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INTRODUCTION 
 
 At the meeting of the Executive Council on 21 November 2017, the 
Council ADVISED and the Chief Executive ORDERED that the Inland 
Revenue (Amendment) (No. 6) Bill 2017 (“the Bill”), at Annex A, should 
be introduced into the Legislative Council (“LegCo”). 
 
 
JUSTIFICATIONS 
 
2. Base Erosion and Profit Shifting (“BEPS”) refers to exploitation of 
the gaps and mismatches in tax rules by multinational enterprises (“MNEs”) 
to artificially shift profits to low or no-tax locations where there is little or 
no economic activity.  The Organisation for Economic Co-operation and 
Development (“OECD”) has estimated that global tax revenue losses due 
to BEPS range from USD100 billion to USD240 billion a year.  The OECD 
released a package of 15 action plans in October 2015 to counter BEPS.  In 
June 2016, Hong Kong indicated its commitment to implementing the 
BEPS package. 
 
3. A consultation exercise we conducted in late 2016 revealed broad 
support for our proposed implementation strategy, which focuses on the 
codification of the transfer pricing principles into the Inland Revenue 
Ordinance (Cap. 112) (“IRO”) and the four minimum standards of the 
BEPS package, i.e. imposing country-by-country (“CbC”) reporting 
requirements, improving the cross-border dispute resolution mechanism, 
countering harmful tax practices and preventing treaty abuse, as well as 
measures of direct relevance to their implementation.  The majority of 
respondents also agreed that we should uphold Hong Kong’s simple and 
low tax regime; that a pragmatic approach should be adopted so as to 
minimise the compliance burden on businesses, particularly small and 
medium enterprises; and that the changes should be implemented in a 
progressive manner.  We issued a report on the outcome of the consultation 

A 
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in July 2017.  The key elements of the legislative proposals are set out 
below. 
 
Transfer Pricing Regulatory Regime 
 
4. Transfer pricing refers to the setting of prices for transactions of 
goods, services and intangible property between associated enterprises.  
The internationally agreed standard for setting transfer prices is the arm’s 
length principle.  At present, the Inland Revenue Department (“IRD”) 
relies on the general provisions in the IRO and its Departmental 
Interpretation and Practice Notes (“DIPNs”) to deal with transfer pricing 
issues.  IRD has all along been applying the arm’s length principle to 
transactions between associated enterprises in accordance with the 
OECD’s guidelines. 
 
5. We propose to codify the OECD’s transfer pricing rules into the IRO 
so that the transactions between associated enterprises in Hong Kong will 
be taxed on the basis that they are effected at arm’s length.  The proposed 
fundamental transfer pricing rule (“fundamental rule”) requires an 
adjustment of the profits or losses of an enterprise where the actual 
provision made or imposed between two associated persons1 departs from 
the provision which would have been made between independent persons 
and that has created a tax advantage. 
 
6. We propose to apply the fundamental rule to cases where the 
affected persons are associated, including transactions of assets and 
services as well as financial and business arrangements between different 
parts of an enterprise, such as between head office and a permanent 
establishment.  Given the unique nature of intellectual property (“IP”) and 
the lack of comparables, we propose to introduce specific provisions in the 
IRO to ensure that a person carrying out the functions of development, 
enhancement, maintenance, protection or exploitation for an IP in Hong 
Kong will be taxed on the basis of that person’s contribution in carrying 
out such functions. 
 
7. To ensure compliance with the fundamental rule, we propose to 
introduce an administrative penalty relating to transfer pricing.  Noting that 
transfer pricing is not an exact science and having regard to international 
practices, we propose to set the administrative penalty at a level lower than 
the existing one for other non-compliances under section 82A of the IRO.  
Specifically, the taxpayer will be liable to an administrative penalty by way 

                                                      
1 Two persons are associated where one person is directly or indirectly participating in the management, 

control or capital of the other person, or a third person is so participating in the same of both persons. 
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of additional tax not exceeding the amount of tax undercharged (vis-à-vis 
an amount trebling the tax undercharged, as currently imposed for 
incorrect return and other matters under section 82A of the IRO).  That said, 
we will not rule out the possibilities of imposing more stringent penalty or 
initiating criminal prosecutions on blatant cases in accordance with 
relevant provisions of the IRO. 
 
