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ABSTRACT

Base erosion and profit shifting (BEPS) continues to represent a major challenge for the
field of international tax law. The introduction of the OECD's Pillar Two, which imposed a
global effective minimum tax rate of 15% on multinational enterprises with revenues
exceeding €750 million, represented a significant turning point. This represented a
paradigm shift within the domain of tax law, transitioning from a system grounded in the
competition among national statutory tax rates to a framework characterised by a
harmonised minimum standard. The present thesis analyses the implementation of this
new system in the European Union, drawing in particular on the Italian experience, and

explores its broader implications for the future of global tax competition.

This study combines legal and policy analysis of the GloBE Rules and their implementation
through EU Directive 2022 /2523 and the Italian Implementing Decree (D. Lgs. 209/2023).
The work examines the technical mechanisms of the GloBE framework, the IIR, the UTPR,
the QDMTT, the calculation of the ETR, and the role of the SBIE. In addition, it considers
the legal and administrative challenges facing EU member states, with a particular focus

on the Italian case.

The thesis also explores how the introduction of Pillar Two has altered the landscape of
global tax competition, not by eliminating it but by refocusing on administrative efficiency,
the strategic use of qualified domestic measures, and the design of refundable tax credits
and subsidies.

In this context, the escalating transatlantic tensions, compounded by the recent position
adopted by the United States under the leadership of President Trump, emerge as a factor
that has the potential to further complicate the search for a coherent global solution.
While empirical evidence remains limited due to the early stages of implementation, this
study emphasises that the success of Pillar 2 is contingent on long-term cooperation
among countries, the improvement of dispute resolution mechanisms, and the alignment

of national incentive systems without compromising common minimum standards.



Therefore, the implementation of reforms must not be regarded as a definitive
culmination of tax coordination; rather, it should be regarded as the onset of a novel phase
characterised by the coexistence of competition, cooperation, and legal certainty, all of

which must be maintained in a state of delicate equilibrium.

Keywords: Pillar 2, Global Minimum Tax, BEPS, EU Tax Harmonization, International Tax

Competition, GloBE Rules



INTRODUCTION

Background

The economic imperative: understanding Base Erosion and Profit Shifting

The current international tax system must, together with new critical challenges, be able
to cope with sophisticated tax organization plans that profit from divergent tax regimes
within national tax regimes. Current manipulation leads to significant losses of earnings
and competitive distortions in global capital markets. BEPS practices are estimated to cost
governments worldwide between $100-240 billion each year in lost corporate tax
revenues, representing 4-10% of total global corporate income tax collections?.

The previously mentioned losses are especially evident in advanced economies, where
multinational companies are subject to effective tax rates that are higher than the ETR of
domestic only firms2. The phenomenon of profit shifting has increased exponentially
alongside economic globalization. Research indicates that, compared with the 5% of the
1970s, approximately 40% of multinational net income is artificially converted to a tax
haven annually nowadays3.

This basic change arises from years of falling corporate tax rates due to global tax
competition, a trend very visible across different regions and further emphasizing the
'race to the bottom' in taxation. As seen in Figure 1.1, corporate taxes on average have
been going down steadily over time. This has brought major problems in keeping

sufficient tax bases for governments all over the world“.

This transformation is a herald of the urgent shift taking place in the world economy:
increasing intangibles comprise more than 80 percent of market value for S&P 500
companies, digital business models enable separation between where value is created and

physical presence, and finally highly sophisticated financial engineering strategies that

1 OECD, Measuring and Monitoring BEPS, Action 11 - 2015 Final Report, Paris, 2015; see also IMF,
International Corporate Tax Reform, Policy Paper No. 2023/001, Washington, 2023.

2 Clausing, K., “The Revenue Effects of Multinational Firm Income Shifting”, Tax Notes, Vol. 124, No. 6, 2011.
3 Tgrslgv, T. - Wier, L. - Zucman, G., “The Missing Profits of Nations”, NBER Working Paper No. 23324, 2018;
updated in Tgrslgv, T. - Wier, L. - Zucman, G., “The Exorbitant Tax Privilege”, 2022.

4 OECD, Corporate Tax Statistics - Second Edition, Paris, 2020. For a theoretical framing of this “race to the
bottom”, see Avi-Yonah, R. S., International Tax as International Law. An Analysis of the International Tax
Regime, Cambridge University Press, Cambridge, 2007.
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take advantage of regulatory arbitrage. Such changes challenge traditional global tax
standards, particularly the arm’s length principle, which is a landmark for a more

coordinated and formulaic approach to taxation>.

5 Baraké, M. - Chouc, P-E. - Neef, T. - Zucman, G., “Revenue Effects of the Global Minimum Tax under Pillar
Two”, Intertax, 2022.



Corporate Tax Rates Have Declined in Every
Region over Time

Average Statutory Corporate Income Tax Rate by Region and Decade
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jurisdictions, compared to 181 jurisdictions in 2024.
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Figure 1: Global Trend in Corporate Tax Rates by Region over Time. (Source: Tax Foundation)
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Evolution of International tax architecture: from territorial sovereignty to global
coordination

The necessary global tax architecture, developed in the 1920s within the framework of
the League of Nations model treaties, was designed for an economy characterized by
limited cross-border capital mobility, particularly in physical manufacturing activities,
and clear territorial boundaries for business operations®.

This framework, based on bilateral tax treaties and the arm's length principle, was able to
function adequately when multinational enterprises operated through subsidiaries that
engaged in distinct business functions within clearly defined geographical boundaries?.
The transformation began to accelerate in the 1990s with three key developments. The
first of these was financial market liberalization that allowed for sophisticated capital
structures. Next, intellectual property became the primary driver of corporate value
creation. Last, advances in information technology made it easier for centralized global
management functions to operate. These changes fundamentally altered the patterns of
allocation of corporate profits by making intangibles increasingly mobile and integrating

business functions across jurisdictions.

Pre BEPS era profit shifting (1990s-2010s)

This phase is characterized by the preliminary application of tax planning strategies by
multinational enterprises.

The first type of arbitrage opportunities relates to hybrid mismatches; these are achieved
by exploiting differences in the legal characterization of instruments or entities between
different legal systems, leading to a deduction in one jurisdiction and non-inclusion in
anothers.

Another tactic employed was transfer pricing manipulation, which entailed the
misallocation of profits to low-tax jurisdictions by exploiting transactions within the same

group, often through the licensing of intellectual property.

6 Avi-Yonah, R. S., International Tax as International Law. An Analysis of the International Tax Regime,
Cambridge University Press, Cambridge, 2007.

7 OECD, Model Tax Convention on Income and on Capital. Condensed Version, Paris, 2017.

8 OECD, Neutralising the Effects of Hybrid Mismatch Arrangements, Action 2 — 2015 Final Report, Paris, 2015.
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Another possibility for arbitrage was to utilise the network of tax treaties worldwide to
reduce withholding taxes and gain preferential treatment thanks to investment flows. This
practice is known as treaty shopping.

The financial repercussions were considerable and exhibited a rapid escalation. Academic
research has demonstrated that the intensity of profit shifting increased from
approximately 0.7 in the 1990s to 1.5 by 2010°. This indicates that for every additional
percentage point of tax rate difference between countries, 1.5% more profits were
artificially allocated to the lower-tax jurisdiction?. This rising sensitivity to tax rate gaps

showed how pressing the need was for a more joined global reaction.

The BEPS initiative and initial response (2013-2020)

The Organisation for Economic Co-operation and Development (OECD) Base Erosion and
Profit Shifting initiative came into play in 2013, marking the most extensive gap-filling via
coordinated multilateral action11.

The BEPS Action Plan covered 15 targeted areas of tax avoidance and left intact the basic
architecture of the international tax system, which continues to be based on bilateral tax
treaties and the arm’s length principle!2. Thus, even though BEPS 1.0 was very successful
in dealing with specific techniques of avoidance, it disclosed some structural limitations
of the approach when operating through a bilateral treaty. It is evident that there were
still considerable gaps in the current regulatory framework that needed to be addressed
to prevent profit shifting to jurisdictions with very low or zero tax rates. Moreover, the
digital economy continues to present challenges to traditional permanent establishment
concepts, thus necessitating a more radical reform. Furthermore, the implementation of
BEPS measures was found to be uneven across different legal jurisdictions. This has given

rise to concerns regarding the absence of a level playing field13.

9 Dharmapala, D. - Riedel, N., “Earnings Shocks and Tax-Motivated Income-Shifting: Evidence from European
Multinationals”, Journal of Public Economics, Vol. 97, 2013. Their empirical results show a sharp increase in
the elasticity of profit shifting to tax differentials from the 1990s to the 2010s.

10 Delis, F, Delis, M., Laeven, L., & Ongena, S. (2023). Global evidence on profit shifting within firms and
across time (JRC Working Papers on Taxation and Structural Reforms No. 12/2023). Joint Research Centre,
European Commission.

11 OECD, Action Plan on Base Erosion and Profit Shifting, Paris, 2013.

12 OECD, Explanatory Statement, OECD/G20 Base Erosion and Profit Shifting Project, Paris, 2015.

13 Dourado, A. P, “The Global Anti-Base Erosion Proposal (GloBE) in Pillar II", Intertax, 2021. The author
highlights that the BEPS measures, though innovative, left unresolved the structural gaps of the treaty-based
international tax order.
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The Two Pillar solution and paradigm shift (2021-present)

After the 2008 financial crisis, a new demand and political need for radical reform was
created, also due to the growing public scrutiny of corporate tax contributions, linked to
the persistence of aggressive tax planning strategies14.

The real breakthrough came in 2021 when the G20 finance ministers unveiled the OECD
Two Pillar Solution as the first hesitant shift away from traditional principles of tax
sovereigntyls.

Under this model, Pillar 1 envisages allocation of taxing rights for the largest and most
profitable MNEs operating in the digital economy through a formulary approach while
Pillar 2 seeks to attain and lay down a global minimum tax rate at 15% for MNEs having
annual revenues above the threshold of €750 million.

The latest pillar will probably include about 7,000-8,000 MNE groups all over the world
who account for more than 90% of global cross-border corporate profits®, with this
adoption significantly shifting towards a coordinated and less competitive international
tax landscape even if its effectiveness and scope are still debated.

The need for a global minimum tax is further underscored by the high differences in
corporate tax rates across various jurisdictions around the world. Historically, this is how
MNEs were able to shift profits to low tax havens. Figure 1.2 offers a visual overview of
these differences, highlighting the heterogeneous context in which GloBE rules are called

upon to operatel?.

14 Mason, R., “The Transformation of International Tax”, American Journal of International Law, 2022.

15 OECD, Statement on a Two-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of
the Economy, Paris, 2021.

16 QECD, Revenue Implications of the Pillar Two Reform, Paris, 2023.

17 Tax Foundation, Corporate Tax Statistics Database, 2024.
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Corporate Tax Rates Around the World

Statutory Top Corporate Tax Rates Around the World, 2024
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Figure 2: Corporate Tax Rates in the World. (Source: Tax Foundation)

The European Union context: from tax competition to legal harmonization

The European Union (EU) faced numerous challenges linked with these global
developments, due to the fact of longstanding legal tensions between Member State tax
sovereignty on one hand, and on the other a single market integration!8. The European
Union occupies a distinctive constitutional position, being both a collector of sovereign tax
jurisdiction and being the authority for an integrated legal and economic space. This
phenomenon created particular vulnerabilities to profit shifting strategies that exploited
gaps in national legal systems whilst being protected by EU fundamental freedoms.

The fundamental freedoms of the single market, which are based on the free movement
of capital, services, establishments and goods, have had a significant impact on EU

member states!?. The matter of fighting tax avoidance is a case for unilateral action in this

18 F. Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022. The author underlines the
tension between national tax sovereignty and the push for EU-level harmonisation.

19 TFEU, Arts. 49 and 63. The fundamental freedoms of establishment and capital movement are often
invoked in cases of aggressive tax planning.
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regard; however, it is also fundamentally about freedoms that allow for sophisticated legal
structures facilitating profit shifting. This ultimately puts Member States in a difficult
position.

Cases like Cadbury Schweppes (C-196/04) and Thin Cap Group Litigation (C-524/04)
best illustrate, in fact, bring to the fore the tension that exists between, on one hand, the
EU's commitment, or better put its almost dogmatic pursuit of free movement and, on the
other hand, legitimate by all standards needs of member states to put in place effective
measures against tax abuses20. However, these cases also established the legal boundaries
for national anti-avoidance measures within the single market framework.

It is estimated that EU Member States collectively lose an annual sum of between €46 and
€54 billion to corporate tax avoidance?l, with the legal challenges being compounded by
the unanimity requirement for tax legislation under Article 115 TFEU. The response of the
European Commission evolved over time, initially addressing Member State measures
through the utilisation of infringement procedures and culminating to develop a
comprehensive Anti-avoidance legislation for the EU, which resulted in the Anti-Tax
Avoidance Directives (ATAD I and ATAD II) and the Minimum Tax Directive. A notable
instance of interaction between EU competition law, international law, and global
economic governance is the Apple state aid case (Case SA.38373). The European
Commission decided that Ireland's tax rulings were illegal state aid comprising a €13
billion recovery order underscores how vital EU legal principles are compared to
conventional tax sovereignty in instances of distortive tax competition. In 2020, General
Court has annulled the decision (T-778/16) after it had been challenged legally thereby
proving that there is an apparent variance between various legal frameworks which speak

to identical fundamental phenomena?2.

20 CJEU, Cadbury Schweppes plc and Cadbury Schweppes Overseas Ltd v. Commissioners of Inland Revenue,
Case C-196/04, EU:C:2006:54; CJEU, Thin Cap Group Litigation v. Commissioners of Inland Revenue, Case C-
524/04, EU:C:2007:161.

21 European Parliamentary Research Service (EPRS), The Implementation of the Global Minimum Tax in the
EU, Brussels, 2024.

22 European Commission, Decision SA.38373 (Ireland/Apple), 2016. For a doctrinal comment, see Mason,
R, “The Transformation of International Tax”, American Journal of International Law, 2022.
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Italy's legal and administrative position in the Global tax transformation

[taly is a very important example in this change of the law, showing the problems that
come with using worldwide tax rules in local laws and also showing the chance for smart
moves in the coming new global tax setup.

Italy's legal system, characterised by its civil law tradition and the elaboration of its legal
principles in codified form, poses certain difficulties in accepting the principles-based
OECD Model Rules, which are based on common law concepts of legal interpretation and
administrative discretion?23.

[taly's position as the EU's third largest economy necessitates a domestic legal framework
capable of accommodating both significant inbound multinational enterprise activity and
substantial outbound investment by Italian multinationals24.

[taly operates its corporate tax system at a nominal aggregate rate of 27.9 percent (24%
IRES plus 3.9% IRAP), which eventually complicates Pillar 2 effective tax rate calculations
since IRAP varies by region within a range from 2.68 percent to 4.82 percent depending
on the sector and region, and because IRAP deductibility treatment under the GloBE rules
is not clear. Some elements of tension were generated by the interaction between existing
[talian CFC legislation provided for in Articles 167-168 TUIR and a transfer pricing regime
set out under Article 110 of the same Code; these have now been exacerbated further by
layering with Pillar Two25. Italian Legislative Decree No. 209/2023 Implementing the EU
Minimum Tax Directive will be considered as an instance demonstrating difficulties in
compound federal systems.

The decree must be consistent with current international tax rules of Italy and align it with
the very broad net of tax treaties that cover more than 100 jurisdictions. Based on
estimates by the Agenzia delle Entrate, close to 70 multinational companies with
headquarters in Italy fall within the scope of regime provisions under Pillar 2. These
companies are from different sectors of the economy: from automotive (Stellantis) to
energy (Eni, Enel), telecommunications (TIM), and banks (Intesa Sanpaolo, UniCredit).

Different problems arise in these industries concerning legal interpretation: from how

23 On the challenges of adapting civil law systems to OECD soft-law instruments, see also Pistone, P, Diritto
tributario internazionale, Milano, 2022, which offers a comprehensive overview of the interaction between
international tax standards and domestic legal frameworks.

24 Marinello, A., Sovranita dello Stato e Global Minimum Tax, Pisa, 2023.

25 Bizioli, G., Le Controlled Foreign Companies (CFC): evoluzione normativa e intersezioni con il Pillar Two,
Giuffre, Milano, 2023.
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regulated utility income must be treated to how financial services exclusions have to be
applied. This somewhat complex coordination framework between Italian tax authorities
and international counterparts has therefore necessitated.

Pillar Two has its roots, or better put, intellectual antecedents in theoretical taxation and
Public International Law. Legally speaking, on the issue of sovereignty, it is important to
highlight that challenges trail its use against multinationals because under the classic
Westphalian principle of exclusive territorial competence, they can exploit jurisdictional
gaps and mismatches to not be taxed at all?2e.

The OECD's consensual strategy in the Inclusive Framework is a modern articulation of
"softlaw" coordination at two levels: first, to preserve formal tax sovereignty, and second,
to create minimum standards. In the dynamics of tax policy, uncoordinated tax
competition yields a negative "race to the bottom" on what is adequate for revenue
sufficiency and horizontal equity between taxpayers. There is significant validation from
a base of existing academic literature regarding the negative relationship between the
extent of profit shifting and actual economic investment?’. This implies that effective tax
planning strategies open legal arbitrage avenues which thus distort real business
decision-making and also influence allocative efficiency of tax regimes. This is, therefore,
the economic rationale for Pillar 2 as fair competition encouragement and resource

allocation efficiency enhancement strategy?28.

The implementation process in Italy and in the EU

The GloBE Model Rules, published by the OECD in 2021 and later refined with through
subsequent guidance and commentary, represent a sophisticated attempt to balance
multiple legal and policy objectives: base erosion prevention, protection of tax
sovereignty, ensuring administrative feasibility, and legal certainty adequate for taxpayer
compliance. The complexity of the rules arises from two interrelated phenomena. On one

hand, it reflects the complexity of modern tax planning arrangements. On the other; it also

26 F. Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022.

27 Dharmapala, D. - Riedel, N. “Earnings Shocks and Tax-Motivated Income-Shifting: Evidence from
European Multinationals”, Journal of Public Economics, Vol. 97,2013. The study provides empirical evidence
that profit shifting reduces genuine investment incentives.

28 [MF. (2019). Corporate Taxation in the Global Economy. International Monetary Fund.
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responds to the difficulties of coherent consistent legitimation that can be attained in a
decentralized international legal order.

The process of implementing Pillar 2 within the European Union has been quite complex,
and this paper will try to enumerate the opportunities as well as challenges. The EU's
historical pursuit of tax harmonisation constrained by the principle of unanimity in
taxation was newly articulated through the Minimum Tax Directive, Directive (EU)
2022/2523 adopted in December 20222°. As expressed through Legislative Decree No.
209/2023 in Italy, this becomes a challenge to balance OECD Model Rules against civil law
codification traditions. This particular directive happens to be the first general minimum
tax regime at the EU level; thus, it forms the basis for further steps toward tax
harmonisation while respecting the Member States' right to design their own tax policies.
The implementation timeline has contained both elements of pragmatism and ambition.
The IIR and QDMTT will be effective for fiscal years starting on or after December 31,
2023, while the UTPR is to be effective for fiscal years starting on or after December 31,
202430, As of mid-2025, the process of legislative transposition has been completed in all
27 EU Member States, with the method of implementation differing considerably from
state to state. Germany and the Netherlands chose comprehensive standalone
legislations31. Italy merged the Pillar 2 rules into its general corporate tax systems by way
of Legislative Decree No. 209/2023. Ireland has always been a low tax country; hence, it
pre-emptively introduced the 15% minimum rate through its QDMTT so that it could
preserve taxing rights over previously undertaxed profits32.

This approach phases in an acknowledgment of the complex technical nature of the rules,
without phasing out political momentum to implement them. However, preliminary
results indicate great disparities both in terms of administrative preparedness and
uniformity of interpretation among Member States. The different methodologies being
applied across the EU prove that serious difficulties still exist in achieving real tax

harmonization, even within one legal framework.

29 Council Directive (EU) 2022/2523 of 15 December 2022, O] L. 328, 22.12.2022.

30 OECD, Minimum Tax Implementation Handbook, Paris, 2023.

31 Germany: BGBIL. 2023 I Nr. 397 (Mindeststeuergesetz); Netherlands: Wetsvoorstel Wet minimumbelasting
2024.

32 reland: Finance (No. 2) Act 2023. See also Irish Revenue, Tax and Duty Manual Part 04A-01-02 - Guidance
on Pillar Two, 2024.
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Objectives and research questions

This thesis analyses major gaps from the side of developing academic literature around
Pillar 2 by discussing both the technical mechanics of GloBE rules and their practical
application inside the European Union with an explicit reference to Italian
implementation experience. In this regard, that context assumes salient importance for
[taly because it has been shifting its economy from being basically capital importing to
exporting. Italian multinationals are increasingly operating in jurisdictions that may
trigger Pillar 2 obligations.

The study is informed by three principal research questions that capture the different
effect of Pillar 2 on global taxation and respond to pressing policy demands as

governments and firms still develop during the initial years of its implementation.

How do the technical mechanics of Pillar 2 (IIR, UTPR, QDMTT) function, and what gaps
remain in their practical application?

The question raised here relates to the basic technical architecture of the GloBE rules,
focusing on how the IIR, the UTPR and the QDMTT all relate. It discusses complexities in
effective tax rate computations, how Substance-Based Income Exclusion works, and the
impact of applying a combination mechanism at jurisdictional versus entity level33.
Special caution has to be exercised in those areas where rules are not clear or there is
inadequate implementation guidance. This is because such areas can result in complexity
or offer scope for continuing tax planning which can lead to compliance difficulties34.
Much of the attention in this study will dwell on who processes what data and how is it
secured due to the complex computations that have been brought about by the GloBE

framework.

What are the key legal and administrative implementation challenges for the EU and Italy

specifically?

33V.]. Perry, Pillar Two: tax competition in low-income countries and substance-based income exclusion, Wiley,
2023.

34 M. Devereux, ]. Paraknewitz, M. Simmler, Empirical evidence on the Global Minimum Tax: What is a critical
mass and how large is the Substance-Based Income Exclusion?, Working Paper, Oxford Said Business School /
Universitédt Tiibingen, December 2022.
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This question addresses the challenge of implementing the OECD Model Rules in
European Union law and, subsequently, in Italian domestic law. The analysis covers
constitutional and legal issues, including conformity with EU fundamental freedoms and
internal market principles, as well as administrative issues, including capacity building,
systems integration and international cooperation mechanisms. About Italy, the study
shall look into the peculiar challenges that the federal tax administration model of this
country poses, its prevailing controlled foreign corporation and anti-avoidance
regulations within broader contexts of their tax policy objectives3>.

It also appraises how Italy's complicated regional tax regime (IRAP) will affect the

application of Pillar 2.

Will Pillar 2 effectively curb global tax competition, or will flexibilities and strategic
adaptations by jurisdictions perpetuate competition within the 15% framework?

This work will then assess how far to the true objective of Pillar 2 is achievable in making
harmful tax competition obsolete. It will further give an indication of areas where
competitive dynamics can continue or set in, considering responses from traditional low
tax jurisdictions and new forms of tax competition possible within the 15% minimum
corporate tax rate framework3¢, The study will also consider the implications for broader
EU tax harmonisation initiatives. Furthermore, it will address the possibility of
jurisdictions providing “qualified refundable tax credits” which could reduce the tax
burden without breaching the 15% minimum rate.

While the goal of Pillar 2 is to establish a 15% minimum effective tax rate, it's insightful to
consider the current global distribution of corporate tax rates. As depicted in Figure 1.3,
a substantial number of jurisdictions maintain statutory rates within specific ranges, yet
the GloBE rules target those profits that fall below the agreed minimum, ensuring a

baseline level of taxation globally37.

35 Bizioli, G., Le Controlled Foreign Companies (CFC): evoluzione normativa e intersezioni con il Pillar Two,
Giuffre, Milano, 2023.

36 Grinberg, L. - Baistrocchi, E., Global Minimum Tax, Oxford University Press, 2022.

37 Tax Foundation, Corporate Tax Statistics Database, 2024.
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Corporate Tax Rates between 20% and 25% Have
Become the Most Common

Distribution of Worldwide Statutory Corporate Income Tax Rates by Decade,
1980-2023
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Statutory Corporate Income Tax Rates

Note: The number of countries included varies by decade due to missing corporate tax rates for years prior to 2023; that is, the 1980 data includes
statutory corporate income tax rates of 80 jurisdictions, compared to 225 jurisdictions in 2023.
Source: Statutory corporate income tax rates were compiled from various sources.

€% TAX FOUNDATION @TaxFoundation

Figure 3: Distribution of Corporate Tax Rates: The Most Common Bands. (Source: Tax Foundation)

Research objectives:
The thesis works toward three main goals that together answer the research questions

and show up in the structure of the work.

The first goal is to offer an in-depth technical review of the GloBE rules, focusing on how
the IIR, UTPR, and QDMTT work. This means looking at how the effective tax rate is figured
out, how covered and adjusted covered taxes are treated, and what range the Substance-
Based Income Exclusion and transitional safe harbours cover. Chapter 1 lays out these

topics as it sets up the base for the new global minimum tax system.
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The second objective is to identify the legal and administrative problems that the
implementation of Pillar 2 would create within the European Union, using Italy as a special
case. This shall include an evaluation of whether or not the new regime is compatible with
EU fundamental freedoms and the principles of the internal market38, challenges relating
to its transposition in a civil law jurisdiction, and the administrative capacity that is
required for consistent application. A discussion specific to Italy will be provided
particular where existing measures channel through CFC rules and IRAP interacting with
GloBE provisions thus causing interpretive and compliance problems3?. These themes are
developed in Chapter 2 combining legal evaluation with institutional and administrative

perspectives.

The third objective is an evaluation of wider policy impacts that can be brought about by
Pillar 2 in its intervention towards harmful tax competition and reformulation of the
architecture of international taxation. Even though the reform is meant to fix a global
minimum effective tax rate at 15%, analysis tries to gauge how far strategic adaptations
by jurisdictions within this very framework might continue to perpetuate new forms of
competition0. These forward-looking reflections are thus the subject matter for pillar 2
in wider debates around issues pertaining to the sustainability of international tax order

and changing role of the European Union in global tax governance#1.

These objectives permit the thesis to provide a full narrative of the legal, technical, and
policy aspects of Pillar 2 at the point when EU Member States have just rounded off their
first full year of implementation in 2024 and are getting ready for even more added

complexity that comes with the UTPR application in 2025.

38 De Wilde, M. & Wisman, C., “Why all top-up tax variants in the EU Pillar Two Directive collide with the EU’s
fundamental freedoms (and how to solve this)”, Kluwer International Tax Blog, June 2025.

39 Bizioli, G. Le Controlled Foreign Companies (CFC): evoluzione normativa e intersezioni con il Pillar Two.
Quaderno di Diritto Tributario Internazionale, Milan, 2023.

40 Noked, N. “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, 42(2), 2021; Baraké, C., Chouc, P, Neef, T. & Zucman, G., “Revenue Effects of the Global
Minimum Tax under Pillar Two”, Intertax, 2022.

41 Chen, D. & Chow, C., “Global Minimum Tax Reform and the Future of Tax Competition”, Bulletin for
International Taxation, IBFD, 2023.
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Methodology

This thesis applies a multidisciplinary methodological framework comprising legal-
textual analysis, comparative case studies, and policy analysis toward the comprehensive
study of the implementation of Pillar 2. This methodology has been structured in such a
way that it will be able to respond effectively to the challenging technical, legal, and policy
aspects involved in the research questions while maintaining analytical rigor on one hand

and practical relevance on the other.

Legal-textual analysis

The part of the research methodology that relates to legal-textual analysis sets a
background for this study by fully elaborating on the main sources of Pillar 2 regulation.
These are OECD GloBE Model Rules, related commentary and administrative guidance, EU
Directive 2022/2523, and Italian implementing legislation. The analysis involves both
doctrinal and critical approaches in interpreting the law. Doctrinal analysis mainly deals
with the technical mechanics of the rules by reviewing an interplay among different
components within the GloBE framework and surfacing areas that may have ambiguities
or inconsistencies within the rules themselves. This includes consideration relating to
calculation mechanisms that would be operative in determining effective tax rates,
exclusions, and safe harbours, and multiform rules' coordination mechanism#2. The
examination sits heavily on well-established tenets of interpretation within tax law but
simultaneously recognizes several innovative features brought through numerous
concepts in Pillar 243,

A critical analysis includes broad constitutional and legal implications of Pillar 2
implementability; this happens best in the framework of EU law. This includes analysis of
compatibility with fundamental freedoms, state aid regulations, and the principles of
subsidiarity and proportionality#4. The methodology also draws on comparative analysis

of Member States’ implementation choices in order to highlight different legal and

42V.]. Perry, Pillar Two: tax competition in low-income countries and substance-based income exclusion, Wiley,
2023.

43 Lang, M., Introduction to the Law of Double Taxation Conventions, 3rd ed., IBFD, Amsterdam, 2021. The
interpretive principles discussed in treaty law are directly relevant to the understanding of Pillar 2’s
coordination mechanisms.

