News Flash

Hong Kong Tax — Transfer Pricing

BEEFAITREDBERMEHRGZHRET Y
TT—k

2024437 6H

M=

ERHRFRENELLE TSP, FERITERE (LT, [FE)) OB EMEHREICET5HFRROKBRIE.
B OER - EERBICHETOIFLERLELIC, FREICHRESLRBER T TVES . AT —RT5Y
AT ZRELGHAEUTORIZETSH PWC D RBETHEMELES,

1. BEMEHEICRI_EEHOMEEMRATI-ODEE-FEARTHOEERZFH (LT, TMAP]) A,
EHEAEBAT (LT, THKIRD)IZ&S MAP IZE8T2HAF V ADHER LUK, EBTHHTRBINEL -,

2. BEMEXEICETARIANDIAVTFAFTU A LEaA—

ilﬂ':

#

FE-DEXLHEOBEMENFICREI-ERBOMEN. EETHOHTELS MAP DL
(YRS 1=

2023 ED®HFEIC.PWC (FZEELET IW—TOBEMENFICRI_EFHROMBELMBRT 5HDEFE-F
EALH MAP F4:%X{EL. HKIRD M50 MAP [ZBIFTRHA AV AFERLUE, FETHHTEES MAP EHD
EEICHRYILELE, ChiE, FERT DY IV -T2 EORTEESRESIAHY., hEKR L THERMIEREC
EELTWS., HEANNIERTIAREENHIEBDMIRE I L > TEPMTHERLNZELLS,

FHOERLLT. FEXLIORBLURIREILDEEEEEI NL—TIS4T7UOHERLFRAITHL. &
EOREEEOAMMEGICET IRIOBEMERAERZITOTLEL . FEA L TOBEMERHEDKER.
LRPEARLFRUAICSEOERRBRAREELEL =,

TNk FEOMMETDVTMT UL, FERLT TR T L-BERMEHEICEEL T MAP Fazhitsd 510
DEXGHEETVEL BFETOERALEEZEL. PWC [ HKIRD 8LUHERFLUBEDOB TREDEEIC
BB —2 a3 EBFITES . AEDORID OB LS EMNAE Y R— 2R HELEL . ZE1E. 8B
EiHHBREE (LT, TOECD)) M EEL-BRETOFMELM (24 HhA) DFESUTTHD 12 h"EATEHD
#ETIZEYZFELIZ, HKIRD [XHREMICZERBREERT 5. MHRE~O—ANGHEREEZEEMICROF
L=

PWC )RR

St BETAYE VAP FHRMNKRZBINEENGHRE/ONI-CELEHMNGERETHY., HKIRD (L5 Ex(
IZHR5 MAP FE0E AT 58 MFNIBOBIET. ZORALEENETIEDESZRLEL -, HKIRD
MNEERIETISA SRR EICE IMERRAN X LEDRNIZ, M—ELTEBLTLDIENEREREL
THELNI=ZEIE DRI ETT,

OECD A% %L 1= 2022 F£0) MAP FED#HiET LD L. 2022 FICEATHBSNI-FBERMEEED MAP F%
DEHITEET 7 T BERZELGYFEL L. BEDBRLOBRHIREDO T T. R LGRBLRLZEED
ELOM CHRERMEHEIEMLTNEIE. BLUFTEOMBEN MAP FizEBL CZERMEMRLELSIET
BEMMNEFEOTWNBILEERBLTLETY,

.

pwc

www.pwchk.com



News Flash
Hong Kong Tax - Transfer Pricing

FALZERBEEGE (LT, IDTAD L TO S EAR L T3 Z D tha B EEE i CHERME NS
[CERYT S -_ERHICSSINTVLEFEOMBET VAP FHRzBEL T _ERRNOEELR/NRICINZ 518
DBEHRBEERDDIIEMNTEET, LIELR, ERIC MAP FRICEF I HH1IC. FEOMBE XBRFICRESE
BRI RY - BRFHEZ T MAP FEOBRFEHREESTL. RIFCHEENEONDSLIIC. BFEDBETHE
DGHEEZELLIDENHYET,

