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In the 2023-2024 Budget, the Financial Secretary has announced to 
introduce a patent box tax incentive to provide tax concessions for 
profits sourced in Hong Kong from qualifying patents generated through 
research and development (R&D) activities.  Last week, the Hong Kong 
Government has issued a consultation paper on the proposed patent 
box incentive for Hong Kong sourced intellectual property (IP) income, 
aiming at encouraging business in Hong Kong to engage in more R&D 
and IP trading activities. 
 
Proposed patent box tax incentive 
 
In formulating the patent box tax incentive proposal, Hong Kong 
generally follows the nexus approach adopted by the Organisation for 
Economic Co-operation and Development (OECD).  Specifically, the 
portion of income from an eligible IP asset that can qualify for 
preferential tax treatment is based on a “nexus ratio” of the eligible 
expenditures to the overall expenditures that have been incurred by the 
taxpayer to develop the IP asset: 
 

Income qualifies 
for preferential 
tax treatment 

= 
Income from an eligible IP asset x Eligible expenditures 
 Overall expenditures incurred to develop the IP asset 

 
Eligible IP assets 
 



Only income derived from an eligible IP asset would be eligible for the 
patent box tax incentive.  Eligible IP assets include: 
 

• Patents – this includes other IP assets that are functionally 
equivalent to patents if those IP assets are both legally protected 
and subject to similar approval and registration processes; 

• Copyrighted software; and 

• Plant variety rights – i.e. rights granted to the owners of plant 
varieties over cultivated plant varieties they have bred or 
discovered or developed, under the Plant Varieties Protection 
Ordinance (Cap.490) 

 
The above include applications made, as well as patents and plant 
variety rights granted in or outside Hong Kong.  The eligible IP assets 
should be filed under the Hong Kong original grant patent system and 
plant varieties protection system, and ensure compliance with the Hong 
Kong local registration requirements. 
 
Eligible expenditures  
 
In calculating the nexus ratio, only R&D expenditures that are (i) directly 
connected to the eligible IP asset and (ii) incurred by taxpayers to 
develop the IP asset can be taken into consideration.  In particular, it is 
proposed that the jurisdictional approach will be adopted in determining 
the eligible expenditures, which include expenditures on R&D activities: 
 

• Undertaken by the taxpayer inside or outside Hong Kong; 

• Outsourced to unrelated parties to take place inside or outside 
Hong Kong; and 

• Outsourced to resident related parties to take place inside Hong 
Kong. 
 

Acquisition costs of an eligible IP asset are not regarded as eligible 
expenditures, as they are not considered R&D expenditures. 
 
Eligible IP income 
 
The scope of IP income includes: 
 

• Income derived from an eligible IP asset in respect of the 
exhibition or use of, or a right to exhibit or use (whether in or 
outside Hong Kong) the asset; 

• Income arising from the sale of an eligible IP asset; and 

• Sales price of a product or service that includes an amount 
attributable to an eligible IP asset. 

 
Concessionary tax rate 
 
The preferential tax rate for the patent box regime is still under 
consideration.  For most of the concessionary tax rates under various 
preferential tax regimes in Hong Kong, a 8.25% tax rate has been 
applied.  The Hong Kong Government may also take reference of the 
preferential tax rates adopted by patent box regimes in other 
jurisdictions (e.g. Luxembourg at 4.99%, Ireland at 6.25%, Israel at 5% to 
16%, Korea at 4.5% to 18% and Singapore at 5% or 10%) in determining 



the level of concessionary tax rate for Hong Kong in a view of offering a 
competitive patent box tax incentive.  
 
Treatment of losses 
 
In general, any tax loss associated with the patent box tax incentive 
should not be allowed to set off against income that is taxed at the 
ordinary rate.  However, if the amount of loss is to be adjusted with 
reference to the tax rate difference, the off-setting may still be allowed. 
 
Record keeping requirements 
 
Taxpayers would be required to keep sufficient information to track and 
trace the R&D expenditures and eligible income for calculating the nexus 
ratio on a cumulative basis.  To let taxpayers enjoy the patent box 
preferential regime even if a detailed record keeping mechanism has not 
been in place, there would be a transitional measure to allow taxpayers 
to calculate the qualifying expenditures and overall expenditures on a 
three-year average rolling basis.  After the transitional period, taxpayers 
would need to calculate the nexus ratio using the cumulative basis.  
 
What’s next 
 
The Hong Kong Government is gathering views from the relevant 
stakeholders on the proposed patent box tax incentive and will take into 
account the comments in formulating the regime.  It is targeted that the 
relevant Amendment Bill will be introduced into the Legislative Council 
in the first half of 2024. 
 
