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The long-awaited Bill, which introduces significant tax reforms in Hong Kong to implement the Global Minimum
Tax (GloBE Rules) and the Hong Kong Minimum Top-up Tax (HKMTT), was passed by the Legislative Council
today. This marks a significant step in aligning Hong Kong’s tax regime with the international standards, ensuring
that large multinational enterprise (MNE) groups? with an annual consolidated revenue of at least EUR 750
million pay a minimum effective tax rate (ETR) of 15% in each jurisdiction where they operate. The Income
Inclusion Rule (IIR) rule and HKMTT will be implemented retrospectively for fiscal years? beginning on or after 1
January 2025. The implementation date for the Undertaxed Profits Rule (UTPR) will be determined later.

In this article, we provide a recap of the key features of Hong Kong's legislation regarding GloBE Rules and
HKMTT, as well as highlighting the key compliance deadlines for in-scope MNEs. For details, please refer to our
prior Hong Kong Tax Newsflash Issue 234 and Issue 237.

Operation of the GloBE Rules and HKMTT

e The GloBE Rules and HKMTT apply to MNE groups with an annual consolidated revenue of at least EUR 750
million in at least two of the four preceding fiscal years.

e In-scope MNE groups should calculate the ETR* in each jurisdiction where they operate according to the
GloBE Rules formulated by the OECD.

e Hong Kong constituent entities® (CEs), except investment entities and insurance investment entities, are
subject to HKMTT where the ETR of an in-scope MNE group in Hong Kong is below 15%.

e A Hong Kong parent entity is subject to IIR® under the Hong Kong legislation. Top-up tax in respect of low-tax
foreign CEs is charged at the level of the Hong Kong parent entity where the ETR of the MNE group in that
foreign jurisdiction is below 15%.

1 |nland Revenue (Amendment) (Minimum Tax for Multinational Enterprise Groups) Bill 2024

2 Any group that includes at least one entity or permanent establishment (PE) that is not located in the jurisdiction of the ultimate parent
entity

% Accounting period with respect to which the consolidated financial statements are prepared

4 Calculated by dividing the sum of the adjusted covered taxes of each constituent entity (CE) in a jurisdiction by their net GloBE income
5> Under the GloBE Rules, an entity is located where it is a tax resident or was created. For this purpose, a definition of “Hong Kong
resident entity” has been introduced, effective retrospectively from 1 January 2024.

® Under the IIR, the top-up tax is charged at the level of the parent entity, in proportion to its ownership interests in those constituent
entities (CEs) in the low-tax jurisdictions.
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e Fach Hong Kong CE or a designed filing entity of an in-scope MNE group must file a written notice within 6
months after the end of the fiscal year, as well as a top-up tax return no later than 15 months (or 18 months
for the transition year’) after the end of the fiscal year with the Inland Revenue Department to determine
any top-up tax liabilities.

e MNE groups may designate one or more Hong Kong CEs as the designated paying entities for HKMTT. In
case the designated paying entity defaults, all linked entities® will be jointly and severally liable for the total
amount of top-up tax that is not paid.

Key compliance deadlines

For in-scope MNEs with 31 December as the accounting year-end date, the key upcoming compliance deadlines
are:

e Notification submission: by 30 June 2026 for the fiscal year ending 31 December 2025
e Mandatory electronic filing of profits tax returns: by August 2026 for the year of assessment 2025/26
e Filing of top-up tax returns:

0 For those already in-scope: by 31 March 2027 (i.e. 15 months after 31 December 2025)

0 For those falling in-scope for the first time: by 30 June 2027 (i.e. 18 months after 31 December 2025)

Our observations

The introduction of the GloBE Rules and HKMTT will significantly increase the compliance burden for in-scope
MNEs. In-scope MNEs should ensure they have robust systems in place to calculate and report their ETRs
accurately. The new tax regimes may also influence business decisions, such as the location of operations and
the structure of corporate entities. MNEs should review their global tax strategies to optimize their tax
positions. Given the tight compliance deadlines, MNEs should start preparing now. This includes conducting
impact assessments, adjusting internal systems to accommodate the new filing requirements, training staff on

the new rules, and seek professional tax advice to navigate these complex rules effectively.

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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” The earliest fiscal year that the MNE group comes within the scope of the GloBE Rules in Hong Kong or another jurisdiction or HKMTT.
8 Alinked entity is each entity or PE that is a Hong Kong CE of the MNE group when the Inland Revenue Department issued notice for
payment and was at any time in the taxable year a Hong Kong CE of the MINE group.
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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
that it may have on multinational corporations. Please refer to the following links to access to the previous articles under the series.
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Updates on implementation of Global Minimum Tax and Hong Kong Minimum Top-up Tax
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The Impact of Pillar 2 on Hong Kong's Real Estate Sector
Pillar Two — Impact on Hong Kong
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Pillar Two: OECD's further guidance
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Pillar Two — OECD Inclusive Framework global minimum tax model rules
OECD inclusive framework updates political agreement on Pillar One and Pillar Two
Global Minimum Tax Frequently Asked Questions (FAQ)

OECD Inclusive Framework reaches political agreement on taxing the digitalised economy
and a global minimum rate
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European Union — Mandatory Tax Reporting (DAC6) implemented
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OECD's public consultation document: Secretariat Proposal for a "Unified Approach"
under Pillar One
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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
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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,
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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,
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