8. IRD has been implementing an advance pricing arrangement 
(“APA”) regime which seeks to provide enterprises with an opportunity to 
reach prior agreement with IRD on the method of applying the arm’s 
length principle to major or material transactions or arrangements between 
associated enterprises.  With the implementation of statutory transfer 
pricing rules, we anticipate a rising demand for APAs, particularly for 
high-value transactions within large enterprise groups.  We therefore 
propose to put in place a statutory APA regime to cater for unilateral, 
bilateral and multilateral APAs2.  We will set out the key provisions in the 
IRO and elaborate the details in the DIPNs of IRD. 
 
Transfer Pricing Documentation and CbC Reporting 
 
Master File and Local File 
 
9. We propose to mandate the relevant enterprises in Hong Kong to 
prepare the transfer pricing documentation, namely master file, local file 
and CbC report 3 .  This three-tier standardised approach requires an 
enterprise to articulate consistent transfer pricing position and provide the 
tax administration with useful information for assessing transfer pricing 
risks. 
 
10. As regards the preparation of master file and local file, we propose 
to provide exemption so as to minimise compliance burden on the business 
sector.  Specifically, an enterprise engaging in transactions with associated 

                                                      
2 Unilateral APAs involve agreement between the taxpayer and one tax administration. Meanwhile, 

taxpayers may also enter into APAs with more than one tax administration, i.e. bilateral or 
multilateral APAs, through the mutual agreement procedure under Comprehensive Avoidance of 
Double Taxation Agreements (“CDTAs”). 

 
3 A master file gives high-level overview of the group of enterprises, including the global business 

operations, transfer pricing policies and global allocation of income.  A local file provides detailed 
transactional transfer pricing information specific to the enterprise in each jurisdiction, including 
details of material related party transactions or arrangements undertaken by the enterprise and 
associated enterprises involved, amount involved in those transactions or arrangements and transfer 
pricing analysis with respect to those transactions or arrangements.  A CbC report sets out the 
amounts of revenue, profits and tax paid as well as certain indicators of economic activity such as 
number of employees, stated capital, retained earnings and tangible assets for each jurisdiction in 
which an MNE group operates. 
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enterprises will not be required to prepare a master file and a local file if 
they can meet either one of the following exemption criteria –  

 
(a)  Exemption based on size of business 

 
An enterprise which satisfies any two of the conditions below 
will not be required to prepare a master file and a local file –  

 
(i)  total annual revenue not more than HK$200 million;  
 
(ii) total assets not more than HK$200 million; and 
 
(iii) not more than 100 employees. 

 
(b) Exemption based on value of related party transactions 

 
If the amount of a category of related party transactions for the 
relevant accounting period is below the prescribed threshold, 
an enterprise will not be required to prepare a local file for 
that particular category of transactions –  

 
(i) transfers of properties (other than financial assets and 

intangibles): HK$220 million;  
 
(ii) transactions in respect of financial assets: 

HK$110 million;  
 
(iii) transfers of intangibles: HK$110 million; and 
 
(iv) any other transactions (e.g. service income and royalty 

income): HK$44 million. 
 
If an enterprise is fully exempted from preparing a local file (i.e. its 
related party transactions of all categories are below the prescribed 
thresholds), it will not be required to prepare a master file either.  
This exemption criterion follows the Mainland’s exemption 
threshold for related party transactions. 
 

