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Income inclusion rule  
Top-down approach & Intermediate Parents 
The GloBE rules are designed to ensure that large MNEs pay a minimum level of tax on the income arising 
in each jurisdiction in which they operate.  To this end, and as explained further in Section 5, the rules 
calculate the ETR imposed on the MNE in each jurisdiction. Where the ETR in a jurisdiction falls below 
15% these rules determine an amount of top-up tax for each constituent entity in the jurisdiction. 

The IIR is the primary rule to impose this top-up tax.  Under the IIR a parent entity within the MNE group 
will pay tax, in its jurisdiction of tax residence, in respect of its allocable share of the top-up tax of a low-
taxed Constituent Entity.  In this regard the IIR bears similarities to Controlled Foreign Corporation (CFC) 
rules.  

Under the top-down approach, priority is given to the parent entity at the highest point in the ownership 
chain.  Therefore, in a multi-tiered structure, where the ultimate parent entity (UPE) of the MNE group is 
subject to a qualified IIR (i.e., one conformant to the GloBE rules design), it will pay the IIR tax in respect of 
the top-up tax of a low-taxed Constituent Entity, rather than an intermediate parent entity. Where the UPE 
is not subject to a qualified IIR, IIR taxing rights will ‘drop’ down to the jurisdiction of the intermediate parent 
entity beneath it, to the extent it applies a qualified IIR and so on down the chain of ownership.  

Split ownership rules 
An exception to the top-down rules can apply where a low-taxed Constitutent Entity has a significant (i.e., 
more than 20%) minority interest holder outside the MNE group. The split-ownership rules apply to address 
the potential for leakage that would result from simply subjecting the UPE’s allocable share of the low-taxed 
Constituent Entity to IIR tax.  

For example, take the case where the UPE has a 75% ownership interest in an intermediate parent entity, 
and the latter has a 100% ownership interest in a low-taxed Constituent Entity. In this case, the IIR taxing 
rights would ‘drop’ to the jurisdiction of the intermediate parent entity, assuming the latter applies a qualified 
IIR. This is termed a ‘partially-owned parent entity’.  The effect of the rule is that 100% of the top-up tax is 
subject to IIR tax at the level of the partially owned parent entity, rather than 75% of top-up tax being taxed 
at the level of the UPE.  The rules provide that the allocable share of higher-tier parents (e.g., 75% share of 
the UPE in this case) will be reduced to the extent IIR tax is imposed by lower tier parents (i.e., down to 
zero in this case). 

 

 

Under-taxed payments rule 
Situations where UTPR applicable and top-up tax calculation 
The UTPR operates as a backstop to the IIR, to be applied where insufficient top-up tax is collected under 
the IIR. Importantly, the UTPR also serves the purpose of ensuring low-tax income in the UPE jurisdiction 
is subject to tax at the minimum rate.  Central to the application of the UTPR is the determination of the 
Total UTPR top-up tax amount.  This is an aggregate ‘pool’ of all the top-up tax of low-taxed Constituent 
Entities, across the MNE group, which is not adequately taxed by an IIR or otherwise excluded.  

An important rule, in this regard, references the UPE’s ownership interest in a low-taxed Constituent Entity. 
If the UPE has a 75% ownership interest in a low-taxed Constituent Entity, and the IIRs applied at the level 
of group parents (including partially owned parent entities) tax the full 75% of the low-taxed Constituent 
Entities’ top-up tax, then for UTPR purposes the low-taxed Constituent Entities’ top-up tax will be reduced 
to zero (despite 25% of the top-up tax remaining untaxed). If this is not the case (e.g., group parents 
subject 74% of the potential 75% to IIR, as the 1% holder is not an IIR-applying jurisdiction), then the top-
up tax is not reduced to zero. Instead, the top-up tax for UTPR purposes is reduced by the amount subject 
to IIR (e.g., 26% remains).  These core rules are accompanied by special rules.   

