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Looking Back and Into the Future
of the Belt and Road Initiative
Tax Administration Capacity
Enhancement Group

The Belt and Road Initiative Tax Administration Capacity Enhancement Group

s an important platform to implement

the initiative proposed by President

i Jinping of the People’s Repub-

of China of building a community with a

shared future for mankind, the Belt and Road
Initiative (BRI) is increasingly becoming “a

belt of prosperity” and “a path towards hap-
piness” that benefits the world and its people
and injects confidence of development into the
international community. Under this frame-
work, the Belt and Road Initiative Tax Admini-
stration Cooperation Mechanism (BRITA-
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COM) has been launched in the watertown of
Wuzhen, China on 18 April 2019. Around the
shared concerns of tax administrations of the
BRI jurisdictions, the BRITACOM has been
working to strengthen exchanges and mutual
learning among all stakeholders and promote
the full sharing of best practices and lessons
learned. By reinforcing cooperation on tax ad-
ministration and enhancing tax administration
capacity, the BRITACOM has played an in-
strumental role in advancing the modernization
of the tax governance system and governance
capabilities of the BRI jurisdictions and made
positive contributions to their high-quality eco-
nomic development.

The Belt and Road Initiative Tax Admin-
istration Capacity Enhancement Group (BRI-
TACEG) is a pivotal component of the BRITA-
COM. The establishment of the BRITACEG
represents one of the significant outcomes of
the 1* Belt and Road Initiative Tax Adminis-
tration Cooperation Forum (BRITACOF). It
aims to develop itself into an effective platform
for tax administrations, international organiza-
tions, businesses, and academia involved in the
pursuit of the BRI to learn from each other,
share knowledge and build up capacity.

1. Functions of the BRITACEG
BRITACOM Council Member Tax Ad-
ministrations and Observers, in accordance with
the Memorandum of Understanding on the Establish-
ment of the Belt and Road Initiative Tax Administra-
tion Cooperation Mechanism (hereinafter referred
to as “MoU”), could join the BRITACEG on a
voluntary basis in consideration of their jurisdic-
tional conditions. The BRITACEG members, by
a set of unified principles and standards and via
designated tax training institutes, engage in the
provision of tax training programs and technical
assistance, development of knowledge products,
and discussion on certain tax topics. By doing
so, the BRITACEG is able to help tax author-
ities improve tax administration capacity, en-
hance cooperation on tax administration, and
contribute to the building of a growth-friendly
tax environment in BRI jurisdictions. To date,
the BRITACEG boasts 20 member tax admin-
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istrations, and 14 partners comprised of tax ad-
ministrations, international organizations, and
academic institutions.

As Mr. Wang Jun, Commissioner of the
State Taxation Administration of China (STA)
and Chair of the 1** BRITACOM Council,
noted in his closing speech for the 1 BRI-
TACOFE the establishment of the BRITACEG,
on the one hand, can pool wisdom and strength
to improve tax administration capacity of all
parties, on the other hand, can tease out insights
and produce good examples in tax administra-
tion for participants’ reference.

2. Performance of the BRITACEG

2.1 Overview

Since its inception, the BRITACOM has
been working steadily to strengthen partner-
ships, cooperation, and friendships with all par-
ties involved through a wide range of exchange
and training activities. In 2019, as the training
provider within the framework of BRITA-
COM, the BRITACEG held 13 offline training
sessions that benefited nearly 350 tax officials
from more than 60 jurisdictions. In the same
year, four Belt and Road Initiative Tax Acade-
mies (BRITAs) were set up successively in
Yangzhou and Beijjing China, Nur-Sultan Ka-
zakhstan, and Macao SAR, China.

In response to COVID-19, the BRITA-
CEG has held over 20 online training events
via its self-developed BRITA website since
2020. Fully leveraging the role of a web-based
training platform, these training events received
nearly 2,000 tax officials from more than 100
jurisdictions virtually. By conducting tax train-
ing, running seminars, and developing know-
ledge products, among others, the BRITACEG
has been working to step up communication and
cooperation with other international organiza-
tions and professional institutions. To give be-
tter play to the role of tax in the joint pursuit of
the BRI, the BRITACEG has made consistent
efforts to enhance tax administration capacity
and promote the sustained improvement of the
tax environment in BRI jurisdictions. All these
efforts have gained the BRITACEG interna-
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tionalprestige in the terrain of tax training.

In accordance with the MoU and the
principle of achieving shared growth through
consultation and collaboration, the BRITA-
CEG compiled the Detailed Rules of the Belt
and Road Initiative ‘lax Administration Capacity
Enhancement Group (draft version) and the Regu-
lations of the Belt and Road Initiative Tax Academies
(draft version), with an aim to provide institutional
guarantee for the BRITACEG.

2.2 Major Achievements

2.2.1 Curriculum development

The BRITACEG delivers its training
through three main types of programs.The first
is independent programs, relying on BRITAs
own training resources, or courses pre-recorded
by teachers and experts selected by the BRITA-
CEG, where the BRITACEG bears full respon-
sibility. The second is cooperation programs,
jointly hosted by tax authorities and relevant
international organizations, with the latter re-
sponsible for curriculum and experts, and the
BRITACEG in charge of tasks such as enroll-
ment. The third is programs hosted by other co-
operation institutes.

For independent programs, considering
the development targets of the BRITACOM,
the BRI jurisdictions’ conditions as regards tax
environment and administration capacity, prac-
tical and professional needs, the BRITACEG
has designed and established the current “3+N”
framework for training. This framework 1s de-
signed after soliciting opinions and suggestions
from BRI jurisdictions, solid and robust enough
as a proactive response to tax governance cha-
llenges posed by new global economic trends
and new business models arising thereof, that
are compounded by a pandemic unseen in a
century. The “3” here means three topics, namely
tax dispute resolution, digitalization of tax ad-
ministration, and taxpayer service, and the “N”
refers to topical tax issues to be selected amid
the current evolving dynamics in the interna-
tional economy and taxation. The VAT reform
has now been chosen as the first topic. Next,
programs on other tax topics will be released
as needed.

The course system is divided into three
levels based on the difficulty level, namely el-
ementary, intermediate and advanced. Elemen-
tary courses present mainly basic knowledge,
on top of which intermediate courses add case
studies and more in-depth discussion. Advanced
courses, besides incremental contents and diffi-
culty, will involve expert lectures and seminars.
Of these three levels of courses, the elementary
ones will all be held online, while intermediate
and advanced ones are expected to be conduct-
ed either online or offline.

Based on the design features of the BRI-
TACEG training, the BRITACEG, drawing on
the common practice adopted by international
organizations, has developed a certificate system
in which the trainees of three levels received
course completion certificates signed by BRI-
TACOM leaders of different levels. Currently,
the elementary-level certificate signed by the
president of BRITA-Yangzhou has been issued
on a trial basis for elementary course completers.

2.2.2 Academy building

At present, the BRITACEG has established
four BRITAs respectively in Yangzhou China,
Beijing China, Nur-Sultan Kazakhstan, and
Macao SAR, China.The above-mentioned two
sets of regulations, namely the Detailed Rules of the
Belt and Road Initiative lax Administration Capacity
Enhancement Group (draft version) and the Regu-
lations of the Belt and Road Initiative Tax Academies
(draft version), formulated by the BRITACEG,
have set consistent standards and norms in the
academy building, curriculum design, faculty
training as well as enrollment threshold, thus
providing institutional guidance for BRITA-
COM Council Member Tax Administrations
and Observers to join the BRITACEG and
build tax academies, and promoting the exem-
plary experience of existing academies. After
multiple rounds of expert consultation and re-
vision, the BRITACEG has received opinions
and suggestions from its members and partners
for further refinement. The finalized regulations
will be circulated among relevant parties as ope-
ration guidance and standards of the BRITACEG.

In 2022, a task force has been established
by the BRITACEG. It works in close collab-
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oration with the BRITA in Yangzhou in an
effort to build BRITAYangzhou into a “flag-
ship” academy to drive the development of
other BRITAs, thus strengthening exchanges
and cooperation with relevant international
organizations and professional institutions, and
boosting resource sharing and mutual learning
in multiple areas such as training, research, and
technical assistance.

2.2.3 Faculty building

To build a versatile faculty featuring global
vision, diversity, and expertise, the BRITACEG
makes continuous efforts to expand its team.
As a pilot, some trainers in the STA Trainers Pool
have been selected for the BRITACEG teaching
team, thereafter, the BRITACEG is considering
to expand the recruitment of trainers among
other BRITACOM Parties. Their collective
expertise covers multiple lines of tax, including
international taxation, taxpayer service, tax ad-

ministration and information technology, and

Introduction to
Belt and Road tive
A
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large enterprise tax management. In November
2020, the BRITACEG held a dedicated train-
ing session for the faculty and worked out a
preliminary training plan around such topics as
academy building, course management, and fa-
culty training. Meanwhile, the BRITACEG has
taken steps to absorb more trainers into its team.
To expand cooperation, the BRITACEG con-
tinues to mobilize tax administrations of partici-
pating jurisdictions, as well as international or-
ganizations and academic institutions involved,
and give full rein to the professional strengths of
the BRITACOM Advisory Board. Up till now,
the BRITACEG has already started communi-
cation with relevant overseas universities, inter-
national organizations, and other institutions, in
a bid to invite their experts to join the teaching
team. All these efforts will contribute to en-
hancing expertise and authoritativeness of the
teaching team, as well as sharing international

practices and expert experience effectively.
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3. Outlook for the BRITACEG

3.1 Challenges

Enhancing tax administration capacity to
achieve inclusive and sustainable development
in taxation is essential in the quality pursuit of
the BRI. At present, many BRI jurisdictions
are facing varying challenges in tax governance
and capacity building, such as a relatively weak
foundation for tax administration, deficient tax-
payer compliance, and inadequate tax transpar-
ency. Due to the late start in international tax
cooperation, some jurisdictions have received
limited external assistance, making it difficult to
carry out systematic training in a well-organized
manner. At the same time, changes in the cur-
rent business environment, such as the deepening
of economic globalization and the emergence
of new economic forms and business models,
make it difficult for traditional international tax

rules to adapt. Risks mount up in base erosion

and profit shifting, and so do the challenges
posed by the digitalization of the economy.
Facing this new circumstance, tax authorities
all over the world, including those in the BRI
jurisdictions, must endeavor to build up capaci-
ties and improve the effectiveness and efficiency
of tax administration through more effective tax
policies and broader tax cooperation.

Since the fourth quarter of 2021, the BRI-
TACEG has taken phased steps to launch four
elementary online courses, covering dispute
resolution, digitalization of tax administration,
VAT reform, and taxpayer service, which were
open until 15 April 2022. Trainees surveyed
provided generally positive feedback, express-
ing their sense of benefit in terms of work and
study, and their willingness to apply the know-
ledge and skills acquired to their practices in the
future. Compared with in-person training, on-
line learning platforms allow for a larger cover-
age of trainees and provide unified contents and
flexible schedules, thus enjoying increasing popu-
larity with developing jurisdictions. To jointly
meet challenges brought by the pandemic, some
international organizations, like the OECD and
the IME are also actively developing and im-
plementing online capacity-building programs.

3.2 Short-Term Plans

Online training, amid the pandemic, is a
natural choice for a good many working sce-
narios, and the best approach to managing both
pandemic control and daily work. The BRI-
TACEG, giving full play to the positive role of
web-based platform in building capacity for tax
administration, has worked to establish online
teaching platforms through the official websites
of the BRITACOM and the BRITAs. It also
made efforts to improve procedures of lear-
ning and assessing including enrollment, atten-
dance, examination, evaluation, and certificate
issuance. Thanks to these platforms, the BRI-
TACEG is able to develop online training pro-
grams that register broader reach, larger scale,
and expanded topics. In addition, the design of
the intermediate and advanced curricula is in
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progress on the selected topics such as tax dis-
pute resolution, digitalization of tax admini-
stration, taxpayer service, and VAT reform. In
the meantime, the BRITACEG follows close-
ly the frontiers of international taxation to de-
sign detailed courses and makes these courses
more enriched based on the topical tax issues of
common concern. To help trainees better con-
solidate the knowledge they have learned, the
BRITACEG has designed supporting tests and
will issue completion certificates to those who
have passed corresponding exams. Furthermore,
the BRITACEG has worked progressively to
compile manuals and materials used in training
into topic-specific textbooks. These textbooks
will be translated into multiple languages after-
ward for use by the BRITAs around the world.
Moreover, new forms of learning have been de-
veloped to carry out virtual field studies, such as
virtual tours and exhibitions.

A high-caliber faculty is an important gua-
rantee for the development of the BRITACEG.
In the next step, the BRITACEG will create syn-
ergy for capacity building by fully integrating
expert resources from BRITACOM Member
Tax Administrations, Observers, and other re-
levant parties. Meanwhile, to bring together
quality training resources and build a versatile
faculty characterized by global vision, diversi-
ty, and expertise, the BRITACEG will set up
a regular cooperation mechanism with relevant
international organizations, prestigious universi-
ties, research institutions, industrial associations,
multinational companies, and international ac-
counting firms.

In terms of academy building, in addition
to the existing BRITAs situated in Yangzhou
China, Beijing China, Nur-Sultan Kazakhstan,
and Macao SAR, China, which use Chinese,
English, Russian, and Portuguese to deliver
training respectively, BRITAs with the ability to
provide training in more languages will be built
to offer targeted training services for more tax
officials from BRI jurisdictions. Efforts will also
be made to encourage exchanges and coopera-
tion between the BRITAs and world-renowned
universities as well as research institutions, pro-

actively carry out policy research and academic
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exchanges amongst BRI jurisdictions, and ex-
plore new ways to achieve an in-depth sharing
of global advanced experience in terms of tax
governance and service. With all these efforts,
the tax administration capacity of BRI juris-
dictions is expected to see sustained improve-
ment.

3.3 Development Vision

As a substantial practice of building a com-
munity with a shared future for mankind, and
in line with the principle of achieving shared
growth through consultation and collaboration,
the BRI has fully shown openness, inclusive-
ness, and mutually beneficial cooperation. The
BRITACEG, an essential element of the BRI-
TACOM, is committed to building an inclu-
sive and sustainable platform for capacity build-
ing, in a bid to promote the establishment of
a growth-friendly tax environment and secure
more achievements in the high-quality pursuit
of the BRI

The BRITACEG will seek to improve the
whole-process management of capacity-build-
ing programs. In-depth researches and surveys
on the demands for enhancing tax administra-
tion capacity building of BRI jurisdictions will
be conducted regularly to accurately analyze
and identify priority areas for this endeavor.
Next, the BRITACEG will carry out a variety
of capacity-building programs on the sharing of
best practices in other key areas, and track the
effects of their implementation to accumulate
more experience, thus creating a virtuous cycle
of continuous refinement.

Going forward, the BRITACEG will con-
tinue to serve as a bridge in tax exchanges and
cooperation, and lay a more solid foundation
for international taxation cooperation. It will
also persevere in its endeavors to raise tax cer-
tainty, digitalize tax administration, improve tax
environment and strengthen tax administration
capacity building. With all these efforts, the
BRITACEG will surely make significant con-
tributions to closer BRI partnership, accelerated
global economic recovery, deepened economic
globalization, and the building of a community
with a shared future for mankind.



Enhancing Tax Administration Capacity Building
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Abstract: This article tracks how OECD capacity building has evolved since 1992,
alongside the evolution of international taxation, tax administrations, and their needs
for support. In doing so it identifies some of the key lessons for tax administrations
and their partners in building the capacity to respond to the current challenges and
opportunities. It places a particular focus on digitalisation and the implications for tax
administrations, both in respect to the implementation of the Two-Pillar Solution to the
taxation of the digitalising economy, and digitalisation of the tax administration itself.

Keywords: Tax administration; Capacity building; Digitalisation

ax administration has seen rapid
changes in recent years. Digi-
talisation is changing how tax
administration is undertaken, enabling
real-time information and big data ana-
lytics, while changes in international
tax policy are providing administra-
tions with new approaches, new tools
and more information than ever before.
Taken together this creates a period of
significant opportunity for tax admin-
istrations, but only where there is the
capacity in place to seize these opportu-
nities. Enhancing tax administration ca-
pacity building is therefore of increasing
importance.
This article looks at the evolution of
capacity building programmes developed
by the Organisation for Economic and

Co-operation Development (OECD),

including a more in-depth focus on two
of the most pressing challenges facing tax
administrations in the coming years: the
implementation of the Twwo-Pillar Solution
to the taxation of the digitalising econo-
my, and digitalisation of the tax adminis-
tration itself.

Drawing from this experience it is
clear that capacity building is a dynamic
process, and there is a need for innovation
and adaptation to respond to the chang-
ing needs of tax administrations them-
selves. Key lessons that emerge from the
OECD experience include the high value
placed on peer-to-peer learning, the im-
portance of identifying the various stages
of support needed for major reforms and
providing specific tools for each stage, and
the benefits of working in partnership to
deliver capacity building.
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1. The Evolution of Tax
Administration Capacity
Building: Efforts of the OECD

The OECD began providing capacity
building to tax administrations in 1992 with
the establishment of the Global Relations Pro-
gramme on Taxation (GRP). Initially established
as a programme to support countries transiting
to market economies, the GRP expanded dra-
matically in the following years. Now a truly
global programme, over 50 workshops a year
are being delivered through six multilateral tax
centres around the world, and through other
host countries. Over 20,000 tax officials have
benefitted from training through these intensive
workshops on a broad range of topics related to
international taxation.

More recently, the GRP has expanded to
provide virtual learning too. Launched in 2019,
the OECD e-learning programme has expand-
ed significantly since, not least due to the dra-
matic increase in demand during the COVID
pandemic, when physical workshops had to be
suspended. The e-learning offering now en-
compasses 19 modules, most of them available
in three different languages, covering a range
of topics including Exchange of Information
(EOI), Base Erosion and Profit Shifting (BEPS),
Transfer Pricing, Tax Treaties, Tax Crime, Tax
Administration and VAT. Over 30,000 tax of-
ficials have participated in the e-learning pro-
gramme since its launch. Additionally, the GRP
participates in the Virtual Training to Advance
Revenue Administration (VITARA) e-learning
project — created jointly by the Inter-Ameri-
can Center of Tax Administrations (CIAT), the
International Monetary Fund (IMF), the Intra-
European Organisation of Tax Administrations
(IOTA) and the OECD.VITARA offers online
courses covering institutional arrangements,
management of strategic reforms, compliance
risk management, information technology and
data management, as well as design and manage-
ment of core taxation processes.

In addition to multilateral training, from
2012 the OECD began providing bilateral ca-
pacity building to tax administrations on trans-

fer pricing, and BEPS, following the launch of
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the BEPS project. Since then, over 40 countries
have benefitted from bespoke bilateral assis-
tance. This assistance is tailored to the needs of
the recipient country, and can cover support in
the legislative process, as well as organisational
reform in the tax administration, and building
specific skills in transfer pricing and implemen-
tation of the BEPS Actions.

One challenge in providing capacity build-
ing in tax administration has historically been
that it has not been possible for external support
to assist on live cases, in real time, due to legal
restrictions and the need to guarantee taxpayer
confidentiality. This meant that the final stage,
where theory turns into practice, and revenues
are raised, had been least served by capacity
building support. To address this gap, Tax Inspec-
tors Without Borders (TTWB) was established as
a joint initiative of the OECD and the United
Nations Development Programme (UNDP)
in 2015. By using a practical “learning by do-
ing” approach, experienced tax auditors work
alongside officials in developing countries to
share their knowledge and experience of audit-
ing multinational enterprises by working hand-
in-hand with them on current audit cases. The
narrow and specific emphasis on assisting audits
in real time distinguishes TIWB from the main-
stream of existing international tax assistance.

Owing to the success of the TIWB initia-
tive, developing countries have expressed a de-
sire for similar technical assistance in other areas
of taxation. Consequently, the TTWB audit as-
sistance model is now being applied to criminal
tax investigations and pilot programmes for the
effective use of information exchanged auto-
matically (AEOI) between governments, both
of which help fight illicit financial flows (IFFs).
Further application to accompany developing
countries in the taxation of natural resource
contracts, taxation and the environment, and
digitalisation of tax administration (see below)
is being explored.

While the TIWB initiative deployed its
programmes globally and launched its 100"
programme in January 2022, Asia-Pacific and
Eastern Europe are two regions where countries’
assistance requests have been growing. To date,
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26 programmes have been deployed in 16 juris-
dictions' of the regions.

Benefits of TTWB programmes include tax
revenue gains collected on audits supported by
TIWB experts. Around the world, more than
USD1.6 billion additional tax revenues have
been collected through TTWB and TTWB-style
assistance offered in collaboration with the Af-
rican Tax Administration Forum (ATAF) and
World Bank Group. Of this, USD290 mil-
lion were generated by TIWB programmes in
Asia-Pacific and Eastern Europe.

Since 2011, the Secretariat of the Glob-
al Forum on Transparency and Exchange of
Information for Tax Purposes* has been sup-
porting developing countries (more than half
of its 163 members) to implement and benefit
from the tax transparency standards (EOI on
request and AEQOI) to better fight tax evasion
and other IFFs and enhance domestic resource
mobilisation. Over the last decade, it has trained
over 22,000 officials, developed 9 toolkits and
6 e-learning courses and successfully launched
4 regional initiatives (Africa, Latin America,
Asia and Pacific) to advance the tax transparency
agenda locally?® Following its strategic approach
to technical assistance which is based on agreed
work plan with each country,* it provided tech-
nical support to 75 developing countries in
2021. In this context, EUR30 billion of addi-
tional revenues were identified by developing
countries through offshore tax investigations

and voluntary disclosure programmes.

2. Supporting the Implementation
of the Two-Pillar Solution

When looking at the next set of capacity
building needs for tax administrations, the imple-

mentation of the Two-Pillar Solution to taxing

the digital economy is the most obvious area.
The BEPS Inclusive Framework recognises the
ambitious nature of the timelines to implement
the Tivo-Pillar Solution and so the Detailed Imple-
mentation Plan, published on 8 October 2021,
includes a commitment to provide bespoke
technical assistance through all phases of im-
plementation. This will be vital for developing
countries to reap the benefits of the Tiwo-Pillar
Solution in order to support domestic resource
mobilisation.

The Two-Pillar Solution has a number of
components, each of which must be elaborated
through rules that will find their way into do-
mestic legislation or international agreements.
The process for finalising these rules and agree-
ments is currently on-going, according to the
target deadlines set out in the Statement on a
Two-Pillar Solution to Address the Tax Chal-
lenges Arising from the Digitalisation of the
Economy. For example, the Global Anti-Base
Erosion (GloBE) rules to give effect to the
global minimum tax were already agreed by the
Inclusive Framework in December 2021. Juris-
dictions are now able to use those rules as a basis
to incorporate them into domestic law. Indeed,
the European Union is already debating a draft
Directive for implementation of the GloBE
rules under EU law. The Inclusive Framework
continues to work on finalising the Commen-
tary for the GloBE rules, as well as an imple-
mentation framework to ensure a coherent and
coordinated application of the rules in practice.

Separately on Pillar 1, the substantive rules
for giving effect to Amount A are being dis-
cussed in the relevant working parties and the
text of a Multilateral Convention (MLC) is be-
ing elaborated. The analytical work to articulate

Amount B is going on as well as discussions

1 Albania, Armenia, Bhutan, Cambodia, Georgia, Kazakhstan, Kosovo, Malaysia, Maldives, Mongolia, Pakistan, Papua

New Guinea, Sri Lanka, Thailand, Ukraine and Viet Nam.

2 https://www.oecd.org/tax/transparency/resources/ .

3 OECD (2022). 2022 Global Forum Capacity Building Report, https://www.oecd.org/tax/transparency/documents/

capacity-building-report-2022.htm.

4 OECD (2020). Capacity Building: A New Strategy for the Widest Impact, https://www.oecd.org/tax/transparency/what-

we-do/technical-assistance/Capacity-Building-Strategy.pdf.
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on how to finalise the details of the Subject to
Tax Rule (STTR) of Pillar 2. All of this work is
aimed to be completed in 2022 with the goal of
bringing the Two-Pillar Solution into effect in
2023. Once the rules are in effect, tax adminis-
trations will have to interpret and apply them.

Consequently, there are three distinct
phases of support: finalisation of the rules, fol-
lowed by legal implementation, and finally im-
plementation in practice.

First, Inclusive Framework members will
need help participating in the immediate
work of finalising the technical work on the
two pillars. The outputs of this work will in-
clude a Multilateral Convention to implement
Amount A of Pillar 1, along with an Explanatory
Statement, development of Amount B, model
rules and commentary for the implementation
of the GloBE rules of Pillar 2, a model STTR
provision and a Multilateral Instrument (MLI)
to implement it. Here the capacity needs are
primarily in ensuring that participants from
developing countries are able to keep up with
the pace of discussions, and are able to access
expertise to provide further explanation on
the proposals. In addition, given the limited
capacity within many developing countries to
model the economic impact of the proposals,
data provided by the OECD Secretariat to In-
clusive Framework members will be vital in
helping countries understand the impact of the
Two-Pillar Solution.

Once these outputs are finalised, the second
phase of support will be geared more towards
bespoke assistance on a bilateral basis to imple-
ment the rules into domestic law or treaties and
to ensure that ratification processes proceed in a
timely fashion. This may include assisting with
draft legislation or supporting interaction at the
political level to assist with signature or ratifica-
tion of the MLC or MLI.

The third phase may include support for
administrative cooperation, including auditing
taxpayer’s liability under Amount A (including

reviewing documents and information provid-
ed by the taxpayer) and assistance in participa-
tion in multilateral tax certainty processes (e.g.,
as members of a panel convened to rule on the
effect of Amount A in respect of a specific tax-
payer), assessing whether a transfer pricing dis-
pute could be resolved through the application
of Amount B, or whether withholding tax on a
payment is affected by the STTR.

3. Supporting the Digitalisation
of Tax Administration

Recent technological changes have opened
up a range of opportunities for tax administra-
tion improvements through digitalisation. Such
changes may increase revenue by expanding the
tax base or through more effective collection.
They may increase efficiency and effectiveness
through simplifying processes, using cheaper
and more accessible digital channels to inter-
act with taxpayers, moving to more self-service
approaches, and exploiting data to focus on re-
sources more effectively. They may reduce tax-
payers’ administrative burdens by making it easi-
er to comply with obligations. Finally, they may
help drive profound and significant changes, as
the move towards a digitalised tax administra-
tion can help drive wider digitalisation across
government and society.

This has led to a series of initiatives from
international organisations and jurisdictions to
support developing country tax administrations
in their digitalisation journeys, ranging from bi-
lateral shoulder-to-shoulder assistance® to large-
scale projects. In this context, the Forum on Tax
Administration (FTA) in the OECD, with its
global representation and significant collective
experience, is well positioned to assist tax ad-
ministrations with capacity building through its
initiatives, including peer-to-peer assistance.

The FTA has an ongoing focus on the digi-
talisation and digital transformation of tax admin-
istrations, as outlined in the discussion document
“Tax Administration 3.0: The Digital Transfor

5 Exemplified through the Tax Inspectors Without Borders programme: http://www.tiwb.org/.
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mation of Tax Administration™ and the corre-
sponding Action Plan’. This focus, combined with
an expressed intention to offer capacity building
initiatives that complement the offers from other
organisations, has over the last year been mate-
rialised in a coherent package of initiatives that
may benefit tax administrations in the Belt and
Road jurisdictions in their digitalisation journey.
The package consists of the following elements,
which are summarised here and described below:

« The publication of a Digital Transforma-
tion Maturity Model (DTMM) to assist
administrations in self-assessing their cur-
rent level of maturity and to help inform
digitalisation strategies.

» The development of a new Inventory of
Tax Technology Initiatives (ITTI) which
will allow tax administrations to see, on the
basis of a global survey, the uptake of new
technology initiatives at a jurisdiction level
and to access a range of supporting materi-
al, from reports to case studies.

+ The publication of the report “Supporting
the Digitalisation of Developing Country
Tax Administrations” which examines the
common elements of successful digitalisa-
tion journeys and the benefits they deliver.

« The planned piloting of a proposed Tax

Examination of
options

Self-assessment

* Digital Transformation * Inventory of Tax
Maturity Model

Technology Initiatives

Figure 1.The natural flow of the elements of the package

* Report “Supporting

Inspectors Without Borders-Digitalisation

of Tax Administration (TTWB-DTA) pro-

gramme, aimed at providing confidential

advice on high-level decision-making on

strategic topics related to digitalisation.

