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Introduction

In July, | reported to you that more than 130 member jurisdictions of the OECD/G20 Inclusive Framework
on BEPS (Inclusive Framework), representing more than 90% of global GDP, had joined the Statement on
a Two-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy
(Statement). A number of points in the Statement needed to be finalised along with a plan for
implementation of the new rules. Following intensive work over the past months, | can report to you
today that 136 out of 140 members of the Inclusive Framework have reached a political agreement
on the Two-Pillar Solution as well as a Detailed Implementation Plan! (Attachment A).

This major achievement will fundamentally transform the international tax landscape within which
multinational enterprises operate by reallocating certain profits to markets and by putting a floor
on tax competition so as to ensure that at least a minimum amount of tax is paid.

I am also pleased to deliver to you three reports on tax issues that you have requested: Tax Policy and
Climate Change (prepared with the IMF); Developing Countries and the OECD/G20 Inclusive Framework
on BEPS; and Tax and Fiscal Policies after the COVID-19 Crisis. These reports are included as
attachments to this report.

The scope of the work on international tax and the interest that it has attracted both at the highest political
levels and with the public demonstrates that the G20’s efforts to shape the international tax architecture
over the past decade have had real impact. Taxation has become a global issue, and is interwoven with
the most pressing concerns facing the world — climate change, the COVID-19 pandemic and meeting the
Sustainable Development Goals. These are all issues that demand multilateral solutions, and the success
of Inclusive Framework members in agreeing the Two-Pillar Solution shows what can be achieved through
a spirit of co-operation and compromise. The leadership of the G20 has been instrumental to this
success, and your unity and resolve will be counted on as we move forward.

The Two-Pillar Solution to Address the Tax Challenges Arising from the
Digitalisation of the Economy

The Two-Pillar Solution aims to ensure a fairer distribution of profits and taxing rights among countries with
respect to the largest MNEs — with this agreement more than USD 125 billion of residual profit will be
reallocated to market jurisdictions under Pillar One and around USD 150 billion of additional revenue are
expected from Pillar 2. Tax certainty is a key aspect of the new rules, which include a mandatory and
binding dispute resolution process for Pillar One; developing countries will be able to benefit from an
elective process, ensuring that the rules are not too onerous for low-capacity countries. Countries will be
able to use the global minimum tax of Pillar Two to protect their tax bases (the GIoBE rules) — this does
not eliminate tax competition, but it does set multilaterally agreed limitations on it. Pillar Two also protects
the right of developing countries to tax certain base-eroding payments (like interest and royalties) when
they are not taxed up to the minimum rate.

! oECD (2021), Statement on a Two-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of
the Economy — 8 October 2021, OECD, Paris, www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-
the-tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.htm.
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Pillar One

Pillar Two

Taxing rights over 25% of the residual profit of the largest and
most profitable MNEs would be re-allocated to the jurisdictions
where the customers and users of those MNEs are located; a
lower threshold is set for re-allocating profit to smaller,
developing economies

GIoBE rules provide a global minimum tax of 15% on all MNEs
with annual revenue over 750 million euros

Tax certainty through mandatory and binding dispute
resolution, with an elective regime to accommodate certain low-
capacity countries

Requirement for all jurisdictions that apply a nominal corporate
income tax rate below 9% to interest, royalties and a defined
set of other payments to implement the “Subject to Tax Rule”

into their bilateral treaties with developing Inclusive Framework
members when requested to, so that their tax treaties cannot
be abused.

Carve-out to accommodate tax incentives for substantial
business activities

Provision for a simplified and streamlined approach to the
application of the arm’s length principle to in-country baseline
marketing and distribution activities, with a particular focus on
the needs of low capacity countries (Amount B).

Removal and standstill of Digital Services Taxes and other
relevant similar measures

All Inclusive Framework members should be congratulated for the dedication and spirit of compromise they
have demonstrated in the past months and years, resulting in this landmark achievement. While a small
number of Inclusive Framework members have not yet joined the Two-Pillar Solution, the OECD continues
to work with them to bridge any remaining differences, understanding that the terms of the Two-Pillar
Solution are the basis for moving forward.

With the Two-Pillar Solution and the Detailed Implementation Plan, Inclusive Framework members are
positioned to move quickly to implementation in domestic law and through the negotiation, signature and
ratification of the multilateral instruments necessary to adjust their treaty relationships. Swift
implementation is key to stabilising the international tax architecture and avoiding damaging trade disputes
that could result from unilateral action. The Detailed Implementation Plan provides an ambitious timeline
for the completion of the remaining work by 2023. Capacity building support will be provided to developing
countries to facilitate their implementation.

