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Purpose

This paper briefs Members on the latest progress of the
Government’s various measures to develop Hong Kong as a regional
intellectual property (“IP”) trading centre, and seeks Members’ views on
the legislative proposal to broaden the scope of tax deductions for the
purchase of IP or the rights to use IP.

Background

2. The National 14th Five-Year Plan expressed support for Hong
Kong’s development into a regional IP trading® centre. This positioning
of Hong Kong has been reaffirmed by the National 15th Five-Year Plan,
which explicitly supports Hong Kong’s development as a regional IP
trading centre.  With our country’s firm support, coupled with Hong
Kong’s solid foundation and competitive advantages established over the
years under “One Country, Two Systems”, including a sound legal system
and judicial independence, a robust IP protection system, a simple and low
tax regime, a sophisticated financial market, highly developed professional
services, high-quality human resources, a free, open and regulated business

1 IP trading encompasses the creation, identification, protection, management,
transformation and commercialisation of IP rights. IP assets are usually developed and
exploited for economic purposes through various trading activities such as transfer (buying
and selling), licensing, franchising, technology transfer, establishment of joint ventures
and corporate spin-offs, thereby promoting research and development, creative expression
and other commercialisation of innovation outcomes.



environment, and close ties with the Chinese Mainland, Hong Kong has
made important strides in the IP field in recent years.

3. With the vigorous effort of the Government, IP trading has
been gaining importance in Hong Kong’s economic development. Over
the past five years (i.e. between 2021 and 2025), the average number of
standard patent registrations granted by the Intellectual Property
Department (“IPD”) exceeded 10 000 each year?, demonstrating enormous
market potential for IP trading. Moreover, Hong Kong’s IP regime is
highly regarded internationally.  According to the World Competitiveness
Yearbook 2025 published by the International Institute for Management
Development in Lausanne, Switzerland, Hong Kong ranked sixth globally
on “intellectual property rights”, an improvement of six places since the
current term Government took office, outperforming many developed
economies. In the World Intellectual Property Organization (“WIPQO”)’s
Global Innovation Index 2025, the “Shenzhen—-Hong Kong-Guangzhou”
cluster ranked first among the World’s Top 100 innovation clusters,
underscoring Hong Kong’s robust IP protection regime and vibrant
innovation and technology (“I&T”) ecosystem.

Latest Measures and Progress

4, Following our briefing to this Panel in April 2024 on the
measures implemented by the Government to develop Hong Kong into a
regional IP trading centre, the Government has continued to strengthen the
protection of IP rights and enhance the IP legal framework so as to create
the preconditions for promoting IP trading. At the same time, over the
past two years, we have been taking forward a series of targeted new
policies and measures in a multi-pronged manner to further improve the
local IP trading ecosystem, enhance Hong Kong’s capabilities in IP trading
and financing, and consolidate Hong Kong’s position and competitive
advantages as a regional IP trading centre. Key measures and the latest
developments are set out below.

2 Between 2021 and 2025, the average registration number of standard patents (including
standard patents by re-registration and standard patents by original grant) was 11 185 per
year.



(1) Promoting IP Trading and Financing

5. As the global economy rapidly shifts towards a development
model centred on creativity, technology and innovation, IP, as an intangible
asset protecting creative and innovative ideas, has become a key driver of
business competitiveness and economic growth. However, in
commercialising IP, enterprises, in particular start-ups and small and
medium enterprises (“SMESs”), often face challenges such as difficulties in
valuation, limited liquidity and inadequate market benchmarks.

Enhancing Tax Regime and Institutional Framework

6. To encourage enterprises to devote more resources to actively
carry out research and development (“R&D”) activities, create more IPs
with market potential and exploit patents and other IPs for
commercialisation and trading as a catalyst for promoting I&T and IP
trading activities, we implemented the “patent box” tax incentive in July
2024, setting the tax rate at 5% for qualifying profits derived from eligible
IP, namely patents, plant variety rights and copyright subsisting in software,
which is substantially lower than the prevailing normal profits tax rate of
16.5%. Since the year of assessment 2023/24, about $359 million of
assessable profits qualified for the “patent box” were taxed at the
concessionary rate of 5%, resulting in tax savings of about $41 million for
taxpayers.

