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contrary is proved, that the form is a form specified by the Board of lnjand
Revenue under subsection (]). { Added 8 of 1983 s, 20)

87. Geneval power of Goveraor ip Conncll to exempt

The Governor in Council may by order exempt any person, office of
institution from payment of the wholc or any porlion of any tax chacgeabls
under this Ordinance.

BYA. (Repealed 76 of 1993 5.9}

88. Exempfion of charitable bodies

Notwithstanding anything to the contrary in this Ordinance conlained
there shall be exempt and there shall bt deemed always to have been exempt
from tax any charitable institution or trust of a public character:

Provided that where a trade or business is cacried on by any such
instifution or trust the profits decived from such trade or business shall b
cacmpt and shall bs deemed to bave been exempt from tax only if sach profits
arc applied solely for charitable purposes and ace not expended substant ally
outside Hong Kong and cither—  (Amended 7 of 1986 5. 12)

(2) fthe trade or business is exercised in the course of the achyaf
carrying out of the expressed objects of such institulion or wrust:
or

(h) the work in conneclion with the trade or business is mainly
carried on by persons for whose benefit such institution or trust is
cstablished.

(Added 3 of 1949 5. 18. Amended 30 of 1950 Schedide; 49 of 1956 s. 66;
26 of 1969 s. 40, 85 of 1970 1. 10)

89. Trausitionsl provisions

(1) The transitional provisions of Schedule 5 shall have effect in relatiosi
16 the amendmenis made by the Inland Revenuc (Amendment) (No. 3i
Ordinanoe 1989 (43 of 1989). (Amended 52 of 1993 3. 11) i
(2) In relation 1o amendments made by the Inland Revenue {Amendment)
(No. 2) Oudinance 1993 (52 of 1993)—
{(a) it is declared that the amendments shalt be without prejudice to
the provisions of Part X1V; and
() the trausitional provisions of Schedule 7 shall have effect,
(Added 52 of 1993 5. 11)
(3) The transitionat provisions of Schedule 9 shall have effect in relation
to recognized occupational retirement schemes approved under section 87A
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prior to the repeal of that section by the Inland Revenoe (Amendment) (No. 5)
Ordinance 1993 (76 of 1993).  (Added 76 of 1993 3. 1)
(Added 43 of 1989 5. 29)

SCHEDULE 1 m.2&5)
Stavoanp Rate
For (e years of asscssment 1947/48 1o
1949750 inclusive — 10%.

{ Amended 49 of 1956 3. 67)
For the years of assevsment 1950/5] Lo
1965/66 incdusive - 12}%.
{ 150f I19663.4)
For the years of asemament 1966{/67 to
1933/84 inclusive d — 15%.
{l;jdd’lj of 19660. 4. Amended 36 of 1984
5.

For the years of assemsment (984/85 1o

1986/87 inclusive — 17%.
{lsddad.!ﬂ'aflﬂsl 1.7, Amended 28 of 1987
5. 8)

For the year of eescsuncnt 1937788 —  163%.
(Added 28 of 1987 4. 8. Amenidad 28 of 1988
5.7)

For the year of asscswment 1988/89 — 15}%.
(Ads;dzaajl”l:. 7. Amended 17 of 1989
5. 20

For the year of asytssment 1939790 and antil
supersodod 18%.
(Addsd 17 of 1989 5. 20)

SCHEDULE 2 [ss. 13 & 43(1)}
Rates
For the years of asezsement 1947748 to 1949750 inclusive
{Amended 49 of 1956 . 68)
Secoxo Covomn THIrD Cortmn

(#) Upon the finsl $5,000 { standard raie
(&) Upon lhe next £5,000 H " "
© —do— i .« .
() —do — The full standurd rate
(& —do— 1§ stendacd cato
) —do— 12 -
(2 —do— : g . ”
(%) Upon the emainder Twioe the standard rate

Note:—Whexe a person is lisble to the lléymwigta tax for 2 part obly of any year of
; menl the ts in the scoond colimn against items (@) to () will be reduced
in the proportion which the number of days he is 3o lisbis beans (o the number aof duys
in that year of azeesament -
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12A. Treatment of losses

(1) Where in any year of assessment the aggregate of the outgoings,
expenses and allowances deductible under section 12(1)(a) and (5) from the
asscssable income of a person excoeds the amount of his assessable income, the
amount of the excess shall, subject fo subscction (4), be carried forward apd set
off against his asscssable income in subsequent years of assessment.