Target deadlines

Pillar One Pillar Two

November 2021 — Model rules to define scope and mechanics
for the GloBE rules

Early 2022 — text of a multilateral Convention (MLC) and
Explanatory Statement to implement Amount A of Pillar One

November 2021 — Model treaty provision to give effect to the
subject to tax rule

Early 2022 — Model rules for domestic legislation necessary for
the implementation of Pillar One

Mid-2022 — multilateral instrument (MLI) for implementation of
the STTR in relevant bilateral treaties

Mid-2022 — high-level signing ceremony for the multilateral
Convention

End 2022 — finalisation of work on Amount B for Pillar One End 2022 — Implementation framework to facilitate co-ordinated

implementation of the GIoBE rules

2023 Implementation of the Two-Pillar Solution
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Tax Policy and Climate Change

A progressive transition to net zero greenhouse gas emissions by around the middle of the century is
essential for containing the risks of dangerous climate change. Limiting global warming to 1.5°- 2°C, the
central goal of the 2015 Paris Agreement, will require climate policy packages that drive transformative
changes in production and consumption patterns. While some policies apply an explicit price to carbon
emissions, other policies have the effect of creating an implicit price, with policy mixes depending on
countries’ specific economic circumstances. With G20 countries accounting for around 80% of greenhouse
gas emissions, you are well placed to take forward a structured and systematic dialogue on the role of
implicit and explicit carbon pricing that can facilitate greater co-operation among G20 members.

At the G20 High Level Tax Symposium held in Venice on 9 July 2021, Ministers observed a relative dearth
of comparable data on the stringency of greenhouse gas mitigation policies across countries where these
take the form of implicit carbon prices. Explicit carbon prices are relatively well mapped and understood,
but in order to achieve a more complete picture of the state of mitigation policies for the purposes of cross-
country comparisons, a stocktake of mitigation policies other than through explicit pricing instruments is
needed, and where possible their implicit carbon-price equivalent estimated. Following the Symposium, |
wrote to Ministers of Finance of all OECD and G20 countries, to propose an OECD/G20 initiative, building
on the governance structures developed in the context of the Inclusive Framework, seizing on the
increasing momentum around the OECD’s climate work, including the International Programme for Action
on Climate (IPAC). The aim would be to create a multilateral platform for the improved measurement and
assessment of emission reduction policies. | will revert to you with a detailed plan to move this forward
rapidly.

The report on Tax Policy and Climate Change (Attachment B), produced by the IMF and the OECD,
provides: (i) a stocktake of the carbon prices from carbon taxes, emissions trading systems and fuel taxes
today; (ii) an assessment of the extent to which explicit carbon pricing or equivalent mitigation policies are
needed, and their environmental and broader economic impacts; (iii) a discussion of comprehensive
mitigation strategies; and (iv) a discussion of border carbon adjustments (BCASs), international carbon
pricing co-ordination, climate clubs, and a possible Inclusive Framework.

Developing Countries and the OECD/G20 Inclusive Framework on BEPS

In April 2021, you reaffirmed your engagement to support developing jurisdictions in strengthening the
capacity to build sustainable tax revenue bases. The COVID-19 pandemic has had a huge impact on the
health of both people and economies, with developing countries hit the hardest. For developing countries
with limited fiscal space and heavy debt burdens, balancing the need to provide income support and collect
revenue to finance spending has been extremely challenging.

The pace and scale of progress in international tax reform and intergovernmental co-operation has meant
that many developing countries are on a steep learning curve. The report Developing Countries and the
OECD/G20 Inclusive Framework on BEPS (Attachment C) is intended to help the G20 consolidate
progress by checking that the Inclusive Framework’s strong coalition of countries continues to advance
together and converge on the design and implementation of the global tax rules by paying particular
attention to the needs of lower income/lower capacity countries in the Inclusive Framework.

The report:
e Takes stock of developing countries’ progress in their participation in the Inclusive Framework

e Considers the existing international tax norms and guidance in relation to the capacities and
priorities of developing countries, as well as their domestic resource mobilisation (DRM) needs.