44 Pistone, P, Diritto tributario internazionale, Milano, 2022; Terra, B. ]. M. & Wattel, P.]., European Tax Law,
Kluwer Law International, 2012.
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institutional responses within the EU framework. This critical analysis will draw upon the
existing literature relating to how much of an impact EU law has had on the national tax

sovereignty of member states?*>.

Comparative case studies

The purpose of this study is to extract best practices, common challenges, and differences
in approaches. The primary targets are the EU Member States with specific reference and
focus placed on Italy, Germany, and Ireland for varying implementation strategies and
economic conditions therein. Germany may present a large scope of autonomous
legislative action (AStG amendments) as a systematic solution, which underscores legal
certainty4t. In contrast, Ireland repositioning the use of QDMTT as redirection from
traditional low-tax jurisdictions represents an active approach. Italy's integration
approach, as evidenced by Legislative Decree No. 209/2023, highlights the challenges
associated with aligning intricate international regulations with prevailing national tax
frameworks.

Recent implementation data reveals significant differences in administrative approaches:
while Germany has established dedicated Pillar 2 units within its federal tax
administration?’, Italy has opted for a more decentralized approach leveraging existing
large taxpayer office structures. It has been reported that Ireland received over 200
QDMTT elections in the initial implementation year. At the same time, Italian data
indicates that approximately 45-50 Italian multinational groups have filed initial GloBE
Information Returns.

The method also involves consideration of non-EU jurisdictions, in this case Switzerland
and Singapore, to provide perspective on competitive responses and potential
coordination problems. The selection of these case study jurisdictions relies on a trade-
off between representativeness and strategic importance within the global tax

landscape*8.

45 Skaar, A.A., Permanent Establishment: Erosion of a Tax Treaty Principle, 2nd ed., Kluwer Law International,
2020.

46 Germany: BGBI. 2023 [ Nr. 397 (Mindeststeuergesetz); Deutscher Bundestag, Drucksache 20/8668, 6 Oct.
2023.

47 BMF (Germany), FAQ Globale Mindestbesteuerung (2024). This official guidance confirms the
establishment of specialised Pillar 2 units within the tax administration.

48 Noked, N, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2021. This article provides context for competitive responses outside the EU.
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Policy critique and evaluation

The policy critique employs both empirical and normative approaches to assess the
effectiveness of Pillar 2 in achieving its stated objectives. The normative analysis explores
the conformity of Pillar 2 with general principles of international tax policy, including
efficiency, equity, and administrative feasibility. This analysis applies established models
of tax policy while being keenly sensitive to the peculiar challenges that digitalisation of
an economy poses in respect of taxation.

[t is important to acknowledge that, in instances where empirical analyses are available,
these are often constrained by the initial stages of implementation, as these years
correspond to the implementation process itself. Consequently, we will frequently cite
forecasts and estimates with regard to revenue effects and estimates of costs and impacts
on competition9.

The limitations of a forward-looking analysis with regard to policy evaluation in such a
young, dynamic and constantly evolving context cannot be ignored. The present thesis will
also be grounded in extant literature on the effectiveness of minimum taxation in the fight

against tax avoidance in an EU and global context50 51,

Data sources and limitations

The research draws on multiple data sources including primary legal sources (legislation,
regulations, administrative guidance), OECD and EU policy documents and impact
assessments, academic literature and working papers, professional tax publications and
surveys, and stakeholder consultation responses and position papers.

In order to compensate for the various limitations already enumerated, the work will be
grounded in early administrative guidance (OECD, EU, national tax authorities) and on
preliminary disclosures by taxpayers who have completed the first fiscal year of Pillar 2.
The various guidance documents and publications at OECD, EU and national level are
subject to regular updates, with the most recent revisions occurring in June 2025. It is only

through a process of review and research that the uncertainty arising from such a dynamic

49 OECD, Economic Impact Assessment of the Two-Pillar Solution, Paris, 2023.

50 Shaviro, D., “What Are Minimum Taxes, and Why Might One Favor or Disfavor Them?”, Virginia Tax Review,
2021.

51 Dharmapala, D. & Riedel, N. “Earnings shocks and tax-motivated income-shifting: Evidence from
European multinationals”, Journal of Public Economics, 97 (2013), 95-107.
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framework can be limited52. As 2024 signifies the inaugural year of implementation of
Pillar Two (at least with regard to IIR and QDMTT), the data for the 2024 fiscal year will
not be available until late 2025. Consequently, in most cases, reliance will be placed on

estimates rather than actual results>3.

52 Deloitte, Global Pillar Two Readiness Survey 2024/25.
53 IMF, International Corporate Tax Reform: Revenue Implications, Washington D.C., 2023.
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Structure of the Thesis

Three major chapters compose this dissertation in an organization that builds gradually
from a technical analysis, through an assessment of implementation, to a prospective
policy analysis. A detailed recommendations and conclusions follow thereafter.

Chapter 1: The technical mechanics of Pillar 2 establish the required technical
framework needed to understand the forthcoming implementation and policy challenges.
The chapter starts with a detailed exploration of the three primary building blocks of the
GloBE rules: the Income Inclusion Rule, the Undertaxed Profits Rule, and the Qualified
Domestic Minimum Top-Up Tax. This analysis considers not only the basic operation of
each rule individually but also their interaction mechanisms and any coordination that
may exist between them.

[t then proceeds to a review of the key calculation methodologies that ultimately drive
Pillar 2’s practical impact, those relating to effective tax rate calculation, application of
SBIE, and the selection between jurisdictional and entity level blending>4. The technical
aspects are reviewed at a mechanical level, an attempt to identify areas wherein technical
complexity could work against the achievement of policy objectives or create compliance
problems. The chapter concludes with an overview analysis of Italy's legislative strategy
for the transposition of Pillar 2 and a comparative analysis with other major EU member
states. This provides forms the foundation for the further in-depth analysis of
implementation in Chapter 2.

Chapter 2: Implementation challenges - EU and Italy addresses the practical
challenges of implementing Pillar Two in a European context characterised by multi-level
governance, with a focus on Italy.

Within this macro theme, various challenges will be discussed at EU-wide institutional
and legal levels, as well as at administrative and practical levels in Italy.

In the European context, the present study will analyse how Pillar Two adds to sensitive
issues such as compatibility with EU primary law, EU tax harmonisation and existing EU

directives on taxation.

54 M. Devereux - ]J. Paraknewitz - M. Simmler, Empirical evidence on the Global Minimum Tax: What is a
critical mass and how large is the Substance-Based Income Exclusion?, Working Paper, Oxford Said Business
School / Universitét Tiibingen, December 2022.
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Within the Italian context, however, the practical implementation challenges and the
structural capabilities of the Italian system will be analysed>>. Furthermore, the
implications for Italian business entities will be analysed, especially in terms of
compliance burden and investment decision impacts, in addition to the cross-border
coordination challenges that all companies will face globally.

The present chapter will also assist in the development and assessments presented in
Chapter 3.

Chapter 3: Future prospect of the Global Minimum Tax discusses the broader
implications that Pillar 2 bears on the international tax system and on further
developments in tax competition in a post Pillar 2 world. This work analyses at length how
traditional low-tax countries have retuned their competitive strategies, analysing both the
scope for defensive reactions and new forms of tax competition that could evolve within a
15% minimum rate framework. This paper will outline all possible loopholes and practical
flexibilities built into the very architecture of Pillar Two before attempting to establish
whether such features are based on intentional design principles or implementation flaws
capable of undermining rule effectiveness. It even tries critically to assess the potential
loopholes with particular reference to the SBIE, which has been attacked by Oxfam (2024)
and Tax Justice Network (2023) as reducing the effectiveness of Pillar Two56.

It discusses from initial implementation experiences and feedback from taxpayers’ areas
where the rules may be susceptible to continuing tax planning. The volume ends with a
forward-looking policy evaluation in light of possible evolutions in the Pillar 2 framework
and general prospects for tax convergence within the European Union and also makes
some specific recommendations toward optimizing Italy’s strategic position within the
new international tax framework.

The conclusions draw the main findings of the three substantive chapters together and
present direct answers to the research questions, assessing the thesis objectives. It also
evaluates Pillar 2 both technically and in a wider context of international tax cooperation,

indicating aspects where further adjustment or improvement of the existing framework

55 EY, Italy issues 2024 Budget Law and tax reform decrees, Technical Alert, 2024.

56 Chen, D. & Chow, C. “Global Minimum Tax Reform and the Future of Tax Competition”, Bulletin for
International Taxation, IBFD, 2023; Oxfam, EU’s Global Minimum Tax Directive: Loopholes Risk Undermining
Reform, Brussels, 2024; Tax Justice Network, SBIE and the Effectiveness of the Global Minimum Tax, London,
2023; Tax Justice Network, The State of Tax Justice 2023, Report, 2023.
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may be needed>’. Some forward-looking reflections, which can be read as preliminary
recommendations, are discussed in Chapter 3 and are brought together in the Conclusion,
in light of the first year of implementation (2024) and the upcoming UTPR application in
2025.

The framework ensures that all research questions are answered comprehensively, while
also maintaining analytical coherence and policy relevance for policymakers,
practitioners and researchers specialising in the field of international taxation.

The challenges outlined in this introduction called for an unprecedented regulatory
response, embodied in the OECD's Two Pillar solution. This paper aims at analysing in
detail, starting in Chapter 1, the technical functioning of Pillar 2 and its fundamental

mechanisms, which represent the cornerstone of this global tax transformation.

57 A. Contrino, La concorrenza fiscale tra gli Stati nel contesto della governance economica europea, in Rivista
di Diritto Tributario, n. 11/2022.
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CHAPTER 1: THE TECHNICAL MECHANICS OF PILLAR 2

1.1 Core rules of the Global Anti-Base Erosion Model Rules

Pillar 2 of the OECD/G20 BEPS project, which is properly referred to as the "Global
minimum tax Base Erosion" rules, works under the assumption that large multinational
enterprise groups will always be liable for a minimum level of taxation on income earned
within any particular jurisdiction where they have operations®8. First enacted to apply
from January 1, 2023 (now postponed applying from January 1, 2024, in most
implementing jurisdictions), these rules set up a harmonized mechanism of interacting
tax measures designed to result in an effective global minimum corporate taxation rate of

15% for MNEs having consolidated revenues above €750 million>°.

The GloBE Rules thus contain a very elaborate mechanism of coordinated taxation
measures, each playing its own specific role in the general scheme toward the
achievement of the common objective of fighting base erosion and profit shifting®0. The

system rests on three pillars: the IIR, and UTPR and QDMTT.

The fundamental principle underlying the GloBE Rules is the establishment of a
coordinated system of taxation that prevents MNEs from benefiting from jurisdictions
with effective tax rates below the agreed minimum threshold. This is achieved through a
hierarchy of rules that operate in sequence, with each component designed to address
specific aspects of the minimum tax objective while maintaining coherence and avoiding
double taxation®l. The regulations are applicable on a jurisdictional basis, and therefore
the effective tax rate is calculated separately for each jurisdiction where the MNE group

operates, rather than on a worldwide consolidated basis.

58 OECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021. The Model Rules are the
international benchmark to which national implementing laws must adhere.

59 Council Directive (EU) 2022/2523, 0] L. 328, 22 Dec. 2022. The directive ensures uniform adoption across
the EU and prevents fragmentation of the internal market.

60 OECD, Commentary to the GloBE Model Rules (Pillar Two), Paris, 2022.

61]. F. Pinto Nogueira, “GloBE and EU Law...", World Tax Journal, IBFD, 2020.
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This is one of the unusual features of the GloBE model, which distinguishes it from, say
the GILTI, commonly referred to as jurisdictional blending®2.

The GloBE Rules will have a very meaningful economic impact. It is projected by the OECD
that Pillar 2 would increase global corporate income tax revenue by close to US$220
billion every year, and this comes up to about a 9% increase in global corporate tax
revenue. The rules have been estimated to reduce low taxed profit in tax havens by more
than 80%%3. Corporate revenue increases by over 7%, even in advanced economies with
high average tax rates. In consideration of the implementation status in 2024, it is
observed that 18 of the 27 Member States of the European Union have implemented both
the IIR and the QDMTT, while 9 have not yet finalised implementation.

A key feature of the GloBE Rules is that they are highly data intensive®4. Multinational
groups will have to collect, reconcile and process an extremely broad range of information,
which far exceeds the scope of traditional corporate tax reporting. This includes
consolidated financial accounting data and jurisdictional adjustments to determine GloBE
income, as well as detailed tracking of covered and adjusted covered taxes. The complexity
of these calculations makes broad international coordination essential if accurate
determination of top-up tax liabilities under the IIR, UTPR and QDMTT mechanisms is to
be achieved.

The rules require the collection and processing of financial information that exceed by far
what classic enterprise resource planning (ERP) systems can offer, needing advanced
capabilities for data management and protocols on cross-border information sharing. Add
to this a need to ensure provision of a consistent application across multiple jurisdictions,
each with their own domestic tax regime and administrative practices.

There are also very elaborate coordination issues in the implementation of the GloBE

Rules with existing anti-base erosion measures, particularly controlled foreign

62 S. E. Shay - J. C. Fleming, Coordinating Pillar 2 with the U.S. GILTI Regime, Tax Notes International, 2023.
The authors stress that despite similar objectives, GILTI operates on a different computational basis.

63 M. Baraké - P-E. Chouc - T. Neef - G. Zucman, “Revenue Effects of the Global Minimum Tax under Pillar
Two”, Intertax, 2022.

64 S. Law, “Compliance with Global Minimum Tax Rules in the First Years - Application of the Transitional
CbCR Safe Harbour Rules”, Bulletin for International Taxation, IBFD, 2025. Law stresses that transitional
simplifications such as CbCR safe harbours were introduced precisely because the standard GloBE
computations require a volume of granular financial and tax data that exceeds traditional ERP systems and
demands cross-border information-sharing protocols. See also OECD, GloBE Information Return (GIR) XML
Schema & User Guide, Paris, 2024-2025, which sets the technical standards for the transmission of this data.
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corporation rules and other minimum tax regimes®>. It is necessary to adjust the rules so
that they can work together with measures already in place to ensure there is no conflict
or instances of double taxation that would reduce their effectiveness or bring about
unintended economic distortions. This coordination need is particularly pronounced in
the case of the US GILTI regime, which has similar goals to the GloBE Rules but operates

under different computational methods and thresholds®®.

The figures presented below (Figure 4, Figure 5 and Figure 6) are drawn from the
Deloitte Global Pillar Two Legislative Tracker and provide a comparative snapshot of the
current status of implementation of the three core GloBE rules across jurisdictions
worldwide®’. They serve to highlight not only which countries have already enacted
legislation, and which have yet to initiate the process, but also the uneven timing of
application. This visual evidence is useful to contextualize the analysis of temporal
asymmetries that will be developed later in Chapter 2: while some Member States and
advanced economies have moved quickly to adopt binding measures, others are lagging
behind, creating a patchwork of obligations and compliance burdens for multinational

groups.

65 G. Bizioli, Le Controlled Foreign Companies (CFC): evoluzione normativa e intersezioni con il Pillar Two,
Giuffre, Milano, 2023.

66 .. Muchimbidzi, “Interaction of OECD Pillar Two Rules with the U.S. GILTI and FDII Regimes”, SSRN, 2025.
67 The Deloitte tracker highlights cross-country asymmetries in adoption.

32



Status

@ nNore

Draft

@® Final

Figure 4: QDMTT implementation status as of June 2025
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Figure 5: IIR implementation status as of June 2025

Figure 6: UTPR implementation status as of June 2025
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Figure 7: Application Order of Pillar Two Mechanisms. (Source: OECD (2021, GloBE Model Rules)

Rule order

As illustrated in the diagram above (Figure 7), the low taxing jurisdiction has the primary
right to levy the supplementary tax under the QDMTT (1).

In the absence of a QDMTT, the jurisdiction in which the UPE is located may levy IIR with
respect to the income of the low taxing constituent entity (2).

If the UPE is located in a jurisdiction that has not implemented the IIR, then the additional
taxation will be levied on the next entity in the chain of control following a top-down
approach (that is the intermediate controlling entity (IPE)) (3).

If the group is not present in any jurisdiction with an IRR, the supplementary taxation is

levied by the jurisdictions that have implemented an UTPR (4)¢8.

1.1.1 Entities within the Group

In the following paragraph, the fundamental concepts are listed and elaborated upon to
facilitate comprehension of the various entities within the group and their functionality
in the calculation mechanisms of the various rules®. This is also necessary for the
settlement of the additional top-up tax.

The fundamental attribution in the head of the UPE will be, as will be demonstrated in the
following discussion, that of being primarily responsible for fulfilling the provisions of

Pillar Two.

68 QECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021.
69 H. Pijl, Scope, Mergers and Demergers in the GloBE Rules, in Bulletin for International Taxation, IBFD, 2023.
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The Ultimate Parent Entity (UPE) can be defined as the parent company, the entity at the
top of the corporate chain?0. In the absence of a corporate chain, the standalone entity -
defined as the company owning one or more permanent foreign establishments - will be
regarded as the UPE for the purposes of the Framework?1,

Article 1.2.2 of the GloBE Model Rules provides a definition of the UPE in cases where
there is a group proper, that is one consisting of more than one legal entity (in any case
necessarily located in two different States).

The primary condition for an entity to be designated as a UPE is the direct or indirect
ownership of a Controlling Interest (relevant interest) in another entity. The Controlling
Interest requirement is always satisfied if that controlling entity is required, under the
assumptions of the International Accounting Standards, to consolidate fixed assets,
liabilities, revenues, expenses and cash flows of another entity, regardless of whether such
consolidation has taken place’2.

The second requirement is of a negative nature; it excludes from UPE status that entity
that, while controlling other entities down the chain, is nevertheless in turn controlled,
according to the same principles by that it controls other entities, by another entity. In
other words, there is another entity above it in the corporate chain, that will be the UPE
in its place.

The Partially Owned Parent Entity (POPE) is defined as a constituent entity that is not a
UPE, a permanent establishment or an investment entity’3. POPE directly or indirectly
owns an interest in another entity of the group. The distinguishing feature is that more
than 20% of the participation in it is held by persons who are not constituent entities of
the group in question, that is third parties?4.

The term 'Intermediate Parent Entity' (hereafter '[PE') is defined by exclusion. An IPE is
not included within the definition of either '"UPE' or 'POPE'. Furthermore, an IPE is not a
constituent entity of the group which carries on investment activities or a permanent
establishment. It directly or indirectly possesses a stake in another group entity. It is,

therefore, any legal entity that is not at the bottom of the corporate chain (that is that does

70 De Lillo, F, “Introducing Pillar Two: Towards a Global Minimum Effective Tax Rate”, in Perdelwitz, A. -
Turina, A. (eds.), Global Minimum Taxation? An Analysis of the Global Anti-Base Erosion Initiative, IBFD Tax
Research Series, vol. 4, Amsterdam, 2021.

71 OECD, GloBE Model Rules (Pillar Two), Paris, 2021, Art. 1.2.2.

72 JASB, IFRS 10: Consolidated Financial Statements, London, 2011.

73 H. Pijl, Scope, Mergers and Demergers in the GloBE Rules, in Bulletin for International Taxation, IBFD, 2023.
74 OECD, Economic Impact Assessment of the Global Minimum Tax, Paris, 2023/2024.
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not itself have a shareholding in other group entities) but does not fall within the

definitions of other entities.

It is generally understood that the definition of an excluded entity is one that would not
be included in the scope of consolidation. These entities encompass governmental bodies,
international organisations, not for profit entities, and pension funds?>.

It is evident that other entities are exclusively excluded on the basis that they qualify as
UPE within the group. Such entities include investment funds and real estate investment
trusts (REITs). Conversely, if these latter entities are deemed to merely qualify as
Constituent Entities within their respective group, thus situated below the apex of the
chain, special rules will be implemented for the calculation of the ETR. The rationale
behind the exclusion of these entities from the mechanism is to safeguard their status as
tax neutral investment vehicles7¢.

This section provides a detailed analysis of the scenario in that there are entities that are
participated in by excluded entities. Consequently, these entities will also be excluded
from the operation of the regime if they satisfy two conditions: the Ownership Test and
the Activities Test?7.

In accordance with the initial evaluation, entities that fall under the overarching definition
outlined are required to possess a minimum of 95% of the value of the entity under their
control. The "value of the entity" is equivalent to the aggregate value of the equity
instruments issued by the entity. The condition is met even if the 95% is reached indirectly
through other excluded intermediate entities.

Conversely, under the Activities Test, it is required that the exclusive or "quasi exclusive"
activity of the entity be to hold assets or invest in funds. The exclusion is also applicable
to group entities engaged in activities that are exclusively ancillary to those of an excluded
entity.

However, the Administrative Guidance has recently specified that the two above

mentioned conditions should apply cumulatively for an entity to be considered an

75 QECD, Administrative Guidance on the GloBE Rules, Paris, 2023, sec. 1.1.

76 V. Chand - A. Turina - K. Romanovska, Tax Treaty Obstacles in Implementing the Pillar Two Global Minimum
Tax Rules and a Possible Solution for Eliminating the Various Challenges, SSRN Working Paper No. 3967198,
2021.

77 Di Tanno, T, “The Global Minimum Tax: Some Known Unknowns”, International Tax Studies, vol. 5, no. 5,
2022.
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excluded entity, as well as the fact that permanent establishments of excluded entities are
also to be considered excluded entities’s.

Alternatively, paragraph "b" refers to the case where the entities hold at least 85% of the
value of an entity whose net realised gain or loss on the balance sheet would nevertheless
be excluded from the relevant income for GloBE purposes, as arising principally from
dividends and capital gains and losses excluded under Art. 3.2.1. The term 'principal’ is
employed to denote a situation in that other potential source of income, that would
typically fall under the purview of the regime, nevertheless represent an insignificant
proportion of the total income.

The practical consequences of being an excluded entity are that the basic rules, that is
primarily the responsibility to pay the Top-up Tax, are only directed to the Constituent
Entities, that is all those entities that are not excluded. It can thus be concluded that, in the
event of the UPE being an excluded entity, the relative burden would be transferred to the
first entity below the UPE, subject to the discipline, in a manner analogous to that if the
same parent company were resident in a State that is not a participant in the GloBE
programme?’?.

Furthermore, it should be noted that the economic amounts relevant for GloBE
calculations are derived exclusively from the data reported by the Constituent Entities.
Consequently, the financial statements of the excluded companies will be irrelevant in the
calculations inherent in the Pillar Two mechanism, with the exception, as previously
mentioned, of their indirect contribution to consolidated turnover, that will allow the
identification of that groups are subject to the Framework and that are not80.

In a similar vein, to emphasise the complete irrelevance of the entities excluded from the
mechanism, it will not be necessary for them to provide for all the other administrative
obligations that the system will provide for, such as the GloBE Information Return. This
will be addressed again later and can be provisionally defined at this stage as the "tax

return” relevant to GloBES!.

78 OECD, Administrative Guidance on the GloBE Rules, cit. (clarifying cumulative application of Ownership
and Activities Tests, including permanent establishments of excluded entities).

79 IMF, International Corporate Tax Reform: Policy Paper No. 2023/001, Washington, 2023, p. 17. The IMF
highlights that where the UPE is excluded or outside the scope, the responsibility to collect the top-up tax
shifts down the chain, usually to the first in-scope parent entity.

80 QECD, Minimum Tax Implementation Handbook, Paris, 2023.

81 QECD, GloBE Information Return (GIR) XML Schema & User Guide, Paris, 2024-2025.
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The existence of at least one Low-Taxed Constituent Entity (LTCE) within the group is, as
will be demonstrated in this study, the prerequisite for operationalising the regime in
practice, obliging the group to pay a supplementary tax82.

The LTCE is the entity that, as a result of the calculation steps outlined below, will yield an
effective corporate income tax rate that is lower than the minimum rate set by the

Inclusive Framework (that is 15%)83.

1.1.2 The Income Inclusion Rule

The IIR serves as the primary mechanism for collecting top-up tax under the GloBE Rules
and represents the cornerstone of the Pillar 2 framework. The general rule is that a UPE
isrequired to apply the IIR where it owns an ownership interest in a low taxed constituent
entity at any time during a fiscal year. The IIR operates by requiring the UPE or; in certain
circumstances, an IPE or a POPE to include in its tax base the allocable share of top-up tax

attributable to any low taxed constituent entity within the MNE group8# 8.

The operating mechanics of the IIR involve a calculation regimen that starts with the
computation of the ETR for all jurisdictions where members of that group have
operations. The jurisdictional ETR is derived by dividing Adjusted Covered Taxes by GloBE
Income. Wherever this ETR falls below the agreed minimum of 15%, a top-up tax rate
equivalent to the positive difference between this threshold and the actual ETR will be
determined. This percentage shall then be applied to Excess Profit, which is effectively
GloBE Income reduced by SBIE. From such resulting amount, any QDMTT already
collected in that particular jurisdiction has first to be deducted from it, hence reducing

further the residual tax to be imposed through I1R8¢,

The IIR is projected to have a strong fiscal impact because OECD estimates show that over

60% of the total US$220 billion increased global tax revenue will be collected through IIR

82 A. Turina - P. Pistone, Policy Consistency and Sustainability of the GloBE Proposal, in A. Perdelwitz - A.
Turina (eds.), Global Minimum Taxation, IBFD, 2021.

83 S. Law, “Compliance with Global Minimum Tax Rules in the First Years - Application of the Transitional
CbCR Safe Harbour Rules”, Bulletin for International Taxation, IBFD, 2025.

84 OECD, Commentary to the GloBE Model Rules, Paris, 2022, paras. 2.1-2.2 (scope and operation of the IIR).
85 H. Pijl, Scope, Mergers and Demergers in the GloBE Rules, in Bulletin for International Taxation, IBFD, 2023.
86 Cfr. R. Gomez Cram - M. Olbert, Measuring the Expected Effects of the Global Tax Reform, SSRN Working
Paper, 20 March 2023, forthcoming in Review of Financial Studies.
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mechanisms. That translates to about US$132 billion per year in corporate income tax
receipts mainly from MNEs that have operations in low-tax jurisdictions around the world.
The IIR's design contains several advanced features to ensure the rule works properly
when applied across very different international tax systems8’. There is a clearly
articulated hierarchy of entities responsible for paying the so-called top-up tax with
primary responsibility falling on the UPE and then on intermediate parent entities in
situations where the UPE jurisdiction has not implemented the IIR, or certain carve-outs
apply. This hierarchy provides full coverage but keeps rules simple and understandable
for taxpayers and tax administrators.

A very important aspect that has to be considered about the operation of the IIR is its
interaction with existing domestic tax systems and rules of international tax88. In
designing the rule, calibration must be done in a manner that will avoid double taxation
and, at the same time, ensure that minimum taxation is achieved. This requires highly
sophisticated coordination mechanisms, particularly in relation to foreign tax credit
systems and other international tax provisions that may have any bearing on the

calculation of ETR or allocation of top-up tax liability®°.

An illustrative example may clarify the operation of the IIR in cases where both an UPE
and a POPE are involved. Let us assume that A Co, resident in Country A, qualifies as the
UPE and applies the IIR. Within the same group, B Co, located in Country B, holds the
status of POPE, since it exercises partial control over another subsidiary and is equally
subject to IIR in its jurisdiction. A low taxed constituent entity, D Co, operates in Country
D and reports a GloBE Income of €2,000,000 against Covered Taxes of €200,000, thus
resulting in a jurisdictional ETR of 10 per cent. Falling below the minimum threshold of
15 per cent, this gives rise to a top-up tax of €100,000, calculated by applying the five-
point shortfall to the GloBE Income. According to the ownership structure, B Co holds 60
per cent of D Co’s equity, while A Co directly owns the remaining 40 per cent. The top-up
liability is consequently apportioned in proportion to these ownership interests: €60,000

is allocated to B Co and €40,000 to A Co. Each parent entity applies the IIR in its respective

87 Devereux, Vella, Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT Working Paper, 2022.
88 B. ]. Arnold, The Ordering of Residence and Source Country Taxes and the OECD Pillar Two Global Minimum
Tax, in Bulletin for International Taxation, IBFD, 2022.

89 ]. Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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jurisdiction on the portion of the residual tax falling within its competence. The
coordination between UPE and POPE ensures that the entire top-up amount is collected
without duplication, thereby securing compliance with the 15 per cent minimum tax while

preserving the principle of proportional allocation among parent entities?°.

1.1.3 The Undertaxed Profit Rule

The UTPR functions as a critical backstop mechanism within the GloBE Rules framework,
designed to ensure comprehensive coverage of the minimum tax objective in situations
where the IIR cannot be fully applied. The UTPR operates as a backstop to the IIR so that
if not all top-up tax is allocated under an IIR (or for instance if there was no IIR in the
relevant jurisdiction), the liability to account for the top-up tax falls on the jurisdiction
where the constituent entities are located?1.

The UTPR represents a fundamental departure from traditional international tax
principles by allowing source jurisdictions to impose tax on profits that may have been
generated elsewhere within the MNE group. The UTPR is essentially an extraterritorial
means of enforcing a tax base that the United States has not chosen to adopt. It is this
characteristic of the UTPR which has already sparked significant debate as to whether it
can fit within the current structures of international tax rules and bilateral tax treaties®2.
The UTPR sharing formula is based on a detailed allocation mechanism that effectively
shares the unpaid top-up tax among constituent entities located in jurisdictions that have
implemented the UTPR. In general, this means that a taxpayer must pay the top-up tax
relating to the profits of any group entity that is not already subject to an equivalent IIR
applied by another jurisdiction?3. Such allocation is based on indicators of the scale of the
entities' operations, so that the allocation reflects the economic substance of the group's

activities by taking into account employees and tangible assets%4.

