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Latest Developments In Favour of Private Equity Funds in Hong Kong

To fur ther strengthen Hong Kong’s posi tion as a premier international  asset and

weal th management centre, the Hong Kong government has introduced numerous

legi slati ve changes to attract and encourage private investment funds to set up or re-

domici le, regi ster and be managed in Hong Kong. These changes include the

introduction of  a new private equi ty fund structure in  the form of  l imi ted par tnership

funds (“LPF”)  under the Limi ted Par tnership Funds Ordinance (Chapter 637 of  the

Laws of  Hong Kong)  ( the “LPFO”) , the Uni f ied Funds Exemption ( the “UFE”) , and the

Tax Concessions for Carried Interest. In  order to attract and faci l i tate pri vate

investment funds to operate as an LPF under the new regime, the Hong Kong

government a l so gazetted the Limi ted Par tnership Fund and Business Registration

Legislation (Amendment)  Bi l l  2021 on 2 July 2021 wi th the aim to create a new re-

domici l i ation mechanism ( the “Re-domici l i ation Mechanism”) to faci l i tate of fshore

investment funds to be re-domici led and regi stered in Hong Kong as LPFs. These

changes, occurring contemporaneously wi th the introduction of  stri cter regulator y

requi rements in  the Cayman Islands, such as the anti -base erosion and prof i t shi f ting

and money laundering and terrori st counter-f inancing in i ti ati ves set by the

Organisation for Economic Co-operation and Development, have attracted and are

l i kely to attract even more pri vate equi ty funds to shi f t to Hong Kong f rom tax havens

such as the Cayman Islands. Thi s ar ti cle wi l l  provide an over view of  these latest

developments in  favour of  pri vate investment funds in Hong Kong. 

H ong Kong L imited Par tnership Funds

The LPFO came into force on 31 August 2020, providing for the regi stration of  el igible

funds as LPFs in  Hong Kong, which i s the preferred structure for pri vate investment

funds. Under the former legal  f ramework , funds may be set up in the form of  a uni t

trust or an open-ended fund company. 

The LPFO provides for ( i )  f l exibi l i ty in  capi ta l  contributions and di stributions of  prof i ts,

( i i )  f reedom of  contract of  the par ties wi th respect to the operation of  the LPF, ( i i i )  a

simple regi stration process wi th the Registrar of  Companies in  Hong Kong, and ( i v)  an

easy di ssolution mechanism. There i s no minimum capi ta l  requi rement and no

restri ction on the scope of  investment of  the LPF.

Main E l igibi l i ty Requi rements

The fol lowing are the key el igibi l i ty requi rements for a fund to qual i fy as an LPF in

Hong Kong:

1 .  I t must be consti tuted by a l imi ted par tnership agreement;
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2 .  Has an Engl i sh name, a Chinese name or a name wi th both an Engl i sh and a Chinese

name;

3 .  Has one general  par tner and at l east one l imi ted par tner ;

4 .  The general  par tner i s ei ther 

a .  a natural  person who i s at l east 18 years old, 

b .  a pri vate company l imi ted by shares incorporated under the Companies Ordinance (Cap.

622)  or a former Companies Ordinance, 

c .  a regi stered non-Hong Kong company, 

d .  a l imi ted par tnership regi stered under the Limi ted Par tnership Ordinance (Cap. 37) ,

e .  an LPF, 

f .  a non-Hong Kong l imi ted par tnership wi th a legal  personal i ty, or 

g .  a non-Hong Kong l imi ted par tnership wi thout a legal  personal i ty.

5 .  Each l imi ted par tner to be a natural  person or a corporation, a par tnership of  any k ind,

an unincorporated body or any other enti ty;

6 .  The fund has an of f i ce in  Hong Kong to which communications and noti ces may be

sent;

7 .  The fund i s not set up for an unlawful  purpose; and

8 .  Not al l  the par tners in  the fund are corporations in  the same group of  companies.

Key features

In l ine wi th industr y standards, the LPF wi l l  not be a separate legal  enti ty. The general

par tner has unl imi ted l i abi l i ty for a l l  the debts and obl igations of  the LPF, and the

l imi ted par tner wi l l  not be l i able for debts and obl igations of  the LPF beyond thei r

agreed contributions unless i t par ti cipates in  the management of  the LPF, in  which case

both the general  par tner and l imi ted par tner wi l l  be l i able for the debts and

obl igations of  the LPF for the time when the l imi ted par tner par ti cipates in  the

management of  the LPF.  