© OECD 2021
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Given the critical importance of the taxation of natural resources, there is a cross-cutting focus on
this topic

e Examines the support to developing countries aimed at boosting capacity

e Analyses the inclusivity of the Inclusive Framework, including its existing governance
arrangements, and

e Sets out developing countries’ views on the future of the Inclusive Framework in the context of
their DRM npriorities, whilst acknowledging the Inclusive Framework mandate is dedicated to
BEPS.

As part of the process of developing the report, extensive consultation was undertaken with developing
countries, including both members and non-members of the Inclusive Framework, involving participation
from some 675 government officials from 155 jurisdictions. In addition to the formal consultation events,
the OECD has also gathered input from developing countries and development partners through its
bilateral capacity building and technical assistance programmes which are delivered in partnership with
the African Tax Administration Forum (ATAF) and World Bank Group (WBG).

Tax and Fiscal Policy after the COVID-19 Crisis

Today, most G20 economies are in their recovery phase during which they will need to create the
conditions for robust, resilient and inclusive economic growth, which will be essential in supporting
government finances in the future. Tax policy is a key component of governments’ strategies to respond
to the pandemic and build a sustainable and inclusive recovery. At your request the OECD produced two
earlier reports for the G20 in April 2020 and April 2021 on tax policy and the COVID-19 crisis. | am pleased
to present a new report Tax and Fiscal Policy after the COVID-19 Crisis (Attachment D), that highlights
some of the implications for public finances, and of tax systems in particular, of the COVID-19 crisis and a
range of broader structural trends and challenges that countries face, such as the impact of ageing
populations, digitalisation, and the need for decarbonisation, among other challenges.

The report aims to frame an ongoing discussion on how countries can work towards ensuring that their tax
and spending policies support inclusive and sustainable economic growth in the post-COVID environment.
In particular, the report underscores how reforming countries’ public finance strategies will involve a
combination of measures to support sustainable tax revenues and improve the quality of public spending,
including through improved governance of public finances. The report focuses in particular on taxation,
and aims to initiate a discussion on the tax policy design options that countries may wish to consider that
can foster inclusive growth that is both fiscally and environmentally sustainable over the medium to long
term. The mix of tax reforms will have to be complemented with well-desighed compensatory measures to
ensure affordability of the measures taken. The optimal combination of fiscal instruments will vary
significantly depending on a range of factors in different countries and the specific challenges they face,
including GDP growth, level of development, inequalities and fiscal space, current levels and structures of
taxation and spending, and the nature of specific long-term structural trends.
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Implementation of Tax Transparency and BEPS Minimum Standards

While the major issues facing governments have been prioritised by the OECD in developing analysis,
guidance and solutions this past year, the core work of promoting the implementation of the tax
transparency and BEPS standards has continued. The highlights of this work are set out below.

Tax Transparency

Since 2009, the G20 has given its strong backing to the global progress in transparency and exchange of
information for tax purposes with great achievements, beginning with the end of bank secrecy for tax
purposes. With 163 members — more than half of which are developing jurisdictions — and under your
mandate, the OECD-hosted Global Forum on Transparency and Exchange of Information for Tax
Purposes (Global Forum) conducts peer reviews of the global implementation of the Automatic Exchange
of Financial Account Information in Tax Matters (AEOI) and Exchange of Information on Request (EOIR)
standards.

The implementation of both standards is on good track:

o Of the 100 jurisdictions that committed to commence exchanges in 2017 or 2018, virtually all (98)
have in place an international legal framework that is fully in accordance with the AEOI Terms of
Reference and a vast majority (88) have a domestic legal framework that has been determined to
be either “In Place” or “In Place But Needs Improvement”. Since last year, several jurisdictions
have made legislative amendments to address recommendations and an update report will be
published this year.

¢ Regarding EOIR, 85% of the jurisdictions, which had been reviewed by the end of 2020, have
received a satisfactory overall rating (“Compliant” or “Largely Compliant®), 12% have been
assessed as Partially Compliant and 3% as Non-Compliant. In 2021, the reports on 10 additional
members are being finalised with the issuance of determinations on the legal framework. The
ratings will be assigned as soon as onsite visits, currently suspended because of the pandemic,
can be held to complete the assessment of the effectiveness of the EOIR implementation.

