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On 28 March 2024, the Inland Revenue (Amendment) (Tax Concessions for Intellectual Property Income) Bill 2024 (“the Bill") was gazetted in Hong
Kong, marking the introduction of the highly anticipated Patent Box regime.

Central to the proposed regime is the application of a concessionary tax rate of 5% to eligible intellectual property (“IP”) income sourced in Hong Kong
and derived from eligible IP developed through research and development (“R&D”) activities in Hong Kong. This favourable tax treatment aims to
incentivise businesses to conduct R&D and commercialise their IP in Hong Kong effective from the year of assessment 2023/ 2024, enhancing the
city's attractiveness as a destination for innovation-driven businesses.

The proposed concessionary tax rate of 5% is significantly lower than the prevailing normal profits tax rate of 16.5%. This demonstrates Hong Kong
government's commitment to encouraging participation in R&D activities and IP development.

The Bill, which incorporates the recommendations and feedback from both trade and the LegCo Panel, is scheduled for first and second readings in the
Legislative Council on 10 April 2024. Once implemented, the Patent Box regime would provide a concessionary tax treatment for businesses that
engage in R&D and IP activities.

Additionally, the Bill outlines the following key parameters, which may subject to potential amendments during the legislative process:

1. Nexus Approach
The application of the nexus approach aligns with international standards set by the Organisation for Economic Co-operation and
Development (“OECD”) This approach ensures that only income directly linked to IP assets developed and commercialised in Hong Kong would
be eligible for concessionary tax treatment.

2. Eligible IP Assets
The inclusion of patents, plant variety rights, and copyrighted software as eligible IP assets demonstrates a comprehensive approach to
supporting various forms of innovation. These IP assets are required to be legally protected and subject to approval and registration processes,
ensuring a certain level of quality and originality.
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Registration Requirements for Foreign IP
For patents and plant variety rights that are filed or granted outside Hong Kong, the IP owners are required to register the IP in Hong Kong
within a 24-month grace period.

Scope of Eligible IP Income
The inclusion of various forms of IP-related income such as royalties, license fees etc., ensures that different types of IP-commercialisation
activities are covered.

Calculation of the Concessionary Portion of Assessable Profits
The calculation method follows the nexus approach and takes into consideration the eligible R&D expenditure incurred in developing the
eligible IP.

Jurisdictional Approach for R&D Expenditure

A jurisdictional approach would be adopted for determining eligible R&D expenditures for the nexus ratio calculation. This approach ensures
that only R&D activities conducted in Hong Kong contribute to the nexus ratio, preventing potential abuse by shifting R&D activities to low-tax
jurisdictions.

Concessionary Tax Rate
The 5% concessionary tax rate would attract businesses to develop and commerecialise their IP in Hong Kong.

Loss Off-Setting Mechanism
Losses incurred in relation to the IP can be set off against other assessable profits. This loss off-setting mechanism helps to mitigate the risks
associated with developing and commercialising IP.

Transitional Measure for Eligible R&D Expenditure
The transitional measure provides flexibility in calculating eligible R&D expenditure on a three-year average rolling basis.



BoardRoom

Smart Business Selutions

Key Takeaway

The Patent Box regime signifies a strategic move by Hong Kong to enhance its tax competitiveness and stimulate economic growth through
innovation-driven activities. This regime is expected to unlock a wave of exciting opportunities for businesses, position the city as an attractive
location for R&D and IP-related ventures.

As the implementation of Patent Box regime progresses, businesses should proactively assess their eligibility for the concessionary tax treatment and
take the necessary steps to optimise the potential benefits. By staying informed and engaging with tax advisors, businesses can navigate the evolving
tax landscape in Hong Kong.

References
For more detailed information on Hong Kong's patent box regime, we encourage you to refer to the Bill document here:
https://www.gld.gov.hk/egazette/pdf/20242813/es3202428136.pdf.

Disclaimer

This report has been prepared for general informational purposes only. Whilst every effort has been made to ensure accuracy, Boardroom Group (“Boardroom”) will
accept no responsibility for errors and omissions howsoever caused. The information should not be relied on as professional advice and should not be regarded as a
substitute for detailed advice in individual circumstances where the services of a competent professional adviser should be sought. No warranty, express or implied,
is given as to the report’s accuracy, completeness or fitness for a particular purpose. Legal restrictions may apply to the distribution of information regarding certain
Boardroom services in some jurisdictions. This report is not intended for the use of persons located in those jurisdictions to which the abovementioned restrictions
apply. It is the responsibility of those accessing this report to ensure that they are aware of all relevant restrictions that apply to them.
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How we can help

Embracing a client-centric approach, our Regional Tax Team is committed to
delivering strategic tax and transfer pricing solutions, ensuring compliance
and maximising opportunities for our clients across diverse tax jurisdictions.

Contact us! We look forward to assisting you in navigating the complexities

of taxation in today’s dynamic business landscape, driving financial success
and building lasting partnerships.
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About BoardRoom

BoardRoom is Asia Pacific’s leader in Corporate
and Advisory Services with a strong and
reputable 50-year track record. Headquartered
in Singapore we are ranked amongst Forbes
Asia's Top 200 Companies under a Billion. With
our strong presence in the region, and a direct
office presence in Singapore, Malaysia, Hong
Kong, China and Australia, we are well positioned
to support you.
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Get in touch with us today to take
your business further, faster.

Scan to learn more about our services.