BEMIEXEICET 53V TS5AF7ALE 21—

2018 £ 7 A 13 BUf%. BinlE X ELDEHHNEE 2018 FHF (HIE) (5B 6 B) FKHICEASN=—A T, HKIRD [£EE
L= B I L T+ — LI BERME XECE T REI—T7MILEIVA—HILT7AIL (AT, [T4—L IR1475)) ZE5E8H(H
TTBLINEY . ENERBFIC, MBMENEEXMERBEE~NOBEGMBIZRIFMEE EREER S2 - BEaffitg) (LT, IS2
TA—L]) TIIoERTREBICEELT, FRE—I7M UL ELUVO—HILI7MIILDEREFICET2ERRERITLTNSIE
PEDINTVET,

LITFIZ PWC D RBERARFTT,

EBICBITABERMEXELELIE 5 FULAIMNOERIN TS0, HKIRD NBERMEI T4 7V AL
Ea—Dig{bIcRYMEL &, HKIRD OBELMR EEB DS AHADHFTEARALERNEVNZET,

FEMBMBEED S2 J+—LTIYREI—T7AILEA—HILIFAILDEBRIPBETHIETHEL-FHEEAMN
HKIRD M5 74—1 IR1475 DEEABFEZITTWBIGEELHYET, —H.S2 7+—LDEHi 3> 1.2 TIZ |
EEELEBEEEAE.HKIRD N SZF DRIEFHAT LMWV EHEEZIT TSI ENERINTNET,
TA—L IR1475 (FEFHIIZLNEEATEEE A, SBAZIZHRILTERL HKIRD IZIRBLEY, 74—LAIR1475 T
ERADOER. R ECER. F-ETEREEREZRELEES. TOFBEANFTFLE I —LIZELLI-E (FE
EADTR—D v — R RLEE) IS L TEVWS BN Sh DA RS HYE T,

TA—L IR1475 DBRED—2DIE. RRAZ—I7AILEIEZO—HILIT7A IS HERKR TE 9 MALIRNIZERSh
= ESHEZRDIED T NELIFELIFTVWR IOAZEEIRTHIENTEEY . BEMEXEFERSNIZEZEED
AHRETDIEOTTN. CNSOMEE(FMERIAR. TLHEEEXEOREHARME TR 9 MALRNITERSNDIEN
HESNTOET, BIRNIZERLTOEWESIBIASERSh AR BHYET,

PWC M Rf&

HKIRD A& X EIZRDAV T IA T RERDOMITIZESIZAZANTNSZEND, BEIESEITILUTERTTEHEMN
HRINET,

BEMEXEICRIEROIRTEERICTSH: FEOMBE L. FEOBEMARHHIZE D BIRME XEDER
EBROREELEEICHML, S2 Jr—LTOHRERBTERMTE+ALIHERELTEBENHYFES . FED
BIE L, DIPNSS [SHESN TW S EEHREBEMIEXEDMLARNBTEREL THDENHYFET HICHRED
RERRICENT, BEMEXEDERKE HKIRD NMoDBEAHOIHHITHRIGE —ROMEIFKEL THEEL
3 I

512, OECD M BEPS2.0 /8y —L M5 2 DREIZE IS O—/\LEERERALE (GloBE) JL—/L AV H R Tk
ftEehhiE. oV TSATUoROBE AL, BEFEA-EEERORYRDICEITAHITERAIO—EL-#EAIC
DT, KYBNEENREINDLITHYET BERMEXEDORRTEEZEE TS LT, 2ANLERAEHE
TOULEENETETEEICH>TETLET,

BEEEOMYROETHNCREL, 20 TS5MT7UREHIEL., BENBURIEERTS: 7+—L IR1475 OF
171&. HKIRD N EED T OBEGMEaL TS5 7V RIZET 2 1EHRZNET I L TRENDTOERELYDDHY
F9 . HKIRD AUREL-1ERIL. & OBGME RS avICBOURIERET2EHDISHELZHITER/SL
BIENBEINTEY., CNIZK>TELHIAENTHON., HAIWNIERGBERME I RIDRHIHEIZIXERLTH
EMEFAEMNIE LFONEIEBHYET, LIzA> T, EEDOMBRE (IBEGMEDXEILEHEETT I,
BEREHEORYRODESEEFELHMICRET ZEICKY, AP EFRBABFIN TSI EEFHEREICL, BEMLT
BEMERFDOIRIVERET 5012, BITOBEGMEET VIR ELSERFEITHENHYET,