7. With a view to further lowering the costs of IP transactions to
facilitate more relevant trading activities and support the development of
knowledge-intensive industries, the 2026-27 Budget announced that the
Government plans to introduce an amendment bill this year to suitably
broaden the scope of relevant profits tax deductions (details are set out in
paragraphs 19 to 31 below).

IP Financing Sandbox

8. In collaboration with the Hong Kong Monetary Authority
(“HKMA”), we launched the IP Financing Sandbox (“Sandbox”) in
December 2025 to assist pilot sectors, particularly the technology sector,
in leveraging IPs for financing. Three major banks in Hong Kong and
their clients from different enterprises, as well as legal and professional
services organisations, are participating in the pilot project. Several trial
cases are currently in the pipeline, with participating banks actively
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engaging with relevant clients and professional services organisations to
negotiate IP financing arrangements. The Sandbox provides a
collaborative and risk-controlled environment for stakeholders to
collectively test out the full lifecycle of IP financing on a “pioneer and pilot”
approach and accumulate practical experience. We will, together with the
HKMA, closely monitor the operation of the Sandbox, timely collect
feedback from stakeholders, consolidate market feedback and experience,
and make follow-up arrangements with a view to gradually establishing a
more comprehensive IP financing ecosystem.

Hong Kong Technoloqgy and Innovation Support Centre (“HKTISC™)

9. Researchers and innovators require different support at
different stages of the innovation cycle. Amongst them, the Technology
and Innovation Support Centre (“TISC”), a dedicated programme of the
WIPOQO, provides consultation services to researchers and innovators with a
wide range of information including patent utilisation, search analysis,
technology transfer, IP management and commercialisation, etc., helping
them make use of the IP system (especially by means of patents) to protect
their inventions and guiding them to bring the technology to market.

10. To focus on providing local start-ups, SMEs and entrepreneurs
with high-quality IP (especially patents) information and services, assisting
them in exploring their innovation potential, as well as creating, protecting,
managing and commercialising their IPs, the HKTISC hosted by the Hong
Kong Productivity Council came into full operation in December 2025 and
became a member of the national network of over 200 TISCs, thereby
facilitating Hong Kong’s better integration into and contribution to the
country’s overall development.

Patent Valuation Services and Support

11. To help SMEs address the challenges of IP valuation, the
Government will launch a two-year Pilot Patent Valuation Support Scheme
(“Pilot Scheme”) through HKTISC. The Pilot Scheme will adopt a
matching grant model of 1 (Government):1 (eligible local SME), and each
enterprise of an approved application (“approved enterprise”) will be
provided with a one-off funding capped at $80,000 to support these
enterprises in commissioning qualified valuation service providers to
conduct quantitative valuation of their patents and other IP assets. In
addition, if the IP assets of the approved enterprise include at least one
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Hong Kong patent granted under the Patents Ordinance (Cap. 514) that has
also undergone substantive examination, IPD’s patent examiners will,
through HKTISC, provide free qualitative patent evaluation service based
on the national standard for one Hong Kong patent designated by the
approved enterprise concerned. Valuation service providers may, where
appropriate, refer to the results of such qualitative patent evaluation in
conducting quantitative valuation. The Pilot Scheme, for which the
Government has earmarked about $28 million, is expected to be launched
in the third quarter of 2026. Following this Panel’s support in February
2026 to launch the Pilot Scheme, IPD will organise briefings for the trade
(including business chambers, valuation service sector, banking sector, etc.)
and promote the Pilot Scheme in the second half of this year through its
website and other channels to introduce how the Pilot Scheme may assist
SMEs in securing financing through IP valuation, and details of the
application procedures.

12. In addition to supporting the Pilot Scheme, the qualitative
patent evaluation service provided by HKTISC will also be offered as an
optional value-added fee-charging service to other local innovative entities
other than those approved enterprises under the Pilot Scheme.

