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The G7 agree on 15 per cent global minimum business tax rate

The meeting of G7 Finance Ministers and Central Bank Governors (the G7) on 4-5 June reached agreement on
international tax reform, requiring multinational companies to pay a minimum tax rate of 15 per cent in each

country where they operate. The G7 comprises Canada, France, Germany, Italy, Japan, the UK and the US.

The key aspects of the G7 agreement comprise a global effective tax rate of at least 15 per cent and a new profit
allocation mechanism where at least 20 per cent of the profit of a multinational group above a nominated profit
threshold of 10 per cent will be allocated to market jurisdictions.

Hong Kong businesses who may be affected by BEPS 2.0 should start considering which parts of their business
may be affected and understand the impact for various stakeholders.

Structure of the Proposed Rules

Two core issues are addressed with two sets of rules. The first set, the Pillar One rules aim at amending the
nexus and profit location rules to make multinational groups that operate digitally pay taxes in jurisdictions
where their customers are located, rather than where their headquarters are. The second set, the Pillar Two rules,
seek to set a global minimum effective tax rate for large multinationals operating around the world. The idea is
that the location chosen for business activities cannot be used to achieve more desirable (lower) tax outcomes.

Consequences for Hong Kong

A minimum global tax rate of 15% would only be 1.5% lower than Hong Kong’s headline tax rate of 16.5%,
meaning that many businesses in Hong Kong that have offshore profits or are making claims under incentive
regimes may find that their effective tax rate is below the global minimum. Hong Kong is likely to adopt the
provisions of BEPS 2.0 and may also take steps to update its tax base to ensure that its tax system for
multinational enterprises remains fit for purpose in light of the international tax changes.

Multinational groups who may be affected by BEPS 2.0 should start considering which parts of their business
may be affected and understand the impact for various stakeholders.

Agreement on the proposals requires consensus among the 139 jurisdictions that are members of the Inclusive
Framework. Efforts are focused now on trying to achieve that consensus in July when the G20 finance ministers

next meet, although a number of jurisdictions still have reservations.

Readers should monitor these developments closely.
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