(2) The aggregate amount sct off against a person's assessable income in
subsequent years of assessmeat shall not exceed the amount of any excess under
subsection (1).

{3) Subject 10 subsection (4), a sot off by a person under this section shall
first be made against his assessable income for the year of assessment next
succeeding the year of assessment in respect of which ke excess occurred and,
8o far as it cannot be so made, against his assessable income for the next year of
assessment and $0 on until the excess has been completely set off.

(4) Where in any year of assessment the net chargeable incomes of the
husband and wife are aggregated by zcason of an election made under sec-
tion 10(2), any excess carriod forward into that year under this section shall—

(@) be set off primarily against the assessable income of the spousc
whose deductions resulted in the excess aod then, so far as it
cannol be so sel off, againyl the assessable income of the other
spouse; and

(6) then, and so far as it canuot be sot off in accordance with
paragraph (a)}— .

(i) where no election is made under section 10(2) in respoct of
the following yzar of assessment, in accordance with
subsection (3); or

(i) where an election is made under section 10(2) in respect of
the following year of assexssment, in accordance with
paragraph (a),
and so on from year to ycar until the excess has been completely set off.
{Replaced 43 of 1989 5. 5)
(Replaced7 of 19755. 4. Amended 71 of 1983 5. 9)

12B. Ascertainment of nel chargeable income

(1) The pet chargeable income of a person for any year of assessment
shall, subject to subscction (2), be such amount as is arrived at afler deducting
fromn his net aspessable incomo—

(@) such approved charitable donations as are provided for under
scection 12BA; and

(&) such allowanocs as arc under Part V permilted for that person.
(Amended 43 of 1989 5. 6}
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(2} In the case of a person chargeable to salaries tax under section 10(3),
that person and his or her spouse shall have but one nel chargeable income, and
it shall be the amount arrived at after deducting from the aggregate of their net
assessable incomes— .

(@} such approved charitable donations as are provided for under
section 12BA; and

() such allowances as are under Part V permitted in their case.
{ Replaced 43 of 1989 5. 6)

(3) (Repealed 43 of 1989 5.6) .
(Replaced 71 of 1983 5. 10)

12BA. Chanitable donation

(1) Subject to subsections (2) and (3), the amount of charitable donations
that, in ascertaining net chargeable income, may be deducted—

(a) o the case of a person whosc assessable income is aggregated
with that of his or her spouse by reason of an clection made
under section 10(2), from the aggregate of their net assessable
incomes; and

(&) in the case of any other porson, from the net assessable income of

. that person,
shail be the aggregate of approved charitable donations which are made during
that year by that person and by his or her spouse, il in any case such aggregate
amount is not less than $100. (Replaced 43 of 1989 5. 7)

(2) Every deduction claimed by virtue of subsection (1) shali be claimed
on the specified form and the deduction shall be permitied only if the claim
contains such particulars and is supported by such proof as the Commissioner
may requice. (Amended 43 of 1989 5. 7)

(3) No deduction shall be permitted under subsection (1) for any year of
assessment in respect of —

{a) any sum which is allowable as a deduction under section 16, 16B,
16C or 16D;

(&) asum in excess of 10% of—

(1) the assessable income as reduced by the deductions provided
for under section 12(1)(4) and (5); or
(i) in the case of a husband and wife who have made an election
under section 10{2), the aggregate of the assessable incomes
of both spouses as reduced in each case by the deductions
“provided for under section 12(1){a) and (5). ( Replaced 43
of 19895.7)

(4) Notwithstandiag anything contained in this section, a charitable
donation shall not be taken ioto account in ascertaining the nct chargeable
incorae of more than one person and, where a deduction of the same donation
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is claimed or allowed in respoct of the net chargeable income of more 1han one
person, section 33(2) to (4) shall apply with the necessary modiﬁmiioyls 1o such a
deduction as they do to a dependent parent Allowance, a dependent grandparent
allowance or a child allowance; and section 33 shall, where this sy ion
applies, be construed as if a reference to such an allowance included, in the case
of & donation so claimed, a reference to an allowance to which section 33(2)
applies aod, in the case of a donation 0 allowed, un allowance Lo which seclion
39(3) applics. (Added 43 of 1989s.7. Amended 37 of 1994 5. 2)

(Added 71 of 1983 5. I1)

13. Calculation of salaries tax

(1)} Subject to subsection (2), salaries tax shall be charged at the rates
specificd in Schedule 2 on the net chargeable income of a person for each year
of assessment ascectained in accordance with this Part.

