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Hong Kong delays implementation of OECD Pillar Two rules including the IIR

to 2024 at the earliest

The Global Anti-Base Erosion rules (GIoBE rules) under
Pillar Two of the OECD BEPS 2.0 project seek to introduce a
global minimum effective tax of 15% through the Income
Inclusion Rule (IIR) and the Undertaxed Payment Rule
(UTPR)L.

The Secretary for Financial Services and the Treasury (the
SFST) has confirmed in a recent letter to stakeholders
including business chambers and multinational enterprises
(MNEs) that, in line with the delay of the implementation of
the GIoBE rules in other jurisdictions such as the European
Union and the United Kingdom, Hong Kong will also delay
the implementation of the IIR from the original OECD
timeline of 2023 to 2024 at the earliest.

As for the implementation of the UTPR and by extension the
domestic minimum top-up tax (DMT), no specific timeline
has been provided. The SFST only indicated that he will
continue to monitor the implementation targets of other
jurisdictions as regards those measures.

Previously, the Financial Secretary announced in the 2022-
23 Budget that, in addition to adhering to the OECD original
timeline for the implementation of the GIoBE rules, the
Government was also considering the introduction of a
domestic minimum top-up tax (DMT) starting from the year
of assessment 2024-25. The envisaged DMT would bring
the effective tax rate of in-scope MNEs up to the global
minimum effective tax rate of 15% in order to safequard
Hong Kong's taxing rights over economic activities
conducted by entities in Hong Kong.

The SFST indicated that he had already conducted a series
of consultation sessions with the stakeholders on the
implementation of the GIoBE rules in Hong Kong. One of the

points raised most consistently and overwhelmingly by
the stakeholders was the need for a sufficient lead-in
time before the GIoBE rules were implemented in Hong
Kong. The stakeholders pointed out that early
implementation of the GIoBE rules in Hong Kong ahead
of other jurisdictions would put Hong Kong's MNEs at a
disadvantaged position.

The SFST also indicated that the Government intends to
launch a consultation exercise towards the end of 2022
such that the consultation exercise can benefit from the
Implementation Framework for the GIoBE rules, which is
scheduled to be released by the OECD later this year.
The consultation exercise will then gauge the views of
stakeholders on how best to translate the GIoBE rules
into the domestic legislation and relevant requirements
for the purposes of implementing the GIoBE rules in
Hong Kong.

We welcome the Government'’s decision to defer the
implementation of the GIoBE rules in Hong Kong. In the
absence of a critical mass of jurisdictions implementing
the GIoBE rules, early implementation of these rules
would put Hong Kong's businesses at a competitive and
administrative disadvantage and risk causing a
relocation of economic activities away from Hong Kong.

Furthermore, the deferral would also give more time to
in-scope MNEs to get prepared in terms of process and
system upgrade for the collation of relevant data for the
complex tax reporting and compliance requirements
under the GIoBE rules.

Clients who need assistance in this regard should
contact their tax executives.

1. In October 2021, the Organisation for Economic Cooperation and Development (OECD) and G20 Inclusive Framework on Base Erosion and Profit Shifting (BEPS)
agreed a two-pillar approach to address the challenges arising in relation to the taxation of the digital economy. Pillar One focuses on the allocation of taxing
rights and seeks to undertake a coherent and concurrent review of the profit allocation and nexus rules; Pillar Two seeks to establish a co-ordinated system of
taxation intended to ensure in-scope MNEs (with a consolidated turnover of at least €750 million) pay the minimum level of tax on income arising in each of the
jurisdictions in which they operate. The rules create a "top-up tax" to be applied on profits in any jurisdiction whenever the effective tax rate, determined on a

jurisdictional basis, is below the minimum 15% rate.
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EY exists to build a better working world, helping to
create long-term value for clients, people and society
and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in
over 150 countries provide trust through assurance
and help clients grow, transform and operate.

Working across assurance, consulting, law, strategy,
tax and transactions, EY teams ask better questions
to find new answers for the complex issues facing our
world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients, nor does it
own or control any member firm or act as the headquarters of any
member firm. Information about how EY collects and uses personal
data and a description of the rights individuals have under data
protection legislation are available via ey.com/privacy. EY member
firms do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

About EY's Tax services

Your business will only succeed if you build it on a
strong foundation and grow it in a sustainable way. At
EY, we believe that managing your tax obligations
responsibly and proactively can make a critical
difference. Our 50,000 talented tax professionals, in
more than 150 countries, give you technical
knowledge, business experience, consistency and an
unwavering commitment to quality service — wherever
you are and whatever tax services you need.
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intended to be relied upon as accounting, tax, legal or other professional advice.
Please refer to your advisors for specific advice.

ey.com/china

Follow us on WeChat
Scan the QR code and stay up-to-date
2 with the latest EY news.




