
The Organisation for Economic Cooperation and Development on October 8, 2021, announced that 136 countries
and jurisdictions (out of the 140 members of the OECD/G20 Inclusive Framework on Base Erosion and Profit
Shifting), representing more than 90% of global GDP, agreed to reallocate profits of the most profitable MNEs to
countries worldwide, ensuring that these MNEs pay a fair share of income tax wherever they operate and
generate profits.

Under Pillar One, taxing rights on more than USD 125 billion of profit from around 100 of the world’s largest and
most profitable MNEs are expected to be reallocated from their home countries to the markets where they have
business activities and earn profits, regardless of whether firms have a physical presence there. Specifically,
MNEs with global sales above EUR 20 billion and profitability above 10% will be covered by the new rules, with
25% of profit above the 10% threshold to be reallocated to market jurisdictions.

Pillar Two introduces a global minimum corporate tax rate set at 15%. The new minimum tax rate will apply to
companies with revenue above EUR 750 million and is estimated to generate around USD 150 billion in additional
global tax revenues annually.

The convention is already under development and will be the vehicle for implementation of the newly agreed
taxing right under Pillar One, as well as for the standstill and removal provisions in relation to all existing Digital
Service Taxes and other similar relevant unilateral measures. The OECD will develop model rules for bringing
Pillar Two into domestic legislation during 2022, to be effective in 2023. Developing country revenue gains are
expected to be greater than those in more advanced economies, as a proportion of existing revenues. Further
benefits will also arise from the stabilisation of the international tax system and the increased tax certainty for
taxpayers and tax administrations.

This announcement updates and finalises a July 2021 political agreement by members of the Inclusive Framework
to fundamentally reform international tax rules.

Four countries - Kenya, Nigeria, Pakistan and Sri Lanka - have not yet joined the agreement. With Estonia,
Hungary and Ireland having joined the agreement, it is now supported by all OECD and G20 countries.

KNAV Comments :

• The Final Statement is a culmination of tax issues on digital services tax discussed over last couple of years

and should bring tax certainty and stability by adhering to global consensus on the burning issue in the

international tax arena of re-allocation of profits between jurisdictions. This agreement will lead to a more

determinate and a fair tax environment.

• Countries like India, which provide market access to global MNEs, would benefit from increased allocation of

profits and tax revenues due to market access and users of services even though such MNEs have no physical

presence. Though it may appear that under Pillar One, there could be loss of tax revenues in the short term

due to removal of unilateral levies (e.g. equalisation levy, significant economic presence, digital services

tax, etc.) as well as lower agreed 25% profit allocation (instead of desired 30%), it would lead to tax certainty

and larger business/market opportunities for the businesses in longer run.

OECD/G20 – INCLUSIVE FRAMEWORK

CERTAIN MULTINATIONAL ENTERPRISES (MNES) WILL BE SUBJECT TO A MINIMUM 15% TAX 
RATE FROM 2023 
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• For Pillar Two, countries with a base rate of 15% or more (as a rule) should not be adversely impacted e.g. India

(25%), USA (21% - may go up to 26-28%), Singapore (17.5%), UK (19%), Canada (15%). However, where tax rate

is lower than 15% e.g. UAE (no corporate tax), Ireland (12,5%), the impact would need to be evaluated. Cross

border structures will accordingly need to be reviewed.

• The Multilateral Convention to be developed for the same as well as changes in domestic tax rules will be

important factors for the smooth and effective implementation.

Read KNAV’s initial analysis of the July 2021 statement approved by the OECD/G20 Inclusive Framework, please

click here

https://knavcpa.com/a-statement-on-a-two-pillar-solution-to-address-tax-challenges-arising-out-of-digital-economy-taxation-globally-issued-by-oecd-g20/

