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ITB series on Pillars One & Two

+ GloBE modsl rules
o A

2022)

+ Corporate Restructuringsand Holding Strctures Pats 1 17) (78, 23
tember 714821 Ocober, 118 18 Novamber 2022

+ Scope (part 1 8.2 (T8, 24 v 1 sy 2020

+ Charging Provisons (pars 105) (T8, , 13. 20 Way; 108 17 June

. Cumpuhﬁun of Effective Tax Rate and Top-up Tax (Parts 1 10 6) (T8,
18525 , 8,22 & 29 April 2022)
+ Flowhrough Enites and Hybrd Entiles (T3, 4 March
- Compution of Adjusted Covered Tanes (Parts 10 9) nm hisazs
February; 20 July; 512,19 & 26 August; 16 September 202
+ Companton o Giobe meorn o Lous (Paree o 4 178, 7,14,21 &
28 January 2022)
Progress Report on Amount A in Pillar One (ITB: 22 July 2022)
+ Draft model rules for Amount A In Pillar One:
Tancortainy (T8, 10 June 2022)
ted Financial Services exclusion from scope (ITB, 13 May 2022)
Ertactes extoson T8, 2 Apr 2030
il 2022)
‘Tax base determination (ITB, 25 February 2022)
Nexus and revenue sourcing (ITB, 11 February 2022)

(T8, 16 )
Inclusive Framework's final agreement on Pillars One & Two (IT8, 15 October
2021)
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Dieter Bettens

The GFC e under GBBE:deiion. i arder and s responses”
8 December 2022 (feely available on www s com)

Ryan Finle
Ftand Ihe FeecionofExera TransterPing Pranciers
xNot i Analysts, 12 December

THIS WEEK'S NEW QUIZ

isa

“Within scope” of the GIOBE rules.

uable 1P, throughout the
world, i return for arm's length royaltes. ACO's carrying value of the IP s 100.

Jurisdiction A does not mpose a corporate Income tax.

also
200 curenty s ot have any businees aperaars, and  nas
employees. utsdclon B has a corporate ncome s, win a 15% tax rae. 800 s e anly
Consthuan Enitylocaed nosacion
In 2022, ACo sells s IP 10 BCo for 1,000 (ine P fair market value). BCO finances the
cuision by o new sares 1o UPE 1 he MNE G (et sdcion U)
By vitue of the sale, icensor of the IP o

It ranclsitements, 8o amorises the P ata et of10% pr annu (e, 100 sch
ar). BCo derives 110.

or jurisdicton
ot o daprociaso oo o 1t et of 15% p om0 10D aach yoay.

The GIOBE rules first apply o the MNE Group in 2024.

Based on this nformation, wil the MNE Group have a Top-up Tax forjuisdicion 8 in

Answer in next IT email alert on 6 January 20231

LAST WEEK'S QUESTION

ACo, a company located in ursdicton A, is the UPE of an MNE Group which is "within
Soope of the GIOBE fules. Jurisdiction A has 2 corporate Income fax rate of 20%. ACo has
notax i

'ACO directly owns 100% of the shares In XCo, a company locaed n jurisdiction X
Jurisdiction X has a corporate Income tax rate of 25%. XCo has o tax losses.

XCo ety ouns 100% o e shares i o  comparyoated n rdicn Y
Jurisdiction Y does not evy  corporate Incorme t

related exv:nses)‘znﬂ (2) 150 of service fees (less 50 of related expenses). YCo does not
incur any foreign wihholding axes.

Jurisition X has CFG rules. Under those rules, an amount equal o YCo's 100 of inferest
income is imputed to XCo,

dicion A GFC rules. Under whole of
Tt g oo et 1o AGo.Howower: ACo wil oo i o 6 GFG
aid by XCo on the same amoun.

Based on tis limied Information, what wil be YCo's Adjusted Covered Taxes i the
current year?

AST WEEK'S ANSWER
1.XCos OFG ax
XCofs CFC tax: 26% x 100 =25

Prima e, ht amountof 26 wi b st o Yo under A 4:2(), subfec o A
433 (see below)

2.ACO's CFC tax
ACO's CFC fax: [20% x 200]  credit for XCos CFC tax

il assume that jurisdiction A's tax aw limits the creditto ACo's CFC tax on the same.
ncome (.e., 100 ofinterest income).

Based on that assumpton, the credit will be: 20% x 100 = 20
Thus, ACO's CFC tax: 40 - 20 = 20

Prima facie, YCo under At 4.3:2(c), subject to Art
433 (see below)

3AL433

Yo' 100 of st ncame s cluded i Passive Icams (A1 1.1 defton). bu s
100 of profit from servic fees Is ot

XCas GFC tax of 25 is wholly I respect of Passive Income"

Income®. After giving the credt for XCo's CFC fax I respect of YCo's 100 o nterest
income, is the remainder of ACo's CFC tax (20) wholly n respect o the 100 o net service:
foes - afmativel, s 1.0% n espacof e 100 fnt sarvca s and 50% i
respect

ekt

1t assume that e answer s hat AGs CEC taxis wholy n espctof 100 of
2 fees - .., none of ACo's CFG tax of 2015 In respect of “Passive Income®.

Based on that assumpton:
Juridicton Y's Top-up Tax Percentage Is 15%.
AR 433, para (b) amount: 15% x 100 = 15

A 433, para. () amount: 25 (XCo) + 0 (ACo) =
Thus, Ar. 433 "cap" s 15

4. Final amounis allocated to YCo under Art. 43.2(c)

XCofs CFC tax (capped under Art 4.33) = 15

ACO's CFC tax (not capped under At 4.3.3) = 20

“Total CFC tax amounts allocated (0 YCo (Le., YCo's Adjusted Covered Taxes): 15+ 20 =
35,

Do you agree?
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