The impact of these standards is significant:

e In 2020, information on at least of 75 million financial accounts worldwide, covering total assets of
nearly EUR 9 trillion was exchanged automatically. Note that these figures do not include
information for all jurisdictions engaged in AEOI because the COVID-19 pandemic resulted in the
extension of the exchange deadline and the difficulties in reporting statistics by some jurisdictions;
this is why they reflect slightly lower figures than in the past;

e A total of EUR 112 billion of additional revenues (tax, interest, penalties) have been identified
so far, thanks to voluntary disclosure programmes and similar initiatives and offshore
investigations. Of this amount, AEOI helped to deliver at least EUR 3 billion of additional tax
revenue.

As the Global Forum celebrates the 10" anniversary of its capacity building programme in 2021,
demand for capacity-building support remains strong with over 70 jurisdictions having received technical
assistance in 2021 to date, 31 of which tailored to AEOI. The Global Forum’s regional initiatives also
manifest growing progress. Globally, developing countries have identified nearly EUR 30 billion through
voluntary disclosure programmes and offshore tax investigations since 2009.

List of jurisdictions that have not satisfactorily implemented the tax transparency standards

To ensure a level playing field, you have requested the OECD to regularly report on the jurisdictions that
fail to comply with the tax transparency standards. Since December 2018, the number of identified
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jurisdictions has decreased from 15 to 5 today.? The Global Forum is working closely with all of these
jurisdictions to provide the necessary assistance and guidance to ensure their progress and a global level
playing field. A new report on the progress made and to identify any jurisdictions that still do not comply

will be delivered to you by the time of your next meeting.

BEPS Minimum Standards

While the Inclusive Framework’s work on the tax challenges arising from digitalisation dominated its work
programme over the last year, steady progress was also made on other aspects of the fight against base
erosion and profit shifting, as reflected in the OECD/G20 Inclusive Framework on BEPS: Progress Report

July 2020-September 20213,

Five years have passed since implementation of the BEPS package began, and notable progress has
been achieved under Actions 5, 6, 13 and 14, which comprise the four BEPS minimum standards.

Action 5 on Harmful
Tax Practices

Action 6 on Tax
Treaty Abuse

Action 13 on

Country-by-Country
(CbC) Reporting

Action 14 on Mutual
Agreement
Procedure

*Over 300 preferential
regimes
reviewed,virtually all
amended or
abolished

*Over 36 000
information
exchanges on tax
rulings and peer
reviews on 124
jurisdictions

*Review of substance
legislation of 12 no
tax or only nominal
tax jurisdictions and
first exchanges in
March 2021

*3rd peer review
report on Action 6
published in April
2021

* Treaty networks
modified to comply
with Action 6 by large
majority of Inclusive
Framework members

*Many are relying on
the BEPS multilateral
instrument (MLI),
which now covers 96
jurisdictions

*More than 3 000

bilateral relationships

for CbC report
exchanges are now
in place
*Over 100
jurisdictions have
introduced CbCR
legislation

2 Anguilla, Dominica, Niue, Sint Maarten and Trinidad and Tobago.

*Ensure tax disputes
resolution in a timely,
effective and efficient
manner

+82 stage 1 peer
review reports and
45 stage 1 + stage 2
peer monitoring
reports have now
been finalised

* Significant increase
in the number of
resolved MAP cases
in almost all
jurisdictions under
review

3 OECD (2021), OECD/G20 Inclusive Framework on BEPS: Progress Report July 2020-September 2021, OECD,
Paris, www.oecd.org/tax/beps/oecd-g20-inclusive-framework-on-beps-progress-report-july-2020-september-

2021.htm.
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Attachment A. Statement on a Two-Pillar
Solution to Address the Tax Challenges Arising
From the Digitalisation of the Economy

This document sets out the Statement which has been discussed in the OECD/G20 Inclusive Framework on BEPS. 136
member jurisdictions have agreed to it as of 8 October 2021. It is noted that not all Inclusive Framework members have joined
as of today.

Introduction

The OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting (IF) has agreed a two-pillar
solution to address the tax challenges arising from the digitalisation of the economy. The agreed
components of each Pillar are described in the following paragraphs.

A detailed implementation plan is provided in the Annex.

Pillar One

Scope

In-scope companies are the multinational enterprises (MNEs) with global turnover above 20 billion euros
and profitability above 10% (i.e. profit before tax/revenue) calculated using an averaging mechanism with
the turnover threshold to be reduced to 10 billion euros, contingent on successful implementation including
of tax certainty on Amount A, with the relevant review beginning 7 years after the agreement comes into
force, and the review being completed in no more than one year.

