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What is the Pillar Two Rule?

Pillar Two is a global tax rule designed to ensure multinational corporations
(MNCs) pay a minimum corporate tax rate of 15% on their profits worldwide.
This initiative, part of the OECD/G20 BEPS project, aims to prevent MNCs from
shifting profits to lower-tax jurisdictions. To enforce the minimum tax,
countries can impose a "top-up tax" on companies whose overall tax rate falls
below the 15% threshold. While designed to create a fairer tax environment,
Pillar Two introduces significant complexities for businesses, including intricate
calculations and extensive reporting requirements.

The implementation of Pillar Two has ushered in a new era of tax compliance
challenges for multinational corporations. To navigate this complex landscape
successfully, businesses must prioritize robust data management and reporting
systems. The following sections will delve into the intricacies of Pillar Two and
provide practical guidance on managing the associated data challenges.

Pillar Two Q&A

Q: Why is it important to review intercompany transactions and structures?

A: Intercompany transactions and hybrid instruments can have specific rules
under Pillar Two, so it's important to review and possibly restructure these to
comply with the new regulations.

Q: How can business transactions be affected by Pillar Two rules?

A: Transactions like mergers, acquisitions, and joint ventures need to consider
Pillar Two implications to avoid unexpected tax liabilities.

Q: What are some practical steps companies should take now?

A: Companies should educate their teams, gather necessary data, start initial
modeling, and engage with their auditors to ensure readiness for Pillar Two
rules.




Q: Why should tax calculations be centralized within a company?

A: A centralized approach ensures consistency and accuracy, reducing the risk
of errors and missed tax obligations.

Q: How should companies handle the complexity of Pillar Two calculations?

A: Using specialized software can help manage the large volume of data and
complex calculations required by Pillar Two rules.

Q: Why is data important in complying with Pillar Two rules?

A: Accurate data is crucial to calculate taxes correctly. Companies need to
identify where the required data is stored and ensure it is accurate and
complete.

Q: What should companies do to prepare for Pillar Two rules?

A: Companies should start by identifying which entities need to file taxes,
gather necessary data, and consider a centralized approach to managing these
rules.

Q: What are good and bad tax credits according to Pillar Two rules?

A: Refundable tax credits are good because they can be counted in the Pillar
Two tax calculations. Non-refundable tax credits are bad because they do not
count in the same way and can increase the tax base.

Q: What is the transitional Safe Harbor?

A: For the first three years, companies can use their existing country-by-country
report data to meet the new requirements, instead of doing all the detailed
calculations immediately.

Q: How does the Under-Taxed Profit Rule work?

A: Starting from 2025, it allows a subsidiary to collect extra tax if another part
of the company hasn’t paid enough tax, ensuring the whole company meets
the 15% minimum tax.




Q: What does the Income Inclusion Rule do?

A: It allows a parent company to collect additional tax from its subsidiaries to
ensure they meet the 15% minimum tax rate.

Q: What should controllers and tax professionals do about this new tax
system?

A: They need to collaborate closely, with tax professionals leading the effort
and controllers providing necessary financial data. It requires setting up new
processes to collect and adjust the required information.

Q: What are the main rules of this new tax system?
A: There are four main rules:

1. Income Inclusion Rule: Similar to the U.S. tax system, it allows a parent
company to collect extra tax from its subsidiaries if they pay less than
15% tax.

2. Under-Taxed Profit Rule: Starting in 2025, it allows a subsidiary to collect
extra tax if another part of the company doesn't pay enough tax.

3. Qualified Domestic Minimum Top-Up Tax: This allows countries to collect
the extra tax themselves instead of letting other countries do it.

4. Subject to Tax Rule: A withholding tax mechanism mainly for developing
countries.

Q: How do countries implement these rules?

A: Each country has to pass its own laws to follow these rules. Some countries
might use local accounting standards instead of international ones.

Q: What is the Qualified Domestic Minimum Top-Up Tax?

A: It allows a country to collect extra tax from companies themselves, ensuring
they meet the 15% minimum tax before other countries can claim the tax.

Q: Why should tax and accounting teams work together?

A: It's important for tax and accounting teams to collaborate to understand
how to implement tax rules effectively.




Q: What should companies do to comply with this new tax system?

A: Companies need to track and adjust their financial data according to the
new rules. This involves working closely with tax and accounting teams to
ensure all necessary adjustments are made.

Q: Who does this global minimum tax apply to?

A: This tax applies to multinational companies with more than 750 million
euros in revenue.

Q: How many countries have agreed to this global tax system?

A: So far, 140 countries have signed on to the basic framework set by the OECD.
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