Appl i cations 

An LPF can be regi stered by f i l ing an appl i cation wi th the Registrar of  Companies which

must be submi tted by a Hong Kong sol i ci tor or a l aw f i rm on behal f  of  the general

par tner of  the LPF. Copies of  the l imi ted par tnership agreement or any pri vate

placement memorandum are not requi red to be submi tted wi th the appl i cation. Whi le

the name, regi stered of f i ce address, principal  place of  business and the scope of

investment of  the LPF wi l l  become publ i cl y avai l able at The Companies Registr y of

Hong Kong, detai l s of  the l imi ted par ties wi l l  remain conf identia l .    

Re-domici l iat ion Mechanism

The LPFO does not currently cater for the vast majori ty of  l imi ted par tnership funds

that were establ i shed overseas. In  order for foreign investment funds to re-domici le to

Hong Kong, they would need to transfer thei r assets and shareholders to a new fund

vehicle in  Hong Kong, and such transfer process wi l l  give ri se to stamp duty
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impl i cations. To render the re-domici l i ation as commercia l l y viable as possible for

foreign investment funds, the Hong Kong government introduced the Limi ted

Par tnership Fund and Business Registration Legi slation (Amendment)  Bi l l  2021 on 2 July

2021 wi th the aim to create a new re-domici l i ation mechanism ( the “Re-domici l i ation

Mechanism”) to faci l i tate foreign investment funds to be re-domici led and regi stered

in Hong Kong as LPFs. The Re-domici l i ation Mechanism i s expected to become law on 1

November 2021. For more detai l s on the Re-domici l i ation Mechanism, please refer to

another ar ti cle publ i shed by Haiwen “离岸基金在香港的落地与发展”.

Unif ied Funds  Exempt ion Regime

The UFE came into operation on 1 Apri l  2019, under new provi sions of  the In land

Revenue Ordinance (“IRO”) , which was amended by the In land Revenue (Prof i ts Tax

Exemption For Funds)  (Amendment)  Ordinance 2019. The UFE seeks to exempt a fund

from Hong Kong prof i ts tax i f  a l l  of  the prescribed condi tions are met. In  broader

terms, the UFE exempts qual i f i ed investment fund f rom prof i ts tax i f  i ts prof i ts are

earned f rom transactions carried out by a speci f ied person, essentia l l y a l i censed

person wi th the Securi ti es and Futures Commission ( the “SFC”) , in  securi ti es (which

includes shares, debentures of  pri vate companies) , futures contracts, exchange traded

commodi ties, OTC derivati ve contracts and other asset classes set for th in  Schedule 16C

of  the IRO (“Qual i fying Transactions”) . The UFE al so exempts transactions which are

incidental  to the Qual i fying Transactions, such as the receipt of  interest or dividends

on securi ti es acqui red through the Qual i fying Transactions (“Incidental

Transactions”) , provided that the fund’s trading receipts f rom the Incidental

Transactions do not exceed 5% of  the total  receipts f rom the Qual i fying Transactions

and the Incidental  Transactions taken together. In  the event that the 5% threshold i s

exceeded, the whole of  the fund’s trading receipts f rom the Incidental  Transactions

wi l l  be chargeable to prof i ts tax (prof i ts derived f rom the Qual i fying Transactions wi l l

however remain fu l l y exempt f rom tax) . P lease note that exceptions apply for cer tain

investments where the underlying investments involve Hong Kong proper ty. 

Tax Concess ions  f or  Carr ied I nterest

To render Hong Kong an even more attracti ve hub for pri vate investment funds to be

set up and managed in Hong Kong, the Hong Kong government introduced the In land

Revenue (Amendment)  (Tax Concessions for Carried Interest)  Bi l l  2021 ( the “Bi l l”)  in

Januar y 2021 and the Bi l l  was enacted on 7 May 2021, which wi l l  have retrospecti ve

ef fect on el igible carried interest received by or accrued to qual i fying carried interest

recipients on or af ter 1 Apri l  2020 and such qual i fying carried interest wi l l  be charged

at a prof i ts tax rate of  0% (previously 16.5% for corporations and 15% for

unincorporated businesses) , and that a l l  el igible carried interest wi l l  not be included in

the assessable income (currently subject to a progressive tax rate of  up to 17% or a

standard rate of  15%, whichever i s lower)  for the purpose of  cal culating salaries tax. 

