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This report contains two parts. Part I reports on the activities and achievements in the OECD’s 
international tax agenda. Part II reports on the activities and achievements of the Global Forum on 
Transparency and Exchange of Information for Tax Purposes.   
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Overview 

Since I last reported to you in December 2018, substantial progress took place on all the 
deliverables in the G20 International Taxation agenda; namely, tax transparency, Base Erosion 
and Profit Shifting (BEPS) implementation, addressing the tax challenges arising from the 
digitalisation of the economy, tax certainty and tax and development. 

Since its inception in 2008, the G20 has developed a very ambitious tax agenda to improve tax 
cooperation and transparency and ensure that companies pay their taxes where they carry on 
their activities. 10 years ago, bank secrecy and opaque structures were used and abused by too 
many taxpayers across the world to hide their assets and income from tax administrations. 
Thanks to the efforts of the G20, bank secrecy for tax purposes no longer exists and all financial 
centres are now engaged in the automatic exchange of financial information (through the OECD’s 
Common Reporting Standard – CRS).  

In 2008, only 40 exchange of information agreements between secretive jurisdictions and other 
countries had been put in place. Today, more than 4500 exchange of information agreements are 
in force with 90 jurisdictions implementing the CRS in 2018). As a result 47 million offshore 
accounts – with a total value of around 4.9 Trillion euros – have been exchanged for the 
first time. This level of transparency in tax matters is unprecedented and ensures that those 
assets will never escape detection. A small number of jurisdictions have yet to fulfil their 
commitments to exchange automatically by 2018 at the latest and they are urged to do so without 
further delay. 

Beyond these impressive numbers, our action has had a very concrete impact. First, you and other 
countries in the world have recovered taxes which had been defrauded for too long. For a few 
years now, I have reported to you the amounts collected from taxpayers coming forward and 
having disclosed formerly concealed assets and income through voluntary compliance 
mechanisms and other offshore investigations. The latest update brings the amount to over 
EUR 95 billion in additional revenue (tax, interest, penalties) from such initiatives, which is an 
addition EUR 2 billion since November 2018. That said, now that the CRS is fully implemented 
this amount will stabilise and countries will annually collect taxes on the income generated by 
the disclosed assets. 

I am also now in a position to report that there is economic evidence that your efforts have had 
an impact on offshore bank deposits. Drawing on previous economic surveys, the OECD’s 
analysis shows that bank deposits in international financial centres (IFCs) have fallen by 
approximately 34% over the past ten years for a decline of USD 551 billion. A large part of 
that decline is due to the onset of the automatic exchange of information, which accounts for 
about two thirds of that decrease. Specifically, automatic exchange of information (AEOI) has 
led to a decline of 20% to 25% in the bank deposits in IFCs over the past decade.  

Tax evasion is also often linked to other financial crimes, which are becoming increasingly 
sophisticated, including corruption, money laundering and terrorist financing. The OECD 
promotes a “whole of government” approach to fighting these types of economic crimes through 
its Oslo Dialogue, emphasising the great synergies that investigators can achieve through inter-
agency cooperation and information sharing. I am delighted to report on the establishment of 
the OECD Asia Academy for Tax and Financial Crime Investigation, hosted by Japan, in the 
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margins of the G20 Finance Ministers and Central Bank Governors meeting and of the Ministerial 
Symposium on International Taxation held on 8 June 2019. The launch of this Academy, follows 
the success of the Academies established in Italy, in Kenya and in Argentina from 2014 to 2018. 
This is about institution building and delivering on our commitment to support capacity building. 

Regarding our fight against Base Erosion and Profit Shifting (BEPS), I am glad to report that 
the implementation of the standards to combat tax avoidance has been broad, consistent and is 
continuing through the G20/OECD BEPS Inclusive Framework. Changes are massive and the 
proper implementation of the minimum standards is being peer reviewed. Some figures just show 
the magnitude of the legal and practical changes 

• 21 000 previously secret tax rulings have now been exchanged, which is an increase 
of 4 000 additional rulings since I last reported in July 2018. What does that mean? 
Companies can no longer negotiate secret, sweetheart deals which would deprive other 
countries of their revenues.  

• 80 jurisdictions (up from 62 jurisdictions last year) have engaged in the exchange 
of Country-by-Country reports (CBCR) on the activities, income and assets of 
multinational enterprises, which began in June 2018. CBCR provides tax 
administrations with access to extensive and consistent information on the largest foreign 
MNEs, which pose the greatest potential BEPS risk to their jurisdictions, given their size 
and potential revenues at stake.  

• Preferential tax regimes allowed multinationals to avoid tax on their international 
activities, contributing to base erosion. Since 2015 over 250 regimes have been 
reviewed and virtually all of the regimes that were identified as harmful have been 
amended or abolished. Around the world, harmful regimes can no longer be used by 
countries to attract the tax base from other countries by targeting non-residents and 
foreign income only. 

• With the Multilateral Instrument to implement BEPS covering 88 jurisdictions and 
already ratified by 25, treaty shopping, which deprives countries of billions of euros in 
revenue, is also coming to an end. At this stage, all treaty shopping hubs have signed 
the Multilateral Instrument and tax administrations are reporting that they can see 
meaningful behavioural changes among taxpayers.  

Overall, the very high profile of our work against tax fraud and tax avoidance has brought tax 
matters to the boardrooms and is having a massive impact. These are just some of the successes. 
But implementing the OECD/G20 BEPS Package can also be a legal and administrative challenge. 
Ensuring that all members of the Inclusive Framework have the capacity to benefit from the 
international standards is essential to maintaining a global level playing field. This work 
continues through the Inclusive Framework and the Global Forum on Transparency and 
Exchange of Information, as well as in collaboration with other international organisations. The 
OECD/UNDP Tax Inspectors Without Borders has been a major success story, helping 
developing countries raise USD 470 million in additional tax revenue to date. The Platform 
for Collaboration on Tax brings together the IMF, the OECD, the UN and the World Bank Group to 
ensure that capacity building efforts are coordinated and coherent.  
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The implementation of the OECD/G20 BEPS Package is a good start, but we must now finish 
the job. The tax challenges of the digitalisation of the economy remain to be addressed. The 
public, in many countries, have yet to be convinced that changes are real and that justice has been 
restored in the international tax system. More needs to be done to complete our efforts, which 
are now recognised by all Inclusive Framework members. Working together, they have 
acknowledged that further efforts are necessary to stabilise the international tax system to make 
it more robust in the face of the increasing digitalisation of business activities. Countries are 
working together and have agreed on 28 May 2019 the programme of work on addressing 
the Tax Challenges Arising from the Digitalisation of the Economy (Programme of Work) to 
deliver, by the end of 2020, a solution to these challenges. This Programme of Work was 
endorsed by your Finance Ministers at their meeting earlier this month in Fukuoka, Japan. 

The aim of the Programme of Work is to overcome the obstacles that jurisdictions face in trying 
to tax the profits that multinational companies earn from users and consumers located in those 
jurisdictions, particularly where the companies are not physically present in those markets. They 
have also agreed to work on mechanisms so that companies would see their profits taxed at some 
minimum levels. In January, the 129 members of the Inclusive Framework agreed a policy note 
that identified the contours of a solution based on two pillars – one addressing the re-allocation 
of taxing rights (Pillar 1) and the other based around a minimum tax to address the remaining 
BEPS issues (Pillar 2). Today, the programme of work to deliver a solution by the end of 2020 is 
submitted to you for endorsement. These are complex and difficult questions and in 
particular, the gaps to find a unified approach in Pillar 1 will have to be bridged. This will 
require political leadership of the G20 to forge the way to a global, consensus-based, long-
term solution in 2020. 
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1. Addressing the tax challenges arising from digitalisation 

Great success has been achieved with the global implementation of both tax transparency 
standards and the Base Erosion and Profit Shifting (BEPS) measures. However, more 
progress is needed to address the tax challenges arising from digitalisation, which are high 
on the political agenda. 

In March 2018, the Interim Report on the Tax Challenges Arising from Digitalisation 
recognised that in spite of divergent views on the tax consequences of the digitalisation process, 
the members of the OECD/G20 Inclusive Framework on BEPS agreed to continue working 
together. 

At the Buenos Aires Summit on 30 November-1 December 2018, you expressed  political 
support by stating in the communiqué that you “will continue to work together to seek a 
consensus-based solution to address the impacts of the digitalisation of the economy on the 
international tax system, with an update on 2019 and a final report by 2020”.  

The work has accelerated since then, and in January 2019 the OECD/G20 Inclusive 
Framework on BEPS agreed and published a Policy Note, where they agreed to examine and 
develop concrete proposals, articulated around two complementary pillars. The first pillar 
focuses on the allocation of taxing rights including nexus issues with three different proposals 
that would modify the existing rules based on the concepts of “user participation”, “marketing 
intangibles” and “significant economic presence”. All three proposals reallocate more taxing 
rights to the market jurisdictions. The second pillar explores a global anti-base erosion 
mechanism which aims to address the continued risk of profit shifting to entities subject to no or 
very low taxation. 

Since January 2019, the work has continued to examine these proposals, including by 
considering how the gaps between the positions of different jurisdictions could be bridged. 
As part of this work, a public consultation was held in March 2019 which gathered over 400 
participants and attracted over 2000 pages of comments from business, civil society, and 
academia that took part in the public consultation in March.   

A major step forward was taken by the OECD/G20 Inclusive Framework on BEPS with the 
agreement on the Programme of Work (see Annex 1 to this report) at its plenary meeting 
on 28-29 May 2019. This agreement paves the way to further explore a long-term, consensus-
based solution by 2020, and provides detailed instructions for the OECD/G20 Inclusive 
Framework and its technical groups. 

This work goes beyond the existing BEPS standards to explore fundamental changes to the 
international tax architecture. To support governments in understanding its implications, 
the OECD will provide an economic analysis and impact assessment of the proposals. In 
order to agree on the long-term solution, it will be necessary to refine and unify the options and 
find the right balance between precision and administrability for jurisdictions at different levels 
of development.  

  



13 

Agreeing on a sustainable and workable solution will demand political engagement and 
compromise and your leadership can be instrumental in this process.  The Japanese G20 
Presidency organised a ministerial tax symposium on the issue, in which G20 Ministers 
individually expressed their support to the Programme of Work.  

The G20 Finance Ministers endorsed the Programme of Work at their meetings on 8-9 June 
2019 with the following statement in the Communiqué1: 

“We welcome the recent progress on addressing the tax challenges arising from digitalisation and 
endorse the ambitious work program that consists of a two-pillar approach, developed by the 
Inclusive Framework on BEPS. We will redouble our efforts for a consensus-based solution with a 
final report by 2020.” 

I look forward to your own endorsement of the Programme of Work and your continuous 
political leadership to forge the way to a global, consensus-based, long-term solution in 
2020. In order to meet the G20’s deadline of 2020, political agreement needs to be reached soon 
on the fundamentals of the solution. 

2. Tax transparency developments 

By the end of 2018, 90 of the 100 jurisdictions that had committed to start automatic 
exchanges of financial account information (AEOI) in 2017 or 2018 had done so, which was 
the largest tax information exchange event in history. 

Even before exchanges had started, AEOI was having an impact: taxpayers came forward and 
disclosed formerly concealed assets and income through voluntary compliance mechanisms and 
other offshore investigations to avoid being caught by AEOI once it started. By June 2019, 
jurisdictions around the globe had identified over EUR 95 billion in additional revenue 
(tax, interest, penalties) from such initiatives.  

Now with AEOI a reality, we can see the clear benefit to 
tax administrations of AEOI – information on more 
than 47 million financial accounts were exchanged in 
2018 alone, with a total value of around EUR 
4.9 trillion. Tax administrations are now able to assess 
which of these accounts had not been disclosed and collect 
the taxes due on the income. Moreover, we have analysed 
what impact the implementation of the tax transparency standards have had on cross-border 
deposits. The results reinforce the importance of this work and the G20’s support.  

 

                                                      

1 See paragraph 11 of the Communiqué  from the G20 Finance Ministers and Central bank Governors Meeting, 
Fukuoka, Japan (8-9 June 2019): 
https://www.mof.go.jp/english/international_policy/convention/g20/communique.htm 

Information exchanged on 
more than 47 million 

financial accounts, with a 
total value of around 

EUR 4.9 trillion 

https://www.mof.go.jp/english/international_policy/convention/g20/communique.htm


14 

The OECD’s analysis shows that bank deposits in international 
financial centres (IFCs) have fallen by approximately 34% 
over the past ten years for a decline of USD 551 billion. A large 
part of that decline is due to the onset of the automatic 
exchange of information, which accounts for about two thirds 
of that decrease. Specifically, AEOI has led to a decline of 

20% to 25% in the bank deposits in IFCs over the past decade. 

At the same time, the OECD has been working with the G20 to push jurisdictions over the 
finish line and to ensure a level playing field with respect to the implementation of the 
internationally agreed tax transparency standards. In July 2018, I presented to the finance 
ministers updated objective criteria to identify jurisdictions that were not implementing the tax 
transparency standards.2 These criteria are reproduced in the box below. 

Benchmarks for the Objective Criteria to Identify Jurisdictions that have not Satisfactorily 
Implemented the Tax Transparency Standards: 

• a “Largely Compliant” overall rating with respect to the exchange of information on request 
(EOIR) standard, taking into account the Global Forum’s second round of reviews on an 
ongoing basis and provided jurisdictions (other than those that received a provisional rating 
in the first round) have had an opportunity to respond to any downgrades in rating through a 
supplementary report, 

• with respect to the implementation of the AEOI standard, all necessary legislation is in place 
and exchanges commenced by the end of 2018; and agreements activated with substantially 
all interested appropriate partners by the end of 2019; and 

• having the multilateral Convention in force or having a sufficiently broad exchange network 
of bilateral agreements in force permitting both EOIR and AEOI. 

In order for a jurisdiction to be considered to comply with respect to international tax transparency, 
it would need to meet the benchmarks of at least two of the three above-mentioned criteria. However, 
a jurisdiction will be considered as failing to comply notwithstanding that it may have met the 
benchmarks of two of the three criteria if: a) it is determined to be “non-compliant” overall for its 
implementation of the EOIR standard; or b) it has, contrary to its commitment to the Global Forum 
to implement the AEOI Standard by 2018, not met the AEOI benchmark set out above. 