11. In line with the prevailing retention requirement for business records 
under section 51C of the IRO, relevant enterprises will be required to retain 
master files and local files for not less than seven years after the end of the 
relevant accounting period.  The information to be included in the master 
files and local files are specified in the Bill, whilst the operational details 
will be set out in a DIPN of IRD as appropriate. 
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CbC Reporting 
 
12. As mandated by the OECD, MNEs with annual consolidated group 
revenue not less than EUR750 million (or HK$6.8 billion) would be 
required to file CbC reports.  We propose to impose the primary obligation 
of filing CbC reports on the ultimate parent entities of MNEs that are 
resident in Hong Kong.  Constituent entities of MNEs in Hong Kong could 
be subject to a secondary filing obligation if the ultimate parent entity is 
in a jurisdiction that does not require the filing of CbC reports or does not 
exchange such reports with Hong Kong.  In such circumstances, an MNE 
group may also be allowed, under the surrogate filing arrangement, to 
authorise a constituent entity in Hong Kong to file CbC reports to IRD on 
behalf of the group for exchange with other jurisdictions.  The proposed 
filing requirement will apply to an accounting period commencing on or 
after 1 January 2018.  Given that some jurisdictions have implemented 
CbC reporting since 2016, we will introduce a voluntary filing 
arrangement whereby the ultimate parent entity of an MNE group that is 
resident in Hong Kong would be allowed to voluntarily submit its CbC 
reports in respect of an accounting period commencing between 1 January 
2016 and 31 December 2017 to IRD for exchange with other jurisdictions, 
with a view to relieving the constituent entities of the MNE group in 
overseas jurisdictions of the secondary filing obligation for that accounting 
period. 
 
13. Modelled on the arrangements for financial institutions in respect of 
the Automatic Exchange of Financial Account Information in Tax Matters, 
which has already been put in place in Hong Kong by legislation, we 
propose to allow a reporting entity to engage a service provider to furnish a 
CbC report and give relevant notifications on its behalf.  Penalty and 
offence provisions are made in respect of matters such as failing to file 
reports or notifications, providing misleading, false or inaccurate 
information, or omitting information in CbC reports furnished by the 
reporting entity.  Some of the penalty and offence provisions will also 
apply to the service providers engaged by the reporting entity.  We propose 
to ride on the Multilateral Convention on Mutual Administrative 
Assistance in Tax Matters (“Multilateral Convention”) 4  as the main 
platform for exchanging CbC reports with other jurisdictions.  Signatory 

                                                      
4  The multilateral route is more efficient and effective than the bilateral approach that Hong Kong has 

relied on so far.  The Central People’s Government has given in-principle approval for extending the 
application of the Multilateral Convention to Hong Kong.  We introduced into LegCo on 18 October 
2017 an amendment bill for, amongst others, empowering the Chief Executive in Council to give 
effect to the Multilateral Convention in Hong Kong.  The bill is currently under scrutiny by LegCo. 
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jurisdictions of the Multilateral Convention and the relevant competent 
authority agreements need to observe requirements in respect of protection 
of personal data, confidentiality and appropriate use of the information 
exchanged.  The OECD will conduct reviews to ensure compliance with 
such requirements.  IRD may also suspend exchange of information if 
there is significant non-compliance by another tax authority. 
 
Dispute Resolution Mechanism 
 
14. Jurisdictions may at times have divergent views on the interpretation 
and application of BEPS measures.  We anticipate that there will be more 
treaty-related disputes requiring resolution via the mutual agreement 
procedure (“MAP”)5  or arbitration.  To ensure effective and efficient 
resolution of these disputes in a timely manner, we propose to put in place 
a statutory dispute resolution mechanism to replace the current mechanism 
which relies on administrative rules in the DIPNs of IRD.  The statutory 
dispute resolution mechanism will encompass the following features –  
 

(a) a taxpayer may present a case for MAP and/or arbitration 
under the relevant CDTA; 

 
(b) the Commissioner of Inland Revenue (“the Commissioner”) 

may give a notice requiring the taxpayer to provide 
information regarding the case; 

 
(c) the Commissioner may request the taxpayer to reimburse or 

pay any costs and reasonable expenses incurred in the course 
of the MAP and arbitration; and 

 
(d) the Commissioner must give effect to any solution 

unilaterally arrived at by the Commissioner or agreement 
reached with the other tax authority concerned in the course 
of the MAP or arbitration, and any decision delivered by 
arbitrators in the case of arbitration. 

