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Tax Insights 

G7 agreement on Pillar One & Pillar Two  

Snapshot 

 
On 5 June 2021, the G7 finance ministers published a communiqué which sets out high-level political agreement 

on global tax reform, including the reallocation of a share of the global residual profit of certain businesses to 

market countries (Pillar One) and a minimum effective tax rate, on a country by country basis, of at least 15% 

(Pillar Two). 

Over 135 member countries of the G20/OECD Inclusive Framework on BEPS ("Inclusive Framework") have been 

developing a “two pillar” approach to address the tax challenges arising from the digitalisation of the economy. 

This led to the publication of two detailed “blueprints” in October 2020 on potential rules for addressing nexus 

and profit allocation challenges (Pillar One) and for global minimum tax rules (Pillar Two). The proposals were 

updated and simplified by the US Biden Administration in April 2021 and formed the basis for the political 

discussions by the G7.  
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https://www.gov.uk/government/publications/g7-finance-ministers-meeting-june-2021-communique
http://www.oecd.org/tax/beps-about.htm
https://www.oecd.org/tax/beps/tax-challenges-arising-from-digitalisation-report-on-pillar-one-blueprint-beba0634-en.htm
https://www.oecd.org/tax/beps/tax-challenges-arising-from-digitalisation-report-on-pillar-two-blueprint-abb4c3d1-en.htm
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Key features of the G7 agreement 

Communiquè 

The relevant extract from the communiqué is as follows: 

Shaping a Safe and Prosperous Future for All 

We strongly support the efforts underway through the G20/OECD Inclusive Framework to address the 

tax challenges arising from globalisation and the digitalisation of the economy and to adopt a global 

minimum tax. We commit to reaching an equitable solution on the allocation of taxing rights, with 

market countries awarded taxing rights on at least 20% of profit exceeding a 10% margin for the 

largest and most profitable multinational enterprises. We will provide for appropriate coordination 

between the application of the new international tax rules and the removal of all Digital Services Taxes, 

and other relevant similar measures, on all companies. We also commit to a global minimum tax of at 

least 15% on a country by country basis. We agree on the importance of progressing agreement in 

parallel on both Pillars and look forward to reaching an agreement at the July meeting of G20 Finance 

Ministers and Central Bank Governors. 

 

Pillar One: Nexus and profit allocation rules 

Pillar One’s Amount A proposal reallocates taxing rights to market countries through the creation of a new 

taxing right. A share of a group’s global residual profit will be reallocated to market countries using a formulaic 

approach. No physical presence is required in a market country to create a new nexus (taxable presence). 

The G7 members have reached agreement that Amount A should apply to the “largest and most profitable” 

multinationals. This is in line with proposals put forward by the Biden Administration earlier this year. This 

supersedes the OECD Pillar One blueprint’s scope that included only “automated digital services” and “consumer 

facing businesses.” Further clarity is needed in respect of the thresholds for determining businesses that are the 

largest and most profitable.  

In-scope businesses would reallocate at least 20% of their residual profit above a 10% profit level to market 

countries. This is expected to be calculated as the ratio of profit before tax (derived from consolidated group 

financial accounts prepared under an eligible accounting standard such as IFRS with minimal book-to-tax 

adjustments) to revenue, as set out in the OECD Pillar One blueprint. 

Also in line with the OECD Pillar One blueprint, any Amount A liability would be allocated between “paying 

entities” and relieved via either exemption or credit. 

The G7 stresses that implementation will be coordinated with the removal of all Digital Services Taxes (DSTs) 

and other relevant similar measures. 

 

Pillar Two: Global minimum tax  

The Pillar Two proposal comprises a set of interlocking international tax rules designed to ensure that large 

multinational businesses pay a minimum level of tax on all profits in all countries. The OECD Pillar Two blueprint 

proposed that multinational groups with consolidated revenues of EUR 750 million or more would be in scope. 

Where the tax on profits otherwise would be below an agreed minimum effective tax rate, the “income inclusion 

rule” would result in additional “top up” amounts of tax being payable by the ultimate parent entity of the group 

to its home country tax authority. The “undertaxed payment rule” would apply as a secondary rule where the 

income inclusion rule has not been applied. 