Based on these criteria, I reported to you in December 2018 that 15 jurisdictions were at-risk of 
being considered as having not satisfactorily implemented the internationally agreed tax 
transparency standards. Following that report, 5 of those jurisdictions met the criteria by the end 
of 2018 because they commenced their first exchanges under the automatic exchange of 
information criterion.  

The full requirements of the AEOI criterion will only apply as of the end of 2019, when all 
committed jurisdictions will need to have exchange agreements activated with substantially all 
interested appropriate partners. However, I can now provide you with an intermediate report on 
the status of compliance with the international tax transparency standards in respect of the 
criteria as they apply for the end of 2018. Ten jurisdictions had not satisfactorily implemented 

                                                      

2 www.oecd.org/tax/oecd-secretary-general-tax-report-g20-finance-ministers-july-2018.pdf 

AEOI resulted in a decline 
of 20% to 25% of bank 
deposits in international 

financial centres 

http://www.oecd.org/tax/oecd-secretary-general-tax-report-g20-finance-ministers-july-2018.pdf
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the criteria at the end of 2018 as they had not yet commenced automatically exchanging 
information – Antigua and Barbuda, Brunei Darussalam, Dominica, Israel, Montserrat, Niue, Saint 
Vincent and the Grenadines, Sint Maarten, Trinidad and Tobago and Vanuatu. 

Since the end of 2018, two of these jurisdictions – Antigua and Barbuda and Saint Vincent and the 
Grenadines – have commenced automatically exchanging information, complying with the 
criteria and today have therefore satisfactorily implemented the tax transparency standards. In 
addition, Brunei Darussalam and Dominica have made progress in putting in place their legal 
frameworks, including through the ratification of the multilateral Convention. Israel has also 
finalised its legal framework. These jurisdictions now need to commence exchanges without 
further delay to meet the criteria. The remaining jurisdictions identified still need to make major 
improvements in order to satisfy the criteria. We are working with all of these jurisdictions to 
provide whatever assistance is needed to help them fulfil their commitments.  

I will provide an update to the Finance Ministers during their meeting in October 2019, on 
progress made by the jurisdictions identified above, as well as the number of jurisdictions that 
may be at risk of not meeting the additional test for AEOI by the end of 2019. 

3. Implementing the Base Erosion and Profit Shifting (BEPS) measures 

The recent plenary meeting of the OECD/G20 Inclusive Framework on BEPS on 28-29 May 
2019 has provided a good opportunity for its members to assess the progress made with 
respect to the implementation of the BEPS measures. The OECD/G20 Inclusive Framework 
on BEPS has now expanded to 129 members, 5 more than when the last meeting took place, in 
December, including over 70% of non-OECD and non-G20 countries and jurisdictions from all 
geographic regions. With greater inclusiveness, developing countries’ perspectives and inputs are 
increasingly influencing the development of international standards. The 3rd Annual Progress 
Report of the OECD/G20 Inclusive Framework on BEPS has been presented to the G20 finance 
minister meeting on 8-9 June 20193. 

The core elements of the BEPS package are the four minimum standards4, and significant 
progress has been achieved in their implementation. There are now concrete results.  

Harmful preferential tax regimes allowed multinationals to avoid tax on their international 
activities, contributing to base erosion. Since 2015 over 250 regimes have been reviewed and 
virtually all of the regimes that were identified as harmful have been amended or 
abolished. Since my last report in July 2018 70 additional regimes have been reviewed, progress 
is being monitored and newly introduced regimes are being brought into the review process 
shortly after their introduction. Around the world, harmful regimes can no longer be used by 
countries to attract the tax base from other countries by targeting non-residents and foreign 
income only. In addition, low or no tax jurisdictions had in the past escaped scrutiny under the 
harmful tax practice rules. But the criteria has been changed and they must now ensure that 
companies established there have appropriate substance to their activities. Finally, on exchange 

                                                      

3 www.oecd.org/tax/beps/inclusive-framework-on-beps-progress-report-july-2018-may-2019.pdf  
4  Namely BEPS Action 5 on harmful tax practices, Action 6 on tax treaty abuse, Action 13 on transfer pricing 

documentation, and Action 14 on dispute resolution mechanisms. 

http://www.oecd.org/tax/beps/inclusive-framework-on-beps-progress-report-july-2018-may-2019.pdf
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of tax rulings between tax administrations, information on more than 4 000 additional tax 
rulings have been exchanged among governments since July 2018, resulting in information on 
a total of 21 000 tax rulings exchanged, for the sake of full transparency. 

On tax treaty abuse, the majority of the OECD/G20 Inclusive Framework members are now in 
the process of strengthening their tax treaty network. This will be done primarily through the 
Multilateral Convention to Implement Tax Treaty Related Measures to Prevent BEPS (the BEPS 
Multilateral Instrument). It entered into force on 1 July 2018 and now covers 88 jurisdictions 
and, once all signatories have ratified, will impact over 1 500 tax agreements. As of May 
2019, 25 jurisdictions have already finalised their ratification process, including four G20 
members 5  and 15 OECD Member Countries 6 . We encourage all countries that have not yet 
ratified, to do so at the earliest possible delay. 

Key Results on BEPS Implementation 

Since the first exchanges of 
Country-by-Country (CbC) 
reports in June 2018, 18 
additional jurisdictions have 
introduced CbC reports filing 
requirements for multinational 
enterprises (MNEs), bringing the 
total to 80 jurisdictions. This 
translates into 600 new bilateral 
relationships, for a total of 2 000 
bilateral relationships. Moreover, 
the first aggregated and 
anonymised statistics prepared 
from data collected on CbC reports 
is already showing some 
interesting patterns of where 
MNEs activity is located, reporting 
of profits and the tax paid. The 

work to support the effective use of CbC reports by tax administrations is providing greater 
certainty to MNEs, including through the International Compliance Assurance Programme 
(ICAP) which is a multilateral risk assessment process, using CbC reports and other information. 
Currently, 15 tax administrations are participating in a pilot programme. 

The work on dispute resolution, aimed at improving Mutual Agreement Procedures (MAP) 
shows encouraging results. Already 45 jurisdictions have been reviewed, around 990 
recommendations for improvement have been issued and the stage 2 monitoring process has 
already begun.  The early results of this stage 2 monitoring process indicates that jurisdictions 

                                                      

5  Australia, France, Japan and UK 
6  Australia, Austria, Finland, France, Ireland, Japan, Lithuania, Luxembourg, Netherlands, New Zealand, Poland, 

Slovakia, Slovenia, Sweden, and the United Kingdom. 

Over 250 tax regimes reviewed 
- virtually all harmful regimes 

amended or abolished 

Almost 90 signatories of the 
BEPS Multilateral Instrument 

closing loopholes in more than 
1500 tax treaties

Over 2,000 bilateral 
relationships in place for 
exchanges of Country-by-

Country reports
Over 21,000 tax rulings 

exchanged

Around 85% of Mutual 
Agreement Procedures cases 
concluded in 2017 resolved

Combating Harmful Tax 
Practices 

Countering Tax Treaty Abuse 

Ensuring Transparency Improving Dispute 
Resolution 
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are making tangible progress in addressing the recommendations and improving their dispute 
resolution mechanisms. 

The dispute prevention and resolution work is a key aspect of the G20 tax certainty 
agenda. A wide range of activities relating to tax certainty is going on and the 2019 Progress 
Report on Tax Certainty: IMF/OECD Report for the G20 Finance Ministers and Central Bank 
Governors has been presented to the G20 finance minister on 8-9 June 20197. 

Tax administrations are reporting early positive signs from implementation of BEPS 
actions. An early survey of a number of members of the OECD’s Forum on Tax Administration 
(FTA), shows there are positive signals that BEPS implementation is taking place in practice. They 
report that Multinational Enterprises (MNEs) are implementing new requirements and are highly 
engaged.  There are also signs of changes in behaviour with some MNEs actively seeking greater 
collaboration and transparency with tax administrations. Tax administrations themselves are 
enhancing their approaches, IT systems and guidance, seeking greater consistency and tax 
certainty for both administrations and MNEs, in particular through closer collaboration on how 
they assess, identify and treat tax risk. 

4. Capacity Building – Supporting the BEPS Implementation in developing 
countries 

With participation on an equal footing in the BEPS process, the OECD/G20 Inclusive 
Framework supports technical assistance to developing countries in the implementation 
of the BEPS package through various tools and initiatives. To date, 30 bespoke induction 
programmes have been launched with the aim of assisting developing countries to successfully 
implement their BEPS priorities. 

Tackling tax crimes and other financial crimes is an important area where capacity 
building is needed. In the context of the Oslo Dialogue, launched in 2011 to promote a ‘whole of 
government’ approach to tackle financial crimes, over 700 financial crime investigators from 
more than 90 countries have been trained in Centres of the OECD’s International Academy for 
Tax Crime Investigations in Italy, Kenya, and in Argentina. 

Japan has now decided to host the OECD Asia Academy for Tax Crime Investigation in 
Wako, which has been established in the margins of the G20 Finance Ministers and Central 
Bank Governors meeting of 8-9 June 2019. This will help provide training for tax officials from 
the entire region. 

In addition, the OECD/UNDP Tax Inspectors Without Borders (TIWB) initiative continues 
to provide hands-on audit support to tax administrations in developing countries, engaging 
tax audit experts to transfer skills to strengthen capacity in auditing MNEs. With 61 programmes 
ongoing or completed and over 28 upcoming programmes in the pipeline in Africa, Asia Pacific, 
Latin America and Caribbean, and Eastern Europe, TIWB is fast expanding. Following the 
successful “South-South” experience of the Kenya-Botswana TIWB programme in 2017, the 
cooperation is increasing with India, Kenya, Morocco, Mexico, Nigeria, and South Africa providing 
support. TIWB is now branching out from general audit support to more specific sector audits 

                                                      

7 www.oecd.org/tax/tax-policy/imf-oecd-2019-progress-report-on-tax-certainty.pdf  

http://www.oecd.org/tax/tax-policy/imf-oecd-2019-progress-report-on-tax-certainty.pdf
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mainly in mining, financial sector, commodities and telecommunications; as well as from tax 
avoidance issues to tax evasion issues supporting investigations for tax and crime.  

TIWB key figures: Evolution of tax revenues collected (cumulative)  

To date, 470 million USD of additional revenues have been raised. TIWB represents good 
value for money with over 100 USD in additional revenues recovered for every 1 USD spent 
on operating costs. 

The partners in the Platform for Collaboration on Tax (PCT) – the IMF, OECD, UN, and WBG 
– continue to strengthen their co-operation by implementing the Action Plan agreed at the 
conclusion of the first PCT conference in 2018. The PCT is currently expanding its secretariat to 
enable it to deliver on the Action Plan, and is preparing a full update on activities. Progress is 
made on the toolkits being developed by the PCT, which are intended to provide practical 
implementation guidance on BEPS issues of particular relevance to developing countries. 

A progress report has been published on 10 June 20198. 

                                                      

8 www.oecd.org/tax/tax-global/platform-for-collaboration-on-tax-progress-report-2018-2019.pdf  

April 2017 
USD 278 million 

April 2018 
USD 414 million

April 2019 
USD 470 million

http://www.oecd.org/tax/tax-global/platform-for-collaboration-on-tax-progress-report-2018-2019.pdf
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Introduction 

154 jurisdictions closely cooperate within the framework of the Global Forum on Transparency 
and Exchange of Information for Tax Purposes (the Global Forum) seeking to advance the 
capacity of tax authorities to detect tax evasion and strengthen tax compliance. This cooperation 
delivers results. Tax transparency and exchange of information continues to expand and at an 
unprecedented scale. Since the last report to the G20 Leaders in December 2018, several 
important developments have taken place.  

1. Automatic Exchange of Information (AEOI) 

Building the Global Network of AEOI 

In July 2018, the G20 Finance Ministers called on the jurisdictions due to commence automatic 
exchange of financial account information for tax purposes (the AEOI Standard) in 2018 to ensure 
that all necessary steps were taken to meet this timeline. By the end of 2018, already 90 
jurisdictions had exchanged information on financial accounts held by non-residents and two 
more jurisdictions have exchanged such information during 2019.9 

These exchanges marked a major victory in the global fight against tax evasion. It should be noted, 
though, that some jurisdictions experienced delays due to technical issues or delays in putting in 
place the domestic or international legislative framework for the collection and exchange of 
information.10 The Global Forum has been working closely with these jurisdictions to ensure that 
they commence AEOI as soon as possible. The exchanges due to take place in September 2019 are 
therefore expected to be more widespread. The focus is now also on ensuring that the exchange 
networks in place are sufficiently broad (i.e. they include all interested appropriate partners, 
being those interested in receiving information and that meet the expected standards on 
confidentiality and data safeguards).  

The global AEOI network is also expanding as developing countries (without financial centres 
which were therefore not invited to commence exchanges by 2018) are voluntarily expressing 
their intention to implement the AEOI Standard. These countries benefit from the support offered 
in the framework of the Global Forum’s Plan of Action for Developing Countries’ Participation in 
AEOI (2017) and are taking steps towards AEOI. Around twenty developing country members 
have already engaged in a preliminary assessment of their capacity for implementing the AEOI 
Standard. In addition, five bilateral pilot projects are underway to support developing countries 
in the implementation of AEOI.11  

                                                      

9 www.oecd.org/tax/automatic-exchange/commitment-and-monitoring-process   
10 As of 31 December 2018, Montserrat, Saint Vincent and the Grenadines and Vanuatu had not exchanged 
information because their technical implementation was ongoing; however, Saint Vincent and the 
Grenadines have since exchanged, Brunei Darussalam, Dominica, Israel, Niue, Sint Maarten and Trinidad 
and Tobago had not exchanged information because their legal implementation was still not completed. 
Antigua and Barbuda completed its legal implementation in early 2019 and subsequently exchanged 
information. 
11 Albania and Italy; Georgia and Germany; Ghana and the United Kingdom; Morocco and France; and the 
Philippines and Australia. 

http://www.oecd.org/tax/automatic-exchange/commitment-and-monitoring-process
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As a result, in addition to two developing countries which commenced exchanges in 2018 
(Azerbaijan and Pakistan), six other developing country members have already declared their 
intention to commence exchanges by a specific date, with more commitments expected in the 
near future. Nigeria and Ghana are looking to commence exchanges this year and Albania, 
Kazakhstan (which also hosts a financial centre), the Maldives, Oman and Peru intend to start 
exchanges in 2020.  