(2} The amount of salaries tax so charged shall not exceed the amount
which would have becn chargeable had the standard rate been charged on the
whole of —

(a) the net assessable income as reduced by approved charitable
donations provided for under section 12BA; or
(8) in the casc of a spouse chargeable 1o salaries tax under section
10(3), the aggregale amount of his or her net assessable income
and that of his or her spouse as reduced by approved charitable
dooations provided for under seclion 12BA.
( Replaced 43 of 1959 3. 8)

PART IV

Prorirs Tax

14. Charge of profits tax

(1) Subject to the provisions of this Ordinance, profits tax shall be
charged for each year of assessment at the standard rate on every person
carrying oa a lrade, profession or business in Hong Kong in respect of his
assessable profits arising in or derived from Hong Kong for that year from such

.trade, profession or business (excluding prolits arising from the sale of capital

assels) ag ascertained in accordance with this Part {Replaced 2 of 1971 s. 9.
Amended 7 of 1986 s. 12; 56 of 1993 5. 8)
(2) Inthe case of—
(a) acorporation; and
(4) a corporation (“relevant corporalion™) to which a share of the
assessable profits of a partnership is apportioned under section
22A and s charged in the partaership name under section 22,

Tarued Authenioed Lo w-teal Bditien, Printed wnd Published by i G ovamment Primes. Hong Kang
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profits tax shall bz charged on the assessabls profits of thal corporation, or on
that share of the asscssable profits of that re{evant corporation, as the case may
be, al the rate spocified in Schedule 8. (Added 56 of 1993s.8)

15. Certain gmounts deemed trading receipts

(1) For the purposcs of this Ordindnoe, the sums described in the
following paragraphs shall be doemed to be roceipts arising in or derived from
Hong Kong from a trade, profession or business carried on in Hong Kong—

{a) sums, not otherwise chargeable 1o tax under this Partl, recsived by
or accrued to & person from the exhibition or use in Hong Kong
of cinematograph or television film or tape, any sound recording,
or any adverlising material connected with such film, tape or
recording;

(b) sums, not otherwise chargeable to tax vnder this Part, received by
or accrued o & person for the use of or right to use in Hong
Kong a patent, design, trademack, copyright material or secret
process or formula or other property of a simitar nature, or for
imparting or undertaking ta itapart knowledge directly or
indirectly connected with the use in Hong Kong of any such
palent, design, trademark, copyright, secret prooess or forraula or
other property;

(€) sums received by or accrued to a person by way of granl, subsidy
or similac financial assistance in connection with the carrying on
of a trade, profession or business in Hong Kong, cther than suros
in connection with capital expenditure madz or to be roade by the
person;

(d) sums received by or accrued to a person by way of hire, rentzl or
similar charges for the use of movable property in Hong Kong or
the right to use movable property in Hong Kong;

(¢) (Repealed7 of 1975 5. 7)

(f) sums received by or accrued to & corporation carrying on a rade,
profession or business in Hong Kong by way of interest derived
(rom Hong Kong; (Replaced 19 of 1986 5. 2)

(g) sums received by or accrued to a person, other than a
corporation, carrying on a trade, profession or business in Hong
Kong by way of interest derived from Hong Kong which interest
is in respect of the funds of the trade, profession or business;
(Replaced 19 of 1986 s. 2. Amended 170f 1989 5. 4)

(7) suros reczived by or accrieed to a person by way of refund to that
person of a contribution made by him as cmployer to a
recognized occupational retirement schemne, but to the extent
only that such sums were allowed as deductions in ascerlainiog
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the amoual of the consideration shall, notwithstunding the exclusior relating to

the sele of capital asscts contained in section 14, be treated as a trading receipt

arising in or derived from Hong Kong by the transferor from a teade,
profession or business carried on in Hong Kong,

{2) The reference in subsection (1)} to the amount of consideration shall,
in the cass where consideration is paid or given otherwise than in cash, be
caonstrued as a reference to the money value of the consideration.

