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Hong Kong
James Gaden is a corporate and investment funds partner at Walkers. He has over 
15 years of experience advising the investment funds industry. He specialises in 
advising private equity and hedge fund managers on a broad spectrum of legal 
issues including fund formation and structuring, acquisitions and disposals, fund 
restructuring and fund financing.

Denise Wong is a corporate and investment funds partner at Walkers. She has 
a broad investment funds practice specialising in both private equity and hedge 
funds. She also has extensive experience advising private equity and hedge fund 
sponsors on the structuring and formation of funds and co-investment and alterna-
tive investment vehicles and the completion of transactions undertaken by them.

Alice Molan is a partner in Walkers’ regulatory and risk advisory group. She is 
experienced in advising clients on licensing and prudential matters, anti-money 
laundering and counter-terrorist financing obligations, sanctions controls, infor-
mation sharing arrangements and economic substance requirements. She assists 
clients to understand the application of regulatory obligations to their business and 
respond accordingly.

John Cartwright is a corporate and investment funds counsel at Walkers special-
ising in corporate work with an emphasis on private equity and investment fund 
formation. He advises investment managers, private equity houses and financial 
institutions on their private equity funds and hedge funds, including on formation, 
maintenance, ongoing operations, restructuring and dissolution.Ph
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1 What trends are you seeing in overall activity levels for private equity 
buyouts and investments in your jurisdiction during the past year or so?

The strong appetite of investors for allocating capital to closed-ended funds across a 
wide spectrum of managers, asset classes and geographic regions initially continued 
in 2019. However, even though fundraising was strong in the second half of 2019, 
a mix of concerns including the US–China trade war and civil unrest in Hong Kong 
saw a downward trend in the number of fundraisings in the region in the latter 
part of 2019. With the subsequent onset of the covid-19 pandemic, activity levels, 
including new launches, understandably slowed while participants sought to decode 
the uncertainty and market volatility.

However, in more recent months, as the market has adapted to the situation, 
both fundraising and deal volumes have come back quite sharply. A number of 
medium and large funds have had successful fundraisings; in some cases, seem-
ingly regardless of the pandemic. And, although hedge fund performance figures, 
particularly in the past quarter, have been relatively strong, private equity allocators 
have stayed loyal to the private equity space, still writing large tickets.

The pockets of most activity in terms of deals have tended to be mid-market, 
with larger scale transactions apparently being more affected by global economic 
and political issues, particularly where they are cross-border and require on the 
ground due diligence. This has allowed more nimble managers to engage relatively 
quickly in challenging circumstances to push deals through.

2 Looking at types of investments and transactions, are private equity firms 
primarily pursuing straight buyouts, or are other opportunities, such as 
minority-stake investments, partnerships or add-on acquisitions, also 
being explored?

Minority stakes and co-investment transactions remain popular, as have joint 
venture-style arrangements and club deals. As anticipated, the trend of the past  few 
years of launching large co-investment vehicles has continued, driven by sovereign 
wealth funds, pension funds and large family office allocators.

Buyout transactions appear to still dominate the market in terms of volume. 
However, we anticipate that, as the pandemic smoke starts to clear, a renewed 
interest in distressed assets will become increasingly evident.

Take-private transactions have also started to increase significantly and, with 
certain geopolitical issues persisting, we anticipate that this space will become 
even more active in the coming months. The political and operational headwinds 
faced by Chinese companies listed in the United States will likely lead to a number 
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of delistings of such entities from US exchanges, with a subsequent re-listing on 
their home exchanges, subject to a possible change of sentiment and policy after 
the US election.

3 What were the recent keynote deals? And what made them stand out?

On the fundraising side, Walkers were fortunate enough to be involved in the 
following landmark transactions in the 2019.
• The formation of Primavera Capital Fund III LP. The fund has raised US$3.4 

billion for what is the second largest China-focused fund raised by a 
local manager.

• The formation of CITIC Capital China Partners IV, LP, which raised US$2.8 
billion. This China-focused buyout fund is CITIC Capital’s largest dollar-de-
nominated fund and the fourth-largest pool of capital ever raised for a China-
focused fund by a domestic firm.