Extractives and Regulated Financial Services are excluded.

Nexus

There will be a new special purpose nexus rule permitting allocation of Amount A to a market jurisdiction
when the in-scope MNE derives at least 1 million euros in revenue from that jurisdiction. For smaller
jurisdictions with GDP lower than 40 billion euros, the nexus will be set at 250 000 euros.

The special purpose nexus rule applies solely to determine whether a jurisdiction qualifies for the Amount A
allocation.

Compliance costs (incl. on tracing small amounts of sales) will be limited to a minimum.
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Quantum

For in-scope MNESs, 25% of residual profit defined as profit in excess of 10% of revenue will be allocated
to market jurisdictions with nexus using a revenue-based allocation key.

Revenue sourcing

Revenue will be sourced to the end market jurisdictions where goods or services are used or consumed.
To facilitate the application of this principle, detailed source rules for specific categories of transactions will
be developed. In applying the sourcing rules, an in-scope MNE must use a reliable method based on the
MNE’s specific facts and circumstances.

Tax base determination

The relevant measure of profit or loss of the in-scope MNE will be determined by reference to financial
accounting income, with a small number of adjustments.

Losses will be carried forward.

Segmentation

Segmentation will occur only in exceptional circumstances where, based on the segments disclosed in the
financial accounts, a segment meets the scope rules.

Marketing and distribution profits safe harbour

Where the residual profits of an in-scope MNE are already taxed in a market jurisdiction, a marketing and
distribution profits safe harbour will cap the residual profits allocated to the market jurisdiction through
Amount A. Further work on the design of the safe harbour will be undertaken, including to take into account
the comprehensive scope.

Elimination of double taxation

Double taxation of profit allocated to market jurisdictions will be relieved using either the exemption or
credit method.

The entity (or entities) that will bear the tax liability will be drawn from those that earn residual profit.

Tax certainty

In-scope MNEs will benefit from dispute prevention and resolution mechanisms, which will avoid double
taxation for Amount A, including all issues related to Amount A (e.g. transfer pricing and business profits
disputes), in a mandatory and binding manner. Disputes on whether issues may relate to Amount A will be
solved in a mandatory and binding manner, without delaying the substantive dispute prevention and
resolution mechanism.

An elective binding dispute resolution mechanism will be available only for issues related to Amount A for
developing economies that are eligible for deferral of their BEPS Action 14 peer review* and have no or
low levels of MAP disputes. The eligibility of a jurisdiction for this elective mechanism will be reviewed
regularly; jurisdictions found ineligible by a review will remain ineligible in all subsequent years.

4 The conditions for being eligible for a deferral of the BEPS Action 14 peer review are provided in paragraph 7 of the
current Action 14 Assessment Methodology published as part of the Action 14 peer review documents.
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Amount B

The application of the arm’s length principle to in-country baseline marketing and distribution activities will
be simplified and streamlined, with a particular focus on the needs of low capacity countries. This work will
be completed by the end of 2022.

Administration

The tax compliance will be streamlined (including filing obligations) and allow in-scope MNEs to manage
the process through a single entity.

Unilateral measures

The Multilateral Convention (MLC) will require all parties to remove all Digital Services Taxes and other
relevant similar measures with respect to all companies, and to commit not to introduce such measures in
the future. No newly enacted Digital Services Taxes or other relevant similar measures will be imposed on
any company from 8 October 2021 and until the earlier of 31 December 2023 or the coming into force of
the MLC. The modality for the removal of existing Digital Services Taxes and other relevant similar
measures will be appropriately coordinated. The IF notes reports from some members that transitional
arrangements are being discussed expeditiously.

Implementation

The MLC through which Amount A is implemented will be developed and opened for signature in 2022,
with Amount A coming into effect in 2023. A detailed implementation plan is set out in the Annex.

Pillar Two

Overall design

Pillar Two consists of:

e two interlocking domestic rules (together the Global anti-Base Erosion Rules (GIoBE) rules): (i) an
Income Inclusion Rule (lIR), which imposes top-up tax on a parent entity in respect of the low taxed
income of a constituent entity; and (i) an Undertaxed Payment Rule (UTPR), which denies
deductions or requires an equivalent adjustment to the extent the low tax income of a constituent
entity is not subject to tax under an IIR; and

e a treaty-based rule (the Subject to Tax Rule (STTR)) that allows source jurisdictions to impose
limited source taxation on certain related party payments subject to tax below a minimum rate. The
STTR will be creditable as a covered tax under the GIloBE rules.