The up-to-date status of AEOI commitments can be found in Table 1 below that summarises the 
intended implementation timelines of the new standard.  

Table 1. The Status of AEOI Commitments* (as of 13 June 2019) 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES IN 2017 (49) 

Anguilla, Argentina, Belgium, Bermuda, British Virgin Islands, Bulgaria, Cayman Islands, Colombia, Croatia, 
Cyprus**, Czech Republic, Denmark, Estonia, Faroe Islands, Finland, France, Germany, Gibraltar, Greece, 
Guernsey, Hungary, Iceland, India, Ireland, Isle of Man, Italy, Jersey, Korea, Latvia, Liechtenstein, Lithuania, 
Luxembourg, Malta, Mexico, Montserrat, Netherlands, Norway, Poland, Portugal, Romania, San Marino, 
Seychelles, Slovak Republic, Slovenia, South Africa, Spain, Sweden, Turks and Caicos Islands, United Kingdom 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES IN 2018 (51) 

Andorra, Antigua and Barbuda, Aruba, Australia, Austria, Azerbaijan***, The Bahamas, Bahrain, Barbados, 
Belize, Brazil, Brunei Darussalam, Canada, Chile, China, Cook Islands, Costa Rica, Curacao, Dominica, 
Greenland, Grenada, Hong Kong (China), Indonesia, Israel, Japan, Lebanon, Macau (China), Malaysia, 
Marshall Islands, Mauritius, Monaco, Nauru, New Zealand, Niue, Pakistan***, Panama, Qatar, Russia, 
Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Samoa, Saudi Arabia, Singapore, 
Sint Maarten, Switzerland, Trinidad and Tobago, Turkey, United Arab Emirates, Uruguay, Vanuatu 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES BY 2019 (3) 
Ghana***, Kuwait**** and Nigeria*** 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES BY 2020 (5) 
Albania***, Kazakhstan, Maldives***, Oman and Peru*** 

DEVELOPING COUNTRIES HAVING NOT YET SET THE DATE FOR FIRST AUTOMATIC EXCHANGE (46) 
Armenia, Benin, Bosnia and Herzegovina, Botswana, Burkina Faso, Cape Verde, Cambodia, Cameroon, Chad, 
Côte d’Ivoire, Djibouti, Dominican Republic, Ecuador, Egypt, El Salvador, Eswatini, Former Yugoslav Republic 
of Macedonia, Gabon, Georgia, Guatemala, Guyana, Haiti, Jamaica, Kenya, Lesotho, Liberia, Madagascar, 
Mauritania, Moldova, Mongolia, Montenegro, Morocco, Niger, Papua New Guinea, Paraguay, Philippines, 
Rwanda, Senegal, Serbia, Tanzania, Thailand, Togo, Tunisia, Uganda, Ukraine 

* The United States has undertaken automatic information exchanges pursuant to FATCA from 2015 and entered into 
intergovernmental agreements (IGAs) with other jurisdictions to do so. The Model 1A IGAs entered into by the United 
States acknowledge the need for the United States to achieve equivalent levels of reciprocal automatic information 
exchange with partner jurisdictions. They also include a political commitment to pursue the adoption of regulations 
and to advocate and support relevant legislation to achieve such equivalent levels of reciprocal automatic exchange. 
** Note by Turkey: The information in the documents with reference to “Cyprus” relates to the southern part of the 
Island. There is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey 
recognises the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the 
context of the United Nations, Turkey shall preserve its position concerning the “Cyprus issue”. 
Note by all the European Union Member States of the OECD and the European Union: The Republic of Cyprus is 
recognised by all members of the United Nations with the exception of Turkey. The information in the documents 
relates to the area under the effective control of the Government of the Republic of Cyprus. 
*** Developing countries that do not host a financial centre were not asked to commit to 2018 but these jurisdictions 
have done so voluntarily. 
**** Kuwait originally expected to exchange information in 2018, but has since postponed its date of first exchange to 
2019. 
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Ensuring the effectiveness of AEOI Implementation 

Before the exchanges under the AEOI Standard commenced, the Global Forum had started 
assessments of the completeness of the legal and other frameworks which were put in place by 
the committed jurisdictions for the purpose of AEOI implementation. These assessments focused 
on three key aspects. 

First, the Global Forum completed preliminary assessments of confidentiality and data 
safeguards standards in place to ensure that all jurisdictions exchanging information comply with 
the required standards in this area. Where gaps were identified, assistance was provided to 
address them.     

Second, the assessment extended to the content of the domestic legal frameworks requiring 
financial institutions to collect and report information. All of the key elements of the reporting 
and due diligence rules were covered. As part of these assessments, the Global Forum also 
reviewed jurisdiction-specific exemptions of financial institutions or financial accounts seen as 
posing a low risk of being used for tax evasion. This process has now extended to the assessment 
of legal frameworks in relation to beneficial ownership and the wider enforcement and 
compliance frameworks relied upon for AEOI. It is due to shortly be completed.  Jurisdictions are 
already making progress on addressing identified gaps. 

Finally, the Global Forum has been closely monitoring the exchange agreements put in place to 
facilitate exchanges between all interested appropriate partners. A dedicated process has been 
put in place which allows any jurisdiction which becomes concerned of a delay to raise this issue 
within the Global Forum and work towards its resolution. In this regard, by the end of 2019, the 
Global Forum will assess the progress made by jurisdictions to deliver upon their commitment to 
have agreements with all interested appropriate partners.  

With the commencement of exchanges, the Global Forum will 
move to begin to assess whether the AEOI Standard is operating 
effectively in practice. This assessment will cover the issue of 
whether proper enforcement mechanisms have been put in place 
and whether financial institutions are carrying out their 
obligations in accordance with the Standard. At the 2018 plenary 
meeting, the Global Forum adopted the Terms of Reference,12 and 
the next step is to develop and test a framework for assessing the 
effectiveness of the AEOI Standard in practice. The effectiveness 
reviews will then commence in 2020.  

  

                                                      

12 www.oecd.org/tax/transparency/AEOI-terms-of-reference.pdf. 

http://www.oecd.org/tax/transparency/AEOI-terms-of-reference.pdf
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2. Exchange of Information on Request (EOIR) 

Delivering EOIR Peer Reviews  

In the second round of EOIR peer reviews, which commenced in 2016, 45 new ratings have been 
published as of 13 June 2019, of which 14 overall ratings are “Compliant”, 28 “Largely Compliant” 
and 3 “Partially Compliant” (see Table 2 “Overall Ratings Following Peer Reviews against the 
EOIR Standard” below). A further 33 reviews are on-going. 13  This includes in particular the 
reviews of practically all jurisdictions that had been assigned provisional ratings in 2017.14  

In the second round, several jurisdictions have improved their overall rating, from “Largely 
Compliant” to “Compliant”, and one from “Partially Compliant” to “Largely Compliant”. Progress 
is being recorded on the elements which were subject to the first round of EOIR peer review and 
are re-visited in the second round, and in particular there is a positive trend of increasing capacity 
to deal with the growing volume and complexity of requests. This augurs well for the potential 
benefits of higher revenue mobilisation based on future EOIR cooperation in the light of the recent 
AEOI data exchanges. Nevertheless, the implementation of the new beneficial ownership 
requirement continues to raise concerns with most jurisdictions having received 
recommendations to improve their legal framework to align with international standards and in 
some cases with an impact on overall rating resulting in a downgrade. Annual follow-up 
monitoring is in place to track the progress made at the post-assessment stage.  

 

 

 

 

 

 

 

 

 

 

 

 

                                                      

13  Reviews are launched according to the Schedule of Reviews available at 
www.oecd.org/tax/transparency/about-the-global-forum/publications/schedule-of-reviews.pdf. 
14 Andorra, Costa Rica, Dominican Republic, Guatemala, Lebanon, Marshall Islands, Federated States of 
Micronesia, Nauru, Panama, Samoa, Trinidad and Tobago, United Arab Emirates and Vanuatu.  

http://www.oecd.org/tax/transparency/about-the-global-forum/publications/schedule-of-reviews.pdf
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Table 2. Overall Ratings Following Peer Reviews against the EOIR Standard (as of 13 June 
2019) 

Ratings based on First round of reviews Ratings based on Second round of 
reviews 

Overall rating 

China (People’s Republic of), Colombia, 
Finland, Iceland, Korea,  Lithuania, Mexico, 
Slovenia, South Africa, Sweden 

Bahrain, Estonia, France, Guernsey, 
Ireland, Isle of Man, Italy, Jersey, 
Mauritius, Monaco, New Zealand, 
Norway, San Marino, Singapore 

Compliant 

Albania, Argentina, Azerbaijan, Barbados, 
Belize, Botswana,  British Virgin Islands, Brunei 
Darussalam, Bulgaria, Burkina Faso,  
Cameroon, Chile, Cook Islands, Cyprus, Czech 
Republic, El Salvador, Gabon, Georgia, 
Gibraltar,  Greece, Grenada, Israel, Kenya, 
Latvia, Lesotho,  Macao (China), Malaysia, 
Malta, Mauritania,  Montserrat, Morocco, 
Nigeria, Niue, Pakistan, Poland,  Portugal, 
Romania, Russia, Senegal, Slovak Republic, 
Saint Lucia,  Saint Vincent and the Grenadines, 
Saudi Arabia, Seychelles, Switzerland, Uganda, 
Uruguay 

Aruba, Australia, Austria, The 
Bahamas, Belgium, Bermuda, Brazil,  
Canada, Cayman Islands, Denmark, 
Germany, Hong Kong (China), 
Hungary, India, Indonesia, Jamaica, 
Japan, Liechtenstein, Luxembourg, 
North Macedonia, Netherlands, 
Philippines, Qatar, Saint Kitts and 
Nevis, Spain, Turks and Caicos 
Islands, United Kingdom, United 
States 

Largely 
Compliant 

Andorra, Antigua and Barbuda, Costa Rica, 
Dominica, Dominican Republic, Guatemala, 
Federated States of Micronesia, Lebanon, 
Nauru, Panama, Samoa, United Arab Emirates, 
Vanuatu 

  Provisionally* 
Largely 

Compliant 

Anguilla, Sint Maarten, Turkey Curaçao, Ghana, Kazakhstan Partially 
Compliant 

Marshall Islands   Provisionally* 
Partially 

Compliant 
Trinidad and Tobago**   Non-

Compliant 

* These jurisdictions have been reviewed under the Fast-Track review procedure and assigned a provisional overall 
rating. Their full reviews under the strengthened 2016 Terms of Reference have been launched or are due to be 
launched shortly. 

** This jurisdiction applied for the Fast-Track review, but the progress it demonstrated was not sufficient to justify an 
upgrade of its rating beyond Non-Compliant.  
 
Ensuring a Level Playing Field  

The Global Forum has a process in place which allows its members to nominate and scrutinise 
non-members to ensure a level playing field. At the 2017 plenary, the Global Forum members 
agreed that Bosnia and Herzegovina, Montenegro and Serbia are of relevance for EOIR purposes. 
All three countries have subsequently joined the Global Forum. In 2018, Oman and Jordan were 
identified as relevant with Oman joining the Global Forum shortly after.   
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3. The Convention on Mutual Administrative Assistance in Tax Matters 

Since 2009, the G20 has consistently encouraged countries to sign the Convention on Mutual 
Administrative Assistance in Tax Matters (the multilateral Convention). During this period, the 
multilateral Convention has vastly enlarged the number of jurisdictions which participate in it 
from below 20 to 129 (see Appendix 1). Today the multilateral Convention creates an impressive 
network equivalent to over 6,000 bilateral agreements which enables all forms of tax co-
operation to tackle tax evasion and avoidance. 

In the past twelve months, 15  the multilateral Convention has entered into force in fourteen 
jurisdictions, i.e. Antigua and Barbuda, Bahamas, Bahrain, El Salvador, Grenada, Hong Kong 
(China), 16  Jamaica, Kuwait, Macau (China), 17  Peru, Qatar, Turkey, United Arab Emirates and 
Vanuatu.  In addition, Brunei Darussalam, Dominica and Morocco have deposited the instrument 
of ratification, acceptance or approval, and the entry into force will take place in the coming 
months. Four countries – Ecuador, Mauritania, North Macedonia and Serbia– have recently signed 
the multilateral Convention with further steps pending.  

Whilst all G20 countries, all BRIICS, all OECD countries, and major financial centres participate in 
this legal instrument, there are still many developing countries which are yet to sign and ratify it.  

4. Technical Assistance   

More than a half of the existing Global Forum members, and practically all new members, are 
developing countries. This creates a constant demand for technical assistance.  

This demand is now particularly acute as members are 
undergoing the second round of EOIR peer reviews which 
includes some new elements. One of the key challenges faced by 
members in this round concerns beneficial ownership. To help 
governments implement the Global Forum’s standards on 
ensuring that law enforcement officials have access to reliable 
information on who the ultimate beneficial owners are behind a 
company or other legal entity, the Global Forum – in partnership 
with the Inter-American Development Bank – released A 
Beneficial Ownership Toolkit (March 2019). 18  As the current 
beneficial ownership standard does not provide a specific 
method for implementing it, the toolkit seeks to assist policy 
makers in implementing the legal and supervisory frameworks 
to identify, collect and maintain the necessary beneficial 
ownership information. 

                                                      

15 Since 26 June 2018, as reported in www.oecd.org/tax/oecd-secretary-general-tax-report-g20-finance-
ministers-july-2018.pdf. 

16 Extension by the People’s Republic of China. 
17 Extension by the People’s Republic of China. 
18 www.oecd.org/tax/transparency/beneficial-ownership-toolkit.pdf. 

http://www.oecd.org/tax/oecd-secretary-general-tax-report-g20-finance-ministers-july-2018.pdf
http://www.oecd.org/tax/oecd-secretary-general-tax-report-g20-finance-ministers-july-2018.pdf
http://www.oecd.org/tax/transparency/beneficial-ownership-toolkit.pdf
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In addition, as more and more developing countries express their intention to implement AEOI, 
technical assistance in this area is expanding. Overall, at the 
moment, more than 50 developing countries are provided with 
tailored support either as part of a structured Induction 
Programme or through ad hoc assistance offered on request.      