• The formation of NewQuest Asia Fund IV. The fund secured US$1 billion in 
total commitments, surpassing its initial target of US$850 million. Ph
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On the downstream side, Walkers had another very busy year across the firm and 
acted on many deals of note, some of which were as follow.
• Standard Chartered Bank, managed by ICG Strategic Equity, part of Intermediate 

Capital Group Plc (ICG), spinning out of its private equity business and selling 
the majority of its private equity investment portfolio to funds. This US$1 billion 
transaction underpins a management buyout by Affirma Capital, a newly 
formed, independent private equity firm owned and operated by members of 
the management team of Standard Chartered Private Equity (SCPE), who will 
manage the portfolio and investment activities going forward. The portfolio is 
comprised of private equity investments in 35 companies across Southeast 
Asia, India, China, South Korea, the Middle East and Africa. Affirma Capital will 
manage the group portfolio acquired by the ICG Strategic Equity funds and the 
portfolio owned by third-party investors in SCPE’s existing funds.

• The acquisition by certain funds managed by CITIC Capital of CITIC Ltd’s 
22 per cent stake in McDonald’s mainland China and Hong Kong business.

• ARA Asset Management Ltd, a real estate fund manager, acquiring a majority 
stake in LOGOS Group (LOGOS). The acquisition was made via ARA’s logistics 
arm, ARA Logistics Partners Limited, joining existing shareholders, LOGOS’ 
founders and Ivanhoé Cambridge.

4 Does private equity M&A tend to be cross-border? What are some of 
the typical challenges legal advisers in your jurisdiction face in a multi-
jurisdictional deal? How are those challenges evolving?

Yes. The deals we see from our Hong Kong office are almost exclusively cross-
border, involving the use of Cayman Islands structures for the pooling of capital, 
with onward investment subsequently being made into the Greater China region.

Notwithstanding the China–US trade war, we have seen continued investment in 
Greater China from Europe, and the United States, as well as an uptick in investment 
from China overseas, particularly into the United States. However, over the past 18 
months in particular, the US Committee on Foreign Investment (CFIUS) has impacted 
this trend and recent political issues are likely to further slow activity in coming months, 
and may even be overshadowed by take-private activity.

Typical challenges include regulatory risk and consents, CFIUS issues, governing 
law issues and due diligence complications. These challenges have been exacer-
bated by the covid-19 pandemic. Due diligence has been extremely challenging and 
management interviews for cross-border deals have been forced to take place via 
the internet. Government office closures and work from home arrangements have 
also slowed down approval processes.Ph
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Regulatory compliance continues to be an issue to deal with, with many jurisdic-
tions tightening requirements around licensing and money laundering in particular. 
However, at least on the fundraising side, there has been positive news. In February, 
the Cayman Islands enacted the Private Funds Law, which introduces a registra-
tion regime for private equity and similar funds. The regime is consistent with the 
requirements of EU regulators, while being sensible and practical. Unlike a licensing 
or authorisation regime, the Private Funds Law allows for a straightforward regis-
tration of private equity funds and literally thousands of funds were successfully 
registered in the first six months of the law being introduced. The introduction of 
the Private Funds Law will mean that all Cayman Islands ‘private funds’ (as defined) 
registered with the Cayman Islands Monetary Authority will be treated as ‘regulated’, 
adding to investor confidence onshore and cementing the Cayman Island’s place as 
the world’s number one fund formation jurisdiction.

5 What are some of the current issues and trends in financing for private 
equity transactions? Have there been any notable developments in the 
availability or the terms of debt financing for buyers over the past year or 
so?

Capital call financing and subscription line financing continue to be popular in the 
region, with the number of lenders actively engaged in the area in Asia increasing. 
Given the calibre of allocator in the borrowing base of such facilities, banks have 
tended to treat such products as relatively low risk. Combine that with increasing 
lender competition, historically low borrowing costs and increasing expertise among 
the law firms that have supported such products over the years, we consider that 
these facilities will be more and more common in the coming years. We would also 
expect more sophisticated, ‘hybrid’ products to emerge in the region, picking up on 
trends in this space in the United States.

In terms of downstream deal financing in the region, Chinese and Taiwanese 
banks remain relatively prevalent largely due to pricing and strong balance sheets. 
However, in general, banks have not been lending as much in this space. The rela-
tively low availability of debt begs the question as to whether we will see a surge of 
private credit or credit funds in the next 12 months.

6 How has the legal, regulatory and policy landscape changed during the 
past few years in your jurisdiction?

The key change in the regulatory landscape has been the introduction of the Private 
Funds Law in the Cayman Islands (see question 4).
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The statute, introduced in February 2020, came off the back of ongoing dialogue 
with the Organisation for Economic Co-operation and Development (OECD) and 
European Union to meet their requirements of good governance and transparency. 
As stated in a briefing note from the Ministry of Financial Services and Home 
Affairs, when the law was introduced, by implementing a simple fund registration 
regime, this law provides:

additional surety and transparency for investors and managers of Cayman 
Islands investment funds, while better aligning with best market practices, 
enhanced anti-money laundering and other key regulatory standards.