B R B EIE R o —F EREICRBTES K515 B ARG BERMEDTHEAEEERICEATSEITT
B ZFDESHAHAEEHICRETHIELRRICER LG >TEFT, HIZIE. FRITATHISER. IREFLE.
HISAF—r DREELZE . BTHIBICE FHHIERELERIL., MBEREICEE LGN EEEL =0T A aEEN
HY. FDEE ., YT CEMBEREL TR ELERAL-EEER OIS IiKE. miE0IKTEERFICRRLTH

PwC



News Flash
Hong Kong Tax - Transfer Pricing

BIDEICHBEHITREAHYFET  COLIGIRYIE, REMGYRIFHEF OFBEANHICEARLTE
T CORIGFRIC, FIBEFBZAORFREICSOEBEMCHEMEIRIEERTHOICEEERE
TIW—TNELAVSFRELT, EEROBIEMERABENEITONET, FL EVRR Kt BEBOB AN
FEEFEYICERLTHLTHILLBO TEEITHSTEETS,

3 PwC



News Flash

Hong Kong Tax - Transfer Pricing

st

A adRs CERITREEMEECHEARE ALY

For a deeper discussion of how this impacts your business, please contact:

PwC’s Transfer Pricing Leaders and Partners

Charles Lee
+852 2289 8899
charles.lee@cn.pwc.com

Wengee Poon
+852 2289 5675

wengee.w.poon@hk.pwc.com

Ali Tse
+852 2289 3508
ali.mh.tse@hk.pwc.com

Jeff Yuan
+86 (21) 2323 3495
jeff.yuan@cn.pwc.com

Tiffany Wu
+852 2289 3662
tiffany.m.wu@ hk.pwc.com

Cecilia Lee
+852 2289 5690
cecilia.sk.lee@hk.pwc.com

Alex Xiang
+852 2289 5817
alex.xiang@cn.pwc.com

Peter Brewin
+852 2289 3650
p.brewin@hk.pwc.com

PwC


mailto:charles.lee@cn.pwc.com
mailto:jeff.yuan@cn.pwc.com
mailto:ali.mh.tse@hk.pwc.com
mailto:alex.xiang@cn.pwc.com

News Flash

Hong Kong Tax — Transfer Pricing

One-stop tax information platform of Shui Jie 3.0 version
Your exclusive tax think tank

Android - For Android users, please scan the QR code to access to Tencent App store
8 10 o) Androkd 0.0 or above) | . ghyi Jie web portal - hitps://shuijie.pweconsultantssz.com

ARBICUVSTHREIRFMHFERLT I EE EEFNTERE, YA FIITERE, 8 LRGP EARKMELELET .

AR —MEBRICEHTIBRTHY, FETHIETOFEITODVTELRIHBLTLDIDITTIHYF A EROBEB LT DHZE L. BIKH-ERIGRK
MICEYREBRLEYFET  ABOABICHEL TERICEREMEEELNSHTIZ, PWC I35 T M —ERF—AIZH# OKRIZIECI-T /N1 X%
BROITHNFET LSBBOBLEFET  XFBOMNEF 2024 £ 3 A 6 BREDFRICEIESHEEIN-LOTHY . TOR ROBEEERICELCTULE
T ABEREREEZERELLICLIIRTHY . BIRICIEREHALTEYF TN, EEREBROBEELHHHE 1, EFERITKILLTZE,

