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Hong Kong Tax Newsflash:

Arrangement between the Mainland and Hong
Kong for automatic exchange of country-by-
country reports in effect

The Hong Kong Inland Revenue Department ("IRD") announced on 4
March 2020 that Mainland China and Hong Kong have entered into a
bilateral arrangement for automatic exchange of Country-by-Country
reports ("CbCR") (hereinafter referred as the "Arrangement"). The
Arrangement applies to accounting periods beginning on or after 1
January 2018 ("the Period"). ! The Arrangement will relieve Hong Kong
constituent entities of reportable groups, where the ultimate parent
entity ("UPE") is tax resident in Mainland China (hereinafter referred as
the "Hong Kong Entities"), from the local filing obligation of CbCR for
the Period in Hong Kong. This is certainly welcome news for many
Mainland China-based groups with Hong Kong operations.

Notwithstanding the relief above, the Hong Kong Entities are still
required to, submit the CbCR notification for the group's accounting
period ended 31 December 2019, as well as to notify the IRD for the
change in their CbCR obligations in the prior notification via the CbC
Reporting Portal, before 31 March 2020.

While the Arrangement would help reduce taxpayers' CbCR compliance
burden, the enhanced tax information exchange between Mainland
China and Hong Kong would also increase tax information transparency,
and likely give rise to more scrutiny by tax authorities in the future. In
this regard, taxpayers are recommended to assess their transfer pricing
arrangement and tax planning, and have the proper documentation to
defend against any such challenges.

Of note, the Arrangement does not apply to situations where the Hong
Kong constituent entity is the UPE or surrogate parent entity ("SPE") of
the reportable group. In this regard, the UPE or SPE filing of CbCR (e.g.
for the year ended 31 December 2019) in Hong Kong should be
completed within 12 months after the group's accounting period-end
(i.e. 31 December 2020). 23
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