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Hong Kong Tax Newsflash
Proposed tax concession for family
offices in Hong Kong
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Subsequent to the announcement made by Paul Chan, the Financial
Secretary, in his 2022-23 Budget speech that Hong Kong plans to provide
tax concessions for the eligible family investment management entities
managed by single-family offices, the Hong Kong Government has
recently released a consultation paper on the proposed tax concession
regime for family-owned investment holding vehicles (FIHV).

Proposed Tax Concession Regime

We set out below the key features of the proposed tax concession
regime:

e An eligible FIHV managed by a single family office (SFO) in Hong
Kong would be exempted from the payment of profits tax in
respect of profits earned from qualifying transactions and
incidental transactions (subject to 5% threshold).

e Special purpose entities (SPE) established by the eligible FIHVs
would also be eligible for the tax exemption.



e The maximum number of FIHVs, which are managed by the same
SFO, to be benefitted from the proposed regime is 50.

e Aformal election for the tax concession is required. Once the
election is made, it is irrevocable.

e Corporation, partnership or trust incorporated, registered or
established in or outside Hong Kong;

e Exclusively owned by connected persons?® of the same family
(Single Family);

e Central management and control in Hong Kong;

e Hold and administer assets for the Single Family; and

e Managed by an SFO in Hong Kong.

e Private company incorporated in or outside Hong Kong;

e Central management and control in Hong Kong;

e Exclusively owned by the Single Family holding the FIHV; and
e Must not provide services to other entities.

e Transactions in assets specified under Schedule 16C to the Inland
Revenue Ordinance (specified assets)?; and
e Incidental transactions subject to 5% threshold3.

The qualifying transactions must be carried out or arranged in Hong
Kong by the SFO.

e Yearly /three-year average value of "specified assets" shall be at
least HKD240 million for a single or multiple FIHVs owned by the
same family and managed by the same SFO

Number of full-time qualifying Annual operating expenditure
employees in Hong Kong in Hong Kong
Not less than 2 Not less than HKD2 million

If an FIHV or an SPE is exempted from the payment of tax for a year of
assessment, any loss sustained by the FIHV and SPE is not available for
set off against any assessable profits for the current or subsequent year
of assessment.



If the main purpose, or one of the main purposes, of the FIHV or the SPE
is to obtain a tax benefit, the tax exemption would not apply.

The anti-round tripping provisions would be modelled on the existing
provisions applicable for funds under the unified fund exemption regime
with two carve-outs:

(iii) Resident individuals; and
(iv) Resident non-individual entities subject to certain anti-abuse
measures®.

Our Comments

The existing unified Hong Kong tax exemption for funds (UFE) does not
cover single family offices as their investment vehicles are unlikely to
satisfy the definition of "fund" under the UFE. We therefore welcome
the introduction of a specific tax concession regime for single family
offices as it would encourage more family offices to establish a presence
and manage their investments in Hong Kong. In particular, family office
is a fast growing and increasingly important area within the asset
management sector. The proposed tax concession regime would
enhance Hong Kong's competitiveness as an asset management hub in
the region.

The proposed concession only covers single family offices. At this stage,
the Hong Kong Government does not plan to cover multi-family offices
for the sake of monitoring complexity. Multi-family offices may rely on
the UFE for Hong Kong tax exemption provided certain conditions are
satisfied.

The consultation paper only highlights the key features of the proposed
tax concession regime, and there are a few areas which need further
clarification:

e |tis stated that a FIHV must be in the form of a corporation,
partnership, or trust. However, family office structure may
include charitable organization / endowment fund which may
exist in other legal form (e.g. foundation). This could potentially
limit the application of the proposed tax concession to FIHVs
held under such structure.

e There s also a requirement that all the issued shares / interests
of the FIHV must be exclusively and beneficially owned by one or
more individuals who are "connected persons” of the same
family directly or indirectly. It is not uncommon for family assets
to be held under a discretionary trust structure for succession
planning purpose, and given the specific features of a
discretionary trust (e.g. the trustee can add or remove
beneficiaries), the Hong Kong Government needs to review this
requirement carefully to ensure that genuine family trust



structures (including discretionary trust) would not be excluded
from the tax exemption.

e Underthe UFE, the Inland Revenue Department (IRD) has taken a
position that receipts of interest income on securities acquired
through "qualifying transactions" are incidental income which
would be subject to the 5% threshold. If the IRD adopts the
same position to the proposed tax concession regime for family
offices, this would restrict single family offices that hold
significant debt securities portfolio from enjoying the tax
exemption. Besides, the Hong Kong Government should also
consider whether to provide tax exemption for other asset
classes that family offices may invest in, such as art pieces, digital
assets, etc.

