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Enhanced tax deduction regime for qualifying research and development
(“R&D”) activities
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The Hong Kong Government introduced a legislative bill on 20 April 2018. For specific
gualifying R&D expenditure on a specific gualifying R&D activity, there will be a super
tax deduction of 300% for the first HK$2 million of R&D expenditure and 200%
deduction for the remaining balance (without limitation).

The increased tax deductions are only eligible for payments made to a designated
local research institute if the R&D activities are subcontracted out. For in-house R&D
activities, the expenditure must be incurred for qualifying R&D activities undertaken

and carried on by a taxpayer wholly within Hong Kong.

Other R&D expenditure that does not qualify for the above deduction (but qualify for
deduction under the old legislation) will continue to be eligible for the normal 100%
tax deduction.
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Introduction of new tax on vacant properties
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To encourage developers to release residential units more quickly into the market to
reduce the overheat of the property price in Hong Kong, the Hong Kong government
is intended to introduce new tax on vacant properties. The tax is targeted at newly

built flats and will apply where properties remain unoccupied for six months in any

year.

It is proposed that the tax will be levied at the rate of 200% of the property’s annual
rental value, calculated by reference to market rates as determined by government
assessors. A grace period will apply for the first twelve months after obtaining an
occupation permit. The new tax will not apply to vacant properties held by persons

other than developers.
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Deduction of capital expenditure for purchase of three new types of
intellectual property rights (“IPRs”)
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The Hong Kong Government introduced a legislative bill on 23 March 2018. The
object is to extend the current tax deduction regime for acquiring IPRs to cover three
new types of IPRs, namely: (i) a performer’s economic right; (ii) a protected layout-
design (topography) right; and (iii) a protected plant variety right. Capital
expenditures on the purchase of the above three types of newly added IPRs will

CHENG & CHENG TAXATION SERVICES LIMITED
i 2 B R’ 2 g
10/F., Allied Kd]lnll Building, IEB(I:}ULLstLI Road, Wanchai, Hong Kong
Tel : 3962 0000 Fax: 2598 8178 E-mail: cheng@chengcpa.com.hk  Home Page: http:/ /www.chengcpa.com.hk



e e - = ] o

| 0 0

NE|W|S: | Q@i

A 0 0

=, = Q3 ]
generally be allowable for deduction over five consecutive years on a straight-line

basis starting from the year of purchase.

The Bill also proposes to expand the scope of deduction of registration expenses for
trade mark, design or patent under Section 16(1)(g) to cover the newly added 3 types
of IPRs. Moreover, the existing deeming provisions (Section 15(1)(b) and (ba) of the
IRO) will be revised by adding these 3 types of IPRs so that sums received for the use
or right to use these IPRs are deemed taxable receipts. Subject to the enactment of
legislation, the proposed provision applies to capital expenditures incurred in the
year of assessment 2018/19 and onwards.
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For additional information regarding the above, please feel free to contact our Tax

Department at info@chengtax.com.hk.
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