 
Double Taxation Relief 
 
15. With the implementation of statutory transfer pricing rules and 
continued expansion of the CDTA network, we envisage that more claims 

                                                      
5   Under MAP, where a taxpayer considers that the actions of one or both contracting parties result in 

taxation not in accordance with the CDTA, he is allowed to present the case to the tax authority of his 
resident jurisdiction.  If the case cannot be resolved unilaterally by the tax authority of the resident 
jurisdiction, the tax authorities of both sides will endeavour to resolve the case by mutual 
agreement. 
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for relief from double taxation6 by way of tax credit will be lodged in the 
future.  We propose to enhance the current tax credit system by –  
 

(a) extending the period for claiming tax credit from two years 
to six years7; 

 
(b) requiring a taxpayer to minimise its foreign tax liability by 

making full use of all other available relief under CDTAs and 
the local legislation of foreign jurisdictions before resorting 
to tax credits; and 

 
(c) mandating taxpayers to notify IRD of any adjustment to their 

foreign tax payments which may result in tax credit granted 
being excessive. 

 
Amendments to preferential tax regimes 
 
16. The OECD has all along reviewed preferential tax regimes relating 
to income from geographically mobile activities (such as financial and 
other service activities) of all participating jurisdictions.  In determining 
whether a preferential tax regime fails to meet the international standards 
on countering BEPS, the OECD would take into account a number of 
factors, including whether the regime is ring-fenced from the domestic 
economy8 and whether it meets the substantial activities requirement9.  
Meanwhile, the European Union (“EU”) released a list of 
“non-cooperative” tax jurisdictions on 5 December 2017 and fair taxation 
is one of the evaluation criteria10.  For non-cooperative tax jurisdictions 
identified by the OECD and the EU, they could be subject to defensive 
                                                      
6  At present, Hong Kong provides for relief from juridical double taxation in relation to CDTA states 

by way of tax credit under section 50 of the IRO.  Juridical double taxation occurs where the profits of 
a Hong Kong enterprise arising from its operation in a CDTA state are adjusted upwards without a 
corresponding downward adjustment in the same enterprise’s profits from its operation in Hong 
Kong. 

 
7  The extended period for claiming tax credit would be the same as the current time limit for correction 

of assessment due to error or omission under section 70A of the IRO. 
 
8  Ring-fencing occurs when the applicability of a preferential regime is limited to foreign transactions.  

In such circumstances, the tax base of the jurisdictions from which the geographically mobile 
activities are attracted will be eroded, whilst the domestic tax base of the jurisdiction providing the 
regime will not be affected. 

 
9  To meet the substantial activities requirement mandated by the OECD, a jurisdiction should provide 

tax concessions only to qualifying taxpayers who undertake core income generating activities in that 
jurisdiction. 

 
10  On 5 December 2017, the EU published a list of non-cooperative tax jurisdictions.  17 jurisdictions 

were included in the list for failing to meet the EU’s requirements on fair taxation, tax transparency 
and implementation of anti-BEPS standards.  The list will be updated at least once a year.   
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measures in both tax and non-tax areas.  The measures include imposition 
of withholding tax, non-deductibility of cost, etc.  It is essential for Hong 
Kong to meet the requirements of the OECD and the EU so as to maintain 
our reputation as an international financial centre.   
 