The Global Forum is actively working at the regional level to seek 
political commitment for the effective use of tax transparency 
tools. The Yaoundé Declaration (2017) called on all African 
countries to make the best use of the most recent improvements 
in global tax transparency.19 As of 13 June 2019, the number of 
African countries which have now adhered to this Declaration 
reached 25. 20  Practical steps made towards stronger tax 
transparency were discussed at the 6th Meeting of the Global 
Forum’s Africa Initiative held in Kigali, Rwanda, on 28 February 
and 1 March 2019. The meeting was attended by over 20 African 
countries and marked by the launch of the first progress report on 
tax transparency in Africa.21 

The work is also progressing in other regions. Alongside the 2018 Global Forum plenary which 
was hosted by Uruguay, a high-level meeting for Latin American countries was held, resulting in 
the signature of the Punta del Este Declaration which calls for closer international tax co-
operation in several areas, including with respect to providing more efficient access to the 
beneficial ownership information and closer interagency co-operation.22 As of 13 June 2019, eight 
jurisdictions23 have adhered to this Declaration.  

Further, the Global Forum co-organised high-level events in Tbilisi (Georgia) and in Kyiv 
(Ukraine), in co-operation with the Georgian and Ukrainian authorities in July and November 
2018 respectively, which focused on the implementation of the measures enhancing tax 
transparency and fighting profit shifting. 

Future Outlook 

This year the Global Forum marks its 10th anniversary since a major restructuring that took place 
in 2009 to provide for an open membership and put in place the process of EOIR peer reviews. 
The upcoming plenary meeting will therefore allow the Global Forum to report on a remarkable 
journey made in the past decade. Alongside, the Global Forum will continue to deliver EOIR 
reports according to the schedule and to build the foundation for commencing the AEOI 
effectiveness reviews in 2020.  

                                                      

19 The Yaoundé Declaration (2017), www.oecd.org/tax/transparency/yaounde-declaration.pdf. 
20 The list of signatories is available at: www.oecd.org/tax/transparency/technical-
assistance/declaration/yaounde-declaration-list-of-signatories%20.pdf.  
21 www.oecd.org/tax/transparency/africa-initiative-report-2018.pdf 
22 www.oecd.org/tax/transparency/Latin-American-Ministerial-Declaration.pdf 
23 Argentina, Chile, Colombia, Ecuador, Panama, Paraguay, Peru and Uruguay. 

http://www.oecd.org/tax/transparency/yaounde-declaration.pdf
http://www.oecd.org/tax/transparency/technical-assistance/declaration/yaounde-declaration-list-of-signatories%20.pdf
http://www.oecd.org/tax/transparency/technical-assistance/declaration/yaounde-declaration-list-of-signatories%20.pdf
http://www.oecd.org/tax/transparency/africa-initiative-report-2018.pdf
http://www.oecd.org/tax/transparency/Latin-American-Ministerial-Declaration.pdf
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Appendix 1 

Jurisdictions participating in the multilateral Convention on Mutual Administrative 
Assistance in Tax Matters* (as of 13 June 2019) 

 Jurisdictions 
Current status 
regarding the 

Convention 

114 

Albania, Andorra, Anguilla(1), Antigua and Barbuda, Argentina, Aruba(2), 
Australia, Austria, Azerbaijan, Bahamas, Bahrain, Barbados, Belgium, 
Belize, Bermuda(1), Brazil, British Virgin Islands(1), Bulgaria, Cameroon, 
Canada, Cayman Islands(1), Chile, China (People’s Republic of), 
Colombia, Cook Islands, Costa Rica, Croatia, Curaçao(3), Cyprus, Czech 
Republic, Denmark, Estonia, El Salvador, Faroe Islands(4), Finland, 
France, Georgia, Germany, Ghana, Gibraltar(1), Greece, Greenland(4), 
Grenada, Guatemala, Guernsey(1), Hong Kong (China)(5), Hungary, 
Iceland, India, Indonesia, Ireland, Isle of Man(1), Israel, Italy, Jamaica, 
Japan, Jersey(1), Kazakhstan, Korea, Kuwait, Latvia, Lebanon, 
Liechtenstein, Lithuania, Luxembourg, Macau (China)(5), Malaysia, 
Malta, Marshall Islands, Mauritius, Mexico, Moldova, Monaco, 
Montserrat(1), Nauru, Netherlands, New Zealand, Nigeria, Niue, Norway, 
Pakistan, Panama, Peru, Poland, Portugal, Romania, Russia, Saint Kitts 
and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Samoa, San 
Marino, Saudi Arabia, Senegal, Seychelles, Singapore, Sint Maarten(4), 
Slovak Republic, Slovenia, South Africa, Spain, Sweden, Switzerland, 
Tunisia, Turkey, Turks and Caicos Islands(1), Qatar, Uganda, Ukraine, 
United Arab Emirates, United Kingdom, Uruguay, United States(6), 
Vanuatu 

Convention entered 
into force 

3 Brunei Darussalam, Dominica, Morocco 

Instrument of 
ratification, 

acceptance or 
approval deposited 

12 Armenia, Burkina Faso, Dominican Republic, Ecuador, Gabon, Kenya, 
Liberia, Mauritania, North Macedonia, Paraguay, Philippines, Serbia 

Protocol/amended 
Convention signed 

* This table includes State Parties to the Convention as well as other Global Forum members, including jurisdictions 
that have been listed in its Annex B naming a competent authority, to which the application of the Convention has been 
extended pursuant to Article 29 of the Convention. It also includes participating jurisdictions that are not Global Forum 
members. 
(1) Territorial extension by the United Kingdom. 
(2) Territorial extension by the Kingdom of the Netherlands. 
(3) Territorial extension by the Kingdom of the Netherlands. Curaçao and Sint Maarten used to be constituents of the 
“Netherlands Antilles”, to which the original Convention applied as from 1 February 1997. 
(4) Territorial extension by the Kingdom of Denmark. 
(5) Territorial extension by China. 
(6) The United States have signed and ratified the original Convention, which has been in force since 1 April 1995. The 
Amending Protocol was signed on 27 May 2010 but is awaiting ratification.
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Annex 1: Programme of Work to Develop a Consensus 
Solution to the Tax Challenges Arising from the Digitalisation 

of the Economy 
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Chapter I - Introduction 
The digital transformation spurs innovation, generates efficiencies, and improves services while 
boosting more inclusive and sustainable growth and enhancing well-being. At the same time the breadth 
and speed of this change introduces challenges in many policy areas, including taxation. 

The tax challenges of the digitalisation of the economy were identified as one of the main areas of focus 
of the OECD/G20 Base Erosion and Profit Shifting (BEPS) Project, leading to the 2015 BEPS Action 
1 Report (the Action 1 Report).1 The Action 1 Report found that the whole economy was digitalising 
and, as a result, it would be difficult, if not impossible, to ring-fence the digital economy.  

For indirect taxes, the Action 1 Report recognised new challenges related to the collection of Value 
Added Taxes (VAT)/Goods and Services Taxes (GST) on the continuously growing volumes of goods 
and services that consumers purchase online from foreign suppliers. It recommended implementing the 
destination principle contained in the 2017 OECD International VAT/GST Guidelines,2 together with 
the mechanisms for effective collection of VAT/GST on cross-border supplies of services and 
intangibles presented in those Guidelines.  

For direct taxes, the Action 1 Report observed that while digitalisation could exacerbate BEPS issues, 
it also raises a series of broader tax challenges, which it identified as “nexus, data and characterisation”. 
The latter challenges, however, were acknowledged as going beyond BEPS, and were described as 
chiefly relating to the question of how taxing rights on income generated from cross-border activities 
in the digital age should be allocated among jurisdictions. A number of potential options to address 
these concerns were discussed, but none were ultimately recommended. Instead, the Action 1 Report 
called for continued work in this area, notably by monitoring developments in respect of digitalisation, 
with a further report to be delivered by 2020. 

Notwithstanding the progress made in tackling double non-taxation as part of the BEPS package, and 
the widespread implementation of the OECD International VAT/GST Guidelines, ongoing concerns 
around the tax implications of a rapidly digitalising economy led the G20 Finance Ministers, at their 
meeting in Baden Baden in March 2017, to advance the timeline and request the Inclusive Framework 
to deliver an interim report by early 2018. In March 2018, the Inclusive Framework, working through 
its Task Force on the Digital Economy (TFDE), issued Tax Challenges Arising from Digitalisation – 
Interim Report 2018 (the Interim Report).3 The Interim Report provided an in-depth analysis of new 
and changing business models that enabled the identification of three characteristics frequently 
observed in certain highly digitalised business models, namely scale without mass, heavy reliance on 
intangible assets, and the importance of data, user participation and their synergies with intangible 
assets. The ensuing potential tax challenges were discussed, including remaining BEPS risks and the 
question of how taxing rights on income generated from cross-border activities in the digital age should 
be allocated among jurisdictions.  

While members of the Inclusive Framework did not converge on the conclusions to be drawn from this 
analysis, they committed to continue working together to deliver a final report in 2020 aimed at 
providing a consensus-based long-term solution, with an update in 2019.  
Conscious of the challenging time frame and the importance of the issues, the Inclusive Framework 
further intensified its work after the delivery of the Interim Report. Consistent with the analysis included 
in the Action 1 Report as well as the Interim Report, some members made suggestions on how the work 
could be taken forward to achieve progress towards a consensus-based solution. Some proposals 
focused on the allocation of taxing rights by suggesting modifications to the rules on profit allocation 
and nexus, other proposals focused more on unresolved BEPS issues. In the Policy Note Addressing the 
Tax Challenges of the Digitalisation of the Economy,4 approved on 23 January 2019, the Inclusive 
Framework agreed to examine and develop these proposals on a “without prejudice” basis. These 
proposals were grouped into two pillars which could form the basis for consensus:  

• Pillar One focuses on the allocation of taxing rights, and seeks to undertake a coherent and 
concurrent review of the profit allocation and nexus rules;  
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• Pillar Two focuses on the remaining BEPS issues and seeks to develop rules that would provide 
jurisdictions with a right to “tax back” where other jurisdictions have not exercised their 
primary taxing rights or the payment is otherwise subject to low levels of effective taxation.  

While the two issues of the ongoing work on remaining BEPS challenges and a concurrent review of 
the profit allocation and nexus rules are distinct, they intersect and a solution that seeks to address them 
both could have a mutually reinforcing effect. Therefore the Inclusive Framework agreed that both 
issues should be discussed and explored in parallel. 
Since January 2019, and consistent with the Policy Note, the Inclusive Framework has continued to 
examine the proposals, including by considering how the gaps between the different positions of 
jurisdictions could be bridged, taking into consideration the overlaps that exist between the BEPS issues 
exacerbated by digitalisation and the broader tax challenges. As part of this work, a public consultation 
document was released on 13 February 2019, which sought input from external stakeholders on the 
specific proposals examined under Pillar One and Pillar Two.5 The response from stakeholders was 
robust with more than 200 written submissions running to over 2,000 pages of written comments.6 
Stakeholders had the opportunity to express their views at the public consultation meeting that was held 
at the OECD Conference Centre in Paris on 13 and 14 March 2019 and that was attended by over 400 
representatives from governments, business, civil society and academia. 

This ongoing work, including the public consultation process and inputs received from various 
stakeholders, has highlighted important areas that need to be discussed among the members of the 
Inclusive Framework. One area is the effect of the three characteristics noted in the Interim Report, 
which are more pronounced in certain highly digitalised business models, reinforced by globalisation, 
and the broader challenges this may pose in relation to existing tax rules, including by exacerbating 
some BEPS risks.7 For some commentators and members of the Inclusive Framework the work on the 
tax challenges of digitalisation has revealed some more fundamental issues of the existing international 
tax framework, which have remained after the delivery of the BEPS package. 

A further issue is the recognition that if the Inclusive Framework does not deliver a comprehensive 
consensus-based solution within the agreed G20 time frame, there is a risk that more jurisdictions will 
adopt uncoordinated unilateral tax measures. A growing number of jurisdictions are not content with 
the taxation outcomes produced by the current international tax system, and have or are seeking to 
impose various measures or interpretations of the current rules that risk significantly increasing 
compliance burdens, double taxation and uncertainty. One of the focal points of dissatisfaction relates 
to how the existing profit allocation and nexus rules take into account the increasing ability of 
businesses, in certain situations, to participate in the economic life of a jurisdiction without an associated 
or meaningful physical presence. An unparalleled reliance on intangibles and the rising share of services 
in cross border trade are among the causes typically identified. This dissatisfaction has created a 
political imperative to act in a significant number of jurisdictions. Cognisant that predictability and 
stability are fundamental building blocks of global economic growth, the Inclusive Framework is 
therefore concerned that a proliferation of uncoordinated and unilateral actions would not only 
undermine the relevance and sustainability of the international framework for the taxation of cross-
border business activities, but will also more broadly adversely impact global investments and growth.  

 This economic and political context is at the foundation of the programme of work for each Pillar 
outlined in this paper, which has been developed by the Inclusive Framework with a view to reporting 
progress to the G20 Finance Ministers in June 2019 and delivering a long-term and consensus-based 
solution in 2020. This timeline is extremely ambitious given the need to revisit fundamental aspects of 
the international tax system, but is reflective of the political imperative that all members of the Inclusive 
Framework attach to finding a timely resolution of the issues at stake.  

A consensus based solution to be agreed among the 129 members of the Inclusive Framework will, in 
addition to the important technical work that must be carried out, require political engagement and 
endorsement as the interests at stake for members go beyond technical issues and will have an impact 
on revenues and the overall balance of taxing rights. For a solution to be delivered in 2020, the outlines 
of the architecture will need to be agreed by January 2020. This outline will have to include a 
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determination of the nature of, and the interaction between, both Pillars, and will have to reduce the 
number of options to be pursued under Pillar One. The solution should reflect the right balance between 
precision and administrability for jurisdictions at different levels of development, underpinned by sound 
economic principles and conceptual basis. Furthermore, it would be important to ensure a level playing 
field between all jurisdictions; large or small, developed or developing. The G20 process can provide 
important momentum in this regard. As indicated in the Policy Note,8 the rules agreed should not result 
in taxation where there is no economic profit nor should they result in double taxation. 