(2) Building Capacity

13. Talent is the key to Hong Kong’s advancement towards a
high-value-added, innovation-driven and knowledge-based economy. IP
trading involves multiple professional areas, including creation, protection,
valuation, financing and cross-boundary business operations.
Professional service providers must possess the requisite professional
expertise in order to effectively support the trading and utilisation of IP as
a type of asset. It is therefore essential for us to nurture and continually
enhance manpower capacity, and to build a talent pipeline with practical
experience, so as to foster a high-quality, competitive and sustainable IP
trading ecosystem in Hong Kong.

14, IPD launched the IP Manager Scheme for SMEs in 2015 with
a view to strengthening their IP manpower capacity and boosting their
competitiveness through IP management and commercialisation. IPD
subsequently launched the IP Manager Scheme PLUS in October 2020 to
provide more comprehensive and in-depth IP training courses and practical
workshops. To enhance the sector’s understanding of IP financing, IPD
collaborated with banking industry organisations to provide training to
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banking practitioners in July and November 2025 respectively, covering IP
categories, protection, financing, etc. IPD will provide more in-depth
training for the banking sector in May and July 2026.

15. In addition, IPD will collaborate with the Vocational Training
Council to implement a two-year pilot programme to establish the
“Intellectual Property Academy”, which is targeted to commence at the end
of 2026. The design and planning of the relevant programme will be
more systematic and better recognised, with more diversified and in-depth
content, offering varying breadth, depth and focus tailored to market and
policy needs. Practitioners from various sectors, as well as enterprises
and service providers engaged in IP trading and commercialisation, will all
stand to benefit. The Government has earmarked $52 million to support
the establishment of the Academy and its operating expenses in the first
two years.

(3) Enhancement of External Promotion

16. The Government will continue to communicate and
collaborate with Chinese Mainland and overseas IP organisations /
institutions / authorities to promote IP trading and commercialisation,
including participating in the affairs of international and regional IP
organisations (such as the World Trade Organization Council for Trade-
related Aspects of Intellectual Property Rights, WIPO, and the Asia-Pacific
Economic Cooperation (“APEC™)’s Intellectual Property Rights Experts
Group, etc.), participating in conferences and seminars, as well as other
exchange programmes and co-operation activities. The Government is
also deepening co-operation with the Association of Southeast Asian
Nations (“ASEAN”) in the IP field. For example, pursuant to the
“Hong Kong, China — ASEAN Free Trade Agreement” framework and in
collaboration with the ASEAN Secretariat, IPD organised an ASEAN
Session at the Business of Intellectual Property (“BIP”) Asia Forum in
December 2025 on the topic of how to unlock new growth opportunities in
dynamic markets through patent commercialisation and technology
transfer. During the Forum, IPD also signed Memoranda of
Understanding on IP collaboration with the IP offices of Cambodia and
Malaysia.

17, In terms of co-operation with the Chinese Mainland, IPD will
continue to work closely with the IP authorities of the Chinese Mainland
to promote IP protection, management and trading under the framework of
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the Guangdong / Hong Kong Expert Group on the Protection of Intellectual
Property Rights (the “Expert Group™)3, including encouraging enterprises
in the Guangdong-Hong Kong-Macao Greater Bay Area to actively make
use of Hong Kong’s professional services to promote cross-boundary
co-operation in IP trading and services. To further promote Hong Kong’s
IP professional services, IPD is planning to arrange Hong Kong’s
professional bodies to participate in the IP business matching activities to
be held in Guangzhou in the second quarter of 2026 to promote Hong
Kong’s IP professional services to enterprises in the Guangdong Province.

18. Co-organised by the Government and the Hong Kong Trade
Development Council, the BIP Asia Forum is an annual flagship event for
the IP industry in the Asia-Pacific region. It provides an ideal platform
for IP experts and business leaders from around the world to discuss
various IP topics and the latest market developments. It also allows the
IP industry and enterprises to explore co-operation and business
opportunities. The 2025 Forum, held in December 2025, attracted over
3 300 participants from 38 countries and regions, including leaders of the
WIPO and the China National Intellectual Property Administration, as well
as IP experts from the APEC and the ASEAN. The Forum also featured
the inaugural “IP Go Global Business Matching Session”, where lawyers
with relevant IP experience from various local professional bodies
provided one-on-one expert consultation to Chinese Mainland enterprises,
supporting their expansion into international markets. The 2026 Forum
will be held from 19 to 20 November.