RFOEDRRA LEDOREICETIERICEILIZAMREY a—avid, Bt hED T H A M http://www.pween.com) Efz[EF BV T H A+
(http:/fwww.pwchk.com) [CTZE W2 1TET,

www.pwchk.com

© 2024 PWC. E{FHERTH . PWC DEFAILGKATREER M T HILEFZLET . ARICH LT PWC L&, PWC ¥ A—/ LRI T =B T2 FBAN—T7— LEEL BEIC
&2 T PWC ' A—/\LRybT—0%$ELET, FEMIEIE50 URL 2SBS0 www.pwe.com/structure, A= 7—AIXEFNFNMIILI=-FEDEZATHY. thd
AVN—=T7—LOEBXIEFREBIOVT—YINEEZEVEEA,

www.pwchk.com



News Flash

Hong Kong Tax — Transfer Pricing

Hong Kong Transfer Pricing Update

6 March 2024

In brief

Under the trend of evolving international tax environment, we have observed a very positive development in
the Hong Kong Transfer Pricing (‘TP’) dispute resolution landscape, along with new developments in the TP
enforcement and administration environment. This news flash highlights the key developments together with
our insights on:

1. The first approved Hong Kong — Chinese Mainland Mutual Agreement Procedure (‘MAP’) case in Hong
Kong resolving double taxation relating to TP dispute since the release of MAP guidance by the Hong Kong
Inland Revenue Department (‘HKIRD’); and

2. Recent compliance review of transfer pricing documentation.

In detail

The first approved Hong Kong — Chinese Mainland MAP case in Hong Kong
resolving double taxation relating to TP dispute

In late 2023, PwC has successfully assisted in the conclusion of the first Hong Kong — Chinese Mainland
MAP case in Hong Kong for resolving double taxation relating to TP dispute for a MNE Group since the
release of MAP guidance by the HKIRD. This represents a major milestone for Hong Kong taxpayers that are
having related party transactions with group entities in Chinese Mainland, who are either facing or potentially
exposed to TP disputes in Chinese Mainland.

As a background of the case, the Chinese Mainland tax authority has concluded a lengthy TP audit
investigation on a Chinese Mainland subsidiary of our client MNE Group, concerning tangible goods
transaction with its Hong Kong related party. With the conclusion of the Chinese Mainland TP audit
investigation, significant additional tax payable was imposed on the Chinese Mainland subsidiary.

The Hong Kong taxpayer then proceeded with the formal application to initiate MAP with regards to the
concluded TP audit investigation in Chinese Mainland. Throughout the application process, PwC maintained
close communication with the HKIRD and the Chinese tax authorities on their review of the case, and
provided necessary technical support with regards to the merits of the case. The case was successfully
completed within 12 months — less than half of the expected target case settlement time by the Organisation
for Economic Co-operation and Development (‘OECD’) (i.e., 24 months). The HKIRD eventually granted
unilateral relief in full to the taxpayer to mitigate double taxation.

PwC'’s insights

With the approval and positive outcome of this landmark MAP case in Hong Kong, the HKIRD has
demonstrated its strong capability and supportive attitude in processing complex dispute concerning the
application of MAP relating to TP matters. It is encouraging to experience how the HKIRD efficiently and
consistently implements the dispute resolution mechanism under relevant tax treaties aligning with
international practice.

According to the 2022 statistics for MAP published by the OECD, we observed that a total of 7 MAP cases
related to TP were initiated in Hong Kong in 2022, which is a record high. This reflects an increase in TP
disputes between various tax authorities and multinational enterprises under the current challenging tax
environment, and the growing willingness for Hong Kong taxpayers to resolve double taxation through MAP.
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Hong Kong taxpayers that are exposed to double taxation arising from TP disputes in the Chinese Mainland or other tax
jurisdictions that have Double Taxation Agreements (‘DTA’) with Hong Kong may seek relief to minimise the impact of
double taxation through MAP. Nonetheless, before formally engaging in MAP, Hong Kong taxpayers should conduct
comprehensive risk and opportunity assessment for the application, observe relevant time limit for making MAP request,
and ensure proper action is taken during the process to achieve a positive outcome.

Compliance review of transfer pricing documentation

While transfer pricing documentation requirements have been introduced in the Inland Revenue (Amendment) (No.6)
Ordinance 2018 since 13 July 2018, it is observed that the HKIRD has been frequently issuing the form ‘Transfer Pricing
Documentation — Master File and Local File’ (‘Form IR1475’) to selected taxpayers, at the same time issuing queries on
the preparation obligations of Master File and Local File in connection with the disclosure made by taxpayers on
Supplementary Form S2 — Transfer pricing (‘S2 Form’) to their Profits Tax returns.