In the case of a JV, for example, the top-up tax ‘ceiling’ for UTPR is the UPE ownership interest in the JV 
(e.g., 50% of JV top-up tax). For investment entities within a group, the UTPR does not apply.   
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Effective Tax Rate – Normal Cases 
The GloBE rules prescribe that the ETR of the MNE Group for a jurisdiction with Net GloBE Income is 
calculated for each Fiscal Year. The ETR of the MNE Group for a jurisdiction is equal to the sum of the 
Adjusted Covered Taxes of each Constituent Entity located in the jurisdiction (numerator) divided by the 
Net GloBE Income of the jurisdiction for the Fiscal Year (denominator). For the purposes of this rule, each 
Stateless Constituent Entity shall be treated as a single Constituent Entity located in a separate jurisdiction. 
Calculation of Net GloBE Income  

The Net GloBE lncome of a jurisdiction for a Fiscal Year is the positive amount, if any, computed in 
accordance with the following formula:  

Net GloBE Income = GloBE Income of all Constituent Entities from that jurisdiction - GloBE Losses of all 
Constituent Entities from that jurisdiction. 

GloBE income of each Constituent Entity is defined as the financial accounting net income or loss determined 
for the Constituent Entity for the Fiscal Year adjusted for certain specific items. Adjusted Covered Taxes and 
GloBE Income or Loss of Constituent Entities that are Investment Entities are excluded from the 
determination of the Effective Tax Rate and the determination of Net GloBE Income. The top-up tax 
percentage for a jurisdiction for a Fiscal Year is the positive percentage point difference, if any, between 15% 
(the Minimum Rate) and the ETR. 

The Excess Profit for the jurisdiction for the Fiscal Year is the positive amount, if any, between the Net Globe 
Income minus the Substance based Income Exclusion. The Substance based Income Exclusion is discussed 
in Section 7. The Jurisdictional Top-Up Tax for a jurisdiction for a Fiscal Year is the positive amount, if any, 
equal to the Top-Up Tax Percentage times the Excess Profit less any Domestic Top-up Tax and plus any 
Additional Top-up Tax arising from certain adjustments such as prior year increases.  

There is a de minimis exclusion. Upon request and subject to conditions, the top-up tax for the Constituent 
Entities located in a jurisdiction is deemed to be zero for a Fiscal Year if, for such a Fiscal Year:  

(a) the Average GloBE Revenue of such jurisdiction is less than EUR 10 million; and  

(b) the Average GloBE Income or Loss of such jurisdiction is a loss or is less than EUR 1 million. 

Additionally, there are other special adjustments, most notably for stock-based compensation expense and 
the treatment of certain “refundable tax credits”. As relevant to stock-based compensation, the Model Rules 
allow Constituent Entities to make an election (that applies to all Constituent Entities in a jurisdiction) to 
substitute the amount allowed as a deduction in the computation of its taxable income for the amount 
expensed in its financial accounts. The intent of this rule seems to be to prevent top-up tax arising in respect 
of book-to-tax differences associated with stock-based compensation plans. 

With respect to refundable tax credits, the Rules provide that qualified refundable tax credits (generally 
refundable tax credits paid as cash or cash equivalents within four years) be treated as income, whereas 
other refundable tax credits are instead treated as offsets to tax expense. Although the Rules do not explicitly 
address government grants, such grants would generally be included in GloBE Income based on general 
financial accounting principles.  
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Effective Tax Rate – special cases 
The Model Rules adjust the calculation of the GloBE ETR to account for certain 
special circumstances. 
Constituent Entities joining and leaving a group 
Under the Model Rules, special provisions apply when an entity (target) becomes or ceases to be a 
Constituent Entity of an MNE Group. In general, a target is treated as a member of a group in an acquisition 
year if any portion of its assets, liabilities, income, expenses, or cash flows are reflected on a line-by-line 
basis in the consolidated financial statements of the UPE for the year. In the acquisition year, only the target’s 
income and taxes that are reflected in the UPE’s consolidated financial statements are considered for GloBE 
purposes.  

The target’s income and taxes (during the acquisition year and all succeeding years) is determined using the 
historical carrying value of its assets and liabilities. 

For purposes of applying the deferred tax accounting rules: 

a) Deferred tax items, except for certain losses, that transfer from the disposing MNE Group to the 
acquiring MNE Group are taken into account by the acquiring MNE Group as if the acquiring MNE 
Group controlled the target when those deferred items arose; 
 

b) From the perspective of the disposing MNE Group, the target’s deferred tax liabilities are deemed 
to have fully reversed (as relevant to the 5-year reversal requirement for deferred tax liabilities); 
 

c) From the perspective of the acquiring MNE Group, the target’s deferred tax liabilities are treated as 
arising in the acquisition year, and if the deferred tax liability does not reverse within 5 years of the 
acquisition year, it is treated as a reduction to covered taxes in the recapture year, rather than the 
year the deferred liability arose.  

