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— Action 1 of the OECD’s BEPS
Project (2015) focused on 
addressing the  challenges of the 
digitaleconomy.

— Following a mandate issued by the  
G20 Finance Ministers in March 
2017, the OECD Task Force on the 
Digital Economy published an 
Interim Report on the matter in 
March 2018.

— An OECD Policynote in January 
2019 set out two Pillars and four 
approaches to be explored on a  
‘without prejudice basis’.

— A public consultation document
issued on 13 February 2019.

— On 31 May 2019, the OECD 
published its Programme of Work 
paper, emphasising the need to 
agree the outline architecture of a 
unified approach to the taxation of 
the digital economy by January
2020.

— On 9 October, the OECD opened 
a consultation seeking feedback 
on a proposed outline of a ‘Unified 
Approach’ as part of a process of 
building consensus to move 
forward. The paper did not set out  
a consensus position within the 
OECD Inclusive Framework, only 
a Secretariat proposal.

— The 31 January 2020 statement  
summarises the position following 
an Inclusive Framework meeting.

— The proposal under Pillar One grants greater taxing rights to market 
jurisdictions. This is intended to ensure greater taxation in jurisdictions in which 
business is conducted with significant and sustained impact on consumers in 
that market, even without a physical presence.

— The Pillar One Unified Approach proposal blends together some of the 
common elements of the previous proposals put forward for consideration 
(such as the ‘user participation’, ‘marketing  intangibles’ and ‘significant 
economic presence’).

— Key takeaways include:
Scope: wider than highly digitised or automated business models. Broadly 
focuses on large, consumer-facing businesses. Certain sectors may be 
excluded, such as the extractives industry or commoditised end of supply chain, 
regulated financial services, airlines and shipping businesses. Size limitations 
may also be considered (most likely EUR750m revenues threshold for a MNC) 
as well as thresholds for market jurisdiction revenues (flexed in relation to the 
size of a given market).
New nexus: the proposal creates a new nexus rule which allows profit allocation 
to a jurisdiction, which is not dependent on a physical presence.
New profit allocation rule and the arm’s length principle (ALP): traditional 
transfer pricing rules based on the ALP have largely survived, but are
supplemented by formula-based approaches as follows:
3-Tier mechanism for allocating profit:
 Amount A: a share of deemed residual profit calculated as a fixed 

percentage ratio based on revenues from ‘in scope’ business lines, using 
information in the MNC’s consolidated financial statements. The amount 
is allocated to market jurisdictions using a formulaic approach based
on sales and other nexus factors. May be targeted at the most 
profitable MNCs. Amount A is a complete departure from the arm’s 
length principle (ALP).

 Amount B: a fixed remuneration aligned with the ALP for baseline, ‘routine’
distribution and marketing functions that take place in the market jurisdiction.

 Amount C: profits allocated to the jurisdiction based on traditional transfer 
pricing rules where in-country functions exceed the baseline distribution and 
marketing activity compensated under Amount B (improved dispute resolution 
mechanisms including mandatory binding arbitration are being explored in 
relation to this element).

The Inclusive Framework has endorsed 
moving ahead based on the Unified 
Approach although there are critical 
policy differences to be resolved to 
achieve a consensus-agreement by the 
end of 2020. Work is proceeding in 
tandem on both Pillars. The aim is to  
achieve agreement on key policy 
features of the proposals at the early 
July 2020 meeting of the Inclusive 
Framework.
If ultimately agreed, Pillar One would  
fundamentally alter the international  
tax regime and taxing rights on profits 
– the biggest change since the 1920's.
The scope of the measures could 
extend to MNCs which have not 
adopted highly digitised business 
models but which have a sustained  
impact in consumer markets. These 
include sectors not targeted by digital 
services tax (DST) measures.
It remains to be seen whether 
this progress will be sufficient to 
curtail unilateral digital services 
taxes which continue globally.

Click here to access more insights 
on KPMG’s TaxWatch platform for 
clients as OECD work progresses 
on these proposals.

