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Requirement of Transfer Pricing Documentation
for Hong Kong Companies Proposed in the
Consultation Paper by The Hong Kong SAR
Government

The Hong Kong SAR (“HKSAR”)
Government issued a Consultation
Paper (the “Consultation Paper”) on 26
October 2016 for implementing
Organisation for Economic Co-operation
and Development (“OECD”)’s action
plan to counter Base Erosion and Profit
Shifting (“BEPS”) of enterprises. Among
the proposed measures, the measures
on transfer pricing documentation would
have greater impacts on Hong Kong
companies. The HKSAR Government
plans to introduce the relevant
amendment bill(s) into the Legislative
Council by mid-2017.

As proposed by the Consultation Paper,
all enterprises which carry on trades or
businesses in Hong Kong and engage in
transactions with associated enterprises
are required to prepare the master and
local files, except for enterprises which
can meet the safe-harbor rule below:

Safe-harbor rule — enterprises which
satisfy any two of the following three
conditions are not required to prepare
the master and local files: 1) total

Audit / Tax / Advisory

annual revenue not more than HK$100
million; 2) total assets not more than
HK$100 million; and 3) no more than
100 employees.

In addition, if multinational enterprises
(“MNEs”) with annual consolidated
group revenue equal to or exceeding
EUR750 million (or HK$6.8 billion), they
are required to file Country-by-Country
(“CbC”) report.

The below is OECD’s three-tier
approach for preparing transfer pricing
documentation and CbC report:

First tier — Master file: this mainly
provides a high-level overview of the
group of enterprises, transfer pricing
policies and the group’s financial and
tax positions;

Second tier — Local file: this mainly
provides detailed transaction, transfer
pricing and financial information of an
enterprise, including the comparability
analysis, functional and risk analysis,
transfer pricing analysis and conclusion;
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Crowe Horwath..

Transfer pricing services of Crowe
Horwath Tax Services (HK) Limited
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Disclaimer: The information (“Information”) contained in this
article has been prepared in general terms only and should
not be construed as any advice, opinion or recommendation.
We will not accept any liability or responsibility for any
loss whatsoever sustained by any party that relies on this
publication. Readers should seek professional advice before
making any financial and/or business decision.

Crowe Horwath Tax Services (HK) Limited is a member
of Crowe Horwath International, a Swiss verein (Crowe
Horwath). Each member firm of Crowe Horwath is a separate
and independent legal entity. Crowe Horwath Tax Services
(HK) Limited and its affiliates are not responsible or liable
for any acts or omissions of Crowe Horwath or any other
member of Crowe Horwath and specifically disclaim any and
all responsibility or liability for acts or omissions of Crowe
Horwath or any other Crowe Horwath member.
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Third tier — CbC report: this sets out the
amounts of revenue, profits/loss and tax
paid as well as certain indicators of
economic activities for each jurisdiction
in which an MNE group operates.

In accordance with the requirements for
transfer pricing documentation set out in
the Consultation Paper, we have developed
the following risk assessment flowchart.
If an enterprise has undergone the
following flowchart and falls into the red
zone, it indicates that the possibility of the
enterprise being subject to the mandatory
requirement to prepare the transfer pricing
master file and local file is high. In this
case, please contact our transfer pricing
team of Crowe Horwath Tax Services (HK)
Limited as soon as possible.

Company or Permanent Establishment
of an overseas company
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Carry out trade or business in Hong Kong?
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Engage in transaction with an associated

enterprise?
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Not required to prepare the
Master file and Local file
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Total assets

more than More than 100

employees
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HK$100 million
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Preparation of the Master file
and Local file is required
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