(3) Subsection (1) shall not apply in relation to a transfer of a right to
receive income from property where the right arose from the ownership by the
transferor of a legal or equiteble estate or interest in the properly and, before or
at the time of that transfes, the transferor also transferred that estale or inlerest
to the transferee,

(4) In this seclion—

“income” mtans any profils, rent, interest or royalty chargeable to tax under
Part IV;

“property” mneans any properly whatsoever;

“right to receive income from property” means a right to have income that will
or may be derived from propenty paid to, or applied or accomulated for
the benefit-of, the person owning the right.

(5) This section shall apply to any agreement mude for the transfer of a
right to receive invome from propesty within the meaning of subsection )]
entered into or cflccted after 25 February 1987 other than an agreemept made
in pursuance of a legally enforccable obligation incurred on or before Ihat dale.

( Added 28 3f 1987 5. 4)

ISB. (Repcaled 71 of 1983 5. 13)

15C. Valuafion of trading stock on cessation of business

Where a person ceases to carry on a trade or business in Hong Kong the
trading stock of the trade or business at Lhe date of cessution shall ke valued
for the purpose of computing the profils in respect of which that I son is
chargeable to tax under this Part as follows—  ( Amcnded 28 of 1964 s.wb[; 26 of
1969 3. 12)

(@) in the case of any such trading stock—

(i) which is sold or translerred for valuable considerdtion to a
person who carries on or inlends 10 carry on a trade or
business in Hong Kong; and ' .

(i) the cost whereol may be deducted by the purchascr as an
expense in compuling the profits from such trade or busingss
in respect of which such purchaser is chargeable to tax under
this Part,

haupll Authorized Looss-Sesl Edilion, Panied mnd Published bythe Govemmant Peintber, Hang Kung
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the value thercof shall be taken to be the amount realized on the
sale or the value of the consideration given for the transfer
{Amended 28 of 1964 5. 6)

(8) in the case of any other such tradieg stock, the velue thereof shall
be taken to be the amount which it would have realized if it had
been sold in the open market at the date of cessation

(Added 36 of 1955 . 22. Amended 7 of 1986 3. 12)

I5D. Post-cessatiobn receipts and payments

(1) Where a petson who-has ccased to carry on a trade, profession or
business in Hong Kong, receives any sum which, if it had been received before
such cessation, would have been included in the profits of the teade, profession
or business in respect of which the person is churgeable to tax under this Part,
then to the extent to which the sum has nol alrcady been included ia such
profils that sum shalt be deemed to be profits of the trade, profession or
business for the year of assessment in which the cessation occurred.

(2) Where a person who has ceased to carry on a trade, profession or
business in Hong Kong pays any sum which, if it had been paid before such
cessation, would have been deductible in computing the profits of the trade,
profession or business in respect of which the person is chargeable to tax under
this Pact, then 1o the extent to which the sum has not already been deducted in
computing such profits, that sum shall bz deducted in ascertaining his profits
for the year of agsessment in which the cessation occurred.

{Added 26 of 1969 3. 13. Amended 7 of 1986 5. 12)

16. Ascerisinment of chargeable profity

(1) In ascertaining the profits in respect of which a person is chargeable
to tax under this Part for any year of assessment there shall be deducted &l
oulgoings and expenses to the extent Lo which they are incurred during the basis
period for that year of assessment by such person in the production of profits in
respect of which he is chargeable to tax under this Part for any period,
includivg—

(a) where the conditions set out in subsection (2) are satisfied, sums
payable by such person by way of interest upon any money
borrowed by bim for the purpose of producing such profits, and
sums payable by such person by way of Icgal fees, procuration
fees, stamp dutics and othcr expenses in conuvection with such
borrowing; (Replaced 2 of 1971 3. 11. Amended 36 of 1934 .
5. 4) .
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rent paid by any tenant of land or buildings occupied by him for
the purpose of producing such profits, but not exceeding, in the
case of rent paid to the tenant’s spouse, or by a partnership to
one or more of the pariners thereof or to a spouse of any such
pactner, an amount equal to the assessable value of the land or
buildings; (Amended 76 of 1975 5. 8; 8 of 1983 5. 11: 71 of 1983
£ 14)

tax of substantially the same naturc as tax imposed noder this
Ondinance, proved to the satisfaction of the Commissioner to
have been paid elsewhere, whether by deduction or otherwise, by
any corparation which is managed and cohtrolled in Hong Kong
or by a person other than a corporation who carries on a trade,
profession or business in Hong Kong, during the basis period for
the year of assessment in respect of profits chargeable Lo tax by
virtue of soction 15(1)(f), (g), (©), (), (k) ox (I): (Amended 7
of 1986 5. 12; 190f 1986 5. 3}

