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Further to the international standards formulated by the
Organization for Economic Cooperation and Development
(OECD) for preventing the Base Erosion and Profit Shifting
(BEPS), Macao Special Administrative Region (Macao), as one
of the members of the cooperation framework, in response to
the international obligations, passed the amendment to the
Macao Complementary Tax Regulations (the Amendment) on
16 December 2019 by the Macao Legislative Assembly. The
Amendment will be effective from 30 days after promulgation.
One would note that the Amendment involves Country-by-
Country Report (CbCR) notification and submission obligations
which is retrospective applicable to the financial year starting
on or after 1 January 2019.

¢ Ultimate parent entity (UPE) should file Macao
Complementary Tax return as group A taxpayer.

e Entity, that satisfy or fail to satisfy the conditions of UPE,
should submit the facts in writing to the Financial Services
Bureau (the FSB) within 90 days from the day of its
occurrence.

o If the total revenue of the consolidated financial statements
is equal to or greater than the specified amount, the UPE
should meet the following 3 supplementary obligations:

a) Document Preparation Obligation: the UPE must
prepare the documents of its multinational group of
companies for the relevant financial year, and notify the
FSB of its obligations within 3 months after the end of
the relevant financial year.

Example: UPE, with the financial year ended 31
December 2019, must notify the FSB before 31 March
2020 if the total revenue of its consolidated financial
statements is equal to or greater than the specified
amount.

b) Document Reporting Obligation: within 12 months
after the end of the relevant financial year, the UPE
should submit CbCR in accordance with the electronic
encryption and file format specified by the FSB.
Example: the UPE, with the financial year ended 31
December 2019, should submit CbCR before 31
December 2020 in accordance with the electronic
encryption and file format specified by the FSB.

¢) Document Keeping Obligation: the UPE should
properly keep the documents of its multinational
enterprise group within seven years after the end of the
relevant financial year.
Example: the UPE, with the financial year ended 31
December 2019, should properly keep the documents
until 31 December 2026.

e As UPE should comply with the above-mentioned
obligations, it is important for an entity to understand the
definition of UPE. In accordance to the Amendment, UPE



means a constituent entity of a multinational enterprise
group that meets the following 2 conditions:

a)

b)

A entity owns directly or indirectly a sufficient interest in
one or more other constituent entities of the group such
that it is required to prepare consolidated financial
statements under accounting principles generally
applied in its jurisdiction of tax residence, or would be
so required if its equity interests were traded on a public
securities exchange; and

There is no other constituent entity of the group that
owns directly or indirectly the interest described in
above a) paragraph.

e UPE, who violates with the above supplementary
obligations, will be fined:

a)

b)

MOP100 to MOP10,000;

If the violation is deliberate, MOP1,000 to MOP20,000;

c¢) Other unspecific violations, MOP100 to MOP2,000.

Considering the relevant standards of the OECD may be
adjusted, Supplementary Administrative Regulation (SAR) to
the Amendment will be separately provided for stipulating the
scope, file formal and data requirement. At present, the SAR
has not yet promulgated, so the followings remain uncertain:

¢ The Amendment has not specified the threshold amount on
the total revenue of the consolidated financial statements.
However, the FSB’s consultation report mentioned that the
threshold amount might be set at MOP 7 billion.

o Refer to the “Document Reporting Obligation”, the file
format, data requirement and electronic encryption of CbCR
were not specified in the Amendment.

e According to OECD’s action 13 requirements, all
participating jurisdictions must have domestic law that
require the UPE of a multinational enterprise group to have:

a)

b)

c)

Master File: this file provides high-level overviews of
the global business structure and information of a
multinational enterprise group.

Local File: this file provides detailed transfer pricing
information of the local entity of each tax jurisdiction.

Country-by-Country Report: CbCR provides
information relating to the group’s income, profits and
tax data in each involved tax jurisdictions, together with
other data of specific economic activity (CbCR
information).

According to the Amendment, the UPE is required to keep
the documents of its multinational enterprise group,
including CbCR. However, Master File, Local File and



transfer pricing information, etc. were not mentioned in the
Amendment.

e Regarding the transfer pricing mechanism, the FSB’s
consultation report mentioned that the Amendment was
aimed at introducing the above obligations, and not at
introducing the transfer pricing mechanism. At the same
time, given the Amendment has the term “transfer pricing”,
its interpretation will be introduced in the SAR. The
Amendment does not indicate that the FSB will make
transfer pricing adjustments to the taxpayer's declared
income, nor make transfer pricing analysis to evaluate the
transfer pricing method adopted by the UPE.

The definition of the UPE mentions consolidated financial
statements. However, Macao's current financial reporting
standards do not mention/require to issue consolidated
financial statements. As mentioned in the FSB’s consultation
report, a proposal was made for adopting the new financial
reporting standards. Another FSB’s public consultation
report about the new financial reporting standards
(consultation period from 10 January 2019 to 18 February
2019) mentioned that the new financial reporting standards
would be mandatory from 1 January 2022. But as of today,
the new financial reporting standards have not been
enacted. As a result, some entities may meet the definition
of the UPE after the effective date of new financial reporting
standards. It is unclear as at today and should wait for
further clarification from the FSB.

Automatic Exchange of CbCR

By 31 December 2019, the total number of countries/regions
which have signed the Tax information Exchange Agreements
or the Agreement for the Avoidance of Double Taxation and
the Prevention of Fiscal Evasion with Respect to Taxes on
Income with Macao have increased to 23 including Portugal,
Mainland China, Belgium, Mozambique, Cape Verde, Denmark,
Faroe Islands, Finland, Greenland, Iceland, Norway, Sweden,
Australia, India, Jamaica, Malta, Japan, Guernsey, the United
Kingdom, Argentina, Ireland, Vietnam and Hong Kong Special
Administrative Region. Macao has not yet signed Multilateral
Competent Authority Agreement (MCAA) with other tax
jurisdictions for automatic exchange of CbCR. As the
Amendment came into effect recently, we believe that Macao
government is under the discussions with other tax
jurisdictions for MCAA.

Following the effective date of the Amendment, the
promulgation of the SAR and the release of practical guidance,
we will publish relevant tax newsflash in due course, please
pay attention to our newsflash.
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