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Tax Newsflash

China has established bilateral CbC
report automatic exchange
relationships with 42 jurisdictions

Through their work on the final report on BEPS action 13
(Transfer Pricing Documentation and Country-by-Country
Reporting), the G20 and OECD developed the Country-by-
Country Reporting Implementation Package, which provides
that countries may establish Country-by-Country (CbC) report
exchange relationships through the following competent
authority agreements:

e The Multilateral Competent Authority Agreement on the
Exchange of Country-By-Country Reports (CbC MCAA);

e A competent authority agreement on the exchange of CbC
reports on the basis of a double tax convention (DTC CAA);
or

e A competent authority agreement on the exchange of CbC
reports on the basis of a tax information exchange
agreement (TIEA CAA).

As of early November 2018, over 1,900 bilateral exchange
relationships had been activated with respect to jurisdictions
committed to exchanging CbC reports, which include
exchanges between the 74 signatories to the CbC MCAA
(including China).

According to the information provided on CbC exchange
relationships on the OECD website, so far China has
established bilateral automatic exchange relationships for CbC
reports with the following 42 jurisdictions:



Argentina Australia Austria Belgium Brazil Bulgaria
Canada Croatia Czech_ Denmark Estonia Finland
Republic
France Germany Greece Hungary India Indonesia
Ireland Italy Japan Korea Latvia Liechtenstein
Lithuania Luxembourg Malta Mexico Netherlands | New Zealand
Norway Poland Portugal Russia Singapore Slovakia
Slovenia South Africa Spain Sweden Switzerland UK

Note: According to the OECD website, Cyprus and Romania have committed to send
CbC reports to China, but no relationship has been established yet for Cyprus and

Romania to receive CbC reports from China.

Under these CbC exchange relationships, CbC reports
submitted by a Chinese MNE first will be automatically
exchanged with respect to taxable periods starting on or after
1 January 2017. Under BEPS action 13, CbC reports are to be
exchanged no later than 18 months after the end of the
relevant period.

During 2018, China's tax authorities have accelerated the pace
of establishing CbC report automatic exchange relationships.
To date, China has successfully established CbC automatic
exchange relationships with all G20 members, except for Saudi
Arabia, Turkey and the US. In the future, more automatic
exchange relationships are expected to be established among
competent tax authorities based on the CbC MCAA.

First Year of Exchange

The information provided on CbC exchange relationships on
the OECD website indicates that China's outbound exchanges
of CbC reports for MNEs generally are effective for taxable
periods starting on or after 1 January 2017. In other words,
for a Chinese resident enterprise that is required to file a CbC
report, the CbC report submitted through the annual related
party transactions form before 31 May 2018 will be exchanged
automatically, and the first automatic exchanges of CbC
reports will take place before the end of June 2019.

Local Filing of CbC Reports

Under BEPS action 13, if the competent tax authority fails to
obtain or use the CbC reports for some reason, under certain
conditions, a secondary mechanism may be adopted where it
is appropriate to directly require a resident constituent entity
of an MNE group (rather than the ultimate parent of the
group) to file the CbC report in its tax jurisdiction. These
reasons mainly include:

e The tax jurisdiction has not required CbC reporting from the
ultimate parent entity of the MNE group;

¢ No competent authority agreement has been agreed in a
timely manner under the jurisdiction’s current international
agreements for the exchange of CbC reports; or

e It has been established that there is a failure to exchange
the information with a jurisdiction in practice, after
agreeing with that jurisdiction to do so.

As bilateral CbC report exchange relationships have been
established between China and 42 countries, once the CbC



reports are successfully exchanged, under BEPS action 13, the
tax authorities of overseas tax jurisdictions of Chinese MNEs
should no longer require local reporting by resident constituent
entities of the MNE group. The CbC reports will be
automatically obtained through the information exchange
relationship provided for in the competent authority agreement
between the tax authorities.

To prevent abuse of the secondary mechanism, the OECD
emphasizes the fundamental principle that it should be the
ultimate parent entity of the MNE group that prepares and files
the CbC report, and urges the establishment of bilateral
exchange relationships among countries for CbC reports.
Potentially affected MNE groups should take into account the
fact that countries where their constituent entities are resident
may have special requirements for local filing of CbC reports to
avoid any risks of noncompliance.
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