17. To meet our commitments made to the OECD and the EU, we 
propose to amend three tax regimes which were introduced to promote the 
development of corporate treasury centres (“CTC”), professional 
reinsurance and captive insurance.  At present, only profits derived from 
foreign transactions are entitled to the half-rate concessions under these 
regimes.  We propose to revise these three tax regimes by extending the 
half-rate concessions to profits derived from domestic transactions.  The 
revised regimes will become effective from the year of assessment 2018/19 
onwards.   
 
18. As regards the substantial activities requirement, the OECD expects 
that qualifying taxpayers should employ an appropriate number of 
full-time qualified employees and at least incur a specified amount of 
operating expenditure in the jurisdiction that offers the tax concessions.  In 
this connection, we propose to incorporate the substantial activities 
requirement in the tax regimes for CTC, professional reinsurers, captive 
insurers, ship owners, aircraft lessors and aircraft leasing managers.  After 
the relevant bureaux have consulted their stakeholders on the detailed 
arrangement, the Commissioner will specify the detailed thresholds (i.e. 
minimum number of full-time qualified employees and minimum amount 
of operating expenditure), which are applicable to all taxpayers who enjoy 
the tax concessions, in a notice to be published in the Gazette.  Such notice 
is a piece of subsidiary legislation, which will be subject to negative 
vetting by the LegCo. 
 
 
OTHER OPTIONS 
 
19. We must amend the IRO in order to give effect to the proposals 
above.  There is no other viable option. 
 
 
THE BILL 
 
20. The main provisions of the Bill are as follows –   
 
(a) Clause 9 adds a new Part 8AA to the IRO to the effect as follows –  
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(i) Apart from defining relevant terms, Division 1 applies Part 
8AA to determining property tax, salaries tax and profits tax 
and requires the Part to be read in a way that best secures 
consistency between its effect and the effect given to Articles 
7 and 9 of the Model Tax Convention on Income and on 
Capital (“Model Tax Convention”) approved by the OECD; 

 
(ii) New Division 2 of the new Part 8AA incorporates the 

international transfer pricing rules.  A person’s tax liability 
under the IRO is to be determined on the basis that the 
person’s transactions with an associated person are effected at 
arm’s length.  A person who would have a Hong Kong tax 
advantage if taxed on the basis of a non-arm’s length provision 
(“advantaged person”) will have income adjusted upwards or 
loss adjusted downwards 11 .  Similarly, the income of an 
enterprise attributable to its permanent establishment in Hong 
Kong is to be determined as if the permanent establishment 
were a distinct and separate enterprise.  Schedule 17G (added 
by Clause 10) contains rules for determining whether a person 
has a permanent establishment in Hong Kong; 

 
(iii) Division 3 of the new Part 8AA provides that, after adjustment 

to tax assessment is made on the advantaged person to reflect 
the arm’s length provision, corresponding relief may be 
applied for by the disadvantaged person (which means the 
person who would suffer a tax disadvantage if taxed on the 
basis of the non-arm’s length provision) to avoid double 
taxation.  Similar relief applies in relation to transactions 
between parts of an enterprise in different territories; and 

 
(iv) Under Division 4 of the new Part 8AA, a person and the 

Commissioner may, by an APA, agree in advance on a method 
for resolving pricing issues for the purposes of the above 
transfer pricing rules.  The new Schedule 17H (added by 
Clause 10) supplements Division 4 by providing for an 
application for an APA and fees payable for the application; 

 
(b) Clause 13 adds a new section 15BA to the IRO to provide for 

adjustments to taxable profits or allowable losses to reflect any 
appropriation from or into trading stock or any acquisition or 

                                                      
11  The expression provision is broadly equivalent to the expression condition made or imposed in 

Article 9 of the Model Tax Convention. 
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disposal of trading stock other than in the course of trade at market 
value; 

 
(c) Clause 14 adds a new section 15F to the IRO.  A person who has 

contributed in Hong Kong to the development, enhancement, 
maintenance, protection or exploitation of an IP will be taxed on 
such part of the sum accruing in respect of its exhibition or use or 
related rights as is attributable to the contribution even if the sum 
accrues to the person’s associate; 