In essence, the Private Funds Law requires that all ‘private funds’ (as defined):
• undertake a simple registration process (as opposed to a more substantive 

authorisation procedure);
• appoint a local auditor to prepare and file annual financial statements with the 

Cayman Islands Monetary Authority; and
• comply with straightforward, commercially sensible requirements around 

valuation, safe-keeping of assets, cash monitoring and securities identifica-
tion (which broadly reflect market standards and existing best practices of 
managers).

In the first six months since the introduction of the Private Funds Law, thousands 
of funds have been registered and are now treated as regulated by the Cayman 
Islands Monetary Authority,

The other notable recent change in regulation was the introduction in the 
Cayman Islands of the International Tax Co-Operation (Economic Substance) Law, 
2018 (Cayman ES Law) in 2019. The Cayman ES Law, introduced to support the 
OECD’s Base Erosion and Profit Shifting Project, has had the effect of instilling 
further confidence in the jurisdiction by embracing the highest international stand-
ards of governance and tax transparency. Most significantly, the Cayman ES Law 
has made it clear that, where a manager was engaged in discretionary investment 
management in the Cayman Islands, that entity needs to demonstrate substance 
in the Islands. However, critically, fund vehicles themselves do not have to demon-
strate economic substance.

Accordingly, onshore managers and their investors are able to continue to use 
the Cayman Islands as a tax neutral fund domicile, confident that the jurisdiction 
complies with international best practices around tax compliance and transparency.

Private equity firms and their investors continue to look at the Cayman Islands’ 
political and legal framework with certainty and confidence. Ph
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7 What are the current attitudes towards private equity among 
policymakers and the public? Does shareholder activism play a significant 
role in your jurisdiction?

The Hong Kong government and regulators are supportive of the asset management 
industry in general, particularly in trying to grow the domestic funds industry.

Hong Kong recently enacted a bill introducing a limited partnership fund struc-
ture (largely modelled on the Cayman Islands exempted limited partnership), which is 
intended to demonstrate its commitment to the domestic asset management industry. 
However, there are question marks over whether this new vehicle will be widely taken 
up (noting that the Hong Kong ‘open-ended fund company’ was introduced over two 
years ago with the intention of becoming a popular vehicle for hedge fund structures, 
but, in those two years, less than 10 being formed) and certain local lawyers have 
identified issues with its structure. Nevertheless, its introduction strongly demon-
strates that the private equity industry has the support of the local government.

Such commitment is further demonstrated by the anticipated rules that should 
clarify how carried interest is to be taxed by the Hong Kong tax authority. This, Ph
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2019, also corresponded with 
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together the introduction of certain conditional tax exemptions for onshore entities and 
the continued ability for Cayman Islands, the British Virgin Islands and other offshore 
funds to be tax-free in Hong Kong, paints a positive picture of an industry; the growth of 
which has strong government support.

There are not a large number of activist investors in Hong Kong and Chinese 
markets. However, as capital markets become more sophisticated, we expect this to 
change. In terms of the Hong Kong Stock Exchange in particular, the fact that the public 
float requirement is relatively low and a large number of companies are family or 
founder-controlled, the scope for activist investor activity is more limited.

Nevertheless, this does not limit Hong Kong’s attraction as a private equity centre. 
With the Greater Bay Area initiative, the phenomena of companies that had been private 
equity-sponsored increasingly choosing to list in Hong Kong (over more traditional 
exchanges), and some of these being high-profile unicorns such as Ant Financial, we 
expect that Hong Kong will not only continue to be regarded positively by the public 
and policymakers, but that there is real momentum to Hong Kong becoming a regional 
private equity power house.

8 What levels of exit activity have you been seeing? Which exit route is the 
most common? Which exits have caught your eye recently, and why?

In the second half of 2020, private equity firms started to deploy a significant amount of 
dry powder to make new and large investments. The political unrest witnessed in Hong 
Kong, particularly in late 2019, also corresponded with a slowing of deal timetables 
(although it is not clear if this was because of political concerns, the impact of the 
US–China trade war or simply people having logistical and operational problems due to 
the disruptions). Deal flow originating from the region was also affected by the covid-19 
pandemic, in line with the global trend. However, more recently, M&A activity has 
undergone a significant uptick with funds almost racing in some cases to deploy capital.