90 M. Devereux - |. Vella - H. Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT Working Paper,
2022 (example of proportional allocation under IIR, avoiding duplication of taxation).

91 OECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021, Ch. 3 (Undertaxed Profits
Rule).

92 P. Arginelli, “Some reflections on the compatibility of the UTPR with EU primary law and with double tax
treaties”, Rivista di Diritto Tributario, 1/2025. Arginelli underlines the novelty of UTPR as an extraterritorial
taxing right that raises compatibility issues with treaty law.

93 F. Shaheen, Is the UTPR a 100 Percent Tax on a Deemed Distribution?, in Tax Notes International, 16 October
2023.

94 OECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 3.2 (allocation keys of employees and
tangible assets).
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The allocation of top-up tax under the UTPR follows a formula that combines, in equal
measure, the relative weight of employees and tangible assets in each jurisdiction. More
precisely, each constituent entity’s allocation percentage is determined by adding
together two components: one half of the ratio between the entity’s full-time equivalent
(FTE) employees and the group’s total FTE, and one half of the ratio between the entity’s

tangible assets and the group’s overall tangible assets?>.

On the basis of this percentage, the residual top-up tax not collected through the IIR is
apportioned among the UTPR jurisdictions. Consequently, the amount payable by a given
entity corresponds to the total residual top-up tax multiplied by its individual allocation
percentage. This mechanism ensures that the residual liability is distributed in a balanced
way across the jurisdictions involved, reflecting both the workforce dimension and the
capital intensity of the entities, and thereby avoiding a purely ownership-based

distribution?e.

The UTPR is expected to generate approximately US$22 billion annually (10% of total
Pillar 2 revenue) once fully implemented in 2025%. Relatively low revenue contribution
easily depicts its role as a backstop mechanism that would only come into play when IIR
and QDMTT were not able to collect the full top-up tax obligation.

The UTPR's implementation involves significant technical challenges, particularly in
relation to the calculation of the allocation formula and the coordination with other
elements of the GloBE Rules. It calls for great sharing of information between jurisdictions
so that the top-up tax liability can be correctly computed and allocated among the relevant
entities. This requires advanced administrative systems plus cross border cooperation

mechanisms outside normal tax treaty arrangements?8.

95 OECD, "Commentary to the Global Anti-Base Erosion Model Rules" (March 2022).

96 S, Shaheen, “Is the UTPR a 100 Percent Tax on a Deemed Distribution?”, Tax Notes International, 2023. The
author criticises the formula as potentially distortive but acknowledges its attempt to balance workforce
and capital factors.

97 European Parliamentary Research Service (EPRS), Balancing on Two Pillars: Global Corporate Tax Reform,
EU, 2024.

98 J. Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021 (stressing administrative complexity and need for unprecedented cross-border
cooperation).
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A simple illustration may clarify how the allocation mechanism operates. Suppose that a
constituent entity located in a jurisdiction with no IIR or QDMTT records an ETR of only
10%, resulting in a residual top-up tax of €150,000. Under the UTPR, this amount would
then be apportioned among the jurisdictions of other group entities that have
implemented the rule. The allocation is made on the basis of employees and tangible
assets, each factor carrying equal weight. Therefore, if one jurisdiction accounted for 80
percent of both employees and tangible assets it would be allocated €120,000 of the
residual liability with the remaining €30 000 falling to the other jurisdiction. This example
clearly shows how UTPR ensures that any uncollected top-up tax is allocated by reference
to real economic footprint in the group as opposed to by reference to formal ownership

structures®°.

1.1.4 The Qualified Domestic Minimum Top-up Tax

The QDMTT represents a unique component of the GloBE Rules framework that allows
jurisdictions to preserve their primary taxing rights while ensuring compliance with the
minimum tax standard190. AQDMTT is a minimum tax imposed by a country in accordance
with the Pillar 2 rules. QDMTT provides an opportunity for source jurisdictions to apply a
domestic minimum tax which, if appropriately structured and applied, will have the effect
of reducing or eliminating the top-up tax that would otherwise be collected under IIR or
UTPR.

The requirements for a QDMTT to qualify are very strict and must be applied to make sure
that the domestic minimum tax has achieved the same policy objective as the GloBE Rules.
It should be calculated using the same tax base and methodology as under the GloBE
Rules, at the same 15% minimum rate, within the same jurisdictional scope of application.
This requirement ensures that the QDMTT operates as a true substitute for the IIR and
UTPR, rather than as a mere supplementary tax that fails to address the underlying base

erosion concerns!0l,

99 R. Mason, “The Transformation of International Tax”, American Journal of International Law, 2022 (noting
that UTPR departs from ownership-based allocation, emphasising substantive factors instead).

100 A, Turina - P. Pistone, Policy Consistency and Sustainability of the GloBE Proposal, in A. Perdelwitz - A.
Turina (eds.), Global Minimum Taxation, IBFD, 2021.

101 QECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 4.1. The Commentary emphasises that
QDMTTs must replicate the Pillar Two methodology to be considered “qualified.”
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The application of a QDMTT raises very complicated technical issues, mostly in how it
interacts with existing domestic tax systems. In designing their QDMTTSs, jurisdictions will
have to make sure that they function in coordination with their existing corporate tax
rules and at the same time satisfy the qualification requirements under the GloBE Rules102,
This often requires significant modifications to existing tax legislation and administrative
procedures.

The QDMTT represents a strategic choice for jurisdictions, which can thus capture part of
the tax revenue that would otherwise be collected by other jurisdictions through the IIR
or UTPR.

Conversely, from a taxpayer's perspective, it ensures greater certainty and reduces
compliance costs by eliminating all the complicated calculations that would otherwise
arise from paying taxes in multiple countries103.

The QDMTT has been formally implemented in Italy under the name of imposta minima
nazionale to ensure their primary taxing rights under Pillar 2194, The implementation of
this tax in other countries also underscores the EU's strategic intent to safeguard its
domestic taxing rights through this measure.

Examples of this legislative approach, regarding Pillar Two implementations, can be found
in Germany (Mindestbesteuerungsrichtlinie-Umsetzungsgesetz, 2023) and in the

Netherlands (Wet minimumbelasting, 2024).

An illustrative case may highlight the practical role of the QDMTT. Assume that D Co, a
constituent entity resident in Country D, records €2,000,000 of GloBE Income and
€200,000 of covered taxes, resulting in an ETR of 10 per cent. Under the GloBE Rules, a
top-up tax of €100,000 would be required to bring the effective rate to the 15 per cent
minimum. Country D, however, has introduced a QDMTT and accordingly collects €60,000
at the domestic level. The residual liability of €40,000 is then levied in Country A, where

the UPE (A Co) applies the IIR. In this way, the top-up tax is fully enforced across

102 R. Das, Qualified Domestic Minimum Top-Up Tax: Should Developing Countries Adopt It?, in Bulletin for
International Taxation, IBFD, 2024.

103 J, Englisch - ]J. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021 (arguing that QDMTTs may reduce compliance costs by localising minimum tax
obligations).

104 Decreto del Ministero dell’Economia e delle Finanze, 1 July 2024, Disposizioni attuative relative
all'imposta minima nazionale, in G.U. 9 July 2024, n. 159.
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jurisdictions, with €60,000 retained by the source country and the remaining €40,000

collected by the parent’s jurisdiction105,

1.1.5 Coordination challenges: Interaction with US GILTI Regime

The coordination between the GloBE Rules and the US Global Intangible Low-Taxed
Income regime presents one of the most complex technical challenges in the
implementation of Pillar 2. Both systems share the fundamental objective of ensuring that
multinational enterprises pay a minimum level of tax on their foreign profits, but they
operate under significantly different computational methodologies, thresholds, and
structural frameworks.

The GILTI regime, enacted as part of the US Tax Cuts and Jobs Act of 2017, taxes a minimum
on US multinational firms' foreign earnings through a convoluted formula that adds up
worldwide foreign income and imposes a minimum rate of 10.5% (rising to 13.125% from
2025). The regime includes a deduction for tangible assets that effectively exempts a
deemed return on foreign tangible assets from the minimum tax, creating a structural
difference with the GloBE Rules, that do not include such a deduction196.

The interaction between GILTI and the GloBE Rules gives rise to a number of potential
areas of conflict and coordination challenges. The different computational bases mean
that an entity could be subject to GILTI in the United States while still being considered
low taxed under the GloBE Rules, potentially resulting in double taxation or inconsistent
treatment across jurisdictions07. Additionally, the different rate structures (GloBE's 15%
opposed to the lower one of GILTI) create gaps that could trigger additional top-up tax
obligations under the IIR or UTPR108,

The OECD has developed specific guidance to address these coordination challenges,
including provides for identifying qualifying income inclusion rules and safe harbours that
can minimize the compliance costs for taxpayers covered by the two regimes. However,
whether such coordination arrangements can work effectively remains a debated issue,

not least in view of the fundamental structural differences between the two systems.

105 QECD, Revenue Implications of the Pillar Two Reform, Paris, 2023, p. 11 (example of revenue allocation
between QDMTT jurisdiction and parent jurisdiction under IIR).

106 R, Mason, The Transformation of International Tax, in American Journal of International Law, 2022,

107 S, E. Shay - ]. C. Fleming, Coordinating Pillar 2 with the U.S. GILTI Regime, Tax Notes International, 2023.
108 |, Muchimbidzi, “Interaction of OECD Pillar Two Rules with the U.S. GILTI and FDII Regimes”, SSRN, 2025.

45



The political and economic effects of the coordination between GILTI and GloBE Rules
challenge are greater than simple technical tax issues. They go to the big questions of
international tax sovereignty and how taxing rights get allocated between different
jurisdictions09,

It should be noted that the United States has not, so far, adopted legislation fully in line
with Pillar Two. This decision is indicative of the nation's distinctive approach to
international taxation, as well as the insufficiency feeling of GILTI in other legal
frameworks. The potential for the UTPR to apply to US entities when the GILTI regime is
deemed inadequate has created significant tension in US policy circles and has influenced

the broader international debate over the implementation of Pillar 2110,

109 R, Mason, “The Transformation of International Tax”, American Journal of International Law, 2022 (linking
GILTI-GloBE tensions to broader questions of international tax sovereignty).
110 N. Noked, “Designing Domestic Minimum Taxes in Response to the Global Minimum Tax”, Intertax, 2022.
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1.2 Key calculations and design features

The operational effectiveness of the GloBE Rules depends fundamentally on the precision
and consistency of their underlying calculations and design features, that collectively
determine the scope, application, and financial impact of the minimum tax system111,
These computational mechanisms form the technical heart of Pillar 2 by transforming the
policy objective ofa 15% minimum tax into an advanced scheme made up of mathematical
formulas, carve-outs, and administrative rules that are supposed to work seamlessly over
highly differentiated international tax systems!12, The complexity inherent in these
calculations indicated how daunting it would be to engineer a global minimum tax system
accommodative framework accounting for standard differences, sundry tax systems, and
economic circumstances across the multiplicity of jurisdictions while preserving both the
spirit and letter of the minimum tax objectivells.

The design features of the GloBE Rules incorporate multiple layers of computational
sophistication, ranging from the fundamental determination of effective tax rates to the
intricate allocation mechanisms that distribute top-up tax obligations among different
entities and jurisdictions. These features must balance competing policy goals, such as the
necessity to avoid base erosion and profit shifting, the need to reduce taxpayers'
compliance costs, and the need to be fair and equitable treatment among various forms of
business activities and jurisdictions14. The result is a system that combines technical
rigidity with administrative flexibility, providing clear computational rules but also
allowing room for adjustments to suit peculiar situations and to rule out unintended

consequences!is,

111 QECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021, Ch. 4 (calculation
framework).

112 M. Devereux - J. Vella, The OECD Global Anti-Base Erosion Proposal, Oxford CBT Report, 2020.

113 QECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 2.3. The Commentary stresses the need
to reconcile computational consistency with flexibility across jurisdictions.

114 C. Perdelwitz - A. Turina, Global Minimum Taxation? An Analysis of the GloBE Initiative, IBFD, 2021.

115 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022. Schanz highlights that simplification rules and transitional safe
harbours were necessary to avoid excessive compliance burdens and unintended distortions.
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Step 1 - Consfituent Entities within
W scope

* |dentify Groups within Scope and the location of
each Constituent Entity within the Group

o Step 2 - GloBE Income —

* Determine Income of each Constifuent Enlity

o Step 3 - Covered taxes —

* Determing taxes atinbutable to Income of a
Caonstituent Entity

 Step 4 - Effective Tax Rate and
Top-up Tax

+ Calculate the Effective Tax Rate of all Constituent
Entities located in the same jurisdiction and
determine resulting Top-up Tax

B8 Step 5-1IR and UTPR —_—

+ |mpose Top-up Tax under [IR or UTPR in
ccordance with agreed rule order

Figure 8: Calculation process under the GloBE Framework (Source: OECD (2021), GloBE Model Rules)

1.2.1 Determining the Effective Tax Rate

The calculation of the ETR represents the cornerstone of the GloBE Rules' operational
framework, serving as the primary metric for determining whether a jurisdiction meets
the 15% minimum tax threshold and, if not, the extent of the top-up tax liabilityl16. The
ETR calculation under the GloBE Rules employs a jurisdiction-by-jurisdiction approach,
where the ETR is computed by dividing the total covered taxes paid by all constituent
entities in a jurisdiction by the total GloBE income of those entities, expressed as a
percentage. This method ensures applying minimum tax to actual taxation levels within
each country rather than relying on aggregate regional or global figures behind which
cases of low taxation in specific locations can hide.

The fundamental ETR formula is deceptively simple in its expression but complex in its
application:

ETR = (Covered Taxes + GloBE Income) x 100

116 QECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021, Ch. 5 (Effective Tax Rate).
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However, the practical implementation of this formula requires careful consideration of
numerous technical adjustments and definitional issues that significantly affect the final
calculation. The determination of "covered taxes" involves a comprehensive analysis of the
taxes paid by constituent entities, including current taxes on income, withholding taxes,
and certain other taxes that qualify under the GloBE Rules' definition.

The computation should consider timing differences between income recognition and tax
payments, i.e., it shall be adjusted by deferred tax and all other temporary differences that
may be possible to the extent they can distort the calculation of ETR117.

The GloBE income component is equally a challenge because it requires conversion
adjustments to arrive at one standard measure that can be applied uniformly among
various accounting standards across jurisdictions. In response, the GloBE Rules have
prescribed specific adjustment mechanisms to accommodate differences between and
among [FRS, GAAP, and other local accounting standards!18. These adjustments ensure
that the ETR calculation reflects economic reality rather than accounting conventions, but
they also add significant complexity to the computational process!19.

The jurisdictional aspect of the ETR calculation requires sophisticated allocation
mechanisms to ensure that income and taxes are properly attributed to the correct
jurisdiction. This represents particularly complex for entities with permanent
establishments in multiple jurisdictions, multinational enterprises with complex legal
structures, and situations involving hybrid entities that may be treated differently under
various tax systems. The GloBE Rules provide detailed guidance on these allocation issues,
but the practical implementation often requires significant judgment and detailed factual

analysis.

117 QECD, Administrative Guidance on the GloBE Rules, Paris, 2023, sec. 5.3 (treatment of deferred taxes and
timing differences).

118 International Financial Reporting Standards (IFRS) are accounting standards issued by the International
Accounting Standards Board (IASB), applicable in more than 140 jurisdictions across the world, including
all EU Member States. Generally Accepted Accounting Principles (GAAP) denote accounting frameworks at
the national level with U.S. GAAP as the most notable one, issued by the Financial Accounting Standards
Board (FASB). These frameworks differ in recognition, measurement, and disclosure rules, making GloBE
adjustments necessary to ensure comparability.

119 C. Noonan - V. Plekhanova, Compliance Challenges of the BEPS Two-Pillar Solution, SSRN, 2022.
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1.2.2 Determining the GloBE Income or Loss

The initial step in this process is to identify the GloBE Income or Loss, which serves as the
starting point for the calculation.

This figure is not merely the Profit Before Taxes accounting profit of an entity belonging
to a multinational group, but rather necessitates a series of specific adjustments as
stipulated by the GloBE Rules.

The financial statements, that the entity prepares on the basis of generally accepted
accounting principles, are therefore only the starting point from that the GloBE Income or
Loss is derived!20, In accordance with Article 3.1.1 of the GloBE Rules, the initial stage in
determining the GloBE tax base is the income (or loss) of a constituent entity, as
determined for the preparation of the consolidated financial statements of the UPE, but
prior to any consolidation adjustments?21,

Consequently, the elimination of profits and costs from intra-group transactions, an
essential step in the consolidation process, is not considered in the calculation of GloBE
income. This approach is characterised by several key benefits:

- Greater consistency: it avoids differences arising from the use of local accounting
standards of individual Constituent Entities located in different jurisdictions

- Mitigation of arbitrage risk: reduces opportunities to exploit differences between
different accounting standards

- Reduced compliance costs: uses information already collected and processed for

consolidated financial statements

120 Turina, A. - Perdelwitz, A. (eds.), Global Minimum Taxation, IBFD Tax Research Series, vol. 2, IBFD,
Amsterdam, 2021.

121 QECD, GloBE Model Rules (Pillar Two), Paris, 2021, Art. 3.1.1; see also M. Devereux - |. Vella, The OECD
Global Anti-Base Erosion Proposal, Oxford CBT, 2020 (highlighting the importance of consolidated accounts
as the starting point for GloBE computations).
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v * Determination of Financial Accounting Net

Under Chapter 3, the amount of GloBE Income or Loss of a Income

Constituent Entity is determined by taking the Financial
Accounting Net Income or Loss for the Constituent Entity for the
Fiscal Year under Article 3.1 and then adjusting the amount
under Articles 3.2 through 3.5 to arrive at that Entity's GloBE
Income or Loss.

-y
=)
* Adjust Financial Accounting Net Income or Loss
to GloBE Base

+ Allocate GIoBE Income or Loss to Permanent |
Establishments or Flow-through Entities, if
necessary.

GloBE Income or Loss is then allocated between a Permanent
Establishment and Main Entity or to owners of a Flow-through
Entity in accordance with local tax treatment

Figure 9: Steps in the determination of GloBE Income (Source: OECD (2021), GloBE Model Rules)

[tis evident that, in general terms, the accounting policies employed to calculate the GloBE
Income or Loss are those that are utilised by UPE in the consolidated financial statements
of the MNE group. However, Article 3.1.3 of the GloBE Rules permits the possibility of
determining the net accounting result of the constituent entity using accounting policies
other than those of consolidation, provided that three conditions are met: the financial
accounts of the constituent entity are maintained on the basis of another "acceptable”
accounting standard, the information provided by these financial accounts is reliable, the
use of another accounting standard does not result in permanent differences of more than

EUR 1 million in totall22,

To compute the GloBE Income, components of income that arise under Other
Comprehensive Income (OCI) in the financial accounts shall generally be excluded with
the only exception being the Included Revaluation Method Gain or Loss as referred to by
Article 3.2.1(d). A narrative prescriptive adjustment to profit before tax (PBT) is contained
in Article 3.2 et seq. of the GloBE Rules intended to remove what would otherwise be

irrelevant or inappropriate items for a minimum tax.

These adjustments may be categorized- as set out in Article 3.2.1-between different
regimes meant to align the accounting outcome of the constituent entity with the policy

objective of the regime. One such category relates to tax items and attempts to neutralize

122 QECD, GloBE Model Rules, cit., Art. 3.1.3; D. Schanz, Reducing Complexity and Compliance Costs: A
Simplification Safe Harbour for the Global Minimum Tax, Oxford CBT Blog, 2022 (arguing that the EUR 1
million threshold reduces complexity but introduces new planning margins).
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accounting treatments that would give rise to distortions in respect of effective tax ratel23,
In particular, net tax expenses-current and deferred-are added back to the accounting
result so as to avoid double deductions that would artificially reduce the ETR. Covered
taxes accrued as an expense and deferred tax assets arising from losses are included in
this category too. Also, dividend income, together with similar distributions, is excluded
from GloBE Income provided there is at least a 10% participation held for a minimum
period of not less than twelve months; short-term portfolio shareholdings remain fully
taxable. Similar rules govern income and losses on shares: those related to the equity
method or material interest (equal to or greater than 10%) are excluded, whereas the gain
arising from a disposal out of the portfolio continues to be included in the tax basel24,

A second set of modifications relates to valuation methods and foreign currency items125.
Gains or losses from the revaluation of tangible assets under a revaluation model are
included in GloBE Income, so as to neutralise the usual allocation to other comprehensive
income. Likewise, gains or losses arising from the disposal of assets or liabilities excluded
in the context of GloBE reorganisations must be appropriately adjusted. The framework
also requires corrections for asymmetrical foreign currency gains and losses, with the
purpose of eliminating distortions created by the use of different functional currencies for

tax and accounting purposes26,

Finally, a further series of adjustments addresses non-deductible or exceptional items127.
Certain categories of expenditure are expressly excluded, such as illegal payments
(including bribes and kickbacks) and, subject to a materiality threshold of EUR 50,000,
fines and penalties. Other adjustments include prior period errors and changes in
accounting principles relating to equity. Pension expense is also adjusted since it is
deductible to the extent that actual contributions have been paid in the fiscal year

pertaining to the expense.

123 OECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 3.2.1; M. De Wilde, Life after OECD Pillar
Two? Some Legal Challenges for Minimum Taxation, Edward Elgar, 2024. Both sources stress that the purpose
of the adjustments is to prevent mismatches between accounting income and taxable income, thereby
ensuring that the minimum tax applies to real profits and not reduced by accounting conventions or
domestic participation exemptions.

124 QECD, Commentary to the GloBE Model Rules, cit., para. 3.2.4; Council Directive (EU) 2022/2523, Art. 7.
125 C. Noonan - V. Plekhanova, Compliance Challenges of the BEPS Two-Pillar Solution, SSRN, 2022.

126 S, Hebous - C. Hillier - A. Mengistu, Deciphering the GloBE in a Low-Tax Jurisdiction, IMF Working Paper
WP/24/64, 2024 (highlighting the complexity of currency conversions and valuation).

127 IMF, International Corporate Tax Reform: Policy Paper No. 2023 /001, Washington, 2023.
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The GloBE framework also provides for special regimes designed to address particular
business sectors and transactions. Regarding the intra-group financing arrangements
(Article 3.2.7), in the computation of the GloBE Income of an undertaxed entity, intra-
group financing expenses shall be excluded to the extent that such expenses increase the
expenses of the low taxed entity without increasing taxable income on the part of the high
taxed counterparty. This provision aims to prevent distortions that could arise from the
artificial allocation of financial expenses within the group28 129,

Intragroup transactions are further subject to the requirement that they be valued in
accordance with the arm’s length principle (Article 3.2.3). Where different transfer prices
are used for accounting and tax purposes, appropriate adjustments are required to ensure
that the determination of the GloBE Income reflects the correct valuation of intragroup
dealings139,

A complete exclusion is also provided for income derived from international shipping
activities (Article 3.3), including ancillary operations within defined limits. This
exemption reflects the longstanding practice under international tax law of shielding
maritime transport from corporate income taxation and ensures consistency with existing

international conventions.

After the GloBE Income of the constituent entities has been computed, it is essential to
bring in the concept of Net GloBE Income. This forms the denominator in the calculation
of the jurisdictional effective tax rate and forms a basis in identifying “excess profit” that
will be subjected to top-up tax after SBIE has been considered131.

Per Article 5.1.2 of the GloBE Rules, Net GloBE Income of a jurisdiction shall equal the
positive difference between the aggregate GloBE income and losses of all constituent
entities located in that jurisdiction for the same fiscal year. It can thus be concluded that
Net GloBE Income is equivalent to the algebraic sum of positive and negative income

components recorded by the group’s entities within the jurisdiction during the relevant

128 QECD, GloBE Model Rules, cit., Art. 3.2.7; G. Bizioli, Le Controlled Foreign Companies (CFC): evoluzione
normativa e intersezioni con il Pillar Two, Giuffre, Milano, 2023.

129 H. Pijl, Scope, Mergers and Demergers in the GloBE Rules, in Bulletin for International Taxation, IBFD, 2023.
130 QECD, GloBE Model Rules, cit., Art. 3.2.3.

131 M. Devereux - . Vella, “Implications of Pillar Two for Tax Competition”, Oxford CBT Working Paper, 2022
(pointing out that the Net GloBE Income concept underpins the calculation of “excess profit” before applying
SBIE).
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period. Where losses are equal to or greater than total income, there will be no Net GloBE
Income recognized; hence, there will be no jurisdictional ETR and a top-up tax for that
particular jurisdiction132.

Certain exclusions are expressly provided. In particular, the incomes or losses of
investment entities (Article 5.1.3) shall be disregarded for the purpose of the computation
of Net GloBE Income because such entities normally function as tax-neutral vehicles for
collective investments to which an additional layer of taxation should not be imposed.
Thus, Net GloBE Income is the primary tax base for purposes of computing both ETR and
the top-up tax thereby making sure that the levy will only apply to a positive net outcome

in every jurisdiction.

1.2.3 Covered and excluded taxes

One of the most relevant aspects in the calculation of the ETR is the correct identification
of taxes that qualify as "covered taxes". These taxes are the starting point for determining
the “adjusted covered taxes”, that is the taxes actually paid by a company within the
multinational group. Their correct identification is necessary to ensure that only relevant
taxes are included in the calculation of the ETR, avoiding distortions that could result in
the misapplication of the Top-up Tax.

The Pillar Two mechanism, regulated by the GloBE Rules, stipulates that only certain types
of taxes are considered relevant for the calculation of the ETR. The definition of “Covered
Taxes”, provided by Article 4.2 of the GloBE Rules, is aimed solely at the application of
these rules. This definition is broader than the usual notion of income taxes?33.

The focus of identification is on the underlying nature of the tax. Neither the name given
to the tax, nor the collection mechanism is relevant. The tax can be defined as a
compulsory, unpaid payment to government. The nature of the non-payment is
attributable to the fact that the benefits provided by the state are neither proportional nor

directly related to the payments made by the taxpayer.

132 S, Law, “Compliance with Global Minimum Tax Rules in the First Years - Application of the Transitional
CbCR Safe Harbour Rules”, Bulletin for International Taxation, IBFD, 2025.

133 OECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 4.2.2; M. De Wilde, Life after OECD Pillar
Two? Some Legal Challenges for Minimum Taxation, Edward Elgar, 2024 (noting that the concept of covered
taxes goes beyond the traditional definition of income tax).
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Consequently, revenue from specific privileges and services provided by the government,
as well as revenue from penalties and fines, are not considered taxes. The definition of
covered taxes includes four different categories:

1. Income and profits taxes

This category includes income taxes paid by the Constituent Entity in the jurisdiction in
that it operates. These taxes are directly related to income or profits generated by the
entity itself. Under certain circumstances, such specific taxes may be levied on profits
redistributed in the form of dividends. At the national level, IRES and IRAP are always
included134,

Income taxes are generally levied on a cash flow or value of money accrued by a taxpayer
during a specified period. Taxes regarded as income taxes for accounting purposes are
generally classified as covered taxes for GloBE purposes. This definition encompasses
taxes on the income of the constituent entity as well as those applied to the share of
income of another entity belonging to the Group in that an interest is held.

2. Taxes on distributed earnings

This category includes taxes on distributed profits imposed under an allowable
distribution tax system. Where entities are subject to taxation in the jurisdiction of the
Constituent Entity, such taxes are included in the calculation of covered taxes, as they
contribute directly to the determination of the entity's income.

3. Substitute taxes

Substitute taxes, that replace current income or profits taxes, may be considered relevant
for the purposes of this analysis. Substitute tax regimes, although less widespread, are
applied in various countries and offer an alternative option to conventional taxation
systems, often characterised by reduced rates or specific benefits.

This category includes taxes that, although not generally included in the definition of
income taxes, operate as substitutes. Examples are withholding taxes on interest, rent, and
royalty as well as any other taxes on categories of gross payments (such as insurance
premiums) to the extent they are imposed as a substitute for an income tax. Note that
taxes arising from the application of a subject-to-tax rule are included in the calculation.

4. Taxes on equity and retained earnings

134 G. Garbarino - G. Rolle, “Le imposte minime nazionali (QDMTT): un ribaltamento di prospettiva”, Fiscalita
& Commercio Internazionale, n. 12/2024 (explaining why IRES and IRAP fall squarely within the scope of
covered taxes).
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This category includes taxes levied on retained earnings and corporate equity, including
those based on multiple components of income and equity. Taxes on equity can be
regarded as a form of ex ante income tax, as equity is composed of retained earnings and
contributions from shareholders.

In the instance that all constituent elements of the definition of income or profit are
included in the context of the GloBE Rules, this particular tax is to be treated as a covered
tax. To avoid the introduction of complexity, in terms of distinction and separation,
between various components, where the tax is predominantly based on income, it is fully
included within covered taxes.135,

This choice reflects the assumption that such levies are functionally equivalent to an

income tax, since equity and retained earnings largely derive from accumulated profits13¢.

