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[Global Tax Reset Il Series]

Hong Kong defers the implementation of
Pillar Two

The Financial Services and the Treasury Bureau (FSTB) recently issued a

letter to various stakeholders and provided the latest update on the
implementation of Pillar Two in Hong Kong.

Hong Kong and more than 130 jurisdictions agreed the OECD's two-pillar
solution (BEPS 2.0) in October 2021 to address tax challenges arising
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from the digitalization of the economy. The Financial Secretary
mentioned in the 2022-23 Budget that the Government planned to
implement the global minimum tax regime (i.e. Pillar Two of BEPS 2.0%)
in accordance with the international consensus.

Despite of the original timeline for bringing Pillar Two into effect in 2023,
the OECD recently acknowledged that there was a slight delay in the
implementation. Most jurisdictions are now planning for an entry into
force of Pillar Two in 2024. In this regard, Hong Kong reviewed and
adjusted its timetable accordingly.

We summarize the key updates on the implementation of Pillar Two in
Hong Kong below:

e The implementation of Income Inclusion Rule (lIR) will be deferred to
2024 at the earliest?.

e The legislative proposal to implement the global minimum tax
regime will be introduced to the Legislative Council in 20233,

e Timing for implementation of Undertaxed Payment Rule (UTPR) and
domestic minimum top-up tax (DMT) will be reviewed and
determined with reference to other jurisdictions®.

e The FSTB plans to launch a consultation exercise on how to bring the
OECD rules into domestic legislation and the relevant requirements
for implementing the global minimum tax regime in Hong Kong
towards the end of 2022.

The Hong Kong government adjusted the timeline for implementing the
global minimum tax regime in Hong Kong having regard to the views
collected from various stakeholders and the latest progress of other
jurisdictions. We are pleased to see that the government is open to
views and appreciate its flexibility in adjusting the implementation plan
with reference to other jurisdictions. The delay in implementation of
global minimum tax regime can allow more time for the affected
multinational enterprises to get prepared for the global minimum tax
regime. We will keep you updated of the latest development.

1Pillar Two of BEPS 2.0 introduces a global minimum effective tax rate of 15% through the
Income Inclusion Rule (lIR) and the Undertaxed Payment Rule (UTPR).

2The original plan was to implement IR in 2023.

3The Government originally announced in the 2022-23 Budget that it planned to submit the
legislative proposal in the second half of 2022.

4The original timelines were to implement UTPR in 2024 and to consider introducing DMT
starting from the year of assessment 2024/25.

If you have any questions, please contact our professionals:
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