Provided that no deduction shall be made under Lhis
parageaph if the corporation or person concerned s eligible for
relief under Part VIII in respect of such profits; (Added 73 of
19785.4. Amended 36 of 1954 5. 4)
bad debts incurred in any trade, business or profession, proved
to the satisfaction of the assessor to have become bad during
the basis period for the year of assessment, and doubtful debts
to the cxtent that they are respectively estimated to the
satisfaction of the assessor to have become bad during the said
basis period notwithstanding that such bad or doubtful debts
were duc and payable prior to the commencement of the said
basis period:

Provided that—

(1} deductions under this paragraph shall be limited to debts
which were included as a trading receipt in ascerlaining the
profits, in respect of which the person claiming the deduction
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is chargeable to tax under this Part, of the period within
which they arose, and debts in respect of money lent, in the
ordinary course of the business of the lending of money
within Hong Kong, by a person who carries on that
basiness; (Amended 7 of 1986 5. {2)

(i) all sums recovered during the said basis period on account of
amounts previously allowed in respect of bad or doubtful
debts shall for the purposes of this Ordinance be treated as
part of the profits of the trade, business or profession for
that bazis period;

(¢} expenditure incuered in the repair of any premises, plant,
machinery, implement, utensil or article employed in Lhe
production of such profits;

(/) expenditure incutred in the replacement of any implement,
utensil or arficle employed in the production of such profits:

Provided that no allowances have been or shall be made
under the provisions of Part VI in respect of such implement,
utensil or article; -

(8) notwithstanding section 17, a sum expended for the registration
of & trade mark, design or patent used in the trade, profession or
business which produces such profits; (Replaced 26 of 1969
s 14)

(ga) the payments and expenditure specified in sections 6B, 16C and
I6E, as provided therein; (Amended 56 of 1993 5. 9)

(%) such other deductions as rmony be prescribed by any rule made
under this Ordinance.

The conditions referred to in subsection (1)(a) are that—

(a) the moncy has been botrowed by a financial institution;

(b) the money has been borrowed by a public utility company
specified in Schedule 3 at a rate of interest not exceeding the rate
specified by the Financial Secretary by notice in the Gazette;
{Amended 17 of 1989 3. 5}

() the moncy has been borrowed from a persop other thsn a
financial institution or an overseas financial institution and the
surus payable by way of interest arc chargeable to tax under this
Ordinance;

{d) the money has been borrowed from a financial institntion or an
overseas financial institution and the repayraent of the principal
or interest is not secured or guaranteed either in whole or in part,
and whether directly or indirectly, by any instrument exeiuted or

any undertaking given-—
() by or on behalf of the borrower or any partner of the
borrower;
Authonsed Lonve-tesl Edition, Priotsd snd Published by the G Printer, Hong Xeng
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(i) where the borrower is a body of persons, whether corporate
or unincorporate, by or on behall of avy shaecholders,
member, director or member of the board of management of
the borrower; or

(iif) where the borrower is a corporation, by or on behalf of any
associated corporation,
against a deposit made with that or any other financial institution
or overseas financial institution where any sums payable by way
of interes\ on the deposit are not chargeable to tax under this
Ordinance; (Amended 7 of 1986 ¢. 4)
(e) the money bas begn borrowed swholly and cxclusively to
finance—
(i) capital expenditure incurred on the provision of machinery
or plant which qualifies for an allowance under Part VI; or

(i) the purchase of trading stock, and such stock is used by the
borrower in the production of profits chargeable to tax
under this Part,

and the lender is not—

(A) any partner of the borrower; or

(B) where the borrower is a body of persons, whether corporate
or unincorporate, any sharcholder, member, director or
member of the board of management of the borrower; ar

(C) where the borrower is a corporation, any associaled
corporation; (Replaced 36 of 1984 3. 4. Amended 7 of

1986 5. 4)

(/) the person chargeable to tax is a corporation and the deduction is
in respect of interest payable by that corporation—

(i) on debentnres;

(ii) to the holder of any instrument issued—

(A) bona fide and in the courst of carrying on business and
which is marketable in Hong Kong or in a2 major fin-
ancial centre outside Hong Kong approved by the Com-
missioner for the purposes of this snbparagraph; or