Our observations 
 
We do welcome the government’s initiative to introduce such patent 
box tax incentive to further increase Hong Kong’s competitiveness as an 
international innovation and technology centre and a regional IP trading 
centre.  The above proposals are initially developed by the Hong Kong 
Government, subject to the comments gathered from various 
stakeholders during the public consultation, further refinement may be 
made to the proposed patent box tax incentive.   
 
Besides this proposed patent box tax incentive, we look forward to the 
Hong Kong government considering further enhancements on other IP-
related tax rules such as allowing deductions or amortizations on 
acquisition costs of IP acquired from related parties, broadening the 
scope of qualifying R&D activities for the enhanced R&D deductions, 
etc., which are of interests to taxpayers that are considering to move or 
expand its IP hub in Hong Kong.  
 
Taxpayers should watch out for any latest development and seek 
professional advice in evaluating any potential opportunities in IP 
development and trading in Hong Kong under the proposed tax 
incentive.  
 
 
Tax Newsflash is published for the clients and professionals of Deloitte Touche Tohmatsu. 
The contents are of a general nature only. Readers are advised to consult their tax advisors 
before acting on any information contained in this newsletter. 

 



If you have any questions, please contact our professionals: 
 
  

Authors  
Kwan Yu 
Tax Partner 
+852 2852 1037 
kwanyu@deloitte.com.hk 
 
Clara Kwok 
Senior Tax Manager 
+852 2238 7435 
clakwok@deloitte.com.hk  
 

Chung Yiu Hong 
Tax Director 
+852 2531 1455 
yhchung@deloitte.com.hk  
 

  
International and M&A Tax 
National Leader 
Vicky Wang 
Tax Partner 
+86 21 6141 1035 
vicwang@deloitte.com.cn 

 
Hong Kong 
Anthony Lau 
Tax Partner 
+852 2852 1082 
antlau@deloitte.com.hk  
 

 

 
 

 
 

        
 

 

Deloitte China provides integrated professional services, with our long-term commitment to be a leading contributor to 
China’s reform, opening-up and economic development. We are a globally connected firm with deep roots locally, owned by 
our partners in China. With over 20,000 professionals across 30 Chinese cities, we provide our clients with a one-stop shop 
offering world-leading audit & assurance, consulting, financial advisory, risk advisory, tax and business advisory services.  
 
We serve with integrity, uphold quality and strive to innovate. With our professional excellence, insight across industries, 
and intelligent technology solutions, we help clients and partners from many sectors seize opportunities, tackle challenges 
and attain world-class, high-quality development goals. 
 

The Deloitte brand originated in 1845, and its name in Chinese (德勤) denotes integrity, diligence and excellence. Deloitte's 

professional network of member firms now spans more than 150 countries and territories. Through our mission to make an 
impact that matters, we help reinforce public trust in capital markets, enable clients to transform and thrive, empower 
talents to be future-ready, and lead the way toward a stronger economy, a more equitable society and a sustainable world. 
 
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their 
related entities (collectively, the “Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member 
firms and related entities are legally separate and independent entities, which cannot obligate or bind each other in respect 
of third parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and omissions, and not 
those of each other. DTTL does not provide services to clients.  
 
Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific 
Limited and their related entities, each of which are separate and independent legal entities, provide services from more 
than 100 cities across the region. 
 
Please see www.deloitte.com/about to learn more. 
 
This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited (“DTTL”), its global 
network of member firms or their related entities (collectively, the “Deloitte organization”) is, by means of this 
communication, rendering professional advice or services. Before making any decision or taking any action that may affect 
your finances or your business, you should consult a qualified professional adviser.  
 
No representations, warranties or undertakings (express or implied) are given as to the accuracy or completeness of the 
information in this communication, and none of DTTL, its member firms, related entities, employees or agents shall be liable 
or responsible for any loss or damage whatsoever arising directly or indirectly in connection with any person relying on this 
communication. DTTL and each of its member firms, and their related entities, are legally separate and independent entities.  
 
©  2023 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte Touche Tohmatsu 
Certified Public Accountants LLP in the Chinese Mainland. All rights reserved. 
 
To no longer receive emails about this topic please send a return email to the sender with the word “Unsubscribe” in the 
subject line. 

 

mailto:kwanyu@deloitte.com.hk
mailto:clakwok@deloitte.com.hk
mailto:yhchung@deloitte.com.hk
mailto:vicwang@deloitte.com.cn
mailto:antlau@deloitte.com.hk
http://www.deloitte.com/about
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html


 