A major example of relevant taxes is those paid under Controlled Foreign Companies
legislation. This legislation allows that profits earned by controlled foreign entities can be
taxed in the parent company’s jurisdiction if certain conditions are met. In this case, taxes
paid under CFC legislation would be attributable to the relevant jurisdiction. One of the
most complicated aspects of the interaction between CFC rules and Pillar Two is that both
systems were designed to address low taxed foreign income, and therefore their
coordination is essential to ensure that there is neither double taxation nor gaps3’.

In accordance with Art. 4.2 of the Commentary, any overtaxes or surcharges of income
taxes are included in the calculation of the taxes covered. However, doubts remain as to
the relevance for GloBE purposes of taxes on extra profits.

In addition, income taxes that the entity would charge under Pillar I fall into this category.

Since Pillar I should be applied prior to the GloBE Rules, any income tax arising from the

135 OECD, Commentary to the GloBE Model Rules, cit., para. 4.2.6; A. Contrino, “La Global Minimum Tax e la
tassazione effettiva minima del 15%”, Rivista di Diritto Tributario, 2023.

136 QECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 4.2.6. The rationale for including equity-
based or retained earnings taxes within “covered taxes” is that they prevent an understatement of the
effective tax burden borne by enterprises. Some scholars, however, warn that in jurisdictions where equity
taxes pursue policy objectives different from profit taxation, their inclusion could introduce distortions in
the ETR calculation.

137 QECD, Administrative Guidance on the GloBE Rules, Paris, 2023, sec. 4.5; A. Trabucchi - S. Grilli,
“Interazioni tra la normativa CFC e il Pillar 2 (Parte II)”, Rivista della Guardia di Finanza, 2023 (highlighting
overlap between CFC regimes and GloBE rules).
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adjustments required by Pillar I will have to be included by the constituent entity in

determining the adjusted hedged taxes38.

Although the definition of covered taxes is broader overall than the conventional notion
of income taxes, all indirect taxes are not included in the calculation of the ETR. The main
types of excluded taxes for GloBE purposes are:

- Consumption taxes: including value added tax (VAT)

- Excise and other input taxes

- Digital services tax: calculated on gross revenues from the provision of such services

- Transactional taxes: stamp duty, ad valorem taxes and other taxes levied on specific
transactions

- Labour taxes: payroll taxes and other labour-based taxes, as well as social contributions
levied on employers based on employees' labour income

- Property taxes: taxes levied on the ownership of specific assets

These taxes, reflecting the principle of fiscal responsibility, are levied on consumption or
on specific services and goods, rather than on the income or profits of the enterprise. Their
exclusion is necessary in order to avoid over computation of taxes paid and to ensure that
the ETR accurately reflects only the taxation of the entity's profits139,

The exclusion of such levies reflects the principle that consumption, property or
transaction-based taxes do not represent a direct burden on business profits, and their
inclusion would artificially inflate the ETR140. Top-up taxes levied under the GloBE Rules
are expressly excluded from the concept of Covered Taxes. Inclusion of such taxes in the
calculation of adjusted Covered Taxes would result in an increase of the numerator of the
ETR, with possible consequences for its veracity. Similarly, Qualified Domestic Minimum

Top-up Taxes are also excluded!41.

138 S, Law, “Compliance with Global Minimum Tax Rules in the First Years - Application of the Transitional
CbCR Safe Harbour Rules”, Bulletin for International Taxation, IBFD, 2025.

139 E. Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022.

140 QECD, Commentary to the GloBE Model Rules, Paris, 2022, para. 4.3.1; F. Amatucci, La sovranita fiscale
nazionale, Giappichelli, Torino, 2022. The rationale for excluding indirect taxes such as VAT, excise duties or
property levies lies in the fact that they are economically borne by consumers or asset holders, rather than
directly linked to the net income of the enterprise. Including them would blur the distinction between profit-
based and consumption-based taxation, undermining the comparability of the ETR across jurisdictions.

141 OECD, Administrative Guidance on the GloBE Rules, cit., sec. 4.7 (clarifying exclusion of GloBE top-up taxes
and QDMTTs from the numerator of the ETR).
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Covered vs Excluded Taxes under GloBE Rules

Covered Taxes (Included in ETR) Excluded Taxes (Not Included in ETR)

Corporate income taxes (e.g., IRES, IRAP) VAT and consumption taxes

Taxes on distributed earnings Excise duties and stamp duties
Substitute taxes on income (e.g., WHT on royalties, interest) Payroll and labor contributions

Equity or retained earnings taxes Property taxes

CFC-attributed taxes Top-up taxes under GloBE/QDMTT rules

Figure 10: Covered vs Excluded Taxes under the GloBE Rules

1.2.4 Adjusted Covered Taxes

In accordance with the GloBE Rules, the calculation of GloBE income or loss is followed by
the determination of adjusted covered taxes. Chapter Four of the GloBE Rules explains the
mechanism for determining the amount of taxes associated with the GloBE income, that
is the numerator in the calculation of the effective tax rate.

Adjusted Covered Taxes originate from the identification of Covered Taxes, that are
subsequently modified through additions and reductions. The objective is to consider
certain hedged taxes that are not reported as current taxes on the face of the financial

statements, while excluding taxes not associated with portions of GlIoBE income or loss142,

The calculation of taxes begins with the current taxes accrued on the entity's accounting
profit, with reference to the covered taxes, to that specific adjustments are applied. Where
the current tax expense reported in the financial statements includes amounts accrued for
taxes other than covered taxes, those amounts should be excluded from the calculation of

ETR, even in the absence of a specific adjustment.

The determination of adjusted covered taxes requires a series of accounting modifications
designed to align the tax expense reported in the financial statements with the principles

of the GloBE Rules. These adjustments generally fall into three main categories. First,

142 OECD, Global Anti-Base Erosion (GloBE) Model Rules (Pillar Two), Paris, 2021, Art. 4.2; OECD, Commentary
to the GloBE Model Rules, Paris, 2022, para. 4.2.1.
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additions and reductions are applied to ensure that only those amounts which effectively
qualify as covered taxes are considered in the calculation. Secondly, temporary differences
are managed through the mechanism of the Total Deferred Tax Adjustment Amount, which
allows for the recognition of timing discrepancies between accounting and tax treatment.
Finally, special consideration is given to taxes that are recorded directly in equity or in the
other comprehensive income section!43. Where the related items of income or loss are
included in the computation of GloBE Income, the corresponding tax amounts must also
be reflected, even if they are not recognised as current or deferred taxes in the financial

statements.

Article 4.1.2 of the GloBE Rules provides for a number of additions to adjusted covered
taxes, aimed at ensuring that all relevant liabilities are properly taken into account. These
are mainly tax liabilities accrued as ordinary expenses and not as taxes in the financial
statements, which should therefore be readjusted with a corresponding modification to
the accounting result used in the calculation of GloBE Income. It is also in this place that
any amount of GloBE Loss Deferred Tax Asset is to be added when exercising the option
set out under Article 4.5, thereby replacing the mechanism for temporary differences.
Other inclusions involve amounts paid regarding uncertain tax positions as far as they
were previously treated as reductions and qualified refundable tax credits' reinstatement
when recorded as reductions of current taxes144.

Article 4.1.3 contains complementary provisions specific reductions of adjusted covered
taxes to ensure that the jurisdictional ETR reflects only taxes associated with GloBE
Income and that such taxes are actually paid within three years. These include, but are not
limited to, taxes relating to excluded income (for example, international shipping), non-
qualified refundable tax credits, refunds or credits not already reflected in the accounts,
amounts linked to uncertain tax positions where there is significant uncertainty about
future payment, and any current tax expense not settled within the prescribed three-year

period®4>,

143 C. Garbarino, A Critical Evaluation of the International Impact of the Global Minimum Tax, in International
Tax Studies, 2022.

144 QECD, GloBE Model Rules, cit., Art. 4.1.2; D. Schanz, Reducing Complexity and Compliance Costs: A
Simplification Safe Harbour for the Global Minimum Tax, Oxford CBT Blog, 2022.

145 P Arginelli - F. Reboli, Tax Credits and Pillar 2: An Assessment in the Light of the Upcoming Implementation
of the Global Minimum Tax, in Complexity and Sustainability in Megaprojects, Springer, Cham, 2024.
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Additional improvements are provided in Article 4.4 which governs the control of
temporary differences through the Total Deferred Tax Adjustment Amount. This setup
guarantees that timing variations between accounting and taxation do not misrepresent
the computation of the ETR, by allowing for the acknowledgment of deferred tax liabilities.
The standard for this computation is based on the amount of deferred tax expense
recorded in the financial statements, or, if the relevant rate is less than the 15 per cent
minimum, a recalculated amount using the minimum rate.

Article 4.5 also introduces an optional regime on GloBE loss permitting the creation of a
deferred tax asset at the minimum tax rate in respect of that jurisdiction to the extent net
GloBE loss is recorded in that jurisdiction. These assets can be carried forward and offset
against future profits of the same jurisdiction and when used will be added to covered
taxes for the relevant year4é,

The accurate determination of covered and adjusted covered taxes thus constitutes a
pivotal component in the effective implementation of the Pillar Two system. The
complexity of these mechanisms makes it essential to examine carefully the nature of each
tax and to apply the prescribed adjustment protocols consistently, thereby ensuring that
the jurisdictional ETR provides a faithful measure of the actual taxation borne by

multinational groups47.

1.2.5 The Substance-Based Income Exclusion

The SBIE represents a critical design feature of the GloBE Rules that acknowledges the
legitimate policy objective of providing tax incentives for real economic activities while
preventing the erosion of the tax base through artificial profit shifting arrangements. The
SBIE functions by leaving out of the top-up tax calculation an amount of income that is
equivalent to a deemed return on substantive business operations, as gauged by reference
to payroll expenses and the carrying amount of tangible assets within the jurisdiction.

This exception is both to limit compliance costs for groups with significant economic

146 S, Hebous - C. Hillier - A. Mengistu, Deciphering the GloBE in a Low-Tax Jurisdiction, IMF Working Paper
WP/24/64, 2024 (highlighting the role of loss deferred tax assets in ensuring stability and comparability of
ETR calculations).

147 F, Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022, (arguing that precise definition
of adjusted covered taxes is central to ensure the credibility and fairness of the GloBE regime).
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activities and to prevent the GloBE Rules from unintentionally penalize authorities for

offering sensible tax incentives for actual business investment148.

The economic theory that goes into the formulation of the SBIE mechanism recognizes
wage expenses and tangible assets as true indicators of actual economic activity, unlike
easily movable intangible assets whose location can be shifted for tax purposes. This
approach falls in line with the acknowledgment by OECD that some degree of tax
competition is part of a legitimate activity when it incentivizes real business investments
and job creation rather than pure artificial profit shiftingl4?. The exclusion mechanism
thus serves as an instrumental safeguard towards the unintended consequence of
imposing a penalty on those jurisdictions that offer competitive tax rates to attract actual

economic substance.

The SBIE calculation employs a formulaic approach that provides a standardized method

for determining the excluded income amount across all jurisdictions and entity types>0:

SBIE = (Payroll x 5%) + (Tangible Assets x 5%)

This formula establishes deemed returns of 5% on both payroll costs and tangible assets,
reflecting the policy judgment that these returns represent normal business profits that
should not be subject to minimum tax obligations. The selection of the 5% rate was
informed by empirical studies of average returns on business investment across OECD
countries, with the OECD acknowledging that this rate provides a conservative estimate
of normal business returns while ensuring that the minimum tax objective is not
undermined?>l. The rate is intentionally set at a level that excludes only routine returns,

ensuring that above normal profits remain subject to the minimum tax requirements,

148 QECD, GloBE Model Rules (Pillar Two), Paris, 2021, Art. 5.3; OECD, Commentary to the GloBE Model Rules,
Paris, 2022, para. 5.3.1 (explaining the rationale of the SBIE as an incentive-preserving mechanism).

149 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2021 (arguing that substance-based carve-outs recognise legitimate competition
for real investment).

150 M. S. Screpante, The Formulaic Approach to “Substance-Based Income Exclusion” Under Pillar Two: A
Genuine Shift in International Tax Policy?, in International Transfer Pricing Journal, n. 6/2024, IBFD.

151 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022. (noting the SBIE phase-in rates reflect policy trade-offs between
competitiveness and revenue protection).
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though the rate is subject to a transitional phase-in period which has higher percentages
in the initial years of implementation.

The payroll component of the SBIE calculation includes employee compensation costs,
including salaries, wages, benefits, and other forms of employee compensation, but
excludes independent contractor payments and other non-employee service costs152. The
calculation requires careful attention to the jurisdiction where the employees are located
and the services are performed, as the exclusion is only available for payroll costs
attributable to the relevant jurisdiction. Cross-border allocation issues take centre stage
when an employee works in several jurisdictions or wherever services across borders
need proper and thorough tracking of the geographic attribution of payroll cost.
Therefore, payroll costs must be allocated according to where the work was performed.
Jurisdictional attribution is essentially determined by the place where an employee is
physically present while performing the service, except in cases of short-term
assignments and remote working arrangements.

Tangible assets comprise property, plant and equipment used in the business, the net book
value of which is used for financial accounting purposes. Intangible assets and financial
assets, as well as all other items not pertaining to physical operations, are excluded.
Tangible assets are measured using the same accounting treatment applied by the entity,
particularly with regard to depreciation and valuation method>3. There are special
considerations for leased assets, where the right-of-use asset recognized under IFRS 16,
or equivalent standards qualifies for the tangible asset carve-out. This reflects the

substance over form principle that underlies the SBIE mechanism.154

152 V. ]. Perry, Pillar Two: tax competition in low-income countries and substance-based income exclusion,
Wiley, 2023.

153 M. Devereux - J. Paraknewitz - M. Simmler, Empirical evidence on the Global Minimum Tax: What is a
critical mass and how large is the Substance-Based Income Exclusion?, Oxford/Tiibingen Working Paper,
December 2022.

154 QECD, Commentary to the GloBE Model Rules, cit., para. 5.3.4; 1ASB, IFRS 16: Leases, London, 2016
(recognition of right-of-use assets).
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Substance-Based Income Exclusion (SBIE) - Example Calculation

Component Value (€) Deemed Return (%) SBIE Amount (€)
Payroll 10,000,000 5% 500,000
Tangible Assets 50,000,000 5% 2,500,000
Total SBIE Carve-Out 3,000,000 = 3,000,000

Figure 11: An example on how the SBIE mechanism functions

The amount (in this case €3 million) is exempt from the income subject to top-up tax
calculation in Jurisdiction A, effectively recognizing that this amount represents regular

income derived from substantial business activities.

The transitional introduction of the SBIE tax rate acknowledges that an immediate,
blanket exemption could create compliance issues and distort business decisions. The
higher tax rate in the initial years acts as a buffer, enabling taxpayers and tax authorities
to adapt to the new framework while still aiming for minimal taxation!55, This transition
period acknowledges that large companies require time to adapt their systems and
processes, and that tax authorities require time to develop guidance and enforcement
capabilities. Gradually reducing the exemption percentage ensures that the system
gradually becomes as stringent as intended.

The SBIE rules also contain anti-avoidance provisions designed to prevent taxpayers from
manipulating the calculation by inflating wage costs or assets without corresponding
economic activity 156, Tax exemption is only possible if relevant wage costs and tangible
assets can be clearly linked to business activities in the relevant jurisdiction.
Arrangements affected by these provisions include the payment of excessive

compensation, the transfer of employees to low-tax jurisdictions for no legitimate

155 V. . Perry, Pillar Two: tax competition in low-income countries and substance-based income exclusion,
Wiley, 2023.

156 M. S. Screpante, The Formulaic Approach to “Substance-Based Income Exclusion” Under Pillar Two: A
Genuine Shift in International Tax Policy?, in International Transfer Pricing Journal, n. 6 /2024, IBFD.
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business reason, and the holding of assets in jurisdictions where there are no relevant
business activities!'>?. To enforce these restrictions, the rules establish substance
requirements combining quantitative thresholds with a qualitative assessment of

business functions.

1.2.6 Safe Harbours and Simplified Compliance Options

The GloBE Rules incorporate multiple safe harbour provisions and simplified compliance
options designed to reduce the administrative burden on taxpayers and tax authorities
while maintaining the effectiveness of the minimum tax system158. These rules
acknowledge upfront that maximum application of computational requirements toward
achieving the objectives of the GloBE Rules would create disproportionate compliance
costs for entities clearly within the ambit while posing a low risk of base erosion and profit
shifting. This will lower detailed ETR calculation needs since safe harbour mechanisms
can provide alternative means through which minimum tax requirement compliances may
often be demonstrated under simplified calculations or presumptions.

The strategic importance of safe harbours extends beyond mere administrative
convenience, serving as a crucial mechanism for managing the global implementation of
Pillar 2 during the initial years when multinational enterprises and tax authorities are
adapting to the new requirements>. The provisions for safe harbour appreciate that the
pre-eminent objective of the GloBE Rules is to address profit shifting and base erosion and
not to introduce compliance burdens on entities demonstrably meeting minimum tax
standards through legitimate business operations.

The safe harbour provisions are constituted primarily by the Transitional CbCR Safe
Harbour and the QDMTT Safe Harbour. The GloBE Rules propose a permanent de minimis
exclusion under Art. 5.5 of the Model Rules, applicable when average GloBE revenue is
below €10M and average net GloBE income or loss is less than €1M for a three-year
period. This exclusion provides a presumption that a jurisdiction has met minimum tax

requirements and therefore detailed calculations for small operations would not often be

157 A. D. Nugroho - M. A. Brotoatmodjo, The Potential Trade Law Implications of the Implementation or Non-
Implementation of the Global Minimum Tax, in Bulletin for International Taxation, IBFD, 2025.

158 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022.

159 S. Kohart, Comments on Klaus Vogel Lecture 2024: The Future of Global Minimum Tax Enforcement, in
Bulletin for International Taxation, IBFD, 2025.
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required to determine whether they have met said requirements. A simplified ETR test
also allows taxpayers to use a streamlined calculation method that reduces the complexity
of certain adjustments and timing differences, providing a practical alternative for entities

with straightforward tax situations69,

Transitional CbCR Safe Harbour (2023-2026):

The transitional CbCR safe harbour represents the most significant compliance relief
available during the initial implementation phase. It provides multinational enterprises
with three alternative tests to demonstrate compliance.

The De Minimis Test applies when the jurisdiction has current year CbCR revenue of less
than €10 million and current year CbCR profit (or loss) before income tax of less than €1
million. Jurisdictions meeting these thresholds are deemed to present minimal risk of base
erosion and are excluded from detailed GloBE calculations for that fiscal year.

The Simplified ETR Test allows entities to use a simplified calculation of the effective tax
rate based on CbCR data by comparing covered taxes to adjusted profit figures. The test is
met if the simplified ETR meets or exceeds the transitional minimum rate (15% for fiscal
years beginning in 2023 and 2024, 16% in 2025, and 17% in 2026). This method avoids
much of the complexity of timing adjustments and other granular calculations that would
be required under the full GloBE framework.

The Routine Profits Test applies where the jurisdiction’s profit does not exceed a routine
return, which is determined as a percentage of employee costs and tangible assets. It
essentially operates as a safe harbour version of the SBIE mechanism.

The transitional CbCR safe harbour will cover fiscal years 2023-2026, allowing taxpayers
to use existing Country-by-Country Reporting data in demonstrating their threshold
minimum tax compliance, subject to specific conditions and limitations as prescribed¢l.
This contemplates a fact that changes in systems and processes which the full
implementation of the GloBE Rules would require may not immediately be achievable for
all taxpayers. A four-year window of gradual withdrawal from the CbCR safe harbour is

exactly what happens to create breathing space for multinational enterprises in

160 F, Manfredi - R. Rossi - S. Schiavello, “Prime riflessioni sui transitional safe harbours del Pillar 2 alla luce
delle linee guida OCSE e del D.Lgs. 207/2023", Rassegna Tributaria, 1/2024.

161 S, Law, “Compliance with Global Minimum Tax Rules in the First Years - Application of the Transitional
CbCR Safe Harbour Rules”, Bulletin for International Taxation, IBFD, 2025.
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developing the complex systems and processes needed for fully embracing GloBE,
meanwhile allowing tax authorities time to develop administrative guidance and
enforcement capacityl62. Such gradual removal of CbCR safe harbour ensures that entities
have adequate time to move under the full GloBE rules while keeping with the spirit of the

minimum tax system.

QDMTT Safe Harbour:

The QDMTT safe harbour represents a significant innovation in international tax
coordination, allowing jurisdictions to implement domestic minimum tax rules that
automatically satisfy the GloBE Rules requirements for that jurisdiction. The basic
strategic idea is that when a jurisdiction has implemented domestic top-up taxes
qualifying under the standards promulgated by the OECD, generally other jurisdictions
applying the GloBE Rules would not impose further top-up taxes on income arising in that
QDMTT jurisdiction. This can serve several policy purposes: it allows jurisdictions to have
autonomy in collecting such minimum taxes from incomes arising within their own
borders, reducing compliance costs on multinationals due to reduced double taxation as
well as creating incentives for minimum tax rule adoption. Thus, this QDMTT safe harbour
"opts out" the country from certain aspects of international enforcement under the GloBE

Rules by the equivalent domestic measures63,

Permanent Safe Harbours:

While the transitional safe harbours provide crucial relief during the initial
implementation period, the OECD has recognized the need for permanent safe harbour
mechanisms that will continue to operate after the transitional period expires. These
permanent safe harbours are expected to include refined versions of the de minimis test
and potentially new mechanisms based on experience gained during the transitional
period164. It is probable that the permanent safe harbours will continue to uphold the

underlying principle of providing compliance relief for low-risk situations. This will be

162 F, Manfredi - R. Rossi - S. Schiavello, “Prime riflessioni sui transitional safe harbours del Pillar 2 alla luce
delle linee guida OCSE e del D.Lgs. 207/2023", Rassegna Tributaria, 1/2024.

163 G, Garbarino - G. Rolle, “Le imposte minime nazionali (QDMTT): un ribaltamento di prospettiva”, Fiscalita
& Commercio Internazionale, n. 12/2024.

164 M. De Wilde, Life after OECD Pillar Two? Some Legal Challenges for Minimum Taxation, Edward Elgar,
2024.
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achieved whilst ensuring that the minimum tax objective is not undermined through the

implementation of artificial arrangements or aggressive interpretations6s,

The simplified compliance options extend beyond the formal safe harbour provisions to
include various administrative simplifications and presumptions that reduce the
compliance burden without compromising the integrity of the minimum tax system.
These include simplified methods for calculating certain adjustments, presumptions for
low-risk situations, and administrative procedures that streamline the filing and payment
requirements. Additional simplifications include standardized templates for information
reporting, presumptions for certain types of income and expenses, and coordinated filing
procedures that reduce duplicative reporting requirements across jurisdictions16t. These
administrative measures recognize that the success of the GloBE Rules depends not only
on technical accuracy but also on practical implementability by both taxpayers and tax

authorities.

The usefulness of such safe harbour provisions lies in their being carefully calibrated so
that they offer significant relief to taxpayers who are compliant while retaining necessary
protection against abuse. Provisions should be structured in a way that will be able to
legitimately identify real low risk situations and not provide room for taxpayers to
circumvent the minimum tax through artificial arrangements or by aggressive
interpretations of the conditions for safe harbour. The calibration of safe harbour
provisions requires continuous monitoring and adjustments based on implementation
experience to ensure that thresholds and conditions remain appropriate as changes occur
in the global tax environment. This is applicable dynamically since effective safe harbours
depend on their ability to differentiate between legitimate business arrangements and
abusive tax planning strategies, hence calling for periodic reviews of qualifying criteria

and operational procedures67.

165 QECD, Minimum Tax Implementation Handbook, cit.; M. De Wilde, Life after OECD Pillar Two? Some Legal
Challenges for Minimum Taxation, Edward Elgar, 2024, (discussing the possible evolution of safe harbours
after the transitional phase).

166 EPRS - European Parliamentary Research Service, Balancing on Two Pillars: Global Corporate Tax Reform,
Brussels, 2024.

167 QECD, Tax Certainty Framework and International Compliance Assurance Programme (ICAP), Paris, 2024,
p.- 19; E Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022, (arguing that the
effectiveness of simplification tools depends on continuous monitoring and refinement).
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1.2.7 Treatment of Digital Assets under GloBE Rules

Challenges are unique in the treatment of digital assets under the GloBE Rules. It reflects
how quickly digital business models have emerged and on what technical level traditional
tax notions are challenging to apply to new financial instruments and business
arrangements68, The recently introduced GloBE Rules are purportedly intersecting with
rapidly expanding digital assets, thereby becoming one of the most intricate and evolving
frontiers in international taxation, necessitating constant re-evaluation of established tax
principles. These rules have to deal with the classification, valuation, and jurisdictional
allocation of different kinds of digital assets that include but are not limited to
cryptocurrencies, non-fungible tokens (NFTs), digital securities, and other blockchain-
based assets falling outside regular categories for taxation.

The basic challenge that needs to be addressed about digital assets is the determination
of the proper treatment thereof for purposes of GloBE income and covered taxes. Digital
assets may be held for varied purposes, such as investment assets, inventory for trading
operations, or functional components of business operations; hence their treatment
under the GloBE Rules depends on classification and the nature of holding entity's
business activities6°. The value of digital assets changes with great volatility adds further
complexity in ETR calculation because huge amounts of unrealized gains or losses can
distort the relationship between income and taxes in a manner that does not reflect the
underlying economic substance of the business operations170 171,

The attribution of digital assets and related income to a particular jurisdiction presents
challenges under the jurisdiction-by-jurisdiction approach of the GloBE Rules. Structures
through which digital assets are held may involve several jurisdictions. Determination of
the appropriate jurisdiction for GloBE requires an analysis that considers legal ownership,
economic substance, and management of the assets. Most transactions in digital assets are

borderless; hence, in most cases, incomes as well as expenses are generated from

168 QECD, Bringing Tax Transparency to Crypto-Assets — An Update, OECD Publishing, Paris, 2024.

169 [MF, Taxing Cryptocurrencies, Working Paper WP /23 /143, Washington, 2023 (highlighting classification
challenges depending on whether crypto assets are held as investment, trading inventory, or functional
business assets).

170 QECD, Taxing Virtual Currencies: An Overview of Tax Treatments and Emerging Tax Policy Issues, Paris,
2022.

171 IMF, Taxing the Digital Economy: Policy Paper No. 2022/004, Washington, 2022.

68



activities that do not match with the classic understandings of source and residence
jurisdictions172 173,

The GloBE Rules have given particular direction with respect to certain aspects of digital
assets, but, considering the pace at which digital business models evolve, new issues keep
surfacing that require further clarification and interpretation. According to the OECD,
more guidance relating to digital assets will be made available as part of the ongoing
process of implementing the GloBE Rules and also as more experience is gained regarding
their actual operation.

The challenges of compliance about digital assets under the GloBE Rules are enormous
because they involve creating new systems and processes for tracking, valuing, and
reporting holdings as well as transactions of digital assets. Technically, challenges are
posed by the integration of digital asset data with traditional financial reporting systems
that may require substantial investment in new technology and expertise. he uncertainty
in regulation regarding digital assets across a large number of jurisdictions even makes
the compliance process more complicated since one has to comply not only with the
requirements under the GloBE Rules but also with an evolving regulatory landscape for
digital assets174.

The treatment of digital assets under the GloBE Rules also raises broader policy questions
about the appropriate scope and application of international tax rules in the digital
economyl’5, The challenge of ensuring that digital business models are subject to
appropriate levels of taxation while avoiding discrimination against innovative business
arrangements represents a continuing area of focus for international tax policy

development?76,

172 ], La Candia - E. Catinari, “Some Thoughts on the Treatment of Crypto Assets from an Italian Legal,
Accounting and Tax Perspective”, European Taxation, vol. 63, Issue 8, 2023 (discussing the difficulties of
allocating income from crypto-assets across jurisdictions, with reference to both Italian and EU
approaches).

173 R. Mason, “The Transformation of International Tax”, American Journal of International Law, 2022
(highlighting the mismatch between borderless digital activities and source/residence allocation rules).

174 C. H. ]. Panayi, Advanced Issues in International and European Tax Law, Hart Publishing, Oxford, 2015, ch.
8 (noting compliance difficulties from the intersection of evolving digital asset regulation and tax law).

175 M. Stewart, International Institutions in Global Tax Governance, in Journal of International Economic Law,
2025.

176 A, Avi-Yonah - F. Salaimi, “Minimum Taxation in the United States in the Context of GloBE”, Intertax, 2022
(linking digital taxation debates to broader reform of international tax sovereignty).
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1.3 Controversies and Criticisms of the GloBE Rules

Despite their stated objective of harmonising international taxation and preventing the
erosion of the tax base, the GloBE Rules have generated a wide range of controversies and
criticisms that call into question both their effectiveness and their fairness. Some
commentators have even suggested that Pillar Two may prove to be “much ado about next
to nothing”177, imposing significant compliance costs while ultimately yielding less
additional tax revenue than initially anticipated78.

One of the most frequently cited issues concerns the extraordinary complexity of the
framework. The need to interpret and apply a dense set of provisions, constantly
supplemented by new OECD clarifications, creates a heavy administrative burden for
multinational groups. This burden is particularly acute for medium sized enterprises and
for those operating in jurisdictions with limited administrative capacity. According to
several critics, the practical revenue gains may not justify the considerable compliance
costs introduced. The necessity to adjust the financial result according to specific GloBE
criteria further increases the difficulty, leading some practitioners to warn that the new
rules may generate “more complexity, confusion, and conflict” than they resolve.

