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Overview  
On July 1, 2021, the G20/OECD Inclusive Framework on BEPS published a 
Statement on the key components of global tax reform, agreed by 131 of its 
members. The agreement represents a big step for global tax reform on a 
coordinated basis. This Tax alert lays outlines the provisions in the agreement 
and provides observations on challenges and next steps.  
 

 

 

On July 1, 2021, the G20/OECD Inclusive Framework on BEPS (the "Inclusive 
Framework" or IF) published a Statement on the key components of global tax 
reform, agreed by 131 of its members. Since 2017, the 139 member countries 
of the Inclusive Framework have been developing a "two-pillar" approach to 
address the tax challenges arising from the digitalization 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 Biden Administration put forth 
proposed changes to the proposals in April 2021 that formed the basis for the 
political agreement reached by the G7 countries in June 2021. G20 Finance 
Ministers will discuss the two-pillar proposals on July 9-10 at their meeting in 
Venice and are expected to endorse the IF Agreement. 

Nexus and profit allocation rules (Pillar One) 

Amount A 
 
Pillar One’s "Amount A" proposal reallocates taxing rights in favor of 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 an 
Amount A nexus/taxable presence. The agreement provides that:  
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• Amount A should apply to multinational businesses with global 
annual turnover exceeding EUR 20 billion and profitability above a 
10% margin. Businesses in the extractive and regulated financial 
services sectors are excluded from Amount A. 

• The global annual turnover threshold may be reduced to EUR 10 
billion in the future, depending on a successful implementation of 
Amount A, including with respect to tax certainty. A review to 
determine the success will be undertaken seven years after the rules 
enter into force (i.e., expected to be in 2030). 

• Segmentation rules will apply only in exceptional circumstances 
where a segment disclosed in financial statements meets the scope 
of the rules.  

o A market country will be entitled to an allocation of Amount 
A if revenues of at least EUR 1 million are generated in that 
country. For countries with GDP lower than EUR 40 billion, 
this threshold will be EUR 250,000.  

• Revenues will be sourced to the end-market country where goods or 
services are used or consumed. Detailed sourcing rules will be 
developed for specific categories of transactions. Requirements to 
trace small amounts of sales will be kept to a minimum. 

• In-scope businesses will reallocate 20% - 30% of their residual profit 
above a 10% profit level to market countries using a revenue-based 
allocation key. The 10%-profit level will be calculated as the ratio of 
profit before tax to revenue. Profit amounts will be derived from 
financial accounts with a small number of adjustments. 

• A marketing and distribution profits safe harbor will limit the 
Amount A allocation to market countries where residual profits are 
already taxed.  

• To eliminate double taxation, any Amount A liability will be allocated 
to entities that earn residual profit and relieved via either exemption 
or credit. 

• The administration of the new rules will be streamlined, and 
businesses will be able to manage their compliance through a single 
entity.  

The new nexus and profit allocation rules (Amount A) will be implemented 
through a new multilateral instrument (MLI) which will be available for signature 
in 2022 and are scheduled to come into effect in 2023. 

Amount B 

Further work will be undertaken with respect to Amount B to simplify and 
streamline the pricing of "baseline marketing and distribution activities" 
undertaken by related party distributors, with a particular focus on the needs of 
low-capacity countries. The timeline for this work has been decoupled from the 
timeline for the remainder of Pillars One and Two, with the completion of the 
Amount B work now set for the end of 2022.  

Tax certainty 

Mandatory and binding dispute resolution mechanisms will be available with 
respect to all issues related to Amount A, including transfer pricing, business 
profits, and determination of whether an issue falls within the scope of the 
Amount A dispute resolution mechanism. Some small developing economies 
that have few or no mutual agreement procedure cases may be considered for 
an elective (rather than mandatory) dispute resolution process. 

 

 

 



 

Global minimum tax (Pillar Two) 
• New rules will ensure that large multinational businesses pay a 

minimum effective rate of tax of at least 15% on profits in all 
countries. 

• Multinational groups with consolidated revenues of at least EUR 
750 million will be in scope, but countries will be free to apply lower 
thresholds to groups headquartered in their country.  

o Ultimate parent entities that are government entities, 
international organizations, non-profit organizations, 
pension funds or investment funds, and any holding 
vehicles used by such entities, will not be subject to the 
rules. 

• The Pillar Two rules will have the status of a common approach: 
countries will not be required to adopt them, but if they choose to, 
implementation must be in a manner consistent with the model 
rules and Inclusive Framework guidance.  

• The income inclusion rule (IIR) will result in additional "top up" 
amounts of tax being payable by a parent entity of the group to its 
tax authority. The undertaxed payment rule (UTPR) will apply as a 
secondary (backstop) rule where the IIR has not been applied.  

o The allocation method for top-up taxes under the UTPR, 
including with respect to low taxed profits in the country of 
the ultimate parent, remains to be agreed.  

• Effective tax rate calculations will use a tax base determined by 
reference to financial accounts, subject to agreed adjustments and 
mechanisms to address timing differences.  

