  The proper test to determine the source of the 
profits is the “operation test”, i.e. “one looks to see what the taxpayer has done to earn the profit in 
question and where he has done it”.   

 
10  The potential benefits of the proposal are estimated based on the proposed dedicated regime with a tax 

rate of 8.25% (i.e. half of the prevailing profits tax rate) and the taxable amount of lease payments at 
20% of the tax base. 
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Working Group on Transportation (TWG) of the Economic Development 
Commission (EDC)11, if Hong Kong is able to develop a new tax regime for 
offshore aircraft leasing, Hong Kong could gradually capture up to about 
18% of aircraft leasing business in the global aircraft leasing market in 20 
years’ time.  This would bring about the following potential benefits by Year 
20 –  
 
(a) financing for over 3 200 aircraft with an asset value of about HK$707 

billion; 
 

(b) direct employment of around 1 640 people and about HK$2 billion in 
staff compensation; 
 

(c) profits tax paid by aircraft leasing companies of about HK$1 billion in 
Year 20 and a total of more than HK$10 billion over a 20-year period; 
 

(d) a cumulative Gross Domestic Product value added of over HK$430 
billion over a 20-year period; and 
 

(e) over 13 700 indirect jobs due to the linkage and multiplier effects. 
 
The proposed tax regime is expected to make offshore aircraft leasing 
business much more attractive in Hong Kong.  A comparison between 
onshore and offshore aircraft leasing transaction before and after the 
proposed tax regime is at Annex B. 
 
17.  According to the reality check focusing on the banking and financial 
sectors conducted by the Hong Kong Monetary Authority, Hong Kong 
should be in a good position to capture opportunities arising from the 
growing aircraft leasing sector if the proposed tax scheme is implemented. 
 
 
THE BILL 
 
18. The Bill provides for the profits tax concessions for qualifying aircraft 
lessors and qualifying aircraft leasing managers on certain businesses in 
connection with aircraft (paragraphs 9 to 14 above), makes provisions for 
profits tax purposes regarding businesses in connection with aircraft 
                                                      
11  The EDC was established in 2013 to provide visionary direction and advice to the Government on the 

overall strategy and policy to broaden Hong Kong’s economic base and to enhance Hong Kong’s 
economic growth and development; and, in particular, to explore and identify growth sectors or clusters 
of sectors which present opportunities for Hong Kong’s further economic growth, and recommend 
possible policy and other support for these industries.  Working Group on Transportation is one of the 
four working groups under the EDC. 

 
B 
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(paragraph 15 above), and makes consequential and minor textual 
amendments to the IRO.  The main provisions of the Bill are as follows –  
 
(a) Clauses 4 and 15 add new sections 14G to 14N and new Schedule 

17F to the IRO to –  
 

(i) define what are the qualifying aircraft leasing activities and 
qualifying aircraft leasing management activities for the 
proposed tax concessions (new section 14G and new schedule 
17F); 

(ii) provide for profits tax concessions to qualifying aircraft lessors 
and qualifying aircraft leasing managers (new sections 14H, 14I 
and 14J); 

(iii) provide for the safe harbour rule for being a qualifying aircraft 
leasing manager (new section 14K); 

(iv) provide for CIR’s power to determine that a corporation is a 
qualifying aircraft leasing manager (new section 14L); 

(v) provide for anti-avoidance provisions (new section 14M);  
 

(b) Clause 5 amends section 15 of the IRO to deem sums received by or 
accrued to a corporation from carrying on certain businesses in 
connection with aircraft as having a Hong Kong source, even if the 
aircraft is used outside Hong Kong; 

 
(c) Clause 6 amends consequentially section 19CA of the IRO to provide 

for adjustments in respect of relevant losses to be set off against the 
concessionary trading receipt chargeable to tax under new section 
14H or 14J, or vice versa; 

 
(d) Clauses 8 to 11 amend section 37, 38, 39B and 39D of the IRO 

respectively to deal with computation of the cost and capital 
expenditure in relation to an aircraft that is used by a corporation for a 
qualifying aircraft leasing activity before being used in another trade, 
profession or business; and 

 
(e) Clauses 13 and 16 respectively amend section 89 of the IRO and add 

a new Schedule 41 to the IRO to provide for transitional matters.  
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LEGISLATIVE TIMETABLE 
 