The work programme contained in this paper provides a path to finding such a solution but will require 
an early political steer informed by an economic analysis and impact assessment of the possible designs 
of a solution, as described in Chapter IV.  

 Given the interlinked nature of these different elements the Steering Group of the Inclusive Framework 
will play a key role in advancing this work and developing proposals for the consideration of the 
Inclusive Framework.  

To support this process and enable the Steering Group to fulfil its mandate, technical work, including 
on the economic analysis, at the subsidiary body level will start immediately on all current proposals as 
needed to support the Steering Group. Once there is an agreed architecture proposed by the Steering 
Group and agreed by the Inclusive Framework, the subsidiary bodies will revert to their more traditional 
role of working towards the implementation of an agreed policy direction.  

The programme of work for the future technical work contained in this document needs to be seen in 
this context. It remains dynamic throughout, recognising that new technical issues may emerge as the 
work progresses. It has a preparatory focus initially and then turns more definitive once an overall 
architecture has been agreed. It recognises that there are cross-cutting issues that affect both Pillars 
requiring close coordination. Finally, it recognises the need for the Steering Group to play a central and 
ongoing role in managing the work and provide direction as and when needed to achieve a successful 
outcome.   

Chapter II of the document focuses on the allocation of taxing rights (Pillar One), and describes the 
different technical issues that need to be resolved to undertake a coherent and concurrent revision of the 
profit allocation and nexus rules.  

Chapter III focuses on remaining BEPS issues (Pillar Two), and describes the work to be undertaken in 
the development of a global anti-base erosion (GloBE) proposal that would, through changes to 
domestic law and tax treaties, provide jurisdictions with a right to “tax back” where other jurisdictions 
have not exercised their primary taxing rights or the payment is otherwise subject to low levels of 
effective taxation.  

Chapter IV discusses work to be undertaken in connection with an impact assessment and economic 
analysis of the proposals.  

Chapter V explains how the work under both Pillars is organised and articulates the role of the Steering 
Group in steering, monitoring and co-ordinating the Programme of Work and related outputs in order 
to ensure that the Inclusive Framework can deliver on its commitment to arrive at a consensus solution 
and produce a final report by the end of 2020. The schedule of meetings of the Inclusive Framework 
will be adapted accordingly. 
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Chapter II – Revised Nexus and Profit Allocation Rules (Pillar One) 
Under Pillar One, three proposals have been articulated to develop a consensus-based solution on how 
taxing rights on income generated from cross-border activities in the digital age should be allocated 
among countries – namely, the “user participation” proposal,1 the “marketing intangibles” proposal2 
and the “significant economic presence” proposal.3  

These proposals have important differences, including the objective and scope of the reallocation of 
taxing rights – hereafter, the “new taxing right”. At the same time, they all allocate more taxing rights 
to the jurisdiction of the customer and/or user – hereafter, the “market jurisdictions”4 – in situations 
where value is created by a business activity through (possibly remote) participation in that jurisdiction 
that is not recognised in the current framework for allocating profits. Further, they have important 
common policy features, as they all contemplate the existence of a nexus in the absence of physical 
presence, contemplate using the total profit of a business, contemplate the use of simplifying 
conventions (including those that diverge from the arm’s length principle) to reduce compliance costs 
and disputes – a feature supported by many commentators at the public consultation, who expressed 
concerns about approaches that would add complexity to existing tax rules –, and would operate 
alongside the current profit allocation rules. 

Hence, although further work will be conducted in parallel to reach a political agreement on the 
objective and scope of a unified approach, the existing commonalities suggest that there is sufficient 
scope to establish a programme of work considering together some key design features of a consensus-
based solution under Pillar One. The technical issues that need to be resolved under the programme of 
work may be grouped into three building blocks, namely: 

• different approaches to determine the amount of profits subject to the new taxing right and the 
allocation of those profits among the jurisdictions; 

• the design of a new nexus rule that would capture a novel concept of business presence in a 
market jurisdiction reflecting the transformation of the economy, and not constrained by 
physical presence requirement; and 

• different instruments to ensure full implementation and efficient administration of the new 
taxing right, including the effective elimination of double taxation and resolution of tax 
disputes. 

The programme of work will invite subsidiary bodies to explore these issues and assess their 
implications, with a view to assisting the Steering Group to reach a unified approach on Pillar One 
which will facilitate a political agreement. 

1. New profit allocation rules 

1.1. Overview 

The new taxing right requires a method to quantify the amount of profit reallocated to market 
jurisdictions, and a method to determine how that profit should be allocated among the market 
jurisdictions entitled to tax under the new taxing right. The different methods suggested so far to 
determine the profit subject to the new taxing right will be further explored, including the possible use 
of more simplifications to minimise compliance costs and disputes.  

Due consideration will be given to concerns about the complexity and uncertainty of the methods 
articulated so far, and the possible advantages of using other simplified approaches. Additionally, this 
work will consider the feasibility of business line or regional segmentations, different mechanisms to 
allocate the profit to the relevant market jurisdictions, the design of various scoping limitations and 
alternative treatments of losses. It is recognised that, due to the nature and the variety of possible 
approaches that are to be considered in this work, the scope of the work may need to be adapted as the 
work progresses. 
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1.1. New profit allocation rules 

The programme of work would explore issues and options in connection with new profit 
allocation rules. These issues and options are expected to include: 

1) The development of conceptually underpinned methods for determining the amount 
of profit and loss subject to the new taxing right, consistent with the principle of 
avoiding double taxation;  

2) The use of simplification measures where appropriate to limit the burden of the new 
rules on tax administrations and taxpayers alike; and 

3) An assessment of the administrability of the features of any proposal, taking into 
consideration capacity and resource constraints. 

1.2. Modified residual profit split method 

The MRPS method would allocate to market jurisdictions a portion of an MNE group’s non-routine 
profit that reflects the value created in markets that is not recognised under the existing profit allocation 
rules. It involves four steps: (i) determine total profit to be split; (ii) remove routine profit, using either 
current transfer pricing rules or simplified conventions; (iii) determine the portion of the non-routine 
profit that is within the scope of the new taxing right, using either current transfer pricing rules or 
simplified conventions; and (iv) allocate such in-scope non-routine profit to the relevant market 
jurisdictions, using an allocation key.  

The programme of work will explore the issues and alternative options associated with each of these 
steps, including possible simplifications. Further, given that the scope of the new taxing right is not 
intended to cover all profit, the MRPS method will coexist with the existing transfer pricing rules and 
rules for coordinating these two sets of rules will be necessary to provide certainty and minimise 
disputes. 

1.2. Modified Residual Profit Split 

The programme of work would explore options and issues relating to a modified residual 
profit split method. These issues and options are expected to include: 

1. The development of rules that govern how total profits should be computed for 
purposes of applying the Modified Residual Profit Split (“MRPS”) method. 

a. This requires consideration of the suitability of using accounting rules for the 
computation of total profits, the relevant measure of profit to be used (such as 
pre-tax profit etc.), and what adjustments (if any) would be appropriate. 

b. It also requires an evaluation of the relative merits of determining total profits: 

i. on a group-wide basis, including how this approach could be integrated with 
the existing international tax system to ensure that a group could identify 
which entity’s or entities’ profit is subject to the new taxing right exercised 
by a particular jurisdiction; or 

ii. on an entity or aggregated entity basis, including how the entity or entities 
in scope could be identified and, where multiple entities are identified, how 
the combined profits of these entities would be reallocated under the new 
taxing right. 
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2. The development of rules to bifurcate total profit into routine and non-routine 
components. This would require an evaluation of the relative merits of using current 
transfer pricing rules and simplified approaches. In particular, 

a. The evaluation of using current transfer pricing rules would include 
consideration of the following:  

i. the impact of future transfer pricing disputes (which can take a number of 
years to conclude) on routine and non-routine profit computations; and 

ii. the mechanisms that local tax administrations would require to confirm the 
amount of non-routine profits. 

b. The evaluation of using simplified approaches would include consideration of 
possible proxies for the determination of non-routine profit. 

3. The development of rules to quantify the portion of non-routine profit subject to the 
new taxing right. This would include an evaluation of the relative merits of using 
the approaches set forth below. 

a. The adaptation of the current transfer pricing rules, taking into account the 
issues raised above. 

b. The use of a proxy based on capitalised expenditures. This would include 
consideration of: 

i. how costs relating to the activities and assets in and out of scope of the new 
taxing right should be identified;  

ii. how the “useful lives” of different categories of expenditure and 
investment should be determined and applied; and  

iii. how concerns that cost may not always be an appropriate indicator of value 
could be addressed. 

c. The use of a proxy based on projections of future income. 

d. The use of a proxy based on fixed percentages of total non-routine income, 
including the possibility of using different fixed percentages for different lines 
of business. 

e. Such other proxies as may be developed by the detailed work in this area. 

4. The development of rules to allocate the identified profit subject to the new taxing 
rights among the relevant market jurisdictions. This requires the evaluation of 
possible allocation keys, such as revenues. 

5. The integration of the MRPS method with the existing transfer pricing rules without 
giving rise to double taxation or double non-taxation.  

6. Other technical issues that arise from the exploration of the above topics, 
recognising that the detailed points discussed above may need to be adapted as the 
work progresses. 

* A fundamental issue associated with the MRPS method is whether it would be applied to 
an MNE group as a whole, or whether it would separately take into account different 
business lines and geographical regions. That topic is addressed below.  
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1.3. Fractional apportionment method 

The fractional apportionment method involves the determination of the amount of profits subject to the 
new taxing rights without making any distinction between routine and non-routine profit. One possible 
approach to assessing the profit derived by a non-resident enterprise is to take into account the overall 
profitability of the relevant group (or business line). This method would involve three steps: (i) 
determine the profit to be divided, (ii) select an allocation key, and (iii) apply this formula to allocate a 
fraction of the profit to the market jurisdiction(s).  

In exploring the development of a fractional apportionment method, the programme of work will 
explore a number of issues, including: 

• Determining options for the starting point of the computation of the relevant profits subject to 
the fractional apportionment mechanism. Such options may include the profit of the selling 
entity as determined by the current transfer pricing rules, or by applying a global profit margin 
to local sales, or by any other measures as may be considered appropriate. 

• Explore different allocation keys that could be taken into account in constructing the formula 
that would be used to apportion the relevant profit. 

• Addressing the interaction between the current profit allocation framework with the fractional 
apportionment approach, especially if a decision is made to adjust the amount of profit allocated 
to the market jurisdiction based on the overall profitability of the relevant group or business 
line.  

1.3. Fractional apportionment 

The programme of work would explore issues and options relating to a fractional 
apportionment method. These issues and options are expected to include: 

1. The development and evaluation of a method to determine the profits of a non-
resident entity or group that would be subject to the fractional apportionment 
mechanism, including the possibility of taking into account overall profitability.  

2. The financial accounting regime and measure upon which the profit determination 
would be based for this purpose. 

3. The factors, including employees, assets, sales, and users, that could be taken into 
account in constructing the formula that would be used to apportion the relevant 
profit. 

4. The design of rules to coordinate the effect of the fractional apportionment method 
and the current transfer pricing system, without giving rise to double taxation or 
double non-taxation. This would include, for example, rules related to how the 
burden of the new taxing right might be shared with other entities in the MNE group 
where the profits of a non-resident entity take into account the overall profitability 
of the group. 

1.4. Distribution-based approaches 

Consistent with the strong demand for simplicity and administrability, the programme of work will also 
explore other possible simplified methods. This includes consideration of a simplified approach 
grounded in the twin considerations of the interest in allocating more profit to market jurisdictions and 
reducing the ongoing controversies associated with the proper pricing of marketing and distribution 
activities. In contrast to the MRPS method, this approach might address, in addition to non-routine 
profit, profit arising from routine activities associated with marketing and distribution. 
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One possibility would be to specify a baseline profit in the market jurisdiction for marketing, 
distribution and user-related activities. Other options might also be considered, for example, the 
baseline profit could increase based on the MNE group’s overall profitability. Through this mechanism, 
some of the MNE group’s non-routine profit would be reallocated to market jurisdictions. The baseline 
profit could also be modified by additional variables to accommodate, for instance, industry and market 
differences. 

The design of such an approach would require consideration of whether it would envisage allocating to 
market jurisdictions a profit which would be a final allocation – i.e. an allocation which taxpayers or 
tax authorities would not be able to re-evaluate under the current transfer pricing rules. Alternatively, 
such a simplified approach could be designed to allow the allocation of a higher return under traditional 
transfer pricing principles to market jurisdictions, such as in those cases where a local distribution 
company owns and controls all the risks for highly profitable marketing intangibles. 

In scenarios involving a remote activity, an issue that will need to be explored is whether the amount of 
profit (including any baseline profit) taxable by that market jurisdiction would be the same as for 
locally-based marketing and distribution activities, or whether that amount should be reduced in some 
formulaic manner.  

1.4. Distribution-based approaches 

The programme of work would explore issues and options related to distribution-based 
approaches. These issues and options are expected to include: 

1) The development of rules providing a baseline amount of profit attributable to 
marketing, distribution, and user-related activities.  

2) The assessment of whether and how a baseline amount could be adjusted based on 
a group’s overall profitability and other relevant factors to effectively allocate a 
proportion of routine and non-routine profits to market jurisdictions. This could 
include consideration of how concerns that cost may not always be an appropriate 
indicator of value could be addressed. 

3) The assessment of whether the baseline could function as a minimum or maximum 
return. 

4) The assessment of whether and how any such adjusted profits or returns could be 
applied where the relevant group has no established tax presence in the market 
jurisdiction. 

5) How the approach could be coordinated with the current transfer pricing system 
without giving rise to double taxation or double non-taxation. 