The OECD is still in ‘listening mode’.
Taxpayers can and should be engaging  
with the debate. KPMG teams 
participate in a number of fora which 
provide an opportunity for businesses 
to provide feedback on the potential 
impact on them of design choices 
relating to Pillar One. If you consider 
that these proposals could affect your 
business, speak to your KPMG team 
and have your voice heard in this 
debate.
KPMG’s transfer pricing teams can 
assist you in assessing the potential 
impact of Pillar One, its interaction with 
your business’s current transfer pricing 
policies as well as the broader insights 
this debate is raising on managing 
transfer pricing in important markets for 
your business.  
If your business is in scope of digital 
services taxes, we can also assist with 
the ongoingreview of unilateral digital 
services taxes being introduced across 
your global  footprint.

Key contacts:
Conor O’Sullivan  Partner and Head 
of Transfer Pricing, KPMG Ireland
Email: conor.osullivan@kpmg.ie
Phone: +353 1 410 1181

Anna Scally Partner and Head of 
Tech and Media, KPMG Ireland
Email: anna.scally@kpmg.ie
Phone: +353 1 410 1240

OECD’s Pillar One ‘Unified Approach' to Taxing the Digitalised Economy
On 31 January 2020, the OECD Secretariat released a statement update on behalf of the Inclusive Framework on progress in building consensus on a proposed ‘Unified Approach’ 
to a new international framework for allocating part of the profits of multinationals engaged in automated digital services and consumer facing activities with significant and sustained 
engagement with market jurisdictions. The update includes insights on lines of business potentially in scope, more details on nexus and profit allocation rules. Consensus has not yet 
been reached but there is sufficient basis to move forward with the technical work. It forms part of the OECD’s ongoing Programme of Work on addressing the tax challenges arising 
from the digitalisation of the economy, published in May 2019.

https://www.kpmgtaxwatch.ie/publication/taxwatch-quarter-4-2019/oecd-work-progresses-on-beps-2-0-pillar-one-and-pillar-two/?cat=7126
mailto:conor.osullivan@kpmg.ie
mailto:anna.scally@kpmg.ie


OECD’s Pillar Two ‘Global Anti-Base Erosion’ (GloBE) Proposal

Background 4 Component Parts: rule application order not decided Stakeholder input to date How can KPMG help?

— The work on Pillar Two or GloBE builds on the OECD’s 
Programme of Work published on 31 May 2019.

— It states that the BEPS project did not provide a 
comprehensive solution to the risk that continues to arise 
from structures that shift profit to entities subject to no or 
very low taxation, particularly in the context of intangibles.

— Pillar Two is intended as a backstop to Pillar One for 
situations where profit is booked in a tax rate environment 
below a minimum rate. While Ireland is supportive of 
multilateral engagement on reaching global consensus 
and certainty on Pillar One, Ireland’s position is that is it 
not convinced of the appropriateness of applying a global 
minimum effective tax rate.

— Unlike Pillar One, the Pillar Two proposals do not contain 
any form of ‘Unified Approach’. There are 4 component 
parts under review.

— It is potentially more impactful than Pillar One. It is not 
limited to highly digitised businesses or to consumer 
facing businesses.

— Actual minimum rate of tax is not yet decided. Discussions 
on this point will move forward once other key design 
elements are fully addressed. The rate and the manner of 
calculation of the rate will drive the potential impact on tax 
revenues of different jurisdictions.

— GloBE, if agreed, will be implemented by way of changes 
to domestic  law and tax treaties and will incorporate a co-
ordination or ordering rule to avoid risk of double taxation.

— In the 31 January 2020 statement, there are few new 
insights on the GloBE design features. The Income 
Inclusion rule is described first. It could apply to permit the 
parent country to tax up to the agreed minimum rate (and 
not the parent country rate) the profits of foreign entities 
not taxed at least at the minimum effective tax rate. The 
precise interaction of other parts such as the subject to tax 
or the undertaxed payments rules with the Income 
Inclusion rule is under review.