8 Under the framework of the Expert Group, IPD has been collaborating with various
municipalities in the Guangdong Province in organising a variety of activities to support
the business sector (including SMEs) in strengthening IP protection and management for
their Chinese Mainland operations, including the annual Guangdong / Hong Kong Seminar
on Intellectual Property and Development of SMEs. The seminar widely invites various
expert speakers from Hong Kong and the Chinese Mainland specialising in different fields
(including arbitration and mediation) to deliver keynote speeches in municipalities in the
Guangdong Province, with the aim of assisting the business sector (including SMES) in
developing effective IP management, exploitation and commercialisation strategies, so as
to better understand and capitalise on the opportunities offered by the development of the
Guangdong-Hong Kong-Macao Greater Bay Area as well as to promote the development
of innovation and enhance the competitiveness of the enterprises.

-7 -



Expansion of Arrangements on Tax Deductions related to the Purchase
of IP or the Rights to Use IP

Proposed Legislative Amendments

19. Under Hong Kong’s tax regime, an enterprise’s recurring
expenditure incurred in the production of profits (commonly known as
“revenue expenditure”) is generally deductible when computing profits tax.
As such, an enterprise’s revenue expenditure (such as royalties and other
forms of regular payments which are revenue in nature) incurred for the
use of IP is deductible for determining profits tax liability. If an enterprise
develops its IP in the ordinary course of business, the revenue expenditure
so incurred, such as rent, salaries and promotion cost, is also deductible as
ordinary business expenditure. In addition, capital expenditure incurred
on the purchase of patent rights and rights to know-how is fully deductible
in the year in which it is incurred, while deduction of the capital
expenditure on purchase of the other six specified IP rights (“SIPRs”)* is
also allowable to be spread over five consecutive years on a straight-line
basis starting from the year of purchase.

20. As one of the initiatives under the 2025-26 and 2026-27
Budgets, following a review of the tax deduction arrangements for relevant
capital expenditure incurred by enterprises for purchasing IP or the rights
to use IP, the Government plans to amend the Inland Revenue Ordinance
(Cap. 112) (“IRQO”) to suitably broaden the scope of relevant profits tax
deductions, thereby reducing the cost of relevant transactions and further
promoting the development of IP trading.  To this end, the Commerce and
Economic Development Bureau, together with the Inland Revenue
Department (“IRD”) and IPD, jointly launched a two-month stakeholder
consultation in end January 2026 to finalise the legislative proposals. We
have received a total of 12 submissions from professional bodies, business
chambers, industry organisations and enterprises, etc., which generally
supported the Government’s proposals to take forward IP-related tax
deductions and provided various views. We have taken on board views
from the industry and have enhanced the relevant legislative proposals,
including —

4 Currently, there are six types of SIPRs, namely copyright, registered designs, registered
trade marks, protected layout-design (topography) rights, protected plant variety rights and
performer’s economic rights.



(@) allowing tax deduction of the cost of purchasing certain IPs
from associates;

(b) allowing tax deduction for upfront licence fees for the right to
use IP in a licensing arrangement; and

(c) allowing tax deduction of the relevant purchase cost of certain
IPs used by a licensee outside Hong Kong, provided that the
licensing income from such IP is taxable under the foreign-
sourced income exemption (“FSIE”) regime.

Allowing tax deduction of the cost of purchasing certain IPs from
associates

21. Under section 16EC(2) of the IRO, no deduction is allowable
In respect of any patent right, right to know-how, or SIPR purchased by a
person wholly or partly from an associate. This is a safeguard measure
implemented since 1992 to tackle possible tax avoidance.