 
(d) Clauses 16 and 17 add a new Part 9A and a new Schedule 17I to 

the IRO to provide for requirements for transfer pricing 
documentation –  

 
(i) Division 2 of the new Part 9A (i.e. the new section 58C) 

requires a Hong Kong entity of a group in the extended sense 
to prepare, for each accounting period, a master file and a local 
file and to retain the files for 7 years.  More specifically, the 
term “group in the extended sense” essentially means a 
collection of enterprises (whether all or any of them are local 
enterprises) required to prepare consolidated financial 
statements for financial reporting purposes under applicable 
accounting principles but is taken to cover a single enterprise 
in a territory if the enterprise carries on business through a 
permanent establishment in another territory; 

 
(ii) The new Schedule 17I specifies criteria for exemption from 

the requirement to keep files based on size of revenue and 
assets and number of employees of the entity concerned or the 
value of controlled transactions (as defined in that Schedule).  
It also specifies information about the group and the entity 
itself that must be contained in the master file and local file; 
and 

 
(iii) Division 3 of the new Part 9A gives effect to the OECD’s CbC 

reporting requirements –  
 

(1) Under the new section 58D, the requirements for filing a 
CbC return only apply to a reportable group (which 
means an MNE group whose annual consolidated group 
revenue reaches the specified threshold amount); 

 
(2) The new sections 58E(1) and 58F set out requirements 

for the ultimate parent entity or other entities of a 
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reportable group to file CbC returns for each accounting 
period beginning on or after 1 January 2018 if the 
ultimate parent entity has, or the other entities have, a 
Hong Kong connection.  As a transitional measure, the 
new section 58E(2) provides for voluntary filing of a 
CbC return by an ultimate parent entity resident in Hong 
Kong for an accounting period beginning on or after 1 
January 2016 but before 1 January 2018; 

 
(3) The new section 58G empowers an assessor to require an 

entity to file a CbC return; and 
 
(4) The new section 58H sets out requirements for filing a 

notification containing information relevant for 
determining the obligation for filing a CbC return; 

 
(e) Clause 8 (in so far as it adds a new section 50AAB to the IRO) 

enables effect to be given to solutions resulting from the MAP 
and/or arbitration under CDTAs, resolving disputes arising under 
the agreements.  The solutions can be agreed between the 
Commissioner and competent authorities of the territories 
concerned.  The new section also provides for the Commissioner’s 
related powers in requiring information and in seeking 
reimbursement for costs and reasonable expenses incurred; 

 
(f) Clauses 3 to 7 and Clause 8 (in so far as it adds a new section 

50AA to the IRO) make miscellaneous amendments relating to 
existing unilateral double taxation relief and tax credit allowed 
under CDTAs; 

 
(g) Clauses 19 to 22 amend sections 80, 82 and 82A of the IRO and 

add new sections 80G to 80J to the IRO to provide for offences and 
additional tax for failure to comply with the requirements under 
new sections 50AA and 50AAB, and Parts 8AA and 9A, or for 
providing misleading, false or inaccurate information or omitting to 
provide information in connection with those provisions; 

 
(h) Clause 23 amends the fees for an application for advance ruling 

under section 88A of the IRO; and 
 
(i) Clauses 24 to 32 amend the requirements relating to certain 

preferential tax regimes so as to meet the international standards 
promulgated by the OECD – 
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(i) Clauses 24 to 26 and 29 to 30 amend the IRO to revise the 
preferential tax regimes to extend the profits tax concessions 
to authorized captive insurers, professional reinsurers and 
CTCs in respect of their domestic profits. The application of 
the anti-abuse provisions in section 16 of the IRO is also 
extended to situations where profits tax concessions are 
claimed under section 14B or 14D of the IRO; and 

 
(ii) Clause 32 adds a new section 26AB to the IRO to provide that 

profits tax concessions under sections 14B, 14D, 14H, 14J and 
23B of the IRO are available only if the threshold requirement 
is met. The Commissioner is empowered to prescribe the 
threshold requirement by a notice published in the Gazette. 