The OECD Pillar Two blueprint was silent on what the minimum effective tax rate should be. The US Treasury 

initially put forward 21% as the target rate for US Global Intangible Low-Taxed Income (GILTI), which is 

effectively the US version of Pillar 2. The G7 members have agreed that the minimum effective tax rate in each 

country in which a business operates should be at least 15%. 
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Next steps 

The G20/OECD Inclusive Framework is due to meet and discuss the revised Pillar One and Pillar Two proposals 

on 30 June and 1 July 2021. 

The G7 communiqué hopes that agreement will be reached between the G20 finance ministers in their meeting 

of 10 and 11 July 2021.  

Significant further technical work is also needed and implementation, including through a multilateral 

instrument to facilitate double tax treaty changes, will take time and is unlikely to be before 2025, at the 

earliest. 

 

Comments 

Political agreement among the world’s largest economies is a huge step for international tax reform and signals 

a welcome return to a multilateral approach. Further political agreement (notably at the G20 and OECD 

Inclusive Framework) is needed, but businesses will recognise the impetus that the G7 agreement gives to 

addressing the tax challenges of the digitalised and globalised economy. 

Key questions remain (in particular around scope) and there are many technical areas that the OECD will 

continue to work through. The Biden Administration also will need to work in parallel with the US Congress. 

The G7 members have agreed that the largest and most profitable businesses should reallocate a share of 

global residual profit to market countries under Pillar One. No detail is yet available on how to determine the 

largest and most profitable, but the Biden Administration proposals indicated that the rules should focus on 

around 100 of the largest global businesses. Further discussions are expected in respect of whether 

segmentation would be required where a group has a mixture of highly profitable and less profitable activities, 

and whether certain sectors such as extractives and financial services should be excluded from the scope. 

A key component of the agreement is the commitment for the implementation of Pillar One to be coordinated 

with the removal of unilateral DSTs and similar measures.   

The G7 members have also agreed to a global minimum tax under Pillar Two of at least 15%, calculated on a 

country-by-country basis. The Biden Administration plans to amend the US GILTI regime to bring it into much 

closer alignment with Pillar Two’s income inclusion rule, as well as raising the GILTI minimum tax rate, as part 

of domestic changes to increase corporation tax rates. 

The G7 agreement is brief and focusses on the big picture framework. It makes clear that the two pillars will 

continue to progress, politically and technically, in parallel. Other areas of the Pillar One and Two proposals, 

such as a new multilateral treaty for Amount A, a fixed marketing and distribution function return (Amount B), 

the design of an undertaxed payments rule, and any treaty changes for a “subject to tax” rule remain under 

discussion. 

 

Australian perspective 

Some particular matters to consider from an Australian perspective: 

• Pillar One (Amount A) is directed at the “largest and most profitable multinational enterprises”. In the 

absence of certainty as to the precise scope, it is not yet possible to ascertain which Australian based 

groups will be in-scope of Amount A. 

 

• The Pillar One Blueprint contemplated Amount A carveouts for certain sectors including natural 

resources. The status of these Amount A carveouts under the Biden Administration model and G7 

agreement is yet to be finalised. 

• The G7 commentary did not address Amount B (a fixed rate of return on base-line marketing and 

distribution activities). It is therefore not clear how Amount B would align with the Australian Taxation 

Office’s (ATO) views on distribution margins as per Practical Compliance Guideline 2019/1. 
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• The scope of “DSTs, and other relevant similar measures” is yet to be clarified, and hence it is not 

certain as to whether any Australian integrity measures, such as the Multinational Anti-Avoidance Rule 

or the Diverted Profits Tax are seen as “other relevant similar measures”. Similarly, there is no 

agreement as yet as to when DSTs and similar measures are to be removed.  

• Amounts included as being assessable under the Controlled Foreign Company (CFC) rules are subject to 

Australian tax at 30% (less any applicable Foreign Income Tax Offset (FITO)) whereas amounts that 

may be included as being assessable under a Pillar Two income inclusion rule would be expected to be 

subject to Australian tax at the global minimum rate of say 15% (less any applicable FITO). 
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