19. The legislative timetable will be –  
 

Publication in the Gazette 10 March 2017 
 

First Reading and 
commencement of Second 
Reading debate 
 

22 March 2017 

Resumption of Second Reading 
debate, committee stage and 
Third Reading 

to be notified 

 
 
IMPLICATIONS OF THE PROPOSAL 
 
20. The Bill is in conformity with the Basic Law, including the provisions 
concerning human rights.  It has no civil service, competition, environmental, 
family, gender or productivity implication.  The amendments proposed in 
the Bill will not affect the current binding effect of the IRO.   
 
Financial implications 
 
21. As mentioned in paragraph 16 above, according to the analysis 
conducted by TWG of the EDC, if Hong Kong is able to develop a new tax 
regime for offshore aircraft leasing, Hong Kong could gradually capture up 
to about 18% of aircraft leasing business in the global aircraft leasing market 
in 20 years’ time.  This would mean (by Year 20) –  
 
(a) financing for over 3 200 aircraft with an asset value of about HK$707 

billion; and 
(b) profits tax paid by aircraft leasing companies of about HK$1 billion in 

Year 20 and a total of more than HK$10 billion over a 20-year period. 
 
22. On financial implications, the revenue foregone arising from the 
profits tax concession should not be significant as currently the offshore 
aircraft leasing industry does not have any significant presence in Hong 
Kong.  If the presence of the industry can be strengthened in Hong Kong by 
the proposed profits tax concession, this can potentially bring in additional 
direct and indirect tax revenue. 
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Economic implications 
 
23. The proposed tax concessions may strengthen the presence of 
offshore aircraft leasing activities in Hong Kong, thereby generating further 
demand for the financial and professional services, including asset 
management, legal and accounting services.  This would help broaden the 
depth and breadth of Hong Kong’s economy and be conducive to enhancing 
the status of Hong Kong as an international financial centre and business 
hub.   
 
Sustainability implications 
 
24. The proposed profits tax concessions would strengthen the 
competitiveness of Hong Kong for offshore aircraft leasing activities, which 
might in turn generate more job opportunities for practitioners in professions 
relevant to aircraft leasing business. 
 
 
PUBLIC CONSULTATION 
 
25. The proposed dedicated tax regime for aircraft leasing business was 
developed in consultation with the EDC and the TWG under it.  We have 
incorporated technical input from the Focus Group under the TWG, in which 
aviation industry stakeholders, legal professionals and consultants 
specialising in large asset financing are represented.  In the meantime, we 
have also established initial contact with some aircraft leasing companies.  
These companies indicated that they are interested in making use of Hong 
Kong as a platform to enter into the Mainland and Asian markets.    
 
26. Local airlines will not directly benefit from the proposed dedicated tax 
regime.  However, local airlines believe that promoting aircraft leasing 
business in Hong Kong will enhance the soft power of Hong Kong in being 
an international aviation hub.  They are supportive of the proposal. 
 
27. Promoting aircraft leasing business in Hong Kong was among the 
initiatives of the Chief Executive’s Policy Address in 2015, 2016 and 2017.  
The Financial Secretary also mentioned in the 2017-18 Budget that the 
Government plans to introduce a bill into the LegCo in 2017 to amend the 
IRO to offer tax concession.  
 
28. We briefed the Economic Development Panel of the LegCo on the 
proposed dedicated tax regime on 23 January 2017.  The Panel was very 
supportive of this proposal.  Members agreed that developing aircraft leasing 
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business in Hong Kong would bring new impetus to our economy.  They 
urged the Administration to expedite work with a view to tabling the 
proposed amendment bill at the LegCo as soon as possible.   
 
 
PUBLICITY 
 
29. We will issue press release upon gazettal of the Bill, and arrange a 
spokesperson to answer media enquiries.  
 
 
ENQUIRIES 
  
30. Enquiries relating to the brief can be directed to Ms Candy Nip, 
Principal Assistant Secretary for Transport and Housing (Transport) at 3509 
8194. 
 
 
 
Transport and Housing Bureau 
Financial Services and the Treasury Bureau 
8 March 2017 
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