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Background brief on enhancement of existing tax concessions
for shipping-related activities and introduction of a half-rate tax
concessionary regime for physical commodity trading activities

Purpose

This paper provides background information on the following two
proposals put forward by the Administration and summarizes the past
discussions by members of the Panel on Economic Development
(“the Panel”) on these proposals: enhancement of existing tax concessions
for shipping-related activities and introduction of a half-rate tax
concessionary regime for physical commodity trading activities.

Background

Tax concessionary regime for shipping-related activities

2. Hong Kong levies tax on business profits under profits tax, with the
current maximum profits tax rate standing at 16.5%. To encourage
more maritime service enterprises to choose Hong Kong as their
business bases, the Administration has launched a series of tax
concessionary measures in recent years. Details are set out in Appendix 1.

3. On the other hand, Hong Kong has implemented the global minimum
tax in accordance with the “international tax reform framework of a two-
pillar solution” (“BEPS 2.0”) promulgated by the Organisation for Economic
Co-operation and Development (“OECD”), and a related Hong Kong
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minimum top-up tax from 1 January 2025 onwards.! As explained by the
Administration, the implementation of minimum tax in Hong Kong is to
align with the latest international tax standards, and no new taxes are thus
introduced in Hong Kong. Under the global minimum tax regime,
jurisdictions can no longer rely on lowering their corporate income tax rates
as a means to attract enterprises and investment. The attractiveness of tax
havens to multinational groups will significantly decrease. With a fairer
global taxation environment, Hong Kong’s unique advantages as a premier
destination for doing business will become even more accentuated. In
addition, to ensure that the tax regime for the maritime service industry can
maintain its competitiveness after the implementation of the BEPS 2.0
package while sustaining the industry momentum, the Administration
considers that there is room to enhance the existing tax regime for the
maritime service industry in compliance with the latest international tax
rules.

Introduction of a half-rate tax concessionary regime for physical commodity
trading activities?

4, Physical commodity traders are users of maritime services and an
important part of the maritime service ecosystem. Attracting the presence
of such traders to Hong Kong will promote more vibrant development of the
maritime service industry. However, as compared to such regions as the
Mainland and Singapore, there are not many enterprises engaging in
common physical commodity trading activities in Hong Kong. In this
regard, the Administration recommends providing half-rate profits tax
concession for assessable profits derived by physical commodity traders
from qualifying physical commodity trading activities (i.e. the applicable tax
rate is reduced to 8.25%).

1 Under the BEPS 2.0 package, multinational groups fulfilling the specified criteria
will need to pay the global minimum tax of at least 15% on profits derived from every
jurisdiction in which they operate. With the implementation of the Hong Kong
minimum top-up tax, Hong Kong will have the first priority in collecting top-up tax
from entities of in-scope multinational groups with an effective tax rate in
Hong Kong below 15% to raise it to 15%. Otherwise, the relevant top-up tax may
be collected by other BEPS 2.0-implementing jurisdictions in which the group also
operates, which will in effect cede Hong Kong’s taxing rights to other jurisdictions.

2 Physical commodities generally involve three main categories of commodities,
namely energy and industrial commaodities, agricultural commodities, and metal
mine commodities.
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5. The Administration briefed the Panel on the above two enhancement
proposals at its meeting on 8 July 2025.2  According to the aforesaid paper,
the Administration plans to introduce a bill into the Legislative Council
(“LegCo”) to amend the Inland Revenue Ordinance (Cap. 112) within the
first half of 2026 to implement the above two proposals, which are to be
applicable to the qualifying profits for the years of assessment beginning
on or after 1 April 2025.

Major views and concerns expressed by the Panel

Enhancement of existing tax concessions for shipping-related activities

6. Members noted that the Administration’s enhancement package
mainly included: (a) relaxing the definition for ship leasing; (b) on the
premise of maintaining the original concessionary tax rate, introducing an
additional option of a 15% concessionary tax rate for qualifying ship lessors,
qualifying ship leasing managers and qualifying shipping commercial
principals; (c) introducing tax deduction on ship acquisition costs for ship
lessors under operating lease; and (d) expanding the scope for tax deduction
on interest expenses for ship lessors. Members in general supported the
Administration’s package, and noted that the Administration had drawn on
the standards of relevant competitors (e.g. Singapore) and incorporated
feedback from the maritime industry when formulating the package.