A second line of criticism relates to the impact on tax sovereignty and competition.
Although the GloBE Rules formally allow states to maintain their own tax rates, the
obligation to levy a top-up tax on low taxed profits significantly restricts the use of fiscal
policy as an instrument of investment attraction. For some countries this constraint is
perceived as an undue interference with their fiscal autonomy. The debate is further
compounded by the issues that remain at question with respect to the so called
"transparent entities,” which arguably fall outside of the GloBE framework and thus raise
questions as to how consistent the provisions are with existing principles of international
taxation179.

Another problem that has been raised is the issue of differential treatment and inequity.
Since this is a matter of implementation across jurisdictions, the GloBE Rules may actually

result in distortions as well as new tax arbitrage opportunities being created. This is a risk

177 1. Roin, “Pillar Two: Much Ado About Next to Nothing?”, University of Chicago Law School, 2025.

178 Devereux, Vella, Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT Working Paper, 2022.

179 A. Turina - V. Chand - K. Romanovska, “Tax Treaty Obstacles in Implementing the Pillar Two Global
Minimum Tax Rules”, Bulletin for International Taxation, IBFD, 2022 (highlighting inconsistencies with
existing principles of international tax law regarding transparent entities).
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to which smaller economies, where foreign investment is predominant, seem to be most
exposed180. Designed originally as a backstop in truly exceptional cases, the UTPR might
prove inadequate if it were considered valid in most cases and would even more intensify

the problem of fairness and proportionality.

Another area of contention involves the interaction between the GloBE Rules and national
tax incentives. While the reform is expected to reduce tax competition based on statutory
rates, it does not prevent states from resorting to other forms of incentives, such as tax
credits or special deductions. Critics warn that this could trigger a new “race to the
bottom” centred on subsidies and fiscal benefits rather than headline rates, with
potentially negative consequences for global tax revenues. The challenge therefore is how
to ensure that such incentives are managed within the broader policy objectives of the

minimum tax181,

Finally, questions have been raised about dispute resolution. Unlike most international
agreements, the GloBE Rules do not provide for any specific mechanism to resolve
disputes between states that might arise in the implementation of the rules. In its absence,
uncertainty will continue as to how divergent interpretations are reconciled, thus
increasing risks of long-drawn-out disputes. In the absence of such binding mechanisms,
the effectiveness of the regime in the long run is doubtful since national courts and
domestic administrations remain the primary venues wherein complicated cross-border
issues are to be resolved.

In summary, while the GloBE Rules represent an important step towards greater
international tax coordination, they also give rise to serious concerns regarding their
complexity, their implications for tax sovereignty, their uneven application, and the
adequacy of their dispute resolution mechanisms. These shortcomings suggest that
further negotiations and refinements will be necessary if the system is to function in a fair

and sustainable manner.

180 M. De Wilde, Life after OECD Pillar Two? Some Legal Challenges for Minimum Taxation, Edward Elgar,
2024; M. Baraké - P--E. Chouc - T. Neef - G. Zucman, “Revenue Effects of the Global Minimum Tax under Pillar
Two”, Intertax, 2022 (noting that small economies relying on foreign investment face heightened risks).

181 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2021.

71



1.4 Overview of Italy’'s legislative approach to Pillar 2

[taly's strategy for the implementation of the GloBE Rules is a holistic legislative response
that balances the technical requirements of the OECD model with the specific
characteristics of the Italian tax system and administrative tradition. The Italian
implementation strategy is characterised by a systematic approach to the transposition of
international tax standards into domestic legislation. This approach is oriented towards
ensuring the coherence of the domestic legal framework with existing corporate tax
structures and administrative procedures. This approach demonstrates Italy's
commitment to multilateral tax cooperation while addressing the practical challenges of
implementing complex international tax rules within a mature domestic tax framework
that has historically emphasized detailed legislative specifications and administrative

certainty.

The Italian legislative framework for performing Pillar 2 has evolved through a very
articulated process that started from the transposition of the EU Minimum Tax Directive
and moved forward with the development of detailed administrative guidelines and
interpretative clarifications182 183, This approach is consistent with Italian legal tradition
in having comprehensive legislative frameworks supplemented by detailed administrative
implementation guidance, an approach intended to give taxpayers and tax authorities
clear operational parameters while being assured of compliance with international

commitments.

The Italian implementation also demonstrates the challenges faced by EU member states
in aligning global tax norms with their diverse national legal and administrative systems,
while maintaining the requisite uniformity for effective international coordination84. This
difficulty is manifested throughout the European Union, where the hope for a common
approach to Pillar 2 has encountered obstacles to unanimous consensus among member

states, resulting in staggered and variable national transpositions.

182 Decreto MEF 1° luglio 2024, Modalita di attuazione dell'imposta minima nazionale, in G.U. n. 162 del 12
luglio 2024; Agenzia delle Entrate, Provvedimento 30 aprile 2024 - Coordinamento con disciplina CFC (art.
167 TUIR) (introducing operational clarifications and links with pre-existing regimes).

183 KPMG, Italy: Guidance on substance-based income exclusion (SBIE) provisions under Pillar Two rules,
TaxNewsFlash, November 2024.

184 QECD, Economic Impact Assessment of the Global Minimum Tax, Paris, 2023 /2024.
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1.4.1 Transposition of the EU Minimum Tax Directive into Italian Law

[taly transposed the EU Minimum Tax Directive into national law through Legislative
Decree No. 209 of December 29, 2023, that established the legal framework for
introducing the I[IR and the QDMTT within the Italian tax code. This step was not the result
of an autonomous political initiative, but of the binding obligation imposed by a derivative
EU source, namely Council Directive (EU) 2022/2523, which Member States were
required to implement by the end of 2023. This legislative act is a major piece of the
international tax compliance strategy for Italy, because it brings into play essentially new
notions and methodologies of calculation that have little to do with the classic principles
of Italian corporate taxation!8>. The way these mechanisms are introduced, especially the
national minimum tax and related formal compliances, changes quite substantially what
has so far been the typical Italian tax environment!86. The decree amply demonstrates
how Italy has tried to transpose Pillar 2 according to EU requirements at the same time as
adapting the international framework to peculiarities in its legal and administrative

systems.

The legislative framework governing the implementation of the GloBE Rules is delineated
in the Legislative Decree, and its application extends to both domestic entities and
subsidiaries of foreign multinational enterprises operating within Italy.

The QDMTT and IIR, in addition to extant corporate tax compliance obligations, are thus
implemented in the Italian legislative context, and are designated imposta minima
domestica and imposta minima integrativa, respectively. Each of these has computational
rules and administrative procedures that have been tailored to the Italian legislative

context187,

The transposition process involved significant technical challenges in reconciling the
GloBE Rules' accounting-based approach with Italy's traditionally tax-focused corporate

income determination system. Italian corporate tax law has historically relied on detailed

185 Contrino, A., La concorrenza fiscale tra gli Stati nel contesto della governance economica europea, in
Rivista di Diritto Tributario, n. 11/2022.

186 E. Amatucci, La sovranita fiscale nazionale, Giappichelli, Torino, 2022.

187 G. Marinello, Sovranita e Global Minimum Tax, Pacini Editore, Pisa, 2024.
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statutory adjustments to financial accounting income, creating a complex system of fiscal
adjustments that must now be integrated with the GloBE Rules' emphasis on financial
accounting standards. The Legislative Decree addresses these challenges through specific
provisions that establish the relationship between Italian tax calculations and GloBE

computations, while maintaining the integrity of both systems.

The Legislative Decree also defines the institutional setup for the management of the new
minimum tax requirements, appointing the Agenzia delle Entrate as the authority
responsible for implementation and enforcement. The administrative burden is high
because this designation will require the Agenzia to acquire expertise in new areas that
include international financial reporting standards, complex multinational group
structures, and cross border coordination mechanisms which are different from its

experience in [talian tax administration88,

1.4.2 Initial interpretations and administrative guidance in Italy

In the Italian context, the implementation of the GloBE framework has been accompanied
by a gradual release of interpretive guidance, entrusted mainly to the Ministry of Economy
and Finance and the Agenzia delle Entrate. From 2024 onwards, a series of administrative
acts have progressively clarified specific aspects of the regime, although often only after
the rules had already entered into force. It thus has been seen as creating a variant of
catch-up compliance whereby binding obligations must be complied with in the absence
of timely guidance, then readjusted once clarifications do arrive.

The mostimportant measures implemented in Italy were the MEF decrees issued between
May and December 2024 regarding transitional safe harbours, mechanics of the
substance-based income exclusion and treatment of deferred taxation in the first years of
application. At the same time, the Agenzia delle Entrate issued certain provisions about
interaction with existing regimes, like the CFC rules, and filing requirements for GloBE

Information Returnl8? 190 Further guidance was also issued in early 2025 related to

188 Agenzia delle Entrate, Provvedimento 30 aprile 2024 - Coordinamento con disciplina CFC (art. 167 TUIR).
189 QECD, GloBE Information Return (GIR) XML Schema & User Guide, Paris, 2024-2025.
190 Deloitte, Italy - First filing requirements for GloBE Information Return (GIR), Tax News, 2025.
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notification obligations as well as exemptions from filing1°1, thus completing the initial
framework of interpretive rules.

The gradual release of this guidance, while useful in clarifying complex technical issues,
has significantly increased the compliance burden for multinational groups. Businesses
have often been required to collect and report the same data multiple times across
different periods, with limited certainty on the definitive interpretive approach to be
followed. This incremental process highlights both the challenges of aligning Pillar Two
with existing domestic rules on transfer pricing and CFCs, and the administrative
difficulties faced by Italy in adapting its tax system to the new global minimum tax

standard92.

1.4.3 Preliminary comparison with other EU Member States

[taly's GloBE Rules application strategy is readily comparable with strategies adopted by
other major EU member states in implementing the principal plan, which indicates
common challenges and specific national paths of adjustment of the international model
to their national legal and administrative frameworks193.

In comparison, this demonstrates a challenge to some degree in trying to ensure
harmonized application of international tax norms into heterogeneous national systems
while retaining the level of coordination required for effectively working global minimum
tax regimes. This complex background brings to the fore the remaining challenges in tax
competition within the European framework as member states, under common directives,
still weigh diverse national interests and tax systems in the implementation of global tax

reform?194,

Germany's implementation of the GloBE Rules through the Mindestbesteuerungsgesetz
(Minimum Tax Act) of December 2023 represents a comprehensive legislative approach
that emphasizes technical precision and detailed regulatory frameworks. There is

extensive computational guidance and detailed prescriptions for complex business

191 European Commission, Implementing Regulation on automatic exchange under DACY, Brussels, 7 July
2025.

192 A, Contrino, La concorrenza fiscale tra gli Stati nel contesto della governance economica europea, in Rivista
di Diritto Tributario, n. 11/2022.

193 Tax Foundation, Pillar Two Implementation in Europe, 2024, November 2024.

194 ], Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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structures in the German implementation. This has traditionally been typical of tax
legislation in Germany to ensure legal certainty while providing full coverage for all
potential scenarios that one may think of. The German approach contains specific
prescription rules on the treatment of German investment funds, real estate investment
structuring, and complex financing arrangements characteristic of the German financial

sector.

Ireland was another example of an alternative approach method. The 2023 amendments
to the Finance Act have established an implementation approach that prioritises practical
compliance. This pragmatic solution is technically aligned with the GloBE rules. The Irish
approach includes specific provisions designed to address the concerns of multinational
enterprises with significant Irish operations, including detailed guidance on the treatment
of intellectual property arrangements, transfer pricing adjustments, and the coordination
with Ireland's existing international tax provisions. The Irish application also
incorporates targeted safe harbour rules aimed at lowering compliance expenses for
smaller multinational groups without compromising the integrity of the minimum

taxation regimel9.

This comparative analysis has demonstrated that each process of implementing the EU
Minimum Tax Directive has been characterised by different factors for each of the three
Member States!96. The Italian approach is characterised by a detailed yet intricate and
complex support system. This system finds its roots in the Italian Civil Code, which is also

a fragmented body of law.

The preliminary experience with implementation across these member states suggests
that while the technical requirements of the GloBE Rules provide a common framework,
the practical implementation requires significant adaptation to national legal and
administrative systems. The coordination challenges arising from these different

approaches represent an ongoing area of focus for EU level coordination efforts, as the

195 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2021.

196 European Parliamentary Research Service (EPRS), Balancing on Two Pillars: Global Corporate Tax Reform,
Brussels, 2024.
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effectiveness of the global minimum tax system depends on consistent application across
all implementing jurisdictions197.

The comparative analysis also reveals the importance of ongoing coordination
mechanisms to ensure that national implementation differences do not create
opportunities for inconsistent treatment or regulatory arbitrage. The EU's commitment to
coordinated implementation through the Code of Conduct Group and other coordination
mechanisms represents a critical component of ensuring that the diversity of national

approaches does not undermine the overall effectiveness of the Pillar 2 framework198,

197 R, Avi-Yonah - N. Noked, Global Minimum Tax and the Future of International Taxation, SSRN, 2022.
198 Council of the European Union, Code of Conduct Group (Business Taxation) - Report to ECOFIN, Brussels,
2023.
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CHAPTER 2: IMPLEMENTATION CHALLENGES - EU AND ITALY

2.1 Structural Tensions and Emerging Asymmetries

This chapter addresses the second core research question of the thesis: What are the key
legal and administrative challenges arising from the implementation of Pillar Two within
the EU, and how do these manifest in the Italian context?

The present chapter will be developed using a comparative approach, incorporating
primary sources such as the EU Treaties, the OECD GloBE Model Rules and national
legislation. Secondary literature and professional commentary will also be included.

The two legislative acts on which the chapter is based are Council Directive (EU)
2022 /2253 and its Italian transposition, Legislative Decree No. 209/2023. The analysis of
these two acts, in conjunction with other relevant legislation, aims to highlight structural
weaknesses within the European context, with a particular focus on Italy, which are giving
rise to new asymmetries in a context of global evolution in the fiscal framework.

The chapter is divided into four closely connected parts. It begins with the legal and
institutional tensions at EU level provoked by how the GloBE rules challenge both the
coherence of the internal market and the operation of Union’s legislative process. Focus is
next shifted onto Italian administrative framework dynamics showing how regulatory
gaps and vagueness at Union level translate into burdens, delays and uncertainty at
national level1?°. The third section sheds light on Italy’s strategic response particularly its
adoption of QDMTT and redesigning tax incentives against a broader background cast by
industrial policy. The last part underlines first signs of divergence among Member States
accompanied by emergence of compliance-driven forms of tax competition thus setting

stage for forward-looking discussion developed in Chapter 3200,

The EU’s experience with the implementation of Pillar Two has already shown challenges
that extend well beyond short term technical frictions20l. They point to deeper, systemic

weaknesses rooted in the fragmented nature of EU tax governance and the complex

199 ] Sole 24 Ore (2024), Global Minimum Tax - Guida operativa alle novita fiscali del D.Lgs. 209/2023
(Riforma Fiscale/4, Feb.).

200 [MF (2023), International Corporate Tax Reform, Policy Paper No. 2023/001, Feb. 2023.

201 M. De Wilde, Life after OECD Pillar Two? Some Legal Challenges for Minimum Taxation, Edward Elgar,
2024.
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interaction between the OECD’s international framework and the Union’s legal order202
203, The adoption of Directive 2022 /2523, intended to ensure a uniform transposition of
the GloBE rules, has been shaped by constraints arising from primary EU law, by overlaps
with existing directives, and by a legislative process still bound by the unanimity rule,
which continues to limit effective and consistent fiscal coordination204. The practical
weight of these constraints is reflected in empirical findings: a March 2024 survey by
Deloitte reported that 70 % of large firms expect to incur annual compliance costs of at
least USD 500,000 for Pillar Two, with one in four anticipating costs above USD 1
million2%, In this light, the implementation process becomes a telling test case for
assessing the EU’s real capacity to address tax integration challenges in a coherent and
sustainable manner; bringing into focus not only the visible effects, but also the underlying
causes, from the lack of legal coherence to the institutional deadlock imposed by
unanimity and the structural limitations of the Union’s coordination mechanisms.

Council Directive (EU) 2022/2523 must be contextualised within the framework of the
OECD Inclusive Framework negotiations, on the one hand, and the EU's necessity for
maintaining coherence within its internal market, on the other. On 22 December 2021, the
European Commission presented a legislative proposal (COM(2021) 823 final)2%, which
was released just days after the OECD had published the definitive version of the GloBE
Model Rules. The legal basis selected was Article 115 TFEU, which authorises the Council
to adopt directives for the harmonisation of national provisions that are directly pertinent
to the functioning of the internal market. The process involved the application of this
designation by means of a special legislative procedure in which the Council acts
unanimously after having consulted with the European Parliament?07, The decision to
exercise the unanimity principle in this instance served to highlight the inherent
deficiencies in the institutional framework of EU tax governance. In the first part of 2022,
Poland was the first to take action and oppose the measure, justifying its position by

reference to the lack of progress in the Pillar One negotiations. Furthermore, the report

202 P, Pistone, Diritto tributario internazionale, Milano, 2022.

203 ], Englisch - J. Becker, Implementing an International Effective Minimum Tax in the EU, Working Paper No.
224, AK Wien, 2021.

204 A, Marinello, Sovranita dello Stato e Global Minimum Tax, Pisa, 2023.

205 Deloitte, Global Minimum Tax Survey 2024, March 2024.

206 European Commission, Proposal for a Council Directive on ensuring a global minimum level of taxation for
multinational groups in the Union, COM(2021) 823 final, Brussels, 22 December 2021.

207 ]. Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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highlighted concerns regarding legal certainty. Hungary subsequently followed a similar
course of action, expressing reservations regarding the proposed measure in terms of
competitiveness and fiscal autonomy:.

Following a period of several months without progress, which serves to emphasise the
limitations imposed by the unanimity rule on fiscal integration, an agreement was finally
reached in December 2022.

It is evident that, within the broader framework of the agreement, the QDMTT assumes a
pivotal role, along with other mechanisms.

This mechanism enables Member States to maintain their primary taxing rights. The
directive was adopted by the Council on 15 December 2022 (well beyond the date set by
the OECD), with Member States required to transpose the directive into their national laws

by 31 December 2023.

The period between the proposal and adoption of the directive was approximately one
year. In accordance with the standards stipulated by EU legislation, the duration of the
measure is notably brief. This can be attributed to two key factors: firstly, the necessity to
address pressing political concerns regarding the maintenance of international
credibility; and secondly, the demand to demonstrate leadership within the global tax
discourse. The preamble to the directive makes it clear that it is intended to be compatible
with EU primary law, particularly regarding fundamental freedoms. This serves to
establish alevel playing field in fulfilling the internal market208 209, This legislative history
constitutes essential background information against which friction with EU primary law

and Member States' fiscal sovereignty will be critically assessed later on.

2.1.1 Conflicts with EU primary Law: fundamental freedoms and the internal

market

One of the most delicate legal issues raised by the EU transposition of Pillar Two is the
possible tension between the GloBE rules, particularly the IIR and the UTPR, and the
fundamental freedoms guaranteed under the Treaty on the Functioning of the European
Union (TFEU). The most evident point of friction concerns the freedom of establishment,

set out in Articles 49 and 54 TFEU, which protects the right of companies from one

208 F. Amatucci, La sovranita fiscale nazionale, Giappichelli, Torino, 2022.
209 A, Marinello, Sovranita dello Stato e Global Minimum Tax, Pisa, 2023.
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Member State to establish subsidiaries or branches in another without undue
restriction?10. By reallocating taxing rights according to a group’s consolidated structure,
the UTPR could have the effect, at least in certain configurations, of penalising cross
border models that generate undertaxed profits in low tax EU jurisdictions. In practice,
this could discourage corporate structures that are otherwise perfectly legitimate under
EU law211,

Recent scholarship has gone further, warning that these risks are structural rather than
incidental?12. De Wilde (2024) take the view that all top-up tax variants embedded in the
EU version of the GloBE framework are inherently vulnerable to challenge?13.

Arginelli (2025) makes a similar point with specific reference to the UTPR214, In his view,
the rule, as currently transposed in several Member States, fails to distinguish effectively
between abusive arrangements and genuine commercial structures. This is precisely the
distinction required under the proportionality test set out in Cadbury Schweppes (C-
196/04).

CJEU case law offers further cautionary guidance. In SGI (C-311/08) and Marks & Spencer
(C-446/03), the Court emphasised that restrictions on cross border activity can only be
justified under strict conditions and must remain proportionate to their objectives.

It should also be noted, however, that the preamble to Council Directive (EU) 2022 /2523
expressly states that the rules are designed to be compatible with primary EU law,
including the fundamental freedoms, and to ensure a level playing field within the internal
market. This official position is likely to serve as a key reference point in any future
litigation, as Member States and EU institutions seek to reconcile the directive’s policy

objectives with Treaty level obligations?21>.

210 T. D. Magalhdes - A. Christians, “The Normative Shift in Corporate Tax Policy after GloBE”, World Tax
Journal, Vol. 17, No. 2, forthcoming 2025; SSRN Working Paper, 30 November 2024.

211 Shaheen, F. (2023), Is the UTPR a 100 Percent Tax on a Deemed Distribution?, Tax Notes, 16 Oct. 2023.
212 . F. Pinto Nogueira, “GloBE and EU Law: Assessing the Compatibility of the OECD’s Pillar Il Initiative with
EU Law and Implementing It within the Internal Market”, World Tax Journal, IBFD, 2020.

213 M. De Wilde, Life after OECD Pillar Two? Some Legal Challenges for Minimum Taxation, Edward Elgar
International Tax Law Series, 2024.

214 P, Arginelli, “Some Reflections on the Compatibility of the UTPR with EU Primary Law and with Double
Tax Treaties”, Rivista di Diritto Tributario, 1/2025.

215 C.H.]. Panayi, Advanced Issues in International and European Tax Law, Hart Publishing, 2015.
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2.1.2 Overlaps with secondary EU Law (ATAD & DAC)

In addition to the concerns associated with EU primary law, the implementation of Pillar
Two presents significant challenges in relation to existing secondary legislation in the field
of direct taxation. In the past decade, the European Union has adopted a comprehensive
set of anti-avoidance and transparency measures, most notably the Anti-Tax Avoidance
Directives (ATAD 1 and 2), the Directive on Administrative Cooperation (DAC 6 and DAC
7), and the CFC rules under Article 7 of ATAD 1. The measures have been meticulously
designed to address the issues of profit shifting and base erosion within the internal
market. Top-up taxes based on the GloBE will add another layer to this architecture and
further friction potential relating to, for example, hybrid mismatch rules, substance
requirements, and cross border information exchange?16 217,

These are not merely theoretical overlaps. For example, the CFC regime under ATAD uses
a "passive income" test and substance thresholds that do not match with the same metrics
under the GloBE methodology for determining GloBE Income and the SBIEZ218. This
indicates that the identical corporate structure has the potential to engender divergent
outcomes under the two regimes, thereby creating complications in both compliance and
enforcement. In a similar manner, the DAC 6 hallmark on "unilateral safe harbours" has
the potential to interact in ambiguous ways with the transitional provisions under Pillar
Two, thereby giving rise to questions regarding the scope of reporting obligations219,

The recent Council Directive (EU) 2025/872 adoption or rather DAC 9 adds yet another
layer to this already very complicated situation. The TTIR is meant to enable automatic
information sharing between Member State. But without total alignment with the OECD's
model of GloBE Information Return, it may result in duplicative filings if there does not
exist harmonized technical specifications and timelines?20.

The European Commission has acknowledged the risk of fragmentation in its impact

assessments and has announced a review of the ATAD framework for the fourth quarter

216 A. Trabucchi - S. Grilli, “Interazioni tra la normativa CFC e il Pillar 2 (Parte II)", Rivista della Guardia di
Finanza, 2023.

217 |.F. Pinto Nogueira, GloBE and EU Law: Assessing the Compatibility of the OECD’s Pillar II Initiative with EU
Law and Implementing It within the Internal Market, World Tax Journal, IBFD, 2020.

218 @G. Bizioli, Le Controlled Foreign Companies (CFC): evoluzione normativa e intersezioni con il Pillar Two,
Giuffre, Milano, 2023.

219 QECD, Administrative Guidance on the Global Anti-Base Erosion (GloBE) Rules (Pillar Two), Paris, 2023.
220 Council Directive (EU) 2025/872 of 14 April 2025 (DAC 9); OECD, GloBE Information Return (GIR) XML
Schema & User Guide, Paris, 2024-2025.
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of 2025221, This will specifically address any overlaps with the Pillar Two rules and the
European Commission has requested the relevant bodies to report on any such findings.
This review has the potential to provide an opportunity to rationalise the interaction
between the [IR/UTPR and existing anti-abuse measures. However, it should be noted that
the risk of interpretative divergence remains high until a binding coordination mechanism

is established.

2.1.3 Unanimity constraint and the QDMTT workaround

One of the most persistent structural constraints shaping the EU’s approach to Pillar Two
implementation is the requirement of unanimity in tax matters under Article 115 TFEU.
While political agreement is often achieved through complex negotiation processes, the
unanimity rule continues to operate as a structural bottleneck, delaying or diluting
substantive fiscal coordination. Adopting Council Directive (EU) 2022/2523 offers an
illustrative case in point, as it demonstrates how resistance from certain member states,
notably Poland and Hungary, initially stalled the process and was ultimately resolved in a
broader political bargain222 223, Delay happened for several reasons, not all strictly
confined to tax policy, which goes to show how an unanimity requirement can be used in
a strategy toward achieving concessions in other legislative areas. In theory, the Treaties
provide another avenue through the so called "passerelle clause" (Article 48(7) TEU) that
could replace unanimity with qualified majority voting. In practice, however, this has
never been applied in the taxation area due to its political sensitivity and because Member
States are reluctant when it comes to reducing their fiscal sovereignty?24,

From this perspective, the OECD’s GloBE framework offered a legal path that EU
jurisdictions could use to avoid possible deadlocks: the QDMTT?225, This rule was initially
created as part of efforts to strengthen source taxation by giving a country the chance to
“take” top-up tax before another state’s [IR or UTPR would come into play. However, its

purpose has taken on a new strategic role within the EU setting. Through passing a local

221V. Ceriani, EU Corporate Taxation in the Digital Era, CEPS-ECMI Task Force Report, Brussels, 2023.

222 Reuters (12 Dec 2022), Hungary lifts veto in broader deal (linking minimum tax with Ukraine aid &
funds); see also ITR/Euractiv on Poland’s earlier veto (Apr 2022).

223 ], Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.

224 European Parliament, Resolution of 11 July 2023 on passerelle clauses in EU decision-making.

225 R. Das, Qualified Domestic Minimum Top-Up Tax: Should Developing Countries Adopt It?, Bulletin for
International Taxation, IBFD, 2024.
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system matching with GloBE regulations, Member States can meet minimum tax
standards individually, without needing to wait for the EU lawmaking procedure to finish,
therefore keeping taxing rights and lowering risk from outside tax collection226,

The growth of QDMTTs on a national basis has undermined the EU's aspiration toward a
fully harmonized minimum tax regime. Though these taxes in question are, as a general
rule, consistent with OECD standards, the discretion left to member states regarding
scope, administration, and safe harbour provisions has led to breaking up the application
of the rules. This has, in turn, created a patchwork parallel yet not identical regimes.

The QDMTT experience shows, from a policy standpoint, both the resilience and
vulnerability of the EU tax governance model. It proved that in practice, legal asymmetries
could be applied to beat paralysis and safeguard domestic revenues in the short term. This
report brings back into focus an old problem: how to harmonize national sovereignty
when pursuing the objective of a unified internal market-European Commission itself has
identified this problem in its 2024 implementation report. The report cautions that too
much unilateral QDMTTs may diminish the perceived need for joint EU level instruments
while simultaneously undermining that very uniformity of application which was central

to the objectives of the original directive.

2.1.4 Timing mismatches & transitional risks

The time aspect of implementing Pillar Two has made worse the already existing
weaknesses in the EU’s tax coordination system. Even though the OECD GloBE Model
Rules provide for phased implementation (with the IIR effective from fiscal years
beginning in 2024 and UTPR delayed to 2025), Member States have shown very different
degrees of progress. Germany, the Netherlands, and Sweden started drafting national
legislation during the first half of 2023, in some instances by adopting framework laws

long before they were supposed to transpose the EU Directive227.

This fragmentation gave rise to a temporal asymmetry within the single market. At an
extremely practical level, during the interim period, multinational groups running

business operations across several EU legal jurisdictions might be dealing with different

226 C. Garbarino, A Critical Evaluation of the International Impact of the Global Minimum Tax, International
Tax Studies, 2022.