22, Tax deductibility of the acquisition cost of IP will affect
enterprises’ consideration to move IPs into or out of Hong Kong.
Multinational enterprises (“MNEs”) may wish to centralise the
management of IPs in Hong Kong. Allowing these enterprises to claim
tax deduction for the cost of IPs purchased from their associated enterprises
outside Hong Kong (“non-Hong Kong associates™) can encourage the
bring-in of new IPs into Hong Kong. In cases involving domestic
transactions where the associates are also Hong Kong enterprises,
deduction of IP acquisition cost can facilitate domestic intra-group transfer
of IP. Both scenarios will help generate more business activities as well
as demand for associated professional services (such as legal and
accountancy services), creating job opportunities and additional revenue
for the Government. Moreover, corporate groups are more likely to
transfer IPs to their associates best positioned to commercialise the IPs,
leading to greater exploitation of IP, which will in turn be conducive to
driving more IP creation and enhanced R&D, thereby reinforcing Hong
Kong’s role as a regional IP trading centre and international 1&T centre.
We therefore propose to suitably relax the safeguard measure under section
16EC(2) of the IRO and expand the scope of the profits tax deduction for
capital expenditure incurred for the purchase of IP to include the
expenditure of purchases from associates.



23. To align with the said policy objective and to prevent
associates from looping the same IP within the group to claim excessive
tax deduction, as well as to prevent associates from shifting offshore losses
into Hong Kong for setting off against the assessable profits of Hong Kong
companies, we need to introduce safeguard measures against abuse of the
tax deduction arrangements. We have taken on board views from the
industry and made corresponding enhancements.  These safeguard
measures include —

(@) no deduction is allowable if the main purpose or one of the
main purposes of the purchase of the IP is to obtain a tax
benefit>. For avoidance of doubt, if tax benefit is only an
incidental consequence of the transaction, the obtaining of
tax benefit will not be regarded as a main purpose. The
main purpose test is one of the latest international practices
and has been widely adopted by numerous jurisdictions. To
align with international standards, Hong Kong has already
incorporated the main purpose test into various tax incentive
regimes. To prevent abuse of tax deduction arrangements
and safeguard tax revenue, it is necessary for us to introduce
the main purpose test into the mechanism of tax deduction
for IP capital expenditure;

(b) in the case of domestic intra-group transfer of IP, the
deduction allowable to the purchaser is the sum of the
deduction allowable to the seller in relation to the purchase
of such rights® and the qualified R&D expenditure incurred
by the seller in relation to the R&D activities carried out on
such rights’, or the actual capital expenditure incurred by the
purchaser for the purchase of such rights, whichever is lower.
Since tax deduction is provided to the seller for its purchase
of IP, hence upon selling the IP for which deduction has been
allowed to the seller, the sales proceeds received by the seller

> Tax benefit means an avoidance, postponement or reduction of a liability to pay tax
chargeable under the IRO. In determining whether there are good commercial reasons
for carrying out the transaction and whether there exists a main purpose for avoidance of
tax, all relevant facts and circumstances would be considered by IRD.

6 The deduction allowable to the seller in relation to the purchase of such rights means the
notional deduction amount allowable to the seller.

" Qualified R&D expenditure means any expenditure incurred in relation to the R&D
activities for which deduction is allowable under section 16B of the IRO.
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are chargeable to tax, capped at the amount of deduction
previously allowed. Under this safeguard measure, a group
may enjoy tax deduction through R&D to add value to its
IPs; and

(c) in the case of intra-group cross-border purchases of IPs from
non-Hong Kong associates, to ensure that the cost of the IP
Is at an arm’s length price and to prevent enterprises from
inflating the purchase price of IP introduced into Hong Kong
from non-Hong Kong associates for claiming excessive tax
deduction, a third-party independent valuation report by an
appropriate valuer is required if the cost of a cross-border
purchase of a particular IP exceeds a specified threshold?.
We will incorporate the industry’s suggestion to set out in a
future guidance note that multiple IPs, of which deduction
are allowable, and other assets may be covered in the same
third-party independent valuation report, on the condition
that the relevant report should provide the independent
valuation breakdown of each of these IPs of which the cross-
border purchase cost is equal to or greater than the specified
threshold.