The elements of the package can be ap-
plied in any order, and Figure 1 shows the pos-
sible natural flow.

3.1 Digital Transformation Maturity Model
The Digital Transformation Maturity Model®
was published at the FTA Plenary in December
2021.The model covers five levels from emerging
to aspirational. In addition to its role in helping
administrations understand their current level of
maturity and possible reform pathways, experience
from the use of this and previous FTA maturi-
ty models shows that the discussions involved in
reaching a view are often of high value in and of
themselves, often bringing together officials from
across the administration, including at senior levels.
So far, 46 tax administrations have provided
their self-assessment results to the Secretariat.
The facilitation of self-assessments is key
to the quality of the discussions, including any
necessary preparation and evidence gathering.
The FTA considers helping in the proper facili-

tation of maturity model discussions by:

Digitalisation
strategy and
implementation

Peer-to-peer
assistance

* Tax Inspectors Without
the Digitalisation of Borders-Digitalisation
Developing Country of Tax Administrations

Tax Administrations”

6 OECD (2020). Tax Administration 3.0: The Digital Transformation of Tax Administration, https://www.oecd.org/
tax/forum-on-tax-administration/publications-and-products/tax-administration-3-0-the-digital-transforma-
tion-of-tax-administration.htm.

7 OECD (2022). Tax Administration 3.0 — Action Plan Update, https://www.oecd.org/tax/forum-on-tax-administra-
tion/publications-and-products/tax-administration-3-0-action-plan-update.pdf.

8 OECD (2022). Digital Transformation Maturity Model, https://www.oecd.org/tax/forum-on-tax-administration/publi-

cations-and-products/digital-transformation-maturity-model.htm.
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+ Producing an e-learning module and step-
by-step guidance;

+ Putting in place a pool of “expert facilita-
tors” (including the training of those ex-
perts); and

« Involving the FTA Secretariat in facilitat-
ing some of the discussions.

3.2 Inventory of Tax Technology
Initiatives

While there is internationally comparative
data on tax administration, collected through
surveys such as the International Survey on
Revenue Administration (ISORA), such data
usually describe the whole range of functions
and processes of a tax administration on a high
level, and may not examine in detail the dig-
italisation and digital transformation initiatives
undertaken by tax administrations.

In order to fill this information gap, a new
Inventory of Tax Technology Initiatives has
been developed by the OECD, and badged as
a partnership with eight regional and interna-
tional organisations.'’ The Inventory was made
public in April 2022.

ITTTs primary purposes are to assist tax ad-
ministrations in their considerations of possible
domestic reforms and to help identify where fu-
ture collaboration between tax administrations
might be of most value.

Its information covers both (i) leading
technology tools and digitalisation solutions
implemented by tax administrations, and (i1)
approaches that will help advance the overall
digital transformation of tax administrations. In
addition to providing a snapshot of which ad-
ministrations have adopted particular technolo-

9 https://data.rafit.org.

gy tools or approaches, ITTI also contains links
to case studies providing a more in-depth look
at particular implementation solutions as well as
links to supporting materials and studies.

ITTI is based on a survey developed by
FTA member administrations and the FTA
Secretariat. More than 75 administrations have
completed the survey so far. As more adminis-
trations complete the survey and become part
of the inventory, the benefits for those using
ITTT increase.

The FTA Secretariat plans to increase the
relevance of ITTI to developing countries
through:

+ supporting developing country adminis-
trations with the completion of the com-
prehensive survey through hands-on out-
reach;

+ providing assistance with the development
of case studies to help them showcase their
work; and

+ demonstrating the platform and how to

use it to maximise the benefit.

3.3 Building on the Capacity Building
Report on Digitalisation

The purpose of the report “Supporting the
Digitalisation of Developing Country Tax Ad-
ministrations”"", prepared in collaboration with
the ATAF and published in December 2021, is
to share information that will assist developing
country tax administrations as they consider
digitalisation, to facilitate dialogue among tax
officials on tax administration issues, and to
identify opportunities to improve tax adminis-
tration information and communications tech-

nology (ICT) systems.

10 Partner organisations: The Asian Development Bank (ADB); the African Tax Administration Forum (ATAF); the Cer-

cle de Reflexion et d’Echange des Dirigeants des Administrations Fiscales (CREDAF); the Commonwealth Associ-

ation of Tax Administrators (CATA); the Inter-American Center of Tax Administrations (CIAT); the International

Monetary Fund (IMF); the Intra-European Organisation of Tax Administrations (IOTA); and the Study Group on

Asia-Pacific Tax Administration and Research (SGATAR).

11 OECD (2021). Supporting the Digitalisation of Developing Country Tax Administrations, https://www.oecd.org/tax/fo-

rum-on-tax-administration/publications-and-products/supporting-the-digitalisation-of-developing-country-tax-ad-

ministrations.htm.
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The FTA considers following up the pub-
lication of the report with other initiatives in
order to maximise its effect:

+ Outreach events: the purpose of these events
will be to promote the report in order to in-
crease its usage, and to collect feedback regar-
ding areas where additional supporting ma-
terial might be developed.

+ Development of supporting materials: due
to the scale and complexity of the issues
involved in tax administration digitalisa-
tion, the report, while covering a large
range of topics, only offers a relatively brief
summary of each of the main issues. The
FTA considers working with develop-
ing country tax administrations and other
stakeholders on the production of further
guides, providing a more detailed examina-
tion of specific aspects of the digitalisation
journey. The guides would be produced
following the same principle as the origi-
nal report, i.e., the content should be based
on actual tax administration experience in

order to facilitate peer-to-peer learning.

3.4 Tax Inspectors Without Borders for
Digitalisation of Tax Administrations
(TIWB-DTA)

The FTA and TIWB Secretariats are cur-
rently exploring whether there is need and
capacity to assist tax administrations in devel-
oping countries through confidential advice on
high-level decision-making on digitalisation stra-
tegies, architectural options, budgetary considera-
tions, management of digitalisation projects and
other strategic topics related to digitalisation.

A meeting of FTA Commissioners and Se-
nior Officials in 2021 demonstrated strong inter-
est in the development of light-touch collective

il
i &

LEgag o

v

mechanisms for providing additional support to
developing country tax administrations in the
area of digitalisation. A key caveat was that such
mechanisms should not duplicate the efforts of
international organisations, regional tax organ-
isations or individual FTA members on long-
term support for digital infrastructure projects,
nor involve very large resource commitments.
Several Commissioners highlichted TTWB as
the kind of model that could be used for this
work, which would allow for high-value confi-
dential interactions at critical points.

A concept note was developed in 2021,
outlining that FTA members can join TIWB-
DTA missions as partners, offering assistance to
host administrations from within and outside
the FTA on high-level strategic topics related
to digitalisation, and that the concept would be
tested through pilots prior to the formal deci-
sion to start.

The FTA is currently organising pilots test-
ing the concept in collaboration with the TTWB
Secretariat. In each pilot, a Host administration
will receive assistance from one or more Partner
administrations in the form of confidential ad-
vice on topics like digitalisation strategies, archi-
tectural options and budgetary considerations.

4. Conclusion

The need for capacity building to continue
to evolve will persist in the coming years, espe-
cially in relation to digitalisation, both in terms
of taxation of the digital economy and digital
taxation processes. The OECD Secretariat and
the FTA have shown the ability to adapt and
reform capacity building to the needs of coun-
tries, and the OECD is committed to continu-
ing to harness international expertise to deliver
targeted and relevant assistance.
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that will require further attention and consideration by tax administrations wishing to collect the
rent attributed to these activities. It is contended that new capacities will have to be developed
not just to handle the “new” forms of doing business, but also to generate income and to allow
for a harmonized environment that facilitates and draws investment to Belt and Road Initiative

jurisdictions. The transformation ought to occur while “traditiona

ministration and cooperation persist.

|u

issues in international tax ad-

Keywords: International tax; Digital economy; Climate change; Cryptocurrency; Belt and
Road Initiative; Tax administration; Capacity building

1. Introduction

he Belt and Road Initiative (BRI)!

aims to facilitate trade and investment

for the purpose of fostering economic
growth in an area stretching from East Asia to
Europe. Tax policy is central to both trade and
investment, since tax systems shape incentives
for inbound and outbound investment. That’s
why getting agreement on coordinated mea-
sures to foster tax policy development for BRI
jurisdictions will be a key feature of the work
going forward.

What role is to be played by the BRI in
obtaining cooperation and harmonization in
tax policy?

Broadly speaking, the number of jurisdic-
tions taking part in the BRI is large, and their
tax systems vary, as do their capacities for tax
collection and management.? Therefore, devis-
ing or adhering to rules that are capable of re-
ducing taxpayer risks when investing in those
jurisdictions will be key to creating a favorable
environment for investment that is also facilitat-
ed by cooperative networks of integration and
harmonization of tax rules.

Against this backdrop, this article will focus
on three main “novel” topics which should be
up for discussion and consideration by tax au-
thorities involved in the BRI when developing
tax policies that are apt to handle the new ways
of doing business:

(i) Digital economy: Taxation of the digital

1 BRITACOM, https://www.britacom.org/jzgk/britacom/.

economy either through the implementation
of the Pillar 1 approach as defined by the Or-
ganisation for Economic Co-operation and
Development (OECD)/G20 Inclusive Frame-
work, or through the application of unilateral
digital taxes.

(1) Cryptocurrency taxation and the use
of blockchain to gain efficiency in tax adminis-
tration structures.

(1) Environment: The pricing of envi-
ronmental externalities through the application
of carbon taxes and other environmental taxes
bearing an indirect price on carbon.

New capacities will have to be developed
not just to handle the “new” forms of doing
business, but also to generate income and to
allow for a harmonized environment that facil-
itates and draws investment to the region. The
transformation ought to occur while “tradition-
al” issues in international tax administration and
cooperation persist. Transfer pricing disputes
and other issues related to the allocation of tax-
ing rights between states, tax planning and ar-
bitrage by taxpayers, curbing tax avoidance and
evasion, and the streamlining of international
dispute resolution and exchange of information
procedures are ongoing challenges for tax ad-
ministrations, even as they are required to deal
with the challenges deriving from fast-paced
development of new technologies and business
practices.

The next section explores some of these

2 C.Jingxian (2019). Tax Treaties: Past, Present and Future. 25 Asia-Pacific Tax Bulletin 5.
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new challenges. Section three discusses how
traditional challenges will coexist with emerg-
ing issues even as jurisdictions adapt to the new

normal, and section four concludes.
2. New Challenges

2.1 Digital Economy

One of the biggest challenges faced by tax
authorities in the last decade (and one that has
topped the international tax agenda) is the tax-
ation of the digital economy. The digitalization
of the economy has allowed for the develop-
ment of business models that can easily scale up
without increasing local mass. As a consequence,
enterprises are able to expand their presence in
market jurisdictions (i.e. the jurisdiction where
the target audience of the digital services is lo-
cated) without a corresponding physical pres-
ence. Under the current rules, physical presence
is a key factor for the allocation of taxing rights
to a jurisdiction. Thus, market jurisdictions —
the jurisdictions that are responsible for a large
part of the value created by the digital economy
— are prevented from taxing a fair share of the
large profits generated by enterprises active in
the digital economy.

For the purpose of righting this wrong and
to allow the taxation of value where value is
created, the OECD/G20 Inclusive Framework
on Base Erosion and Profit Shifting (BEPS) has
set out to develop new rules to allow for the
taxation of a fraction of multinational enter-
prises’ (MNEs) residual profit (i.e. excess profit
beyond 10%) in the market jurisdiction. As the
negotiations stand today, these new rules —

known as the Pillar 1 allocation rules — will
apply to all cross-border business activities, not
just digital services. The initial impact of Pillar 1
will be limited, given it has a restricted personal
scope of application in its first phase of imple-
mentation.” Only MNEs with a global turnover
above EURZ20 billion and profitability above
10% are initially covered by the new rules.”

According to recent research conducted by
Oxford University®, the Pillar 1 approach en-
visioned in the OECD blueprint will only ap-
ply to approximately 100 multinational entities
across the world. The new proposed allocation
rules would only apply if enough revenues are
generated in a jurisdiction to reduce compli-
ance costs in tracing small amounts of sales. As
a result, only jurisdictions that are assigned re-
venues® of over EUR 1 million or EUR 250,000,
depending on whether the jurisdiction has an
annual GDP greater or lower than EUR40 bil-
lion, are entitled to receive allocation of a frac-
tion of the residual profits. Regulated financial
services and the extractive sector are expected
to be outside the scope of Pillar 1.

Therefore, tax administrations will need to
assess the transactions occurring in the market
to know whether they are eligible for the al-
location of income under the scoping rule (of
EURZ20 billion), and the nexus rule (minimum
revenue per jurisdiction). This assessment will
be needed irrespective of whether the revenues
are ultimately assigned to the jurisdiction. The
legislative framework embodied in the jurisdic-
tion in question will be determinant in defining
the role that is to be played by tax administra-
tions going forward.

3 The revenue threshold may be lowered to EUR 10 billion after seven years, contingent on successful implementation

of the rules.

4 OECD (2021). Statement on a Tivo-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Econonty,

https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-

the-digitalisation-of-the-economy-october-2021.pdf.

ul

M. Devereux & M. Simmler (2021). Who Will Pay Amount A?. 5 EconPol Policy Brief 36, https://www.econpol.eu/

sites/default/files/2021-07/EconPol_Policy_Brief_36_Who_Will_Pay_Amount_A_0.pdf.

6 Revenues mean the total revenues of a group after the exclusion of revenues derived from extractive and regulated

financial services.
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Furthermore, a question persists as to
whether the new allocation rules, which are yet
to be completed, will allocate enough revenue
to the market jurisdiction to justify extensive
investment in capacity development of tax ad-
ministrations to be able to assess the tax locally.
Research is still pending on the revenue gen-
eration potential, particularly for middle- and
low-income BRI jurisdictions. This research
would probably only be viable once the final
rules are disclosed. However, preliminary eco-
nomic studies conducted by the OECD” indi-
cate that most economies would experience a
small tax revenue gain, assuming a 20% reallo-
cation of residual profit® to market jurisdictions.
The same research indicates that, on average,
low- and middle-income economies would
gain relatively more revenue than advanced
economies, while investment hubs would expe-
rience some loss in tax revenues.

However, jurisdictions are still receiving
mixed messages. An IMF study indicates that
whereas high- and upper-middle-income juris-
dictions like Australia, Japan, Korea and China,
with large domestic markets, would gain reve-
nue from the application of a Pillar 1-type allo-
cation, developing jurisdictions such asVietnam
could lose revenue.’

A remaining question is whether the sim-
ple administration of unilateral digital services
taxes in the form of gross excise taxes would

generate more revenues and be easier to im-

plement, using fewer human resources from
already understaffed tax administrations. Al-
though unilateral digital services taxes are more
open to tax avoidance and tax competition,'
this is a question that is being put forward in
low- and middle-income fora like the African
Tax Administration Forum'! and that would be
equally interesting for BRI jurisdictions.

The newly published draft Model Rules
for Nexus and Revenue Sourcing on Amount
A" propose specific source rules to assign an
MNE? revenue to a specific market jurisdiction.
The proposed rules denote a shift from a group
approach to a transaction-by-transaction ap-
proach, focusing on individual items capable of
generating revenue (such as clicks on an online
advertisement). This shift, which is built on ex-
isting foundations such as the arm’ length stan-
dard and the separate entity approach, is likely
to require greater capacity from tax adminis-
trations, both to adapt to the new rules and to
oversee the transactions covered (in the market
jurisdiction), in order to source the revenue.

The shift from group to transactional-based
revenue allocation between jurisdictions creates
the need for the application of formulaic allo-
cation keys. For example, there may be multiple
items on one invoice or contract, and goods or
services may be sold in different jurisdictions
and difficult to allocate to one geographic lo-
cation using the sourcing rule. The sourcing of

revenues in this case is done by resorting to a

7 OECD, Tax Challenges Arising from the Digitalization of the Economy, Update on the Economic Analysis and

Impact Assessment, Webcast, 13 February 2020.

8 Under this OECD study, residual profit is defined with a 10% or 20% threshold on profit-before-tax to turnover.

It must be noted that under the current proposal, the residual profit is of 10% and the allocation fraction is 25% of

residual profit.

9 Era Dabla-Norris, Ruud De Mooij, Andrew Hodge, et al. (2021). How to Tax in Asia’s Digital Age, https://blogs.imf.

org/2021/09/14/how-to-tax-in-asias-digital-age/.

10 Era Dabla-Norris, Ruud De Mooij, Andrew Hodge, et al. (2021). How fo Tax in Asia’s Digital Age, https://blogs.imf.

org/2021/09/14/how-to-tax-in-asias-digital-age/.

11 African Tax Administration Forum (2020). ATAF Publishes an Approach to laxing the Digital Economy, https://www.

ataftax.org/ataf-publishes-an-approach-to-taxing-the-digital-economy.
12 OECD (2022). Pillar One — Amount A: Draft Model Rules for Nexus and Revenue Sourcing, Open Consultation Document,

https://www.oecd.org/tax/beps/public-consultation-document-pillar-one-amount-a-nexus-revenue-sourcing. pdf.
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formulaic approach to allocate the revenue in
proportion to the revenue earned in each mar-
ket, using an allocation key. The allocation key
basically applies to the “vacant” portion of the
revenue that cannot be sourced to any particular
market on a transaction-by-transaction basis.

The proposed Pillar 1 source rules are still
in draft form and subject to consultation and
revision procedures. Yet the level of complexity
reported is likely to demand a larger effort from
tax administrations across the world to moni-
tor, review, and verify these transactions. Trans-
fer pricing ramifications are also likely to derive
from the formulaic allocation of income, which
could trigger disputes through the existing mu-
tual agreement procedure in tax treaties.

Since mutual agreement procedures are
typically a function of tax administrations, BRI
jurisdictions would have to be ready to nego-
tiate with each other, but also on a more glob-
al scale, as many of the transactions covered by
large MNEs are likely to be in high-income
jurisdictions.

The use of blockchain applications, as dis-
cussed in section 2.2, might be a useful tool
to monitor these transactions if new capacities
are developed to monitor MNE transactions

through a digital platform.

2.2 Challenges Associated with
Blockchain Applications and
Cryptocurrency Taxation

2.2.1 Challenges

It has been predicted that blockchain tech-
nology has the potential of revolutionizing the
manner in which business is conducted. Block-
chain promises the elimination of intermediar-
ies, as well as inserting trust, transparency, and
improved access to shared information and re-
cords which would be instrumental in imple-
menting, for example, the new Pillar 1 alloca-
tion rules.

Blockchain applications have been de-
veloped or are currently being developed for
an array of markets and industries, mostly to
streamline business operations. The most no-
table applications of blockchain technology
involve the creation of virtual assets like cryp-
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tocurrencies and asset tokens. Both the rise of
cryptocurrency ownership and trade, and the
recent “tokenization” of assets pose specific
challenges to tax administrations worldwide.

Cryptocurrencies are digital currencies de-
signed to work as a medium of exchange (or a
store of value) through a computer network that
is not reliant on a central authority. Especially in
developing jurisdictions, cryptocurrencies have
been embraced by citizens as a way of obtain-
ing access to financial services — sometimes at
reduced costs, such as in the case of remittances
— or as a hedge against local inflation risk.

Virtual tokens are a challenge. In particular,
non-fungible tokens (NFTs) are a type of token
that is uniquely identifiable (unlike cryptocur-
rency coins), thereby providing a certificate of
authenticity or proof of ownership. Tokens may
be associated with all kinds of real assets, like
physical or digital artworks, luxury goods, or
real estate.

These fast-paced technological develop-
ments provide tax administrations with tremen-
dous challenges. Detailed guidance on the tax
treatment of these new types of asset owner-
ship and their consequences for income, capital
gains, and value-added tax (VAT) is often lack-
ing, which results in uncertainty for taxpayers
and, if the regulatory vacuum persists, increases
in jurisdictions’ tax gaps.

The decentralized nature of blockchain
applications poses additional problems. For in-
stance, the few commercial intermediaries that
are involved in the cryptocurrency ecosystem
(like cryptocurrency wallet-hosting companies
or exchanges and cryptocurrency mining pools)
are often situated in third jurisdictions. Due to
their sui generis characteristics — they are not
financial institutions — they largely fall outside
the scope of the current standards for exchange
of information employed under the auspices of
the OECD Global Forum on Transparency and
Exchange of Information for Tax Purposes.

Tax lawmakers and tax administrations alike
are advised to 1) develop tools to monitor and
assess taxpayers’ embrace of cryptocurrency and
token technology; and 2) develop suitable tax
regulatory guidance and sui generis tax regimes,
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if needed. In the development of the guidance,

the emphasis should be on increasing taxpay-
er compliance without stifling the economic
growth potential of blockchain technology.

Since the embrace of cryptocurrencies is
especially strong among citizens in developing
jurisdictions, the need for capacity building on
this matter is equally high in those jurisdictions.
Given the complexity and novelty of the tech-
nological developments, international cooper-
ation is key here, not only for the purpose of
developing regulatory best practices for the
taxation, but also to compel the international
community to modernize the framework for
the exchange of tax information.

2.2.2 Opportunities in using block-
chain technology

‘Whereas the embrace of blockchain in the
private sector poses challenges to tax admin-
istrations, the same technology also provides
tremendous opportunities in the public sector,
given its fundamental architecture as a decen-
tralized peer-to-peer system for data manage-
ment.

Key benefits associated with blockchain

technology as a tool to support the assessment,
collection, and execution of tax liabilities are
transparency, efficiency, data integrity, and se-
curity. Especially in an international context,
where information asymmetries between na-
tional tax administrations persist because there
is no central authority, blockchain technology
has the potential to revolutionize the adminis-
tration of taxes.

In recent years, several use cases for block-
chain technology have been developed to
increase tax administration capacity. At the
domestic level, the administration of wage with-
holding tax has been identified as a frontrunner
for the implementation of the technology. By
embedding smart contracts, a blockchain-based
system can fully automate calculating and trans-
ferring tax and social security payments from
employees’ salaries to the relevant government
agencies at the federal and/or state level.

Blockchain has also been suggested as a
tool to reduce the administrative burden of VAT,
one of the most important sources of govern-
ment revenue in many jurisdictions. By adopt-
ing a decentralized reporting process in which
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every VAT transaction would be conducted and
reported in real time, VAT compliance burdens
could be reduced dramatically. Furthermore, by
using smart contracts embedded in the block-
chain, all recorded transaction would be trans-
parent and genuine, reducing the risk of fraud
or mistakes. A real-time VAT return system
also allows immediate insight in VAT subjects’
finances, as the technology allows on-the-fly
transfers of money between business and the
government to settle outstanding liabilities and
reimbursements.

In international tax, blockchain technology
has been furthered as a tool to manage transfer
pricing documentation of taxpayers that are ac-
tive in multiple jurisdictions. Intra-group agree-
ments and other transfer pricing documentation
would be recorded on the blockchain, and tax
administrations that need it would be given
access and be able to track the flow of trans-
actions and the identities of the relevant group
companies. These features make blockchain
technology the perfect vehicle to carry through
information regarding country-by-country
reporting but also, in the long run, reporting
transactions occurring in a market jurisdiction
under the new Pillar 1 allocation rules.

Finally, blockchain technology also has the
potential to strengthen the OECD’s Common
Reporting Standard. Instead of exchanging in-
formation on taxpayers’ finances bilaterally, a
blockchain set up by a consortium of partic-
ipating states can avoid data redundancies by
registering all relevant information and by using
smart contracts to allow access to eligible juris-
dictions, thereby avoiding redundant data man-
agement and safeguarding the confidentiality of
the information.

2.3 Environmental Challenges

The full implementation of an environ-
mental fiscal reform translates into the ability to
derive the environmental cost of doing business
— a measure which should have been incor-
porated into jurisdictions’ national tax policies
long ago. One of the great issues from a policy
perspective is the absence of a coordinated unit

of measure to derive the environmental cost of
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doing business in a state. This leads to greater
pressure on national states, to the extent that in
the absence of a domestic carbon price policy,
it is the government — and, with it, the whole
society — that bears the environmental cost of
doing business of all private and public enter-
prises at national level.

With growing commitments being as-
sumed under the Paris Agreement, it is likely
that governments will progressively introduce
explicit and implicit prices on carbon, such as
carbon taxes, fossil fuel taxes, and energy taxes.
These market-based instruments can generate
revenues, improve the efficiency of fiscal con-
solidation efforts, and play an important role
towards fulfilling Nationally Determined Con-
tributions.

Given the BRI’ scale and its essential pur-
pose of achieving economic growth across all
participating jurisdictions, the establishment of
a regionally endorsed environmental tax policy
would be crucial to allow the internalization of
negative environmental externalities. Further-
more, the policy choices made by the jurisdic-
tions participating in the BRI will instruct the
level of capacity needed to deal with the ad-
ministration of such taxes at national level. For
example, practice dictates that the administra-
tive burden of an upstream carbon tax is much
lower than if a jurisdiction opts to implement
a downstream, or sectoral, carbon tax. An up-
stream carbon tax is a tax that is applied at ex-
traction level in resource-rich jurisdictions and
at import, or as close as possible to import, in
resource-poor jurisdictions.

A carbon tax is a specific excise tax — a
price per ton of carbon, usually applied by
weight or volume. A carbon tax is relatively easy
to administer, and the revenue-generating po-
tential of an upstream carbon tax can be deter-
mined even before the tax is applied.

By knowing how much fossil fuel is em-
ployed in a process, then both the taxpayer and
the tax administration can predict the amount
of carbon tax revenue generated as a result of
the combustion of that product. Because the
correlation between the volume of a product
and its carbon content is mathematical, the law



Enhancing the Capacity of Tax Administrations to Develop Tax Policy

can apply pre-calculated tax rates without ver-
ifying actual emissions. The tax, expressed in
terms of weight or volume, is based on the aver-
age carbon content of the relevant fuel.

An upstream carbon tax is preferable to a
mid- or downstream carbon tax because it can
provide a whole-of-economy approach, offering
a level playing field between all sectors of the
economy, with no cherry-picking for energy-
intensive sectors. It is also capable of reaching
both the formal and informal sectors, which is
important in highly informal developing econ-
omies.

But carbon taxes can be employed at the
downstream level too, in which case the item
subject to tax is the carbon emission, and not
the embedded carbon content of the fuel. In
such cases, governments assign specific sectors
that will be burdened by the tax. Since the tax
is on emissions, there is also heavy reliance on
monitoring, reviewing, and verifying processes.

In addition to taxing carbon, indirect car-
bon prices play an important role in trade as
well as on environmental outcomes in the BRI
jurisdictions. Recent research' shows that the
existing tariff system globally has an environ-
mental bias: On average, jurisdiction tariffs
are lower on carbon-intensive industries (up-
stream) than on clean industries (downstream).
In other words, jurisdictions have imposed less
protection on dirty industries than on clean
industries. The tarift’ differential represents an
indirect carbon subsidy in trade policy and,
crucially, another opportunity for BRI policy
design cooperation.

Therefore, from a tax administration per-
spective, capacity building efforts would be
substantially different depending on the policy
approach adopted for the handling of so-called

new environmental taxes, such as carbon taxes.
Ideally, these features should be contemplated

when envisioning new green tax policy design.

3.Traditional Challenges Faced
by Tax Authorities

Opverseeing the policy design of “new”
taxes such as the ones discussed in this paper
is almost as important as investing in the dig-
italization of tax administration functions and
building capacity in tax administrations. The
simplification of tax systems is greatly depen-
dent on the policy approaches adopted at the
national level. This is likely to become a more
recurrent theme, especially as jurisdictions are
increasingly made to deal with highly com-
plex business arrangements as well as envi-
ronmental considerations that were previously
left untaxed.

These challenges will surface while tax ad-
ministrations are still confronted with tradition-
al challenges deriving from the administration
of an already complex international tax system.
The interpretation and application of allocation
rules under tax treaties, the administration and
negotiation of mutual agreement procedures,
and transfer pricing disputes arising as a result
of cross-border transactions are issues that have
always required attention from tax administra-
tions, and that are likely to continue giving rise
to disputes, irrespective of the recent sophistica-
tion of taxing structures.

While digitalization of typical tax admin-
istration functions could make life easier for
authorities, by easing the administrative burden
and giving tax officials more time to focus on
higher value activities, digital transformations
are also time-consuming and cash-intensive.'

