Innovation and Technology Venture Fund
Frequently Asked Questions
Background
1. What is the Innovation and Technology Venture Fund?
The Government has set up a HK$2 billion Innovation and Technology Venture
Fund (ITVF). The main purpose of the ITVF is to attract more private funding
to the innovation and technology (I&T) ecosystem in Hong Kong. The ITVF,
through a special-purpose vehicle “The Innovation and Technology Venture Fund
Corporation” (ITVFC), will co-invest with venture capital (VC) funds selected as
Co-investment Partners (CP) in I&T start-ups with adequate presence in Hong
Kong (local I&T start-ups) at an overall matching investment ratio of
approximately 1:2.

Eligibility of Application as CP and the Selection Criteria

2. Who can apply for the ITVF?
The ITVF will only accept applications from eligible VC funds for selection as
CPs to co-invest in local I&T start-ups.

3. What is the eligibility for applying to become a CP?
A VC fund, whether it is incorporated in Hong Kong or overseas (Note 1) and
whether it is a newly established or an existing fund, is welcome to apply for
selection as a CP as long as it meets the following eligibility (a) having an investment focus in I&T startups;
(b) having an investment coverage including Hong Kong;
(c) having a minimum remaining committed capital of HK$120 million as at the
date of application (Note 2); and
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(d) having a remaining fund life of at least five years to co-invest with the
ITVFC.
Note 1:
Upon selection as a CP, the VC fund concerned should have a place of business
in Hong Kong to facilitate communication with local I&T start-ups and the
ITVFC.
Note 2:
Upon selection as a CP, the VC fund concerned must provide documents to prove
its minimum remaining committed capital of HK$120 million before entering
into the Master Agreement with the ITVFC.

4. What are the criteria for the selection of CPs?
The criteria for the selection of CPs include (a) General background (e.g. the history and overall size of the fund and its
financial capability and strength) (15%)
(b) Experience and performance of the fund (25%)
(c) Management team’s experience (30%)
(d) Local resources and knowledge for managing the co-investment fund (30%)
Detailed criteria are set out in Annex II of Guidelines for Application as
Co-investment Partner. To be eligible for consideration, a CP must score at
least half of the marks allotted to each individual criterion.

Co-investment Arrangement
5. How would CPs co-invest with the ITVFC?
A “Master Agreement”, which sets out the rights and obligations of both parties
for co-investment, will be signed between a CP and the ITVFC. Under the
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agreement, the CP has the obligation to invite the ITVFC to co-invest in local
I&T start-ups within a five-year window (“Active Investment Period”).
Throughout the Active Investment Period, the CP is responsible for identifying
potential investee companies which qualify as Eligible Local I&T Start-ups to the
ITVFC for co-investment.

6. When will the Master Agreement be provided to the interested VC
funds?
A pro forma Master Agreement will only be provided to those VC funds which
have applied for joining the ITVF scheme as a CP for reference.

7. Are the terms in the Master Agreement negotiable to suit the particular
needs of individual CPs?
The terms stipulated in the Master Agreement will normally be applicable to all
CPs to ensure parity and fairness.

8. What is the eligibility requirements of a local I&T start-up to be selected
by a CP for co-investment?
An “Eligible Local I&T Start-up” must meet the following criteria (a)

it was incorporated under the Companies Ordinance within the last seven
years with one of its offices (headquarters or regional office) or its main
business operation or its key management or leadership team being located
in Hong Kong;

(b)

it and its subsidiar(ies) (if any) have been engaging in I&T business,
covering any part of the research and development or production chain in
Hong Kong; and

(c)

it and its subsidiar(ies) (if any) have a total number of employees (including
Hong Kong and overseas offices) being less than 250.
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9. How about a local I&T start-up being held by a holding company?
it still be eligible for co-investment?

Will

Yes. If a holding company structure for the chosen local I&T startup is in place,
the ITVFC and the CP would invest into this holding company. However, this
holding company must only hold and wholly own the chosen local I&T start-up
and must not be involved directly or indirectly in businesses not related to the
concerned start-up.

10. Whether a local I&T start-up with subsidiaries is eligible for
co-investment by the ITVFC and the CP?
An I&T start-up incorporated under the Companies Ordinance of Hong Kong
with subsidiaries is eligible for co-investment by the ITVFC and the CP if it
meets the eligibility requirements described in the answer of No. 8 above.

11. How big will be the co-investment?
The co-investment scheme is targeted at start-ups which are at series A or
B stages. Start-ups which are looking for seed funding or pre-series A funding
will unlikely be the targets for the co-investment.

12. Will there be any limit on the ITVFC’s matching investments?
The ITVFC will set its investment limits as follows (a)

the aggregate amount of matching investments made by the ITVFC with a
CP would not be more than HK$400 million;

(b)

the aggregate amount of investments made by the ITVFC with an investee
company would not be more than HK$50 million; and

(c)

the investment amount made by the ITVFC in each investment deal shall
constitute (i) not more than 40% of the original total target of investment
sought by the investee company or (ii) HK$30 million, whichever is the
lower.
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13. Under what circumstances will the ITVFC decline co-investment
proposed by CPs?
The ITVFC would decline a proposed co-investment under certain conditions,
which include but are not limited to the following (a) the proposed investee company is unable to meet the eligibility requirements
of a local I&T start-up;
(b) the business of the proposed investee company is in conflict with the existing
or planned government policies or legislation; or
(c) there is cause to believe that the proposed investee company may be involved
in activities that may bring the Government into disrepute.

