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1. Zero Tax Rate on Carried Interest (i F#E=RIZEEEH)

On 31 December 2020, the Legislative Council Panel on Fiscal Affairs released its
discussion paper on the proposed tax concession regime for carried interest (“Carry”). It is
proposed that Qualifying Carry would be taxed at 0% Profits Tax rate. For individuals
deriving assessable income from employment with qualifying institutions, 100% of the
eligible Carry (with certain requirements) would also be exempt from Salaries Tax. Subject to
the approval of the Legislative Council, the proposed tax concession is expected to be
applied retrospectively to eligible Carry received by or accrued to qualifying Carry recipients
on or after 1 April 2020.

Substance requirements are imposed on the fund managers in Hong Kong. It must i) employ
at least 2 investment professionals; and ii) incur at least HK$2 million operating expenses
annually. To qualify for the tax concession, the fund will need to apply to Hong Kong
Monetary Authority to certify that whether investments and local substance requirements
are likely to be met. In addition, an external auditor will need to be appointed to verify that
the substance requirement is fulfilled.

Points to Note

Considering the huge difference in the tax rate of Carry (0%) and other principal income
(8.25% or 16.5%) of the taxpayer, we expect the Inland Revenue Department to enforce
strict requirements on classifications of expenses attributable to Carry and other principal
income in the Profits Tax computation. Expenses attributable to Carry are not tax-deductible
on the basis that they are not incurred in the production of profits chargeable to Hong Kong
Profits Tax.
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Reference Link £Z&1

Discussion paper on Tax concession for carried interest by LegCo Panel on Financial Affairs
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Cheng & Cheng Limited is currently the principal auditor of the following listed entities engaged in
asset management services:

BB Z 5T T FE BT BEIRL S H BIE R B EEEZERE Z LA SJH9EETAD -

- 0231 - Ping An Securities Group (Holdings) Limited F£:8 % Z2( 12&) BIR2\ 5]
- 8168 - Amasse Capital Holdings Limited Ef&EX7ZERER2 5]

- SWH - Sunwah International Limited (Canada) #7ZEJEER2 S EAX)


https://www.legco.gov.hk/yr20-21/english/panels/fa/papers/fa20210104cb1-417-5-e.pdf
https://www.legco.gov.hk/yr20-21/chinese/panels/fa/papers/fa20210104cb1-417-5-c.pdf

2. Stamp Duty Update (ENTER IR ZEE )

On 25 November 2020, the Government announced that the Double Ad Valorem Stamp
Duty (“DSD”) rates on non-residential property transactions will be abolished. The non-
residential property transactions after 26 November 2020 will be charged under the rates at
Scale 2 (1.5% to 4.25% of consideration or value of the property, whichever is the higher).

The abolition of DSD could facilitate corporations to cash out by selling non-residential
property to address their financial needs because of the economic downturn. Given the tight
housing supply and that residential property prices remain beyond the reach of the average
households, the Government has no plan to adjust any of the stamp duty rates concerning
residential properties.

Points to Note

We do not expect the policy can stimulate the non-residential property market given the
increasing trend of home office arrangement and the lack of tourists under COVID-19.

From tax perspective, we are aware that a significant portion of non-residential property
transactions are done via company share transfer instead of direct property transfer. We
expect the trend will continue as the Stamp Duty Rate of 0.2% on company transfer remain
to be much lower than the rates at Scale 2, even though legal and finance due diligence are
needed to protect your interests in company share transfer.
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3. Main Board Profit Requirement Update (& E #R&F#HE)

According to recent consultation paper published by HKEx on 27 November 2020, it is
proposed that the Profit Requirement under Main Board Rule to be increased as shown in
below table:

Current Profit Requirement Proposed Profit Requirement

Aggregate profits in last 3 years = HK$50 Aggregate profits in last 3 years 2 HK$125
million (with HK$20 million in the most recent  — 150 million (with HK$50 - 60 millionin the
year and HK$30 million in the preceding two  most recent year and HK$75 - 90 million in
years) the preceding two years)

Points to Note

The proposed increase in profit requirement for Main Board Listing may not be favourable to
the companies with marginal profits. We expect there may be fewer IPO applications in the
coming years as those companies may choose to be listed in overseas stock exchange with
lower profit requirement.
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Fact sheet re Listing in Hong Kong by Cheng & Cheng
Consultation paper on The Main Board Profit Requirement by HKEx

BB T I - IR 2 P E A8 X

Cheng & Cheng Limited was the reporting accountant of the following listed entities during
the Initial Public Offering process:
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- 2122 - Kidsland International Holdings Limited &]#1455 A R 2 5]
- 8365 - VBG International Holdings Limited R EGFEEEARZS 7]


https://drive.google.com/file/d/1dV4GgTJSZcMS7PWRazqqxyRfVWeW0nDn/view?usp=sharing
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/November-2020-MB-Profit-Requirement/Consultation-Paper/cp202011.pdf?la=en
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/November-2020-MB-Profit-Requirement/Consultation-Paper/cp202011_c.pdf?la=zh-HK
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For further information regarding the above, please feel free to contact us.
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Henry Kwong Tax Partner (852) 3962 0114
Elena Ng Tax Manager (852) 3962 0116
Keith Chung Tax Manager (852) 3962 0136

Jeannine Chow  Marketing Executive  (852) 3962 0182

Cheng & Cheng Limited
BTN S5 P AR AT

Level 35 & 36,

Tower 1, Enterprise Square Five,
38 Wang Chiu Road,

Kowloon Bay, Kowloon, Hong Kong
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Website/483t:  https://www.chengcpa.com.hk

henry.kwong@chengtax.com.hk
elena.ng@chengtax.com.hk
keith.chung@chengtax.com.hk

jeannine.chow@chengtax.com.hk
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