1.5. Explore the use of business line and regional segmentation 

The profitability of a MNE group can vary substantially across different business lines and regions. To 
avoid unintended outcomes and distortions, and ensure a proper balance between simplicity and 
precision, the programme of work will explore the possibility of determining the profits subject to the 
new taxing right on a business line and/or regional basis.  
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1.5. Business line and regional segmentation 

The programme of work would explore issues and options for business line and regional 
segmentation. These issues and options are expected to include: 

1) The design of rules to define and delineate among different business lines for the 
purposes of applying the approaches described above, and an evaluation of the 
administrability associated with such rules. As elsewhere, these rules would need 
to be administrable for taxpayers and tax administrations with different capability 
and resource constraints. In developing these rules consideration would be given to 
(i) the information MNE groups already prepare (e.g. for accounting, securities law, 
or regulatory purposes); (ii) the extent to which this information could be used 
reliably to segment MNE groups by business line; and (iii) any other required 
information. 

2) The design of rules or principles to allow the regional segmentation of an MNE 
group’s activities for the purposes of applying the approaches described above. 
These rules or principles could need to consider many of the same issues identified 
for business line segmentation. 

1.6. Design scoping limitations 

To the extent that the activities and assets within the scope of the new taxing right would not be 
undertaken or exploited by all businesses, scope limitations may be appropriate. The programme of 
work will explore different limitations that could operate either by reference to the nature (e.g. through 
negative exclusions, safe harbours, and/or other screening criteria) or the size (e.g. thresholds based on 
revenue or other relevant factors) of a given business. In this task, due consideration will be given to 
the feasibility of business line segmentations and any legal constraint arising from other international 
obligations. Due consideration will also be given to whether or to what extent any new taxing right 
would apply to certain items such as commodities and other primary products, and financial 
instruments. 

 

1.6. Design scope limitations 

The programme of work would explore issues and options in connection with design 
scoping limitations. These issues and options are expected to include: 

1) Potential limitations on the scope of the new taxing right. This work would include 
the development of rules to limit the scope of the new taxing right based on the size 
of a MNE group or business line. It would also include an evaluation of rules that 
could focus the scope of the rules on businesses that are of a type to which the rules 
should apply. 

2) Consideration would also be given to whether any scope limitations are legally 
constrained by other international obligations, e.g. trade regulations. 
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1.7. Develop rules on the treatment of losses 

It is important that the new profit allocation rules have effective application to both profits and losses. 
The programme of work will explore the different options available for the treatment of losses under 
the new taxing right.  

 

1.7. Treatment of losses 

The programme of work would explore issues and options in connection with the design of 
rules for the treatment of losses. These issues and options are expected to include: 

1) The development of profit allocation rules that apply symmetrically to profits and 
losses. This should include consideration of the practical consequences of this 
approach, such as when and how a loss-making MNE group would be required to 
file a tax return in market jurisdictions. 

2) The development of an “earn out” approach to losses, wherein an MNE group 
would maintain a notional cumulative loss account, and profits would be subject to 
the new taxing right only once that cumulative loss account had been reduced to 
zero by subsequent profits.  

3) The development of a hybrid system incorporating elements of the symmetric 
treatment of losses and “earn out” approach could also be considered. 

4) The determination of whether all or a defined subset of the losses of an MNE group 
(such as carry-forward losses, losses in relation to a particular business line, or 
losses in a particular region/jurisdiction) should be taken into account under the 
approaches described above.  

2. New nexus rules 

The work programme will explore the development of a concept of remote taxable presence (i.e. a 
taxable presence without traditional physical presence) and a new set of standards for identifying when 
such a remote taxable presence exists. The work programme will also consider a new concept of taxable 
income sourced in (i.e. derived from) a jurisdiction. This taxing right would generally not be constrained 
by physical presence requirements. 

Developing a new non-physical presence nexus rule to allow market jurisdictions to tax the measure of 
profits allocated to them under the new profit allocation rules would require an evaluation of the relative 
merits of alternative approaches, including: 

• amendments to the definition of a “permanent establishment” (PE) in Article 5 of the OECD 
Model Convention, 5  and potential ensuing changes to Article 7 of the OECD Model 
Convention; 

• development of a standalone rule establishing a new and separate nexus, either through a new 
taxable presence or a concept of source. 
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2.1. New nexus rules rule and other treaty related issues 

The programme of work would explore options and issues related to a new nexus rule. These 
options and issues are expected to include:  

1. The development of a new nexus rule that would capture a novel concept of a 
business presence in a market jurisdiction reflecting the transformation of the 
economy and not constrained by physical presence requirements, and which would 
allow market jurisdictions to exercise taxing rights over the measure of profits 
allocated to them under the new profit allocation rules. This would require an 
evaluation of the relative merits of alternative approaches, including the making of 
recommendations on: 

a. Amending Articles 5 and 7 of the OECD Model Convention to deem a PE 
to exist where an MNE exhibits a remote yet sustained and significant 
involvement in the economy of a jurisdiction and to accommodate the new 
profit allocation rules. This would also require a consideration of any 
impact of such an amendment on other provisions that use the PE concept 
(Articles 10-13, 15, 21, 22, and 24) and other issues (such as VAT and 
social security contributions). 

b. Alternatively, introducing a new standalone provision giving market 
jurisdictions a taxing right over the measure of profits allocated to them 
under the new profit allocation rules, which would require: 

1. identifying and defining a new non-physical taxable presence 
separate from the PE concept; 

2. identifying and defining a new concept of income taxable in the 
source jurisdiction (i.e. income derived from a particular source in 
a jurisdiction); and 

3. the interaction between the new taxable presence or source income 
and existing provisions (including especially provisions governing 
non-discrimination). 

2. The evaluation and development of indicators of an MNE group’s remote but 
sustained and significant involvement in the economy of a market jurisdiction. This 
would require: 

a. a sustained local revenue threshold (both monetary and temporal); and 

b. a range of additional indicators which, in combination with sustained local 
revenues, would be taken to demonstrate a link beyond mere selling 
between those revenues and the MNE’s interaction with the economy of a 
jurisdiction. 

3. The necessity to change any other treaty provision, such as Article 9, to allow 
market jurisdictions to exercise taxing rights over the measure of profits allocated 
to them under the new nexus and profit allocation rules. 

4. The considerations to ensure tax certainty, administrability, and effective dispute 
prevention and resolution. 
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3. Implementation of the new taxing right 

3.1. Elimination of double taxation 

The proposals under this Pillar may, depending on the design options eventually chosen, envisage 
reallocating taxing rights over a proportion of an MNE group’s profit (however defined), rather than 
over the profit from specific transactions or activities undertaken by particular separate entities. It may 
therefore not be immediately clear which member(s) of an MNE group should be considered to derive 
the relevant income. This leads to questions about how, in practice, source jurisdictions would exercise 
the reallocated taxing rights, and how residence jurisdictions would provide relief from double taxation 
of the relevant income. It is also recognised that the new taxing right may raise new questions relating 
to the sufficiency of existing double tax relief mechanisms. 

The work programme will consider those questions and, in particular, explore the effectiveness of the 
existing treaty (and domestic law) provisions and the need to develop new or enhanced provisions. 
Consideration would also be given to a multilateral competent authority mutual agreement or 
framework that would provide additional guidance.  

The programme of work will also examine the current dispute prevention and resolution procedures in 
the context of the new nexus and profit allocation rules and, where necessary, make recommendations 
for changes or enhancements to these procedures, including arbitration procedures, multilateral 
competent authority agreements, etc.  

Where appropriate, the work could also consider whether multilaterally co-ordinated risk assessment 
could be helpful in applying the new nexus and profit allocation rules and make recommendations 
accordingly. This work could be informed by the ongoing work within the Forum on Tax 
Administration, including the International Compliance Assurance Programme. 

 

3.1. Elimination of double taxation and dispute resolution 

The programme of work would explore options and issues related to the elimination of 
double taxation and the avoidance and resolution of disputes in relation to the new nexus 
and profit allocation rules. These options and issues are expected to include: 

1. The effectiveness of the existing treaty provisions and the need to develop new or 
enhanced, treaty provisions for the effective elimination of double taxation in 
relation to the new nexus and profit allocation rules. This work should examine, in 
particular: 

a. The extent to which, under the new profit allocation rules, the clear 
identification of the relevant taxpayer in respect of the income that is 
reallocated would allow the existing treaty and domestic law mechanisms 
for eliminating double taxation to continue to operate as intended. 

b. The effectiveness of the existing mechanism for addressing economic 
double taxation by way of appropriate adjustments under Article 9(2) of 
the OECD Model Convention and the need for this mechanism to be 
updated or supplemented in relation to the new profit allocation rules. 

c. The effectiveness of the existing mechanisms for eliminating juridical 
double taxation by using the exemption or credit method and the need for 
those mechanisms to be updated or supplemented in relation to the new 
profit allocation rules.  
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2. The interaction between the new taxing right and existing taxing rights – in 
particular those permitting the imposition of withholding taxes on payments (such 
as royalty payments or payments for services) forming part of the reallocated 
income. Appropriate recommendations for the development of rules or guidance 
designed to coordinate the application of these taxing rights in the market 
jurisdiction would also be explored. 

3. The current dispute prevention and resolution procedures, in the context of the new 
nexus and profit allocation rules. Where necessary, appropriate recommendations 
for changes or enhancements to these rules would be made. In particular, given that, 
under some design options, the new approaches will have a more multilateral focus, 
the work would examine the extent to which these existing procedures need 
updating because they have focused largely on solving bilateral disputes. This will 
require, in particular, the evaluation of the need for multilateral approaches to 
dispute avoidance and resolution. 

4. The consideration for multilaterally co-ordinated risk assessment in applying the 
new nexus and profit allocation rules. This work should be informed by the ongoing 
work within the Forum on Tax Administration. 

3.2. Administration 

The implementation of any of the approaches would first require identifying the taxpayer who bears the 
tax liability and the filing obligations. Where the tax liability is assigned to an entity that is not a resident 
of the taxing jurisdiction, it would be necessary to address the required enforcement and collection 
arrangements. The work programme will need to examine, and develop recommendations to address, 
these enforcement and collection issues.  
One option could be to design simplified registration-based collection mechanisms. A simplified 
registration-based collection mechanism, together with enhanced exchange of information and 
cooperation mechanisms may be sufficient for compliance and collection purposes. However, as a 
complementary measure, a withholding tax mechanism will also be explored in the work programme, 
where it does not lead to double taxation. 
The effective application of any of the approaches would likely require a number of data points (e.g. 
total profit, total profit per business line, sales, users etc.) to be available not only to the tax 
administrations, but also to the MNE group and the taxpayer itself. In all events, the implementation of 
any of the approaches would likely result in the need for new data, documentation and reporting 
obligations. The work programme will develop recommendations for a system to report and disseminate 
information needed to administer the new taxing right. One option for such a system could be based on 
the existing framework and technology used for the exchange of country-by-country reports under 
BEPS Action 13. The data points could be included on a separate report, as the CbC reports are limited 
to assist with risk assessment.  

The work programme will furthermore need to examine the challenges that may arise in determining 
and reporting the location of sales.  
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3.2. Administration 

The programme of work would explore options and issues in connection with the 
administration of the new taxing right. These options and issues are expected to include:  

1. The development of measures needed for the effective administration of the new 
taxing right. This work will explore collection mechanisms including a withholding 
tax, reporting obligations and mechanisms to disseminate that information to the 
tax authorities. 

2. The technical and practical issues that may arise in determining and reporting the 
location of sales, including: 

a. establishing the final destination of remote sales, sales to a market through 
third party intermediaries located in a third country, sales in multi-sided 
business models where the users/consumers are located in different 
jurisdictions, sales of intermediate goods, and destination of services;  

b. the need for new reporting obligations; and 

c. the need for new and/or revised protocols for the exchange of information 
between jurisdictions. 

3.3. Changing existing tax treaties 

Any proposal seeking an allocation of taxing rights over a portion of a non-resident enterprise’s business 
profits in the absence of physical presence and computed other than in accordance with the arm’s length 
principle would require changes to existing tax treaties if they are to be successfully implemented. 
Different approaches could be envisaged to streamline the implementation of these changes and these 
options would need to be further assessed in the work programme in light of the precise nature of the 
changes to be made.  

 

3.3. Modifying Tax Treaties 

The programme of work would explore options and issues related to modifying existing tax 
treaties, with the aim of ensuring that all parties committing to the changes can implement 
them at substantially the same time. These options and issues are expected to include:  

1. Ways to coordinate the effective implementation of the tax treaty changes required 
to introduce the new nexus and profit allocation rules and address the challenges 
that arise in relation to the elimination of double taxation and the resolution of 
associated disputes. 

2. The relative merits of implementing these treaty changes by amending or 
supplementing the Multilateral Convention to Implement Tax Treaty Related 
Measures to Prevent BEPS (MLI) to further modify existing treaties, or by 
establishing a new multilateral convention. 

 
 
  



 

46 

References

1 See paragraphs 17-28 of the Public Consultation Document. 

2 See paragraphs 29-49 of the Public Consultation Document. 

3 See paragraphs 50-54 of the Public Consultation Document. 

4 In the context of the programme of work, the term “market jurisdiction” refers to the jurisdiction where the 
customers of the business are located or, in the case of businesses that supply services to other businesses, the 
jurisdiction where those services are used. In the context of many digitalised business models, this definition 
would cover the jurisdiction where the user is located either because the user acquires goods or services directly 
from the on-line provider or because the on-line provider provides services to another business (such as advertising) 
targeting such users. 

5 What matters, of course, is what is in existing bilateral or multilateral tax treaties – whether these are based on 
the OECD Model Convention or not. But for clarity and convenience this note talks about the OECD Model 
Convention. 

                                                      



 

47 

Chapter III – Global anti-base erosion proposal (Pillar Two) 
Under Pillar Two, the Members of the Inclusive Framework have agreed to explore an approach that 
leaves jurisdictions free to determine their own tax system, including whether they have a corporate 
income tax and where they set their tax rates1, but considers the right of other jurisdictions to apply the 
rules explored further below where income is taxed at an effective rate below a minimum rate. Within 
this context, and on a without prejudice basis, the members of the Inclusive Framework have agreed a 
programme of work that contains exploration of an inclusion rule, a switch over rule, an undertaxed 
payment rule, and a subject to tax rule. They have further agreed to explore, as part of this programme 
of work, issues related to rule co-ordination, simplification, thresholds, compatibility with international 
obligations and any other issues that may emerge in the course of the work.  

Consistent with the Policy Note Addressing the Tax Challenges of the Digitalising Economy, approved 
on 23 January 2019, Members of the Inclusive Framework agree that any rules developed under this 
Pillar should not result in taxation where there is no economic profit nor should they result in double 
taxation.  