In terms of exits, initial public offerings and trade sales continue to be utilised, with 
slightly less secondary activity in the past 12 months. However, listing on the A-Share 
market in China continues to be challenging and this has forced a number of sponsors 
to consider alternative routes to exit.

9 Looking at funds and fundraising, does the market currently favour 
investors or sponsors? What are fundraising levels like now relative to 
the past few years?

The strong appetite of investors for allocating capital to closed-ended funds across 
a wide spectrum of managers, asset classes and geographic regions initially 
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continued in 2019. However, even though fundraising was strong in the second half 
of 2019, a mix of concerns of the US–China trade war (and civil unrest in Hong 
Kong) saw a downward trend in the amount of fundraising in the region in the latter 
part of 2019. With the subsequent onset of the covid-19 pandemic, activity levels, 
including new launches, understandably slowed while participants sought to decode 
the uncertainty and market volatility.

However, the headwinds above did not so much stop fundraising, so much as 
they stretched launch timetables, and a number funds have had successful launches 
ranging from smaller niche venture capital funds to multibillion dollar raises such 
as Primavera Capital Fund III LP and CITIC Capital China Partners IV, LP raising 
US$3.4 billion and US$2.8 billion respectively.

This underscores the persistent trend from prior years that sponsors with 
solid investment track records and strong brand recognition have continued to 
raise successfully with relative ease despite the global issues. It is also a strong 
indicator that allocators and investors remain loyal to the private equity space and 
the Asia region.
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10 Talk us through a typical fundraising. What are the timelines, structures 
and the key contractual points? What are the most significant legal 
issues specific to your jurisdiction?

Launch timetables have varied greatly in the past 12 months. Whereas some 
managers, able to tap re-up capital and who have the mid and back-office depth 
to deal with the changes in compliance requirements over the preceding years, 
have been able to raise quickly. Start-ups and spin-offs, on the other hand, have 
struggled with the usual fundraising challenges as well as the additional issues 
posed by covid-19.

We have also seen hints of a further trend among allocators and institutional 
investors being wary of newcomers – taking a ‘better the devil you know’ approach. 
This has led to some level of consolidation with tried and tested managers with 
tried and tested models and procedures raising quickly and managers trying 
something a bit different (and using non-Cayman Island vehicles) having more 
difficulties.

This has been evident in choice of structures also. Most of the notable 
successful launches we have seen used the Cayman Islands exempted limited 
partnership structure. Its versatility and familiarity to both sponsors and inves-
tors, together with the fact that it is regarded by service providers in the region 
as the gold standard, helps contain launch timetables (and, ultimately, costs also).

11 How closely are private equity sponsors supervised in your jurisdiction? 
Does this supervision impact the day-to-day business?

Whether a private equity sponsor is required to license its Hong Kong office will 
depend upon whether the Hong Kong office operates on a business in a regulated 
activity under the Hong Kong Securities and Futures Ordinance. Historically, many 
sponsors did not license their Hong Kong offices with the Hong Kong Securities 
and Futures Commission (SFC) (relying on a relevant exemption) noting the costs 
and complexity of this process and compliance. However, any new Hong Kong 
limited partnership fund will now be required to have either an SFC-licensed 
general partner or an SFC-licensed manager.

As a result, we anticipate that the use of Cayman Islands funds will continue 
to be industry standard. Cayman Islands general partners do not require a licence 
or registration and Cayman Islands investment advisers (which are the most 
commonly used service provider to Cayman Islands funds) are generally only 
required to be registered with the Cayman Islands Monetary Authority, which is a 
quick and familiar process (as opposed to a complex authorisation).Ph
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12 What effect has the AIFMD had on fundraising in your jurisdiction?

The AIFMD private placement regimes allow Cayman Islands funds to be marketed in 
a vast majority of European Economic Area member states, so many funds wanting to 
do business in the region have not been swayed by the regulatory changes imposed 
by the AIFMD. However, the popularity of the passport in Asia is limited, given the 
cost and complexity of obtaining the Alternative Investment Fund Manager licenses.

Although the European Securities and Markets Authority (ESMA) has deferred 
its assessment on whether it would recommend extending the AIFMD marketing 
passport to the Cayman Islands, we are confident that the Cayman Islands can 
satisfy any concerns ESMA may have and be granted the passport in the near future.

13 What are the major tax issues that private equity faces in your 
jurisdiction? How is carried interest taxed? Do you see the current 
treatment potentially changing in the near future?