 
 

LEGISLATIVE TIMETABLE 
 
21. The legislative timetable is as follows –  
 

Publication in the Gazette 29 December 2017 

First Reading and commencement 
of Second Reading debate 
 

10 January 2018 
 

Resumption of Second Reading 
debate, committee stage and Third 
Reading 

To be notified 

 
 
IMPLICATIONS OF THE PROPOSAL 
 
22. The proposal is in conformity with the Basic Law, including the 
provisions concerning human rights.  The proposal will not affect the 
binding effect of the existing provisions of the IRO and its subsidiary 
legislation.  It has no environmental, gender, family, productivity or 
sustainability implications.  The economic, financial and civil service 
implications of the proposal are set out in Annex B. 
 
 
PUBLIC CONSULTATION 
 
23. We conducted a consultation exercise from 26 October to 31 
December 2016 on the legislative proposals to implement the BEPS 
package.  A total of 26 written submissions from 23 organisations and 

B 
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three individuals were received.  During the consultation period, we also 
organised two engagement sessions with key stakeholders.  There is broad 
support for the Government’s proposal to introduce measures for 
complying with various BEPS-related requirements.  We briefed the 
LegCo Panel on Financial Affairs on the legislative proposals in December 
2016 and Panel members raised no objection to our proposals. 
 
 
PUBLICITY 
 
24. We will issue a press release on 27 December 2017.  A spokesperson 
will be available to answer media and public enquiries. 
 
 
BACKGROUND 
 
25. The BEPS package was first launched by the Group of Twenty 
(“G20”) and the OECD in 2013.  The ultimate objective of the BEPS 
package is to restore public confidence in tax systems and level the playing 
field for businesses through international cooperation.  G20 and the OECD 
have called on all countries and jurisdictions to join an inclusive 
framework for implementing the BEPS package.  As at 14 December 2017, 
110 jurisdictions, including Hong Kong, have joined the inclusive 
framework. 
 
 
ENQUIRIES 
 
26. Enquiries on this Brief can be addressed to Mr Stephen Lo, Principal 
Assistant Secretary for Financial Services and the Treasury (Treasury) at 
2810-2317. 
 
 
 
Financial Services and the Treasury Bureau 
27 December 2017 
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Annex B 
 

Economic, Financial and Civil Service 
Implications of the Proposal 

 
 
Economic Implications 
 
  In terms of economic implications, the proposal will demonstrate 
Hong Kong’s commitment to combating cross-border tax evasion.  This 
is particularly crucial for Hong Kong to preserve our competitiveness and 
reputation as an international financial and business centre, and to avoid 
being listed as a “non-cooperative” tax jurisdiction. 
 
2.  The proposal will incur additional compliance costs on 
enterprises.  Nevertheless, since we are going along with international 
standards, Hong Kong enterprises should not be any worse off than those 
in other tax jurisdictions.  Since we will implement the minimum 
standards of the Base Erosion and Profit Shifting (“BEPS”) package only 
and provide exemptions where appropriate, we have made our best efforts 
to reduce enterprises’ compliance burdens.  On balance, we consider 
that implementation of the BEPS package is in line with the overall 
interest of Hong Kong. 
 
 
Financial and Civil Service Implications 
 
3.  Additional resources have been earmarked for the Financial 
Services and the Treasury Bureau and the Inland Revenue Department in 
2017-18 and beyond to cope with treaty negotiations, stakeholders’ 
engagement, legislative exercises and implementation work arising from 
international tax cooperation. 
 
4.  As regards the proposed amendments to certain preferential tax 
regimes, the tax revenue forgone arising from the extension of tax 
concessions to profits derived from domestic transactions is expected to 
be insignificant.  The proposed measures may encourage investment in 
the relevant sectors and generate more revenue for the Government.   