227 Federal Ministry of Finance (Germany), Mindestbesteuerungsgesetz (MinStG), Berlin, 2023; Netherlands,
Wetsvoorstel Wet minimumbelasting 2024 (Pijler 2), The Hague, 2023.
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legal frameworks, varying interpretive criteria, and applicable compliance cut-off dates.
The German administration had previously issued preliminary guidance (see for example
the November 2023 explanatory notes on the "Mindestbesteuerungsgesetz"). Other
administrations, such as the Italian one, did not enter 2024 having issued basic
operational instructions. The absence of harmonised administrative practices in this
critical phase not only increases the compliance burden for affected taxpayers but also
multiplies the risk of disputes, inconsistent interpretations, and even forum shopping?2s,
The one-year deferral of the UTPR, designed to allow administrations to build capacity,
has paradoxically opened a window for short term tax planning. In 2024, jurisdictions
with no IIR or QDMTT in place, or with delayed implementation, may become more
attractive for-profit allocation, a phenomenon sometimes referred to as “temporal
arbitrage” in the policy literature?29.

Ultimately, these mismatches show that the EU was not fully prepared to integrate a global
standard of this scale within its existing governance framework. The outcome is a system
that is formally coordinated through common rules but functionally asynchronous,
lacking not only uniform legal provisions but also a coherent, enforceable timeline for

their application.

2.1.5 Structural gaps and uniformity challenges

In this section of the thesis, it has been demonstrated that the challenges encountered in
the implementation of Pillar Two at the EU level are attributable to a deeply embedded
asymmetry within the Union's institutional and legal infrastructure.

The absence of a harmonised corporate tax base, the persistence of unanimity in fiscal
decision-making, and the coexistence of overlapping legal instruments without a central
interpretative authority mean that the implementation of Pillar Two is highly fragmented,
subject to significant delays and revisions.

The EU's own impact assessment for Directive 2022/2523 acknowledges the
consequences of this fragmentation in implementing the GloBE Rules, which result in
uncertainty and inconsistency, placing both administrations and taxpayers under greater

compliance burdens.

228 A, Lopo Martinez, “Global Taxation’s Price: Quantifying Pillar Two Damages in IIA Disputes”, Intertax,
2025.

229 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022.

85



What emerges is the portrait of a fiscal integration process that is largely reactive rather
than strategic. Member States have transposed the OECD’s standards into their domestic
law in order to meet external commitments, while simultaneously seeking to safeguard
national sovereignty, often through unilateral instruments such as the QDMTT. This
“patchwork harmonisation” stands in sharp contrast to the ambition of uniform
application that underpins the rationale of the internal market. The output of this process
is a montage of national regimes that, though apparently come from the same multilateral
template, differ in legislative architecture, timing, and interpretive clarity.

These structural gaps do not spread equally around the Union. Countries that have greater
administrative capacity joined by digital infrastructure and channels for the guidance of
taxpayers’ support, say the Netherlands or Germany, would be more prepared regarding
operational complexity to absorb Pillar Two. Clearly, other countries, notably Italy, amplify
challenges institutional weaknesses preexisting therein rather than what the substantive
rules actually detail. Such differences may undermine the level playing field which it was
intended to set up by means of the directive, with long term effects on investment
decisions and competitive dynamics in the single market230.

The subsequent section will examine the Italian case, demonstrating how EU-wide legal
and political constraints translate into tangible administrative strain and competitive

disadvantages at the national level231,

230 A, Nugroho - M. Brotoatmodjo, The Potential Trade Law Implications of the Implementation or Non-
Implementation of the Global Minimum Tax, in Bulletin for International Taxation, IBFD, 2025.

231 De Wilde, M.; Wisman, C., Why all top-up tax variants in the EU Pillar Two Directive collide with the EU’s
fundamental freedoms (and how to solve this), Kluwer International Tax Blog, June 2025.
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2.2 Italy’s administrative framework: Capacity gaps and implementation challenges

[taly's transposition of Pillar Two serves to illustrate how international and EU-level
complexity can amplify pre-existing domestic weaknesses. Though the formal deadline
set in Directive (EU) 2022/2523 has been observed by adopting Legislative Decree No.
209 of 27 December 2023, with its publication in the Gazzetta Ufficiale on the next day,
there is evidently much deeper procedural inadequacy. The decree comes after months of
administrative inertia as well as political uncertainty. It was also done without benefiting
from a structured public consultation that could have benchmarked those held in other
Member States.

In the Netherlands, The Ministry of Finance launched a public consultation on the draft
Wet minimumbelasting 2024 (Pijler 2) in mid-2023. Tax professionals, industry bodies, and
academics were all invited to send in detailed input. Germany also took a parallel path
whereby through business associations it channelled explanatory notes and preliminary
legislative drafts besides publishing official FAQs long before the legislation came into
force.

On the other hand, lack of preparation in Italy caused a lack of full framework circulars or
technical guidance even after formal adoption until late into 2024. The occurrence can be
attributed to two factors: first, the onset of political turbulence experienced in the latter
half of 2023; secondly, the absence of a structured public consultation process, a feature
that is utilised in other Member States. This is attributable to the limited administrative
preparedness exhibited by Agenzia delle Entrate, as evidenced by the absence of dedicated
task forces. Consequently, the implementation of the new regulations was forced to be
incorporated into pre-existing structures that were already facing the challenges of
significant reforms, such as the digitalisation of Value Added Tax (IVA) and the fulfilment
of DAC7 reporting obligations.

This, therefore, created an environment where uncertainty became the order of the day
for all the stakeholders involved, taxpayers, advisors, and even the Agenzia delle Entrate

having to experience it232.

232 Giuffre, De Jure - Commentario al D.Lgs. 209/2023, 2024.
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This is made more complex by the fact that OECD evolving administrative guidance does

not fully align with Italy's institutional framework?233.

The Inclusive Framework has been in the process of refining interpretive details through
periodic updates. Italy has not clarified how, or on what timeline, those refinements will
be adopted into domestic practice. This puts the Italian tax authority's approach in stark
contrast with other EU jurisdictions where dedicated Pillar Two task forces are already
functioning, and operational manuals and even illustrative examples have already been
issued to guide application?Z34,

In this context, the delay in providing interpretive tools should not be viewed as merely a
bureaucratic inconvenience; rather; it should be recognised as a substantive gap, thereby
undermining legal certainty and generating asymmetries in the application of the same

rules across the Union.

2.2.1 Compliance burden and asymmetric costs

A substantial compliance burden has been created for multinational enterprises subject
to the new top-up tax regime in Italy due to the absence of early administrative guidance
and a fully integrated reporting infrastructure. Though the GloBE framework depends on
a standard method of calculating the ETR, in practice, highly detailed consolidated as well
as jurisdiction specific financial data are required. This may include reconciling
accounting standards among different countries, making systems of tax and financial
reporting match one another, and creating breakdowns by jurisdiction which is very
difficult to accomplish without integrated IT systems?23>,

In Italy, due to the unavailability of any templates or dedicated calculation tools from the
side of the government, businesses heavily rely on very expensive external advisory
services and proprietary compliance platforms. This is because numerous multinational
groups still operate with fragmented accounting platforms and legacy software. Both
financial and operational implications are created by this reliance: hundreds of thousands

of euros are often spent on fees for specialised software licences and consultancy services

233 P, Arginelli - F. Reboli, Tax Credits and Pillar 2: An Assessment in the Light of the Upcoming Implementation
of the Global Minimum Tax, in Complexity and Sustainability in Megaprojects, Springer, Cham, 2024.

234 AA.VV,, Global Minimum Tax - Riforma Fiscale, 11 Sole 24 Ore, Milano, 2024.

235 OECD, The Global Minimum Tax and the Taxation of MNE Profit, OECD Taxation Working Papers No. 68,
2024.
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each year, alongside the need for dedicated in house resources to be allocated to manage
ongoing updates.

In Italy, costs are further increased by uncertainties on how the domestic QDMTT would
interact with the broader GloBE framework. Achieving that requires redesigning data
flows, enhancing internal controls, and reassessing group structures for many companies.
[t translates, again, into multi-year investments in tax technology and specialized
personnel. This creates competitive imbalances: while the EU wants to create a
harmonized minimum standard, firms operating in jurisdictions with administrations
that are more proactive and not bogged down in paper trails bear a comparatively lighter

compliance burden than their Italian counterparts.

2.2.2 Cooperation gaps and governance limits

[taly's implementation of Pillar Two is undermined by a deep-rooted institutional
weakness, in addition to the country's technical and financial constraints. This weakness
is most evident in the absence of a structured, cooperative model for engaging with
taxpayers.

In order to provide further clarification on this point, an example will now be cited.

In Ireland, the Co-operative Compliance Framework (CCF) facilitates the establishment of
well-structured and robust channels between authorities and taxpayers, enabling the
resolution of emerging issues and the provision of guidelines on filing. In the Netherlands,
Horizontal Monitoring plays a similar role. However, in Italy, administrative complexity
remains a significant challenge.

The so-called "collaborative compliance” regime is applicable to taxpayers whose revenue
exceeds the specified threshold (in 2024-2025, this amount is set at EUR 750 million, EUR
500 million in 2026-2027 and EUR 100 million from 2028). However, participation in this
regime imposes a considerable administrative and organisational burden, and its
accessibility is limited to a select number of companies?23¢ 237,

As of June 2025, the Agenzia delle Entrate had not published a comprehensive Pillar Two
FAQ or a dedicated "Pillar Two desk". The majority of operational clarifications were

released through MEF acts (see for example the 1 July 2024 decree on the national

236 Lio, M., Il potenziamento dell’adempimento collaborativo: qualche suggerimento per interventi in corsa, in
Rivista di Diritto Tributario, December 2023.

237 ANDAF, (Cooperative compliance - il punto di vista di chi c’é gia (onerosita amministrativa/operativa),
2024.
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QDMTT) and general institutional pages. The result is a guidance landscape that's not as

centralized as in other jurisdictions, providing less clarity to Italian taxpayers.

The effects are threefold. First, in the absence of a unified interpretive channel, the
probabilities of inconsistent applications by different offices increase. Second, the
litigation risk increases, particularly for subjective determinations (hybrid entity
classification, intragroup restructurings, SBIE). Third, this is exactly what feeds the notion
among Italian MNEs that domestic Pillar Two compliance is both more expensive and
legally riskier than anywhere else. International evidence supports the value of
cooperative-compliance instruments: the OECD shows these programmes and initiatives
like ICAP reduce uncertainty and help prevent disputes through early, multilateral
engagement, precisely the type of architecture that Italy has yet to embed in its Pillar Two

rollout?38,

2.2.3 Italy’s model under stress and the case for reform

The Italian situation shows very clearly that the problems caused by Pillar Two come from
more than just the complexity of the OECD framework. Rather, these challenges stem from
the manner in which complexity relates to a domestic tax system long characterized by
institutional inertia, late guidance, and piecemeal coordination. Though it made the
deadline for passing into law Directive (EU) 2022/2523 by adopting Legislative Decree
No. 209/2023 late December, readiness has been fully demonstrated by Italy’s
administrative apparatus. This is indicated in the country’s technical infrastructure
inadequacies and inability to supply consistent interpretive support to taxpayers.

[t is not just a problem of internal inefficiency but one that has real economic effects.
Multinationals with headquarters in Italy feel this pressure here more than in any other
Member State because ambiguity persists at the national level and due to harmonised
reporting channels, that are lacking?3°. It is important to note that such disadvantages are
not intrinsic. These are not natural disadvantages, they do not flow from inherent national
characteristics, they arise out of structural features of the Italian governance model which

remains substantially opaque and reactive in its legislative processes.

238 QECD, International Compliance Assurance Programme (ICAP) - Handbook 2023, Paris, 2023.
23911 Sole 24 Ore, Speciale Pillar 2: L'attuazione italiana e i nodi aperti, Milano, October 2023.

90



Other jurisdictions have approached Pillar Two as an opportunity to modernise their
interpretive practices, align administrative structures with OECD updates, and invest in
cooperative platforms.

[taly, on the other hand, seems to have taken the framework on as an external imposition,
handling it with only minimal compliance rather than strategic reform. This reliance on
reactive adaptation is made worse by the domestic legal structure. The Ministry of
Economy and Finance bears primary responsibility for bringing the QDMTT, IIR, and UTPR
provisions up to date in line with the guidance from OECD. This underscores that while
formal alignment is achieved, it further deepens reliance on external clarifications and
retards the consolidation of domestic practice.

In this sense, the Italian experience provides an unambiguous illustration of the way
structural gaps at the EU level, in terms of not having binding interpretive mechanisms
and maintaining fragmented timelines, can be amplified when channelled through a
national system that has limited administrative capacity. This translates into more
onerous compliance for businesses with a concomitant risk to the system itself in terms
of confidence falling away. Absent specifically targeted reform, what is on the cards for
[taly is not just being a laggard in terms of adopting international tax standards but also
being a structurally disadvantaged jurisdiction within the internal market.

Without targeted reforms, Italy risks being left behind in the process of catching up with
international tax standards but also holding a structural handicap inside the internal
market. An analysis of Germany, France, and the Netherlands above brings out that
fragmented implementation by Italy exposes its taxpayers to much greater uncertainty
and more onerous compliance obligations?240,

In the long run, such asymmetry could work against investment since firms will have to
take into account both statutory requirements and added costs that arise from
administrative opacity plus regulatory uncertainty.

The Italian case therefore illustrates how a formal transposition of OECD standards, when
unaccompanied by domestic reform and modernisation, may lead to a structural loss of
competitiveness inside the single market, weakening both fiscal sovereignty and

economic attractiveness.

240 ] Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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2.3 Strategic responses and competitive realignments

The QDMTT enables states that implement it to immediately capture the low-taxed profits
of multinational enterprises before the IIR or UTPR can be used by a foreign jurisdiction.
However, for this rule, as introduced by the OECD framework, to be effective, it must
adhere to strict criteria, as outlined in the Administrative Guidance. This ensures
compliance with the GloBE Rules.

From this standpoint, it is evident that Italy has demonstrated a notable degree of
responsiveness in its decision to implement the QDMTT, exhibiting a strategic vision
despite the aforementioned limitations in terms of administrative capacity.
Consequently, Italy can be regarded as one of the "early mover" jurisdictions, as evidenced
by the ratification of Legislative Decree No. 209/2023 towards the end of 2023. It aligns
with EU Directive 2022 /2523 and also with OECD standards.

The decision, which was both planned and implemented rapidly, was driven by Italy's
strategic objective of safeguarding its international reputation and credibility, in addition
to ensuring a secure share of future tax revenues.

In addition, this regulatory measure has effectively impeded other jurisdictions from
imposing the foreign top-up tax on subsidiaries located in Italy through the IIR.

Political discourse also supported this story by reaffirming Italy’s credibility within the
OECD Inclusive Framework and presenting the country as a cooperative partner in the
fight against profit shifting at the global level. The Ministry of Economy and Finance made
an explicit link between QDMTT and Italy’s aspiration to influence the emerging
international tax order. However, such external signalling contrasts with the predominant
domestic reluctance to undertake corporate tax reforms, especially regarding
inefficiencies in IRAP and IRES that have gone unaddressed for long.

From a fiscal perspective, the advance implementation of the QDMTT also carried clear
budgetary logic, thus it mattered?4l. Since qualified domestic top-up taxes take
precedence in Pillar Two over claims from abroad under IIR or UTPR, revenues that could
have been otherwise collected abroad were in fact ‘captured’ by Italy due to its early

adoption?42, This approach is very similar to other early adopters, for instance, France has

241 S, Beer - M. Coelho - S. Leduc, Measuring the Expected Effects of the Global Tax Reform, in Review of
Financial Studies, Vol. 36, No. 12, 2023.

242 G. Garbarino - G. Rolle, “Le imposte minime nazionali (QDMTT): un ribaltamento di prospettiva”, Fiscalita
& Commercio Internazionale, No. 12/2024.
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embedded the QDMTT into its 2024 Budget Law together with comprehensive
implementation guidelines; and Germany implemented a standalone minimum taxation
law accompanied by explanatory materials243.

This gap throws a paradox. Italy was quick to act for securing international alignment and
potential revenue gain without the institutional foundations that are later required to
manage the operational and compliance challenges. The QDMTT is at risk of becoming a
tool that is only partly realised. While it can assert fiscal sovereignty in principle, its ability

to do so in practice is limited by its administrative fragility244.

2.3.1 Domestic incentives and the QRTC dilemma

The R&D tax credit, together with the Transizione 4.0 package and the Patent Box, has for
quite some time been at the very centre of this country’s strategy in its pursuits to attract
high value economic activities. However, in recent times, with the advent of the global
minimum tax, there has been rising scepticism about their uninterrupted effectiveness
because of uncertainties pertaining to their treatment under the GloBE rules24s.

The core of the debate is the OECD’s differential treatment between qualified refundable
tax credits (QRTCs) and non-qualified credits. According to the February 2023
Administrative Guidance, a credit shall be qualified as QRTC if it is refundable within four
years irrespective of future tax liability of the taxpayer and supported by a transparent
budgetary allocation. Those credits that do not meet these requirements reduce Covered
Taxes with no increase in GloBE Income-therefore lowering the effective tax rate which
may result in a top-up tax.

While most Italian tax credits are, in theory, refundable, their actual operation often
involves complex offsetting mechanisms, lengthy processing times, and no statutory
guarantee on refund timing?24¢. This throws up a whole grey area as to whether they would

pass the OECD test. When Italy was transposing Directive (EU) 2022/2523, there were no

243 Ministére de '’Economie et des Finances (France), Projet de loi de finances 2024, Paris, 2023, Art. 123-
125; Federal Ministry of Finance (Germany), Mindestbesteuerungsgesetz (MinStG), Berlin, 2023.

244 A, Marinello, Sovranita dello Stato e Global Minimum Tax, Pisa, 2023; ]. Englisch - ]. Becker, Implementing
an International Effective Minimum Tax in the EU, AK Wien Working Paper No. 224, 2021.

245 Wolters Kluwer, BEPS Pillar 2 101: Exploring the OECD’s Pillar 2 global minimum tax impact on tax
incentives.

246 A, Persiani, “Revisione delle agevolazioni a favore dell'innovazione delle imprese e Direttiva Pillar II”,
Rassegna Tributaria, No. 1/2024.
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official lists or criteria from the tax authority to clarify which national incentives could be
treated as QRTCs. Firms and advisors had to work it out for themselves?247.

The consequences of inaction could be dire. If major schemes like the R&D credit or the
Patent Box were to be viewed as non-qualified, their worth to investors could drop, not
due to the fact that the underlying relief is quite effective but because it would
unintentionally lower the GloBE ETR and thus open room for more taxation This issue has
already led to proactive reforms in other areas: In order to ensure full compliance with
the QRTC criteria, the French government has recently made amendments to its own
Crédit d'impét recherche scheme. Meanwhile, the Republic of Ireland has adjusted its
refund timelines and administrative procedures in order to secure OECD recognition. The
European Commission’s Recommendation of 2 July 2025 on Tax Incentives to support the
Clean Industrial Deal encourages Member States to design their tax credit regimes in a
way that aligns with Pillar Two requirements, thereby safeguarding both fiscal policy
objectives and compliance under the Minimum Tax Directive.

[taly has not done likewise. So far, the only official acknowledgments have been delivered
in general terms within parliamentary debates without any concrete legislative and
administrative follow up. This contrasts markedly with those jurisdictions that moved
within a year after the OECD guidance to safeguard their incentives48. The absence of
timely intervention risks discouraging investment, especially in sectors where fiscal
predictability is crucial, and may also undermine the competitiveness of Italy’s incentive
framework in an increasingly transparent and compliance-driven international tax

environment.

A useful comparison can be drawn with Singapore, which in 2024 introduced a standalone
refundable credit referred to as the Refundable Investment Credit (RIC). This was created
to ensure conformity with the OECD’s QRTC framework?24%. Unused credits are refunded
in cash within four years. Unused credits are paid out in cash within four years at

differentiated support rates of 10%, 30%, or 50% depending on eligibility criteria and

247 P, Valente, “Imposta minima nazionale e fiscalita internazionale: I'ltalia tra adattamento normativo e
implicazioni operative”, Fiscalita & Commercio Internazionale, No. 5/2025.

248 | Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.

249 MOF Singapore, Budget 2024 - Annex C-1: Refundable Investment Credit (RIC), Singapore, 2024.
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thresholds being met by projects. That mechanism seeks to balance fiscal control with
investor certainty.

Even though the official numbers don't separate how much the RIC affects FDI, investment
signs have stayed strong: EDB shared that there was S$12.7bn in fixed asset investment
(FAI) promises for 2023, and FAI went up to S$13.5bn in 202425,

[taly does not yet have a defined QRTC mapping: as of 2024-25, no official list of credits
has been published as eligible for reimbursement under GloBE. Therefore, incentives like
Transizione 4.0 or the R&D credit may not be fully valued in the determination of ETR and
“top-up” tax. In the absence of clarity, Italy risks losing ground to jurisdictions that offer

compliant incentives and predictable administration.

2.3.2 SME spillovers and supply-chain effects

While Pillar Two is only formally relevant to multinational groups with consolidated
revenues above €750 million, its consequences are already being felt well beyond that
limit. In Italy, where the industrial fabric is made up of a lot of small and medium sized
enterprises that are connected to global value chains, the new regime has started to
change business practices in ways that policymakers did not expect. The GloBE rules are
more and more being applied to large groups by way of their own compliance
requirements that trickle down to smaller suppliers and contractors via contractual
clauses, enhanced due diligence, and more intrusive documentation requests. What comes
out is a form of private regulation: commitments that have no immediate lawful
foundation but that carry very real monetary consequences.

From this perspective, Italy appears to be in a precarious situation.

The Italian economy is, in fact, characterised by the prevalence of small regional clusters
and SMEs.

Family-run businesses in niche sectors frequently encounter limitations in their capacity
to meet the in-house legal, reporting and administrative expertise and IT systems
requirements of their multinational clients. This shortcoming would place a greater

economic burden on these players in the Italian economy?>51.

250 The RIC illustrates a “compliance-driven” incentive: by guaranteeing refund within four years and
embedding fiscal safeguards, Singapore secures both OECD conformity and investor confidence, whereas
Italy’s inaction exposes firms to uncertainty and possible effective tax increases.

251 M. Screpante, “The Formulaic Approach to Substance-Based Income Exclusion under Pillar Two: A
Genuine Shift in International Tax Policy?”, Bulletin for International Taxation, IBFD, 2024.
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This burden is increased by an asymmetry of information. Unlike large groups, small and
medium-sized enterprises usually lack access to specialised tax advice and dedicated
compliance teams. This issue is most evident in regions that are highly export-oriented
regions such as Emilia-Romagna and Lombardy, where firms supply capital goods,
automotive components and precision machinery to multinationals abroad. Without
targeted guidance from the tax authority, compliance costs can have a disproportionate
impact on operators with the fewest resources2>2,

Some Member States have acted to limit such spillovers253. Ireland and the Netherlands
have made official declarations reiterating that entities outside the legal scope of Pillar
Two are not subject to its obligations, urging covered MNEs not to impose unnecessary
reporting on their SME partners. The Italian tax authority has not made a similar
expression. In such silence, there can be “gold-plating” in supply chains wherein
requirements more stringent than what the law demands are imposed by multinationals
as a means of protection for themselves when there is uncertainty arising from the
absence of national guidance.

This is not an issue that is central to Italy alone. Similar concerns have been echoed by
SME associations in Spain and Portugal and some Eastern European countries. In the
absence of EU-level coordination, Pillar Two may exacerbate the competitive imbalances
within the single market. The risk here relates to a two-tier system fruition in those areas
when administrative capacity happens to be low. Where companies are well-resourced, it
becomes a simple matter for them to comply with new rules on the table; meanwhile, on
somewhat smaller businesses, it accrues as an added cost that must be borne by them to

stay anywhere near the value chains supporting them?254,

2.3.3 Litigation risk and the rise of “certainty arbitrage”

Early signs of legal uncertainty and interpretive fragmentation are already being

generated by the uneven roll-out of Pillar Two across EU Member States, particularly in

252 EIE, European Small Business Finance Outlook 2024/25 - resource constraints & higher compliance costs
for SMEs.

253 M. Keen, L. Liu, H. Pallan, International Tax Spillovers and Tangible Investment, With Implications for the
Global Minimum Tax, IMF Working Paper WP/23/159, Fiscal Affairs Department, International Monetary
Fund, Washington, D.C., August 2023.

254 SMEunited, SME Barometer - Spring 2025 - pressures on SMEs in supply chains of global players and
competitiveness.
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those areas where national discretion meets the open-ended language of OECD guidance.
One immediate consequence is the increased risk of tax litigation. If there is no EU
authority to interpret things centrally, and no binding process for resolving disputes at an
OECD level, then the different ways in which Member States apply core concepts, like
GloBE Income, Covered Taxes, or the SBIE, will create a situation where legal disputes are
likely to arise2°>. In Italy, since administrative doctrine remains fragmented and not
obligatory, the emergence of informal disputes with the Agenzia delle Entrate has already
been reported by tax professionals over the classification of certain tax credits and hybrid
entities under Legislative Decree No. 209/2023.

Multinational groups have meanwhile begun to restructure their organizations in
response to such divergences. The striking feature of the emerging trend is a new form of
regulatory arbitrage, the objective of which is not so much a reduction in nominal tax
liabilities as minimization of legal uncertainty, audit risk, and inconsistent enforcement256.
Jurisdictions like Ireland, Luxembourg and the Netherlands are becoming known as places
where not only is tax efficiency important, but compliance too. This is because they were
among the first to issue detailed, public guidance on Pillar Two. These are environments
where companies can predict administrative behaviour more accurately, leading to a
reduction in the likelihood of disputes and unexpected financial obligations.

Conversely, this results in the emergence of a distinct phenomenon of forum shopping.
Competition would therefore shift from statutory rates to the implementation of various
jurisdictions from a legal and administrative point of view. This situation would thus
favour developed countries already in possession of well-developed administrative
structures.

This would contradict the fundamental principle underlying the conception of the Globe
framework, namely the harmonisation of effective tax rates.257.

Structurally, the EU’s lack of harmonised enforcement mechanisms and the limited
horizontal coordination among national tax authorities increase the chances of double
taxation, divergent interpretations, and prolonged litigation. Although the OECD’s

Inclusive Framework provides technical guidance and peer review, these instruments

255 EPRS, Balancing on two pillars: The global corporate tax reform (June 2024) - implementation challenges
and dispute risks.

256 S, Shay - C. Fleming, Coordinating Pillar 2 with the U.S. GILTI Regime, Tax Notes International, 2023.

257 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022.
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have no binding force. Within the EU, this gap is particularly problematic: disputes will
often have to be resolved by national courts and, in some cases, escalated to the CJEU. Such
cases could, in turn, produce further fragmentation in jurisprudence, with potentially
significant implications for the coherence of the EU’s internal market2°8. In this sense, the
challenges posed by Pillar Two are not only fiscal and administrative, but they also touch

on the constitutional balance of the Union’s legal order in the field of corporate taxation.

2.3.4 The transatlantic fault line: GILTI vs IIR

Pillar Two is often presented as a landmark in multilateral tax cooperation, but it has also
exposed ongoing structural and geopolitical tensions between the European Union and
the United States. The focal point of these tensions can be identified as the manner in
which the US's GILTI regime is addressed. Washington has been insistent that GILTI should
be regarded as being equivalent to the OECD's IIR. However, the Inclusive Framework has
not yet granted it "qualified IIR" status, mainly because GILTI is applied on a combined
global basis, bringing together income and taxes from different legal authorities, whereas
the GloBE rules demand a jurisdiction-by-jurisdiction calculation. This difference in
structure is not some technical detail. It goes to the very heart of the comparability
standard that sits beneath Pillar Two2>°.

The lack of recognition takes on a real-world dimension. Should GILTI not fall within the
embrace of equivalence, EU Member States are at liberty to impose either their own
version of an [IR or alternatively a UTPR for the foreign profits of US based multinationals.
That could well translate into further tax liabilities across Europe atop US GILTI
impositions260, From the perspective of the United States, this has the potential to result
in dual taxation and may encourage corporate restructurings with the objective of
reallocating profit streams into jurisdictions that offer either bilateral treaty protection or
more favourable administrative interpretations26l. The challenge is made greater by the

fact that the United States has not formally implemented the GloBE framework and that

258 P, Pistone, Diritto tributario internazionale, Milano, 2022.

259 S, Shay - C. Fleming, Coordinating Pillar 2 with the U.S. GILTI Regime, Tax Notes International, 2023.

260 Congressional Research Service, The Pillar 2 Global Minimum Tax: Implications for U.S. Tax Policy, Report
R47174, Washington D.C., Updated 2024.

261 .S. Department of the Treasury, General Explanations of the Administration’s Fiscal Year 2024 Revenue
Proposals (Green Book), Washington D.C., 2023.
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there is no binding bilateral or multilateral mechanism to ensure symmetrical application
or to efficiently resolve disputes262.

From a policy standpoint, these unresolved differences have the potential to affect broader
transatlantic relations. The imposition of supplementary taxes by the European Union, a
policy which is regarded by major US technology and pharmaceutical companies as being
applied unilaterally, has the potential to elevate the issue of taxation beyond the domain
of tax diplomacy and into the sphere of trade politics263.

In strategic terms, the lack of formal coordination between Brussels and Washington
introduces a fresh axis of fragmentation in the global tax order. Whether Pillar Two can
achieve its stated objectives of fairness, simplicity, and global consistency will depend not
only on harmonising approaches within Europe, but also on bridging the gap with the
United States264. Without such convergence, the very instrument designed to reduce
competition and disputes could become a new source of structural friction between two

of the world’s largest economies.