Summar y of  the key condi tions for carried interest to be exempt f rom tax

3



1 .  El igible carried interest

In broader terms, to qual i fy for tax exemption, the carried interest must be a prof i t-

related return subject to a hurdle rate which i s a preferred rate of  return on

investments in  the fund. The carried interest would be a prof i t-related return i f :  ( i )  i t i s

not a guaranteed payment, ( i i )  i t varies depending on the performance and prof i ts of

the fund, and ( i i i )  returns to external  investors are determined by reference to the same

prof i ts. 

As such, payments such as salaries and bonuses which are not related to, and

independent f rom the performance of  the underlying investments wi l l  not be el igible

for the tax concession. 

2 .  Qual i f i ed Carried Interest Payer

To qual i fy for the tax concession, the enti ty di stributing the carried interest has to be a

qual i f i ed payer, meaning that i t must be a cer ti f i ed investment fund, a company or a

par tnership associated wi th a cer ti f i ed investment fund, or an Innovative and

Technology Venture Fund Corporation (“ITVF”) . I t i s wor thy to note that funds which

are domici led outside of  Hong Kong are a l so el igible for the tax concession i f  they

appoint an authori zed local  representati ve.  

To qual i fy as a cer ti f i ed investment fund, the fund has to be cer ti f i ed by the Hong

Kong Monetar y Authori ty. In  order to be cer ti f i ed, the fund has to be ( i )  a  pri vate

equi ty fund, ( i i )  have at l east two employees carr ying on investment management

ser vi ces on a fu l l -time basi s in  Hong Kong, and ( i i i )  incurring at l east HK$2 mi l l ion

operating expendi ture in  Hong Kong. 

3 .  Qual i fying Transactions

Transactions f rom which the carried interest ari se must be qual i fying transactions,

meaning that they must be investments in  pri vate companies ( incidental  transactions

are a l so el igible provided that they do not contribute more than 5% to trading receipt) ,

and cer tain specia l  purpose vehicles acting as holding companies for investee pri vate

companies. Based on the foregoing reason, hedge funds which mostly transact in  publ i c

securi ti es wi l l  not be el igible for the tax concession. 

4 .  Qual i fying Person

For the recipient of  carried interest to apply for carried interest exemption f rom prof i ts

tax, i t must be a qual i fying person, meaning one of  the fol lowing:

i.  a corporation l i censed by, or regi stered wi th the SFC to carr y on any regulated acti vi ty

as def ined under Par t I  of  Schedule 5 of  the Securi ti es and Futures Ordinance; or
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ii.  provides, or arranges for the provi sion of  investment management ser vi ces to a

cer ti f i ed investment fund which i s a qual i f i ed investment fund (as def ined in section

20AN(6)  of  the IRO) , or for the ITVF in Hong Kong.

An individual  who derives assessable income from the employment wi th a qual i fying

person referred to above, to a cer ti f i ed investment fund on behal f  of  the qual i fying

person, wi l l  a l so be el igible to be exempt f rom salaries tax to the extent the taxable

income relates to carried interest. Such an individual  would qual i fy as a qual i fying

employee. 

However, in  order to prevent tax avoidance, i t i s impor tant to note that tax concession

wi l l  not be avai l able i f  the Commission of  the In land Revenue bel ieves that the main

purpose or one of  the main purposes of  the person(s)  entering into the above

arrangement i s to obtain tax benef i ts. 

H ow can H aiwen help?  

Members of  the pri vate investment funds team at Haiwen & Par tners LLP have extensive

experience wi th respect to the structuring, establ i shment and operation of  pri vate

investment funds. We have been keeping abreast of  the latest developments in

connection wi th the introduction of  the Hong Kong Limi ted Par tnership Funds regime,

the Uni f ied Funds Exemption as wel l  as the tax concession on el igible carried interests.

I f  you would l i ke to benef i t f rom the foregoing developments, please do not hesi tate to

reach out to any one of  us at Haiwen and we would be del ighted to provide you wi th

eff i cient and practi cal  l egal  advice. 
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