7. Members considered the Administration’s package effective in
addressing the minimum effective tax rate (i.e. 15%) requirement under the
BEPS 2.0 package, which would provide in-scope multinational groups with
a tax rate option to increase flexibility and reduce compliance costs. In
addition, the proposed arrangements to relax the threshold requirements for
enterprises having their profits tax to be assessed at 15% and provide tax
deduction on ship acquisition costs would help consolidate the competitive
advantages of Hong Kong and promote the development of the industry.
In this regard, Members urged the Administration to step up promotion of
the tax concessions to attract more international maritime service
enterprises to set up bases in Hong Kong.

8. Members noted that the Administration proposed introducing a tax
deduction of ship acquisition costs for qualifying ship lessors under
operating lease in lieu of the existing tax base concession“. The

3  Details are set out in the Administration’s paper (LC Paper. No.
CB(3)1045/2025(05)).

4 Under the existing section 14R of the Inland Revenue Ordinance, qualifying ship
lessors under operating lease are only required to calculate their assessable profits
based on 20% of their lease income.


https://www.legco.gov.hk/yr2025/english/panels/edev/papers/edev20250708cb3-1045-5-e.pdf
https://www.elegislation.gov.hk/hk/cap112!en?pmc=0&m=0&pm=1&xpid=ID_1592443955643_004&INDEX_CS=N
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Administration anticipated that as the ship acquisition costs were generally
far higher than the leasing income, and subject to the circumstances of each
case, the profits from the leasing income of the initial five years might be
offset by the proposed deduction arrangement, whereby ship lessors would
not be required to pay tax for the relevant ships during that period. In this
regard, Members enquired about the tax implications of the proposed
arrangement on qualifying ship lessors, particularly the tax treatment for
qualifying ship lessors selling the relevant ships during the period when no
tax was payable on their acquisition.

Q. The Administration explained that under the proposed arrangement,
ship lessors were allowed a one-off deduction of the total ship acquisition
costs in full in the first year. Given the substantial amount involved, the
relevant enterprises would generally have excess losses to be carried forward
to the next year for the initial five years, and only from the sixth year onwards
would there be taxable profits. The new deduction arrangement reasonably
reflected the operating costs of ship lessors under operating lease, which was
acceptable by OECD, ensuring the competitiveness of the tax concessionary
regime for ship lessors while aligning with the international standards under
the BEPS 2.0 package.

Half-rate tax concessionary regime for physical commodity trading activities

10. Members supported the Administration’s proposal to provide eligible
physical commodity traders with a half-rate profits tax concession. Given
that the Mainland was the largest consumer of physical commodities,
Members suggested that Hong Kong establish a synergistic model of
“Trading in Hong Kong, Settlement on the Mainland” with other cities
in the Guangdong-Hong Kong-Macao Greater Bay Area (“GBA”),
combining the Mainland’s physical commodity market and Hong Kong’s
maritime strengths to foster synergistic development with GBA.

11 In response to enquiries about the expected economic benefits to
Hong Kong from the half-rate tax concession, the Administration advised
that the concession was roughly estimated to bring about $4.6 billion of
economic benefits to Hong Kong annually. This estimation was based on
market surveys and extrapolated the benefits from enterprises intending to
expand or set up business in Hong Kong, while factoring in indirect benefits
arising from their use of relevant professional services (such as accounting
and legal services).

12, Members enquired about the criteria adopted by the Administration
in setting the minimum annual business turnover threshold for physical
commodity traders. They were also concerned about whether the tax
concession was attractive enough when compared to competitors such as
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Singapore and resilient against risks (such as trade wars), and the concrete
support it would provide for promoting infrastructure development for
green maritime fuel.

13. According to the Administration, having taken reference from
practices in other jurisdictions and consulted local and non-local physical
commodity traders, the proposed threshold required that the enterprise’s total
income derived from qualifying physical commodity trading activities in the
relevant year of assessment was not less than HK$700 million.  In addition,
Hong Kong’s open and transparent business environment was the key to
attracting enterprises. The Administration planned to initiate the legislative
process in the first half of 2026 to ensure that the measures could take effect
promptly in response to competition.  As for green maritime fuel, since the
promulgation of the Action Plan on Green Maritime Fuel Bunkering in
November 2024, Hong Kong had completed seven liquefied natural gas
bunkering operations between February and early July 2025 in order to be
ready for green methanol bunkering in the second half of 2025 or early 2026.
Green maritime fuel would be among the scheduled commodities, and the
tax concession would be conducive to the development of its trading.