2.3.5 Compliance competition: the new battleground

It has been demonstrated by the implementation of Pillar Two that a change in the nature
of tax competition has occurred. In the present context, the pursuit of administrative
efficiency, legal certainty, and clarity in domestic interpretative guidelines has become a
strategic focus for jurisdictions seeking to enhance their competitive advantage. There is
therefore a new brand of competition not on the nominal tax rates but on the quality of
state implementation and compliance frameworks.

Ireland is giving the first example: after Finance Act 2023, in practice, detailed guidance
by the competent authority followed in Q2 2024 that sets out mechanics of IR and QDMTT
and clarifies operation of the transitional safe harbours.

The Netherland’s route differed but proved equally effective with developing a specific
Minimum Tax portal where scope, obligations, and links for in-scope groups are
consolidated. This has given clarity upfront and reduced uncertainty for taxpayers.

On the other hand, Italy has implemented QDMTT through MEF decree of 1 July 2024 but

so far without an advanced portal or a single set of guidelines. The interpretative material

262 CRS (2023), The Pillar Two Global Minimum Tax: Implications for U.S. Multinational.
263 F. Amatucci, La sovranita fiscale internazionale, Giappichelli, Torino, 2022.
264 [,.T. Muchimbidzi, Interaction of OECD Pillar Two Rules with the U.S. GILTI and FDII Regimes, SSRN, 2025.
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is still scattered among circulars, decrees and notes thereby creating a less predictable
environment for businesses.

In this context, a jurisdiction’s attractiveness now depends less on nominal rates than on
transparency, consistency and speed in applying the rules. As Pillar Two matures, those
Member States that combine formal alignment with operational competence will gain an
edge, while others risk being left behind, burdened by complexity, mistrust and the
implicit “surcharge” of higher compliance costs26>. Transitional and permanent safe-
harbour mechanics in the OECD guidance may cushion some burdens, but they also
reward administrations that implement them clearly and promptly?26é,

Compliance quality will be the new battleground for multinational investment. This
fundamental shift in the nature of tax competition will have and already has significant
implications for both intra-EU competitive dynamics and broader transatlantic

coordination challenges, as explored in the following sections.

265 (. A. Autuori, Global Minimum Tax, tra esperienze comparate e teoria dei giochi, in Tax News - Evidenza,
28 febbraio 2025.

266 [BFD, Consistency versus Gold Plating: The EU Approach to Implementing the OECD Pillar Two,
Bulletin/Report (2024).
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CHAPTER 3 - FUTURE PROSPECTS OF THE GLOBAL MINIMUM TAX

3.1 Framing the future debate on the Global Minimum Tax

The third chapter shifts the focus away from technical and administrative aspects of the
implementation of the GloBE Rules and focuses on a much broader perspective that goes
to issues of long-term sustainability and systemic challenges for the international tax
order. Having considered aspects of operational design and early implementation at both
EU and national level in the first two chapters, this chapter takes up what is essentially a
forward-looking dimension: how the global minimum tax is likely to evolve, what forms of
competition it may generate, and in what geopolitical tensions its trajectory may be
embedded.

The rollout of a global minimum effective tax rate has, in the main, been talked up as a
historic change in international fiscal governance2¢’. However, doubts remain about
whether it can be sustained?2¢8. I[ts enforcement is uneven across jurisdictions and depends
on an intricate amalgam of administrative guidance, peer review mechanisms, and
domestic legislative transpositions26°. Even within the European Union where a Directive
purported to ensure uniform application.

Apart from technical implementation, the very efficacy of the system will also largely
depend on the degree to which states are willing to cooperate both in its enforcement and
by refraining from unilateral deviations. Academics and policymakers warn that, in the
absence of a binding supranational dispute resolution framework, fragmentation, and
litigation are what we might have?’0 271, What’s more is that while statutory tax rate
competition can be restrained by the minimum threshold, new forms of rivalry are already

burgeoning in subsidies, tax credits, and administrative efficiency?272.

267 . A. Autuori, Global Minimum Tax, tra esperienze comparate e teoria dei giochi, in Tax News - Evidenza,
28 febbraio 2025.

268 Cfr. R. Gomez Cram - M. Olbert, Measuring the Expected Effects of the Global Tax Reform, SSRN Working
Paper, 20 March 2023, forthcoming in Review of Financial Studies.

269 IMF, International Corporate Tax Reform, Policy Paper No. 2023/001, Washington D.C., 2023.

270 R, Tomassini, F. De Rosa, “Uncertainties Hold Back Achievement of OECD Pillar 2 Goals”, Intertax, 2023.
271 G.F. Patti, “Interpretative Issues Arising from the Definitions of Permanent Establishments under the
GloBE Model Rules”, Bulletin for International Taxation, IBFD, 2024.

272 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42(2), 2020.
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The debate is not exclusive to advanced economies. Developing countries are also at the
high stake as they typically use fiscal incentives for attracting foreign investments. They
are at particular risks of marginalisation?’3. For them, unless there are specific
mechanisms through which the global minimum tax revenues can be channelled to
adequately address their distributional imbalances and capacity constraints, the reform
may appear largely skewed towards developed countries274.

[taly should also be viewed in this broader context. Having placed itself among the first
movers by Legislative Decree No. 209/2023, it must now harmonize domestic incentives
and administrative habits with an international framework that is progressively taking on
sharper dimensions. Whether its strategy proves sustainable will depend on, inter alia,
whether the global minimum tax solidifies into a coherent regime or rather falls apart

under competing national interests and unaddressed structural tensions?275.

273 B.F. Liotti, ].W. Ndubai, R. Wamuyu, 1. Lazarov, ]. Owens, “The Treatment of Tax Incentives under Pillar
Two”, Transnational Corporations, vol. 30, no. 2, 2022. The study shows how SEZs, IP boxes, and tax holidays
are particularly threatened by the new minimum tax.

274 ], Chen, W. Chow, “Global Minimum Tax Reform and the Future of Tax Competition”, Bulletin for
International Taxation, IBFD, August 2023.

275 M. Devereux, ]. Vella, H. Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford University Centre
for Business Taxation, Draft of 26 August 2022.
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3.2 Global enforcement challenges and early experiences

The first round of minimum tax implementation globally has revealed that enforcement is
not only administrative but also bears limitations at the level of institutions. What was
initially conceived as a uniform regime anchored by one threshold for the effective tax rate
has, in reality, depended on soft-law instruments, including administrative guidance, peer
review, and safe harbours, and national transpositions that are very divergent across
jurisdictions?76, Therefore, what looks like a formally standardized framework is in
substance heterogeneous, with very important implications for legal certainty,
administrative capacity, and cross-border coordination.

A key challenge pertains to the compliance process. The regime necessitates jurisdiction-
by-jurisdiction calculations, beginning from consolidated financial accounts, and
encompasses extensive deferred-tax adjustments, in conjunction with meticulous
reconciliation of tax, financial and ERP data. Many groups have been obliged to establish
parallel reporting systems capable of generating GloBE-specific ledgers. These systems
facilitate the tracking of timing differences and the mapping of domestic tax positions to
the common definitions of covered and adjusted covered taxes. Preliminary corporate
reports and professional surveys indicate that there are significant initial costs associated
with the establishment of new enterprises. These costs are largely dependent on external
software and specialist teams that are established exclusively to manage the recurrent
updates of OECD guidance. These costs are not distributed evenly: jurisdictions that
issued early templates, portals and FAQs helped reduce the initial burden, whereas others
left taxpayers more reliant on private solutions and consequently facing higher
compliance costs.

A further structural weakness can be identified in the absence of a binding supranational
adjudicator. The regime is dependent on continuously updated guidance; however; it relies
mainly on peer review and voluntary convergence to ensure a consistent interpretation.
As demonstrated by comparative commentary, whilst the aforementioned mechanisms
have the capacity to promote alignment, they are unable to prevent divergent domestic

readings, for instance with regard to the treatment of refundable credits, the interaction

276 QECD, The Global Minimum Tax and the Taxation of MNE Profit, OECD Taxation Working Papers No. 68,
Paris, 2024. The study highlights that while the regime is designed as a uniform standard, in practice its
implementation depends heavily on domestic transpositions and administrative guidance, producing
substantive heterogeneity.
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with controlled foreign company rules, and the scope of qualified domestic minimum
taxes. In the absence of a mandatory dispute resolution process, these differences risk
crystallising into litigation, leaving taxpayers to navigate conflicting interpretations until
courts, or in the EU, the Court of Justice, intervene?77 278,

Another problem has to do with the uneven way in which transitional relief and safe
harbours have been brought in. Temporary safe harbours based on CbCR data lower
compliance burdens in the first years, but they also create asymmetries?27°.

Groups that met the relevant criteria in some jurisdictions were allowed to defer full
calculations, while affiliates in other countries were already subject to the complete
regime. This discrepancy undermines comparability of results at the group level280,

At the same time, the QDMTT, despite its original conception as a mechanism to ensure
the taxation rights of the source country, has been implemented with differing options
regarding elections, filing calendars and verification procedures. It is evident that the
overall effect of the present situation is a fragmented set of domestic minimum tax rules,
which, while similar in intent, diverge in practice. This has a significant influence on the
location of residual top-up tax collection and the manner in which audits are conducted?281.
The EU minimum tax directive was established with the aim of achieving legal coherence.
However, it was not until the conclusion of protracted political negotiations, largely
constrained by the requirement of unanimity, that formal alignment was finally achieved.
Member States transposed the regime alongside existing instruments such as ATAD and
DAC, generating overlaps. The existing literature highlights several issues, including the
challenges of classifying hybrid mismatches, the interaction between CFC inclusions and
GloBE computations, and the discordance between reporting deadlines and GloBE
information return deadlines. The provision of national guidance in a timely manner,
typically through portals, FAQs or working groups, has been demonstrated to result in a

reduction in the number of disputes and a more clearly defined audit expectation. In

277 G. Marino, “Le controversie e le modalita di risoluzione delle stesse”, in T. Di Tanno (ed.), Global Minimum
Tax - Riforma Fiscale/4,11 Sole 24 Ore, Milan, 2024. Marino notes that the absence of a binding supranational
adjudicator and the reliance on soft-law instruments increase the likelihood of litigation and interpretive
divergence.

278 F, Shaheen, “Is the UTPR a 100 Percent Tax on a Deemed Distribution?”, Tax Notes, 16 Oct. 2023.

279 R. Tomassini, F. De Rosa, “Uncertainties Hold Back Achievement of OECD Pillar 2 Goals”, Intertax, 2023.
280 D. Schanz, Reducing Complexity and Compliance Costs: A Simplification Safe Harbour for the Global
Minimum Tax, Oxford CBT Blog, 2022. The paper provides a critical evaluation of the transitional safe
harbours, noting that while they reduce first-year burdens, they create asymmetries across jurisdictions.
281 M. Devereux - |. Vella - H. Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford University Centre
for Business Taxation, Draft 26 Aug. 2022.
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circumstances where directives are received after the stipulated timeframe has expired, it
has been reported by taxpayers that reactive compliance measures are implemented, that
data is collected on a duplicate basis, and that there is an increased reliance on protective
positions.

Another fault line is where tax policy meets industrial policy. While there is a competition
restraint on the statutory rates, it does not eliminate the incentive to compete via domestic
design choices particularly in refundable credits structured to ‘qualified’ criteria or
administrative models that reduce compliance costs. Some have simply converted existing
incentives into refundable formats that stay neutralized under the minimum tax while
others highlight cooperative compliance channels that give early certainty282, The result
is that despite having a common framework, actual compliance burden changes because
here it gets a jurisdiction offering predictable credit administration and clear interaction
rules with the minimum tax.

Two axes are where emerging cross border tensions are most visible. The first axis is that
the transatlantic coordination exercise has not yet been completed. In the absence of
formal recognition of equivalence between alternative minimum-tax designs applied on a
global-blending basis and the jurisdictional design required by the regime, there remains
a residual risk of duplicated top-ups as well as defensive restructurings. Early academic
and policy commentary has indicated that in the absence of a political settlement,
enforcement will proceed through parallel partially overlapping systems, thereby
increasing the stakes for dispute prevention and mutual agreement procedures283, The
second axis relates to the resurfacing distributional question. Developing economies
analyses note that it is on the strength of administrative capacity, access to data, and
redesign of incentive frameworks that will determine whether the regime translates into
durable revenue gains or higher compliance costs with limited net benefit?84. Such a
perspective has very practical implications for enforcement. When administrations run

into problems either in verifying or consistently processing the GloBE information return,

282 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2020.

283 §, Shay - C. Fleming, “Coordinating Pillar 2 with the U.S. GILTI Regime”, Tax Notes, 2023.

284 IMF, International Corporate Tax Reform, Policy Paper No. 2023/001, Washington D.C., Feb. 2023. The
IMF estimates global CIT revenues may rise by about 6% but warns that developing countries face
significant capacity constraints and modest gains relative to their financing needs.
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then the risk is not only of under-collection but also unequal treatment of taxpayers in
comparable situations.

Early evidence of this problem has already been observed in several countries. Some EU
Member States have addressed this issue by moving to integrate the rules into their
cooperative compliance frameworks and issuing detailed annotations after legislative
amendments thereby facilitating implementation and reducing interpretative uncertainty.
Other countries set up the legal system near the start date and provided notes in parts,
leaving taxpayers to fill information gaps with private views and protective papers. At the
same time, non-EU users have used the ease of refundable credits and QDMTTs to keep
local income while showing they follow international rules285. Companies have changed
their management: board level tax rules now clearly mention minimum-tax risk; inside
checks have been improved to note GloBE-specific data points; and tax openness reports
more often talk about safe-harbour use, qualified-credit status, and expected audit plans.
They point to a central enforcement insight. The regime does not depend solely on the
15% threshold or by some top-up mechanical calculation. It depends on the quality of
administration: clarity of available guidance, timeliness of updates, pre filing channels,
interoperability in reporting, and cooperative-compliance tools available to prevent
disputes before they crystallise. Smoother first year filings where carve-outs and credit
treatment are applied with far less inconsistency seem to be facilitated by pillars being
strong elsewhere in delivering rules as intended. When they are weak, when the same
rules are delivered without these pillars being strong, the rules translate into higher costs,
greater uncertainty, and more likely enforcement being pushed into audits and courts.
The dimensions that should be used in assessing success at the initial enforcement phase.
The first is consistency: do similar fact patterns yield comparable outcomes across
jurisdictions? Second is predictability: can taxpayers predict how credits, timing
differences, and QDMTT interactions will be treated? Third is the dispute prevention: to
what extent administrations have effective channels (e.g., FAQs, advance rulings,
cooperative compliance programmes that reduce reliance on ex post litigation), to avoid

disputes286? The evidence available points to uneven results but offers useful lessons: the

285 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2020.

286 ]. Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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global minimum tax emerges as much an administrative undertaking as a legal one, and
its credibility in the long term will depend not only on statutory alignment but also on the

day-to-day practices that shape how the rules are applied in practice.
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3.3 From tax competition to subsidy and compliance competition

The introduction of the global minimum tax changed radically the competitive dynamics
of international taxation. In the decades prior to the adoption of GloBE rules, the primary
means for fiscal competition was through reductions in statutory corporate income tax
rates. With Pillar Two’'s a 15% floor now effectively constraining jurisdictions from
pursuing this path, however, competition has simply shifted rather than been eliminated.
Present dynamics could be viewed along two parallel tracks wherein, on one hand, there
is the exponential growth of regimes-mostly as tax credits meeting the OECD criteria-and,
on the other hand, what some observers have described as an emerging “competition in
compliance” through administrative systems287. A move away from rate-based
competition does not abolish fiscal rivalry; it transforms it. 288,

One crucial point of this transformation is increased use of subsidies. Since statutory rates
can’t go below the global minimum without triggering top-up taxation somewhere else in
the world, states are increasingly channelling their fiscal policy through those instruments
that can still work under the GloBE rules. In this respect, QRTCs have already been
highlighted by OECD Administrative Guidance as long as they are refundable within four
years and not dependent on future tax liabilities. Several jurisdictions remodelled their
incentive regimes so that they would qualify under these parameters. This is an example
from France which has restructured its Crédit d’Impét Recherche such that refunds will
now be made within the prescribed timeframe to keep this as a key industrial policy tool
without falling foul of compliance under Pillar Two28%, Ireland has, by way of adjustment,
tweaked its research and development credits to ensure their treatment as QRTCs without
reducing their attractiveness for multinational enterprises in technology and
pharmaceuticals operating within the country. Singapore has gone a step further to
actually create an entirely new refund investment credit legislated specifically to fall
within OECD standards while maintaining its nation as a competitive high value foreign

investment hub?90. This gives evidence toward perpetuating subsidy competition at a

287 ]. Chen - W. Chow, “Global Minimum Tax Reform and the Future of Tax Competition”, Bulletin for
International Taxation, IBFD, Aug. 2023.

288 Devereux, Vella, Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT Working Paper, 2022.
289 Ministére de I'Economie et des Finances (France), Projet de loi de finances 2024 - explanatory notes on
the Crédit d’Impot Recherche. Aligns refund timing with OECD standards.

290 Singapore Ministry of Finance, Budget 2023 - Refundable Investment Credit Scheme. Introduces a new
refundable incentive explicitly designed to be Pillar Two compliant.
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higher plane, paradoxically perhaps, as the global minimum tax is instituted rather than
serving its real purpose of abolishing it2°1.

A second axis is a compliance competition. Administrative quality, legal certainty, and
digital capacity increasingly matter in the jurisdiction’s attractiveness. In the good old
days for headline tax rate dwellers, that was the only thing companies needed to look at
when evaluating locations. Today, predictability of administrative practice and clarity of
guidance are decisively important. The leading example comes from Ireland, it integrated
Pillar Two into its already existing cooperative compliance framework so that all
taxpayers could rely on early dialogue with the revenue authority concretized by detailed
official guidance promptly after adopting Finance Act 2023. On the other hand,
Netherlands has created a specific Minimum Tax portal to provide centralized resources
and digital reporting tools through which multinationals can plan compliance efficiently.
Explanatory notes and FAQs have been issued by Germany accompanying its
Mindestbesteuerungsgesetz reflecting its tradition for comprehensive technical precision.
These initiatives differ from less centralised approaches in which guidance is scattered
among numerous decrees or ministerial acts and where pre filing assistance does not
become abundant292. In such a case, taxpayers may have to bear higher compliance costs
as well as a great deal of uncertainty, thus making the jurisdiction unattractive despite its
formal alignment with the global standard.

[taly well exemplifies the problem of this new variant competition. Even though it was
among the countries that had legislated QDMTT early through Legislative Decree No.
209/2023, its administrative follow up has been rather hesitant. So far, only some partial
clarifications by the Ministry of Economy and Finance and by the Revenue Agency have
been issued towards forming a unified interpretative framework and dedicated channels
to dialogue with taxpayers293. The consequence is that multinational groups operating in
[taly often depend on very expensive external advisory services and bespoke compliance
platforms, wherein annual expenditures can go up to several hundred thousand euros.

This is further exacerbated by delays in clarifying the treatment of domestic incentives,

291 P. Arginelli, F. Reboli, Tax Credits and Pillar 2: An Assessment in the Light of the Upcoming
Implementation of the Global Minimum Tax, in Complexity and Sustainability in Megaprojects, Springer,
Cham, 2024.

292 Bundesministerium der Finanzen (Germany), Erlduterungen zum Mindestbesteuerungsgesetz, Dec. 2023;
Dutch Tax Authority, Minimum Tax Portal (2024).

293 Decreto Legislativo 27 December 2023, n. 209 (Italy); Decreto MEF 1 July 2024. Provide the Italian
framework for the QDMTT, but with limited clarifications.
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for example, such as R&D tax credits and the Transizione 4.0 package whose qualification
as QRTCs is still doubtful2?4. Such weaknesses put countries inside the EU on an unfair
playing ground: as Ireland and the Netherlands compete on quality of compliance, Italy
may come out looking like a place where the costs and risks tied to compliance are overly
high.

The competitive landscape is also drawn by the strategies of the big multinationals.
Volkswagen has already disclosed in its tax reports that Pillar Two will not materially
change its effective tax rate since the latter is already above the 15% minimum in most of
the jurisdictions it operates2?>. However, the company still emphasized a substantial
compliance effort to adjust its systems and reporting to new global standards. This is how,
in practice, business challenges are found less in additional tax payments but rather
navigating through complex administrative environments and getting consistent
treatment across jurisdictions. Firms operating in countries with more explicit guidance
and streamlined procedures have a better shot at minimizing compliance risk and keeping
a steady relationship with the tax authorities.

This transformation has long term effects. Shifting the competition from rates to subsidies
and compliance quality, Pillar Two could engender a new less overt but far more
distortionary type of fiscal rivalry. Subsidy competition runs the risk of precipitating a
'race to the bottom' in refundable credits and investment incentives' designs thereby
eroding global revenue uplifts that were supposed to accrue from reform?2°6, Compliance
competition may indeed usher in betterment of administrative efficiency but at a cost:
deepened gaps among jurisdictions with high digital infrastructure and otherwise
capacity; hence asymmetries will be further solidified within an international tax order.
For Italy, the challenge is twofold: on one front, updating its incentive system so that it fits
within QRTC compatibility, and on another front, continuing investment in digitalization

as well as interpretative clarity aimed at reducing compliance burdens on taxpayers.

294 European Parliamentary Research Service (EPRS), The Implementation of the Global Minimum Tax in the
EU, Bruxelles, 2024.

295 Volkswagen AG, Tax Transparency Report 2023, Wolfsburg, 2024.

296 |, Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021, pp. 31-35. Stresses how differences in administrative capacity can entrench
asymmetries and shape “compliance competition”.
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An analysis of the initial phase indicates that international tax competition has not been
eliminated, but rather redirected into different forms2°7. The strategic battlefield has
shifted from the headlines concerning tax rates to the configuration of compliant
incentives and the optimisation of tax administration. For Multinational Enterprises, this
means that fiscal considerations are increasingly overlapping assessments of legal
certainty and compliance risk, while for a state, credibility in implementing international
standards will be judged not only on legislative transposition but also on their capacity to
administer the rules effectively. Whether this shift would lead to a more stable as well as
fairer tax environment or simply create new forms of arbitrage is one of the central

questions for the future of the global minimum tax.

297 Contrino, A., La concorrenza fiscale tra gli Stati nel contesto della governance economica europea, in
Rivista di Diritto Tributario, n. 11/2022.
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3.4 Global asymmetries and emerging rivalries

Pillar Two does notlead to a unified or symmetric global framework. Rather; the first years
of its implementation show very large asymmetries that exist between major economic
regions. These are not differences of a purely technical nature. They reflect and represent
deeper differences in legal traditions, economic priorities, and political strategies. The
rivalries that are at present building up are in fact redefining the international tax order,
raising questions about the long, term stability of the global minimum tax.

Directive 2022/2523 has been implemented in a formally coordinated but practically
fragmented manner2?8, While Germany and France invest alongside other States in
detailed legislation and guidance, administrative capacity catches up with interpretive
support coming on stream belatedly, particularly in Italy and some others. This simply
means a welter of national regimes that, while aligned on the face of it, differ substantially
in terms of compliance burden and interpretive certainty. To multinationals, therefore, the
EU remains a heterogeneous space with potential risks of double taxation falling out of
divergent dispute resolution practices and unequal levels of legal certainty.

On the other hand, in Asia it has been engineered by the aspiration to maintain
competitiveness while being formally compliant. Singapore and Hong Kong have
restructured their incentives into forms, convertible measures which are essentially
converted into Qualified Refundable Tax Credits to be exact. The United Arab Emirates was
historically known as a “no tax hub”, however, corporate tax at 9% has been implemented
and QDMTT announced for 2025 signifying taxation on a low tax but compliant model299,
These developments illustrate how Asian jurisdictions have responded strategically by
repositioning themselves as investment platforms that reconcile Pillar Two compliance
with maintaining their attractiveness for global capital flows.

The asymmetry which has provoked most contention is that which sits within the

transatlantic relationship3%0. The United States argued that its Global Intangible Low-

298 T, Di Tanno, The Global Minimum Tax: Some Known Unknowns, IBFD International Tax Studies, 2022.

299 United Arab Emirates Ministry of Finance, Federal Decree-Law No. 47 of 2022 on the Taxation of
Corporations and Businesses, Art. 3-5; UAE MoF announcement (Jan. 2024) confirming adoption of a QDMTT
starting in 2025.

300 R, Avi-Yonah, F. Salaimi, “Minimum Taxation in the United States in the Context of GloBE”, Intertax, 2022.
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Taxed Income regime should be viewed as equivalent to a qualified IIR3%1. However,
recognition of this status was not provided by the OECD Inclusive Framework largely due
to the fact that GILTI applies on a global blending basis by aggregating income and taxes
from across jurisdictions while the GloBE rules operate on a jurisdictional basis ata 15%
threshold302, This sets up a structural difference with seriously dramatic effects: US
multinationals could be subject both to GILTI and foreign top-up taxes under an IIR or
UTPR in Europe, thus setting up double taxation risks, quite substantial in practice3%3. As
a result, this uncertainty has already fuelled policy debate in Washington, where Pillar
Two is rather seen as not just a fiscal issue but also possibly building into a trade and
sovereignty concern.

The disparities are not only a preserve of developed economies. Developing countries also
stand the risk of being sidelined in the apportionment of global tax revenue. Whereas
Pillar Two promises to redistribute part of the tax base from low tax jurisdictions to higher
tax countries, for developing economies to actually benefit therefrom they must have the
administrative capacity both to implement QDMTTs and participate effectively in
international enforcement mechanisms. This new reform will increase inequality if not
supported in a targeted manner since it consolidates more revenues in advanced
economies but leaves weaker administrations with the burden of compliance cost as per
warnings already made by IME. UNCTAD has equally observed that interaction between
green industrial policies and Pillar Two may work to the disadvantage of developing
countries that do not have adequate fiscal space within which to provide compliant
subsidies or QRTCs hence further deepening existing asymmetries within global
investment flows304,

Thus, the sustainability of the global minimum tax is predicated on its ability to manage
or dampen such asymmetries. In their absence, Pillar Two runs the risk of being a new
channel of fragmentation rather than integration. Should the EU, US, and Asia take

disparate paths, be that in non-recognition of GILTI, proliferation of QDMTTs, or in

301 S. Shay - C. Fleming, “Coordinating Pillar 2 with the U.S. GILTI Regime”, Tax Notes, 2023. Explains the
incompatibility between GILTI’s global blending and the jurisdictional design of Pillar Two, with double
taxation risks.

302 OECD, Tax Challenges Arising from the Digitalisation of the Economy - Commentary to the GloBE Model
Rules (Pillar Two), March 2022.

303 R, Avi-Yonah, F. Salaimi, “Minimum Taxation in the United States in the Context of GloBE” Intertax, 2022.
304 UNCTAD, World Investment Report 2023: Investing in Sustainable Energy for All, New York/Geneva, 2023,
ch. IV.
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aggressive incentive redesign, the regime's coherence would be undermined. There is
already evidence that multinationals are moving investment decision shifts to other
rivalries not only based on tax rate differentials but also on enforcement predictability
and compliant incentive design.

From this point of view, the future of Pillar Two remains rather unclear.

While the introduction of a formal minimum tax has been achieved, new forms of rivalry
have also emerged, particularly between developed and developing countries. This is
without considering the new friction between the US and Europe on this issue, which has
been a topic of discussion in recent months, or the vetoes imposed by countries such as
Poland and Hungary in recent years.

In order for Pillar Two to be considered a significant milestone in the field of tax
cooperation, it is essential that the issue of structural asymmetries is addressed, and that
more robust multilateral enforcement mechanisms are created. Alternatively, Pillar Two
will be regarded as yet another experiment that, while eradicating part of profit shifting,

also created new forms of tax competition.