Therefore, priorities should be set from the

13 Shapiro (2020) finds that the existing tariff system across several countries represents a global indirect subsidy to

carbon emissions ranging from USD550 billion to USD800 billion per year.

14 Marcello Estevao (2021). Why Tax Administrations Are Embracing Digital Transformation, https://blogs.worldbank.org/

voices/why-tax-administrations-are-embracing-digital-transformation#:~:text=Why%20tax%20administrations,-

DECEMBER %2001%2C%202021.
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start to maximize the potential for success in
the automation of typical tax administration

functions.

4. Conclusion

Tax policy development is at the heart of
digital transformation going forward. As func-
tions and processes become more digitalized,
the challenge faced by tax authorities, partic-
ularly tax authorities of BRI jurisdictions, will
be how to dedicate resources to obtain policy
solutions that are both easy to administer, and
can be coordinated with other tax administra-
tions of BRI jurisdictions. Important decisions
are on the horizon, both in terms of agreeing
to the proposed global standard for income al-
location to a market jurisdiction under Pillar 1
of the BEPS Project, and in terms of defining
rules to address negative environmental exter-
nalities.

Blockchain applications provide both op-
portunities for further integration and increase
in revenue collection, and challenges in identi-
fying and capturing transactions that are mostly
mediated in foreign jurisdictions. All these will
pose as new issues that tax administrations will
have to face going forward, with great potential
for novel solutions that can expedite functions

within a tax administration.
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1. Introduction

important than ever, in order to ensure all

overnments have experienced
unprecedented  disruption  to
their finances due to the deva-
stating impacts of the COVID-19 pan-
demic which now enters into its third
year. Globalisation and digitalisation also
show no signs of slowing down. Thus, en-
hancing capacity building of tax adminis-

trations in developing countries is more

the citizens can raise their living standards
and not fall further behind.

As a developed country and a mem-
ber of the Organisation for Economic
Co-operation and Development (OECD),
New Zealand is committed to “making
a difference” and providing capacity buil-
ding assistance where possible. This ar-
ticle will set out New Zealand Inland
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Revenue’s capacity building objectives, explore
some recent experience in delivery of capa-
city building assistance, and examine future

developments.

2. Challenges and Opportunities

There is general recognition that the ef-
ficient collection of taxes is a vital element in
improving the economic welfare of developing
countries. As a relatively small country with
limited resources for international capacity
building, New Zealand’s biggest challenge in
providing assistance is how we can apply our
scarce resources to achieve the best possible
outcomes for developing countries while also
ensuring that our own tax administration (In-
land Revenue) can deliver its local program of
work within various capacity constraints.

As a leading jurisdiction in the South Pacif-
ic, we are particularly cognisant of the needs of
small island developing countries. We also have
constitutional obligations in regard to the Cook
Islands, Niue and Tokelau. Our experience over
the years has taught us that:

+ No “one size fits all” in providing capacity
building to tax administrations in develop-
ing countries;

« Capacity building must match the needs
and priorities of the target countries; and
Capacity building is best tailored specifically
to each country — we must listen and work

with them rather than make broad assump-

tions as to their stage of development.

‘We have also seen considerable fragmenta-
tion in the delivery of capacity building assis-
tance. There are several international organisa-
tions — notably the OECD, the Global Forum
on Transparency and Exchange of Information
for Tax Purposes (Global Forum), the World
Bank Group (World Bank), and the Interna-
tional Monetary Fund (IMF) — and of course
regional organisations, such as the Asian De-
velopment Bank (ADB) and the Study Group
on Asian Tax Administration and Research
(SGATAR), providing such assistance in the
wider Pacific region, as well as individual tax
administrations acting alone. This has led to a
considerable duplication of efforts while at the
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same time not necessarily addressing the key
needs of developing countries.

Further complications have arisen in the
Pacific region with the European Union (EU)
establishing a list of Non-Cooperative Juris-
dictions and potentially linking future deve-
lopment funding to countries proceeding with
certain information exchange initiatives and
eliminating harmful tax practices, such as special
tax rates and incentives. Pacific Island countries
are working through various policy changes to
satisfy the EU requirements.

3. Practice and Progress

New Zealand’s main focus in providing ca-
pacity building is on the small island developing
countries closest to us geographically, the Pacific
Islands. Given New Zealand’s limited resour-
ces, our preference in terms of both efficiency
and effectiveness is to provide capacity build-
ing assistance on a one-to-many basis, especially
training courses, or one-to-one short-term
assistance in coordinated joint ventures. In a-
ddressing the needs of Pacific Island countries,
we have separated assistance for core taxation
systems from assistance in international taxation

matters.

3.1 Core Taxation Systems

The Pacific Financial Technical Assistance
Centre (PFTAC) was established in 1993 to
promote macro-financial stability in Pacific Is-
land countries through a focused programme
of technical assistance and training. PFTAC was
the first of the IMF regional technical assistance
centres, representing a collaborative venture
between the IME the IMF member countries
in the region, and bilateral donor partners. The
goal of PFTAC is to strengthen the institution-
al capacity of Pacific Island countries to design
and implement sound macro-economic and fi-
nancial policies. Macro-economic and financial
stabilities, in turn, are essential underpinnings for
sustainable economic growth and the achieve-
ment of sustainable development goals.

International tax measures are not the top
priority for small island developing states that
have more basic needs. The population bases of
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most Pacific nations are very small with large
numbers of people living in rural areas. Their
residents do not display high wealth or incomes
generally associated with offshore evasion which
automatic exchanges of financial account infor-
mation seek to remedy. There is also minimal
activity of multinational enterprises (MNEs) in
most Pacific Island countries (the major excep-
tions being Fiji and Papua New Guinea), often
being of a basic trade supporting nature and
displaying low functionality. The Pacific Island
countries have very few double tax treaties (for
most, none at all). Thus, complex transfer pricing,
tax treaty abuse, and mutual agreement procedure
issues arise infrequently compared with larger ju-
risdictions.

The most immediate issue for the great
majority of Pacific Island countries is the de-
velopment of core taxation systems. PFTAC
concentrates on addressing core systems, such as
registration, return filing, assessment, debt ma-
nagement and enforcement activities. New Zea-
land has always been a major donor to PFTAC,
serving as the best-placed organisation “on the
ground” (based out of Fiji) to deliver such tar-
geted assistance to Pacific Island tax administra-
tions. PFTAC assistance on core systems is pro-
vided on an ongoing basis to 16 Pacific Island
countries and territories comprising 13 mem-
bers of the IMF (Federated States of Micronesia,
Fij1, Kiribati, Nauru, Palau, Papua New Guinea,
Republic of the Marshall Islands, Samoa, Solo-
mon Islands, Timor-Leste, Tonga, Tuvalu and
Vanuatu), as well as the Cook Islands, Niue and
Tokelau.

New Zealand Inland Revenue supple-
ments the work of PFTAC on core systems by
responding to specific bilateral requests from
Pacific Island countries through:

« Targeted in-country assignments of experts;

+ Study visits to Inland Revenue;

« The placement of personnel from Pacific
Island tax administrations at Inland Re-
venue; and

« The provision of operational and technical
manuals and training materials.
Unfortunately, the COVID-19 pandemic

and consequent travel restrictions have large-

ly put a pause on the above bilateral capacity
building efforts over the last two years.

3.2 International Taxation Matters

As PFTAC does not cover international tax
matters, Inland Revenue has assisted in filling
this gap for Pacific Island countries. In this re-
gard, New Zealand has endeavoured to provide
practical training on:

« International exchanges of information,
especially the use of the Multilateral Con-
vention on Mutual Administrative Assis-
tance in Tax Matters;

» Meeting Base Erosion and Profit Shifting
(BEPS) minimum standards; and

+ Double taxation agreements, including the
mutual agreement procedure.

A major turning point was reached in
2020 in terms of addressing the lack of coor-
dination and consequent duplication of efforts
mentioned earlier. The ADB brought together
several international and regional organisations
— OECD, Global Forum, World Bank and the
Pacific Island Tax Administrators Association
(PITAA) — as well as the two largest tax ad-
ministrations in the South Pacific (the Austra-
lian Taxation Office and New Zealand Inland
Revenue) to develop a Concept Note to pro-
vide technical assistance on international tax
matters to Pacific Island countries.

In doing so, the ADB drew extensively on
the learnings of New Zealand and other part-
ners, working closely with PITAA as to the spe-
cific needs of Pacific Island countries. Particular
features of the Concept Note include that:

+ The development of core tax systems was
recognised as the most pressing need for
most Pacific Island countries;

+ The Pacific Island countries were grouped
into three categories according to their
level of development;

« One group, comprising those countries
that are placed on the EU list of Non-Co-
operative Jurisdictions, was earmarked to
receive greater engagement and tailored
tax assistance so they could work towards
satisfying the conditions required to com-
ply with EU criteria; and
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+ A staged approach to capacity focuses on
international tax matters, with immediate
priorities being the Multilateral Conven-
tion on Mutual Administrative Assistance
in Tax Matters and practical training on
exchanges of information on request.

A work plan of assistance, known as the
Pacific Initiative, was subsequently developed
and agreed. This programme of work has been
delivered virtually over the last two years, un-
daunted by the travel restrictions imposed as a
result of the COVID-19 pandemic. The virtual
form of delivery has worked well for all con-
cerned, not only due to its low cost but also a-
llowing wide participation of tax administrations
across the Pacific region.

Well-attended workshops have been deli-
vered on the following, with all partners contri-
buting to:

« Exchange of information on request
(2020);

« International tax standards, risks and benefits
for Pacific developing countries (2021); and

+ Tax transparency related to exchange of
information for tax purposes and BEPS
(2022).

These joint workshops have informed and
educated the participants in utilising interna-
tional tax cooperation concerning tax trans-
parency and exchange of information, powerful
tools in identifying potential revenue sources,
monitoring tax compliance and developing tax
risk profiles. The Pacific Initiative was further
enhanced when the ADB created and launched
the Asia Pacific Tax Hub in May 2021.The hub
provides an open and inclusive platform for
strategic policy dialogue, knowledge sharing,
and development coordination among ADDB,; its

members, and development partners.

3.3 Support to Other Capacity Building
Programmes

Beyond the Pacific Island countries, our
priorities are to work in partnership with in-
ternational and regional organisations. In
this regard, we have worked principally with
SGATAR and OECD Global Relations in
providing support to their capacity building
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programmes by volunteering experts to offer
the right assistance. As a small tax adminis-
tration, Inland Revenue is able to readily identify
relevant subject matter experts to provide the
assistance required. Experts will be released for
overseas assighments to provide all health and
safety aspects that are at the very least to meet
New Zealand legal standards.

Inland Revenue experts have covered a
wide range of international tax topics for these
capacity building programmes. Topics have in-
cluded advanced transfer pricing; the mutual
agreement procedure; implementation of anti-
BEPS measures; the negotiation, interpretation
and application of tax treaties; addressing the tax
challenges of the digital economy; and the im-
plementation of the Common Reporting Stan-
dard. All of these courses have been delivered
successfully through virtual means over the last
two years.

3.4 Supporting the Digitalisation of Tax
Administrations in Developing Countries

No tax administration alone, whether large
or small, has an abundance of resources avai-
lable to provide at will to digitalisation projects
in the developing world. Tax administrations
must consider where they can truly add value
and how best this can be done in partnership
with others.

In this regard, New Zealand is participating
along with Australia in the ADB-led Domestic
Resource Mobilisation Project for the Solomon
Islands, involving a new fit-for-purpose tax
administration information system and organi-
sation restructuring. Inland Revenue has agreed
to provide specific assistance in governance ma-
tters by providing experts for the project steer-
ing group, and also to select the advisory firm
for the project.

This is the first digitalisation project for a
developing country in which New Zealand is
participating, with Inland Revenue having only
just completed its own major digital transfor-
mation project and organisational restructuring
over the last five years. We are open to providing
similar tailored assistance to other develo-
ping countries for digitalisation projects as long
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as our own capacity allows, with considerable
resources still committed at home to embed the

new systems and related ways of working.

4. Future Outlook

New Zealand is very positive about the fu-
ture of capacity building in taxation matters and
Inland Revenue’s role in providing this assistance
to developing countries, especially Pacific Island
countries. Unsurprisingly, there are numerous
needs to satisfy in the developing world, but
unfortunately a shortage of resources handicaps
the availability to provide the assistance required.
Developing countries critically depend on tax
collection to fund their government operations.
We are acutely aware that raising revenues and

protecting their tax bases are more important

than ever due to the setbacks from the pandemic
and a likely slow recovery for most.
Cost-effective and well-organised virtual
delivery of numerous and wide-ranging courses
over the last two years has demonstrated that
targeted capacity building is possible even in the
most difficult circumstances. We consider our
contributions are now having much greater im-
pact through effective prioritisation, partnering
with international and regional organisations,
close coordination and planning. We look for-
ward to working closely with our many inter-
national partners, including the Belt and Road
Initiative Tax Administration Cooperation
Mechanism (BRITACOM) and its members,
to strengthen domestic resource mobilisation in

developing countries.
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Abstract: This article focuses on the means and strategies envisaged and adopted
over the years by the Italian Revenue Agency to provide excellent, agile and more tax-
payer-centred services through innovation and digitalization. All these measures
have been implemented to strengthen the effectiveness of tax system to guarantee
a continual flux of domestic resources essential for good governance, investments,
sustainable growth and stability in response to the needs of the country. In parti-
cular, due to the continuous and steady communication with taxpayers, the Italian
Revenue Agency has embraced new and innovative ways to grant fair taxation and re-
spond to changes in society. This innovative approach resulted in a full kit of accessible

e-services to millions of taxpayers.
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1. Opportunities and
Challenges in Tax
Administration

oday’s tax administrations are

meant to be regarded by tax-

payers more as partners than as
one-dimensional enforcers. Particularly,
tax administrations are more like business
enablers that contribute to the social and
economic sustainability and well-being of
the nation. This remarkable transforma-
tion is well underway within the Italian
Revenue Agency and is built on one of
the most precious values — trust. Crea-
ting trust in the digital age is of key im-
portance in the development of the tax
fields and will reshape the role of tax ad-
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ministrations. That is why the Italian Re-
venue Agency has been tangibly addressing
its activities and strategies over this path.
Also, thanks to this innovative process, tax
administrations are destined to turn into
real and flexible suppliers capable of de-
livering information, contents and fiscal
advice. In this field, the Italian Revenue
Agency can offer a valuable and experi-

enced model.

2. Practice and Progress
Achieved on Tax Capacity
Building in Recent Years

As governments have been struggling
to respond to the enormous challenges

facing societies, economies and our pla-



Enhancing Tax Administration Capacity Building in Italy

net, speed and agility are now essential attributes
of public authorities. During the pandemic, na-
tional treasury departments, including the Ita-
lian Revenue Agency, are required to set aside
traditional structures and processes in order to
release huge amounts of money urgently needed
to maintain social cohesion. In such a scenario,
the Italian Revenue Agency has embraced new
and innovative ways to grant a proper taxation
in order to respond to changes in society. This
big transformation, put into practice by the Ita-
lian Revenue Agency, assumes that digital tech-
nologies are replacing manual processes, pro-
ducing more agile, service-driven organizations
which are able to meet customers’ demands for
convenience, speed, and ease of use. Therefore,
skilled tax operators are becoming a human re-
source in high demand. For this reason, the Ita-
lian Revenue Agency pays particular attention
to the quality of human resources, organization,
development of performance management sys-
tems, digitalization, and management of inter-

institutional and stakeholder relations.

3. Achievements Made in Recent
Years

User-centric products and services, com-
bined with technology, have facilitated partici-
pation and, at the same time, effectiveness and
quality in Italian Revenue Agency performan-
ces. Particularly, the Italian Revenue Agency
made significant improvements in digitalizing
tax procedures, services, administration func-
tions, and activities. In fact, online tax returns
filing has become the norm. Therefore, it is no
longer a surprise that annual data shows that
most parts of the tax returns for personal/cor-
porate income and VAT are submitted online. It
means that the Italian Revenue Agency rapidly
reacted to the pandemic risks and built a new
mostly-digital Agency model, being able to en-
sure a secure and efficient working framework
for taxpayers and officers. This is also because
the massive use of digital tools to support tax
compliance was already largely accomplished.

The development of a large array of digi-
tal services also helped guarantee tax collection
during the pandemic. For example, the Italian

Revenue Agency makes it available for 40 mi-
llion individual taxpayers to have their income
tax returns already pre-filled and ready to be
accepted or, if necessary, integrated with new
data. The success of this tool is growing, thus
making it possible that in the future almost all
prepopulated tax returns will be accepted with-
out modifications.

Moreover, since the introduction of man-
datory e-invoicing from January 2019, Italian
Interchange System has transmitted 5 billion
electronic invoices. Whilst concerning the first
year of mandatory e-invoicing, almost 4 million
business operators were involved and over 4.2
million QR Code generation requests aimed at
entering and using the e-invoicing system have
been submitted. In the same period, approxi-
mately 4.4 million electronic addresses were
registered for the receipt of electronic invoices
and an average of about 200,000 daily logins to
the “Invoices and Fees” portal were registered.
That is the output of just 12 months of ope-
rations monitored and reported by the Revenue
Agency system corresponding to billions of
data sent to the Revenue Agency, worked and
managed to assure optimization of services and
tax enforcement activities.

In response to our stakeholders, the Re-
venue Agency is now able to offer a full kit of
accessible e-services to millions of taxpayers. On
the Revenue Agency’s website, it is possible to
use many services directly without any registra-
tion. For accessing certain services, it is nece-
ssary to have credentials released by the Public
Digital Identity System (SPID) or a National
Service Card (CNS). Taxpayers may also submit
the request for a service remotely by e-mail or
certified e-mail (PEC), attaching the necessary
documents and indicating all references (e.g.,
telephone number) for any subsequent contacts.
The services provided range from accessing
“your own tax account” (through which it is
possible to view income tax returns submitted,
payments made, eventual registered leases and
deeds, communications and refunds received,
one’s unique certifications, and the employ-
ment payments sent yearly to the Agency by
tax substitutes) to entering your personal “re-
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served area” that enables citizens to have a full
vision of the pre-filled tax return, including
payment of taxes, fees, and domestic workers
contributions, submission of inheritance tax
return, automatic cadastral transfer and tran-
scription of the property (SuccessioniOn-
Line), and even updating of buildings and land
prepared by qualified technical professionals
(architects, engineers, agronomists, surveyors,
building experts). We also manage a mobile
App “AgenziaEntrate” as an easy and imme-
diate multifaceted e-service tool.

4. Future Outlook for Tax
Capacity Building

Looking into the future, the Italian Rev-
enue Agency has already put many new pros-
pects to achieve the agenda. The implementa-
tion of e-invoice is top on the agenda. Indeed,
the adoption of the e-invoice system has re-
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duced errors and made all the relevant processes

more efficient, which makes the relations with
business partners and professionals much easier,
thanks to the automation and the sharing of
standards and procedures. Next on the agenda,
the Revenue Agency will implement the full
adoption of an ambitious new VAT collection
program, under which the tax administration
could pre-fill VAT returns on behalf of taxpayers.
This program aims to simplify the reporting
and procedures of VAT documents and, at the
same time, improve tax compliance. This is be-
cause pre-filled VAT forms could both simplify
VAT collection for tax authorities and sharpen
the ability of businesses to comply with tax
duties. Furthermore, the recent launch of a new
video call service, enabling taxpayers to enter
into a “live” dialogue with the officials of the
Revenue Agency, will contribute to enhancing
tax administration capacity building.
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Abstract: The Tax Committee under the Government of the Republic of Tajikistan
(Tax Committee) regularly improves tax administration and provides quality services
to legal entities, individual entrepreneurs, individuals, civil servants, government
agencies and the banking sectors. Up to now, more than 60 kinds of electronic ser-
vices could be accessed by taxpayers on the official website of the Tax Committee,
which greatly facilitates the digitalization of tax administration and contributes to the
reduction of compliance burden of taxpayers. The government has adopted and re-
vised Tax Codes to simplify tax system, strengthen tax administration, and optimize
overall tax environment. Moreover, the Tax Committee has implemented a new Tax
Administration Development Program for 2020-2025 to improve the quality of ac-
tivities of tax authorities, and enhance the service for taxpayers. A number of online
trainings, including those initiated by the Belt and Road Initiative Tax Administration
Cooperation Mechanism (BRITACOM), are held to improve the qualification, knowl-
edge and skills of employees of the tax authorities in the country.
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ccording to the World Bank services to taxpayers.

research conducted in 2021, Nowadays, taxpayers in Tajikistan,

the tax administration of the including legal entities, individual entre-
Republic of Tajikistan had a significant preneurs, individuals, civil servants, gov-
credibility among the respondents of ernment agencies and the banking sec-
this research, due to the fact that the Tax tor, have access to more than 60 kinds of
Committee under the Government of electronic services on the official website
the Republic of Tajikistan (Tax Com- of the Tax Committee,' such as filing tax
mittee) has improved tax administration returns in electronic format, paying some
on a regular basis and provided quality taxes through bank cards, obtaining infor-

1 https://www.andoz.tj/.
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mation from the Unified State Register, online
requesting for a certificate of being registered
in the inspection, checking fiscal receipts online,
acquiring electronic value added tax (VAT) in-
voices, electronic filing of applications for VAT
refunds and others.

From 2017 to 2020, taxpayer satisfaction
with the official website of the Tax Commit-
tee has increased from 27.3% to 92.5%. From
2016 to 2020, taxpayer satisfaction of electron-
ic appeals has increased from 23.8% to 68.8%,
and the overall assessment of satisfaction with
the electronic declaration system from 2016 to
2020 has increased from 61.5% to 97.7%. Today,
more than 70% of taxpayers in the Republic of
Tajikistan use the website of the Tax Committee,
where all the necessary information is available
for conducting business activities in the country.

Back in 2012, electronic filing of tax re-
turns was introduced on the official website of
the Tax Committee to simplify the process of
filing tax returns and reduce the frequency of
interaction between taxpayers and tax authori-
ties. In addition to electronic declaration, the tax
authorities have also introduced online payment
of taxes, electronic marking of goods in ware-
houses and electronic appeals.

The digitalization of tax administration in
the Republic of Tajikistan has significantly
contributed to the reduction of the human fac-
tor, and remote interaction with taxpayers has
largely reduced the time required for filing tax
returns by taxpayers.

In order to expand non-cash payments and
save as much time as possible for paying taxes
and state duties, the Tax Committee introduces
an electronic service that allows taxpayers to pay
some taxes through bank payment cards (“Visa”
and “National Card”) without visiting banks.

In addition, today the specialists of the
State Unitary Enterprise “Tax Administration
Programming Center” of the Tax Committee
have developed a mobile application “Andozi
man”, which allows individual entrepreneurs
and individuals to carry out actions related to
the fulfillment of tax obligations and beyond. A
large number of electronic services of the Tax
Committee are now available in this application,
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including “Personal Account”, “TIN Search”,
“Tax Calculator”, etc.

On 9 October 2021, the Decree of the Go-
vernment of the Republic of Tajikistan (N0.432)
adopted a new procedure for using online cash
registers and virtual cash systems for settlements
with the population in order to simplify the
money circulation procedure, shrink the shadow
economy, expand tax base, increase cash flows
through bank cards and mobile wallets, increase
non-cash payments and streamline the digitali-
zation of the tax administration system.

On 1 January 2022, a new edition of the
Tax Code of the Republic of Tajikistan was put
into force. Developed by an inter-departmental
working group with the involvement of local
and international experts, the amended Tax
Code was formulated based on the experiences
of other countries and the main trading part-
ners of the Republic of Tajikistan, as well as the
proposals from ministries and other state bo-
dies, representatives of the private sector, business
associations, and international financial organi-
zations, including the World Bank Group, Inter-
national Monetary Fund (IMF), and the Asian
Development Bank (ADB).

One of the goals of the new edition of
the Tax Code is to promote foreign direct in-
vestment, simplify the tax system, improve the
quality of services to taxpayers and improve vol-
untary tax compliance of taxpayers. The other
goals include improving tax administration, fa-
cilitating the tax collection process, reducing the
administrative burden for responsible taxpayers
and increasing the transparency of the tax sys-
tem, so as to maintain the principles of tax fair-
ness, legislative transparency and tax certainty,
provide economic entities with equal opportu-
nities, and eliminate contradictions and disputes.

With the adoption of the amended Tax
Code, major and significant reforms will be
introduced, including the preservation of some
existing tax incentives and the introduction of a
number of new tax incentives to create a more
favorable environment for investment and en-
trepreneurship. In addition, the tax on road users
has been excluded from the list of taxes, and the
total number of taxes has been reduced from 10
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to 7 types. The VAT rate has been reduced from
18% to 15% and it is envisaged that, up to 2027,
the VAT rate will be reduced to 13%; the per-
sonal income tax rates (8% ~ 13%) have been
abolished; and a single rate of 12% has been es-
tablished.

At the same time, in the current Tax Code,
for manufacturing enterprises, the income tax
rate is retained at 13%; for credit and financial
institutions as well as mobile companies, the
rate has been reduced from 23% to 20%; and
for other types of activities, the rate has been
reduced from 23% to 18%. The social tax rate
for insurers has been reduced from 25% to 20%.

The new edition of the Tax Code provides
new provisions regarding tax control and tax
administration, including:

« introduction of a system of electronic
labeling of goods imported into the te-
rritory of the Republic of Tajikistan and
produced in the Republic of Tajikistan, as
well as marking or QR codes of excisable
goods;

« use of functional currency;

+ use of modern methods of prevention of
tax evasion and avoidance of taxation;

« introduction of tax monitoring;

« implementation of automatic cameral control;

« voluntary registration as a VAT taxpayer; and

« other tax administration mechanisms.

Along with this, the Tax Committee plans
to introduce big data technologies to search,
process and store large volumes of structured
and unstructured data. The use of big data in
tax administration increases the transparency of
tax processes. [t becomes possible to track large
transactions with large amount of VAT, tax re-
funds and cross-border transactions.

It should also be noted that the Government
of the Republic of Tajikistan approved a new
Tax Administration Development Program for
2020-2025 dated 30 December 2019 (No.643),
which will be financed by annual budget allo-
cations and a grant from the World Bank. The
World Bank allocated USD50 million for the
implementation of this six-year state program.
This program will contribute to the simplifica-
tion of the tax system, the improvement of the
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services for taxpayers, the enhancement of the
voluntary tax compliance, and the achievement
of the following objectives and goals:

+ Improving tax administration, creating a
healthy, competitive business environment
and shrinking the shadow economy;

+ improving steady development of the auto-
mated system of tax administration, establi-
shing remote cooperation with taxpayers
and government agencies, reducing the use
of paper documents;

« improving the tax discipline of taxpayers;
and

« improving the quality of activities of tax
authorities.

According to the action plan “on aware-
ness-raising” proposed by the Tax Committee,
the tax authorities organized 1,781 seminars,
consultations and meetings with taxpayers on
such topics as the procedure for filing tax re-
turns, the use of cash registers, the installation
of POS terminals, etc., with an aim to enable
taxpayers to timely pay taxes to the budget and
thus improve the culture of paying taxes in 2021.

Meanwhile, in 2021, the Tax Committee,
through state media, information centers, radios,
magazines and newspapers, provided 773 pro-
grams, announcements, news, television com-
mercials and explanatory magazines for citizens
and taxpayers on the above-mentioned topics.

Center for capacity building of the Tax
Committee conducted 34 trainings for 931
employees of the Tax Committee in 2021, in
order to improve the qualifications, knowledge
and skills of the tax authorities’ staft. The train-
ings were aimed at promoting the political and
legal education of employees, enhancing their
professionalism and attention to issues related
to gender equality, strengthening tolerance and
developing human rights.

‘Within the framework of programs related
to the use of the existing modules of the com-
puter program — “Integrated Tax Management
Information System” (ITMIS) in 2021, train-
ings on the procedure for filing the tax returns
were also held, including the declarations of
simplified regime taxes, income tax, and VAT

on the electronic submission of a civil servant’s
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income and property declaration and approval
of a comparative act, on the procedure for re-
gistering and operating the taxpayer’s personal
account and on the use of ITMIS computer
program modules, including:
+ electronic treasure and tracking invoices
for value added tax;
* tax accounting — individuals;
+ tax accounting — legal entities;
« VAT and tracking invoices of the taxpayers;
+ accounting for taxes of individuals;
+ accounting by type of activity;
+ tax accounting of cash registers with fiscal
memory;
+ management and monitoring of tax debts;
« reports of legal entities and individual en-
trepreneurs;
+ acceptance of payments from the operator

Amonatbonk; and

« the procedure for issuing non-cash invoic-
es for bank payment cards through elec-
tronic POS-terminals, etc.