Here are some of our observations:

e As the transfer pricing documentation requirements in Hong Kong have been implemented for more than 5
years, the HKIRD'’s effort in the enhancement of TP compliance monitoring is a natural development in the
HKIRD’s TP administration journey.

e Hong Kong entities which have declared in the S2 Form to their Profits Tax returns that they are required to
prepare Master File and Local File may have received requests from the HKIRD to complete Form IR1475.
Meanwhile, it is also observed that Hong Kong entities which indicated ‘No’ on Section 1.2 of the S2 Form have
also received enquiries from the HKIRD to further explain their basis for such declaration.

e Form IR1475 can only be filled out electronically, which shall then be printed out for signature and submission to
the HKIRD. Any false, misleading, or inaccurate information declared on Form IR1475 might incur heavy
penalties on the Hong Kong entity, or even on the individual who signs off the form (e.g. manager, director of the
Hong Kong entity).

e One question in Form IR1475 asks whether the Master File or Local File was prepared within 9 months after the
end of accounting period, and only ‘Yes’ or ‘No’ can be selected. Although transfer pricing documentation is only
submitted upon request, these reports are expected to be completed by the preparation deadline, i.e. 9 months
after the end of the entity’s accounting period. Otherwise, penalties may apply.

PwC’s insights

With the HKIRD’s further effort in the enforcement of the transfer pricing documentation compliance regulations, it is
recommended that MNEs consider the following:

e Ensure compliance with transfer pricing documentation regulations: Hong Kong taxpayers should
cautiously assess whether they have the obligations to prepare transfer pricing documentation under Hong Kong
transfer pricing regulations and keep sufficient evidence to support their declaration in S2 Form. Hong Kong
taxpayers should keep track of the statutory deadlines and the required contents of transfer pricing
documentation stipulated under DIPN58. Especially under the current regulatory environment, maintenance of
transfer pricing documentation can serve as an effective first line of defence in case of enquiry from the HKIRD.

In addition, the enactment of global anti-base erosion (GIoBE) rules under Pillar Two of the OECD BEPS 2.0
package around the world would also set a higher standard for the consistent application of the arm’s length
principle in cross-border intercompany arrangements from a compliance perspective. The need to maintain a
holistic perspective in managing the disclosures in transfer pricing documentation is becoming increasingly
important.

o Review transfer pricing arrangements periodically to enhance compliance and reduce potential risks:
The issuance of Form IR1475 is becoming a regular process by the HKIRD to collect information on Hong Kong
taxpayers’ compliance with transfer pricing regulations. It is envisaged that the information collected by the
HKIRD would be leveraged to perform further analysis to identify risks in taxpayers’ TP positions, which forms
the basis of further enquiries, or even formal transfer pricing investigations for cases with significant transfer
pricing risks. Therefore, apart from complying with transfer pricing documentation requirements, Hong Kong
taxpayers should also periodically review the reasonableness of their transfer pricing arrangements to ensure
that the arm’s length principle has been complied with, and make any necessary changes to the current TP
model to lower the risks of potential transfer pricing controversies.

e Ensure an accurate implementation of supportable transfer pricing policies: Apart from ensuring a
supportable TP mechanism is in place, the accurate implementation of such mechanism is equally important.
Factors beyond control in the local market, such as unpredictable market fluctuations, operational halt and
2 PwC
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supply chain disruption may bring about undesirable impact on financial performance, where an inherent lag of
the intercompany pricing mechanism may create a gap between the actual and the expected profit levels under
the arm’s length result. Such risk is particularly relevant to Hong Kong entities with a limited risk
characterisation. In such instances, year-end TP adjustment is a frequently used tool by MNE Groups to align
profits with the economic realities of the Hong Kong entities and mitigate potential TP risks. However, it is also
crucial to ensure that impacts from business, accounting and indirect taxes perspectives are properly considered
and addressed.
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