• There will be a formulaic substance carve-out to exclude income 
that is at least a 5% return on tangible assets and payroll (7.5% 
during a five-year transition period). There will also be a de minimis 
exclusion, and an exclusion for international shipping income. 

o  The Inclusive Framework expressed an ambition for the 
global minimum tax to have a limited impact on businesses 
carrying out economic activities with substance and 
discussions will continue  regarding the design of the rules 
in this respect, with a final decision to be made by October 
2021. 

• Consideration will be given to the conditions under which the US 
GILTI regime will co-exist with the Pillar Two global minimum tax, 
including being applied on a country-by-country (jurisdictional) 
basis. 

Subject to tax rule 

The subject to tax rule will allow limited source taxation on related party 
interest, royalties, and a defined set of other payments. The rule will be 
incorporated into bilateral tax treaties by countries that apply nominal rates of 
tax below a minimum rate to such receipts where requested by developing 
country members of the Inclusive Framework. The taxing right will be limited to 
the difference between the subject to tax minimum rate (between 7.5% - 9%) 
and the tax rate on the payment. 

Implementation and timeline of Pillar Two 

Further technical work, including an implementation plan, will be finalized by 
October 2021, ahead of further Inclusive Framework and G20 Finance Minister 
meetings. The implementation plan will contemplate that Pillar Two should be 
brought into law in 2022, to be effective in 2023. It will also include the  
 
 
 
 



 
 
development of model income inclusion and undertaxed payment rules with 
coordination mechanisms; a model Subject to Tax rule, together with an MLI to 
facilitate its adoption; and transitional rules, possibly deferring implementation 
of the UTPR. 

Removal of DSTs 

Implementation will be coordinated with the removal of all digital services taxes 
(DSTs) and other relevant similar measures on all companies. 

Deloitte observations 
Pillar One 

1. The IF Agreement provides continuing momentum to the multinational 
efforts to rewrite the international tax rules. Just as the IF built upon 
the agreement reached at the G7 in June, the G20 is now expected to 
sign on during its July 9-10 meetings in Venice to the deal reached at 
the IF, which in turn can be expected to carry forward into the ongoing 
technical work and the implementation of the agreement by member 
states. Eight countries have yet to sign the agreement: Barbados, 
Estonia, Hungary, Ireland, Kenya, Nigeria, Saint Vincent and the 
Grenadines, and Sri Lanka. It is not yet clear if this will have a long-term 
impact as the project moves forward.  

2. The IF agreement has set an ambitious and challenging timeline for 
both Pillars. With respect to Pillar One:    

a. The agreement calls for an implementation plan and further 
technical work to be completed and adopted by October 2021. 
Technical work has been ongoing at the OECD through the 
relevant working parties; however the October 2020 Blueprint 
was the last public document containing an overview of the 
technical rules, so it is not possible to evaluate progress on the 
myriad open technical issues identified in the Blueprint. 
Further, the IF Agreement varies in significant respects from 
the proposals set forth in the Blueprints. Therefore, it is 
unclear at this time whether all  technical issues can be 
resolved by October.  

i. For example, in order to allocate a portion of profits to 
the "market" country "revenue sourcing" rules are 
needed to determine the appropriate market across all 
the industries that are expected to be in scope. As an 
example, if a computer chip is provided to a 
manufacturer that incorporates it in a component sold 
to a further manufacturer, which then sells through a 
distribution network, which country’s market is 
entitled to the allocation of Amount A with respect to 
the original seller of the computer chip? Similarly, 
when an MNE purchases cloud services from an in-
scope MNE,  which country’s market is entitled to the 
profits of the in-scope MNE? These rules must be 
designed in a way that both companies and countries 
can apply them with a sufficient degree of certainty, 
and the rules must be administrable.  
 
 
 
 
 
 



 
 

ii. Once the market country is determined it is then 
necessary to identify the entity(s) that form a part of 
the in-scope MNE that will be required to make 
payment to the market country. The rules governing 
such identification can be quite complex and 
particularly challenging in the context of decentralized 
businesses or MNE groups with different supply chains 
for different products. Ultimately, any rules adopted 
will need to be administrable for both taxpayers and 
tax authorities.  

iii. The IF agreement explains that it will maintain a 
marketing and distribution safe harbor so residual 
profits above a certain baseline already in a market 
may reduce the Amount A otherwise allocable to that 
market. It is not yet known how the baseline will be 
determined. 

b. The IF agreement calls for a new MLI through which Amount A 
is implemented to be "developed and opened for signature in 
2022, with Amount A coming into effect in 2023." This 
approach raises several timing issues:  

i. Amount A will require both a treaty-based response to 
permit market countries to tax Amount A (currently 
beyond the scope of typical double tax treaties) and a 
local country response to impose tax on Amount A. 

ii. Adopting Amount A for US purposes would require 
congressional action to amend US income tax laws to 
tax non-resident companies in accordance with the 
Amount A approach. In addition, congressional action 
will be required to adopt the yet-to-be developed 
mechanism for US-treaty partner countries to tax non-
residents, notwithstanding the absence of a 
permanent establishment in the other country. This 
will be required both to permit the US to tax non-
residents of the US as well as to permit other countries 
to tax US residents.  