In addition, employees of the tax authori-
ties of the Republic of Tajikistan actively parti-
cipate in the online training programs organized
by the Belt and Road Initiative Tax Adminis-
tration Capacity Enhancement Group (BRI-
TACEG). These programs are very useful to
improve the skills of participants by learning the
modern practices of tax authorities of the Belt
and Road Initiative Tax Administration Coop-
eration Mechanism (BRITACOM) members.
To date, the employees of the central office of
the Tax Committee have participated in a variety
of online training programs of the BRITACEG,
such as:

+ resolution of tax disputes;

« services for taxpayers;

+ large business management;

« digitalization of tax administration; and
+ VAT reform.

In conclusion, it is worthy to reiterate that
the doors of the Tax Committee are always
open for a constructive and trustworthy dia-
logue with all taxpayers, investors and interna-
tional organizations to resolve emerging issues
on the correct application of the provisions of
tax legislation of the Republic of Tajikistan.
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Abstract: The fast pace of development in the international tax matters requires
enhancement of tax administration capacity building. The outcomes of the Final Re-
port of the Enhancing Tax Administration Capacity Task Force released in September
2021 confirmed the increasing demand of the BRI jurisdictions for capacity building
in international taxation. This article reflects on possible areas and approaches for
capacity building enhancement. It proposes some initiatives that may be developed
to help address the gaps among the BRI jurisdictions and contribute to building the
capacities of their tax officials. This reflection is made with a view drawn from the ex-
perience of the Macao SAR as one of the first Belt and Road Initiative tax academies.
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1. Introduction

nhancing the capacity building

of tax administrations has be-

come essential when dealing
with international tax matters. The fast-
paced development of international tax
standards over the past years has led to
increasing demand for capacity-building
programs by tax administrations world-
wide.The importance of the subject was
also recognized by the Belt and Road

Initiative Tax Administration Coopera-
tion Mechanism (BRITACOM) mem-
bers, who made “Enhancing Tax Admin-
istration Capacity” one of its five Actions
in the Wizhen Action Plan (2019-2021)."
Furthermore, the acknowledgment of the
increasing need for capacity building was
also reflected in the Nur-Sultan Action Plan
(2022-2024) which included “reinforcing
capacity building of tax administration” as

one of its core areas.’

1 BRITACOM (2019). Wizhen Action Plan (2019-2021), https://www.britacom.org/zchj/qwfb/202002/

t20200228_1098050.html.

2 BRITACOM (2021). Nur-Sultan Action Plan (2022-2024), https://www.britacom.org/gkzljxz/Docu-

ments/202109/P020210909571248238981.pdf.
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Macao SAR has always acknowledged the
role of the BRITACOM as a fundamental plat-
form for tax cooperation and envisaged contrib-
uting to the enhancement of capacity building
within the BRI jurisdictions. Macao SAR, one
of the hosts of the first BRI tax academies
(BRITAES), has started programs to provide solid
training to tax officials in a multilateral envi-
ronment with a focus on Portuguese-speaking
jurisdictions. In this consideration, the article
will share share the experiences of the BRITA-
Macao as well as some thoughts on current and
upcoming challenges for capacity building of
tax administrations.

2. Challenges and Opportunities
for Capacity Building of Tax
Administrations

Enhancing tax administration capacity
building constitutes a key aspect of achieving
sustainable goals through the collection of more
revenue. The enhancement of tax administra-
tion capacity building should aim at assisting tax
officials in increasing knowledge and under-
standing the issues at stake while developing the
expertise that allows them to identify and im-
plement adequate policies and perform appro-
priate tax measures.” Another important aspect
is to provide tax officials with relevant know-
ledge that allows them to be more involved and
engaged in policy discussions at the internation-
al fora* and play a role in contributing to the

development of international tax standards.

2.1 Challenges

The outcomes of the Final Report of the
Enhancing Tax Administration Capacity Task Force
(Final Report) released in September 2021 are

clear but not surprising: some BRI jurisdictions

are facing more challenges in achieving these
goals and are therefore in more need of capacity
building.® In fact, such jurisdictions are the ones
that may play the most fundamental role in pro-
viding feedback on capacity-building needs.

The Final Report also identified the main
challenges for tax administration capacity build-
ing. Given the gap between the lack of resourc-
es and the increasing demand for more know-
ledge, the Final Report concludes that there
is a particular demand for capacity building in
international tax administration, not only due
to the changes in international tax standards but
also because that the existing capacity building
programs among the BRI jurisdictions appear
to focus on their domestic tax system.® Fur-
thermore, the lack of adequate time for training
was also one of the shortcomings identified by
the Final Report. Finally, the Final Report also
identifies that training topics among the BRI
jurisdictions are still confined to additional de-
mand for international tax training to deal with
the complexity of cross-border transactions and
secure additional tax revenue.’

Based on the above, the general sense from
the perspective of enhancing tax administration
capacity building is that several initiatives may
be developed to help address the gaps among
the BRI jurisdictions and contribute to build-
ing the capacities of their tax officials. In this
context, with a focus on international tax mat-
ters, different topics can be (or continue to be)
of relevance for developing capacity-building
programs. For instance, regarding tax treaties,
interpretation and application of tax treaties,
tax treaty negotiation, or the interpretation
of the Multilateral Convention to Implement
Tax Treaty Related Measures to Prevent BEPS
(MLI) are topics in high demand.

3 UN Committee of Experts on International Cooperation in Tax Matters Twenty-third Session Capacity Building for
Tax and Domestic Resource Mobilization, 11 October 2021, E/C.18/2021/CRP.37, para. 6.

4 See supra note 3, para. 6.

5 BRITACOM (2021). Final Report of the Enhancing Tax Administration Capacity Task Force, https://www.britacom.org/
gkzljxz/Documents/202109/P020210927369788084979.pdf.

6 See supra note 5, pp. 7.
7 See supra note 5, pp. 8-9.
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2.1.1 Tax dispute prevention and
resolution

For tax dispute prevention and resolution,
there should be a significant focus on the Mu-
tual Agreement Procedure (MAP) and Advance
Pricing Agreements (APAs). This may contrib-
ute not only to a more expedited resolution of
tax disputes but also to tax certainty as a tool to
foster foreign investment.

2.1.2 Transfer pricing

Another relevant area for capacity building
is transfer pricing. Transfer pricing is certainly
a classical subject for capacity building which
appears to renovate a challenge for tax admin-
istrations. The Arm’s Length Principle (ALP)
is the reference for profit allocation which re-
quires MNEs to set their transfer prices equiva-
lent to those unrelated companies that would
negotiate in an open market under the same
facts and circumstances. But it poses significant
conceptual, technical, and practical issues. In the
context of searching comparable transactions
for transfer pricing measurement, some BRI
developing jurisdictions face even more chal-
lenges due to the limitations caused by scarce
(or sometimes even non-existing) information
in particular regions. Therefore, transfer pricing
is an area that is increasingly in need of cap-
acity building due to recent developments. For
instance, the COVID-19 pandemic has impact
on transfer pricing analysis or the role of value
creation, or risk decision-making in the context
of transfer pricing measurement and as a proxy
for profit allocation. In addition, the hardness
to value intangibles is one of the areas of sig-
nificant complexity that raises challenges for tax
officials in the interpretation and application of
transfer pricing tasks.

2.1.3 Digital economy

However, there are also new topics that
raise considerable challenges for enhancing ca-
pacity building. Undoubtedly, challenges posed

by the digital economy are the latest. The Octo-
ber 2021 Statement of the OECD/G20 BEPS
Inclusive Framework (IF) on a two-pillar
solution to address tax challenges arising from
economic digitalisation is a historical agree-
ment that represents the most fundamental
change in the international tax system in the
last century.® It creates a new taxing right, a
new nexus and new profit allocation rules for
taxing digitalised transactions (Pillar 1) while
setting a new global minimum tax for certain
MNEs at a rate of 15% (Pillar 2). The State-
ment also represents the commitment by all
jurisdictions that joined the agreement to re-
move any unilateral measures such as digital
services taxes and identical measures. There is a
very tight timetable for implementation which
should occur by the end of 2022 so that the
measures can enter into force by 2023. There is
a general recognition that this timetable is am-
bitious in that there is high demand for sim-
plification and fairness, especially in developing
jurisdictions where there will also be a growing
demand for technical assistance in terms of ca-
pacity building of their tax administrations and
also legislative support for the implementation
of these measures. Capacity building may be
required at different levels. There is significant
work for jurisdictions worldwide in learning
the exact framework of the agreed two-pillar
approach, requiring a significant effort for mul-
tilateral training events. There is also some sup-
port in need for jurisdictions to grasp the eco-
nomic impact of both pillars. And jurisdictions
will also need assistance in the implementation
of the agreed rules and particularly in building
tax administration capacity and analytical ca-
pabilities to ensure that the agreed framework
ultimately achieves its goals.

2.1.4 Other future challenges

Other future challenges for capacity build-

ing may arise in areas where international taxa-

8 OECD (2021). Statement on a Tivo-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy,

https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-

the-digitalisation-of-the-economy-october-2021.pdf.
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tion may produce guidance. One of those areas
may be environmental taxation, especially car-
bon taxation.The carbon tax is a specific type of
environmental tax, levied on carbon emissions
or its proxy. This is a topic where some discus-
sions have already been raised at international
fora and therefore more awareness may need
to be raised in the context of capacity build-
ing programs. The taxation of crypto-assets and
virtual currencies is also a topic that has already
been on the international tax agenda mostly in
the context of the exchange of information for
tax purposes. Several jurisdictions are planning
to develop policies and regulations, and thus ca-
pacity building may be required for relevant tax
officials.

2.2 Opportunities

The possibilities for improvement and en-
hancement of tax administrations are no doubt
not limited to the above-mentioned topics but
naturally cover a whole array of other issues.
One of the issues is the duration of trainings. As
the lack of adequate time of training was iden-
tified as a shortcoming in the BRI jurisdictions,
extending the training hours is one of the chal-
lenges to be addressed. The way to address this
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issue may vary depending on the format of the
trainings: online or on-site. For instance, for on-
line training, a training course may be extend-
ed to several weeks (or months), while for on-
site training, a course may have longer training
hours, or several courses on different training
topics could be organised throughout the year.

Another issue is to try to design capaci-
ty-building programs to address local or region-
al particularities. In this regard, the BRITAs
have already provided a major contribution.
For instance, by focusing on specific groups of
jurisdictions, the BRITAs may bridge certain
gaps in terms of training languages or regional
realities, thus making the capacity-building pro-
grams more targeted.

Finally, the BRITACOM may also play a
significant role as a platform for merging expe-
riences between developed and developing ju-
risdictions. One of the areas that capacity build-
ing may improve is the possibility of developed
jurisdictions sharing their knowledge and ex-
perience with developing jurisdictions. Devel-
oping jurisdictions may benefit not only from
financial, technical and human resources of de-
veloped jurisdictions but also from their expe-
rience in dealing with taxpayers. This kind of
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knowledge could provide valuable support for

developing jurisdictions, allowing them to ac-
quire a more proper understanding on the issues
and challenges on specific topics.

3. Practice and Progress
Achieved by Macao SAR

The practice and progress achieved by
Macao SAR in terms of capacity building may
be interesting, since it plays a dual role both as
a recipient of capacity building for its tax of-
ficials and also a provider of capacity building
programs under the framework of the BRI-
TA-Macao.

The Financial Services Bureau of Macao
SAR has long attached great importance to the
knowledge-based learning and continuous edu-
cation of its staff, to ensure that they are duly
qualified to better perform their duties. There-
fore, a variety of training programs are offered
with the training needed by the assigned staff.
In the context of international tax matters, par-
ticipation in the trainings can be on-site with
the goal to have access to the best knowledge
that equips the staff to cope with global tax
challenges. Due to the COVID-19 pandemic,
staff continued attending relevant trainings on-

line. Occasionally, staff who attended overseas
courses on international tax knowledge may of-
fer internal training courses on what they have
learned overseas.

From the perspective of risk management
and tax governance, the Financial Services Bu-
reau has recognised the importance that both
the tax officials and the taxpayers should acquire
knowledge on the relevant tax matters. In oth-
er words, proper understanding and application
of the legislation may require capacity building
for taxpayers as well. Therefore, the Financial
Services Bureau has organised public sessions,
inviting relevant stakeholders or the public in
general to explain the newly introduced legisla-
tion, regulations, or amendments to the applica-
tion framework.The purpose of these sessions is
to inform taxpayers and institutions that are more
directly involved in the application of relevant
legislation about the newly introduced frame-
work and amendments by explaining its goals,
purposes, and functions as well as clarifying any
existing questions about the meaning and appli-
cation of the legislation at stake.

In the context of providing capacity-build-
ing programs, the BRITA-Macao is one of the
four tax training institutions (BRITA-Yang-
zhou, Beijing, Nur-Sultan, and Macao) estab-
lished to date under the framework of the Belt
and Road Initiative Tax Administration Cap-
acity Enhancement Group (BRITACEG). The
BRITA-Macao operates alongside the Finan-
cial Services Bureau and is primarily devised
on enhancing capacity building with Portu-
guese-speaking jurisdictions. The BRITA-Ma-
cao has been providing training in a multilat-
eral environment to serve as a platform for tax
officials to share views and experiences and
exchange ideas since its inception. In line with
the Nur-Sultan Action Plan (2022-2024), BRI-
TA-Macao has issued certificates to participants
upon their successful completion of the training
programs.

The planned courses of the BRITA-Macao
had to be adjusted due to the COVID-19 pan-
demic. Originally, the courses were scheduled
to be on-site in specific premises, yet they had
to be turned to an online format. Rather than
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having the whole course delivered through on-
line live sessions, a decision was made to adopt
video courses. This decision was made for two
reasons. First, participants, potentially from four
continents, are in different time zones, making
it almost impossible to find a time convenient
for everyone. Second, the video courses have
become a common and successful practice in
some of the most reputable academic institu-
tions with extensive experience in delivering
online programs, and it has also been a success
model tried by other international organisations.

The first two courses delivered by the
BRITA-Macao gathered significant interest
from the participants of Portuguese-speaking
jurisdictions. The first course was dedicated
to the topic of “Prevention and Resolution of
Cross-Border Tax Disputes”. It was a natural
choice to set tax dispute prevention and reso-
lution as the first course of the BRITA-Macao.
First, the preliminary results of the surveys
conducted under the task force on enhancing
tax administration capacity building already
demonstrated that there was a need to increase
programs on this topic.” Second, there was al-
ready the expectation of an increase in tax
disputes following the implementation of the
OECD/G20 BEPS Action Plan.

The second course was dedicated to ad-
dressing the tax challenges of the digitalised
economy. The course was very well received.
It was delivered between December 2021 and
January 2022 which was believed to be a timely
course considering the two-pillar approach Ag-
reement in the October 2021 Statement of the
OECD/G20 BEPS IE

Meanwhile, more courses are planned for
2022, which will continue to be delivered in an
online format.

Certainly, one of the biggest challenges of
these initial years of the BRITA-Macao has been
the ongoing need to adapt to the COVID-19

circumstances. It is fair to say that online train-
ing is lack of interaction and engagement which
on-site training easily provides. However, online
training has proven to have some positive results.
It expands the BRITACOM’ influence and
contributes to a significant saving of costs for tax
administrations.!” Furthermore, it expands the
number of participants as it allows more tax of-
ficials of each tax administration to attend these
courses to which they might otherwise not be
able to attend in person. Finally, it also provides
some flexibility for capacity-building programs.
Considering the outcomes achieved by online
courses, it may be considered that, in the future,
courses should be delivered in a hybrid format
(both on-site and online) to accommodate tax

officials with different preferences.

4. Future Outlook for Tax
Capacity Building

The demand for capacity building among
the BRI jurisdictions is increasing; therefore,
the BRITACOM and the BRITAs could play
a fundamental role. Following the Nur-Sultan
Action Plan (2022-2024), there should be an en-
hancement of tax administration capacity build-
ing. In this regard, there should be a continuous
effort to improve the training quality, choose the
most appropriate topics based on the needs of
the BRI jurisdictions as well as use the approach
and methodology that allow achieving the best
results. The tax developments, particularly in the
international tax area, will increase the demand
for capacity building, thus calling for a global
effort in developing the best tools to enhance
capacity building of tax administrations.

The BRITA-Macao remains entirely aligned
with the Nur-Sultan Action Plan (2022-2024),and
will continue to make best efforts to comply with
its mission and the goals of the BRITACOM
to bolster training and deliver top-notch courses

to tax administrations.

9 This was confirmed in the final report which revealed the need to increase the programs on tax dispute resolution by

at least 5%. See the Report supra note 5, pp. 8.
10 See the Report supra note 5, pp. 11.
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1. Introduction

he Chinese Government has

prioritized talent building in its

overall national governance. At
a central conference on talent-related
work in September 2021, Chinese Pre-
sident Xi Jinping stressed that efforts
be made to implement the strategy on
developing a quality workforce in the
new era and to speed up China’s up-
grade toward a major world center of
talent and innovation. Focus will be put
on cultivation, attraction and good use
of people with talent.

The State Taxation Administration
of China (STA) attaches great impor-
tance to talent cultivation. The STA
Commissioner Wang Jun has proposed
the construction of a large tax talent pool

with excellent caliber, constantly optimized
structure and increasingly functional impor-
tance.

With relentless efforts, China’s tax
administration has basically established a
pyramid-shaped talent system to advance
tax modernization as a result of the initi-
ation of the “Talent Nurturing Project”,
which features Strategic Talents, Elite Tax
Talents, Professional Talents, and Profi-
cient Talents as the main body, comple-
mented by expatriate talents, young ta-
lents, and those in brain banks.

2. Overview of China’s Tax
Talent System

The STA respects the law of talent
development, and pursues a systemic ap-
proach in talent pool building. Further-

% This article was co-written by the Personnel Department and Education Center of the State Taxation

Administration of China and China Taxation Magazine House.
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more, the STA follows the guiding principle of
“selection, cultivation, management, and utili-
zation” to nurture talents and form the main
framework of talent system with taxation charac-

teristics.

2.1 Adhere to Strict Standards of Talent
Selection

The STA applies the procedure of “pre-ad-
mission + learning ability assessment + work
ability assessment + comprehensive evaluation”
to screen Elite Tax Talents, adopts “on-the-job
contest” to select professional and proficient
talents, and devises the means of “bottom-up
selection + organization recommendation” to
choose young talents. Talents are selected based

on integrity, experience, and competence.

2.2 Formulate Best-laid Plans of Talent
Nurturing

The STA develops tiered plans and carries
out intensive training programs to help various
categories of talents update concepts, upgrade
theory,gain knowledge,and harnessskillsin assor-
ted fields in a well-conceived way. A wide range
of textbooks, courses, programs, and question
banks have been published, and the Learn4Tax
online learning platform has been launched, in-

tegrating the learning, training and tests.

2.3 Employ Digital System of Talent
Management

The STA, leveraging the information sys-
tem of Digital Human Resources, has created
personal growth accounts for every tax official
to record details of their learning, training, prac-
tices, daily performance, etc. The Elite Tax Tal-
ents will be trained in a progressive and targeted
manner, and will be sent in batches to work at
the frontiers of tax reform and innovation in
tough areas. Meanwhile, the warning and elim-
ination mechanism management is strictly im-

plemented for Elite Tax Talents.

2.4 Multiple Channels to Make the
Utmost of Talents

The STA expands channels and builds
an effective mechanism to make good use of
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talents, tap their full potentials, and encourage
their development by preferment, appointment,
promotion, lateral transition, and accreditation
abroad. The STA analyzes individual experience
and growth, designs targeted training plans,
and directly fosters designated grassroots tal-
ents above a certain rank. In this way, the career
goals of tax officials are aligned with the general
direction of tax reform and development. All
competent staff can undertake key tasks and
major research topics of the STA and its provin-
cial branches, and outstanding talents are tem-
pered at the frontiers of reform, on strenuous
posts, and in tough areas.

At the same time, the STA builds an organi-
zational guarantee system that is dynamic, effi-
cient, more open and conducive to talent deve-
lopment, so as to form a new pattern of talent
work with unified leadership of the STA, close
cooperation between the personnel department
and relevant departments, firm support from tax
administrations at all levels, and extensive partici-

pation of social forces.

3. Practice of China’s Tax Talent
Building

3.1 Snapshot

Talents are the primary resources. The STA,
focusing on the general goal of tax moderniza-
tion in the new era, vigorously implements the
strategy of promoting taxation with talents to
formulate the development plan of talents in
the national tax system, constructs the “Talent
Nurturing Project” and promotes the “1115
Project” of talent echelon, and fully leverages
the Learn4Tax online learning platform to
comprehensively improve talent caliber. Based
on the “Talent Nurturing Project” and in light
of actual conditions, local tax authorities con-
tinue to take innovative measures to increase the
number of tax talents and make talent structure
more coherent.

3.2 Main Parts of the “Talent Nurturing
Project”

The “Talent Nurturing Project” creates a
closed-loop growth mechanism of “careful se-
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lection, fine nurture, strict management, and
best use” and establishes a channel for devel-
opment featuring “competition and growth at
all levels” to build the “1115 Project” of talent
echelon, that is, the talent team composed of
100 Strategic Talents, 1,000 Elite Tax Talents,
10,000 Professional Talents, and 50,000 Profi-
cient Talents, and supplemented by expatriate
talents, young talents and those in brain banks

(see Table 1).

3.2.1 Pyramid Spire: 100 Strategic
Talents

The STA proposes the Pyramid Spire Plan
to select 100 first-class tax officials who have
already completed the training of Elite Tax Tal-
ents Program and cultivate them into strategic
talents to respond to the call of taxation cause.

3.2.1.1 Design training program

The STA has issued guiding documents

to promote the cultivation of strategic tax tal-

Table 1: “1115 Project” of talent echelon

Talents Targeted Numbers

Objectives

Strategic Talents Around 100

First-class versatile talents with firm professional integrity, high caliber

and singular vision

Elite Tax Talents Around 1,000

Top-notch talents with excellent comprehensive caliber,

outstanding competence, and team-leading role, pioneers and pillars

vital to advancing tax modernization

Professional Talents Around 10,000

Talents working in various business lines and good at solving

problems, as an important guarantee for key tax endeavors and tax

modernization

Proficient Talents

Talents with outstanding work ability in various positions, as an
Around 50,000 important force for the full implementation of the functional roles of

taxation and improvement of work in different fields

ents, which put forward clear requirements on
the goals, paths and methods of cultivation, and
selected a group of tax officials with excellent
comprehensive caliber, universal recognition,
and enormous potential, and put them in the
training program.

3.2.1.2 Offer customized training

Those covered in the Pyramid Spire Plan
will be trained in different models: internation-
al and comprehensive. The former focuses on
training strategic talents with international vi-

sion, proficient in foreign languages, well-versed

in international rules, and experienced in inter-
national affairs. The latter aims to foster talents
with strategic and innovative thinking, and big-
picture awareness.

3.2.1.3 Provide practice opportunities

Those in the international oriented will be
stationed in Chinese embassies and consulates
abroad or international organizations, or sent
to study in overseas universities, in order to ex-
pand their horizons and stimulate international
thinking. Those in the comprehensive group
will be dispatched or seconded to ministries and
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commissions of the central government, local
governments and their integrated departments,
and state-owned enterprises, etc., so as to equip
them with strategic and innovative thinking,
big-picture awareness, and the ability to deal
with convoluted situations.

3.2.2 Pyramid Body: 1,000 Elite Tax
Talents

The STA attaches great importance to the
cultivation of Elite Tax Talents, and regards it as
the leading program for talent workforce build-
ing. In September 2013, the STA launched the
Elite Tax Talents Program to cultivate a team of
high-end tax officials with international vision,
strategic thinking, great integrity, and extraor-
dinary ability, who are proficient in business
and good at management with a leading role in
modernization. For nearly nine years, the STA
has selected more than 847 Elite Tax Talents in
seven batches, subjected them to a four-year
training program in three stages, and trodden a
scientific path of fostering high-caliber talents.

3.2.2.1 Apply strict standards

The STA has gradually raised the threshold
of application for Elite Tax Talents Program and
implemented the systematic selection procedure
of “pre-admission + learning ability assessment
+ work ability assessment + comprehensive
evaluation”, raising the admission threshold to
screening out unqualified candidates.

3.2.2.2 Intensify training

Programs are centered on latest decisions
and deployments of China’s government on
taxation. Meanwhile, general education is car-
ried out by topic and professional abilities are
improved by stages, highlighting intensive and
frequent teaching and interaction to enhance
the professional quality of those Elite Tax Tal-
ents. In general, programs are designed to meet
the needs of work on the ground.

3.2.2.3 Highlight practice

The STA analyzes work experience and
training orientation on individual basis, aligns
career paths with key endeavors of the STA, and
sends Elite Tax Talents in batches in order to
work at the frontiers of reform and innovation

and in tough areas. Tax authorities at every level
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will assume the responsibility to help Elite Tax
Talents make well-directed improvement.

3.2.2.4 Perform stringent management

Enforcing high standards and strict re-

quirements, the STA assigns different responsi-
bilities to provincial tax services and work or-
ganizations of qualified candidates and assesses
the performance of provincial branches in the
evaluation system. Each candidate will have a
director-general level official as their mentor to
supervise and instruct them when appropriate
and necessary. The close one-to-one relation-
ship will give full play to the mentors’ guiding
role in candidates’ research and development. A
regular management mechanism of candidates
after their completion of the project will be es-
tablished to carry out comprehensive judgment
and follow-up evaluation of them.

3.2.2.5 Strengthen accurate assessment

Committed to objectivity and fairness and
focusing on work performance, the STA de-
vises an assessment and evaluation system that
combines daily assessment, academic year a-
ssessment and completion assessment, unifies
quantitative indicators and process evaluation,
and matches assessment results with incentives
and constraints, so as to improve the quality
and efficiency of the management of Elite Tax
Talents.

3.2.2.6 Diversify ways of promotion and
appointment

Six ways of using Elite Tax Talents includ-
ing promotion, lateral appointment, rank eleva-
tion, post exchange, expatriation and strategic
cultivation were clarified, and tax administra-
tions at all levels should make flexible use of
outstanding talents. Elite Tax Talents have been
promoted at different levels, which has set up a
good employment orientation among the ma-
jority of tax officials.

3.2.3 Pyramid Base: 10,000 Professional
Talents and 50,000 Proficient Talents

Since 2016, the STA has launched an in-
dustry-wide “on-the-job contest” to motivate
tax officials to master policies, gain expertise and
enhance professional skills. In 2016, the contest

was held in five areas: administrative work, tax-
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Figure 1.Age distribution
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Figure 2. Work fields

payer services, tax assessment and administration,
tax inspection, and information technology.
In 2017, tax officials from sections of tax ser-
vice management, tax service halls, and 12366
call centers competed in the contest. In 2018,
an online contest themed “new organizations,
new responsibilities, new businesses and new
endeavors” was held. Through the contest for
37 posts in five fields, more than 10,000 profe-
ssional talents and over 50,000 proficient talents
have been singled out. The STA has managed to
train a group of tax officials with excellent busi-
ness proficiency for fair law enforcement and
standardized service, and provided intellectual
support and talents guarantee to the moderni-
zation of tax governance.

Statistics show that more and more young
people have been selected as Professional Talents
and Proficient Talents (see Figure 1), covering

B Taxpayer Service

M Administrative Work

W Tax Assessment and
Administration

0 Tax Inspection

61.05%

m 35 y/o and under
M 36-45y/o

™ 46 y/o and above

2.37%
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Figure 3. Organizational structure

all work fields (see Figure 2), and presenting a
tiered talent structure (see Figure 3).

3.3 Complementation of the “Talent
Nurturing Project”

3.3.1 Expatriate Talents

For years, the STA has made relentless ef-
forts to build a team of international talents.
Since 2016, a total of 103 outstanding tax of-
ficials have been dispatched to work abroad via
various channels in all the major economies.
While working and studying overseas, they
learn from advanced international practices,
share Chinese experience, and present their
views on Chinese taxation.