(B) in pursuance of any agreement or arrangements, where
the issue of an advertisement or invitation to the public
in respect of such agrecment or atrangements, or any
document which contains such an advertisement or
invitation, has been authorized by the Securities and
Putures Commussion under section 4(2)(g) of the
Protection of Investors Ordinance (Cap. 335); or
{ Amended 10 of 1989 1. 65)

(iii} on moneys borrowed from an associated corporation, where
the moneys borrowed in the hands of the associated
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corporation atise entirely from the proceeds of an issue by

the associated corporation of debentures or of any such

instrament as is described in subparagraph (id), in an amount

not exceeding the interest payable by the associated

corporation to the holders of jis debentures or of such
- instruments. (Added 7 of 1986 5. 4)

(3) For the purposes of subsection (2)— -

(4) any reference in paragraph (d)(i) or (i) or paragraph (e)(A) or
(B) to—

(1) a borrower or partner of a borrower; or
(ii) a sharcholder, member, direclor or member of the board of
management,
who is a natural person, shall be deemed to extend to that
person’s parents, spouse, child, brother or sister (whether of the
whole or half blood) and, in deducing such a relationship, an
adopted child shall be deemed to be a child both of the natural
parents and of the adopliug parent and a step child to be the
child both of the natural parents and of any step parent;
(b) ab *“associaled corporation”™ means—
{i) a corpozalion over which the borrower has control;
(i) a corporation which has contvol over the borrower: or
(i) a corporation which is under the contro! of the same person
ag the borrower,
and, for the purposes of this definition, control shall have the
same meaning as it has in section X2);

(ba) “debentures” means debentures listed on a stock exchange in
Hong Kong or any other stock exchange recognized for the
purposes of this paragraph by the Commissioner; (Added 7 of
1986 3. 4)

(c) an “overscas financial institulion™ means a person carrying on
the business of banking or deposit-taking outside Hong Kong
other than a person whom the Commissioner has, in accordance
with the powers vesied in him by subsection (4), determined shall
not be recagnized for the purposes of subsection (2) as an over-
scas financial institution. (Added 36 of 1984 5. 4. Amended 7
of 1986 5. 12)

(4) The Commissioner may for the purposes of subsection {2) detemine
that a person shall not be recognized as an overseas financial institution if he is
of the opinion that that person’s banking or deposit-taking business is not
adequately supervised by a suporvisory authority. (Added 36 of 1984 5. 4)

(5) The armendments to this scclion effected by the Inland Revenue
(Amendment) Ordinance 1984 (36 of 1984) shall not have lhe effect of
disallowiog any deduction under subssction (3)(a) which could lawfully have
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becn made irumediately prior to the coming into force of that Ordinance where
the.deduction is in respect of sums payable prior to | April 1984.  ( Added 36 of
{1984 3. 4. Amended7 of 1985 3. 4)
{6} The Gavernor in Council may, by notice in the Gazotle, amend
Schedule 3. (Added 17 of 1989 3. 5) .
(Replaced 28 of 1964 5. 7. Amended 35 of 1965 5. 9)

16A. Special payment under an approved retirement
acheme allowable as a deduction

(1) Subject to scction 17(1)(k), where a person carxying on a trade,
profession or business in Hong Kong makes a payment which is either—
{Amended 7 of 1986 5. 12)

(a) a contribution, other than an ordinary annual contribution, to a
fund duly established under a recognized occupational retire-
ment scheme; or

(6) a premivm, other than an ordinary unnuat premium, in respect of
a contract of insurance under 2 recognized oocupational
retirement scheme,

such payment shall, to the extent that it is roade in respect of individuals
employed by such person for the purposes of produciag profits in respect of
which he is chargeable to tax under this Part and that it is not excessive in view of
all the relevant circumstances, be deemied to be an expense wholly and exclusively
incurred in the production of such profits and shall be allowed as a deduction
therefrom in accordance with subsection (2).  (Antended 76 of 1993 5. 6)

(2) For the purpose of making the deduction provided for in subsec-
tioh (1), one fifth part of the payment shall be deemed 1o have been expended
duting the basis period in which the payment was actually made and the
reroainiog 4 parts shall be deemed to have been expended at the rale of one part
in the basis period for each of the suoceeding 4 years of assessment:

Provided that in no case shall the total amount of the deductions exceed
the amownt of the payment.