In a May 24, 2021 letter from Senator Mike Crapo (R-
ID), ranking member of the Senate Foreign Relations 
Committee, to US Treasury Secretary Janet Yellen, Sen. 
Crapo stated that before approving any OECD 
agreement, Congress must understand the US fiscal 
impact of any deal. In her June 4, 2021 response,  
Secretary Yellen explained that Pillar One would be 
"generally revenue neutral" for the US No analysis 
supporting this assertion, however, has been made 
available by the US Treasury.  

iii. Adopting Amount A will also require creating new rules 
for the administration of Amount A and its elaborate 
dispute resolution provisions, with further implications 
for the sharing of taxpayer data among the tax 
authorities of a large number of countries. Some, or 
all, of these rules may require a combination of 
regulatory, statutory and treaty changes.  
 
 



 
 

iv. From a US perspective a new MLI agreeing the new 
Amount A, including all its ancillary provisions, would 
likely take the form of a  tax treaty requiring 67 votes 
in the US Senate to come into effect, but alternative 
avenues, such as approving the MLI with a statute (not 
a US treaty) could permit Amount A to be put into 
effect with fewer than 67 votes in the US Senate. 
Consideration of these issues among US stakeholders, 
including government stakeholders, will be ongoing.  

v. Merely signing an MLI does not bring it into effect in 
the signing country. For example, according to the 
OECD website, the existing BEPS MLI has 95 
signatories, but as of June 29, 2021 that MLI has only 
entered into force in 65 countries due to the need for 
countries to ra tify such instruments in accordance 
with local law once the agreement is signed. The same 
process could be expected to pertain with respect to 
an MLI covering Amount A.  

vi. Also, using the existing BEPS MLI as a precedent, the 
entry into force of an MLI in any one jurisdiction 
typically occurs at the start of the year following 
ratification. Thus, opening the MLI for signature in 
2022 would almost certainly not lead to the MLI being 
in effect in all jurisdictions in 2023.  

vii. This timing raises the possibility that an Amount A MLI 
could enter into force in different jurisdictions in 
different years, raising technical issues as to how it 
would apply in years before the MLI is fully adopted by 
all signing countries. As a result, companies in scope 
for Amount A could be covered by Amount A in some 
jurisdictions, but subject to the current rules in other 
jurisdictions for a period of time.  

P illar Two  

3. With respect to Pillar Two:    

a. The IF agreement contemplates that Pillar Two should be 
brought into domestic country law in 2022, with effect in 2023, 
while acknowledging the need for transitional rules, including 
the possibility of a deferred implementation of the UTPR. This 
raises the possibility that countries might be able to implement 
the IIR in advance of the UTPR, which could considerably 
simplify and thereby accelerate implementation of Pillar Two.  

i. The technical work around the IIR is fairly advanced, 
with work continuing on various matters including how 
to determine the tax base against which an effective 
tax rate is determined.  

ii. Because the UTPR requires the sharing of tax on 
undertaxed income among members of an MNE group 
that are not the parent entity, it is more technically 
complex and may take more time.  
 
 
 



 
 

b. Senator Crapo’s letter also explained that no OECD agreement 
should provide "carve-outs or exceptions with respect to Pillar 
Two for our biggest foreign competitors, including China." 
While the IF agreement, as expected, contains a carve-out for 
a percentage of fixed assets and payroll, the agreement also 
explains that there are other open issues with respect to 
substance-based carve-outs from Pillar Two. Under the 
heading "Next Steps" the IF agreement explains  

"The agreement reached above indicates the ambition 
of the IF members for a robust global minimum tax 
with a limited impact on MNEs carrying out real 
economic activities with substance. It acknowledges 
that there is a direct link between the global minimum 
effective tax rate and the carve-outs and includes a 
commitment to continue discussions in order to take a 
final decision on these design elements within the 
agreed framework by October." 

c. The IF agreement also contemplates two additional 
multilateral agreements:  

i. The possible development of an additional MLI to 
coordinate the various GloBE rules, and 

ii. The development of a model treaty provision for the 
subject-to-tax rule, together with an MLI. 

4. Coordination with removal of DSTs 

a. While it is proposed that the Pillar One / Pillar Two reforms will 
be coordinated with the removal of all DSTs and other relevant 
similar measures on all companies, there remains uncertainty 
both as to the timing of this removal as well as what specific 
taxes are in scope. 

b. Further, because the political agreement is premised on the 
implementation of both pillars and the removal of DSTs, the 
failure of any element to advance through the technical or 
local country implementation phases could, depending on the 
countries involved and the elements not adopted, potentially 
derail other elements as well.  

5. Coordination of GloBE and US GILTI 

The co-existence of the US GILTI regime with the Pillar Two Global Anti-
Base Erosion (GloBE) regime remains under consideration, although 
the agreement seems to contemplate that this co-existence depends 
on GILTI being applied on a country-by-country basis. If Congress were 
to fail to raise the GILTI rate to "at least 15%" and/or fail to require 
GILTI be applied on a jurisdiction-by-jurisdiction basis, it may be the 
case that the IF countries would instead apply the UTPR to US-
parented multinationals.  
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