3.3.2 Young talents

Tax administrations at all levels have facilita-
ted the growth and development of outstanding
young officials with high personal qualities, out-

m District Offices
M Municipal Offices
m Provincial Offices
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standing performance and great potential, and
sent them to work at the frontiers of reform and
in tough areas. Among the 5,270 young talents,
82.13% are under the age of 35, more than 30%
have a master’s degree or above, and 36% hold
the Certificate of Certified Public Accountant
(CPA) and the Qualification Certificate of Tax
Advisor (QCTA) or have passed the Bar Exam.
This young and vigorous team with tremen-
dous potential is a dynamic force to the devel-
opment of taxation in the future.

3.3.3 Talents in brain banks

As an effective vehicle for pooling, inte-
grating, reserving and optimizing talents, the
three-level brain banks of the STA, provincial
tax services, and municipal tax services cover-
ing all kinds of professionals have served as a big
stage for talents to pursue endeavors. As of now,
the STA has set up 24 professional brain banks
with 4,256 personnel. The three-level brain
banks have not only improved the caliber of
tax officials, but also advanced key undertakings
of taxation, forming an effective supplement to
talent teams of the STA.

3.4 Digital Transformation of Nurturing
Talents

3.4.1 Learn4Tax online learning
platform

Learn4Tax is an online learning platform
for all Chinese tax officials, integrating learning,
training, testing and other functions. In 2019, the
STA identified the development trend of digi-
tal learning and launched the construction of
the Learn4Tax platform. In 2020, the platform
was officially promoted across tax services na-
tionwide. At present, the platform has become a
new place for learning, a new stage for training,
and a new leverage for capacity building.

The Learn4Tax platform boasts 10 learn-
ing areas (“Taxation Lectures” area, Elite Tax
Talents Training, among others), 26 channels,
and 4 hot-issue columns. By the end of 2021,
recorded lectures in the “Taxation Lectures”
area have been watched more than 3.973 mil-
lion times. In the column of “Morning Pod-

cast”, 100 morning meeting videos have been
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released and watched for 983,000 times in total.
The “Morning Podcast” timely presents the lat-
est tax policies, work priorities, operation steps
and precautions to the frontline staff of tax ser-
vice, which helps to improve the relevance and
effectiveness of training for staff in tax service
halls, by increasing their capacity and providing
strong support for the establishment of the new
tax service system.

By the end of 2021, there were nearly
700,000 registered users on the Platform, with
an average daily traffic of 102,000 visits on
weekdays throughout the year, which stimu-
lated the innovation and upgrading of educa-
tion and training. The Platform has gradually
transformed into a routine, digital and practical
learning site. In terms of routine learning, in ac-
cordance with the overall goal of “daily learn-
ing, learning by working, routine testing, result
accumulation, and assessment for reference”,
the STA has explored and formed a complete
mechanism of “study, test, and assessment”,
combining the Platform with Digital Human
Resources system and performance manage-
ment, boosted tax officials’ learning and practice
in daily life, and galvanized their motivation of
self-learning. Primary-level tax officials wittily
refer to the Platform as a “gas station” on finger-
tips and a “charging pile” of learning. In terms
of digital learning, the Platform has given full
play to its underpinning and spurring role, re-
alized the digital integration, joint contribution
and sharing of high-quality learning resources,
and developed a new training model of “on-
line and offline learning” to enable everyone to
learn anytime and anywhere. In terms of prac-
tical learning, adhering to the demand-oriented
principle, the STA piloted the “four-in-one”
new training model featuring online learning,
offline training, practical training, and stock-tak-
ing in Hunan and Shenzhen Tax Services to
cultivate a team of high-caliber professional tax
talents in a more targeted manner.

3.4.2 Digitization: digital human
resources system

Over the past few years, the STA has ex-
plored to adopt a digital appraisal mechanism,
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gradually applied an assessment method of tax-
ation in nature, and created the system of digi-
tal management of tax officials. Digital Human
Resources system refers to the digital assessment
and evaluation system established by the STA
according to the rules of assessment, evaluation
and daily management by the central government
and based on the concept and method of big data.

The Digital Human Resources system was
proposed in 2014 and put into full use in July
2019. It mainly includes: One Foundation, Four
Pillars, One Roof, and One Platform, just like
building a house. The “One Foundation” re-
fers to career foundation of both veteran and
fledgling personnel. The “Four Pillars” consist
of Regular Assessments (Daily Performance)
— record and assessment of daily performance;
Peer Evaluation — internal and external as-
sessment of tax officials’ competence, diligence,
performance, and integrity; Professional Abili-
ties Evaluation — abilities in five fields, i.e., ad-
ministrative work, taxpayer service, tax assess-
ment and administration, tax inspection, and I'T,
further divided into 11 levels and linked to the
standards of promotion; and Leadership Com-
petency Evaluation — quantitative assessment
of a leaders work performance, public recog-
nition, pre-promotion evaluation, probationary
management, audit of economic responsibility,
and off-office inspection, as well as leadership
competence tests. The “One Platform™ is the
software platform to generate, store, and analyze
data. The “One Roof” stands for the Digital
Human Resources system which classifies and
sorts the massive data according to organiza-
tions, positions and other parameters to provide
important reference for promoting, assessing

and evaluating tax officials.

4. Achievements of Tax Talent
Nurturing

With the concerted efforts of tax adminis-
trations at all levels, the number and capacity of
tax talents have increased significantly, the stage
and platform for endeavor and innovation have
been broadened, and tax officials have been

further energized. More and more talents are

emerging. By the end of 2021, the total num-
ber of Strategic Talents, Elite Tax Talents, Profe-
ssional Talents, and Proficient Talents has ex-
ceeded 60,000, accounting for 8.7% of all on-
the—job tax officials. Talents are increasingly per-
forming exemplary roles. The STA advocates
helping others in daily work and assuming re-
sponsibilities in crucial tasks to raise the enter-
prising and aspirant spirit. Between 2012 and
2020, the proportion of officials with master’s
degree or above in tax services has increased
from 3.96 percent to 8.44 percent. The number
of tax officials holding CPA or the QCTA, or
passing the Bar Exam jumped from 32,000 to
52,000, an increase of 62.5%. Tax officials are
expanding their influences. Over the years, the
STA has entrusted 453 Elite Tax Talents with
different tasks, and more than 100 have won
various provincial and ministerial-level comm-
endations and honorary titles.

The implementation of the strategy of
rejuvenating tax by talents has improved the
overall quality of the talent team, provided tal-
ent guarantee for the smooth implementation
of major tax administration reforms in recent
years, and laid a solid talent foundation for fur-
ther promoting tax modernization.

Firstly, talents have undertaken their mis-
sion and maximized their value while focusing
on the top priority to serve the development
of taxation. They have played their indispensable
roles both in implementing major decisions and
deployments, such as the replacement of busi-
ness tax with VAT, the large-scale tax and fee
reductions, the integration of national and local
tax services and large scale tax reimbursement,
and in executing major development strategies
for serving the country’s regional coordinated
development and high-level opening up to the
outside world. For example, various tax talents
have assumed their responsibilities and over-
come difficulties in delivering tax and fee cuts
of more than RMB7.6 trillion from 2016 to
2020; over 15,000 tax officials have contributed
to poverty alleviation across the country, fully
demonstrating the commitment and dedication

of the iron-clad army of taxation; more than
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10,000 professional and proficient tax officials
have based themselves in the grass-root level
communities and established task forces in play-
ing their leading and exemplary role to improve
taxpayer services.

Secondly, tax officials have shouldered their
responsibilities in deepening tax reform and en-
hancing the effectiveness of governance. They
have made substantial contribution in pro-
moting tax reform to increase the role of tax
in serving the national and social governance.
Among Elite Tax Talents, as per number of
participation, there are 372 directly involved in
the institutional reform of integrating national
and local tax services, and 191 involved in 47
major missions, including the reform of PIT
and the reform of I'T-based special invoices for
VAT. In the same vein, for proficient talents,
2,300 of them have taken on the special work
of the STA, and 3,413 have carried out key tasks
of the Golden Tax Project Phase III, tax inspec-
tions, and evaluations of tax administration. All
kinds of talents have played their courageous
and exemplary roles in removing impediments
in major reforms, and have obtained experience
in fulfilling urgent, difficult, dangerous and ar-
duous tasks in strenuous positions.

Thirdly, tax officials have presented a pos-
itive image in serving the opening up and par-
ticipating in global governance. All kinds of tax
talents actively serve the national strategy of
opening up to the outside world, contributed
their parts to global tax governance, and played
an increasingly eminent role in internation-
al tax arena. Since 2016, 103 high-end talents
have been stationed in 58 countries and regions
across 6 continents, and 23 Elite Tax Talents have
been working actively in major events of inter-
national taxation such as the Belt and R oad Ini-
tiative Tax Administration Cooperation Forum
(BRITACOF) and the OECD conferences and
negotiations on tax issues arising from digital
economy. In addition, some Elite Tax Talents
have given lectures at the Belt and Road Initia-
tive Tax Academy to help developing countries
improve their tax administration capacity and

participate in international tax governance.
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5. Next Steps

Going forward, steps should be taken in the
following aspects to strengthen talent nurturing
so as to enhance the capacity of tax governance
in China.

Firstly, expand the scale of talent work-
force. The STA will continue to follow the de-
mand-oriented philosophy, adopt more active,
open and effective measures to steadily and or-
derly expand the talent workforce, and attract
high-end and urgently-needed talents to meet
the needs of tax modernization in the new de-
velopment stage.

Secondly, improve the caliber of talents.
The STA will continue to enhance the caliber
of talents, and focus on cultivating strategic, elite,
professional, and proficient talents in different
fields and at various levels to guarantee diverse
aspects of taxation, and further cultivate a top-
notch team that meets the needs of tax reform
and development.

Thirdly, explore new ways for talent mana-
gement.The STA will overthrow obsolete ways
and establish a new system for better talent
training, and maintain, adjust, and strengthen
it when appropriate. The information of tax
talents is collected on individual basis and used
to advise tax authorities at all levels on selec-
ting and appointing talents, so that the capa-
bility of every tax official can be turned to good
account.

Fourthly, make breakthroughs in talent uti-
lization.The STA will further reinforce the culti-
vation and utilization of outstanding talents,
transform the potential advantages of tax offi-
cials into practical abilities, promote them to
fully display their personal aptitudes, and con-
tinuously create a favorable situation where able
men are coming forward in multitudes and give
full scope to their faculties. Domestic and in-
ternational exchanges will be strengthened to
promote cooperation with relevant countries
and international organizations on talent and
technology projects as well as exchange of pro-
fessional and technical personnel, and to provide
technical and intellectual support to the cultiva-

tion of international tax talents.
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Kazakhstan's Practice in
Improving Tax Environment:

An Exclusive Interview with Chairman
Ali Sapargaliyevich Altynbayev, SRC, Kazakhstan

In recent years, Kazakhstan has made great progress in the ease of doing business. By reducing tax burden in order
to support the development of entrepreneurship in the Republic of Kazakhstan and simplifying tax administration pro-
cedures for business entities, tax authorities are constantly working to ensure the timely and high-quality fulfillment by
taxpayers of their tax obligations in accordance with tax laws and regulations. Against this backdrop, the correspondents
from the Belt and Road Initiative Tax Journal (BRIT]) interviewed Mr. Ali Sapargaliyevich Altynbayev, Chairman of the State
Revenue Committee of Ministry of Finance of Kazakhstan (SRC).
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BRITJ: Mr. Chairman, thank you for being with us in this interview. Would you
please introduce the major changes to tax legislation and administration, and
their impact on improving tax environment in your country?

Ali Sapargaliyevich Altynbayev: Its a great pleasure to be with you for this in-
terview. Tax legislation is a sphere of law, and its norms are constantly improved. Most
of the changes to tax legislation have already been in effect from 1 January 2022, and
some will come into effect in the near to medium term.

Here I'd like to highlight some specific changes in Kazakhstan. First, tangible state
support is provided to small and micro businesses, for example, a certain category of
entrepreneurs is exempt from income taxes and tax audits for three years.

Second, individual entrepreneurs and legal entities (small business entities) have the
right to choose only one of the following procedures for calculating and paying taxes
and submitting tax reports:

« the generally established procedure;

+ the special tax regime based on a patent;

+ the special tax regime based on a simplified declaration; and
« other procedures.

For Kazakhstani entrepreneurs, the regime based on a simplified declaration is con-
sidered to be the simplest and most convenient. The regime involves minimizing ac-
counting procedures and ease of preparation and submission of reports, thus allowing
taxpayers to file a tax return without an accountant, especially for the sole proprietors
who do not have any employees.

Special tax regimes are simplified mechanism of tax payment established by the Tax
Code of the Republic of Kazakhstan. There are special tax regimes for small businesses,
producers of agricultural and aquacultural products, agricultural cooperatives, as well as
for peasants or farms.

BRITJ: Besides the changes in legislation and administration, what mea-
sures has Kazakhstan taken to promote tax digitalization? And what are the ef-
fects of these measures?

Ali Sapargaliyevich Altynbayev: In Kazakhstan, digital technologies are being
introduced in tax and customs administration in order to create a favorable tax environ-
ment for taxpayers engaged in both domestic and foreign economic activities, minimize
human factors in decision-making, create effective mechanisms to scale down the shadow
economy and ensure adequate tax revenues for the state budget.

Roadmaps on optimization of public services have been approved by the inter-
departmental commission, which is committed to the further optimization and auto-
mation of the e-government portal, as well as the integration of the public and private
sectors.

The vision of human-centricity lies at the heart of the digitalization initiative
of the tax and customs administrations, which is aimed at creating the most favora-
ble conditions for citizens. To this end, alternative digital solutions have been put in
place by the tax and customs administrations. For example, in parallel with the Taxpayer’s
Office, free mobile applications E-salyq-Azamat and E-salyq-Business are designed for
the convenience of fulfilling tax obligations by taxpayers while reducing their time and

financial costs. These mobile applications allow taxpayers to automatically calculate taxes
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and social payments, pay taxes, and receive a tax notification and/or certificate online,
prefill tax returns and simplify declaration, etc.

As a result of the work carried out by the Ministry of Finance, it is planned to in-
crease the provision of public services in electronic format to 95% by 2025.

From year to year, systematic work is being carried out to reduce budget classifica-
tion codes and optimize tax returns. Since 2015, the number of codes of budget classi-
fications has been reduced by 2.5 times, and tax returns have been optimized by 30%.

BRITJ: We're especially interested in the program “Digital Kazakhstan”
launched in 2017. Could you please give us an overview of this program?

Ali Sapargaliyevich Altynbayev: The State Program “Digital Kazakhstan” was
approved by the Decree of the Government of the Republic of Kazakhstan No. 827 on
2 December 2017, which is designed to accelerate the pace of the economic develop-
ment and improve the living quality of our citizens. The program is aimed at developing
digital technologies in key sectors of the country. Improving the quality and quantity of
online public services will help reduce bureaucracy and corruption, and make govern-
ment agencies more efficient and open.

Digitalization of the interaction between the state and businesses is intended to
reduce the transaction costs of entrepreneurs, and increase the transparency of decisions
made by state bodies and organizations. A significant direction is to implement a set of
measures aimed at improving the quality of tax and customs administration. The increase
in tax revenues is also achieved by integrating databases of various sources. Facilitating
access to preferential financing and reducing or eliminating certain types of taxes for
e-commerce players will also help enhance the competitiveness of entrepreneurs doing

business online.

BRITJ: As we have learnt, the Digital Kazakhstan program was updated in
2020. Is there any new progress in tax administration?

Ali Sapargaliyevich Altynbayev: In December 2021, the Law on Amendments
to the Tax Code was promulgated. Thus, starting from January 2022, a new form of state
control over the traceability of circulated goods has been introduced.

In addition, the list of risk criteria has been removed from the Tax Code, and will be
regulated by a by-law instead, in order to simplify both the procedure of making changes
to the list and the risk management system itself.

The simplified liquidation procedure is applicable not only to persons who are not
VAT payers, but also to VAT payers who, according to tax reporting data, have not carried
out business activities from the date of VAT registration.

The following list of information that banks and banking organizations must pro-
vide to the tax authorities has been expanded:

+ Information on the total mobile payments received by companies and individual
entrepreneurs for the calendar year (Effective from 1 March 2022);

« Information on monthly payments to the accounts of individual entrepreneurs
applying special tax regimes and using a special mobile application (Effective from 1
March 2022);

+ Information on payments and transfers made in favor of foreign Internet compa-

nies for the calendar year; and
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+ Information on transactions that have signs ¥
of receiving income from business activities via
accounts of individuals who are not entrepreneurs
(Information should be provided for those who
are obliged to declare income. Therefore, this pro-

vision is being introduced in line with the stages
of the universal declaration). S

Also, from 1 January 2022, the statutory limi-
tation period for all large businesses is five years.
For a number of large companies, this means that,
in 2022, the tax authorities may review their tax
liabilities since 2017. Previously, the total limita-
tion period for a tax obligation and claim had been
reduced from five to three years since 1 January

2020.

BRITJ: We understand that the “Electron-
ic Invoice Information System” has proved to
be the most effective measure in digital tax ad-
ministration in Kazakhstan. Could you tell us
more about the system?

Ali Sapargaliyevich Altynbayev: The most
effective tool in remote administration was the
introduction of the “Electronic Invoice Informa-
tion System”, which allows taxpayers to track all
transactions on goods and services, and at the same
time, check the completeness of their income.

The system works online. Since the launch of the system (in 2016, on a voluntary
basis, and in 2019, mandatory application to all VAT payers), over 814 million invoices

have been issued, with about 771,000 taxpayers being registered on the system.

The SRC also carries out automatic desk control with the system. Due to the use
of the Risk Management System, the analytical programs and information resources,
violations, such as firms that issue fictitious invoices, are detected remotely with notifica-
tions. However, taxpayers are given the opportunity to make self-corrections. As a result,
the efficiency of desk control has been enhanced, and tax revenues have been increased
without going to the audit stages.

BRITJ: It is universally acknowledged that blockchain is a popular technol-
ogy nowadays. Kazakhstan has made some exploration in administering VAT
with the blockchain technologies. Could you please share some views on the
use of blockchain technology in your tax administration?

Ali Sapargaliyevich Altynbayev: Yes, the blockchain technology protects the
data while making it more accessible and transparent. However, it is important to comply
with the legal requirements of a particular state when using the data stored in the block-
chain, such as the General Data Protection Regulation (GDPR) of the EU.

Work has been underway to explore the feasibility of introducing the blockchain
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technology in VAT administration and setting up funds on the technical implementation

of the relevant project.

According to the results of the work carried out, taking into account the positions
of the National Chamber of Entrepreneurs of the Republic of Kazakhstan “Atameken”,
the Association of Taxpayers of Kazakhstan, and the banking sector, without the man-
datory use of a control account by all VAT payers, the introduction of blockchain tech-
nology in VAT administration will be ineffective, which will entail risks for the budget.

The Ministry of Finance of the Republic of Kazakhstan, by letter No. 001-KG/10946-1
dated 29 April 2021, submitted a position to the Office of the Prime Minister (KPM) of
the Republic of Kazakhstan on the inexpediency of introducing blockchain technology
in the VAT administration and spending funds on the technical implementation of the
relevant project.

According to the results of the meeting dated 12 May 2021, the position of the
Ministry of Finance of the Republic of Kazakhstan on the inexpediency of introducing
blockchain technology in VAT administration was supported by the Administration of
the President of the Republic of Kazakhstan. According to the resolution of the Head
of the Presidential Administration of the Republic of Kazakhstan, E. Koshanov, dated 25
May 2021 No. 6584 PUB-8, as well as the instructions of the KPM of the Republic of
Kazakhstan dated 27 May 2021 No.20-2/04-426//20-01-7.7(2.6-T.), item 42 of the
State Program “Digital Kazakhstan” regarding the administration of VAT using block-
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chain technology was removed from control and from 1 January 2022 excluded from
the Tax Code.

BRITJ: Is there any other new progress in VAT administration?

Ali Sapargaliyevich Altynbayev: According to the Law of the Republic of Ka-
zakhstan (No. 85-VII ZRK), dated 20 December 2021, amendments were made to the
Tax Code (effective from 1 January 2022) in terms of extending the VAT payment on
imported goods by the offset method for the means of production which are absent in
the territory of the Republic of Kazakhstan until 1 January 2025, as well as excluding
pesticides, breeding animals of all types and equipment for artificial insemination and
live cattle from the list of imported goods, for which VAT is paid by the offset method.
Action exemptions for VAT payment by the offset method have been extended until 1
January 2025, which simplifies procedures of registration and closure for sole proprietors,
as well as submission of tax reports, and exempts bank commission and payment for
services of operators of fiscal data.

Business entities (according to the List) that converted at least 50% of the foreign
exchange earnings received from the export of raw materials for the tax period are enti-
tled to apply a simplified manner for VAT refund (no more than 80% of the amount of
excess VAT established for the reporting tax period).

To simplify tax administration, goods traceability systems, accompanying invoices
for goods and electronic seals are being introduced, which will ensure transparency of

implementation between counterparties.

BRITJ: Does the SRC have any other plans to optimize the tax environment
in the future?

Ali Sapargaliyevich Altynbayev: Kazakhstan faces a challenging task to achieve
sustainable, balanced, and “green” growth. The Republic is striving to get into the top
30 most-developed countries in the world by the middle of the century. To meet that
goal, we are working hard to achieve the transition from a resource-oriented economy
to a cleaner, innovative and diversified one, which requires improving the public
administration system, and increasing the openness and competitiveness of the economy.
Tax authorities should tap the potential new data technology in tax administration and
maintain constant communication with taxpayers, and provide taxpayers with tailored
tax services. With the introduction of modern information technologies, the tax au-
thorities will make every effort to expand the scope of taxpayer services, improve the
quality of services, and monitor the implementation of tax rules, so as to ensure effective
compliance with tax laws and regulations, transparency of economic activities, timely
and complete collection of tax revenues, as well as improvement in the quality of budget
planning and stability of state revenue.

Specifically, methodological basis for optimizing expenditures of the republican and
local budgets will be developed; the information system of state planning regarding the
use of the Single Window Procurement service will be finalized; a new scheme for
providing vehicles will be developed; monitoring and control of the effectiveness of the
use of anti-crisis funds will be strengthened; and an analysis of the effectiveness of state

support measures will be carried out.
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Abstract: The OECD/G20 Inclusive Framework (IF) on Base Erosion and Profit
Shifting (BEPS) has substantially finalized the model rules and much of the guidance
for the so-called “Pillar 2” global minimum tax, while work continues on the so-called
“Pillar 1” new taxing rights for market jurisdictions. As many BRI jurisdictions are
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1. Introduction

On 14 March 2022, the OECD/G20 In-
clusive Framework (IF) on Base Erosion and
Profit Shifting (BEPS) released Commentary
on the model rules for a global minimum tax.
The model rules had been released shortly be-
fore, in December 2021. Termed the Global
Anti-Base Erosion (GloBE) rules, these rules are
the core element of “Pillar 2” of the two-pillar
solution to address the tax challenges arising
from the digitalization of the economy. An IF
statement, setting out the core elements of this
solution, was agreed by over 135 IF members
on 8 October 2021.

The GloBE Commentary, which is a final
document, released at the same time as a public
consultation, was commenced on the adminis-
trative aspects of the rules, the GloBE Imple-
mentation Framework. Like all other aspects of
the two-pillar solution, this framework is set to
be finalized later this year, thus completing the
most significant refresh of global tax rules in 100
years. The IF members, at time of writing, are
persisting with a highly ambitious target effec-
tive date of January 2023 for most of the key
rules, though there is an increasing sense that
January 2024 may be more realistic for many
jurisdictions.

The Belt and Road Initiative (BRI) juris-
dictions, in the main, did not play a central role
in creating current international tax system in
the 1920s. However, there are many BRI ju-
risdictions among the 141 IF members, which
have played an important role in shaping the
new international tax system. While some as-
pects of the rules are still being set, particularly
in relation to the new market jurisdiction taxing
rights in Pillar 1, this is a good time to start to
consider the long-term implications of the new
system for BRI jurisdictions. To this end, we ex-
plore five key impact areas:

+ Move to formulaic profit allocations;
« Subsidies vs. tax incentives;

+ “Next level” tax transparency;

« Tax base harmonization; and

+ Tax administrative “culture shock”.

In the final section of this article, we con-
clude that the Belt and Road Initiative Tax Ad-
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ministration Cooperation Mechanism (BRI-
TACOM), through the four core work areas
of the Nur-Sultan Action Plan (2022-2024), will
have a crucial role to play in ensuring that BRI
jurisdictions manage the transition to the new
global tax framework, and draw maximum ben-
efit from them. Firstly, to set the scene, we chart
out the key elements of the global agreement

and the next steps on this journey.

2. Key Elements of the Two-Pillar
Solution

As noted above, the key global political
agreement thus far has been the IF statement
of 8 October 2021.This included agreement on
the key elements of the two Pillars, a work pro-
gram for the finalization of the detailed rules in
2022, and targeted implementation dates for IF
jurisdictions in 2023 and 2024.To give context
for the five long-term implications detailed fur-
ther below, we provide a high-level summary of
Pillar 1 and Pillar 2.

2.1 Pillar 1

Pillar 1 is the part of the program which has
been the longest in development. It is a reaction
to the frustration expressed by many jurisdic-
tions on their inability to tax.In a digitalizing era,
many jurisdictions could not tax foreign enter-
prises which interact/transact intensively with
their market and consumer base, but have no
physical presence (branch or subsidiary) in their
jurisdiction. Nearly a decade in development,
starting with the original BEPS 1.0 project, the
Pillar 1 rules (specifically the so-called Amount
A rules) grant a market jurisdiction new taxing
rights over a foreign enterprise with reference
to revenue “sourced” to that jurisdiction. Tax-
ing rights are granted regardless of whether the
foreign enterprise has a local physical presence
or not. In addition to breaking with the 100-
year international tax norm of linking taxing
rights (“nexus”) to physical presence, the rules
also involve further major shifts. This includes
treating entire MINE groups as single economic
units, rather than dealing with MNE constitu-
ent entities one-by-one (the “entity approach”),
and by allocating profits to jurisdictions using
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formulaic approaches rather than traditional
“facts and circumstances”-based transfer pric-
ing (TP) rules. The IF is still working on the
Pillar 1 rules and is releasing rule models as
“building blocks” for consultation. This is with
a view to finalizing them, and an implementing
multilateral convention (MLC), for signature in
summer 2022.

2.1.1 Scope

MNEs with worldwide revenue great-
er than EUR20 billion and profitability above
10% (return on sales) are in scope. From the
MNE profits in excess of 10% (“‘residual prof-
its”), 25% is allocated to markets under for-
mulary rules (“Amount A”). Between 100 and
150 MNEs would initially be in scope and this
number would more than double after 7 years
when the revenue threshold falls to EUR10
billion. Revenue from extractive industry and
regulated financial services activities is excluded.

2.1.2 Revenue sourcing and nexus

Detailed sourcing rules are set out for nu-
merous categories of income. Businesses need
to build systems which can reliably and consis-
tently use the permitted indicators and alloca-
tion keys to source the revenue to countries (the
basis for formulary allocation to jurisdictions).
Coupled with this is a nexus threshold to deter-
mine whether a jurisdiction, to which revenue
is sourced, has a taxing right in the first instance.
This is set at EUR250,000 locally sourced revenue
for jurisdictions with less than EUR40 billion
in GDP, so being relevant for many smaller BRI
jurisdictions, and EUR 1 million above that.

2.1.3 Safe harbor and elimination of
double tax

Where the residual profits of an in-scope
group are considered to be already taxed in a
market jurisdiction, a marketing and distribution
profits safe harbor (MDPSH) will cap the resid-
ual profits allocated to the market jurisdiction
through Amount A. While the design is yet to
be finalized it appears that the MDPSH might
be a combination of a fixed market return for
baseline activities plus Amount A. This MDPSH
should be compared with the TP-determined
return of local subsidiaries and branches; only
where there is excess over the TP return will

Amount A allocations be made to the market
jurisdiction. This is paralleled by rules to deter-
mine who “foots the bill” for Amount A, i.e.,
which country grants double tax relief. Indica-
tions with that much of burden will land with
hub locations like Ireland and Singapore, as well
as headquarter jurisdictions.