Almost all private equity funds managed out of Hong Kong use Cayman Islands 
structures. As a tax neutral jurisdiction that does not impose restrictions on the 
flow of capital or rules prohibiting or limiting financial assistance, the Cayman 
Islands provides an extremely attractive and flexible jurisdiction for fundraising and 
for financing (using both equity and debt issuances). In this regard, it is extremely 
common to have a manager onshore but still have the fund treated as an offshore 
entity and therefore not subject to tax in Hong Kong. Add to this the ability to require 
a tax exemption certificate from the Cayman Islands government, guaranteeing that 
no tax will be imposed on the fund for up to 50 years, and most managers conclude 
that using a Cayman Islands vehicle basically deals with most tax issues faced at 
the fund level.

It is worth noting that, in recent years, Hong Kong introduced a new tax exemp-
tion (referred to as the unified tax regime) that can apply to private equity funds, 
including the new Hong Kong Limited Partnership Fund, even if they are treated as 
resident (and therefore taxable) in Hong Kong. However, the exemption is subject 
to the satisfaction of a number of conditions and requires often complex tax advice 
to achieve and ongoing tax return filings in Hong Kong. For these reasons, many 
managers still opt to rely on their Cayman Islands vehicle being a non-resident (and 
therefore non-taxable) as this is cheaper, consistent with global market practice and 
provides greater tax certainty.

In relation to carried interest, the Inland Revenue Department has been 
discussing new rules on how such payments should be taxed for several years. 
As yet, it is unclear whether there will be a concession or at what rate carry will 
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be taxed. We expect further developments and guidance from the Inland Revenue 
Department on the treatment of carried interest.

In terms of taxation of the investors and the fund manager itself, this will 
be largely be dependent on individual circumstances and tax residency of 
those persons.

14 Looking ahead, what can we expect? What might be the main themes in 
the next 12 months for private equity deal activity and fundraising?

As the world adapts to the covid-19 pandemic, we expect to see an uptick in M&A 
activity as private equity firms begin to tap their glut of dry powder and take advan-
tage of distressed opportunities that are expected to emerge. This will no doubt 
result in a very competitive market and could place pressure on pricing. 

We also expect persistent fundraising at steady levels, with experienced 
managers able to launch quickly with re-up capital while newer managers probably 
raise with truncated timetables, as they struggle with the logistics of due diligence 
and marketing while travel remains restricted.

“We expect to see an uptick 
in M&A activity as private 
equity firms begin to tap 
their glut of dry powder.”
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However, all of this will be affected by regional and global geopolitical and 
macro-economic issues. Hong Kong feels the reverberations of the US–China trade 
war and ongoing tensions between these two powers and the US election campaign, 
and ultimate result, will likely also have fairly acute impacts on the local private 
equity market. Although this creates a level of uncertainty, more nimble managers 
in the region may be able to turn that into opportunity. So it will be an interesting 
year ahead.
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The Inside Track
What factors make private equity practice in your jurisdiction unique?

Hong Kong is a globally oriented and liberal economy, with a highly skilled work-
force. Although it has been subject to civil unrest and legal developments that have 
caused certain observers to pause in the past 12 months, the local private equity 
community benefits from its embrace of the Cayman Islands as a fund domicile. 
The Hong Kong tax system allows for Cayman Islands funds to be treated as non- 
taxable and, as such, using a Cayman Islands vehicle combines all of the advantages 
inherent in the Cayman Islands (from political stability, to rule of law, legal certainty 
and investor trust and confidence) with the entrepreneurial mindset, adaptability 
and investment skills that characterise the Hong Kong private equity managers. Add 
to this the fact that Hong Kong remains, practically speaking, the gateway to China, 
the local government’s commitment to the private equity space and availability of 
skilled service providers in the city, Hong Kong should remain the Asian hub of 
private equity and venture capital activity for the foreseeable future.

What should a client consider when choosing counsel for a complex private 
equity transaction in your jurisdiction?

Deal experience, competence and responsiveness are certainly prerequisites. 
Furthermore, given that almost all transactions have a cross-border element 
(whether at the fund raising stage, portfolio company acquisition or on exit) it is 
also increasingly important that counsel have a strong network of teams that can 
operate across all of the relevant jurisdictions. Critically, given the prevalence of 
Cayman Islands structures, and the speed of regulatory changes in that jurisdiction, 
selecting top-tier Cayman Islands legal counsel, with a strong regulatory practice 
and good relationships with lead international legal counsel is also increasingly 
important.

What interesting or unusual issues have you come across in recent matters?

Given that the majority of private equity deals are cross-border, each will have its 
own unique issues, whether involving tax, regulation or commercial points particular 
to that deal.
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