Transfers of assets and liabilities and certain reorganizations  
In the case of a disposition of assets and liabilities, the disposing entity will include the gain or loss on the 
disposition in its GloBE Income or Loss and the acquiring entity will determine its GloBE Income or Loss 
using the carrying value of the assets and liabilities under the accounting standard used in the UPE’s 
consolidated financial statements. The intent seems to be to align, for GloBE purposes, the amount realized 
by the disposing entity with the acquiring entity’s adjusted carrying value for financial accounting purposes. 
Note that, for these purposes, the Model Rules treat an acquisition or disposal of a controlling interest in a 
Constituent Entity as a disposal of the assets and liabilities if the target’s jurisdiction taxes the transaction as 
a deemed transfer of assets and liabilities.    

The disposing entity’s GloBE Income or Loss generally will exclude any amount realized as part of a “GloBE 
Reorganization”, and the acquiring entity will inherit the disposing entity’s carrying values of the acquired 
assets and liabilities.  

A GloBE Reorganization is generally a transfer of assets and liabilities such as a merger, demerger, 
liquidation, or similar transaction where (i) the consideration for the transfer is in whole or significant part 
equity interests issued by the acquiring entity (or the target entity in the case of a liquidation); (ii) the disposing 
entity’s gain or loss on the assets is not taxed in whole or in part; and (iii) the tax laws of the jurisdiction of 
the acquiring entity requires the acquiring entity to compute taxable income using the disposing entity’s tax 
basis in the assets. If certain non-qualifying consideration is received pursuant to the GloBE Reorganization, 
however, the disposing entity’s GloBE Income or Loss will include the associated gain or loss and the 
acquiring entity’s carrying value will be adjusted consistent with local tax rules.  

Additionally, an election is available that would allow a Constituent Entity to make certain adjustments and 
use the fair value of assets or liabilities on a go-forward basis. 

Multi-Parented MNE Groups 
If two MNE Groups combine their consolidated financial statements based on an agreement between their 
UPEs that they operate as a single MNE Group (Multi-Parented MNE Group), the Model Rules treat all the 
Constituent Entities, except excluded entities, as members of one group. This includes any entity 
consolidated on a line-by-line basis with the Multi-Parented MNE Group or otherwise controlled by one of the 
MNE groups.  
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Administration 
Filing obligations 
A GloBE Information Return needs to be filed by either the Constituent Entity in a jurisdiction or a 
Designated Local Entity acting on its behalf.  There is an alternative whereby the Ultimate Parent Entity or 
a Designated Filing Entity can lodge a return if they are located in a jurisdiction that has a Qualifying 
Competent Authority Agreement in place for that Reporting Fiscal Year.  
 
The GloBE Information Return needs to be lodged within 15 months of the GloBE Reporting Year. 
 
The information contained in the return will be in a standard form which is to be developed but would 
include: 

― Identification of the Constituent Entities and their location; 
― The overall corporate structure of the MNE Group; 
― Information necessary to compute the Effective Tax Rate for each jurisdiction, the top-up tax for 

each Constituent Entity and members of a JV Group; 
― The allocation of top-up tax to the IIR and the UTPR;  
― Record of any elections made; 
― Other information agreed as part of the GloBE Implementation Framework. 

There is an ability for local administrations to modify the information, filing and notification requirements. 
Local sanctions, penalties and confidentiality provisions will apply.  

Administrative Guidance will be developed which will be subject to any requirements of domestic law.  

Safe Harbors 
The Model Rules include essentially a placeholder for the future development of “Safe Harbors”, which are 
intended to reduce the administrative burden of the GloBE Rules on MNEs Groups.  

The to-be-developed Safe Harbor is elective, applies on a jurisdictional basis, and, assuming the MNE is 
eligible, has the effect of reducing the top-up tax for the relevant jurisdiction to zero in the eligible year. No 
detail is provided on how the Safe Harbor will be calculated, but possibly it will be based on a simplified 
jurisdictional effective tax rate calculation, such as leveraging country-by-country reporting information. 
Notably, even if an MNE is eligible for the Safe Harbor in a jurisdiction and makes the election, it would still 
be required to supply additional information to certain tax authorities if requested to do so within 36 months 
of the filing of the GloBE Information Return.  