2.1.4 Tax certainty and unilateral
measures rollback

IF jurisdictions will be subject to manda-
tory binding dispute prevention and resolution
mechanisms both (i) for Amount A, and (ii) for
issues related to Amount A. The latter covers
TP and PE disputes which alter the profit al-
locations that are referenced when making the
Amount A allocations (e.g., the profits booked
to a Singapore hub company that grants double
tax relief). While the relevant building block is
yet to be released, earlier releases indicated that
both mechanisms would include a review pan-
el (to attempt to reach a negotiated resolution
between countries) followed by a determina-
tion panel (a deadlock-breaker with voting on
several possible outcomes by tax experts). The
tax certainty mechanisms to buttress the new
market taxing rights are to be paralleled by a
rollback of digital service taxes (DSTs) by ju-
risdictions that have introduced them, and a
commitment not to introduce any new such
measures in future.

Pillar 1 also involves an effort to streamline
the application of transfer pricing to marketing
and distribution activities (Amount B), focusing
particularly on the needs of low-capacity coun-
tries. Earlier ideas included potential use of fixed
returns for some in-scope activities, though pre-
cisely how ambitious and far-reaching the rules

will be remains to be seen later in 2022.

2.2 Pillar 2

Pillar 2 is the part of the program which has
generated most excitement (and concern). As a
later addition to the global tax reform program,
Pillar 2 emerged into public consciousness
in 2019. The goal is deceptively simple — to
ensure that large MINEs pay a minimum lev-
el of tax (15%) on the income arising in each
jurisdiction in which they operate. However,
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this is underpinned by calculations and taxing
mechanisms of fierce complexity, demanding
that tax officials, taxpayers and tax advisors all
“up their game” significantly. It impacts on a
broader range of MNEs than Pillar 1, estimated
to be over 5,000. It is also likely to have signif-
icant spillover effects on how countries design
their domestic tax systems. With the release of
the Commentary, there are already 350 pages
of highly granular rules and guidance set on
GloBE, with further guidance forthcoming un-
der the GloBE Implementation Framework.

2.2.1 Scope

The GloBE Rules are to apply to MNEs
with revenues exceeding EUR750 million. How-
ever, countries remain free to apply the IIR to
MNEs headquartered in their countries whose
revenue falls below this threshold, and some
have already publicly indicated this intent (e.g.,
India). Exclusions are limited to certain govern-
ment entities and investment and pension funds.
How wide the effect of the rules may be re-
mains a question. While MNE consolidated fi-
nancial statements (CFS) are the kick-off point
for applying the rules, a deeming rule would
appear to draw in collections of entities under
common control that do not prepare CFS.

2.2.2 Three interlocking rules

GloBE includes an Income Inclusion Rule
(ITIR), which imposes top-up tax on a parent
entity in respect of low taxed income of constit-
uent entities within an MNE group. It also in-
cludes a supporting Undertaxed Payment Rule
(UTPR) under which the jurisdiction of an-
other group entity can deny tax deductions (or
impose an equivalent tax adjustment) to the ex-
tent the low taxed income of a constituent entity
is not subject to tax under an IIR. In an import-
ant addition to the final rules, the IF established
that a qualified domestic minimum tax would
“trump” both the IIR and UTPR, giving a low
tax jurisdiction the option to “take the money”,
rather than allow another jurisdiction to do so.
Increasing number of jurisdictions are already
“raising their hands” to say this is their planned
approach, and some commentators are start-
ing to speculate that domestic minimum taxes

could well be the primary mechanism through

BELT AND ROAD INITIATIVE TAXJOURNAL VOL3 NO.T 2022

which GloBE tax is collected in practice.

2.2.3 Top-up tax calculation

The heart of the rules, and the most com-
plex aspect, is the determination of the quan-
tum of top-up tax for each jurisdiction, and
each MNE group entity. The top-up tax rate
is the difference between the jurisdictional
effective tax rate (ETR) and the 15% global
minimum rate. Faced with the diversity of tax
base determinations across jurisdictions, the IF
decided to use income per IFRS accounting
standards as their kick-off point. This provides
an ETR denominator. A common definition of
“covered taxes” provides the ETR numerator.
This bland description does not do credit to the
complexity this generates. Applying the rules
demands that financial accounting be prepared
and used in ways not envisaged in the past, re-
quiring extensive retooling of MNE account-
ing and tax systems. Features intended to ensure
smooth operation of the rules, such as inclusion
of deferred tax numbers in covered taxes to lim-
it ETR volatility, demand creation of entire new
record keeping systems.

2.2.4 Limiting impact on routine
activities

A key feature of the top-up tax determi-
nation is that the tax base, to which the top-
up tax rate is applied, is reduced by a formula-
ic substance-based income exclusion. This is a
mark-up on the carrying value of tangible assets
(8%, tapering to 5% over 10 years) and payroll
(10%, tapering to 5% over 10 years) which is
intended to reflect the return on routine busi-
ness activities. In addition, there is an exclusion
from UTPR for groups with limited overseas
operations, having less than EURS50 million of
tangible assets outside the home country and
five or less foreign subsidiaries.

2.2.5 Loose ends

Despite the volume of paper generated so
far with the GloBE rules, various key questions
remain to be resolved. It needs to be deter-
mined whether US GILTT can be treated as a
“qualified IIR” and under what circumstances.
At present it seems most likely that, until such
time as the US succeeds in adjusting GILTT to a
country-by-country blended rule (from current
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global blending) and raising the rate to 15%,
GILTTI is likely not to be treated as “qualified”.
This has significant implications for US MINEs
and for jurisdictions, including in the BRI,
where they have operations. In addition, MNEs
are hoping that the huge compliance workload
implicit in GloBE will be reduced via safe har-
bors (e.g., based on CbCR data) which allow
them to limit work on full ETR calculations to
a small number of operating countries. Myriad
other matters also await clarification including
the content of the GloBE Information Return,
measures to resolve disputes, and the processes
to determine whether IIRs, UTPR, and do-
mestic minimum taxes, are qualified.

Pillar 2 also involves a special source coun-
try tax on interest, royalties and other (likely de-
fined service) payments where they are taxed at
less than 9%. This new treaty provision, termed
the subject to tax rule (STTR), is still a work

in progress.

3. Five Long-term Implications of
BEPS 2.0

With the architecture of the BEPS 2.0 rules
now outlined, we now turn to our thoughts on

the possible implications for the longer term.

3.1 Move to Formulaic Profit Allocations
On the surface of it, just a sliver of profits is
allocated to market jurisdictions under Pillar 1.
As some critics have put it, market jurisdictions
get “a percentage of a percentage”, i.e., 25% of
the excess MNE profits over 10%, and just in
relation to 100+ MNEs. What is more, with
the application of the MDPSH it may in many
cases be determined that no Amount A alloca-

tions are due to a market, on the basis that the

appropriate market share of the MNE “super
profits” are viewed as “already” being booked
in the market under TP rules. As such, the bulk
of an in-scope MINEs profits (i.e., all profits up
to 10% return on turnover and 75% of super
profits) will continue to be allocated using TP
methods, rising to 100% of MNE profits to the
extent the MDPSH falls beneath existing mar-
ket TP allocations.

However, this analysis greatly underplays
the historic significance of Pillar 1. In the course
of setting our existing system of international
tax rules in the 1920s and early 1930s, US
tax expert Mitchell B. Carroll’s studies for the
League of Nations played a pivotal role. Led by
his work, the League of Nations work on profit
attribution ultimately settled on a separate en-
tity-driven approach to MNE profit attribution
(the entity approach). This was to be based on
separate accounts and driven by adherence to
the arm’ length principle.! It meant that the
division of taxing rights between countries be-
came a function of MNE internal accounting,
and this had the notable advantage of treating
what could be a thorny political issue, if dealt
with explicitly, as a purely technical matter for
accounting (and later TP) experts. Clearly ne-
gotiation and political compromise between
countries (such as in the context of bilateral
APAs) has always played a role, with TP “sci-
ence” providing more of a framework with-
in which negotiations occur, but Pillar 1 now
“pulls off the band-aid” and explicitly treats
profit allocation between jurisdictions openly as
a matter of political compromise.

With this as context, we may see a more
pervasive effect from the Pillar 1 shift to for-

mulaic profit allocations that what is admitted

1 While Carroll’s work focused on the attribution of profits between head offices and local PEs (ultimately Article 7

of the OECD MTC), the conclusions drawn strongly influenced TP guidance for transactions between MNE sub-

sidiaries and parents (Article 9). See M.B. Carroll, Taxation of Foreign and National Enterprises, Vol. IV Methods of

Allocating Taxable Income (League of Nations 1933). See also Section 4.1.2 of Chapter 4, C.Turley, D. Chamberlain
& M. Petriccione (2017). A New Dawn for the International Tax System. IBFD.
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to at present. For example, suppose an in-scope
MNE calculates that its MDPSH falls beneath

many of its existing market TP allocations and

will continue to do so over many years. It could
well be that the MNE decides to alter its TP
policies and target the booking of profits in its
markets at a level reflective of the MDPSH out-
comes (i.e., reduce TP allocations to markets in
line with Amount A formulaic allocations).

‘While tax authorities could of course con-
test this, further considerations come into play.
At present, TP administrative approaches and
outcomes diverge significantly across jurisdic-
tions, but the mandatory binding dispute res-
olution process for TP issues could drive con-
vergence. Particularly where a country pushes a
TP approach at odds with global TP norms (as
represented by the OECD/UN TP guidance),
their tax authority may think twice about push-
ing on this matter in front of a panel of coun-
tries. Indeed, one conceivable outcome is that
countries come to accept the MDPSH as an
acceptable measure of where profit allocations
should “land”.

Looking beyond this, could the use of met-
rics based on MDPSH guide allocations for
more MNEs, beyond the in-scope MINEs? In
short, might countries come to accept a “drift
to formulaic”? Could experience with this (in-
cluding fixed returns under Amount B, if agreed)
drive, over time, a return to the IF negotiating
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table for an even more wholesale move to for-
mulaic? In the context of a future international
tax system, with the MINE group as the central
focus for formulaic allocations, might our his-
toric (and current) entity approach with facts
and circumstances TP allocations come to be
viewed as “quaint”? It remains to be seen what
happens in the longer term, but there are cer-
tainly many commentators who take the view
that Amount A is the world’s first step on the
“road to formulaic”.

3.2 Subsidies vs. Tax Incentives

One of the most discussed points in rela-
tion to Pillar 2 is the impact on tax incentives.
At first blush, incentive regimes that offer rates
lower than 15% may lose their appeal, as the val-
ue of these incentives may be clawed back un-
der the IIR or UTPR. Furthermore, where an
incentive regime reduces the tax rate imposed
on certain income received from overseas, the
STTR may kick in. As explored further below,
there are features of the GloBE rules that should
allow the value of incentives to be preserved in
many cases. That being said, it is conceivable that
incentive regimes may see greater conformance
across jurisdictions, and that incentive regime
rates may come to cluster in the 10%~15%
range. The question then becomes, how do ju-
risdictions differentiate themselves as optimal

locations for investment?
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In this regard, there are growing calls to re-
place tax incentives with subsidies and grants.
The advantage of subsidies is that these increase
the ETR denominator (typically treated as in-
come for financial accounting purposes) rather
than reducing the ETR numerator (as is the
case for tax incentives). Consequently, while
subsidies will lower a recipient entity’s ETR
(and potentially create some GloBE tax expo-
sure), the effect 1s diminished. Subsidies have no
relevance to an STTR determination. As such,
countries such as Switzerland and Singapore
have already been reported to be examining
how they might use various subsidies in future,
whether straight out cash grants or reductions
in enterprise income tax, personal income tax,
social security contribution or VAT burdens.

It should be noted though that the GloBE
rules would treat straight compensation (with
subsidies or other financial support) of a specific
MNE for lost CIT benefits, as compromising
the “qualified” status of the relevant jurisdic-
tion’s IIR, UTPR, or domestic minimum tax
regimes. Such subsidy schemes therefore need
to be crafted as generally applicable.

3.3 “Next Level” Tax Transparency
The past decade has seen significant glob-
al efforts to raise tax transparency, including
Common Reporting Standard (CRS), Coun-
try-by-Country Reporting (CbCR), manda-
tory disclosure requirements for tax advisors,
reporting by digital platforms on traders and
service providers, and beneficial ownership reg-
isters. BEPS 2.0 brings this to the next level.
« The “Big Picture” of MNE operations:
The Master File and CbCR under BEPS
1.0 Action 13 provided tax authorities
with an enhanced picture of how an MNE
group functioned as a whole. The Pillar 1
and 2 filings will provide an even greater
level of insight. For example, for companies
in the scope of Pillar 1, the tax authorities
will receive a complete “map” of where an
MNE? products and services end up being
consumed, cutting through the numerous
third parties that make part of the ecosys-
tem that any major MNE builds around

itself. Apart from the value this brings for
CIT enforcement, these insights could
well feed into the future design of other
taxes, e.g., sourcing rules for VAT purposes.

« MNE data quality and consistency: The
high complexity of the BEPS 2.0 rules
has led the OECD to build in a reliance
on MNE accounting and tax systems. As
long as an MNE can show their systems
to be reliable and robust, with guaranteed
high quality and consistent outputs, di-
rect tax authority scrutiny (and associated
compliance costs) may be lessened. For
Pillar 1, where the MNE can show the
multi-country review panel that its systems
reliably apply the revenue sourcing indi-
cators, for future years limited filings with
the parent entity’s tax authority will suffice.
If not, then the MNE will need to return
year after year to the full review panel, and
also face penalties for deficient systems.
With regard to Pillar 2, the Commentary
indicates that so long as the data under-
pinnings for a utilized safe harbor (e.g.,
CBCR data) is robust, the safe harbor can
be enjoyed. Where the data is dubious,
full ETR calculations will be needed. In
view of this, tax authorities will be given
significant insight on the systems used by
MNEs, and greater comfort on the quality
of their data.

3.4 Tax Base Harmonization

It is often said that the impetus for Pillar 2
was the frustration of Germany and France with
their lack of progress over 20 years in pushing
an EU-wide minimum tax and uniform tax
base calculation. This was continually blocked
by other EU countries under the unanimity re-
quirements for EU tax directives. This reading
of the events of the past three years suggests that
Germany and France decided that the best way
to finally achieve their goals in Europe would
be to get global agreement on the approach, at
which stage EU opponents would have to back
down. Whether this 1s a fair reading of events
or not, the fact remains that through Pillar 2
the Germans and French have now succeeded
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in a way they never did with the EU common
consolidated corporate tax base (CCCTB). But
what might this mean for global CIT base har-
monization?

On the surface of it, the GloBE rules are
simply “souped up” CFC rules (at least the IIR
wing of the rules). CFC rules have existed
in various countries since the 1960s without
perceivably driving any harmonization in tax
base determinations across countries. However,
GIloBE is different. Under GloBE, the ETR in
every jurisdiction is calculated with reference to
IFRS, or equivalent accounting standard. This
contrasts with CFC rules which used the tax
base rules of the MNE parent country. Second-
ly, CEC rules were often quite loosely applied
by countries, with significant exclusions in the
rules, e.g., for active business activities. This re-
flected a reluctance by home countries to hob-
ble their MNEs in a competitive global land-
scape. UTPR, as a backstop rule, 1s a potential
gamechanger by stepping in wherever IIR en-
forcement is lacking. This disciplines parent ju-
risdictions in their application in their use of the
IIR in a way that was never true of CFC rules.

Beyond this, jurisdictions that are looking
to preserve the value of incentives are presented
with the same set of considerations. These may
well drive countries to take similar tax policy
responses, resulting in a closer approximation of
tax regimes.

« As noted above, the substance-based in-
come exclusion reduces the “excess prof-
its” exposed to top-up tax. This has the
potential to protect the value of incentives
which are linked to routine manufactur-
ing activity, which generates modest prof-
its. For example, incentives granted to a
Malaysian manufacturing subsidiary of an
MNE with a cost-plus based profit may be
protected. However, by contrast, the prof-
itable Singapore treasury centre of a global
bank may see less protection for its incen-
tives, as the modest mark-up of the sub-
stance-based income exclusion on its assets
and payroll may be insufficient to reduce
its excess profits to zero.

« A second factor is jurisdictional blending.
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This means that where there is a mix of
high tax and low tax income within an
entity, or within entities in the same juris-
diction, the top-up tax rate may rise above
15%. With blending, incentives can still be
effective. To return to our example above,
the global bank may also have, alongside
its incentivized Singapore treasury centre, a
higher taxed Singapore branch of its global
headquarters for regional lending, and Sin-
gapore based asset leasing activities. This
potentially allows for use of jurisdictional
blending to protect the treasury centre in-
centive.

+ A third consideration is that the GloBE
rules are “kinder” to some types of prefer-
ential tax treatment. For example, where an
entity lowers its tax paid via accelerated tax
depreciation this would, at first blush, lower
its ETR. However, the GloBE rules allow
the deferred tax liability, generated by the
temporary difference between the tax treat-
ment and accounting treatment, to be in-
cluded in the ETR numerator. This would
potentially bring the ETR back above 15%
meaning that no top-up tax payable. By
contrast, bonus tax depreciation (i.e., a per-
manent book-tax difference) would not be
adjusted in the ETR numerator. Other tax
regime features treated “kindly” by GloBE
include refundable tax credits, and deduc-
tions for employee stock schemes and pen-
sion contributions. Looking forward, prefe-
rential GloBE treatments for certain items
may inform the design of jurisdictional tax
rules, as explored further below.

In view of these rule features, some com-
mentators envisage that following implemen-
tation of the GloBE rules, minimum tax rates
in many jurisdictions may settle somewhere
around 10%. Once the substance-based income
exclusion, jurisdictional blending and preferen-
tial GloBE treatments are taken into account,
this may prove to be a sustainable rate. As best
results may be achieved by conforming the local
tax base towards the GloBE income calculation,
tax base conformance across jurisdictions is a

possible outcome.
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It is also possible that many jurisdictions
may look to retain their existing incentive re-
gimes, but with an “overlay” of a qualified do-
mestic minimum tax. This would preserve the
value of existing tax incentives for enterprises
not within the scope of GloBE, but still pick
up any GloBE top-up tax, otherwise taxable
by other jurisdictions. It has been suggested
that one of the safe harbors, to be developed in
coming months, could reference the existence
of a qualified domestic minimum tax in a juris-
diction, excusing an MNE from a requirement
to prepare detailed ETR calculations for such
jurisdiction. Obtaining “qualified” status would
require the domestic minimum tax to conform
entirely to the GloBE ETR calculation, includ-
ing the base.

A key matter to watch going forward will
be how many countries choose to apply the IIR.
rules to MNEs with revenue below EUR750
million. While some investee jurisdictions might
think it is best to solely apply the domestic min-
imum tax to local companies within groups
with revenue above EUR750 million (on the
basis that solely these are impacted by GloBE),
this would not hold if many jurisdictions use a
lower threshold. Investee jurisdictions, contend-
ing with GloBE and STTR (which appears un-
likely to have a group revenue threshold), may
conclude that more generalized adaptation of
their tax system is preferable to a domestic min-
imum tax.

As a final point, one might observe that the
use of IFRS as a basis for the rules has remark-
able influence on the IASB, the global body that
sets IFRS rules. Given the impact of changes
to IFRS standards that would have on national
tax revenues, will their decisions become scru-
tinized and politicized in a manner not seen in

the past? All remains to be seen.

3.5 Tax Administrative “Culture Shock”
As the final “impact area” covered in this
article, it cannot go without saying that the roll
out of the BEPS 2.0 rules may well have a pro-
found effect on tax administration. We would
go so far as to say this might amount to a “cul-
ture shock” and may be of notable impact in

many BRI jurisdictions.

There is great variety across the legal and
administrative traditions and practices of differ-
ent jurisdictions, including in the tax space.

+ Some jurisdictions maintain highly de-
tailed and specific tax codes, running to
tens of thousands of pages. These rules
are intended to deal with tax questions
at a high level of granularity, and may be
applied in the context of a litigious legal
culture, in which tax authority-taxpayer
disputes are frequently referred to tax tri-
bunals and courts, in turn giving rise to
copious court-generated legal interpreta-
tions.

« Other jurisdictions use briefer, more “di-
rectional” tax laws, leaving greater discre-
tion to the tax authority dealing with the
specific taxpayer matter. This may be ac-
companied to a greater or lesser degree by
publicized tax authority interpretations of
the rules, which may also vary in the level
of their specificity. Resolution of tax dis-
putes may rely more on negotiation than
on formal court review processes.

» The drafting of the BEPS 2.0 rules might
be regarded as leaning more towards the
former approach. Given that a uniform
application of the rules across jurisdictions
is needed for the rules to operate proper-
ly, this is perhaps the only way. However,
the use of hundreds of pages of legislation
and guidance, at an extremely precise level
of detail, will be a massive change for tax
authorities in many jurisdictions, including
in many BRI jurisdictions.

« How will this be dealt with? Might need
a greater centralization of tax administra-
tion to deal with the companies in scope
of these highly detailed rules?

« Will tensions emerge when differences in
interpretation are no longer “smoothed
over” through negotiation, but rather re-
ferred directly into mandatory and binding
dispute resolution processes at internation-
al level? Will the example of larger groups
disputing tax authority determinations
through the BEPS mechanisms embolden
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other taxpayers to resort to domestic ap-
peal mechanisms with greater frequency?

+ How will this affect tax authority decisions
on which companies to pursue for tax audit?

+ Might decisions made in connection with
BEPS 2.0 in-scope companies (e.g., a dis-
pute panel resolution determination that
withholding tax (WHT) cannot be applied
to certain outbound service payments)
have spillover effects on the taxation of
companies not in scope of the rules?

« Might the highly granular nature of the
BEPS 2.0 rules have an impact on the

drafting of other tax rules in the long run?

4. Considerations for BRITACOM
The BEPS 2.0 tax reforms have profound
implications for BRI jurisdictions. Apart from
the significant work involved in implementing
the BEPS 2.0 rules into domestic law and tax
treaties, and work to update tax authority sys-
tems and retrain officials, there will undoubt-
edly be spillover effects on the design of local
incentives and other features of domestic tax
regimes. As noted above, we may see a greater
conformance in the design of BRI jurisdiction
tax systems with each other over time.
BRITACOM clearly has a leading role to
play in relation to this adaptation. Indeed, the
action areas under the Nur-Sultan Action Plan
(2022-2024) are particularly suited to this task.

4.1 Move to Formulaic Profit Allocations
BRI jurisdictions are highly diverse, in-
cluding highly advanced as well as developing
economies. However, a common point is that,
looking ahead, their markets will become ever
more significant sources of global demand as
their economic integration and upgrading pro-
gresses. As such, BRI jurisdictions will need to
consider how to manage the tax administrative
challenges associated with making Amount A
formulaic profit allocations to markets. The ad-
ministrative groundwork laid in coming years
will become even more important in future
when the scope threshold is lowered to EUR 10
billion, and even more of global corporate prof-
it pools become subject to formulaic allocation
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to markets. Amonggst the many challenges raised
by Amount A, particularly notable is the recon-
ciliation of Amount A allocations to TP alloca-
tions. Indeed, it is for this very reason that the
IF has invested so many efforts into developing
their Amount A tax certainty processes. In or-
der to navigate this new framework and obtain
appropriate results, BRI jurisdictions will need
to develop further expertise and capabilities to
engage with these processes, which build to a
great degree on existing TP MAP processes
(and are an extension of them in the case of re-
view and determination panels for issues related
to Amount A). It is in this context that BRI-
TACOM’s action on “Raising Tax Certainty”
will likely make a crucial contribution, share
expertise and experience, and facilitate BRI
jurisdictions to engage with these processes,
ensuring that Amount A works for them. Such
transferred expertise may be similarly important
for BRI jurisdictions’ application of Amount B.

4.2 Subsidies vs. Tax Incentives

As with other IF jurisdictions, BRI juris-
dictions will need to reconsider the optimal
balance between subsidies and tax incentives for
attracting the right kind of foreign investment
to support their economic development. In the
past, countries will often have worked on the
assumption that any benefit granted, whether
by way of tax relief or grant, would automat-
ically go to the bottom line of the recipient
business, and be of appeal to them. Post-GloBE,
this will no longer hold, with tailored grants and
subsidies potentially having greater appeal than
tax incentives of the same quantum. However,
by contrast, there may be cases where tax in-
centives give the better effect (in view of var-
ious aspects of the GloBE rules) while certain
forms of grants could trigger disqualification of
the jurisdiction’s GloBE rules, leading to neg-
ative business environment effects. Structuring
such policies will become increasingly complex,
and in this context, the BRITACOM action on
“Improving Tax Environment” will take on a
heightened significance for BRI jurisdictions,
sharing policy mix design experience for max-

imum effect.
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4.3 “Next Level” Tax Transparency

With BEPS 2.0, BRI jurisdictions will have
access to greater data and insights on MNE
operations affecting them than ever before.
However, the data management challenges will
become even greater. BRI tax administrations
will face questions of how they can effectively
utilize this new flood of data for tax enforce-
ment, while ensuring that the data is kept secure
and confidentiality commitments met (much
of which will be received from exchange with
other countries). Against this backdrop, the
BRITACOM action on ‘“Promoting Tax Ad-
ministration Digitalization” will play an outsize
role, by transmitting best practices and expertise

on data system building and management.

4.4 Tax Base Harmonization

As noted above, the Pillar 2 rules may well
set in motion an international dynamic that
results in greater convergence, or approxima-
tion, of tax bases across jurisdictions, along with
widespread adoption of domestic minimum
taxes. Within this dynamic, jurisdictions will
face complex policy choices on areas of conver-
gence that may help them improve their invest-
ment attractiveness, and others of lesser benefit
to them. They will need to consider both the
nature of MNE business operations currently
deployed in their jurisdiction (e.g., capital and
labor intensive) and the future aspired — to

direction of travel with their economic and
sectoral mix. Transmission of best practices and
leading thought leadership in the context of the
BRITACOM action on “Improving Tax Envi-
ronment” will play an important role in helping
BRI jurisdictions make the right choices.

4.5 Tax Administrative “Culture Shock”

Many BRI jurisdictions apply tax rules
which are more concise and “directional” in
their drafting and so the “culture shock” of the
highly granular and detailed BEPS 2.0 rules may
be particularly pronounced amongst tax officials
and taxpayers in these jurisdictions. Multiple
BRI tax policymakers and officials will be thus
facing, at the same time, the questions high-
lighted above, e.g., the need for greater tax ad-
ministrative centralization, influence on tax rule
drafting, impact on audit and appeals processes,
and spillover effects of determinations on BEPS
2.0 rules application. While all of the BRITA-
COM work areas may well have relevance to
addressing these issues, the action on “Reinforc-
ing Capacity Building of Tax Administration’ is
likely to have a particular resonance.

The next years are set to be full of intense
activities in the tax space for officials, advisors
and businesses as the BEPS 2.0 rules are rolled
out and bedded down. In this context, the BRI-
TACOM and its action plan have never been
more important.
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Abstract: Implementing and complying with the requirements of the OECD/G20 Inclusive
Framework’s Two-Pillar solution presents enormous practical challenges for taxpayers and tax
administrations. Not least of these is a complex data challenge with over 120 data points needed
for Pillar 2 alone. To tackle these effectively, tax administrations should work with each other,
and with taxpayers, to develop a coordinated approach drawing on the concept of Cooperative
compliance. Such an approach should aim to reduce the administrative burden, increase certain-
ty, and provide a joint learning curve for tax administrations and taxpayers. Developing the right
data systems and training people to work with the data will take time and need to start now; if
businesses and tax administrations wait until all the rules and regulations have been finalised, it
will be too late. In addition, the Pillar 2 Model Rules do not provide for a multilateral mechanism
to determine and allocate the top-up tax. The Belt and Road Initiative jurisdictions could consider
working together to develop a binding mechanism to allocate the top-up tax between themselves.
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Preparing for Pillars One and Two: How Tax Administrations Can Get Ahead of the Game

1. Challenges for Tax
Administrations in the Age of
Digitalisation

Tax administrations have core responsibili-
ties that will never change, namely levying and
collecting taxes.! Nevertheless, administrations
need to evolve to respond to the changing en-
vironment in which they operate. The OECD
describes this evolution and provides further in-
sight into how tax administrations are:

« enhancing their technological capabilities
to serve their customers in new ways;

+ becoming more collaborative and integrated
with other areas of public administration;

« building their skills to better exploit the
large data pools they hold;

+ creating new compliance management tech-
niques; and

+ enhancing their collection capabilities.?