Rule status

The GIoBE rules will have the status of a common approach.
This means that IF members:

e are not required to adopt the GIoBE rules, but, if they choose to do so, they will implement and
administer the rules in a way that is consistent with the outcomes provided for under Pillar Two,
including in light of model rules and guidance agreed to by the IF;

e accept the application of the GloBE rules applied by other IF members including agreement as to
rule order and the application of any agreed safe harbours.
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Scope

The GIoBE rules will apply to MNEs that meet the 750 million euros threshold as determined under
BEPS Action 13 (country by country reporting). Countries are free to apply the IIR to MNEs headquartered
in their country even if they do not meet the threshold.

Government entities, international organisations, non-profit organisations, pension funds or investment
funds that are Ultimate Parent Entities (UPE) of an MNE Group or any holding vehicles used by such
entities, organisations or funds are not subject to the GIoBE rules.

Rule design

The IR allocates top-up tax based on a top-down approach subject to a split-ownership rule for
shareholdings below 80%.

The UTPR allocates top-up tax from low-tax constituent entities including those located in the UPE
jurisdiction. The GIoBE rules will provide for an exclusion from the UTPR for MNESs in the initial phase of
their international activity, defined as those MNEs that have a maximum of EUR 50 million tangible assets
abroad and that operate in no more than 5 other jurisdictions.® This exclusion is limited to a period of 5
years after the MNE comes into the scope of the GIoBE rules for the first time. For MNEs that are in scope
of the GIoBE rules when they come into effect the period of 5 years will start at the time the UTPR rules
come into effect.

ETR calculation

The GIoBE rules will operate to impose a top-up tax using an effective tax rate test that is calculated on a
jurisdictional basis and that uses a common definition of covered taxes and a tax base determined by
reference to financial accounting income (with agreed adjustments consistent with the tax policy objectives
of Pillar Two and mechanisms to address timing differences).

In respect of existing distribution tax systems, there will be no top-up tax liability if earnings are distributed
within 4 years and taxed at or above the minimum level.

Minimum rate

The minimum tax rate used for purposes of the IIR and UTPR will be 15%.

Carve-outs

The GIoBE rules will provide for a formulaic substance carve-out that will exclude an amount of income
that is 5% of the carrying value of tangible assets and payroll. In a transition period of 10 years, the amount
of income excluded will be 8% of the carrying value of tangible assets and 10% of payroll, declining
annually by 0.2 percentage points for the first five years, and by 0.4 percentage points for tangible assets
and by 0.8 percentage points for payroll for the last five years.

The GIloBE rules will also provide for a de minimis exclusion for those jurisdictions where the MNE has
revenues of less than EUR 10 million and profits of less than EUR 1 million.

5 An MNE is considered to operate in a jurisdiction if that MNE has a Constituent Entity in that jurisdiction as defined
for purposes of the GIoBE rules.
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Other exclusions

The GIloBE rules also provide for an exclusion for international shipping income using the definition of such
income under the OECD Model Tax Convention.

Simplifications

To ensure that the administration of the GIoBE rules are as targeted as possible and to avoid compliance
and administrative costs that are disproportionate to the policy objectives, the implementation framework
will include safe harbours and/or other mechanisms.

GILTI co-existence

Itis agreed that Pillar Two will apply a minimum rate on a jurisdictional basis. In that context, consideration
will be given to the conditions under which the US GILTI regime will co-exist with the GIoBE rules, to ensure
a level playing field.

Subject to tax rule (STTR)

IF members recognise that the STTR is an integral part of achieving a consensus on Pillar Two for
developing countries.® IF members that apply nominal corporate income tax rates below the STTR
minimum rate to interest, royalties and a defined set of other payments would implement the STTR into
their bilateral treaties with developing IF members when requested to do so.

The taxing right will be limited to the difference between the minimum rate and the tax rate on the payment.

The minimum rate for the STTR will be 9%.

Implementation

Pillar Two should be brought into law in 2022, to be effective in 2023, with the UTPR coming into effect in
2024. A detailed implementation plan is set out in the Annex.