This part sets out the global anti-base erosion (GloBE) proposal which seeks to address remaining BEPS 
risk of profit shifting to entities subject to no or very low taxation It first provides background including 
the proposed rationale for the proposal and then summarises the mechanics of the proposed rules 
together with a summary of the issues that will be explored as part of the programme of work.  

While the measures set out in the BEPS package have further aligned taxation with value creation and 
closed gaps in the international tax architecture that allowed for double non-taxation, certain members 
of the Inclusive Framework consider that these measures do not yet 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. These members are of the view that profit shifting is particularly acute in connection with 
profits relating to intangibles, prevalent in the digital economy, but also in a broader context; for 
instance group entities that are financed with equity capital and generate profits, from intra-group 
financing or similar activities, that are subject to no or low taxes in the jurisdictions where those entities 
are established.2  

The global anti-base erosion proposal is made against this background. It is based on the premise that 
in the absence of multilateral action, there is a risk of uncoordinated, unilateral action, both to attract 
more tax base and to protect existing tax base, with adverse consequences for all countries, large and 
small, developed and developing as well as taxpayers. It posits that global action is needed to stop a 
harmful race to the bottom, which otherwise risks shifting taxes to fund public goods onto less mobile 
bases including labour and consumption, effectively undermining the tax sovereignty of nations and 
their elected legislators. It maintains that developing countries, in particular those with smaller markets, 
may also lose in such a race. Over recent decades, tax incentives have become more widespread in 
developing countries as they seek to compete to attract and retain foreign direct investment.3 Some 
studies have found that, in developing countries, tax incentives may be redundant in attracting 
investment. 4 Revenue forgone from tax incentives can also reduce opportunities for much-needed 
public spending on infrastructure, public services or social support, and may hamper developing country 
efforts to mobilise domestic resources. There is evidence that tax incentives are frequently provided in 
developing countries in circumstances where governments are confronted with pressures from 
businesses to grant them.5 Depending on its ultimate design, the GloBE proposal could effectively 
shield developing countries from the pressure to offer inefficient incentives and in doing so help them 
in better mobilising domestic resources by ensuring that they will be able to effectively tax returns on 
investment made in their countries. The proposal therefore seeks to advance a multilateral framework 
to achieve a balanced outcome which limits the distortive impact of direct taxes on investment and 
business location decisions. The proposal is also intended as a backstop to Pillar One for situations 
where the relevant profit is booked in a tax rate environment below the minimum rate.  
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Recognising, as stated in the Action 1 Report, that it would be difficult, if not impossible, to ring-fence 
the digital economy from the rest of the economy for tax purposes, the scope of the anti-base erosion 
proposal is not limited to highly digitalised businesses. By focusing on the remaining BEPS challenges, 
it proposes a systematic solution designed to ensure that all internationally operating businesses pay a 
minimum level of tax. In so doing, it helps to address the remaining BEPS challenges linked to the 
digitalising economy, where the relative importance of intangible assets as profit drivers makes highly 
digitalised business often ideally placed to avail themselves of profit shifting planning structures.  

1. GloBE proposal 

The proposal seeks to address the remaining BEPS challenges through the development of two inter-
related rules: 

1) an income inclusion rule that would tax the income of a foreign branch or a controlled entity 
if that income was subject to tax at an effective rate that is below a minimum rate; and  

2) a tax on base eroding payments that would operate by way of a denial of a deduction or 
imposition of source-based taxation (including withholding tax), together with any necessary 
changes to double tax treaties, for certain payments unless that payment was subject to tax at 
or above a minimum rate.  

These rules would be implemented by way of changes to domestic law and double tax treaties and 
would incorporate a co-ordination or ordering rule to avoid the risk of economic double taxation that 
might otherwise arise where more than one jurisdiction sought to apply these rules to the same structure 
or arrangements.  

The combined rules are intended to affect behaviour of taxpayers and jurisdictions alike which is 
expected to limit the revenue impact of rule order for jurisdictions. Rather, rule order will need to be 
determined by reference to principles of good rule design including effectiveness, simplicity and 
transparency.     

2. Income inclusion rule 

The income inclusion rule would operate as a minimum tax by requiring a shareholder in a corporation 
to bring into account a proportionate share of the income of that corporation if that income was not 
subject to an effective rate of tax above a minimum rate. This rule could supplement a jurisdiction’s 
CFC rules.  

The income inclusion rule would ensure that the income of the MNE group is subject to tax at a 
minimum rate thereby reducing the incentive to allocate returns for tax reasons to low taxed entities. 
The income inclusion rule would have the effect of protecting the tax base of the parent jurisdiction as 
well as other jurisdictions where the group operates by reducing the incentive to put in place intra-group 
financing, such as thick capitalisation, or other planning structures that shift profit to those group entities 
that are taxed at an effective rate of tax below the minimum rate. 

  

2.1. Top up to a minimum rate 

The work programme would explore an inclusion rule that would impose a minimum tax rate. This 
approach is consistent with a policy of establishing a floor on tax rates by ensuring that a multinational 
enterprise (MNE) would be subject to tax on its global income at the minimum rate regardless of where 
it was headquartered. Consideration could be given to an exception to this principle in the case of 
income taxed below the minimum rate and benefiting from a harmful preferential regime, which would 
then be taxed at the higher of the minimum rate or the full domestic rate. 
In general terms, it is contemplated that this rule would apply where the income is not taxed at least at 
the minimum level – that is, it would operate as a top up to achieve the minimum rate of tax.6 A top-up 
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to a minimum rate increases the likelihood of the proposal resulting in a transparent and simple global 
standard that sets a floor for tax competition and makes it easier to develop consistent and co-ordinated 
rules. It would further increase the likelihood of achieving a level playing field for both jurisdictions 
and MNEs and reduces the incentive for inversions and other restructuring transactions designed to take 
advantage of low effective rates of taxation below the threshold.  
A minimum tax tied to each country’s corporate income tax (CIT) rate would result in a more complex 
and opaque international framework given the significant variance in CIT rates across Inclusive 
Framework members. For jurisdictions with high domestic CIT rates, such a design would create a cliff-
edge effect for income that was subject to tax at around the minimum tax rate threshold. 

2.2. Use of a fixed percentage 

The work programme would explore an approach using a fixed percentage rather than a percentage of 
the parent jurisdiction’s CIT rate or a range or corridor of CIT rates.  
While there is precedent in the CFC context for using a percentage of the parent jurisdiction’s CIT rate, 
this approach would give rise to significant variations in the rates used under the inclusion rule, which 
would result in a rule that is not in line with the intended policy of the GloBE proposal in addressing 
the risks associated with low-taxation. It would not result in a level playing field and make it difficult 
to co-ordinate such a rule with the undertaxed payments rule, significantly increasing the risk of double 
taxation. 
Another possible approach would be to use a range or corridor of minimum rates depending on other 
design elements of the inclusion rule that impact on the effective rate of tax. However, it would be 
difficult for jurisdictions to quantify the impact of different design features and determine how that 
translates to an appropriate rate thereby resulting in potentially arbitrary and less transparent outcomes, 
making it harder for jurisdictions to co-ordinate their rules, thereby increasing compliance and 
administration costs and leading to a greater risk of double taxation. 
An approach based on a fixed percentage tax rate is the simplest option from a design perspective. It 
provides greater transparency and facilitates rule co-ordination, thereby reducing administration and 
compliance costs. It also helps maintain a level playing field for jurisdictions and taxpayers and reduces 
the incentives for tax driven inversions and other restructuring transactions.  

2.3. Exploration of simplifications 

The programme of work starts from the proposition that in principle the tax base would be determined 
by reference to the rules that jurisdictions already use for calculating the income of a foreign subsidiary 
under their CFC rules, or in the absence of CFC rules, for domestic CIT purposes. Such an approach 
means, however, that each subsidiary of an MNE would need to recalculate its income in accordance 
with the tax base calculations in the parent jurisdiction. This may result in significant compliance costs 
and lead to situations where technical and structural differences between the calculation of the tax base 
in the parent and subsidiary jurisdiction could result in an otherwise highly taxed subsidiary being 
treated as having a low effective rate of tax for reasons unrelated to the policy drivers underlying the 
GloBE proposal.  

For example, differences between countries in the treatment of carry forward losses and the timing of 
recognition of income and expenses could impact on the calculation of the effective rate of tax in 
different jurisdictions. Structural differences in the design of different jurisdictions’ tax bases could 
result in the application of the rule in cases that might not give rise to the policy concerns that are 
intended to be addressed by the inclusion rule. 

In order to improve compliance and administrability for both taxpayers and tax administrations and to 
neutralise the impact of structural differences in the calculation of the tax base, the programme of work 
will explore simplifications. Simplifications could also serve to make the rules more transparent and 
help with co-ordination in the operation of the rules.  
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One simplification could be to start with relevant financial accounting rules subject to any agreed 
adjustments as necessary. The starting point for such an approach could be the financial accounts as 
prepared under the laws and relevant accounting standards of the jurisdiction of incorporation or 
establishment, which would be subject to agreed upon adjustments to reflect timing and permanent 
differences between tax and financial accounting rules. Other simplification measures could also be 
explored as part of the programme of work. 

2.1. Inclusion Rule 

The programme of work would explore options and issues in connection with the design of 
the income inclusion rule. These options and issues are expected to include: 

1. A design that operates as a top up to a minimum rate but with an inclusion at the 
full rate for income taxed at below the minimum rate and benefitting from a harmful 
preferential regime;  

2. A test for determining when income has been subject to tax at a minimum effective 
rate whereby: 

a. the tax rate would be based on a fixed percentage;  
b. the tax base would in principle be determined by reference to the rules 

applicable in the shareholder jurisdiction, but 
c. the design would consider simplifications with a view to reduce compliance 

costs and avoid unintended outcomes including exploring the possible use 
of financial accounting rules as a basis for determining net income (with 
appropriate adjustments including for losses and the timing of recognition 
of income and expenses).  

3. The possible use and effect of carve-outs, including for: 
a. Regimes compliant with the standards of BEPS Action 5 on harmful tax 

practices, and other substance based carve-outs, noting however such 
carve-outs would undermine the policy intent and effectiveness of the 
proposal. 

b. A return on tangible assets. 
c. Controlled corporations with related party transactions below a certain 

threshold. 
4. Different options of blending,(1) ranging from blending at the entity level to 

blending at global group level with a particular focus on blending at the 
jurisdictional versus global level; and 

5. All other relevant design and technical issues, including:  
a. co-ordination with other international tax rules, such as withholding tax 

rules and other source based taxation rules, transfer pricing rules and 
adjustments, CFC and other inclusion rules;  

b. co-ordination between inclusion rules where, for instance, in a tiered 
ownership structure several jurisdictions may apply the rule; 

c. ownership thresholds;  
d. rules for the attribution of income and calculation of tax paid on that 

income; and  
e. rules for calculating the investor’s tax liability. 

(1) Blending refers to the ability of taxpayers to mix high-tax and low-tax income to arrive 
at a blended rate of tax on income that is above the minimum rate. 

There is a need to ensure that the income inclusion rule applies to foreign branches as well as foreign 
subsidiaries. For example, in the case of profits attributable to exempt foreign branches, or that are 
derived from exempt foreign immovable property, the income inclusion rule could be achieved through 
a switch-over rule that would turn off the benefit of an exemption for income of a branch, or income 
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derived from foreign immovable property, otherwise provided by a tax treaty and replace it with the 
credit method where that income was subject to a low effective rate of tax in the foreign jurisdiction.  

 

2.2. Switch-over rule 

The programme of work would explore options and issues in connection with the design of 
the switch-over rule. These options and issues are expected to include:  

1. The design of a switch-over rule for tax treaties that would allow the state of 
residence to apply the credit method instead of the exemption method where the 
profits attributable to a permanent establishment (PE) or derived from immovable 
property (which is not part of a PE) are subject to tax at an effective rate below the 
minimum rate; and 

2. A design that, as much as possible, is simple to implement and to administer.  

3. Tax on base eroding payments 

The second key element of the proposal is a tax on base eroding payments that complements the income 
inclusion rule by allowing a source jurisdiction to protect itself from the risk of base eroding payments. 
More specifically, this element of the proposal would explore: 

• an undertaxed payments rule that would deny a deduction or impose source-based taxation 
(including withholding tax)7 for a payment to a related party if that payment was not subject to 
tax at a minimum rate; and 

• a subject to tax rule in tax treaties that would only grant certain treaty benefits if the item of 
income was subject to tax at a minimum rate.  

The undertaxed payments rule denies a deduction or a proportionate amount of any deduction for certain 
payments made to a related party unless those payments were subject to a minimum effective rate of 
tax.  
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3.1. Undertaxed payments rule 

The programme of work would explore options and issues in connection with the design of 
the undertaxed payments rule. These options and issues are expected to include: 

1. A rule that would achieve a balance between a number of design principles 
including effectiveness to achieve its stated objectives, design compatibility and co-
ordination with other rules, avoidance of double taxation and taxation in excess of 
economic profit, and minimising compliance and administration costs; and  

2. A range of different design options including a consideration of:  

a. the types of related party payments covered by the rule (including measures 
to address conduit and indirect payments); 

b. the test for determining whether a payment is “undertaxed”, which will 
include dealing with loss situations; 

c. the nature, extent and operation of the adjustment to be made under the rule 
(including whether it should be on the gross amount of the payment or 
limited to net income); and 

d. the possible use and effect of carve-outs including those referred to in Box 
2.1 above. 

The proposal also includes a subject to tax rule which could complement the undertaxed payment rule 
by subjecting a payment to withholding or other taxes at source and denying treaty benefits on certain 
items of income where the payment is not subject to tax at a minimum rate. This rule contemplates 
possible modifications to the scope or operations of the following treaty benefits, with priority given to 
interest and royalties: 

a. The limitation on the taxation of business profits of a non-resident, unless those profits are 
attributable to a permanent establishment. (Article 7 of the OECD Model Convention) 

b. The requirement to make a corresponding adjustment where a transfer pricing adjustment is 
made by the other Contracting State (Article 9 of the OECD Model Convention) 

c. The limitation on taxation of dividends in the source state (Article 10 of the OECD Model 
Convention) 

d. The limitations on taxation of interest, royalties and capital gains in the source state (Articles 
11-13 of the OECD Model Convention) 

e. The allocation of exclusive taxing rights of other income to the state of residence (Article 21 of 
the OECD Model Convention) 

There are a number of broad issues to be explored in connection with the subject to tax rule, including 
the benefits of a withholding tax over a deduction denial approach, the degree of overlap with the 
undertaxed payments rule, and timing issues also considering the overall principle that any rule should 
include measures to avoid double taxation. 