A concrete example helps to illustrate how Pillar Two operates in practice. Among
European multinationals, Volkswagen AG is particularly significant because it has
provided one of the most detailed public disclosures on the Global Minimum Tax in its
annual reports. Unlike many other multinational groups, Volkswagen made in its 2023 and
2024 annual reports a detailed and quantitatively significant disclosure about the effects
that these new rules would bring forth305. This estimated burden for 2023 amounts to
€10-20 million, approximately an impact on consolidated ETR by around 0.04-0.08
percentage points, immaterial, hence not considered material. The actual burden reported
for 2024, the first year of full implementation of the global minimum tax, is €14 million.
Thus, it confirmed what had been preliminarily assessed earlier and proved that the
overall impact would be immaterial. Volkswagen is one of the largest global automotive
groups with revenues exceeding €300 billion operating in more than 150 countries-all
aspects qualify fully under the scope of Pillar Two which applies to multinational groups
with revenues above €750 million. The case attracted much academic and professional

attention because this is the company that explicitly addressed the effects of GloBE Rules

305 Volkswagen AG, Tax Transparency Report 2023, Wolfsburg, 2024. Provides estimated GMT burden of
€10-20m and confirms immateriality in the consolidated tax rate.
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on its financial statements by providing an ex-ante estimate (2023) and an actual
measurement (2024)306, In fact, already in its consolidated accounts for 2023, it signalled
through disclosure that OECD Model Rules are being translated into EU legislation
whereby Pillar Two has been introduced. This disclosure relied upon the temporary
exception initiated by the amendment of IAS 12 in May 2023, whereby entities were
allowed not to recognize deferred tax assets and liabilities emanating from Pillar Two. The
financial effect has thus been quantified out of CbCR data plus the Transitional CbCR Safe
Harbours resulting in an estimate of €10-20 million, that is 0.04-0.08% of the group’s
effective tax rate. Volkswagen revised this analysis in 2024 and recognized a Pillar Two
expense amounting to €14 million while restating its immateriality and confirmed the IAS
12 exemption for deferred taxes3%7. Profit before tax for that year stood at €16.8 billion
against tax expense of €4.4 billion thereby leaving a consolidated ETR of 26.3%, up from
22.7% in 2023, where the €14 million GMT burden accounts for about 0.083 percentage
points of the ETR and 0.32% of total taxes. The difference is highly contextual to
methodology: while it is the published accounts that allow this exercise to replicate the
incidence of the GMT on consolidated figures, in reality, those jurisdiction-by-jurisdiction
GloBE calculations underlying those estimates are not publicly available since they
depend on country-level GloBE Income and Adjusted Covered Taxes and therefore diverge
from IFRS data hence showing that transparency remains at its level-partial and
depending on accounting standards. This would even more firmly help prove that a
gradual compliance strategy with OECD guidelines reflects a strategic benefit by filling
transitional safe harbours which allowed Volkswagen to fill numerical estimates prior to
actual implementation. There is limited exposure of the Group to GMT because, most
jurisdictions where Volkswagen operates already have an ETR at or above 15%, several
low tax jurisdictions have introduced QDMTTs that absorb the liability locally, and with
the Group’s consolidated ETR at 22.7% in 2023 and 26.3% in 2024 reducing the likelihood
of jurisdictional ETRs falling below the minimum threshold. Thus, when management
states immateriality, it is not only an accounting observation but also a political one since

spreading QDMTTs within the EU gives the Member States to preserve fiscal sovereignty

306 Volkswagen AG, Annual Report 2024, Wolfsburg, 2025. Reports an actual GMT expense of €14m, applies
IAS 12 exemption for deferred taxes, and confirms reliance on transitional safe harbours.

307 JASB, Amendments to IAS 12 - International Tax Reform: Pillar Two Model Rules, May 2023, paras. 4A-4C.
Allows entities to disclose Pillar Two impacts without recognizing related deferred tax assets and liabilities,
highlighting divergences between IFRS and GloBE computations.
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while neutralizing application of I[IR/UTPR. Meaning, immateriality in fact represents
both a model best practice in disclosure and critically exemplifies transparency’s limit
under Pillar Two by spotlighting those exact areas where financial and tax reporting are
still misaligned. The consistency between the 2023 estimate and the 2024 outcome proves
how viable this method is, but that's not where future problems lie. After 2026 because
transitional safe harbours will expire possibly leading to higher burdens in jurisdictions
with non-qualified incentives398, This trend highlights the way that, for Volkswagen as for
other multinationals, the GMT reform is more a matter of changing corporate tax
governance rules than an exercise in materially reforming one's tax bill: it's about adapting
to a new environment where compliance certainty, political choices on QDMTTs and the
interplay between IFRS and GloBE calculations redefines geography of risks and

opportunities.

308 QECD, Public Consultation Document: Safe Harbours and Penalty Relief under Pillar Two, Dec. 2022. Notes
that Transitional Safe Harbours are temporary and will expire after 2026, creating future exposure where
incentives are not qualified.
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3.5 Developing countries and the distributional question

The debate surrounding the global minimum tax has predominantly been articulated from
the perspective of advanced economies. However, the implications of this tax for
developing countries are ambivalent. On the one hand, Pillar Two was promoted as a
measure to secure fairer taxation of multinational profits, countering the erosion of the
tax base that has long deprived resource constrained administrations of essential revenue.
On the other, the complexity of its design and the asymmetries in administrative capacity
risk marginalising precisely those jurisdictions that were supposed to benefit most.

At the structural level, the GloBE Rules seem to assume that jurisdictions have the
technical capacity to identify, calculate, and administer top-up taxes based on
international accounting standards. For many developing countries, this is not accurate,
the real technical requirements for Pillar Two which include advanced IT systems, trained
personnel, and available reliable financial data are not fulfilled. In theory, a QDMTT
enables the possibility of capturing revenue at source. In fact, the practical
implementation of aligning domestic legislation with OECD standards is often
accompanied by a considerable administrative burden. Practically speaking, wherever
countries do not have strong administrative infrastructures in place they stand to lose
revenues to someone else’s IIR or UTPR, effectively taxing rights being transferred to
another more advanced economy399,

The distributive implications are just as troubling. Calculations indicate that most of the
extra money generated by Pillar Two will go to rich countries, especially those where the
ultimate parent entities of multinationals are located310. This result comes from the built
in bias of the system, which adopts residence-based taxation as its main principle but
offers only limited ways for source jurisdictions to keep their revenue. UNCTAD has
cautioned that this kind of result could make global inequalities worse since investment
dependent economies in Africa, Latin America and parts of Asia might not get the fiscal

space they need to carry out industrial policy objectives311.

309 M. Devereux - J. Vella - H. Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT, Draft 26 Aug.
2022.
310 M. Baraké - G. Zucman - L. Tgrslgv, Revenue Effects of the Global Minimum Tax under Pillar Two, in Intertax,
2022.
311 UNCTAD, World Investment Report 2023: Investing in Sustainable Energy for All, New York/Geneva, 2023,
ch. IV.
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The way Pillar Two works with local tax breaks makes things even more mixed up. A lot
of growing nations use long tax breaks, special business areas, and fast write off plans to
pull in outside money. Under the GloBE rules, these tax breaks, if not changed into
Qualified Refundable Tax Credits, mostly lower the Effective Tax Rate and set off top-up
duties somewhere else. The odd thing is that these actions may not give the planned gain
to backers anymore while also cutting the host country’s control over its own fiscal plan.
Some countries like Vietnam and Indonesia have already changed rules to remake perks
into credit plans that fit but many do not have the budget or admin strength to make such
shifts312,

It is also quite demonstrable, in the absence of binding dispute resolution mechanisms,
thereby continuing to create vulnerability for developing countries. The OECD Inclusive
Framework only Peer Review and guidance does not produce enforceable arbitration
procedures. Therefore, this shall create vulnerability when there is a disputed matter
between hybrid entities, timing concerning deferred taxes, or even on recognition of
QRTCs. The developing country does not have institutional capacity as well bargaining
power to go against an interpretation imposed by a bigger economy. Such asymmetry not
only creates uncertainty but builds up the political disillusionment of the global tax
agenda.

The critics argue that if not reformed in a surgical manner, Pillar Two may end up
perpetrating the very inequities it was instituted to resolve. Proposals have been made for
a more enhanced multilateral framework that should guarantee at least a minimum share
of revenues to source jurisdictions and, even failing this, capacity building mechanisms to
implement QDMTTs effectively. The IMF has stressed that only under conditions of
technical assistance support, regional cooperation platforms, and simplified safe harbours
customized to low-capacity administrations can the distribution benefit of Pillar Two be
properly apportioned313. Otherwise, there is a real danger that the global minimum tax
will eventually metamorphose into nothing short of an institutional regime building fiscal
dominance for the developed economies with developing countries being relegated as

mere functionaries in an international tax order.

312 B.F. Liotti - J.W. Ndubai - R. Wamuyu - I. Lazarov - ]. Owens, “The Treatment of Tax Incentives under
Pillar Two”, Transnational Corporations, vol. 30, no. 2, 2022.

313 G. Marino, “Le controversie e le modalita di risoluzione delle stesse”, in T. Di Tanno (ed.), Global Minimum
Tax - Riforma Fiscale/4, 11 Sole 24 Ore, Milan, 2024.
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[t is thus at the very heart of any appraisal of Pillar Two’s long-term sustainability. Unless
developing countries participate meaningfully in the benefits, not just by adopting the
rules but as beneficiaries of revenues, the legitimacy of a global minimum tax will always
be seen as precarious. Whether the GloBE framework can be truly transformed into an
instrument of real inclusiveness depends on how willing international institutions are to
confront these asymmetries and, most importantly, on what strength developing
countries can bring through coordination and assertion of collective interests within the

Inclusive Framework314,

314 C.H.]. Panayi, Advanced Issues in International and European Tax Law, Hart Publishing, Oxford, 2015.
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3.6 The United States and the uncertain trajectory of Pillar Two

The United States’ position is one of the most sensitive and, at the same time, most decisive
elements for the sustainability of the global minimum tax in the long run. The Biden
administration was initially very active in promoting the OECD /G20 agreement as signed
in 2021 by presenting it domestically as a pillar to a renewed international fiscal order.
However, due to stalled domestic reform that would have aligned the US corporate tax
system with GloBE rules, it left the United States in a rather partially compliant state
instead of full compliance. Such divergence has led to a situation where Washington is
formally pledged to the Inclusive Framework but has practically indefinitely postponed its
real implementation. This creates enormous uncertainty among US based multinational
enterprises315.

The GILTI regime lies at the heart of this matter. While presented by the US Treasury as
essentially a functional equivalent to the IIR, GILTI is applied using a methodology known
as 'global blending', which involves averaging income and taxes paid across jurisdictions.
This stands in sharp contrast to the type of jurisdictional blending that is required under
the GloBE rules. This is why the Inclusive Framework explicitly refused to recognize GILTI
as being an equivalent IIR, thus exposing US multinationals explicitly to double taxation:
first under GILTI and second under foreign top-up taxes on other jurisdictions through
either IIR or UTPR316, In such a scenario, this produces structural asymmetry whereby
European and Asian competitors would be able to count on domesticlegislation alignment
with OECD standards while US groups would be facing potential double burdens unless

and until Congress amends GILTI.

Those technical differences have fast taken on geopolitical and commercial dimensions.
The refusal to recognize GILTI inside the United States has been viewed not as a mere
technical difference but an assault on fiscal sovereignty, which increased the perception
that under the global minimum tax, Europe could collect tax revenues that otherwise
would accrue to the US Treasury. This dynamic situation risks turning Pillar Two into yet

another battlefield between Europe and America, where fiscal coordination intersects

315 H. Ordower, “Klaus Vogel Lecture 2024 - The Future of Global Minimum Tax Enforcement”, Bulletin for
International Taxation, IBFD, 2025. Notes the domestic obstacles that prevented U.S. alignment with Pillar
Two despite its initial sponsorship.

316 S. Shay - C. Fleming, “Coordinating Pillar 2 with the U.S. GILTI Regime”, Tax Notes, 2023.
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with broader disputes over trade balances, digital regulation and sovereignty317. The US
reluctance is thus not purely a function of domestic legislative paralysis but also of
mounting evidence in parts of Washington that Pillar Two embodies predominantly

European priorities.

The temporal horizon only adds to this the uncertainty. Although the transitional safe
harbours introduced by OECD have indeed significantly reduced the initial compliance
burden for US multinationals by allowing them to defer full GloBE computations, these
will lapse after 2026. Consequently, the misalignment between GILTI and the
jurisdictional design of Pillar Two will be further consolidated. Without an intervention
from Congress, this would mean that US groups are liable for far larger top-up taxes in a
number of jurisdictions- this time with even more disputes and restructuring. This would
represent a tangible cost, rather than an abstract legal question, of failing to reform GILTI
in a prompt manner, thereby placing US businesses at a strategic disadvantage when
competing globally.

The uncertain path of the United States has significant implications for the future of the
global minimum tax. In the absence of active participation from the world's largest
economy, there is a risk that Pillar Two will be perceived as an unfinished project that has
obtained binding force in only specific regions, most notably within the European Union.
However, it is confronted with reluctance or even explicit rejection in other areas318.
Whether or not the United States aligns GILTI with the GloBE rules or maintains a partially
incompatible parallel regime will significantly impact the effectiveness and legitimacy of

the global minimum tax.

317 A. Nugroho - M.A. Brotoatmodjo, The Potential Trade Law Implications of the Implementation or Non-
Implementation of the Global Minimum Tax, in Bulletin for International Taxation, IBFD, 2025. Suggests that
transatlantic tensions around Pillar Two also intersect with trade and sovereignty disputes.

318 [. Grinberg, “Klaus Vogel Lecture 2024 - The Future of Global Minimum Tax Enforcement”.
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3.7 Critical Reflections and future outlook

This chapter develops an analysis that shows how the global minimum tax represents not
the death of tax competition but rather its metamorphosis31°. Taking the introduction of
Pillar Two, three issues have been brought very much into practical focus.

First, weak enforcement: what exists at the OECD level is a system of peer reviews,
administrative guidance, and informal peer pressure, all non-binding and depending on
capacity and willingness at the national level.

Second, already early experience both inside and outside the EU indicated that differences
in administrative preparedness, digital capacity, and interpretive guidance have created
significant compliance asymmetries for multinational groups.

Lastly, without stronger coordination accompanied by a credible dispute resolution
mechanism, fragmentation risk will continue to undermine effectively the drive for a
global standard320.

[tis also driving a shift in tax competition. With statutory rates now converging at the 15%
floor, jurisdictions are competing through two main allowed levers by the reconfiguration
of subsidies and incentives, mostly via the design of refundable credits that can fit within
the QRTC standard, and the quality of their compliance environment. This has opened up
anew dimension of so called "compliance competition" that favours countries able to offer
legal certainty, timely guidance, and digitalized administration but disfavours opacity and
delay. It has already made visible differences between early movers, such as Ireland or the
Netherlands, compared to more hesitant adopters like Italy inside the European Union
with significant consequences for the business climate321,

Third, global asymmetries and geopolitical tensions remain unresolved. The fact that
there is no equivalence between the US GILTI regime and the IIR, as well as the
proliferation of nationally tailored QDMTTs plus diverging approaches between advanced
economies and developing countries all go a long way to show that Pillar Two has not

eliminated structural rivalries322, It has rather created new lines of conflicts, both

319 T, Di Tanno, The Global Minimum Tax: Some Known Unknowns, IBFD International Tax Studies, 2022.

320 R, Tomassini, F. De Rosa, “Uncertainties Hold Back Achievement of OECD Pillar 2 Goals”, Intertax, 2023.
321 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2020.

322 S, Shay - C. Fleming, “Coordinating Pillar 2 with the U.S. GILTI Regime”, Tax Notes, 2023.
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transatlantic and North-South323. While developed economies stand to capture the bulk
of additional revenue, developing countries risk marginalization unless complementary
reforms address their limited administrative capacity and their reliance on source-based
taxation.

A critical view would see the GloBE rules as risking locking in an international tax order
that continues to be asymmetrical: formally uniform, materially uneven324, It is precisely
because of the complexity of the framework that its flexibilities can best be taken
advantage of by the largest and most resourceful actors, states and multinational
enterprises, while its compliance costs fall disproportionately on smaller jurisdictions and
firms32>,

The survival and subsequent evolution of a global minimum tax is contingent on three
factors. Firstly, the implementation of binding and predictable mechanisms regarding
applicability and dispute resolution is essential. Secondly, the necessary recalibration of
subsidies and incentives must be undertaken without encountering a new and identical
race to the bottom problem due to QRTCs. Finally, the voice of developing countries must
be given voice, thus giving rise to genuine and solid multilateral cooperation that can
endure over time.

[t is therefore important to note the risk that, without intensive work on these three areas,
Pillar Two will end up being a mere transitional arrangement, proving inadequate for the
purpose for which it was promoted, namely a fair and sustainable global tax order, even if

it succeeds in eliminating some forms of profit shifting.

Ultimately, the future of a global minimum tax remains uncertain. Its development
depends less on codified rules than on so called “known unknowns”: unresolved questions
about regulatory concepts that are still evolving. Its success depends on the ability of
countries to cooperate, navigate a shifting political landscape, and adapt to a rapidly

changing global economy?326.

323 M. Devereux - J. Vella - H. Wardell-Burrus, Pillar 2’s Impact on Tax Competition, Oxford CBT, Draft 26 Aug.
2022.

324 A, Contrino, La concorrenza fiscale tra gli Stati nel contesto della governance economica europea, in Rivista
di Diritto Tributario, n. 11/2022.

325 C.H.J. Panayi, Advanced Issues in International and European Tax Law, Hart Publishing, Oxford, 2015.
Argues that complex international tax regimes disproportionately advantage well-resourced actors.

326 |, Grinberg, “Klaus Vogel Lecture 2024 - The Future of Global Minimum Tax Enforcement”, Bulletin for
International Taxation, IBFD, 2025, pp. 145-152. Reflects on the uncertainties (“known unknowns”)
surrounding Pillar Two’s evolution and the need for sustained cooperation.
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CONCLUSIONS

4.1. Summary of key findings

The analysis conducted in this thesis has confirmed that the introduction of the global
minimum tax under the OECD/G20 Pillar Two framework represents a turning moment
in the international tax order. It is not merely a technical refinement of corporate tax rules
but a genuine structural reconfiguration, with implications that extend well beyond the
domain of fiscal law.

A first major finding is that the GloBE rules have succeeded in setting a credible floor to
tax competition, but their application remains extremely complex. The mechanics of the
[IR, the UTPR, and the QDMTT make clear that this framework is on conceptually coherent
grounds and robust too327. But in practice, the calculation of jurisdictional effective tax
rates involves highly complicated adjustments concerning both base and covered taxes,
not to speak of carve-outs and transitional safe harbours that introduce asymmetries with
potential uneven impacts across jurisdictions328, These are therefore not merely details
because it is through such rules that taxing rights will be redistributed; hence they also
determine how much capacity a country can protect for its own tax base. The reform has,
however, been found to have considerable built in flexibility whereby governments can
still maintain some form of encouragement for investment through qualified refundable
tax credits and direct non-tax subsidies. It thus reveals the double aspect of Pillar Two, as
simultaneously an instrument for disciplining while allowing room for national policy.

A second key aspect regarding implementation concerns Italy in particular, but still within
the European context. As previously stated, a significant challenge encountered at the
European level in the context of taxation is the constraints imposed by unanimity, which
has resulted in delays in the implementation of directives and necessitated the revision of
criteria, including those pertaining to the recognition of QDMTT. The Italian case
demonstrates that, while the directive has indeed been transposed at the local level via
Legislative Decree No. 209/2023, it simultaneously exposes significant delays in the

execution of administrative processes.

327 T. Di Tanno, The Global Minimum Tax: Some Known Unknowns, IBFD International Tax Studies, 2022.
328 R, Tomassini, F. De Rosa, “Uncertainties Hold Back Achievement of OECD Pillar 2 Goals”, Intertax, 2023.
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The study demonstrates how the necessity to transpose at national level gives rise to
numerous challenges in global coordination.

In the Italian process, there is an absence of a general interpretative circular, reliance on
subsequent decrees, and a disproportionate burden on companies with regard to
compliance.

[taly is therefore a clear example of both the vulnerability and the opportunities inherent
to being an early adopter.

Moreover, the thesis demonstrates that this reform does not result in the abolition of tax
competition, but rather leads to its reshaping.

This claim is supported by estimates from the OECD, which predict a 50% decrease in
profit shifting and a 60-65% decrease in low-taxed profits32°. It is anticipated that global
corporate tax revenues will rise by 6.5-8.1% as a result of Pillar Two, with the additional
revenue estimated to be between $155 billion and $192 billion on an annual basis330,
However, as previously stated, this does not imply the conclusion of tax competition;
rather, it indicates the emergence of new forms of competition, as demonstrated by the
initial signs that are already evident.

Examples of such measures include the strategic use of refundable credits and subsidies,
or compliance competition, which involves the entire administrative framework and legal
domestic efficiency.

This suggests that the issue of competitive advantage remains central to state behaviour

within the global economy, which is undergoing not extinction but metamorphosis.

4.2. Re-evaluation of research questions and policy recommendations

The thesis was structured around three guiding research questions.

The first concerned the technical functioning of the GloBE rules. The analysis confirmed
that Pillar Two constitutes a coherent framework to ensure a minimum level of taxation
for large multinationals, regardless of where profits are booked. Unresolved issues,
however, include the treatment of deferred tax assets, the complexity in covered taxes

adjustment, hybrid entities and permanent establishments interaction, and finally how it

329 Hugger, F. et al. (2024), “The Global Minimum Tax and the taxation of MNE profit”, OECD Taxation Working
Papers, No. 68, OECD Publishing, Paris.

330 Baraké, Chouc, Neef & Zucman, “Revenue Effects of the Global Minimum Tax under Pillar Two”, Intertax,
2022.
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stands side by side with other US regimes like GILTI331. Any one of these issues would
create uncertainty plus compliance costs and even double taxation without strong
administrative coordination accompanying the introduction of a new rule. Strengthening
legal certainty by issuing a comprehensive circular, plus investing in digital infrastructure
to calculate ETR automatically and expanding cooperative compliance programmes for
large taxpayers are the most immediate policy priorities in the Italian context.

The second research question focused on implementation within the EU and Italy. The
unanimity requirement continues to limit the scope for rapid harmonisation at European
level. Eventually, compromise rather than full alignment was reflected in the adopted
directive. Italy transposed the rules on time but is still left with significant challenges that
lie in its administrative system. Fragmented interpretative instruments and tax officials
who have not received enough training while the risk of inconsistent application remains
high will work against setting an effective new framework. The recommendation here is
to follow an approach like other Member States, for example, France and Germany, who
have already undertaken the issuance of extensive administrative guidance and also join
in the establishment of a transparent ruling mechanism for complex cases. This will work
in enhancing predictability for taxpayers reducing the risk of disputes.

The third research question has to do with the strategic reactions of states and
multinationals. Evidence already indicates that aggressive profit shifting is no longer as
attractive under Pillar Two, meanwhile new competitive strategies are on the rise.
Refundable tax credits, qualified subsidies, and the careful design of QDMTTs are already
shaping tomorrow’s fiscal landscape. For their part, multinationals are restructuring their
reporting systems and investing heavily in compliance technology. The recommendation
for the EU is to adopt common criteria for recognition of qualified refundable tax credits
in order not to fragment further an already fragmented internal market332 333, In Italy’s
case, this calls for a review of existing incentive schemes, particularly R&D incentives and
the Patent Box, so that they can be made compatible with the new framework while still

retaining the capacity to attract investment.

331 OECD, Administrative Guidance on the Global Anti-Base Erosion Model Rules (Pillar Two), Inclusive
Framework, Feb. 2023. Clarifies technical issues such as deferred tax assets, hybrid entities, and treatment
of permanent establishments.

332 Ljotti, B.F. et al., The Treatment of Tax Incentives under Pillar Two, Transnational Corporations, Vol. 30, No.
2,2022.

333 ]. Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.
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4.3. Limitations of the study

This study inevitably faces both temporal and methodological limitations. From a
temporal perspective, the reform is still in its early stages. Italian legislation only entered
into force in 2024, and empirical evidence on its effects is not yet available334. Much of the
analysis has therefore relied on OECD, IMF and academic projections rather than on
observed practice. The full economic and legal impact will only become visible in the
coming years, as multinational groups adapt their behaviour, and national administrations
consolidate their enforcement strategies.

Another limitation is the absence of concrete case studies. Since the rules have just
entered into force, it has not been possible to examine detailed examples of litigation,
compliance practices, or corporate restructuring directly connected to Pillar Two. This
absence is not a weakness of the research design but an inevitable consequence of timing.
At the same time, it underscores the topicality of the subject, as confirmed by recent
developments such as the growing transatlantic tensions between the United States and
the European Union. The political comeback of Donald Trump has given new life to the US
criticism against multilateral tax agreements, making the split between GILTI and the IIR
a very likely scenario33>. This goes further to prove just how unstable the international
context has become and how much more than just a simple legal innovation Pillar Two is;
it is also a political battleground.

From a methodological perspective, this thesis was primarily founded upon legal and
comparative analyses.

Nevertheless, this process is subject to limitations in terms of capturing the direct
experience of those affected by this framework, namely taxpayers and administrations. It
is also important to note that all administrative guidance produced by the OECD is subject
to constant updating, which may necessitate revisions to sections of this thesis. Evidence
of this phenomenon can be observed in the continuous updates regarding safe harbours,
transitional penalty relief and deferred tax assets.

Nevertheless, this should not detract from the value of the work, which aims to provide a

current snapshot of a constantly evolving and changing framework and highlights the

334 Lopo Martinez, “Global Taxation’s Price: Quantifying Pillar Two Damages in IIA Disputes”, Intertax, 2025.
335 [. Grinberg, “Klaus Vogel Lecture 2024 - The Future of Global Minimum Tax Enforcement”, Bulletin for
International Taxation, IBFD, 2025.

127



necessary work of academia and the engagement of professionals in the sector in this

evolution.

4.4. Suggestions for future research

The reform of international taxation through Pillar Two opens multiple promising
avenues for future research.

Afirst area of inquiry concerns the interaction between Pillar Two and existing anti-abuse
regimes, such as controlled foreign company rules and hybrid mismatch legislation. The
coexistence of these regimes raises issues of coherence, proportionality, and legal

certainty that ought to be addressed in detail.

Another line of research is the comparative effectiveness of QDMTTs across EU Member
States. Differences in their design and administration may affect the way taxing rights are
distributed as well as competition neutrality in the internal market336. A systematic cross-
country comparison would reveal whether QDMTTs reinforce or undermine

harmonisation

A third avenue relates to the role of refundable credits and subsidies in the emerging
landscape of subsidy competition. If competition is shifting from tax rates to targeted
incentives, it is crucial to assess whether these instruments create distortions, favour
specific sectors, or conflict with the neutrality and fairness objectives underpinning Pillar
Two337.

Future research should also investigate the dispute resolution dimension. The complexity
of the GIoBE rules will inevitably generate conflicts, both between taxpayers and
administrations and between states. OECD peer review processes adequate, interplay
with EU mechanisms - notably Directive 2017/1852 - and possible participation of the

Court of Justice of the European Union require a detailed assessment.

336 ], Englisch - ]. Becker, Implementing an International Effective Minimum Tax in the EU, AK Wien Working
Paper No. 224, 2021.

337 N. Noked, “From Tax Competition to Subsidy Competition”, University of Pennsylvania Journal of
International Law, vol. 42, 2020.
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A wider consideration is also finally needed about the path that international taxation
should now take. It is the opinion of some commentators that destination-based
approaches will eventually offer a more stable equilibrium, one that is better suited to
market jurisdictions. The question of whether Pillar Two constitutes a permanent
settlement or a transitional step towards more profound reforms remains the subject of
doctrinal debate338 339, What is certain, however, is that its implementation will influence
not only the fiscal sovereignty of states and the strategies of multinationals, but also the

architecture of the global economic order.

4.5 Concluding remark

This thesis tries to prove that the global minimum tax has not just been a legal innovation,
but rather it constitutes a substantial progression in the ongoing process of redefining
international fiscal governance.

These technical rules, complex, rigorous, and still always being further developed, cannot
be separated from the larger political contest about value and profit redistribution
between countries. Pillar Two reflects both the potential and the limitations of
multilateralism, proving to be a useful but not exhaustive tool for international
coordination, as an imperfect but nonetheless essential means through which national

sovereignty can be reconciled with growing economic integration.

The reform process has also exposed the geopolitical vulnerability of such actions. The
OECD’s Inclusive Framework may be non-binding, but no other effort previously had
succeeded in rallying so many around a common cause; however, follow-up actions
revealed divergence. In some jurisdictions, notably within the EU, soft-law commitments
have been transformed into binding legislation while others, including major economies
are hesitant or indeed having backed down after initial endorsement. This asymmetry
reveals how difficult it is to sustain cooperation in a world where economic integration
coexists with fragmented political authority and fiscal sovereignty is heavily contested.

The Global Minimum Tax highlights an even deeper paradox: on the one hand, it proves

338 M.P. Devereux - ]. Vella - H. Wardell-Burrus, The OECD Global Anti-Base Erosion Proposal, Oxford
University Centre for Business Taxation, Jan. 2020.

339 Faccio & Ghosh, “Why Should EU Countries Support a UN Framework Convention on International Tax
Cooperation”, Intertax, 2024.
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that the nation-state alone is not adequate locus for addressing such significant global
challenges posed by tax avoidance by multinational enterprises, on the other hand it
demonstrates just how fragile supranational coordination can be without binding
enforcement and universal commitment. Whether Pillar Two represents a transitory
arrangement or the foundation for a more resilient international tax order, its significance
extends beyond taxation itself. It serves as a crucial test case for how far global governance
can extend when collective action problems exceed individual state capacity, while

national sovereignty principles resist supranational solutions.
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LIST OF ABBREVIATIONS

AE - Agenzia delle Entrate

ATAD - Anti-Tax Avoidance Directive

BEPS - Base Erosion and Profit Shifting

CbCR - Country-by-Country Reporting

CFC - Controlled Foreign Company

ETR - Effective Tax Rate

GILTT - Global Intangible Low-Taxed Income

GIR - GloBE Information Return

GloBE - Global Anti-Base Erosion

[F - Inclusive Framework (OECD/G20)

[IR - Income Inclusion Rule

IMF - International Monetary Fund

MEF - Ministero dell’Economia e delle Finanze
MNE - Multinational Enterprise

OECD - Organisation for Economic Co-operation and Development
QDMTT - Qualified Domestic Minimum Top-up Tax
QRTC - Qualified Refundable Tax Credit

SBIE - Substance-Based Income Exclusion

STTR - Subject to Tax Rule

TFEU - Treaty on the Functioning of the European Union
UTPR - Undertaxed Profits Rule
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