6 For this purpose, developing countries are defined as those with a GNI per capita, calculated using the World Bank
Atlas method, of USD 12 535 or less in 2019 to be regularly updated.
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Annex. Detailed Implementation Plan

This Annex describes the work needed to implement the two-pillar solution described in the body of the
Statement. It also sets out a timeline for that process, including the key milestones for the Inclusive
Framework (IF) going forward, noting that bespoke technical assistance will be available to developing
countries to support all aspects of implementation. IF members recognise the ambitious nature of the
timelines contained in this implementation plan and are fully committed to use all efforts within the context
of their legislative process in achieving that goal.

Pillar One

Amount A, the removal of all Digital Service Taxes and other relevant similar measures on all companies,
and Amount B will be implemented under the Pillar One solution, as described below.

Amount A

Amount A will be implemented through a Multilateral Convention (MLC), and where necessary by way of
correlative changes to domestic law, with a view to allowing it to come into effect in 2023.

Multilateral Convention

In order to facilitate swift and consistent implementation, an MLC will be developed to introduce a
multilateral framework for all jurisdictions that join, regardless of whether a tax treaty currently exists
between those jurisdictions. The MLC will contain the rules necessary to determine and allocate Amount A
and eliminate double taxation, as well as the simplified administration process, the exchange of information
process and the processes for dispute prevention and resolution in a mandatory and binding manner
between all jurisdictions, with the appropriate allowance for those jurisdictions for which an elective binding
dispute resolution mechanism applies with respect to issues related to Amount A, thereby ensuring
consistency and certainty in the application of Amount A and certainty with respect to issues related to
Amount A. The MLC will be supplemented by an Explanatory Statement that describes the purpose and
operation of the rules and processes. Where a tax treaty exists between parties to the MLC, that tax treaty
will remain in force and continue to govern cross-border taxation outside Amount A, but the MLC will
address inconsistencies with existing tax treaties to the extent necessary to give effect to the solution with
respect to Amount A. The MLC will also address interactions between the MLC and future tax treaties.
Where there is no tax treaty in force between parties, the MLC will create the relationship necessary to
ensure the effective implementation of all aspects of Amount A.

The IF has mandated the Task Force on the Digital Economy (TFDE) to define and clarify the features of
Amount A (e.g., elimination of double taxation, Marketing and Distribution Profits Safe Harbour) and
develop the MLC and negotiate its content, so that all jurisdictions that have committed to the Statement
will be able to participate. The TFDE will seek to conclude the text of the MLC and its Explanatory
Statement by early 2022, so that the MLC is quickly open to signature and a high-level signing ceremony
can be organised by mid-2022. Following its signature, jurisdictions will be expected to ratify the MLC as
soon as possible, with the objective of enabling it to enter into force and effect in 2023 once a critical mass
of jurisdictions as defined by the MLC have ratified it.

Removal and Standstill of All Digital Services Taxes and Other Relevant Similar Measures

The MLC will require all parties to remove all Digital Services Taxes and other relevant similar measures
with respect to all companies, and to commit not to introduce such measures in the future. A detailed
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definition of what constitutes relevant similar measures will be finalised as part of the adoption of the MLC
and its Explanatory Statement.

Domestic Law Changes

IF members may need to make changes to domestic law to implement the new taxing rights over
Amount A. To facilitate consistency in the approach taken by jurisdictions and to support domestic
implementation consistent with the agreed timelines and their domestic legislative procedures, the IF has
mandated the TFDE to develop model rules for domestic legislation by early 2022 to give effect to
Amount A. The model rules will be supplemented by commentary that describes the purpose and operation
of the rules.

Amount B

The IF has mandated Working Party 6 and the FTA MAP Forum to jointly finalise the work on Amount B
by end of 2022. The technical work will start by defining the in-country baseline marketing and distribution
activities in scope of Amount B. Working Party 6 and the FTA MAP Forum will then jointly develop the rest
of Amount B components, with a view of releasing Amount B final deliverables by end of 2022.

Pillar Two

Model rules to give effect to the GloBE rules will be developed by the end of November 2021. These model
rules will define the scope and set out the mechanics of the GIoBE rules. They will include the rules for
determining the ETR on a jurisdictional basis and the relevant exclusions, such as the formulaic substance-
based carve-out. The model rules will also cover administrative provisions that address an MNE'’s filing
obligations and the use of any administrative safe-harbours. The model rules will further include transition
rules. The model rules are supplemented by commentary that explains the purpose and operation of the
rules, and addresses the need for a switch-over rule in certain treaties and in circumstances that otherwise
commit the contracting parties to the use of the exemption method.

