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On 5 October 2021, the European Commission officially announced
updates to the European Union (EU) list of non-cooperative tax
jurisdictions and the inclusion of Hong Kong in the EU watchlist® on tax
cooperation.

As a result of the foreign source income exemption regimes review, the
EU considers that Hong Kong's territorial source tax regime is harmful.
The EU has granted until 31 December 2022 for Hong Kong to amend its
regime and Hong Kong has confirmed it will do so. As a result of Hong
Kong's willingness to respond to the EU's concerns, defensive measures
by the EU will be suspended subject to the passing of those
amendments.

Based on EU's guidance?, foreign source income exemption regimes that
apply on a territorial basis are not inherently problematic. However, the
EU is concerned where such regimes create situations of double-non
taxation. In particular, they are concerned with the non-taxation of
passive income in the form of interest or royalties where the income
recipient has no substantial economic activity.



Hong Kong has announced that it will amend its tax law by 31 December
2022 with the revised rules taking effect on 1 January 2023. According
to the Hong Kong government, the proposed legislative amendments
will only target corporations with no substantial economic activity in
Hong Kong receiving passive income that is not chargeable to tax in
Hong Kong. However, Hong Kong will continue to adopt the territorial
source principle of taxation.

The EU will monitor the measures implemented by Hong Kong to comply
with its commitments. If the issue is not resolved by 31 December 2022,
Hong Kong will be put on the EU "blacklist" where certain defensive
measures may be applied by the EU member states e.g. non-
deductibility of costs, controlled foreign company rules, withholding tax
measures etc.

The timeline for Hong Kong to amend its territorial source tax regime
coincides with that of the BEPS 2.0 Pillar Two project (Pillar Two) i.e. 1
January 2023.

For taxpayers with consolidated revenues over EUR750 million the
impact of Pillar Two is likely to be far more significant than the impact of
the territorial regime revisions in response to the EU concerns. As their
effective tax rate as a whole will be required to be at least 15%.
Accordingly, while revisions to Hong Kong's territorial regime will be of
interest, the focus of these taxpayers should remain on Pillar Two and
Hong Kong's potential introduction of a domestic minimum tax.

However, groups with consolidated revenue of less than EUR750 million
that have implemented intellectual property planning or financing
structures involving the receipt of offshore interest income will need to
understand the impact on their current structures and consider making
adjustments in order preserve their current tax profile.

1 The state of play with respect to commitments taken by cooperative jurisdictions
to implement tax good governance principles (Annex I1)

2 Guidance on foreign source income exemption regimes dated 15 October 2019

Tax Newsflash is published for the clients and professionals of Deloitte Touche Tohmatsu.
The contents are of a general nature only. Readers are advised to consult their tax advisors
before acting on any information contained in this newsletter.

If you have any questions, please contact our professionals:

Jonathan Culver Doris Chik
Tax Partner Tax Director
+852 2852 6683 +852 2852 6608

joculver@deloitte.com.hk dchik@deloitte.com.hk



https://www.consilium.europa.eu/media/52208/st12519-en21.pdf
https://data.consilium.europa.eu/doc/document/ST-13075-2019-INIT/en/pdf
mailto:joculver@deloitte.com.hk
mailto:dchik@deloitte.com.hk

Carmen Cheung

Tax Manager

+852 2740 8660
carmcheung@deloitte.com.hk

International and M&A Tax

National Leader Hong Kong

Vicky Wang Anthony Lau

Tax Partner Tax Partner

+86 21 6141 1035 +852 2852 1082
vicwang@deloitte.com.cn antlau@deloitte.com.hk

Get in touch

0000B®O®OHG

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their
related entities (collectively, the “Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member
firms and related entities are legally separate and independent entities, which cannot obligate or bind each other in respect
of third parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and omissions, and not
those of each other. DTTL does not provide services to clients. Please see www.deloitte.com/about to learn more.

Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk advisory, tax and related
services. Our global network of member firms and related entities in more than 150 countries and territories (collectively,
the “Deloitte organization”) serves four out of five Fortune Global 500® companies. Learn how Deloitte’s approximately
345,000 people make an impact that matters at www.deloitte.com.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific
Limited and their related entities, each of which are separate and independent legal entities, provide services from more
than 100 cities across the region, including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila,
Melbourne, Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

The Deloitte brand entered the China market in 1917 with the opening of an office in Shanghai. Today, Deloitte China
delivers a comprehensive range of audit & assurance, consulting, financial advisory, risk advisory and tax services to local,
multinational and growth enterprise clients in China. Deloitte China has also made—and continues to make—substantial
contributions to the development of China's accounting standards, taxation system and professional expertise. Deloitte
China is a locally incorporated professional services organization, owned by its partners in China. To learn more about how
Deloitte makes an Impact that Matters in China, please connect with our social media platforms at
www?2.deloitte.com/cn/en/social-media.

This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited (“DTTL”), its global
network of member firms or their related entities (collectively, the “Deloitte organization”) is, by means of this
communication, rendering professional advice or services. Before making any decision or taking any action that may affect
your finances or your business, you should consult a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or completeness of the
information in this communication, and none of DTTL, its member firms, related entities, employees or agents shall be liable
or responsible for any loss or damage whatsoever arising directly or indirectly in connection with any person relying on this
communication. DTTL and each of its member firms, and their related entities, are legally separate and independent entities.

© 2021 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte Touche Tohmatsu
Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word “Unsubscribe” in the
subject line.


mailto:carmcheung@deloitte.com.hk
mailto:vicwang@deloitte.com.cn
mailto:antlau@deloitte.com.hk
http://www.deloitte.com/about
http://www.deloitte.com/
http://www2.deloitte.com/cn/en/social-media
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

