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Tax deductions for IP acquisition 
costs in Hong Kong 

 
Following Legislative Council approval in December 2011, Hong Kong enacted 
legislation allowing tax deductions for the acquisition costs of specified intellectual 
property ("IP") rights (first proposed in February 2010).  The new deduction rule 
applies to the 2011 - 2012 assessment year and onwards.  In other words, 
corporations incurring acquisition costs for specified IP rights during accounting 
years ending on or after April 1, 2011 can benefit from the new rule.  

This newsalert summarizes the key provisions of the new deduction rule. 

Key provisions of the legislation 

In order to promote wider enterprise use of intellectual property and to develop the 
creative industry, the Hong Kong Special Administrative Region ("SAR") government 
introduced this new tax deduction regime for capital expenditures incurred for 
copyright purchases, registered designs or registered trademarks (collectively 
referred to as "specified IP rights").  The newly enacted legislation is in addition to 
the existing tax provisions governing tax deductions for the acquisition of patent or 
know-how rights. 
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Under the new deduction rule, capital expenditures for specified IP right 
acquisitions, including the related legal expenses and valuation fees, may be deducted 
if all of the following conditions are met: 

 The person must have acquired the "proprietary interest" in the specified IP 

right; 

 The specified IP right is purchased for use in producing that person's profits 

subject to Hong Kong profits tax; 

 The subject trademark or design must have been registered under the relevant 

law of Hong Kong or any place outside of Hong Kong; 

 The specified IP right must have been used to produce that person's taxable 

profits during an assessment year in which a deduction is claimed; and 

 The purchaser must hold the specified IP right at the end of the assessment year 

in which a deduction is claimed. 

As a general rule the acquisition costs for the specified IP right should be deducted 
over five years on a straight-line basis, beginning in the acquisition year.  If the 
specified IP right is subsequently sold, the sale's proceeds, net of the tax basis, will be 
deemed taxable trading receipts at the time of sale. However, the taxable amount will 
be limited to the tax deduction previously claimed.  If the tax basis exceeds the sale's 
proceeds, then the excess will be deductible in the year of sale. 

Note that the new legislation also refines existing tax provisions for deducting 
acquisition costs of patent/know-how rights to unify the two tax deduction regimes.  
In particular, the legislation introduces various anti-avoidance provisions to guard 
against possible tax deduction abuse under both regimes.  Under the anti-avoidance 
measures, no tax deduction will be granted if the patent/know-how rights/specified 
IP right is purchased wholly or partially from an associate, or if the right is licensed 
for use wholly or principally outside Hong Kong by a person other than the 
purchaser. 

Conclusion 

The introduction of the new specified IP rights' tax deduction is a positive step by the 
Hong Kong SAR Government to promote Hong Kong as a regional IP hub.  However, 
some of the anti-avoidance provisions may hinder genuine commercial arrangements 
that have no intention of avoiding tax.  The Hong Kong Inland Revenue Department 
("IRD") will soon issue a Departmental Interpretation and Practice Note to cover the 
tax deduction arrangement and tax assessment practices involving the acquisition of 
specified IP rights.  We will closely monitor the IRD's interpretation of this new 
deduction rule. 
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For more information, please do not hesitate to contact: 
 

Your international tax service team in the U.S. 

Sophia Chan  (646) 471 0047       sophia.w.chan@us.pwc.com  

 
Your international tax service team in Hong Kong 

 Nick Dignan  (852) 2289 3702    nick.dignan@hk.pwc.com  

 

 

 

This document is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
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