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The Hong Kong Government recently published its response to the comments and suggestions submitted by
various stakeholders regarding the draft legislation® for the implementation of the OECD BEPS Pillar Two Global
Anti-Base Erosion (GloBE) Rules and Hong Kong Minimum Top-up Tax (HKMTT), and concurrently introduced a
series of amendments to the draft legislation, i.e. Committee Stage Amendments (CSAs). These refinements
address feedback from tax professionals and industry stakeholders, fine-tuning Hong Kong’s adoption of the
global minimum tax and the HKMTT regimes. The amendments improve the clarity, practicality, and legal
certainty of Hong Kong’s new minimum tax framework, reinforcing its commitment to international tax
cooperation.

In this article, we highlight the key proposed amendments and the Government's response to the comments and
suggestions received. For the features of the GloBE Rules and HKMTT, please refer to our prior Hong Kong Tax
Newsflash Issue 234.

Proposed amendments

One of the most important changes is the Government’s decision to remove the proposed "main purpose test"
(MPT) and apply the sole or dominant purpose test under Hong Kong's existing general anti-avoidance rule
(GAAR) with modifications to the new top-up tax regime. This has significant implications for how multinational
enterprise (MNE) groups should assess tax risk when structuring transactions.

The original MPT would have applied where avoiding any obligation under the top-up tax regime was one of the
main purposes of an arrangement, even if not the dominant one. This low threshold introduced broad
uncertainty, as even commercially driven transactions with incidental tax effects could fall within scope. In
contrast, the modified GAAR will only be triggered when the sole or dominant purpose of an arrangement is to
obtain a tax benefit. This higher threshold is well-established in Hong Kong case law and provides a more
predictable framework.

Y Inland Revenue (Amendment) (Minimum Tax for Multinational Enterprise Groups) Bill 2024
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Importantly, GAAR will only apply to arrangements under the top-up tax regime if they are inconsistent with the
intended outcomes provided under the OECD GloBE Rules and guidance. This safeguard implies that taxpayers
who act in accordance with the OECD’s guidance, whether on effective tax rate calculations or safe harbour
applications, are protected from GAAR application.

The Inland Revenue Department (IRD) also indicated that it will publish guidance on the application of GAAR to
the GloBE and HKMTT regimes on its website. In particular, the guidance will clarify that transactions entered
into on or before 30 November 2021 in general will not be considered as having the sole or dominant purpose of
enabling a person to obtain a tax benefit under the GloBE and HKMTT regimes.

This shift delivers greater legal certainty and reduces compliance risk. Taxpayers should continue to structure
their global operations based on sound commercial rationale and OECD-compliant practices. Where material tax
benefits arise, a careful review of the arrangement’s consistency with the GloBE principles is advised.

The Government has adopted stakeholders’ recommendations to amend various tax administration time limits
in order to improve the friendliness and practicality of the regime, including:

- Raising top-up tax assessment: providing a fixed time limit of 8 years after the end of the year of assessment
for non-evasion cases; and 12 years for evasion cases (originally unlimited time limit?).

- Correcting errors: extending from 6 years to 8 years after the end of the year of assessment for taxpayers to
correct errors or omissions in top-up tax returns and claim refunds of tax overpaid.

- Record keeping: shortening from 12 years to 9 years after the completion of transactions, acts or operations
to which the records relate.

- Local GloBE Information Return (GIR) filing if exchange mechanisms fail: extending from 30 days to at least
60 days for filing the GIR locally if the overseas jurisdictions fail to exchange the GIR with Hong Kong.
Moreover, it is clarified that if a Hong Kong constituent entity (CE) files the GIR, other Hong Kong CEs are
exempt from separate filings.

In response to stakeholders’ requests, the Government proposed to remove the penalty provisions on directors,
officers and service providers in respect of a corporation’s non-compliance with the top-up tax regime.

