HONG KONG TAX ALE

ISSUE 6 | June 2016

Lol O

CRS/ AEOI: Hong Kong legislation gazetted

The Hong Kong government gazetted the Inland Revenue (Amendment) (No.3)
Ordinance 2016 on 30 June 2016. This enables Hong Kong to implement the latest
international standard for the automatic exchange of financial account information

(AEQOI) from 1 January 2017.

Summary

e The Inland Revenue
(Amendment) Bill 2016
was passed by the
Legislative Council on 22
June 2016

e Hong Kong will adopt CRS
from 1 January 2017 and
undertake the first
exchange of information in
2018

e CRS requires reporting
financial institutions to
identify and report overseas
tax residents holding
financial accounts

e This would impose new
compliance requirements
on reporting financial
institutions in Hong Kong,
including registration, due
diligence, reporting and on-
going monitoring

The OECD Common Reporting Standard (CRS) represents a globally
coordinated approach to the disclosure of financial information of individuals
and organisations outside their country of tax residence. After the passage of
the Inland Revenue (Amendment) Bill 2016 in the Legislative Council on 22
June 2016, CRS will be effective in Hong Kong beginning 1 January 2017. Over
100 jurisdictions have committed to CRS to-date. Reporting financial
institutions which are headquartered or have operations in these jurisdictions
will need to have processes and procedures in place to meet their CRS
obligations.

Under the CRS framework, a reporting financial institution in Hong Kong is
required to identify and report to the Hong Kong Inland Revenue Department
(IRD) financial accounts held by tax residents of overseas reportable
jurisdictions (including individuals, entities and controlling persons of certain
entity accounts) on an annual basis starting from 2018.

The basic requirements behind CRS are similar to the US Foreign Account
Compliance Act (FATCA). However, there are some key differences between
the two regimes. In particular, CRS is based upon tax residence rather than US
citizenship under FATCA. Although the OECD provides on its AEOI website an
overview of the tax residency rules applicable in jurisdictions that are
committed to automatically exchanging information under the CRS, it is worth
noting that the laws regarding tax residency are complicated and could be
modified by applicable double tax treaties. Hence, the review procedures
expected of reporting financial institutions in determining whether the tax
status claimed by account holders is reasonable may not be straightforward.

Another major difference is the increased scope and volume of reporting. CRS
does not provide for exemptions available to certain low-risk financial
institutions available under FATCA. Further, CRS does not provide the option of
electing a de minimis threshold for individual account holders. Therefore, all of
a reporting financial institution’s individual accounts are subject to review and
potential reporting under CRS. This, combined with the fact that the review
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must be done with respect to multiple reportable jurisdictions (rather than only
US accounts under FATCA), means that reporting financial institutions will have
to collect and remit information on significantly more accounts under CRS. This
could pose additional operational burdens and associated cost increases for
reporting financial institutions. With the CRS requirements effective in Hong
Kong in 6 months’ time, financial institutions are encouraged to start planning
for CRS and should look to develop a sustainable IT architecture that caters for
remediation and reporting under this new international standard.

We set out below a few key questions that financial institutions should be
considering for a successful implementation of CRS:

CRS programme design principles

e Who should have ownership of this initiative?

e  How do you structure an effective CRS program?

e  What objectives drive your approach?

. How to manage uncertainty, conflict and consistency?

CRS impact assessment

e What parts of the business are in scope?

e How big is the challenge?

e  Should the business model change?

e  What needs to be implemented by whom?

CRS design & implementation plan

° What activities, effort, skills and budget are required?
. Who needs to be involved?
o Who oversees decisions?

CRS signoff

e Who will sign off on the CRS return to the IRD?
e What needs to be assured to be able to sign off?
e Who will be responsible for the record retention?

The full Inland Revenue (Amendment) Ordinance 2016 may be found here.

Our previous tax alerts on the CRS developments in Hong Kong are accessible
below:

2016
Issue 1: CRS/ AEOI: Hong Kong bill gazetted

2015
Issue 10: CRS/AEOQOI: Hong Kong responds to consultation

Issue 7: Hong Kong launches the Consultation on Automatic Exchange of
Information
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