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Following the industry consultation from August to September 2020 on the initial proposals for Hong Kong’s carried interest tax concession regime, the Legislative 

Council Panel on Financial Affairs met on 4 January 2021 to discuss the legislative proposals before the amendment bill is introduced to the Legislative Council in 

late January 2021. 

The proposals have been refined to consider industry comments, making it very competitive, and providing taxpayers with tax certainty. The proposals include a 

0% profits tax rate on eligible carried interest, and exclude 100% of eligible carried interest from employment income for the calculation of salaries tax.

This is a long-awaited development, and key to the development of the Hong Kong asset and wealth management industry.
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Hong Kong’s carried interest tax concession
Legislative proposals – at a glance

What is it?
A tax concession for carried interest distributed by qualifying carried 

interest payer, subject to meeting specified conditions

At what rate?
Eligible carried interest will be taxed at a 0% profits tax rate. 100% of 

the eligible carried interest would be excluded from the employment 

income for the calculation of salaries tax

When does it apply from?
The tax concession will apply retrospectively to eligible carried interest 

received by or accrued to qualifying carried interest recipients on or 

after 1 April 2020

What is “eligible carried interest” or “carry”?

A sum received by or accrued to a person by way of profit-related 

return subject to a hurdle rate1

A profit-related return must fulfil all of the 3 following conditions:

1. Carry must arise only if there are profits for a period on the 

investments, or on particular investments or from disposal of the 

investment(s);

2. Carry paid would vary with reference to the profits; and

3. The return to external investors is also determined with reference 

to the same profits
1 a preferred rate of return on investments in the fund which is stipulated in the agreement 

governing the operation of the fund

What are the specified conditions?

Other conditions / notes to be aware of

Substantial activities requirements for qualifying carry recipients 

for each year of assessment for the period from the date when the 

qualifying carry recipient begins to perform investment management 

services to the certified investment fund to the date when the carry is 

received or accrued to the qualifying carry recipient

• Average of two or more full-time employees in Hong Kong who 

carry out the investment management services

• HK$2 million or more operating expenditure incurred in Hong Kong 

for the provision of investment management services

HKMA’s certification and ongoing monitoring mechanism

• Certification and application process with the HKMA

• In the year of carry interest distribution, external auditor to verify relevant substantial activities requirements are met and that the distribution fulfils the requirements under the tax concession regime 

• Qualifying carry recipients and certified investment fund to provide information to the Inland Revenue Department on distribution of eligible carried interest and keep sufficient records

Qualifying carry recipients

Persons providing investment management service2 to 

a certified investment fund in Hong Kong or arranging 

such services to be carried out in Hong Kong. They 

include:

1. An SFO licenced corporation or an authorised 

financial institution

2. A person3, not included in (1), providing investment 

management services or arranging such services 

to be carried out in Hong Kong to a certified 

investment fund, which is a “qualified investment 

fund” defined under the UTE regime

3. An individual deriving assessable income from the 

employment with qualifying persons in (1) and (2), 

or their associated corporation or partnership, by 

providing investment management services in 

Hong Kong to the certified funds on behalf of the 

qualifying persons

2 Defined to include fundraising, research and advice, acquiring, 

managing or disposing of property for the certified fund, and assisting 

investee companies to raise funds

3 Including a natural person, corporation, partnership, trustee, whether 

incorporated or unincorporated, or body of persons

Qualifying transactions

The concessionary tax treatment would be ring-fenced 

to eligible carry arising from qualifying transactions in 

private equity only. These are:

1. Shares, stocks, debentures, loan stocks, funds, 

bonds, or notes of, or issued by, a private company 

specified under Schedule 16C to the IRO

2. Shares or comparable interests of a special 

purpose entity (or SPE) or interposed SPE solely 

holding and administering one or more investee 

private companies

3. Shares, stocks, debentures, loan stocks, funds, 

bonds, or notes of, or issued by an investee private 

company held by an SPE or interposed SPE from 

(2)

4. Incidental to the carrying out of the qualifying 

transactions from (1) to (3), subject to a 5% 

threshold

The qualifying transactions also have to meet all the 

relevant tax exemption conditions under the UTE before 

the eligible carry is eligible for the tax concession.

Carry from hedging transactions may also be eligible for 

the tax concession, subject to conditions.