Based on the remaining penalty provisions applicable to service providers it appears they will not be regarded as
having committed an offence so long as the top-up tax notification or return is furnished in accordance with the
information provided or instructions given by the entity. This implies that the service provider is relieved from
the responsibility to verify the correctness of the information provided or instructions given by the entity.

For the remaining offences, the unlimited time limit (6 years from the offence or 2 years from discovery) for
initiating proceedings in respect of an offence is replaced by a fixed 8-year time limit, offering greater clarity and
finality for taxpayers and service providers.

2 The original time limit for raising an additional assessment is within 6 years after the end of the fiscal year, or the time when the non-
assessment or under-assessment has come to the assessor’s knowledge, whichever is later.
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The Government indicated that it will make reference to the approach set out in the OECD's guidance on
transitional penalty relief when considering whether prosecution or penal action is to be initiated and will
provide guidance accordingly.

In response to stakeholders’ recommendations, CSAs are proposed to allow foreign qualified domestic minimum
top-up tax (QDMTT) paid in overseas jurisdictions as a tax credit against Hong Kong profits tax in the following
two situations:

e QDMTT paid in respect of the profits of a foreign permanent establishment (PE) in another jurisdiction,
which are also included in the assessable profits of the main entity which is a Hong Kong CE.

e QDMTT paid in respect of the profits of a foreign investee entity in another jurisdiction, out of which a
dividend is paid to a Hong Kong CE, where the dividend is chargeable to profits tax (i.e. offshore
dividends under the foreign-sourced income exemption (FSIE) regime).

Neither foreign income inclusion rule (lIR) nor undertaxed profits rule (UTPR) top-up tax is allowed as a tax credit
against profits tax payable. The IRD will provide guidance on the granting and computation of the tax credit in
respect of foreign QDMTT paid.

The FSIE regime is amended to recognize QDMTT paid in other jurisdictions as satisfying the “subject to tax”
condition for the participation exemption. The applicable rate (at least 15%) remains to be the corporate tax rate
of the foreign jurisdiction and the top-up tax percentage is disregarded.

For instance, a Hong Kong company receiving dividends from Company X, which is exempt from corporate
income tax due to tax incentives in Jurisdiction X (with a statutory tax rate of 15%) but that paid QDMTT in
Jurisdiction X, would meet the "subject to tax" condition. In contrast, if the Hong Kong company receives
dividends from Company Y, which is neither subject to any corporate income tax nor QDMTT in Jurisdiction Y
(with no corporate income tax system), but subject to IIR, the "subject to tax" condition is not satisfied.

Groups should review their foreign income streams and repatriation strategies to assess how these adjustments
may impact their overall tax position.

Intra-group reimbursements of top-up tax, including UTPR top-up taxes and HKMTT as originally proposed in the
draft legislation, are tax-neutral. A CSA is introduced to clarify that such neutralization also applies to IIR top-up
tax. In other words, reimbursements of IIR, UTPR top-up taxes and HKMTT are neither deductible to the payer
nor taxable to the recipient if certain conditions are met?.

% provided that the intra-group payment does not exceed the amount of top-up tax payable by the paying entity under an allocation of the
applicable tax among entities and PEs of the MNE group relevant to the applicable assessment, and has been paid or agreed to be paid by

the receiving entity
3
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This rule supports cost-sharing among group entities without distorting Hong Kong’s tax base. Taxpayers using
centralized tax settlement arrangements should properly document the reimbursement arrangement and
ensure internal allocations to align with the underlying liability.

Mandatory e-filing of profits tax returns

The CSA incorporates the requirement for mandatory e-filing of profits tax returns into the draft legislation.
Specifically, it mandates a Hong Kong CE, a Hong Kong joint venture and a stateless CE of an in-scope MNE
group” to file the profits tax returns in an electronic form starting from the year of assessment 2025/26. Once
the mandatory e-filing requirement applies to an entity or a PE, it will continue to apply for every subsequent
year of assessment. This move provides in-scope MNE groups with early clarity, enabling them to prepare for tax
filing requirements well in advance.