It is envisioned that the Safe Harbors will be finalized as part of the development of the GloBE 
Implementation Framework. 
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Implementation process and timeline 
In early 2022, the OECD will release the Commentary relating to the model rules and address co-existence 
with the US Global Intangible Low-Taxed Income or GILTI rules. This will be followed by the development 
of an Implementation Framework focused on administrative, compliance and co-ordination issues relating 
to Pillar Two.  

The Inclusive Framework is also developing the model provision for a Subject to Tax Rule, together with a 
multilateral instrument for its implementation, to be released in the early part of 2022. A public consultation 
event on the implementation framework will be held in February and on the Subject to Tax Rule in March. 

 

Agreement Adoption into Law Implementation 

 
1 July 2021 – Agreement by 130 
countries in the IF to a new 
international tax framework 

October 2021 – Detailed 
implementation plan for both 
pillars  
20 December 2021 –  Agreed 
GloBE rules released for Pillar 
Two 

 
Early 2022 – release of 
Commentary on GloBE rules 
February 2022 – Public 
Consultation on Implementation 
Framework 

March 2022 – Public 
Consultation on the STTR 

Mid 2022 – A model treaty 
provision to give effect to the 
STTR together with Commentary 
will be developed as will a 
multilateral instrument to 
faciliatate adoption of the STTR 

End of 2022 – Finalisation of the 
Implementation Framework 

 
2023 – According to the 
Executive Summary, the 
effective date for implementation 
of Pillar Two is envisaged by 
2023 with deferral of 
implementation of the UTPR 
rules for 12 months 
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Ten points on what tax leaders need to do 
The GloBE rules can have significant impact on the ETR of MNE Groups, and it is 
expected to result in many different implementation challenges, as well as an 
increase of the administrative burden for MNE Groups that are in scope of the rules, 
particularly in the context of the yearly ETR and top-up tax calculations based on a 
jurisdictional blending.  
 
1. Undertake a high-level evaluation of how the rules could potentially impact the MNE 

This may involve the use of KPMG Assessment Tools and review of the MNE’s Group Structure. While 
the Safe Harbor rules have yet to be developed, a delineation can be drawn between entities that will 
clearly exceed the minimum ETR threshold and those that may not. It will also involve an assessment of 
whether a structure is likely to involve Excluded Entities or how certain tax concessions might operate. 
It should be remembered that the position of various entities can change signficantly from year to year. 
It should also be noted that full jurisdictional blending is not required in some cases.  

2. Understand the potential systems issues in collating data 
Some information will be available through regular accounting information and some will need additional 
information to be gathered (for example, the extended definition of payroll, which includes certain types 
of independent contractors for the purpose of determining the Substance-based Exclusion Income).   

3. Ensure that there is strong liaison between tax teams and accounting teams on information 
Because much of the information required is based on accounting data and delineations, particularly in 
relation to Deferred Tax, there is a need to ensure that data is available at the right level of granularity 
and integrity or robustness. In addition, the treatment and/or allocation of certain items of income or costs 
(including taxes) under the GloBE rules may differ from the accounting treatment in the financial 
accounts. The GloBE rules as outputs will also have accounting implications.  

4. Consider a more detailed assessment model  
After an intitial evaluation provided above in 1-3, a more detailed assessment is likely to be appropriate 
to determine potential additional GloBE tax liabilities and the potential exercise of elections available. 
KPMG has a tool which can accommodate this more detailed assessment. This can be used to refine 
consideration of any elections.  

Also, any transaction between Constituent Entities located in different jurisdictions that is not recorded 
in the financial accounts consistent with the arm’s length principle must be adjusted to be consistent with 
that principle.  

5. Inform Board and Management Committees of the potential financial and administrative impact 
of the new GloBE rules  
Ensure that your budget has included additional funds for compliance costs, and that those within the 
organization that need to know are aware of the potential information gathering exercises to help 
stream-line this process.  

6. Establish Tax Control Framework for GloBE 

The GloBE rules may result in an increase of the overall effective tax rate of an MNE group and therefore 
can have a significant cashflow and financial statements impact. Non-compliance can result in a higher 
level of scrutiny from the tax authorities, higher (tax) costs as well as brand and potential reputational 
damage. The MNE board’s tax governance needs to include a robust tax control framework that ensures 
compliance with these new rules.  

7. Whether a central, regional or hybrid approach is going to be adopted for dealing with GloBE 
This will depend on the organization, but it is likely that some decentralization will be required based on 
the need for local information.  
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