(3) (Repecled 56 of 1993 5. 10)

(Replaced 49 of 1956 5. 12)

16B. Expenditure on scieatific research

(1} Notwithstanding anything in section 17, in asccrtaining the profils
from any trade or business in respect of which a person is chargeable to tax
under this Part for any year of assessment there shall, subject to subsection (2),
be deducted the following payments made, and expendituse incurred, by such
pesson durieg the basis period for that year of assessment (other than any
amount which is allowable as a deduction apart from this section), namely—

(3) payments to—
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(i) ao approved research institute for scientific research related
10 thnf trade or business; or
(ii) an approved research institute, the object of which is the
* undertaking of scientific research related to the class of trade
or business to which that tyade or business belongs; and

{6) expenditure. on scientific rescarch related to that trade or
business, including capital expenditure except to the extent that it
is expenditure on land or buildings or on alterations, additions or
extensions to buildings.

(2) Where any payment or expenditure to which this section refers is
made or incarred outside Hong Kong ard the trade or business in refation to
which it is 5o made or incurred is carried on ‘partly in and partly out of Hong
Kong, the deduction allowable under this section shall be such pact of the
amount which would otherwise be allowable as is reasomable in the
circumstances. (Amended 7 of 1986 5. 12)

(3) (a) Where any plaut or machinery, representing scientific research ex-

penditure of a capital nature which pursnant to subscction (1)(5)
has been allowed a5 2 deduction in asceriaining the profits from a
trade or business, ccases to be used by the person carrying ‘on the
trade or business for scientific rescarch related to that trade or
business and is then or thereafter sold by him, the proceeds of
salc shall be treated as a trading receipt of the trade or business
accruing at the time of the sale or, if the sale occurs on or after
the date on which the tradc or business is permaaently
discontinued, accraing immediately before the discontinuance.

(&) Where any such plant or machinery is destroyed, it shall for the
purposes of paragraph (a) be treated as if it had been sold
immediately before the destruction thereof and any insurance
moneys or other compensation of any description received by the
person cacfying on the trade or business in respect of the
destruction and any money received by him in respect of the
remains of the plant or machinery shall be treated as if they were
procoeds of that sale.

(¢) The reference in paragraph (g) to the time of sale shall be
construed as a reference to the time of completion or the time
when possession is given, whichever is the earlier.

4) (@) In thissection—

“an approved research institute” means any university, college,
institute, association or organization which is approved in
writing for the purposes of this section by the Director of
Education as an institute, association or organization for
undertaking scientific research which is or may prove to be
of value to Hong Kong;, (Amended 7 of 1986 5. 12)
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“scientific research™ means any activities in the fields of natural
or applied science for the extension of knawledge.

(3} Anapproval for the purposes of paragraph (a) may—

() operate as from a dats, whether before or afler the date of
approvil, specified in the instrument of approval; and
{(ii) be withdrawn at any time.

(5) In this section-—

(@) references lo expenditure fncurred on scientific research do not-
inclade any expenditure incurred in the acquisition of rights in, or
arising out of, scientific rescarch, but, save as aforessid and
subject to subsection (1){6), include all expenditure incurred
for the prosecution of, or the provision of facilities for the
prosecution of, scienlific rescarch; and

{b) references to scientific research refated to a trade or business or
class of trade or business shall be read as including a reference to—

- () any scienlific research which may lead to or facilitate an
extension, or an improvement in the technical efficiency, of
that trade or business, or, as the case may be, of trades or
businesses of that class; and

(i) any scientific research of a medical nature which is of special re-
lation to the welfare of workers employed in that trade or busi-
ness or, as the case may be, in trades or businesses of that ciess.

(6) TFor the purposes of this section—

(@) expenditure shall not be regarded as incurred by 2 person in
so far as it is, or is to be, met directly or indirectly by the Crown

. or by any government or public or local authority, whether in

Hong Kong or clsewhere, or by any person other than the
firsi-mentioned person; and  (Amended 7 of 1986 5. 12)

() any expenditure of a capital nature incurred on scientific research
related 10 any trade or business by a person about to carry on
that trade or budiness shall be treated as if it had been incurred by
that person on the first day upon which he docs carcy on thal
trade or business.