Our observations

Hong Kong is proceeding with its legislative agenda and remains committed to enacting the relevant
legislation in the first half of 2025 in spite of the recent uncertainty in the international tax system. The CSAs
bring Hong Kong a step closer to completing its legislative implementation of the global minimum tax.

While the replacement of the main purpose test with the sole or dominant purpose test under the existing
GAAR, including a provision relating to consistency with the GloBE Rules, is an improvement, the introduction
of anti-avoidance measures above those included in the GIoBE Rules is likely to negatively impact Hong Kong’s
competitiveness. This is particularly the case when considering that Singapore has still not introduced such a
measure.

We are encouraged to see that the Government has incorporated numerous stakeholder suggestions
regarding the administrative procedures, thereby reducing the compliance burden and enhancing the user-
friendliness of the legislation. We also welcome the clarifications regarding the deductibility of top-up taxes
and the availability of tax credits, as well as their interaction with the FSIE regime.

Upon enactment of the Bill, Hong Kong would implement the IIR and HKMTT for fiscal years beginning on or
after 1 January 2025. The implementation date for UTPR will be determined later.

For MNE groups with accounting periods beginning on or after 1 January 2025, the earliest deadline for
submitting the top-up tax return in Hong Kong will depend on when they first became classified as an in-scope
MNE Group and will be either 31 March 2027 (15 months after 31 December 2025) for those already in-scope
or 30 June 2027 (18 months after 31 December 2025) for those falling in-scope for the first time.
Concurrently, those MNE groups whose accounting period ends on 31 December must submit a notification
by 30 June 2026 and file their annual Profits Tax returns by August 2026.

Next steps for taxpayers include:
Reviewing structures for consistency with GloBE principles and GAAR safeguards.
Adjusting data systems to accommodate extended record-keeping and filing periods.
Preparing for mandatory e-filings and potential local GIR obligations.
Reassessing safe harbour eligibility and identifying jurisdictions at risk of disqualification.

4 which meets the revenue thresholds under the global minimum tax and HKMTT regimes for the corresponding and preceding
fiscal year
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Evaluating deductibility and foreign tax credit claims, particularly under FSIE.
Formalizing and documenting any intra-group reimbursement mechanisms.

Early engagement with professional tax advisors is essential to ensure readiness, reduce compliance friction,

and manage emerging risks under the new regime.

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.
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Through the "Global Tax Reset Il series" articles, Deloitte will help you keep an eye on the recent major changes in the global tax system and discuss with you the far-reaching impact
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About Deloitte

Deloitte China provides integrated professional services, with our long-term
commitment to be a leading contributor to China’s reform, opening-up and economic
development. We are a globally connected firm with deep roots locally, owned by our
partners in China. With over 20,000 professionals across 31 Chinese cities, we provide
our clients with a one-stop shop offering world-leading audit, tax and consulting
services.

We serve with integrity, uphold quality and strive to innovate. With our professional
excellence, insight across industries, and intelligent technology solutions, we help
clients and partners from many sectors seize opportunities, tackle challenges and attain
world-class, high-quality development goals.

The Deloitte brand originated in 1845, and its name in Chinese (&%) denotes integrity,
diligence and excellence. Deloitte's global professional network of member firms now
spans more than 150 countries and territories. Through our mission to make an impact
that matters, we help reinforce public trust in capital markets, enable clients to transform
and thrive, empower talents to be future-ready, and lead the way toward a stronger
economy, a more equitable society and a sustainable world.

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 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 is a separate and independent legal entity, provide services from more than 100
cities across the region, including Auckland, Bangkok, Beijing, Bengaluru, Hanoi, Hong
Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Mumbai, New Delhi, Osaka, Seoul,
Shanghai, Singapore, Sydney, Taipei and Tokyo.

This communication contains general information only, and none of DTTL, its global
network of member firms or their related entities 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.
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