A model treaty provision to give effect to the STTR will be developed by the end of November 2021. The
model treaty provision will be supplemented by commentary that explains the purpose and the operation
of the STTR. A process to assist in implementing the STTR will be agreed.

A multilateral instrument (MLI) will be developed by the IF by mid-2022 to facilitate the swift and consistent
implementation of the STTR in relevant bilateral treaties.

At the latest by the end of 2022 an implementation framework will be developed that facilitates the
coordinated implementation of the GIoBE rules. This implementation framework will cover agreed
administrative procedures (e.g. detailed filing obligations, multilateral review processes) and safe-harbours
to facilitate both compliance by MNEs and administration by tax authorities. As part of the work on the
implementation framework, IF members will consider the merits and possible content of a multilateral
convention in order to further ensure co-ordination and consistent implementation of the GloBE rules.

Consultations

Within the constraints of the timeline set forth in this implementation plan, the work will continue to progress
in consultation with stakeholders.
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Attachment B. Tax Policy and Climate Change

IMF/OECD Report for the G20 Finance Ministers and Central Bank Governors
September 2021, Italy
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Attachment C. Developing Countries and the
OECD/G20 Inclusive Framework on BEPS

OECD Report for the G20 Finance Ministers and Central Bank Govenors
October 2021, Italy
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We reaffirm our engagement to support developing countries in strengthening the capacity to build sustainable
tax revenue bases and ask the OECD to prepare a report on progress made through their participation at the
G20/0ECD Inclusive Framework on BEPS and identify possible areas where domestic resource mobilisation
efforts could be further supported.

Second Finance Ministers and Central Bank Governors Meeting Communiqué, 7 April 2021
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z Economic and societal trends
shaping public finances

A wide range of long-term structural trends are impacting the functioning of economies and
societies worldwide. The structural trends include slowing productivity growth, accelerating digitalisation,
automation and artificial intelligence, rising inequalities, population ageing, changes arising from
globalisation and mobility, climate change and environmental degradation and rising health risks. Some of
these trends are interrelated, and most have been influenced in some way by the COVID-19 crisis. These
trends can affect public finances in many ways: directly through changes in the number of taxpayers and
benefit recipients, as population ageing is causing; by influencing policy priorities in the post-crisis
environment; and impacting the different tax and spending policy instruments available to policymakers.

A forward-looking public finance strategy should carefully consider these trends. Fiscal strategies
should reassess tax and spending priorities and which instruments could be most effective in achieving
countries’ objectives given these structural changes, both now and as they evolve in the future. Section 2
briefly describes some of these structural trends. Section 3 will then zoom in on their main tax policy
implications.

2.1. Economic growth has slowed

Sustained periods of low economic growth undermine tax revenues and make it difficult to address
spending pressures, maintain public debt sustainability, and — more generally — improve
populations’ living standards. Productivity growth has decreased in the majority of G20 countries over
the past decades. Possible causes of this slowdown include, among other factors, disappointing gains
from recent innovation waves, likely due to some extent to adjustment costs and insufficient diffusion of
new technologies and innovations across firms; a decline in business dynamism and reallocation of
resources; and a levelling of educational attainments. The COVID-19 crisis could have positive effects on
long-term productivity, for example by accelerating digitalisation, in particular the adoption of digital
technologies by small and medium-sized businesses in services sectors. However, large recessions can
have long-lasting and negative effects on productivity, including on the productivity of labour market
entrants. As past crises have shown, even if some scarring effects could be mitigated by well-designed
temporary job-retention schemes that support productivity-enhancing job reallocation (Andrews et al.,
2020y1;; Andrews, Charlton and Moore, 2021;2;; von Wachter, 20203)." In the case of the COVID-19 crisis,
disruptions in education are likely to reduce skills, productivity and earnings of the current students, with
possible negative effects on future GDP (Hanushek and Woessmann, 20204)).

Higher economic growth would lower the debt-to-GDP ratio on its own. Towards this end,
governments should implement ambitious structural reforms to boost potential growth (OECD, 2021s)).

' Von Wachter (2020y3)) suggests that the persistent earnings reduction experienced by labour market entrants in a
recession can last 10-15 years and are mostly linked to the reduction in hourly wage rather than in labour supply, thus
pointing to long-lasting effects on productivity.
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