In a “Commissioner Conversation” that re-
flected on the plenary meeting of the Forum of
Tax Administrations (FTA), Pascal Saint-Amans
(Director of the Centre for Tax Policy and Ad-
ministration of the OECD) indicated that he
sees two immediate and significant challenges

for tax administrations:’

+ tax administration 3.0" (digitalisation of
business and digitising tax administrations), and

« the implementation of the fundamental
changes necessary to address the international
corporate income tax challenges arising from
the digitalisation of the economy, as agreed by
136 member jurisdictions on 8 October 2021
(Pillar 1 and Pillar 2).

For Pillar 1, the OECD is undertaking a
rolling public consultation process to gather in-
put from stakeholders. The organisation’s official
goal remains to publish the Multilateral Con-
vention required for the global implementation
of Pillar 1 before the end of 2022.

In this article, we will focus on Pillar 2
because it is considerably further advanced
than Pillar 1. The Pillar 2 Model Rules® were
released in 2021, and the Commentary’ and
illustrative examples® to the Model Rules were
released in March 2022. The Pillar 2 Mo-
del Rules, which will be used by countries to
implement the agreement domestically, are very
complex and both taxpayers and tax administra-
tions will face many challenges in implementing

M. Umar & N.Tusubira (2017). Challenges of Tax Administration in Developing Countries, Journal of Tax Administration.
http://jota.website/index.php/JoTA/article/view/146.

OECD (2021). Tax Administration 2021: Comparative Information on OECD and Other Advanced and Emerging Economies,
https://doi.org/10.1787/cef472b9-en.
https://youtu.be/QOwRBJeocgM;https://www.oecd.org/tax/forum-on-tax-administration/publications-and-prod-
ucts/commissioner-conversations/?utm_source=Adestra&utm_medium=email&utm_content=Watch%20the%20
video&utm_campaign=Tax%20News%20Alert%2007-04-2022&utm_term=ctp.

OECD (2020). Tax Administration 3.0: The Digital Tiansformation of Tax Administration, https://www.oecd.org/
tax/forum-on-tax-administration/publications-and-products/tax-administration-3-0-the-digital-transforma-
tion-of-tax-administration.pdf..

OECD/G20, Statement on a Tivo-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Econ-
omy,https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-
from-the-digitalisation-of-the-economy-october-2021.pdf.

OECD (2021). Tax Challenges Arising from the Digitalisation of the Economy — Global Anti-Base Erosion Model Rules (Pillar
Tivo): Inclusive Framework on BEPS, https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-
of-the-economy-global-anti-base-erosion-model-rules-pillar-two.pdf.

OECD (2022). Tax Challenges Arising from the Digitalisation of the Economy — Commentary to the Global AntiBase Erosion
Model Rules (Pillar Tivo), https://www.oecd.org/tax/beps/tax-challenges-arising-from-thedigitalisation-of-the-econ-
omy-global-anti-base-erosion-model-rules-pillar-two-commentary.pdf.

OECD (2022). Tax Challenges Arising from the Digitalisation of the Economy — Global Anti-Base Erosion Model Rules (Pil-
lar Tivo) Examples, https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-

global-anti-base-erosion-model-rules-pillar-two-examples. pdf.
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them. In addition, the application of the Mo-
del Rules could lead to disputes between coun-
tries on the amount and the allocation of the
so-called top-up tax (TT) under the income
inclusion rule (IIR) or the undertaxed payment
rule (UTPR).

This article provides some thoughts on
how BRI jurisdictions could approach their
Pillar 2 implementation. In particular, we su-
ggest that initiatives related to the reduction of
uncertainty, automation of tax processes, and
enhancement of dispute resolution have the
potential to significantly mitigate the challenges
posed by Pillar 2.

2. Introduction to the Pillar 2
Concepts

Signatories to the OECD/G20 IF on Base
Erosion and Profit Shifting (BEPS), originally
released on 8 October 2021, politically com-
mit to potentially fundamental reform of the
international corporate tax system. At the time
of writing, 137 out of 141 IF member juris-
dictions have signed the agreement, including a
large number of BRI jurisdictions.’

As part of this commitment, many juris-
dictions originally aimed to implement Pillar 2
into domestic legislation by 2022 with effect as
of 2023.This is an ambitious timeline,not only
because of the political challenges of appro-
ving the legislation in the various countries,
but also considering the many implementation
challenges that will inevitably arise. We see an

increasing number of countries postponing the

implementation of Pillar 2 effectively to 2024,
including the EU." This is an ambitious time-
line, not only because of the political challenges
of approving the legislation in various countries,
but also considering the many implementation
challenges that will inevitably arise.

Conceptually, Pillar 2 aims to curb interna-
tional tax competition by imposing a minimum
level of effective taxation at 15% (the GloBE
rules). Entities that are subject to lower effective
tax rates in a certain jurisdiction would have the
balance topped-up by another group entity in
another jurisdiction.

As a primary rule, the Ultimate Parent (or,
in certain cases, an Intermediary Parent) of the
undertaxed entity would be subject to the IIR
in its own residence country, with the effect of
topping up its tax liability to 15%;

Alternatively, if no parent entity levies the
IIR, the UTPR would come into effect, adjus-
ting the profit of intra-group entities, so that the
tax liability relating to the undertaxed entity’s
profit is effectively topped-up to 15%.

Put together, these rules would remove the
incentive for jurisdictions to have effective tax
rates lower than 15%; any taxation under this
level would not benefit the taxpayer, but rather
the jurisdiction where the top-up tax applies. In
other words, jurisdictions would no longer be
able to attract taxpayers through low taxation.

While the conceptual objective of the rules
is straightforward, its implementation is not.
From a legal perspective, concerns about the

potential discriminatory effect of Pillar 2! and

9 OECD/G20. Members of the OECD /G20 Inclusive Framework on BEPS Joining the October 2021 Statement on a Two-Pil-
lar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy as of 4 November 2021, https://

www.oecd.org/tax/beps/oecd-g20-inclusive-framework-members-joining-statement-on-two-pillar-solution-to-ad-

dress-tax-challenges-arising-from-digitalisation-october-2021.pdf .

10 EU leaders suggest postponing the implementation from the first to the last day of 2023. See the compromise text of

the draft Pillar Two Directive discussed by the Economic and Financial Affairs Council on March 15, 2022, https://
data.consilium.europa.eu/doc/document/ST-6975-2022-INIT/en/pdf.

11 J.E Pinto Nogueira. GloBE and EU Law: Assessing the Compatibility of the OECD’s Pillar II Initiative on a Mini-
mum Effective Tax Rate with EU Law and Implementing It within the Internal Market, 12 World Tax J., IBFD (2020),
https://research.ibfd.org/#/doc?url=/document/wtj_2020_03_e2_2; J. Englisch and J. Becker, International Effec-
tive Minimum Taxation —The GLOBE Proposal, 11 World Tax J., IBFD (2019), https://research.ibfd.org/#/doc?url=/

document/wtj_2019_04_int_1.
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its compatibility with tax treaties'> have already
been raised — and can be expected to lead to fu-
ture discussions. In addition, the recent release of
the Model Rules, Commentary and Illustrative
Examples highlights many practical challenges.

3. Approaching Practical
Challenges Posed by Pillar 2
Rules

Implementing the Pillar 2 rules presents a
number of challenges" including interpreting
rules; performing the necessary tax base calcu-
lations; identifying, managing and monitoring
the relevant data; auditing the data; enforcing
compliance and resolving disputes.

In this section, we will explore several of
these issues and discuss some of the approaches
that taxpayers and tax administrations may wish
to consider as they develop their approaches to
implementing Pillar 2.

3.1 Creating a New Set of Tax Books

The Pillar 2 ambition of limiting tax com-
petition implies, from the outset, the need for
a common definition of the corporate income
tax base. To avoid policy discussions that would
have had to take into account different prefe-
rences from around the world, and to reduce the
added burden that a completely novel calcula-
tion could create, a conscious choice was made
to align the Pillar 2 tax base with the rules for
income determination under Acceptable Finan-
cial Accounting Standards (most notably, IFRS).

As a significant number of accounting prac-
tices are simply not suitable for determining
the tax base, this decision does not eliminate
the practical challenges of Pillar 2 reporting. In
fact, the necessary adjustments require such an
extensive compliance exercise by taxpayers that

it would be reasonable to compare it to a third

set of books — accounting books, tax books,
and Pillar 2 books.

Perhaps one of the most significant cha-
llenges facing Pillar 2 is that the basis for the
calculation starts with the stand-alone entity
accounts. Currently, most companies only use
IFRS (or GAAP) to prepare their consolida-
ted group financial statements. This means that
any adjustments made to the local financial
statements in the process of consolidating the
numbers for group reporting purposes need
to be reflected in the local books. In practice,
however, we often see that these adjustments
are monitored and booked at the consolidated
level. A good example is the requirement to
include intra-group transactions in the Pillar 2
tax base, subject to specific adjustments. This is
because Pillar 2 takes the performance of each
entity as its starting point while consolidated
reporting is intended to represent the perfor-
mance of the group as a whole and so excludes
intra-group transactions. To implement this di-
fference, it will be necessary, in practice, to en-
sure that intra-group transactions are recorded
at arm’s length (see article 3.2.3 of the Model
Rules) at the level of the single entity accounts.
Other complex accounting issues that are typi-
cally booked at consolidated level include lease
accounting and purchase price allocation.

While the use of arm’ length pricing is
well understood in a tax context, incorporating
it into the financial reporting of the local entity
may require significant adjustments to the pro-
cess. The complexity of the job lies not only in
collating the information, but also in identifying
the correct arm’s length price for each transac-
tion. Even if the Transfer-Pricing Guidelines are
widely adopted, in certain situations, different
jurisdictions may have different perspectives on

the appropriate arm’ length price, thus raising

12 L.E. Schoueri (2021). Some Considerations on the Limitation of Substance-Based Carve-Out in the Income Inclusion
Rule of Pillar Two, 75 Bull. Intl. Taxn. 11/12, IBFD. https://research.ibfd.org/#/doc?url=/document/bit_2021_11_
02_10 (accessed April 21, 2022); M. de Wilde, Why Pillar Tivo Top-Up Taxation Requires Tax Treaty Modification, Kluwer
Tax Blog (2022). http://kluwertaxblog.com/2022/01/12/why-pillar-two-top-up-taxation-requires-tax-treaty-mod-

ification/ .

13 L. Sheppard. How would GloBE be Enforced?, Tax Notes International,Volume 106, April 11, 2022, pp. 169-177.
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uncertainty about which of the possible arm’s
length prices should be adopted. Additionally,
later tax assessments requiring the adjustment
of transfer prices for tax purposes would also
require the amendment of the GloBE base re-
trospectively, thus increasing complexity.

Even once separate accounting adjustments
are undertaken, other permanent differences
between tax and book reporting need to be
ironed out. For instance, intra-group dividends
are income for accounting purposes, but are
generally excluded from domestic tax bases to
prevent a cascading effect (where longer cor-
porate structures lead to multiple layers of tax-
ation). This permanent difference leads to an
exclusion of dividends from the Pillar 2 tax base
(see article 3.2.1 of the Model Rules).

Another example of necessary adjustments
can be found in the temporary differences be-
tween tax and book reporting. For instance, the
rate of depreciation may differ in the two sets
of books, even if over time those differences
would be neutralised. To prevent Pillar 2 from
unnecessarily capturing temporary differences,
deferred tax adjustments are considered in the
calculation of the minimum effective tax rate
(see article 4.4 of the Model Rules). However,
adjustments are necessary, for instance to ensure
that the deferred tax adjustments are not calcu-
lated with a tax rate higher than the minimum
rate of 15% and to ensure the recapture of de-
ferred tax liabilities at a maximum within five
years.

Incidentally, a comment submitted to the
OECD during the public consultation process'*
underscores that the recapture of deferred tax
liabilities within five years would require trans-
actional level data about the registration of those
positions — data which currently, according to
the Acceptable Financial Accounting Standards,
is not available. In other words, compliance with

the provision would require taxpayers and tax
administrations to implement a new methodo-
logy for reporting deferred tax positions, devia-
ting from the intended simplicity.

These are only a few examples of the many
practical challenges” involved in the imple-
mentation of Pillar 2. Despite the efforts of the
OECD and the IF to design workable rules, it
is no exaggeration to say that the compliance
obligations that will be created are tantamount
to the creation of a third set of books — with
the potential to proportionally increase the com-
pliance burden.

To mitigate this increase in compliance bur-
den, we believe that it would be in the best in-
terest of taxpayers and tax administrations alike
to leverage all available tools to enhance sim-
plification. In particular, we believe that auto-
mation, cooperative compliance and enhanced
dispute resolution should be key elements in

streamlining the implementation of Pillar 2.

3.2 Developing a Data-driven and
Technology-enabled Approach

Tax administrations are confronted with an
ever-increasing flow of data, from both internal
and external sources. Large amounts of informa-
tion are retrieved from financial intermediaries,
other government agencies, public sources, sus-
tainability reports and from tax administrations
in other territories. Pillar 2 will add yet another
layer to this data-universe and so further increase
the need for a solid data governance framework
and an enabling data architecture, underpinned
by IT. Tax administrations have to turn huge
amounts of data into relevant information that
provides certainty on Pillar 2 compliance, and as
an enabler for cost-efficient processes as a result
of standardisation and automation.

With a data-centric strategy, tax adminis-

trations will enable themselves to significantly

14 C. Kaeser & H.Wehner, Siemens’ Response to the Public Consultation on the GloBE Implementation Framework of the Global
Minimum Tax (Pillar Tivo). Public Comment submitted to the OECD, https://www.oecd.org/tax/beps/public-com-

ments-received-on-the-implementation-framework-of-the-global-minimum-tax.htm.

15 Lee Sheppard. How Would GloBE Be Enforced?, Tax Notes International,Volume 106, April 11,2022, pp. 169-177.
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improve their performance on Pillar 2 (and
related) processes, in particular through faster
workflows, improved taxpayer services, better
prevention of tax fraud and near to real-time
evaluation of the impact of macro-economic
trends and policy changes.

The transformation journey towards becom-
ing a data-intelligent tax administration, inclu-
ding data-driven Pillar 2 operations, requires ope-
rational excellence and technical transformation.

Operational excellence requires a well-de-
signed Pillar 2 strategy, an operational and legal
framework, proper technological infrastructure,
adequate change management and relevant per-
formance measurement.

Technology will support the transforma-
tion of a Pillar 2 data collection from a storage
process to the ability to provide detailed insight,
at every stage of the process. Data platforms and
intelligent (cloud) technology, as well as lever-
aging machine learning and artificial intelligent
tools, will contribute to this journey.

As a result, a significant reduction in the
amount of manual processes can be realised. Be-
sides the efficiency gain within the tax admini-
stration, taxpayers will also benefit through, for
example, the automated extraction of data from
their enterprise resource planning (ERP) sys-
tem to the data platform of the tax administra-
tion, providing information only once to meet
a broader range of tax compliance obligations,
and transparency on recalculations and data
analytics for Pillar 2 compliance.

For tax administrations, overcoming the
challenges of Pillar 2 requires a strong foun-
dation to begin with. Fundamental to this is a
platform for ingesting data, transforming data
into the data model of the tax administration,
enriching data and working with that data to
gain insights, perform recalculations, cross-check
data sources and gain certainty on taxpayers’
compliance with their tax obligations. Typically,
a data platform for tax administrations comprises
data sources, data ingestion, data integration, data
access, reporting & analytics and governance.

(1) Data sources are the identified sources
from which the data can be collected.

These could be both authentic data sour-

ces, used as a single source of truth, and external
data sources which are used to combine and
enrich data. Being able to connect to diffe-
rent data sources is a necessary function of a
tax administration’s data platform. For Pillar 2,
this could mean the retrieval of cross-border
data from other tax administrations to perform
cross-checks but also the automated retrieval of
financial data from a tax ledger within a taxpay-
er’s accounting system.

(i1) Data ingestion is the process of capturing
information, followed by predefined modifica-
tion and cleansing rules, validating the data and
finally uploading the information to a platform.

A data ingestion engine will normalise se-
rialised data (structure them for a tax adminis-
tration database format) and store them in the
database. This can be done in real time or pe-
riodically in bulk. Some of the more than 120
data points relevant to Pillar 2 could be ex-
tracted in an automated way by running ‘exe-
cutables’ that take data from ERP tables.

Only structured data, captured in, for exam-
ple, ERP tables can be ingested in an automated
way, enabling taxpayers to efficiently collect the
data needed to meet their broader compliance
obligations. This could provide a strong incen-
tive for taxpayers to record more relevant data
points in primary data sources like their ERP
system, for instance on a tax ledger, thus mo-
ving away from unstructured data in emails,
excel files and documents on shared drives.

(i11) Data integration is the process by which
data 1s transformed into a format required by
the data model of the tax administration.

More often than not, effective movement
of information from one system to another re-
quires the reformatting or restructuring of that
data. Data from multiple sources often needs to
be combined, filtered by a set of criteria, and/or
enriched with other data.

This component can be divided into 3 layers:

- Data transformation: a layer of data inte-
gration that transforms ingested data from one
format to another. For Pillar 2, a common
taxonomy could be developed to provide a pre-
scribed business reporting standard to facilitate
formatting challenges.
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- Data manipulation: a layer of data clean-
sing, validation, standardisation and categorisa-
tion. For Pillar 2, this challenge could be over-
come by prescribing an ERP set-up and spe-
cific accounting standards.

- Data processing: a layer of data integra-
tion, consisting of the manipulation of data and
its translation into usable information.

(iv) Data access (storage) is a component
providing uniform access to the data store of the
tax administration.

A data store is a central data “hub” for the
whole platform of a tax administration, inclu-
ding multiple data stores, such as: internationally
exchanged data, historical taxpayer data, user
management, data received from chain partners
and financial data.

(v) Reporting & analytics

With the help of reporting logic, users can
extract the necessary data from the data stores
and perform descriptive and diagnostic analy-
ses on Pillar 2 compliance by recalculating,
cross-checking and analysing data using the
platform’s data sets.

(vi) Data management/governance covers
the entirety of process monitoring, controlling
of data quality, management of APIs, security
and user/access management.

This covers the technical components for
data management and data governance as part
of the technical architecture, which should be
implemented and configured to support the or-
ganisational elements of data governance (e.g.,
processes, roles and responsibilities, data policies).

In conclusion, it’s worth noting that digi-
tal transformation is never only about process-
es and technology. The third essential element
to achieve digital transformation is the peo-
ple who will have to work on and with these
processes and enabling technology. This means
taking people into account when designing
processes and procedures, providing upskilling
programmes, recruitment and allowing for the

development of the workforce over time.

At the same time, tax administrations need
to rethink their workforce of the future. More
accounting skills are needed in the domain of
Pillar 2 but also data-scientists, technical experts
and cybersecurity specialists.

In summary, tax administrations will need
to rethink the skills needed and how to attract
and retain the right talent to build a future-proof

tax administration workforce.

3.3 Building a Cooperative Compliance
Approach

Pillar 2 will present both taxpayers and
tax administrations with a steep learning curve
as they seek to resolve the accounting, tax tech-
nical and data challenges outlined above. If they
work together, however, drawing on the prin-
ciples that underpin a cooperative compliance
approach, there could be significant benefits for
all. Furthermore, cooperative compliance pro-
grams, in combination with certified tax assu-
rance programs, could support compliance with
and enforcement of Pillar 2.

3.3.1 A joint and cooperative learning
curve in the implementation phase

The promotion of a cooperative relation-
ship between tax administrations and taxpay-
ers is a relatively new phenomenon. Successful
country experiences led the OECD to report
on the “enhanced relationship” approach'® (lat-
er termed cooperative compliance'’), based on
mutual trust, transparency and understanding.
The benefits of the approach included better
information for revenue bodies, enabling more
effective risk management and resource alloca-
tion, as well as a greater understanding by the
authorities of the commercial drivers of taxpay-
ers, which improved taxpayer certainty.

‘While the idea of cooperative compliance
has been developed mainly with everyday tax
management in mind, it could also be leveraged
in the implementation phase of Pillar 2. In par-

16 OECD(2008). Study into the Role of Tax Intermediaries, https://doi.org/10.1787/9789264041813-en.
17 OECD(2013). Co-operative Compliance: a Framework, https://doi.org/10.1787/9789264200852-en.
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ticular, it is important that taxpayers and tax
administrations start working together from the
outset, to create a common understanding of
the challenges involved and agree on practical
solutions that are acceptable for both parties.

With the enhanced understanding and
information accrued from this joint effort,
taxpayers and tax administrations can upskill
their workforces and work towards execution
with the lowest possible cost of compliance for
all parties while having certainty on Pillar 2
compliance aspects. Additionally, the identifica-
tion of challenges may also lead to the develop-
ment of innovative solutions — e.g., the volume
of cross-border exchange of information and
necessary cross-checks could lead to the deve-
lopment of a common taxonomy, specifically
for Pillar 2 reporting purposes. The taxonomy
could be comparable to Extensible Business
Reporting Language (XBRL), for example, or
other examples of prescribed reporting formats.

3.3.2 Cooperative compliance and
tax assurance in the application phase

In addition to its importance in the imple-
mentation phase, leveraging cooperative com-
pliance for the management of Pillar 2 could
be key to successfully mitigating the potentially
high compliance burden.

The key insight of a cooperative comp-
liance approach to Pillar 2 would be to focus
tax administration efforts on the tax processes,
rather than on the outcomes of these processes.
Indeed, tax administrations traditionally perform
supervision activities on the outcomes of tax
processes of their taxpayers, with tax reporting
as a starting point. The relatively recent experi-
ences with cooperative compliance, in contrast,
leverage the Tax Control Framework'® (TCF) of

a taxpayer, providing comfort about the quality
of the information received, thus mitigating the
necessary supervision of the outcomes.

Innovation in this respect would be to jointly
define (prescribed) criteria for design, implemen-
tation and monitoring of Pillar 2 legislation
within the TCE The form and intensity of tax
administration supervision could vary based on
whether the criteria have been met. To take it
one step further, accredited external auditors
could provide tax assurance based on their tax
audit in accordance with yet to be defined TCF
audit standards.

Overall, a cooperative compliance app-
roach to Pillar 2 processing would enable tax
administrations to better allocate scarce audit
resources, while offering taxpayers the ability to
elect for a more efficient and certain form of tax
administration supervision.

3.4 A Multilateral Mechanism to
Determine and Allocate the Top-up Tax

As discussed in the previous sections, the
complexity of the Pillar 2 reporting may give
rise to significant compliance burdens — which
may be mitigated with the initiatives discussed
in sections 3.2 and 3.3. Another consequence of
complexity is the potential uncertainty it may
create. We therefore believe that the implemen-
tation of Pillar 2 would significantly benefit from
dispute prevention and resolution initiatives.

To date, no specific dispute prevention and
resolution initiatives have been suggested for
Pillar 2. In contrast with the innovative app-
roaches described in the Pillar One Blueprint,"
the Pillar 2 Model Rules do not touch on the

t20

matter while the Blueprint® mainly refers to

existing dispute resolution mechanisms.

18 Six essential building blocks of a TCF are: (1) Tax Strategy established; (2) Applied Comprehensively;(3) Responsibility
Assigned; (4) Governance Documented; (5) Testing Performed and (6) Assurance Provided. OECD (2016). Co-opera-

tive Tax Compliance: Building Better Tax Control Frameworks.

19 Paragraphs 17-19, and Chapter 9 of OECD (2020). Tax Challenges Arising from Digitalisation — Report on Pillar One
Blueprint: Inclusive Framework on BEPS, OECD/G20 Base Erosion and Profit Shifting Project, https://doi.org/10.1787/

beba0634-en.

20 OECD (2020). Tax Challenges Arising from Digitalisation — Report on Pillar Tivo Blueprint: Inclusive Framework on BEPS,

https://doi.org/10.1787/abb4c3d1-en.
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Indeed, the Blueprint’s narrative indicated
that the IIR and the UTPR “(...) have been
designed in a way to minimise the scope for
disputes concerning their application across
multiple jurisdictions primarily because of the
rule order and the binary way in which they
operate (...)”.>! However, as indicated in section
3.1, Pillar 2 still contains several conceptual and
practical challenges that may lead to disputes
and possible double taxation.

The Blueprint suggests that if the applica-
tion of the GloBE rules results in double taxa-
tion, existing mechanisms can be used to prevent
and solve disputes. More specifically, existing
mechanisms allow for the exchange of infor-
mation and simultaneous tax examinations un-
der the Convention on Mutual Administrative
Assistance in Tax Matters (MAAC),* and for a
request for competent authority assistance un-
der the mutual agreement procedure provisions
of art. 25, paragraph 3 of the OECD Model Tax
Convention. The provision contained in the
second sentence of art. 25, paragraph 3 of the
OECD Model Tax Convention, allows compe-
tent authorities to consult together to eliminate
double taxation in cases that are not provided
for in the Convention.

However, the IIR and the UTPR are do-
mestic rules and will not be incorporated into
tax treaties. According to the IE this would
require “that the jurisdictions involved in the
double taxation have entered into a tax treaty
with each other, and that they have the authori-

ty to resolve the case, which may not be the case

21 Par. 711 of the Report on Pillar Two Blueprint.

for all jurisdictions involved”.” Indeed, the lack
of domestic law support for the operation of ar-
ticle 25(3) may be regarded, in certain countries,
as a significant limit to its effectiveness, which
led Danon et al. to suggest that the Model Rules
should be amended to require domestic law
support for article 25(3).** Besides, even where
the operation of article 25(3) would be possible,
its effectiveness in resolving Pillar 2 disputes
would depend on the goodwill of the countries
and tax administrations involved. It is hoped
that any double taxation could be resolved with
greater certainty.

In this context, the indication in the Blue-
print that the IF will “explore the development
of a multilateral convention which could then
also contain provisions for dispute prevention
and resolution concerning the application of
the GloBE rules” is welcome.”® However, in
view of the lack of concrete developments in
the Model Rules and Commentaries, countries
and regional blocs may wish to take proactive
action to promote state-of-the-art dispute pre-
vention and resolution mechanisms.

Against this backdrop, the Belt and Road
Initiative jurisdictions may wish to consider de-
veloping a panel mechanism in order to prevent
and resolve disputes, along the lines of the design
of these mechanisms as described in the Pillar 1

Blueprint.®

This would help to provide certainty
and mitigate the potential for litigation, in addi-
tion to expanding the potential co-operation
between taxpayers and tax administrations in the

cross-border context.

22 The Convention on Mutual Administrative Assistance in Tax Matters as Amended by the 2010 Protocol (OECD,

2011[17]) (the MAAC) is a multilateral treaty aimed at assisting countries to better enforce their tax laws by providing

an international legal framework for exchanging information and co-operating in tax matters with a view to counter-

ing international tax evasion and avoidance. As of June 2020, there are 137 jurisdictions participating in the MAAC.

23 Par. 714 of the Report on Pillar Two Blueprint.

24 R. Danon, D. Gutmann, G. Maisto & A. Jiménez. Implementation Framework of Global Anti-Base Erosion (“GloBE”)
Rules, Dispute Resolution Possibilities under the Current International Tax Framework. Public Comment submitted to the OECD

by April 11,2022. https://www.oecd.org/tax/beps/public-comments-received-on-the-implementation-framework-of-the-

global-minimum-tax.htm.
25 Par. 715 of the Report on Pillar Two Blueprint.
26 See footnote 18.
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The OECD/G20 Two-Pillar Solution:
A“Giant Leap” for
Multinational Groups

Stefano Grilli

Abstract: This new era, shaped dramatically by technology developments and
globalization, requires not just an overhaul of existing tax systems but a radical shift in
the international tax perspective overall. As the national legislators and tax authorities
struggle to keep pace with the evolving technology, an international and coordinated
solution appears pivotal. Coordinated and coherent solutions have been put forward
by the OECD and G20 countries with Action Plan (addressing BEPS with 15 actions to
be implemented in domestic tax frameworks). As for the challenges arising from dig-
italization, further headway still needs to be made. Hence, one of the essential tasks
of the OECD/G20 Inclusive Framework is to address such tax challenges arising from
the digitalization of the global economy. Challenges like these are tackled with the so-
called “Two-Pillar Solution”, which aims at ensuring that multinational enterprises pay
a fair share of tax wherever they operate and generate profits. On the one hand, the

Stefano Grilli

Partner, Head of Corporate Tax ) \ : . R
Studio Legale Withers “Two-Pillar Solution” ensures that profits are taxed where economic activities take
Ttaly place and where value is created while, on the other hand, it creates a level playing

field for multinational enterprises as regards taxation. It is still though too early in the
day to judge whether this Two-Pillar Solution will ultimately reach its goals. However,
what is clear is that this solution amounts to a major change in international taxation
or as | call it: “A ‘Giant Leap’ for Multinational Groups”.