The tax amendment bill, after taking into consideration of the
stakeholders' comments in this consultation, with details will be
introduced into the Legislative Council later. It is planned to become
effective starting from the year of assessment 2022/23. We will keep
you, as our valuable client, updated of the latest development on this
tax concession regime.

1 There is a broad definition of connected person in the consultation paper, including spouse,
parent, grandparent, sibling, child, lineal descendant etc.

2For investment in private companies, the immovable property test, holding period test, control
and short-term asset test currently applicable to funds under the unified fund exemption regime
would also apply under the FIHV regime.

3The FIHV's trading receipts from incidental transactions must not exceed 5% of the total trading
receipts from qualifying and incidental transactions for a year of assessment.

4The anti-abuse measures include (a) exclusively owned by the Single Family; (b) being a passive
investment holding vehicles or SFO without other businesses; and (c) no arrangement of shifting
taxable income for tax benefit.

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.

If you have any questions, please contact our professionals:

Anthony Lau

Tax Partner

+852 2852 1082
antlau@deloitte.com.hk

Doris Chik

Tax Director

+852 2852 6608
dchik@deloitte.com.hk

Roy Phan

Tax Partner

+852 2238 7689
rohan@deloitte.com.hk

Carmen Cheung
Tax Manager
+852 2740 8660

carmcheung@deloitte.com.hk



mailto:antlau@deloitte.com.hk
mailto:dchik@deloitte.com.hk
mailto:rphan@deloitte.com.hk
mailto:carmcheung@deloitte.com.hk

Natalie Yu

Tax Partner

+86 10 8520 7567
natyu@deloitte.com.cn

Get in touch

00OPOBOGB®OHBG

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their
related entities (collectively, the “Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member
firms and related entities are legally separate and independent entities, which cannot obligate or bind each other in respect
of third parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and omissions, and not
those of each other. DTTL does not provide services to clients. Please see www.deloitte.com/about to learn more.

Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk advisory, tax and related
services. Our global network of member firms and related entities in more than 150 countries and territories (collectively,
the “Deloitte organization”) serves four out of five Fortune Global 500® companies. Learn how Deloitte’s approximately
345,000 people make an impact that matters at www.deloitte.com.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific
Limited and their related entities, each of which are separate and independent legal entities, provide services from more
than 100 cities across the region, including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila,
Melbourne, Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

The Deloitte brand entered the China market in 1917 with the opening of an office in Shanghai. Today, Deloitte China
delivers a comprehensive range of audit & assurance, consulting, financial advisory, risk advisory and tax services to local,
multinational and growth enterprise clients in China. Deloitte China has also made—and continues to make—substantial
contributions to the development of China's accounting standards, taxation system and professional expertise. Deloitte
China is a locally incorporated professional services organization, owned by its partners in China. To learn more about how
Deloitte makes an Impact that Matters in China, please connect with our social media platforms at
www2.deloitte.com/cn/en/social-media.

This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited (“DTTL”), its global
network of member firms or their related entities (collectively, the “Deloitte organization”) is, by means of this
communication, rendering professional advice or services. Before making any decision or taking any action that may affect
your finances or your business, you should consult a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or completeness of the
information in this communication, and none of DTTL, its member firms, related entities, employees or agents shall be liable
or responsible for any loss or damage whatsoever arising directly or indirectly in connection with any person relying on this
communication. DTTL and each of its member firms, and their related entities, are legally separate and independent entities.

© 2022 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte Touche Tohmatsu
Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word “Unsubscribe” in the
subject line.


mailto:natyu@deloitte.com.cn
http://www.deloitte.com/about
http://www.deloitte.com/
http://www2.deloitte.com/cn/en/social-media
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

