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Hong Kong Tax Newsflash

Inland Revenue Department issued
guidance on Unified Tax Exemption
Regime for funds
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Earlier this week on 30 June, the Inland Revenue Department (IRD)
issued Departmental Interpretation and Practice Notes No. 61 (DIPN 61)
to clarify the provisions of the Inland Revenue (Profits Tax Exemption for
Funds) (Amendment) Ordinance 2019 (Unified Regime). The Unified
Regime, which has come into operation on 1 April 2019, extends profits
tax exemption to all funds, irrespective of whether the central
management and control is exercised in Hong Kong or not, provided
conditions are satisfied. This Tax Newsflash provided a snapshot of the
key highlights of DIPN 61.
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As a quick recap, three conditions must be fulfilled in order for an
investment fund to qualify for the tax exemption from Hong Kong profits
tax under the Unified Regime:
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e First, the entity must qualify as a "fund" for purposes of the
exemption.

e Second, the profits must be derived from qualifying transactions
or incidental transactions that are subject to a 5% threshold. In
the context of private equity funds, additional conditions have to
be met for a transaction in private companies to be tax-exempt.

e Finally, the qualifying transaction must be carried out or
arranged in Hong Kong by a “specified person”, which includes a
corporation licensed by the Securities and Futures Commission. If
not, the fund must meet the definition of a "qualified investment
fund."

Definition of "fund"

DIPN 61 states that the term should be broad enough to encompass
arrangements that carry the nature of a pooled investment. DIPN also
clarifies that, in certain circumstances, an arrangement may be
considered a fund even if it has one investor at a certain point in time.

Tax exemption for special purpose entity (SPE) owned by a fund

By definition, an SPE should only hold investments in private companies,
but not in listed shares. The IRD clarifies in DIPN 61 that in a given
situation, if the SPE holds listed securities converted from the SPE’s
previous interests in investee private company after initial public
offering, the IRD would continue to accept that the SPE remains an SPE.

Definition of a "qualified investment fund"

To meet the above definition, a fund must have a minimum number of
external investors, and the capital commitments made and net proceeds
received by such investors must exceed specified thresholds. In DIPN 61,
the IRD provides examples of where a principal fund and its parallel
funds or a master fund and its feeder funds may be regarded as a single
fund for the purpose of Unified Regime.

Overall, we welcome the issuance of DIPN 61, but some aspects remain
unresolved. We will provide more detailed observations on DIPN 61 in
an upcoming Tax Analysis.

On a separate note, in the Budget speech on 26 February, the
government announced the plan to introduce a tax concession for
carried interest issued by private equity funds operating in Hong Kong.
The tax concession is expected to apply starting from 2020-21, upon
completion of the legislative process. We hope that the proposed tax
concession on carried interest will help enhance Hong Kong's
competitiveness.

Tax Newsflash is published for the clients and professionals of Deloitte Touche Tohmatsu.
The contents are of a general nature only. Readers are advised to consult their tax advisors
before acting on any information contained in this newsletter.
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