The proposal also contemplates the exploration of the application of a subject to tax rule to unrelated 
parties as regards Articles 11 and 12 of the OECD Model Convention. The programme of work would 
explore risk areas that may justify an extension to unrelated parties or to other treaty benefits beyond 
interest and royalties. For instance, whether there are certain arrangements, using structured, but 
otherwise unrelated arrangements that could achieve tax outcomes inconsistent with what is intended 
by the GloBE proposal.  
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3.2. Subject to tax rule 

The programme of work would explore options and issues in connection with the design of 
the subject to tax rule. These options and issues are expected to include: 

1. Broad issues including: 
a. the need to amend bilateral tax treaties and other cost benefit considerations 

of a subject to tax rule next to an undertaxed payments rule; 
b. the design of a subject to tax test and the degree of overlap with the test for 

low taxation under an undertaxed payments rule; 
c. the operation of any withholding tax particularly where the effective rate 

of tax on the payment may not be known at the time the payment is made 
and including the need to address issues of possible double taxation;  

d. the identification of risks that would merit the extension of the subject to 
tax rules to payments between unrelated parties; and  

2. Different rule designs, taking into account the specificities of the particular treaty 
benefit, the learnings from work on the undertaxed payments rule limited to interest 
and royalties, but also identifying risks that would merit the extension of the scope 
to other types of payments. 

4. Rule co-ordination, simplification, thresholds and compatibility with international 
obligations 

Further work will also be required on rule co-ordination, simplification measures, thresholds and carve-
outs to ensure the proposal avoids the risk of double taxation, minimises compliance and administration 
costs and that the rules are targeted and proportionate. This work will address the priority in which the 
rules would be applied and how they interact with other rules in the broader international framework. 
In this context it is important to analyse the interaction between this proposal and other BEPS Actions. 
It will also explore compatibility with international obligations (such as non-discrimination) including, 
for EU members, the EU fundamental freedoms and how that compatibility could depend on the rule’s 
detailed design.  

4.1. Co-ordination, simplification, thresholds and compatibility with international 
obligations 

The programme of work would explore options and issues in connection with the design of 
co-ordination, simplification and threshold measures including interaction with BEPS 
Actions. These options and issues are expected to include: 

1. Co-ordination between the undertaxed payments rule, subject to tax rule and 
income inclusion rule to minimise the risk of double taxation, including 
simplification measures that could further reduce compliance costs; and 

2. Thresholds and carve-outs to restrict the application of the rules under the GLOBE 
proposal, including: 

a. Thresholds based on the turnover or other indications of the size of the 
group; 

b. De minimis thresholds to exclude transactions or entities with small 
amounts of profit or related party transactions; and 

c. The appropriateness of carve-outs for specific sectors or industries. 
3. Compatibility with international obligations (and, where appropriate, the EU 

fundamental freedoms). 
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Chapter IV – Economic analysis and impact assessment 
In agreeing to explore the various proposals under the two Pillars, the Policy Note Addressing the Tax 
Challenges of the Digitalising Economy, approved on 23 January 2019, highlighted the desire of 
Members of the Inclusive Framework to carry out more in-depth analysis of each proposal and their 
interlinkages with a particular focus on the importance of assessing the revenue, economic and 
behavioural implications of the proposals in order to inform the Inclusive Framework in its decision 
making. 

Assessing the impact of the proposals will involve an in-depth consideration of how they would be 
expected to affect the incentives faced by taxpayers and governments, their impact on the levels and 
distribution of tax revenues and their overall economic effects, including their effects on investment, 
innovation and growth. The impact assessment will also need to consider how these effects vary across 
different kinds of MNEs, sectors and economies. 

The analysis of the economic impacts of the proposals will need to draw upon the existing public finance 
literature and will also require new empirical research to be undertaken. Such research will need to rely 
upon the full range of available data sources, including macro-level data (e.g., National Accounts and 
FDI statistics) and micro-level data (e.g., company financial statements). To the extent that available 
data permits, the analysis will need to consider the impact of the proposals on particular sectors, 
industries and business models. 

The Secretariat has already undertaken some preliminary economic analysis to address these questions. 
An update of this work was presented to the Inclusive Framework meeting in May 2019. The 
preliminary analysis has considered available evidence on the size, location, composition and potential 
allocation of profits under the various Pillar One proposals. Under Pillar Two, proxies for the extent of 
profits that may be subject to a minimum tax have been considered. The preliminary analysis has also 
considered the broader incentive effects of the proposals, principally by drawing on the economic 
literature. So far, the preliminary analysis has drawn on macro-level and micro-level data sources, 
including National Accounts data, Balance of Payments data, anonymised and aggregated Country-by-
Country-Report data and ORBIS. 

While the economic analysis will be carried out throughout the course of the entire period of the 
programme of work, the timing of this work will need to be phased in such a way as to deliver members 
of the Inclusive Framework with the information required to take decisions at key milestones. Building 
upon the preliminary economic analysis already undertaken, the programme of work will require further 
Secretariat-led analysis to be provided to members of the Inclusive Framework by the end of 2019. This 
analysis will be designed to support members of the Inclusive Framework to take decisions in relation 
to the future direction of the overall programme of work. Continued work will be carried out during 
2020, to ensure that the Inclusive Framework can be kept fully informed of the impact of key technical 
decisions relating to the design of the proposals. 

Noting that the various proposals are evolving as discussions continue, the Secretariat will need to carry 
out a range of economic analyses in order to support the ongoing discussions around design questions 
associated with the proposals.  

In carrying out this work, the Secretariat will need to assemble a multidisciplinary team across a number 
of the OECD’s directorates. The Secretariat will carry out its work in consultation with member 
jurisdictions, bilaterally, and Working Party No.2, other international organisations (e.g., the IMF), the 
academic community and other stakeholders. 
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4.2. Economic analysis and impact assessment 

The programme of work would require that an economic analysis and impact assessment 
be carried out. This analysis would explore the following key questions:  

1. What are the pros and cons of the proposals with respect to the international tax 
system? 

2. How would the proposals affect the incentives for: 
a. Taxpayers (e.g., profit shifting, investment and location of economic 

activity)? 
b. Governments (e.g., tax competition)?  

3. What is the expected economic incidence / impact of the proposals? 
4. What are the expected effects of the proposals on the level and distribution of tax 

revenues across jurisdictions? 
5. What economic impact will the various proposals have for different types of MNEs, 

sectors and economies (e.g., developing countries; resource-rich countries; R&D 
intensive economies, etc.)? 

6. What data sources and methodologies could jurisdictions use to assess the 
proposals? 

7. What are the expected regulatory costs of the proposals? 
8. What would be the impact of the proposals on investment, innovation and growth? 
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Chapter V - Organisation of the work to deliver the Programme of Work and 
next steps 

1. Overall approach 

 As described in the Introduction, the work towards a consensus-based solution will proceed along the 
following separate (but related) tracks:  

• first, the Steering Group will continue the process aimed at reaching an agreement on a unified 
approach to addressing the issues of profit allocation and nexus under Pillar One and agreement 
on the key design elements of the GloBE proposal under Pillar Two (this work will draw on the 
expertise of delegates from various working parties);  

• second, the subsidiary bodies will provide technical input on certain issues that may arise in the 
course of developing a consensus-based solution as well as the preparation of final reports that 
will set out the details of the agreement reached by the Inclusive Framework; and 

• third, the Secretariat will provide an economic analysis and impact assessment of the proposals 
under the two pillars. 

Although certain parts of the work can be advanced in parallel, there will be many interactions between 
them. The work to be done under one track will both depend on and drive the progress made under 
another. For example, the technical work to be undertaken by the various working parties is not only 
expected to inform and facilitate agreement under Pillars One and Two, but also to evolve and adapt as 
progress is made on the development of a consensus-based long-term solution.  

Given the interlinked nature of the work and the challenging time frame for completing it, the Steering 
Group of the Inclusive Framework will: 

• continue its work on the development of a unified approach under Pillar One and the key design 
elements of the GloBE proposal under Pillar Two so that the outputs from this work can be 
submitted to the wider Inclusive Framework for agreement; and 

• steer, monitor and co-ordinate the work programme and related outputs produced by different 
subsidiary bodies so as to ensure that a solution can be agreed and delivered in a timely manner. 

Finally, new technical issues may emerge as the work advances. The programme of work includes the 
exploration of all relevant issues and options in connection with the Pillars and a subsidiary body should 
not disregard an option that would address a particular issue on the basis that it has not been raised in 
the programme of work. To the extent necessary, transition rules would be considered. 

2. Organisation of the work 

The technical expertise needed to deliver the measures envisaged in the programme of work is largely 
found within the Inclusive Framework’s architecture, namely the Committee on Fiscal Affairs 
subsidiary bodies: 

• Working Party 1, which generally has responsibility for treaty developments and may be called 
upon to make recommendations under Pillar One regarding the design of a new nexus rule, the 
effectiveness of the existing, or the need to develop new, provisions for the elimination of 
double taxation and dispute resolution, ways to effectively implement tax treaty changes, and 
under Pillar Two regarding switch-over and subject to tax rules; 

• Working Party 2, which generally has responsibility for data collection and economic and 
statistical analysis and will be consulted on the economic analysis and impact assessment of 
both Pillars; 

• Working Party 6, which generally has responsibility for the development of transfer pricing 
guidance and may be expected to make recommendations regarding the design of a new profit 
allocation rule under Pillar One; 

• Working Party 11, which generally has responsibility for the development of co-ordinated 
measures to address aggressive tax planning and may be called upon to advance the work on 
Pillar Two liaising with other working parties as necessary; 
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• The Task Force on the Digital Economy will continue to play its role in supporting the Steering 
Group in its coordination role. In particular, it will facilitate any further public consultation in 
relation to the proposals as required; and 

• Other subsidiary bodies such as the FTA MAP Forum which has responsibility for the 
implementation of BEPS Action 14, as well as other bodies that deal with country-by country 
related questions including the CBC Reporting Group. 

The Chairs of the relevant subsidiary bodies, working with the Secretariat, should consider ways to 
streamline working methods to achieve this goal. In particular, given existing resource constraints, it 
will not be possible for the Working Parties to meet continuously to accomplish the work on the action 
items. Therefore, work will also need to be done remotely between the meetings. This work could be 
co-ordinated through the Bureau of the relevant Working Parties to examine particular issues. Further, 
Working Parties should evaluate the use of focus groups, ad hoc committees, and other organisational 
approaches that would facilitate the generation of timely work product.  

Additionally, the programme of work covers a broad range of issues which involve different expertise 
and subsidiary bodies, and a critical aspect of this programme will be to ensure an effective coordination 
of the work. Therefore, the subsidiary bodies would work closely together as they advance their 
technical work, including working in different joint session formats if necessary. 

Table 1 assigns responsibilities to different subsidiary bodies for each of the work streams identified in 
the programme of work. The work will start immediately on all current proposals, as well as on the 
economic analysis, with initially a focus on supporting the work of the Steering Group. Once there is 
an agreed architecture proposed by the Steering Group and agreed by the Inclusive Framework, the 
Working Parties will revert to their more traditional role of working towards the implementation of an 
agreed policy direction which, given the dynamic nature of the work programme, may evolve and also 
require the involvement of other working parties. A Report on the progress on work is expected in 
December 2019.  
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Table 1. Assignment of technical work to subsidiary bodies  

  Working Party responsible Working Party consulted 
 
OVERALL 

   

1. Support the Steering Group and organise 
Public Consultation 

 TFDE  

 
PILLAR 1 

   

1. Modified Residual Profit Split  WP6 WP1 
2. Fractional apportionment  WP6 WP1 
3. Distribution-based approaches  WP6 WP1 
4. Business line and regional segmentation  WP6 WP1 
5. Design scope limitations  WP1/WP6  
6. Treatment of losses  WP6 WP1 
7. New nexus rules  WP1 WP6 
8. Elimination of double taxation  WP1/WP6 FTA MAP Forum 
9. Dispute resolution  WP1 WP6 

FTA MAP Forum 
10. Dispute prevention  WP1/FTA MAP Forum FTA 
11. Administration  WP6/WP10 WP1/FTA 
12. Modifying Tax Treaties  WP1 WP6/WP11/FTA MAP 

Forum 
 
PILLAR 2 

   

1. Inclusion Rule  WP11 WP1 
2. Switch-over rule  WP1/WP11  
3. Undertaxed payment rule  WP11 WP1 
4. Subject to tax rule  WP1/WP11  
5. Rule co-ordination, simplification and 

thresholds and compatibility with 
international obligations 

 
WP11/WP1 FTA 

6. Other issues arising in connection with 
Pillar 2 

 WP11  

 
ECONOMIC ANALYSIS 

   

1. Economic analysis and impact 
assessment 

  WP2 
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3. Next Steps 

In accordance with the overall approach described in this Chapter, the Working Parties will 
meet in June and July and subsequently throughout the remainder of this year to consider 
relevant technical issues arising in connection with the Programme of Work. These 
meetings will take place under the leadership and co-ordination of the Steering Group and 
will focus on those aspects of the Programme of Work that are most pertinent to the 
development of a unified approach under Pillar One and the key design elements of the 
GloBE proposal under Pillar Two.  

The Steering Group will continue to work on the development of a unified approach under 
Pillar One and the key design elements of the GloBE proposal under Pillar Two so that a 
recommendation on the core elements of long-term solution can be submitted to the 
Inclusive Framework for agreement at the beginning of 2020. 

Throughout 2020 the Inclusive Framework, Steering Group and Working Parties will work 
on agreeing the policy and technical details of a consensus-based, long-term solution to the 
challenges of the digitalisation of the economy and will deliver a final report by the end of 
2020. Consideration will be given to the holding of public consultations as necessary in 
order to obtain stakeholder feedback as the various proposals are refined. 
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