14. What are the investment and exit terms for the ITVFC?
The ITVFC will generally co-invest and exit on the same price and terms as the
CPs. For details, please refer to Annex I of Guidelines for Application as
Co-investment Partner.

15. What will happen if upon the expiry of the Master Agreement, there are
co-investments that have not been sold to a third party?
Over the duration of the Master Agreement, a CP should try its best to identify
third party buyers to acquire the co-invested shares of the investee companies.
However, should there be any shares of the investee companies that have not
been sold upon the expiry of the Master Agreement, the investee companies will
be required to redeem the shares in their companies from ITVFC should ITVFC
decide to exercise the redemption option.
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Incentives and Expenses
16. What incentives will be provided to CPs?
The ITVFC will provide CPs with two incentives. The first one is a carried
interest which is equal to 35% of the realised capital gain upon the sale of
ITVFC’s shares in the investee company to a third party buyer. The second one
is an option for the CP to purchase all of ITVFC’s shares in all of our co-invested
start-ups within the 5-year “Active Investment Period” (Note 3).
Note 3: Active Investment Period refers to the period within five years from the
commencement of the Master Agreement.

17. How could a CP exercise its option to purchase ITVFC’s shares of the
local I&T start-ups?
During the “Active Investment Period”, a CP can exercise its option to purchase
all of the co-invested shares in all of the investee companies in which ITVFC has
been invited by the CP to invest. When this option is exercised, the CP has to
purchase all but not some of the shares of all of the investee companies under the
co-investment portfolio. The purchase price is the cost of the principal plus
interest accrued for the related investments. The interest rates to be applied for
determining the accrued interest are the rates of fee payable by the Exchange
Fund to Government funds and statutory bodies for placements which are
published by the Hong Kong Monetary Authority for the relevant respective
years.

18. How to calculate the 35% of the realised capital gain to be provided to a
CP when the co-investment is sold to a third party?
Upon the sale of ITVFC’s shares in an investee company to a third party buyer,
the ITVFC would pay to the CP 35% of the realised capital gain arising from the
sale. The realised capital gain would be the net amount of the cash proceeds
actually received by ITVFC from such disposal after deducting all cost, fees,
expenses, taxes and stamp duty that have been paid or are payable by the ITVFC
for such investment.
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19. Will the ITVFC pay CPs any management fees?
The ITVFC will not pay any management fees to CPs.

20. What types of costs and expenses arising from co-investment will be
shared by the ITVFC?
The ITVFC will bear all taxes, stamp duties, capital duties and registration fees
chargeable by the Inland Revenue Department on the ITVFC arising from the
acquisition or sale of the ITVFC’s investments. All other costs and expenses
incurred by CPs in performing the Master Agreement such as but without
limiting to due diligence expenses and all legal costs incurred for the investments
would have to be borne fully by CPs.

Termination of the Master Agreement by the ITVFC

21. Under what circumstances will ITVFC terminate the Master Agreement
before expiry?
The ITVFC will terminate the Master Agreement due to certain events of gross
default by CPs, which include but are not limited to, fraud, wilful misconduct,
gross negligence, violation of criminal law, or breach of the Master Agreement.

22. What are the obligations of a CP when the Master Agreement is
terminated by the ITVFC before expiry?
If the Master Agreement is terminated by the ITVFC, the CP must make an offer
to the ITVFC to acquire all its stake in all co-invested investee companies. The
CP will also be required to provide independent valuation reports on the
proposed transaction prices for acquiring the ITVFC’s stake in these investee
companies.
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Submission of Application by VC Funds
23. What are required to be submitted in an application?
Interested VC funds shall apply by submitting a proposal. The proposal shall
contain the information required as set out in Annex II of the Guidelines for
Application as Co-investment Partner and the duly-signed declaration form in
Annex III of the same document. The proposal, together with relevant
supporting documents and a compact disc containing the electronic version of the
aforesaid proposal and documents (preferably in MS Word 2010 or above), shall
be delivered to the ITVF Secretariat at the following address during the
application period:
Innovation and Technology Venture Fund Secretariat
Innovation and Technology Commission
20/F., West Wing,
Central Government Offices,
2 Tim Mei Avenue, Tamar,
Hong Kong

24. What is the application period for joining the ITVF scheme as CPs?
Application is now open and the application deadline is 15 January 2018.

25. How will the applications be processed?
The ITVF Secretariat will check the completeness of information in the
applications received and may seek advice from an independent Advisory
Committee, comprising veterans in the business and investment sectors as well as
professionals and academics, on the selection of CPs. Individual VC funds may
be invited to a presentation to the Advisory Committee to facilitate consideration
of their applications.
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26. Who should I contact if I want to have more information in relation to
the ITVF?
The correspondence address and contact information of the ITVF is as follows Address: Innovation and Technology Venture Fund Secretariat
Innovation and Technology Commission
20/F., West Wing,
Central Government Offices,
2 Tim Mei Avenue, Tamar,
Hong Kong
Tel.:
Mr. Lim Kuen, Manager (ITVF)
(852) 3655 5902
or
Mr. KW Ching, Finance Manager (ITVF)
(852) 3655 4836
Email: itvf-enquiry@itc.gov.hk
Website: http://www.itc.gov.hk/en/funding/itvf.htm
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