
Key points from the Proposal
“A tax concession should be provided for carried interest arising from eligible transactions of a fund subject to meeting specified 
conditions.” The proposal does not specify the tax concession rate, but notes it will be “highly competitive.”

The tax concession will take retrospective effect from the year of assessment commencing on 1 April 2020.

What are the eligibility criteria?

Background
Financial Secretary Paul Chan Mo-po first proposed a tax concession for carry in Hong Kong’s 2020/21 Budget in February 2020. 
Since then, the industry has been eagerly anticipating the details of the proposal, as taxation of carry was and remains a complex 
and contentious industry issue both domestically and internationally.

A task force led by the Financial Services and the Treasury Bureau (FSTB) was formed, with members from the Hong Kong 
Monetary Authority, the Securities and Futures Commission, and the Inland Revenue Department to formulate the proposal. The 
consultation will end on 4 September 2020.

- Enriching Hong Kong’s asset & wealth management ecosystem

After months of anticipation, on 7 August 2020, the Hong Kong SAR Government released its proposal to provide a tax 
concession for carried interest (or “carry”) for industry consultation.

• As defined under the Inland 
Revenue Ordinance (IRO) under 
the unified tax exemption for funds 
(UTE), largely based on the 
“collective investment scheme” 
definition in the Securities and 
Futures Ordinance (SFO).

• Requirements: 

 validation by the HKMA (or a 
validated fund, see criteria 
overleaf)

 appointment of an authorised local 
representative

• Carry should be a profit-related return. Three conditions for a “profit-related return”:

1. Carry must arise only if the validated fund is making profits;

2. Carry paid would vary substantially with reference to the fund’s profits; and 

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

• Carry can also be a sum paid out of the profits derived from the “qualifying 
transactions” of the validated fund, after all or substantially all of the fund’s 
investments have been repaid to external investors, with each external investor 
having received a preferred return at an annual rate of 6% compound interest.

• The tax concession will apply to carry distributed by private equity transactions only. 
Specifically those tax-exempt qualifying transactions in the shares, stocks, 
debentures, loan stocks, funds, bonds or notes of, or issued by, a private company 
under Schedule 16C to IRO.

Persons providing investment management services* to a validated fund in Hong Kong or arranging such services to be carried out 
in Hong Kong. They include:

1. An SFO licensed corporation or an authorised financial institution

2. A person** providing investment management services or arranging such services to be carried in Hong Kong to a validated 
fund which is a “qualified investment fund” defined in section 20AN(6) of the IRO 

3. An individual deriving assessable income from the employment with qualifying persons in (1) and (2) by providing investment 
management services to the validated funds on behalf of the individual’s employer

* “Services” should be defined to include fundraising, research, acquiring, managing or disposing of property 
for the validated fund, etc.

** Including a natural person, corporation, partnership, trustee, whether incorporated or unincorporated, or 
body of persons.
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Substantial activities requirements for carry recipients

• Must have an adequate number of qualified full-time 
employees – not less than two investment professionals (or 
one investment professional and one related professional in 
legal, compliance or finance); and

• Not less than HK$3 million local operating expenditure 
incurred in Hong Kong for the year of assessment.

HKMA’s validation and ongoing monitoring mechanism

• Validation requirements require an application submission 
with supporting documentation.

• Ongoing monitoring requirement to be certified by an external 
auditor – where there is carry distribution, the external auditor 
will certify that the relevant “substantial activities” 
requirements are met, and that the carry distribution fulfils the 
conditions under the tax concession regime.

• Requirement to report all particulars of carry distributions to 
carry recipients (including, names, business registration 
numbers, Hong Kong identity card numbers, addresses of the 
recipients and amount distributed) to the Commissioner of 
Inland Revenue.
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PwC insights & key takeaways

Contact us to learn more

Over the past few years, PwC, together with industry players, have lobbied for clarity and certainty on the tax treatment of carry. This 
carry tax concession consultation is a big step towards alleviating the industry’s concerns on the taxation of carry, and making Hong 
Kong an attractive location for fund managers. 

While the consultation paper provides 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 contained in the tax amendment bill to be issued later on. In the 
meantime, we consider that the proposal leaves some uncertainties, which could be refined and clarified before it becomes 
legislation. Our observations include:

• Overall, the proposal does not explicitly require the fund to 
qualify for the UTE to enjoy the tax concession, but its many 
references to the UTE suggests that they should be considered 
together and the UTE could serve as an entry point for PE 
funds to make use of the carry tax concession more easily.

• The requirement that carry must arise only if the validated fund 
is making profit. Separately, that the carry should be paid out 
from profits after all or substantially all of the investments have 
been returned to external investors. 

• 6% hurdle rate condition in the definition of carry. While a 6% 
hurdle rate is below the current industry norm of 7-8%, the 
actual hurdle rates may vary significantly depending on the 
strategies and geographical focus of the funds and change 
over time. We expect industry would prefer not have a 
specified hurdle rate and to leave it to be agreed between the 
investors and sponsor.

• There is a requirement for the carry recipients to carry out the 
investment management services in Hong Kong. This would 
trigger licensing consideration for the carry recipients. It is also 
unclear if non-investment professionals would also be eligible 
recipients or not.

• The current consultation states that the concession rate will be 
highly competitive and be determined, taking into account the 
latest developments in international tax standard. In case the 
tax concession rate is not 0%, any “net carry loss” should be 
allowed to set off against the net carry profits eligible for the 
concessionary tax rate in future years of assessment. In 
addition, the current consultation does not consider the tax 
treatment in the case where there is clawback of any carry.

• To enhance Hong Kong’s competitiveness, it is important to 
elaborate on the circumstances where carry qualifies as 
investment income and hence is not taxable. Where carry is 
taxable income, in addition to the tax concession rate to be 
defined, it is also expected that the IRD will issue further 
guidance on the timing of taxing and sourcing the carry income 
from a profits tax and a salaries tax perspective respectively. 
This is because quite often, carry may be distributed on a deal-
by-deal basis, partly escrowed at distribution or subject to 
clawback and employees may also be required to work outside 
of Hong Kong from time to time. 

The issuance of the consultation paper is timely and follows the various measures the government has already implemented to 
bolster Hong Kong’s position as an international asset and wealth management centre, including the UTE for funds, introduction of 
the open-ended fund company regime, and the limited partnership fund regime. We expect industry participants would be eager to 
provide comments on this consultation to ensure Hong Kong has a practical carry interest concession.
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