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Newsletter n. 8/2022 

Implementation of 15% global minimum tax on MNE. 

The main features of OECD/G20 Pillar Two 

Digitalisation and globalisation have provided new challenges to 

traditional rules for taxing international business income, which have 

prevailed for more than a hundred years. As a result, MNEs are not 

paying their fair share of tax, despite the huge profits many of these 

businesses have garnered since the world became increasingly 

interconnected. 

There are two problems: 

• old rules provide that the profits of a foreign company can 

only be taxed in another country where the foreign company 

has a physical presence; nevertheless, in today’s digitalised 

world, MNEs often conduct large-scale business in a 

jurisdiction with little or no physical presence there; 

• most countries only tax domestic business income of their 

MNEs, but not foreign income, on the assumption that 

foreign business profits will be taxed where they are earned; 

the growth of intangible assets, like brands, copyright and 

patents, and companies’ ability to shift profits to jurisdictions 

that impose little or no tax, means that MNE profits often 

escape taxation. 

The OECD/G20 Inclusive Framework, which has 140 members, all 

participating on an equal footing, was mandated to provide a solution to 

these two problems in 2021. 

As of 8 October 2021, 136 member countries and jurisdictions joined 

the Two Pillar Solution to Address the Tax Challenges Arising from the 

Digitalisation of the Economy. 

The Two-Pillar Solution is comprised of Pillar One and Pillar Two. 
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1. Structure of Pillar Two. 

In this newsletter, we will focus on Pillar Two solution, which aims put a 

floor on tax competition on corporate income tax trough a double instrument 

solution: 

A. a global minimum tax of 15% on all MNEs with annual revenue over 

750 million € (GloBE rules); 

B. a minimum withholding tax on certain categories of base-eroding 

payments (such as interest and royalties) when they are not taxed up 

to the minimum rate of 9% in the jurisdiction where the recipient is 

established. 

GloBE concept calls for a “top-up tax” on foreign-sourced profits of MNEs: 

- who meet annual revenue over 750 million euros; 

- whose effective tax rate (ETR) is below the politically agreed 

minimum tax rate, which is 15%. 

For calculating the ETR, the profits of all group entities domiciled or 

established in a particular tax jurisdiction would be determined as an 

aggregate amount based on financial accounting standards. They would then 

be put in relation to the total burden of income taxes and similar “covered 

taxes” attributable to those profits. If the definitive ETR were below the 

minimum tax rate, it would still need to be examined whether some or all of 

the undertaxed profits qualify as routine return of investments in certain 

human resources and tangible assets; to this extent, no minimum tax would 

apply (so-called substance- based “carve-out”). After those eventual 

adjustments and carve-outs, the difference between the minimum tax rate and 

the lower ETR would determine the amount of top-up tax to be applied to the 

undertaxed profits. 

 

2. Mechanisms to collect top-up tax. 

Two interlocking domestic rules are foreseen for charging and collecting this 

top-up tax (together called the “Global anti-Base Erosion Rules”): 
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- an income inclusion rule (IIR), which imposes top-up tax on a parent 

company in respect of the low taxed income of a constituent company; 

- an undertaxed payments rule (UTPR) if the tax is collected from a 

company making intra-group payments. 

In order to avoid double (minimum) taxation and facilitate administration and 

compliance, priority is given to the IIR with a top-down approach in case of 

several tiers of parent companies. The UTPR serves as a backstop to the IIR 

in case that the parent jurisdiction(s) did not implement GloBE, or that they 

are themselves low-tax jurisdictions. 

The UTPR therefore seeks to counter the relocation of corporate headquarters 

to countries without an IIR, and to ensure that profits in the (ultimate) parent 

jurisdiction are subject to GloBE, too. 

The attribution of taxing rights under the UTRP is a two-step process, which 

is, fundamentally, oriented towards intra-group (net) payment flows as 

follows: 

a) first, if the UTPR Taxpayer makes any deductible payments to the 

low-tax Constituent Entity during the relevant period, the top-up tax 

of such Constituent Entity is allocated to the UTPR Taxpayer in 

proportion to the total of deductible payments made to that entity by 

all UTPR Taxpayers; 

b) second, if the UTPR Taxpayer has net intra-group payments, the top-

up tax is allocated to the UTPR Taxpayer in proportion to the total 

amount of net intra-group expenditure incurred by all UTPR 

Taxpayers. 

 

3. Subject to Tax Rule (STTR). 

Pillar Two also comprises a treaty-based rule that allows source jurisdictions 

to impose a source taxation on certain related party payments (such as 

interests and royalties) below the minimum rate. The minimum rate for the 

STTR is 9%. 

Differently from the core GloBE concept, however, this kind of minimum 
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taxation would be prompted by a low nominal tax rate in the jurisdiction of 

the recipient of the payment. Moreover, the withholding tax would be levied 

on gross income rather than net income. These simplifications cause the 

minimum withholding tax to be less accurate, but they take into account the 

limited administrative capacities of many developing countries that would 

apply the STTR. 

 

4. Scheduled implementation plan and the adoption of an EU Directive. 

Mid 2022 is the target date to develop a Multilateral Instrument (MLI) for the 

implementation of the STTR in relevant bilateral traties. 

End 2022 is the target date for Implementation Framework to facilitate co-

ordinated implementation of the GloBE rules (IIR and UTPR). 

Pillar Two should be effective in Early 2023, while the UTPR should be 

coming into effect in Early 2024. 

Furthermore, OECD/G20 Inclusive Framework on BEPS agreement on a 

Two Pillar Solution are shared by the EU, which has published on 22 

December 2021 a proposal for a Council Directive “on ensuring a global 

minimum level of taxation for multinational groups in the Union”. 

Finally, on 2 December 2022, after numerous discussions and meetings, all 

the ambassadors of EU member states decided to advise the Council to adopt 

the Pillar 2 directive. 

Therefore, a written procedure for the formal adoption will be launched and 

the Directive will have to be transposed into member states’ national law by 

the end of 2023, making the EU a front-runner in adopting the OECD/G20 

global agreement on Pillar Two. 

 

written by 

Bruno Nichetti - Giovanni Moschetti - Francesco Rampado 