24. In the case of domestic intra-group transfer of IP, the above-
mentioned safeguard measure in paragraph 23(b) will substitute the
safeguard measure originally proposed in the consultation document,
which required that the full amount of the sales proceeds of an IP, less the
amount of deduction not yet allowed, would be treated as a trading receipt
chargeable to profits tax. This will mitigate concerns on taxation of
receipts that are capital in nature. In addition, the above-mentioned
safeguard measure in paragraph 23(b) will remove the requirements
originally proposed on transfer pricing rules and transfer pricing
documentation as well as the relevant requirements on third-party
independent valuation report for individual IP originally proposed in the
consultation document.

& The relevant specified threshold would be set out in a future guidance note to be issued by
IRD so that the Government can flexibly adjust the amount as necessary in the light of the
local and regional market situation and experience, etc. The valuer must be independent
of any party to the transaction and has qualifications and experience that are relevant to
the valuation of IP, the details of which (including such examples) would be set out in a
future guidance note to be issued by IRD. The third-party independent valuation report
need not be submitted together with the tax return, but the taxpayer must provide the said
valuation report to substantiate its deduction claim upon request by IRD.
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Allowing tax deduction for upfront licence fees for the right to use IP in a
licensing arrangement

25. As mentioned in paragraph 19 above, licence fees that are
revenue in nature are generally deductible for determining profits tax
liability. However, upfront licence fees (i.e. a lump sum payment to be
paid initially) which are in general regarded as capital in nature are not
allowable for deduction. There has been feedback from the industry that
the practice of charging an upfront licence fee is quite common especially
among technology companies for the use of patents, given the huge capital
investment made (and the wish of the inventors, creators or investors to
recoup the investment as early as possible). To further encourage IP
development and commercialisation, we propose to allow tax deduction for
upfront licence fees incurred for the right to use IP in a licensing
arrangement®.  In other words, expenditures on licence fees, irrespective
of capital or revenue in nature®, so long as they are incurred in the
production of assessable profits, would be allowable for tax deduction.
Such arrangement on allowable tax deduction will cover all forms of
licences, and will be available to patent rights, rights to know-how and
SIPRs.

26. To prevent abuse of the proposed tax deduction arrangements,
we propose to put in place the following safeguard measures —

(@) the Commissioner of Inland Revenue (“CIR”) will be
empowered to determine, where the circumstances so warrant,
the arm’s length price of which a tax deduction is claimed, and
a provision will be added to empower the CIR to request the

®  Allowing tax deduction in full in one go may create unnecessary distortion of the tax
position of the licensee. To minimise the financial impact, we propose that the tax
deduction be evenly spread over the licensing term so as to align with the accounting
treatment on amortisation of the licence. If the licensing arrangement is amended
subsequently, the remaining deduction is to be spread over the remaining term of the
licensing period, while in the case that the aggregate of deduction claimed exceeds the
revised licence fee, there shall be claw-back of the excess tax deduction. We also propose
that there will be claw-back of the tax deduction in the event of termination or assignment
of all or any part of the IP licensing rights. To align with the existing tax treatment on
sales proceeds of IP under sections 16E(3) and 16EB of the IRO, only the amount of the
deduction previously allowed is to be recouped, as there is no capital gains tax in Hong
Kong. Any excess of proceeds from the termination or assignment of any IP licensing
rights over the unallowed amount will be treated as taxable receipts to the extent that the
excess should not exceed the amount of the deduction allowed.

10 Revenue expenditures (such as royalties and periodic licence fees) incurred for the use of
IP are all along deductible under section 16(1) of the IRO.
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submission of a third-party independent valuation report from
the licensee to substantiate its claim;

(b) the CIR will be empowered to allocate the consideration when
the licence to use IP is acquired, assigned or terminated with
any other dealings; and

(c) for clarity!!, we propose to add a deeming provision to treat
any sums received by or accrued to a Hong Kong licensor in
relation to the right to use IP as trading receipts chargeable to
profits tax.

217. In the case of franchise, tax deduction for the capital
expenditure incurred for the right to use certain IPs is allowable in
accordance with paragraph 25 above if the enterprise concerned can
provide the relevant breakdown of the expenditure for the patent rights,
rights to know-how and SIPRs. Details will be set out in a future
guidance note to be issued by the IRD.

