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Hong Kong IRD to start
accepting BAPA requests

Background

In 2009, the Hong Kong Inland Revenue Department (the HKIRD) released
two transfer pricing related Departmental Interpretation and Practice
Notes (DIPN). While DIPN No. 46 and DIPN No. 45 described the HKIRD's
general view with respect to transfer pricing and Mutual Agreement
Procedures, they were largely silent on the availability of an Advance
Pricing Arrangement (APA) under the various Comprehensive Double
Taxation Agreements (CDTAs) signed by Hong Kong. However, when the
HKIRD created a new directorate to intensify its efforts in expanding Hong
Kong's CDTA network in April 2011, it noted the additional resources will
also be directed towards the following areas:!

» To continue active participation in international exchanges on taxation
matters

» To prepare for peer review by the OECD Global Forum

» To cope with the increasing efforts and complexity of CDTAs including
Competent Authority program under MAP articles

» To implement an APA program

With respect to the last point of developing an APA program, the HKIRD
has now indicated that it plans to roll out its program in April 2012
according to a recent seminar organized by the HKIRD.

Latest development in Hong Kong's APA program

» The HKIRD has indicated that it plans to start accepting APA applications
from April 2012.

» A new set of DIPN will likely be issued shortly before the roll out of the
APA program. Prior to the official issuance of the new DIPN, there will be
a consultation process.

1 http://www.legco.gov.hk/yr10-11/english/fc/esc/papers/e10-15e.pdf.
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» It is understood that in order to deploy its resources Hong Kong's current double taxation agreement
strategically and efficiently, the HKIRD may only network

entertain bilateral APA (BAPA) applications initially. The APA program will generally be applicable to

> However, during a BAPA process, if an agreement is jurisdictions/trading partners with which Hong Kong
not reached with the CDTA partner, the HKIRD may has concluded a CDTA. As of the date of preparation of
alternatively agree to proceed with a unilateral APA. this Alert, Hong Kong has concluded 22 CDTAs, and 12
other CDTAs are under negotiation.

22 CDTAs concluded by Hong Kong
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12 CDTAs under negotiation by Hong Kong
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Ernst & Young commentary substantial information being collected and analyzed
both by the taxpayer and the relevant tax authorities,
you may wish to begin evaluating your options prior to
the roll out of the Hong Kong APA program.

When the APA measures are finalized, it will mark
the first time Hong Kong recognizes APA. As typical
financial services intercompany transactions are
relatively large and complex, it may be time to evaluate  Additionally, if there are any comments or feedback

whether a BAPA is an appropriate tool to improve on the APA program for the HKIRD, please feel free to
certainty with respect to tax treatment. As the BAPA contact us and we will ensure they are reflected to the
application and negotiation process can often involve HKIRD.
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