Relevant papers

14, A list of the relevant papers on the LegCo website is in Appendix 2.

Council Business Divisions
Leqgislative Council Secretariat
30 January 2026




Appendix 1

Tax regime and concessions for shipping-related activities
in Hong Kong

Simple tax regime and double taxation relief

® Hong Kong does not levy global tax. For shipping, profits derived
from international shipping operations are not subject to profits tax in
Hong Kong.

® The Hong Kong Special Administrative Region Government’s objective
Is to make arrangements with its trading partners for the avoidance of
double taxation on income derived from international shipping
operation, so as to reduce the overall tax burden of ship operators of
Hong Kong and the trading partners, thereby improving their
international competitiveness.  This will also help enhance Hong
Kong’s position as an international maritime centre. Hong Kong has
entered into Double Taxation Agreements or reciprocal tax
exemption arrangements covering shipping income with 60 principal
trading partners.

Tax concessions for shipping-related activities

Relevant provisions | Tax concessions provided
of the Inland Revenue
Ordinance (Cap. 112)
Ship operator | Section 23B Income derived Dby ship
operators from international
operation of Hong Kong
registered ships (including
carriage and chartering) are
exempt from profits tax
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Relevant provisions
of the Inland Revenue
Ordinance (Cap. 112)

Tax concessions provided

Ship leasing

Sections 140 to 14ZB

Profits derived by qualifying
ship lessors from carrying out
qualifying  ship  leasing
activities in relation to
operating lease and finance
lease are assessed at a tax
rate of 0%

Profits derived by qualifying
ship leasing managers from
carrying out qualifying ship
leasing management activities
are generally assessed at a
half-rate of 8.25%

Insurance-
related
businesses

Section 14B(1)

Profits derived by direct
insurers from selected general
Insurance businesses including
those relevant to  the
underwriting of marine-related
risks are assessed at a half-
rate of 8.25%

Shipping
commercial
principals

Sections 14ZC to
1477C

Profits derived by qualifying
ship agents, ship managers or
ship brokers from carrying out
qualifying ship agency, ship
management or ship broking
activities are generally
assessed at a half-rate of
8.25%

Source: Webpage of the Hong Kong Maritime and

Port Development Board



https://www.hkmpdb.gov.hk/en/competitive-tax-regime.html
https://www.hkmpdb.gov.hk/en/competitive-tax-regime.html

Appendix 2

Enhancement of existing tax concessions for shipping-related activities
and introduction of a half-rate tax concessionary regime for
physical commodity trading activities

List of relevant papers

Committee

Date of meeting

Paper

Panel on Economic
Development

5 November 2024

Agenda Item V: Briefing by
the Transport and Logistics
Bureau on the  Chief
Executive’s 2024  Policy
Address

Minutes of policy briefing

8 July 2025

Agenda Item IV: Enhancement
of Existing Tax Concessions
for Maritime Service Industry
and Introduction of a Half-rate
Tax Concessionary Regime for
Commodity Trading Business
Minutes of meeting

29 September 2025

Agenda Item I1I: Briefing by
the Secretary for Transport and
Logistics on the Chief
Executive’s 2025  Policy
Address

Minutes of policy briefing



https://www.legco.gov.hk/yr2024/english/panels/edev/agenda/edev20241105.htm
https://www.legco.gov.hk/yr2024/english/panels/edev/minutes/edev20241105.pdf
https://www.legco.gov.hk/yr2024/english/panels/edev/minutes/edev20241105.pdf
https://www.legco.gov.hk/yr2024/english/panels/edev/minutes/edev20241105.pdf
https://www.legco.gov.hk/yr2025/english/panels/edev/agenda/edev20250708.htm
https://www.legco.gov.hk/yr2025/english/panels/edev/minutes/edev20250708.pdf
https://www.legco.gov.hk/yr2025/english/panels/edev/agenda/edev20250929.htm
https://www.legco.gov.hk/yr2025/english/panels/edev/minutes/edev20250929.pdf