Qualifying carry 

payer

A “fund” as defined 

under the Inland 

Revenue Ordinance 

(IRO) under the 

unified tax exemption 

for funds regime 

(UTE) 

Requirements:

• Certified by the 

Hong Kong 

Monetary Authority 

(HKMA)

• For non-resident 

funds – appoint an 

authorised local 

representative

The Innovation and 

Technology Venture 

Fund (ITVF) 

Corporation is also a 

qualifying carry payer



Hong Kong’s carried interest tax concession
Legislative proposals – PwC insights

Observations Insights & what’s next? More good news!

Our key observations of the legislative proposals include:

• Reference to UTE. The proposals continue to reference the unified tax 

exemption for funds (UTE) provisions and implicitly suggests that the 

UTE should be considered. 

• Allows flexible private equity strategies. The proposals appear to 

allow the fund to take different investment strategies (e.g. buy private 

companies and exit by trade sale or IPO, take private a listed company, 

etc.) – recognising that there is no “one size fits all” in the industry. 

However, investments in Hong Kong real estate are excluded / carved 

out. Multi-strategy funds should seek tax advice to determine how the 

carry tax concession might apply to them.

• HKMA’s role. The HKMA is heavily involved in this regime – with the 

application and certification process under their purview.

• A broad-based carry tax concession? While on the surface the tax 

concession seems to apply primarily to private equity (PE) funds, there 

is no reference to the type of eligible funds. Instead, the concession 

makes reference to the type of PE transactions only. This suggests that 

so long as the specified conditions are met, other funds e.g. hedge 

funds with side pockets of private equities, are not restricted from 

making use of the tax concession. This seems to widen the applicable 

scope of the tax concession.

• Uncertainties on eligible individual carry recipients. It is still unclear 

if non-investment professionals would be qualifying carry recipients or 

not. Although the list of investment management services is not 

exhaustive, the quoted examples are mostly applicable to investment 

professionals. It remains to be clarified whether legal, finance, HR, or 

middle office support functions would be eligible to participate.

• Changes to existing carry flow may be required? Given different 

firms adopt different carry structures (e.g. SLP or offshore GP to be the 

carry recipient), clarifications should be sought if any change to existing 

carry flow is required to satisfy the qualifying carry recipient and 

substantial activities requirements.

Over the past few years, PwC, together with industry players, have 

lobbied for clarity and certainty on the tax treatment of carry. This 

proposed carry tax concession is a big step towards alleviating the 

industry’s concerns on the taxation of carry, and ensures Hong 

Kong remains an attractive and competitive location for fund 

managers.

The carry tax concession follows the various measures the 

government has already implemented to bolster Hong Kong’s 

position as a leading international asset and wealth management 

centre, including the UTE for funds, the open-ended fund company 

regime, and the limited partnership regime. We expect the industry 

would be eager to see the fruition of a practical carry interest tax 

concession.

We are pleased to see that the legislative proposals have taken on 

board industry comments, including removing the 6% hurdle rate 

(from the initial proposals) and extending the tax concession to 

carry from hedging transactions.

While the legislative proposals provide a high-level summary of the 

proposed tax concession regime for carry, the detailed legislative 

provisions that govern the implementation of the regime will be set 

out in the tax amendment bill. The amendment bill is targeted to 

be introduced into the Legislative Council in late January 

2021. We hope the amendment bill will provide further refinements 

to the regime and clarify the uncertainties before it becomes 

legislation.

Subject to the passage of the bill, the concessionary tax treatment 

will apply retrospectively to eligible carried interest received by or 

accrued to qualifying carry recipients on or after 1 April 2020.

We will provide you with more guidance on the developments 

and clarifications on the uncertainties as and when updates 

become available.

We would also like to highlight an anticipated change to the current 

UTE rules. 

Currently, SPEs of an investment fund are restricted to invest in private 

companies only, and not in public securities and other asset classes 

that the investment fund is allowed to directly invest in under the UTE 

regime. 

To address the industry's concerns on the above restriction, the 

Government also proposes to allow SPEs to invest in the full range of 

asset classes as the investment fund under Schedule 16C of the UTE, 

and tax exemption can equally apply to the gain derived by the SPEs. 

The amendment bill is expected to be introduced to the Legislative 

Council by early February 2021 with effect from the year of 

assessment 2020/2021.

As such, investment funds (including hedge funds) should be able to 

use SPEs to hold listed and marketable securities going forward, 

without jeopardising the tax exemption status under the UTE.
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