Allowing tax deduction of the relevant purchase cost of certain IPs used by
a licensee outside Hong Kong

28. Hong Kong adopts a territorial source principle under which
profits sourced outside Hong Kong would not be chargeable to profits tax
in Hong Kong. Hence, in accordance with the tax symmetry principle, no
deduction is allowed for expenditures incurred in the production of such
offshore profits. According to this principle, the Government amended
the IRO in 2011 to, among other things, introduce section 16EC(4)(b)
which disallows deduction for the purchase of IP, covering patent rights,
rights to know-how and SIPRs, used by a licensee outside Hong Kong.

29. On the other hand, to respond to the European Union
(“EU”)’s requirements on harmful tax competition, the FSIE regime
was enacted on 1 January 2023 for passive income received in Hong

11 In general, sums received by or accrued to a person carrying on a business in Hong Kong

from granting the use or the right to use IP to a licensee through a licensing arrangement
are chargeable to tax under section 14(1) of the IRO. In Patrick Cox Asia Limited
v Commissioner of Inland Revenue [2024] HKCA 944, the Court of Appeal confirmed
that a payment, which is a capital expenditure for the payer, is not necessarily a capital
receipt in the hands of the payee. The deeming provision is added for the sake of
clarification and to provide tax certainty, making it clear that such sums received by or
accrued to a Hong Kong licensor from a licensing arrangement are taxable.

- 13 -



Kong by members of MNE groups, including foreign-sourced
dividends, interest, income derived from the use of IP, etc. (“specified
foreign-sourced income™).  This requirement seeks to mitigate the EU’s
concerns about the risks of MNEs without adequate economic
substance in Hong Kong exploiting Hong Kong territorial tax system
to achieve double non-taxation of such income.

30. Having considered the views from the industry, we take the
view that if certain IP income is to be regarded as a receipt arising in or
derived from Hong Kong and is chargeable to profits tax under the FSIE
regime, notwithstanding that such IP is used by a licensee outside Hong
Kong (regardless of whether the licensee is an associate), tax deduction
should be allowed on a proportionate basis to the capital expenditure
incurred for the purchase of the IP concerned. We will therefore carve out
the capital expenditure of such IP from the scope of section 16EC(4)(b) of
the IRO*2,

Timetable

31. There is a need to amend the IRO to implement the above
proposals on expansion of the arrangements of tax deductions related to the
purchase of IP or the rights to use IP. We plan to introduce the relevant
Amendment Bill into the Legislative Council within 2026, so that the
relevant amendments will be applicable to enterprises that have purchased
IP or the rights to use IP since 1 April 2026.

Way Forward

32. Looking forward, we will continue, under the guidance of the
National 15th Five-Year Plan, to capitalise on Hong Kong’s advantages in
legal, taxation and professional services and make every effort in
implementing the above interrelated measures, so that Hong Kong can
seize the opportunity brought by our country’s support for deepening Hong
Kong’s development as a regional IP trading centre and promote more IP

12 For example, Company A is an MNE entity carrying on a business in Hong Kong. On
1 April 2026, Company A purchased a trade mark, and granted the right to use the trade
mark outside Hong Kong to Company B under a licensing arrangement, thereby generating
royalty income. Such royalty income of Company A is specified foreign-sourced income
and is chargeable to profits tax. According to the proposal in paragraph 30 above, tax
deduction will be allowed proportionally to Company A in relation to the capital
expenditure incurred for the purchase of the trade mark concerned.
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trading and financing activities. At the same time, leveraging the
institutional strengths under “One Country, Two Systems”, we will align
with the national strategies of building an IP powerhouse and developing
“new quality productive forces”, strengthen the full chain protection of IP,
promote the commercialisation and industrialisation of innovation
outcomes, and steer Hong Kong towards a high-value-added, innovation-
driven and knowledge-based economy.

Advice Sought

33. Members are invited to note the content of this paper and
provide views.

Commerce and Economic Development Bureau
Intellectual Property Department

Inland Revenue Department

May 2026
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