(7} The same sums paid, or expenditure incutred, shall not be 1aken into
account for any of the purposes of this section in relation to more than onc
trade or business. -

( Added 35 of 1965 s. 10)

16C. Payments for technical education

{1) Notwithstanding anything in section 17, where a person catryingana
trade or business in Hong Kong makes any paymenl to be nsed for the
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purposes of technical education related to that trade or business at any
university, university colfege, technical college or other similar institution which
is approved in writing for the purposes of this section by the Direclor of
Bducation (being an amount which is not otherwise allowable as a deduction
upnder this Ordinance), the payment shall be deducted as aa expense in
ascerlaining the profits from thal trade or business for the year of assessment in
the basis period of which the payment was made. (Amended 7 of 1986 s. 12 )
(2) For the purposes of this seclion, technica} education shall be deemed
to be related to a trade or business, if, and only if, it i¢ technical education of a
kind specially requisite for persons employed in the class of trade or business to
which that trade or business belongs.
(3) An approval for the purposes of subsection (1) may—
{®) operate as from a date, whether before or after the date of
approval, specified in the instrument of approval; and
{b) be withdrawn at any time,
{ Added 35 of 1965 s. 10)

16D). Agproved charitable donations

(1) Subject to subsection (2), a person chargeable to tax under this Part
may deduct the aggregate of approved chacitable donations made by that
person in the basis period for a year of assessment, if such aggregate is not less
than $100, frorn what would otherwise have been the assessable profits of such
person for that year of assessment.

(2) A person shall not be eatitled under subsection (1) to deduct for any
year of assessment—

(a) any sum which is allowable as a deduction under scction 12BA,
16, 16B or 16C; (Amended 56 of 1993 5. 11) .
() a som in excess of 19% of such balanoe of that person’s
assessable profits after making any adjustment for the allowances
and charges provided under Part VI.
(Added 7 of 1975 5. 10)

16E. Purchase and sale of patent rights, ctc.

(1) Notwithstanding anything in section 17, in ascertaining the profits
from any trade, profession or business in respect of which a person is
chargeable to tax under this Part for any year of assessment there shall, subject
to subsections (2) and (6), be deducted any expenditure incucred by such person
during the basis peciod for that year of assessment (other than any amount
which is allowable as a deduction apart from this section) on the purchase of
patent rights or tights fo any know-how, for use in Hong Kong in the trade,
professiont oc business in the production of such profits.  (Amended 7 of 1986
8. 12; 15019925, 2)
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(2) Where any rights of a kind referred Lo in subsection (1) are purchased
partly for use in Hong Kong and partly for use outside Hong Kong the
deduction allowable under this section shall be such pact of the expenditure
referred to in subsection (1) as is, having regard to the extent of the use in Hong
Kong, reasonable and appropriate in the circumstances of the case.  (Amended
7ol 1986 5. 12)

(2A) No deduction is allowable under subsection (1) in respect of patent
rights or rights to any know-how purchased by a person whoily or partly from
an associate, (Added 15 of 1992 5. 2)

(2B) For the purposes of subsection {2A), rights of a kind referred to in
subsection (1} that are purchased or sold by a trustes of a trust estate or &
corporation controlled by such a trustee shall be deemed to have been
purchased or sold, as the case may be, by each of the trustee, the corporation
aud the beneficiary under the trust.  (Added I5 of 1992s. 2)

(3) Where any rights of a kind referred 1o in subsection (1) in respect of
which a deduction has been allowed to any person under this section in
ascertaining the profits from a trade, profession or busiaess arc thereafter sold
by him—

(@) the proceeds of sale; or
(6) if the deduction was one to which subsection (2) applied, such
parl of the proceeds of sale as relates to the rights in respect of
which a deduction was allowed under that subsection,
not being an amount otherwise chargeable to tax under this Part, shall,
notwithstanding the exclusion relating to the sale of capital assets conlained in
section 14, be treated as a trading receipt of the trade, profession or business
accruing at the time of sale, or if the sale occurs on or after the date on which
the trade, profession or business is pennancrtly discontinued, accruing
immediately before the discontinuance.

(4) In this section-—

“associate”, in relation to a person who purchases (intluding a person who is

deemed to have purchased) righls of a kind referred to in subsection . .

means—
(a) where the purchaser is 2 natural person—
(i) arelative of the purchaser; :
(i) a partner of the purchaser and any relative of that pariner;
(i) a partnership in which Jbe purchaser is a partaer;
(iv) any corporation controlled by the purchaser, by a partuet of
the purchaser or by a partnership in which the purchaser is a
partner; 5
(¥) any director or principal officer of any such corporation as is
referred o in subparagraph (iv);
{b) where the purchaser is a corporation—
(i) any associated corporation;
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