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Background

To encourage greater R&D investment in Hong Kong and promote the city as a regional R&D hub, the Hong
Kong government has introduced enhanced tax deductions for qualifying R&D expenditure. The Inland Revenue
Amendment Ordinance (No.7) 2018 sets out the legislative detail relating to the R&D enhanced tax deduction
regime. It will apply to expenditure from 1 April 2018.

Current Regime

Under the Bill, R&D expenditure will be separated into two categories:
* Type A — which will qualify for 100% deduction; and
» Type B — which qualifies for 300% deduction (for the first HKD 2 million of expenditure) and 200% (for the
remaining balance

O Broad overview of the new regime

Qualifying R&D Activities are defined as:

Are R&D activities being No deduction under
conducted? the R&D Regime » An activity in the fields of natural or
applied science to extend knowledge;
A systematic, investigative, or
experimental activity carried on for the
purposes of any feasibility study or in
relation to any market, business or
management research;
Any original or planned investigations
undertaken with the prospect of gaining
new scientific or technical knowledge
and understanding; and
Is the R&D Are R&D expenses related The application of any research
outsourced to a to employees or findings or other knowledge to a plan or
designated local consumables directly design for the producing or introducing
research connected to the R&D . .
institution? activity? new or substa_ntlally improved
materials, devices, products,
processes, systems or services before
they are commercially produced or
used.

Are those activities related
to a trade, profession or
business?

Are the R&D activities
“qualifying R&D activities”
wholly undertaken in HK?

Type A Expenditure
(100% Deduction)

Type B Expenditure
(300%/200% Deduction)




How to prepare yourself

Review your
business and
consider how you

can improve your
products, processes
or services

Speak with your
internal management
team, technology
officers and
development team

Identify what
enhancement
projects and staff
you have employed
to enhance your
products, processes
or services

How can KPMG help

otep T Workshop

We will conduct a complimentary
workshop to understand your R&D
activities and work with you to unlock
potential R&D enhanced deductions
and other tax opportunities

Leveraging KPMG's regional
experience particularly in Australia
and China, our team will comprise of
experts and R&D technical
specialists

Step 2 DespOve
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The KPMG team will undertake a
granular review of your business,
R&D activities and assess whether
the enhanced deduction can be
availed

We will also identify areas of
enhancement within your business
should the R&D claim be challenged
by the tax authority

SIEp 3. Execuion
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KPMG will work with you to
implement the R&D concessions
and prepare the necessary
documentation and setup of the IP
structure
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although
we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or
that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough

examination of the particular situation.
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