— The ambition remains to achieve consensus by end 2020.

Income Inclusion rule would
tax the income of a foreign  
branch or a controlled entity if  
that income is subject to tax at 
an ETR that is below a minimum
rate Switch-over rule would

permit a residence  
jurisdiction to switch from 
an  exemption to a credit 
method where the profits 
attributable to a PE or  
derived from immovable 
property (which is not part 
of a PE) are subject to an 
ETR below the minimum
rate

Income not  
subject to  
tax at a  

minimum  
rate

Income  
inclusion  

rule

Switch-
over  
rule

Under-
taxed  

payment
rule

Subject  
to tax  
rule Undertaxed payments 

rule would operate to deny 
deductions or to impose 
source-based taxation  
(e.g. WHT) for payments to 
related parties that are not 
subject to an ETR at or 
above a minimum rate

Subject to tax rule 
would complement the 
undertaxed payment rule 
by subjecting a payment 
to withholding or other 
taxes at source and  
adjusting eligibility for 
treaty benefits on certain 
items of income where 
the payment is not 
subject to tax at a  
minimum rate

A November 2019 consultation sought input on the 
possibility of using accounting information as the basis 
to determine an effective tax rate (ETR) for a group 
under the Income Inclusion rule. Important design 
aspects of GloBE remain undecided such as the order 
of priority of the 4 component rules and design details 
of the subject to tax and undertaxed payments rules.  

No consensus yet on ETR aspects consulted upon:  
(i) Tax-base blending in arriving at ETR
Rules are needed in order to set out the extent to which 
a taxpayer can combine its low-tax and high-tax income 
within the same entity or across different entities within 
a group. ETR blending can take 3  forms:
1. Worldwide: group would be required to pay an 

average minimum ETR on all of its foreign income.
2. Entity: group would be required to pay average 

minimum ETR with respect to each group entity.
3. Jurisdictional: group would be required to pay that 

average minimum ETR in each jurisdiction. 
Each present challenges with no consensus yet.   

(ii) Tax-base determination
Use of a consistent tax base is required. Current 
direction is to progress work using financial accounts/ 
accounting standards of group’s ultimate parent entity, 
combined withagreed adjustments for permanent 
differences for ETR. Ongoing work on to test if 
accounts approach can deal with the impact on tax 
paid arising from temporary differences: 
1. Carry-forward of excess taxes, tax attributes;
2. Deferred tax accounting;or
3. Multi-year average effective tax rate.

(iii) Carve-outs – relevant across parts
Ongoing discussions on detailed design aspects, e.g: 
• Exclude low ETR for substance based criteria?
• Carve outs for types of payment? 
• Size/turnover-based – apply to largest MNCs?
• De minimis rules for low value amounts?

• Facilitating stakeholder 
engagement with the debate.

• Assessing the cash tax and 
ETR impact of Pillars One 
and Two in combination 
through use of KPMG 
developed models, for 
example. 

• Considering impact if your 
business is in a sector with 
high volumes of cross border 
payment flows.

• Review and monitoring of 
global unilateral initiatives 
triggered by the OECD’s work 
on Pillars One and Two.

Key contacts:
Tom Woods Partner and Head of 
Tax & Legal, KPMG Ireland
Email: tom.woods@kpmg.ie
Phone: +353 1 410 2589

Orla Gavin Tax Partner, KPMG 
Ireland
Email: orla.gavin@kpmg.ie
Phone: +353 1 410 1202

On 31 January 2020, the OECD Secretariat released an update on the status of its work on Pillar Two which outlines specific technical issues in respect of the GloBE proposal. 
The GloBE proposal seeks to develop a co-ordinated set of rules to address “ongoing risks from structures that allow multinationals to shift profits”, by providing jurisdictions with 
a right to “tax back” where other jurisdictions have not exercised their primary taxing rights over profits or the payment is otherwise subject to low levels of effective taxation. 
It essentially looks at introducing a globally-agreed minimum standard on direct tax matters that will ensure that internationally operating businesses pay a minimum level of tax. 
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