Keywords: OECD; Pillar 1; Pillar 2; Minimum tax; IIR; UTPR

1. Introduction scape. This aspect clearly impacts on the
The rapid and unrelenting evolution  erosion of the tax base of jurisdictions.
of technology and the increasing inter- ~ Over the years, jurisdictions and interna-

nationalization of companies pose new  tional organizations have addressed this

challenges in the international tax land-  issue and identified possible solutions. '

1 Among the others, OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting (IF) 2015.
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Lately, in order to provide a unified and
coordinated solution, the OECD/G20 Inclu-
sive Framework on Base Erosion and Profit
Shifting (hereinafter referred to as “IF”) has
agreed on a two-pillar solution to address the
tax challenges arising from the digitalization
of the economy (hereinafter referred to as
“Two-Pillar Solution”). >

The Two-Pillar Solution consists of (i) Pil-
lar 1 aimed at reallocating taxing rights amongst
market jurisdictions and (i) Pillar 2 aimed at
introducing a minimum level of effective taxa-
tion (15%) for certain multinational enterprises
(MNEs) .3

The Two-Pillar Solution highlights the
ineffectiveness of the measures previously con-
ceived at the international level as well as those
adopted independently by a single jurisdiction
to address the tax ramifications of the digital
economy.* This clearly surfaces from the “State-
ment on a Two-Pillar Solution to Address the
Tax Challenges Arising from the Digitalisation
of the Economy” that reads as follows: “The
Multilateral Convention (MLC) will require all
parties to remove all Digital Services Taxes and
other relevant similar measures with respect to
all companies, and to commit not to introduce
such measures in the future. No newly enacted
Digital Services Taxes or other relevant simi-
lar measures will be imposed on any company
from 8 October 2021 and until the earlier of 31

December 2023 or the coming into force of the

MLC.The modality for the removal of existing
Digital Services Taxes and other relevant similar

measures will be appropriately coordinated.”

2. Pillar 1 at a Glance

The OECD Pillar 1 aims at creating a
framework to address the taxation of the dig-
italized economy with a view to reallocating
profits amongst the “market jurisdictions” and
expanding their taxing rights in cases where a
specific link between the relevant business ac-
tivity and the given market jurisdictions exists.

To this end, Pillar 1 provides for profit allo-
cation mechanisms and nexus rules.”

The basic elements of Pillar 1 are the fol-
lowing;:

+ Amount A: the allocation of a share of re-
sidual profit to market jurisdictions (it ap-
plies to in-scope companies only);

« Amount B: the application of the arm’
length principle to in-country baseline
marketing and distribution activities (it ap-
plies to all businesses); and

+ Tax certainty: binding dispute prevention
and resolution mechanisms.

In-scope companies are the multinational
enterprises — engaged in in-scope activities®
— with global turnover above EUR20 bil-
lion and profitability above 10% (i.e., pro-
fit before tax/revenue) calculated using an aver-
aging mechanism with the turnover threshold to
be reduced to EUR10 billion, contingent on

ul

Statement on a Two-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy,
dated 8 October 2021 and endorsed by 137 IF members.

On 20 December 2021, the OECD issued the Pillar 2 Model Rules. On 14 March 2022, the OECD released the
(i) “OECD (2022). Tax Challenges Arising from the Digitalisation of the Economy — Commentary to the Global Anti-Base
Erosion Model Rules (Pillar Tivo)”, https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-
of-the-economy-global-anti-base-erosion-model-rules-pillar-two-commentary.pdf, and the (i) “OECD (2022). Tax
Challenges Arising from the Digitalisation of the Economy — Global Anti-Base Erosion Model Rules (Pillar Tivo) Examples”,
https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-global-anti-base-
erosion-model-rules-pillar-two-examples.pdf.

E.g., Italian digital tax.

To date, Pillar 1 blueprint is still a “work-in-progress” as the OECD is currently seeking public comments on the Draft
Rules for Nexus and Revenue Sourcing under Pillar T Amount A.

Pillar 1 provides for specific types of activities to be excluded from Amount A.
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the successful implementation, including tax
certainty on Amount A, with the relevant re-
view beginning seven years subsequent to the
agreement coming into force, and the review

being completed in no more than one year.’

2.1 Nexus and Revenue Sourcing Rules

The nexus rule provides for the allocation
of Amount A residual profit to a market juris-
diction when the in-scope MNE derives at least
EUR1 million in revenue from that jurisdic-
tion. For smaller jurisdictions, with GDP lower
than EURA40 billion, the nexus will be set at
EUR250,000.

Revenue sourcing rules are aimed at de-
termining the market jurisdiction(s) where the
revenue is sourced for Amount A purposes. De-
tailed sourcing rules for specific categories of
transactions will be developed.

2.2 Quantum

For in-scope MINEs, 25% of residual profit
defined as profit in excess of 10% of revenue
will be allocated to market jurisdictions with
nexus using a revenue-based allocation key.

2.3 Tax Base Determination

The Amount A tax base is determined on the
basis of the in-scope MNE profits. It will be de-
termined with reference to financial accounting
income, along with a small number of adjustments.

A loss carry-forward mechanism will be
provided to allow losses to be taken into ac-
count in the computation of Amount A.

Segmentation will only apply in exception-
al circumstances where, based on the segments
disclosed in the financial accounts, a segment

meets the scope rules.

2.4 Elimination of Double Taxation

Double taxation of profit allocated to mar-
ket jurisdictions will be relieved using either the
exemption or credit method.

2.5 Tax Certainty

An ad hoc dispute prevention and reso-
lution mechanism is envisaged for Amount A
matters. These mechanisms will prevent double
taxation from arising as a result of the applica-
tion of Pillar 1 (Amount A). Disputes in ques-
tion (including those concerning whether the
matter at stake may relate to Amount A) will be

sorted out in a mandatory and binding manner.

2.6 Amount B

This part of Pillar 1 aims at simplifying and
streamlining the application of the arm’s length
principle to in-country baseline marketing and
distribution activities and the tax compliance

relating thereto (including filing obligations).

3. Pillar 2 Model Rules at a Glance
The Pillar 2 Model Rules (“Global Anti-
Base Erosion” or “GloBE Rules”) are part
of the Two-Pillar Solution addressing the tax
aspects related to the digitalization of the econ-
omy. The Pillar 2 Model Rules have been pre-
pared and approved with the unanimous con-
sent of delegates from all members of the IE

The GloBE Rules aim to ensure that
MNE:s falling within the subjective scope of the
framework (“in-scope MNEs”) are subject to a
minimum level of effective taxation on income
earned within each jurisdiction in which they
operate (to achieve a level of effective taxation
on the MNE excess profit), taking into account
a substance-based carve out in a jurisdiction up
to the minimum rate of 15%. The top-up tax
governed by the GloBE Rules is calculated and
applied at a jurisdictional level.

Taxpayers falling within the subjective
scope of the Pillar 2 Model Rules are required
to calculate the effective tax rate (ETR) for each
jurisdiction wherein they operate and pay the
relevant top-up tax.

The top-up tax rate amounts to the positive
difference between the minimum rate (15%)

7 Extractives and Regulated Financial Services are excluded.
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and the ETR (calculated on a per—jurisdiction
basis). The top-up tax (calculated on a per-juris-
diction basis) 1s calculated as the top-up tax rate
(of the relevant jurisdiction) multiplied by the
GloBE income (derived by the in-scope MNE
in that jurisdiction).

The top-up tax is applied in accordance
with two sets of rules (either alternative or
competing, depending on the case). The rules
referred to are the Income Inclusion Rule (IIR)
and the Undertaxed Payment Rule (UTPR).

The IIR takes precedence over the UTPR,
which serves as a backstop rule. Under the IIR,
in principle, the top-up tax is paid by the ul-
timate parent entity in proportion to its interest
in the entities located in a low-tax jurisdiction.

To ensure effectiveness and to avoid any
loopholes, the Pillar 2 Model Rules also pro-
vide for a backstop rule. The backstop rule in
question is the UTPR.

The UTPR imposes the entities belong-
ing to the in-scope MNE to adjust their tax
basis (e.g., through the disallowance of a tax de-
duction) to cause an increase of their effective
tax rate. The goal of the UTPR is to make the
group entities pay, as a result of the said adjust-
ment, the residual top-up tax that has not been
paid under the IIR.

The share of top-up tax to be allocated to
each entity belonging to the in-scope MNE
is calculated on the basis of a specific formula.
This ensures the measure is more effective as the
reasonability of making the adjustment and pay-
ing the relevant tax rests with those entities that
show the ability to pay the required amount of
top-up tax.

The same calculations apply when the top-
up tax is applied under the IIR or UTPR to
preserve consistency.

The Pillar 2 Model Rules adopt a top-
down approach imposing, in principle, a re-

sponse in the hands of the ultimate parent com-
pany of the in-scope MNE (hereinafter referred
to as “UPE”)®. The Pillar 2 Solution makes it
less attractive for the in-scope MNEs to operate
in low-tax jurisdictions. As a matter of fact, the
potential tax advantage arising from resorting to
these jurisdictions (in terms of a lower effective
tax rate) is de facto obliterated by the application
of the measures implementing the Pillar 2 Mod-
el Rules imposing a minimum level of effective
taxation of 15% to be applied, in principle, in the
jurisdiction where the UPE is located.

Low-tax jurisdictions may, on the one hand,
revamp their tax laws to achieve the minimum
level of effective taxation or, on the other hand,
provide for new rules consistent with the Pillar
2 Model Rules to be applied on a domestic ba-
sis (to achieve the desired level of effective tax-
ation). In either case, the competitive advantage,
represented by the tax advantage provided by
such jurisdictions prior to the implementation
of the Pillar 2 Model Rules, will be nullified.

The Pillar 2 Model Rules serve as a tool, a
blueprint to be employed by the IF’s member
jurisdictions to implement the GloBE Rules
within their domestic tax framework. The pur-
pose of the Pillar 2 Model Rules is, thus, to help
IF’s member jurisdictions transpose the GloBE
Rules while ensuring a coherent and coordi-
nated implementation. Furthermore, the Pillar 2
Model Rules are broad and flexible enough to
adapt to a wide range of tax systems.

As far as the entry into force of the GloBE
Rules is concerned, the Pillar 2 Model Rules
must be implemented in the domestic frame-
work of the IFs member jurisdictions by
2022, to be effective in 2023. Nevertheless, the
UTPR must become effective at a later stage
(2024). For EU member states it is likely that
the application of both IIR and UTPR shall be
postponed by one year.

8 Model Rules, Article 1.4. Ultimate Parent Entity means either: (A) an Entity that: (a) owns directly or indirectly a

Controlling Interest in any other Entity; and (b) is not owned, with a Controlling Interest, directly or indirectly by

another Entity; or (B) the Main Entity of a Group that is within Article 1.2.3.
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4. Subjective Scope of the Pillar 2
Model Rules

4.1 In-scope MNE

In-scope MNEs are those multinational
groups’ that have annual revenue of EUR750
million or more in the Consolidated Financial
Statements' of the Ultimate Parent Entity'' in
at least two of the four fiscal years’? immedi-
ately preceding the tested fiscal years.” If one
or more of the fiscal years of the group is of a
period other than 12 months, for each of those
fiscal years the EUR750 million threshold is
adjusted proportionally to correspond with the
length of the relevant fiscal year."

The GloBE Rules apply to Constituent
Entities”® of an in-scope MINE; any permanent
establishment of a group entity is to be treated
as a separate Constituent Entity for the purpose
of GloBE Rules. This means that it is necessary
to identify the jurisdiction where the perma-
nent establishment is located, to allocate qual-

ifying income and covered taxes thereto as if

it were a separate entity, independent from the
headquarters.

A specific set of rule addresses the localiza-
tion of the Constituent Entities. These rules rely
on the local tax treatment accorded to the given
Constituent Entity.'®

4.2 Excluded Entities

Taxpayers that have no foreign presence
(single entities or groups of purely domestic
significance) or that have less than EUR750
million in consolidated revenues in the relevant
time-period do not fall within the scope of
GloBE Rules.

In addition, GloBE Rules do not apply to
governmental entities, international organiza-
tions and non-profit organizations (thus pre-
serving domestic tax exemptions for sovereign,
non-profit and charitable entities). Further-
more, GloBE Rules do not apply with respect
to entities that fall within the definition of a
pension fund, investment fund or real estate

(thus preserving the widely accepted tax policy

9 Model Rules, Article 1.2.1. Defined Terms. An MNE Group means any Group that includes at least one Entity or
Permanent Establishment that is not located in the jurisdiction of the Ultimate Parent Entity. Model Rules, Article
1.2.2.and 1.2.3. Defined Terms. A Group means a collection of Entities that are related through ownership or control
such that the assets, liabilities, income, expenses and cash flows of those Entities: (a) are included in the Consolidated
Financial Statements of the Ultimate Parent Entity; or (b) are excluded from the Consolidated Financial Statements of
the Ultimate Parent Entity solely on size or materiality grounds, or on the grounds that the Entity is held for sale. A
Group also means an Entity that is located in one jurisdiction and has one or more Permanent Establishments located
in other jurisdictions provided that the Entity is not a part of another Group described in Article 1.2.2. As a result, an
(in-scope) Group could also consist of a single entity having one or more permanent establishments.

10 Model Rules, Article 10.1. Defined Terms, provides for the definition of the term “Consolidated Financial Statements”.

11 Model Rules, Article 1.4.

12 Model Rules, Article 10.1. Defined Terms, provides for the definition of the term “Fiscal Year”. To ensure consistency,
the definition in question refers to the accounting period. Indeed, the term Fiscal Year means “an accounting period
with respect to which the Ultimate Parent Entity of the MNE Group prepares its Consolidated Financial Statements.
In the case of Consolidated Financial Statements as defined in paragraph (d) of its definition, Fiscal Year means the
calendar year”.

13 An MNE Group needs first to determine whether it falls within the scope of the GloBE Rules. If so, it must then
identify all the constituent entities belonging to the group and their respective location. Article 1.1 determines which
MNE Groups and Group Entities fall within the scope of the GloBE Rules.

14 Article 6.1 of the Model Rules sets out specific rules which modify the application of the consolidated revenue
threshold in certain cases.

15 Model Rules, Article 1.3.1.

16 Model Rules, Article 10.3.
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that excludes an additional layer of taxation be-
tween the investment and the investor)."” These
entities are also excluded in the event that the
multinational group they control is subject to
the GloBE Rules.

Although the Excluded Entities are beyond
the scope of the application of GloBE Rules,
their revenue is taken into account for the pur-
poses of the consolidated revenue test.

Furthermore, GloBE Rules continue to
apply to an Excluded Entity’s ownership inter-
est in other Constituent Entities.

5. Functioning of the Pillar 2
Model Rules

In-scope MNEs must calculate the ETR
for each jurisdiction wherein they operate and
pay the top-up tax equal to the positive differ-
ence (if any) between the minimum rate (15%)
and the ETR.

For each fiscal year™ and with respect to
each relevant jurisdiction, the Pillar 2 Model
Rules require the in-scope MINE:s to:

(a) calculate the ETR;

(b) calculate the top-up tax; and

(c) determine the liability for the top-up tax.

Figure 1 is a chart contained in the OECD
Overview of the Key Operating Provisions of
the GloBE Rules.

6. Calculation of the ETR
To apply the GloBE Rules, it is necessary,

first, to calculate the ETR in relation to each ju-
risdiction wherein the in-scope MNE operates.
The ETR is calculated as follows:

(adjusted) Covered Taxes/GloBE Income

s N
Covered Taxes calculated on a
jurisdictional basis

<

= Tax Rate (ETR)

—_ [ Jurisdictional Effective

)

GloBE Income calculated on
jurisdictional basis

3

( Jurisdictional Excess Profit = i Top-up Tax % =
GloBE Income — Substance x Minimum rate —

( BasedIncome Exclusion ) Jurisdictional ETR )
s B
Jurisdictional Top-up Tax = (Top-up Tax % x Excess Profit) —
Qualified Domestic Minimum Top-up Tax
S 7

Figure 1. Computation of the jurisdictional top-up tax

Chapter 3 of the Pillar 2 Model Rules pro-
vides rules to calculate the GloBE Income (or
Loss) of a Constituent Entity. GloBE Income
(or Loss) is determined by applying the adjust-
ments set forth by Articles 3.2. to 3.5." to the
Financial Accounting Net Income (or Loss) for
the fiscal year.

Pursuant to Article 3.1., the Financial Ac-
counting Net Income or Loss is the net income
or loss that is used for preparing Consolidated
Financial Statements of the UPE before the
writing-off of intra-group items.

The resort to the financial accounting net
income (or loss) stems from the need to employ
a harmonized standard in all jurisdictions and to

17 Model Rules, Article 1.5. sets out the definition of Excluded Entity. Pursuant to Article 1.5.3., a Filing Constituent

Entity may elect not to treat an Entity as an Excluded Entity under Article 1.5.2. An election under this Article is a

Five-Year Election.

18 Model Rules, Article 10.: “Fiscal Year means an accounting period with respect to which the Ultimate Parent Entity

of the MNE Group prepares its Consolidated Financial Statements. In the case of Consolidated Financial Statements

as defined in paragraph (d) of its definition, Fiscal Year means the calendar year.”

19 Financial Accounting Net Income (or Loss) must be adjusted to eliminate the following book to tax differences: (i)

Excluded Dividends; (i) Excluded Equity Gain or Loss; (iii) Policy Disallowed Expenses; (iv) Stock-based compensa-

tion; (v) Asymmetric Foreign Currency Gains; and (vi) Excluded International Shipping Income.
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ensure, thus, coherence and consistency.?’

Financial Accounting Net Income or Loss
must be adjusted to eliminate a number of com-
mon book to tax differences. These adjustments
include inter alia: excluded dividends; excluded
equity gain or loss; asymmetric foreign currency
gain or loss; policy disallowed expenses; stock-
based compensation; and excluded international
shipping income.

The income so determined is to be allo-
cated to permanent establishment and flow-
through entities belonging to the in-scope
MNE (if any).

As far as relevant taxes are concerned,
Chapter 4 of the Pillar 2 Model Rules refers
to income taxes, to be understood in a broad
sense to include taxes imposed on a Constituent
Entity’s income or profits as well as taxes that
are functionally equivalent to such income tax-
es and taxes on retained earnings and corporate
equity. Covered taxes do not include, however,
taxes not based on income, such as indirect tax-
es, payroll taxes and real estate taxes.

The starting point to determine the nu-
merator of the formula (i.e., the adjusted cov-
ered taxes) is the Constituent Entitys current
taxes for the relevant fiscal year. This value is
then to be adjusted pursuant to the provisions of
Articles 4.1.2. through 4.1.5. For example, some
adjustments aim at excluding taxes that are not
related to GloBE Income or Loss.

GloBE Rules also provide for a mecha-
nism to address temporary differences, which 1s

based on the mechanisms of deferred tax ac-

counting.?' Safeguards are provided to limit the
recognition of the deferred tax assets and lia-
bilities to the minimum rate and a recapture
rule to ensure that amounts claimed as covered
taxes are effectively paid within a set period of
time.

Article 4.6. of GloBE addresses post-filing
changes to a Constituent Entity’s liability for cov-
ered tax setting out rules to identify the fiscal year
to which those changes are to be attributed.

7. Determining the Top-up Tax

The top-up tax rate amounts to the differ-
ence between the minimum rate (15%) and the
ETR (of the relevant jurisdiction).

The top-up tax rate must then be applied
to the Jurisdictional Excess Profit of the relevant
jurisdiction.

The Jurisdictional Excess Profit of the rele-
vant jurisdiction is equal to the GloBE income
of that jurisdiction less the substance-based in-
come exclusion of that jurisdiction.

The substance-based income exclusion is
calculated as a percentage of property, plant and
equipment and personnel costs.?

Finally, the top-up tax for the jurisdiction is
reduced by any applicable Qualified Domestic
Minimum Top-up Tax.?

GloBE Rules provide for de minimis ex-
clusion® and allow for development of safe har-
bors®.

The de minimis exclusion applies to ju-
risdictions where the in-scope MNE has (i)
an Average GloBE Revenue® that is less than

20 In case a Constituent Entity has one or more Permanent Establishments, the GloBE Income attributable to that

Constituent Entity is allocated between the Main Entity and the Permanent Establishment(s) in accordance with the

local tax treatment. A similar rule applies to Flow-through Entities (allocation between the entity and the owners) and

CFCs (allocation between the owner and the CFC). This rule ensures that the relevant covered taxes are allocated to

the jurisdiction where the income is earned.

21 Model Rules, Article 4.4. Article 4.5. allows MNE Groups to use an optional simplified rule that can be applied in

lieu of the deferred tax accounting approach set out in Article 4.4.

22 Model Rules, Article 5.3.
23 Model Rules, Article 5.2.3.
24 Model Rules, Article 5.5.
25 Model Rules, Article 8.2.
26 Model Rules, Article 5.5.2.
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EURI10 million and (i) an Average GloBE In-
come or Loss” that is either a loss or less than
EUR1 million, computed on a three-year ave-
rage basis.

GIloBE safe harbors are to be developed as
part of the GloBE Implementation Framework.
These rules will aim at limiting compliance and
administration burdens for those aspects of an
MNE? operations that are likely to be taxable at
or above 15% on a jurisdictional basis. The final
design of any safe harbors will be developed fur-
ther in consultation with businesses and stake-
holders and reflected in the Implementation

Framework to be released in 2022.

8. ldentifying the Constituent
Entity Responsible for Applying
the Top-up Tax

GloBE Rules follow a top-down approach.
Top-up tax (IIR) liability falls primarily on the
UPE. However, if the jurisdiction where the
UPE is located has not implemented GloBE
Rules or a different set of rules other than those
coherent with GloBE Rules (qualified income
inclusion rule), or the UPE is an excluded en-
tity, the IIR is to be applied and collected by
one or more Intermediate Parent Entities (IPE).

IPE means a Constituent Entity (other than
an Ultimate Parent Entity, Partially-Owned
Parent Entity (POPE) Permanent Establish-
ment, or Investment Entity) that owns (directly
or indirectly) an ownership interest in another
Constituent Entity in the same MNE group.

Furthermore, the IIR is subject to a split-
ownership rule for shareholdings below 80%.
Indeed, the top-down approach is derogated
in the case that the in-scope MNE comprises
one or more POPE (i.e., a Constituent Entity
(other than an Ultimate Parent Entity, Perma-
nent Establishment, or Investment Entity) that:
(a) owns (directly or indirectly) an ownership
interest in another Constituent Entity of the

27 Ibid.

28 Model Rules, Article 5.2.4.
29 Model Rules, Article 2.2.2.
30 Model Rules, Article 2.3.
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same MINE group; and (b) has more than 20%
of the ownership interests in its profits held di-
rectly or indirectly by persons that are not Con-
stituent Entities of the MNE group). In such
case, the responsibility to apply the top-up tax
falls on the highest-level POPE or to a POPE
further down the chain.

As the IIR may apply at different levels of
the in-scope MNE, GloBE Rules provide for
an offset mechanism to prevent double taxation

from arising.

9. Allocation of the Top-up Tax
Between Low Taxed Constituent
Entities

The jurisdictional top-up tax 1s allocated to
Constituent Entities in the low-tax jurisdiction
that have GloBE Income for the fiscal year (and
in proportion to their allocable share) in order
to determine which entity triggers a charge to
top-up tax.”

The allocable share of top-up tax is deter-
mined on the basis of a parent entity’s inclusion
ratio®.

An offsetting mechanism is provided to
avoid an unintended multiple application of the
IIR in respect of the same low-taxed Constitu-
ent Entity.”

10. Identification of the
Remaining Amount, If Any, That
Is Allocable under the UTPR

If the entire amount of the top-up tax has
not been allocated under the IIR, the UTPR
kicks in. The UTPR serves as a backstop mech-
anism to the IIR in situations where there is no
qualifying IIR in the jurisdiction of the UPE
or where a low level of taxation arises in the
jurisdiction of the UPE. If there is low-taxed
income beneficially owned by a UPE that is
not brought into charge under an IR, the low-
taxed income is subject to the back-up mecha-
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nism of the UTPR?..
The UTPR top-up tax amount is allocated

among the UTPR jurisdictions on the basis of
a two-factor formula (allocation key based on
(i) the net book value of tangible assets held and
(ii) the number of employees employed by all
the Constituent Entities that are located in such
UTPR jurisdictions).

The UTPR top-up tax amount allocated
to a jurisdiction may be collected by the rele-
vant jurisdiction in a variety of ways (e.g., denial
of a deduction for specific expenses/equivalent

upward adjustment)*.

11. Final Remarks

The Two-Pillar Solution is a bold and
long-awaited project that builds upon inter-
national consensus. The aim of the Two-Pillar
Solution is clear and well grounded. However,
the effectiveness and the consistent and harmo-
nized application of the rules by the relevant
MNE:s is yet to be tested in the future.

At a first glance, the Two-Pillar Solution
imposes a great deal of efforts on the relevant
MNEs that involve not just the headquarters
(which is likely staffed with experienced tax
and compliance units), but also their local

entities (which may not have the same level
of experience and resources). Time will tell
whether the complexity of the Two-Pillar
Solution and the compliance duties that come
along with it may affect the smooth applica-
tion of the rules by the MNEs without caus-
ing them to suffer an excessive or unbearable
administrative burden.

To date, Pillar 1 is undergoing several chan-
ges as a result of the public consultation (on A-
mount A) launched by the OECD. Further
work is needed to render the measures more
efficient in light of the aimed goal, i.e., ensuring
that profits are taxed where economic activities
take place and value is created. Moreover, work
is progressing to develop the Multilateral Con-
vention and its Explanatory Statement as well as
the Model Rules for Domestic Legislation and
related Commentary.

As far as the GloBE Rules are concerned,
among others, pivotal issues are to be addressed
in the future by the jurisdictions when imple-
menting those rules. In particular, it would be
important to clarify whether the US GILTI
amounts to an equivalent set of rules on mini-
mum taxation.™

Another aspect of the utmost importance
concerns the interplay between GloBE Rules
and the provisions of the tax treaties. Indeed, it is
debated whether the GloBE Rules and the ob-
ligations arising therefrom are in line with the
treaty provisions and limitations.

Furthermore, there is the risk that a formal
approach based on a strict formula to determine
GloBE liability may obliterate the granting of
legitimate tax incentives provided by high-tax
jurisdictions in connection with productive in-
vestments (e.g., Patent Box regime, R&D). As
these types of incentives may lower the ETR, it
may trigger GloBE liability that would neutral-
ize the (legitimate) tax incentive.

31 Model Rules, Article 2.5. Model Rules, Art. 9.3. provides for a limitation to the UTPR when an in-scope MNE is in

its initial phase of expanding abroad.
32 Model Rules, Article 2.4.

33 It is envisaged that, in the future, the IF will establish conditions whereupon the GILTT regime will co-exist with the

GloBE Rules, to ensure a level playing field. To date, however, the matter is still uncertain.
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On 8 October 2021, the OECD/
G20’ Inclusive Framework on Base Ero-
sion and Profit Shifting (BEPS) promul-
gated a Statement on a Two-Pillar Solu-
tion to Address the Tax Challenges Arising
from the Digitalisation of the Economy
(the Statement).! The Hong Kong Spe-
cial Administrative Region of the People’s
Republic of China (Hong Kong) is one
of the 137 Inclusive Framework members
that have joined the Statement.

1. The Two-Pillar Solution

Pillar 1 aims to ensure a fairer distribu-
tion of profits and taxing rights among ju-
risdictions with respect to the largest and
most profitable multinational enterpris-
es (MNEs) by re-allocating some taxing
rights over them from their home juris-
diction to the market jurisdictions where
they have business activities and earn
profits, regardless of whether they have a
physical presence there. In-scope MNE

1 OECD (2021). Statement on a Tivo-Pillar Solution to Address the Tax Challenges Arising from the Digitalisation

of the Economy, https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-

tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.pdf.
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groups are those with global turnover above
EURZ20 billion and profitability above 10% (i.e.,
profit before tax/revenue). For in-scope MNE
groups, 25% of profits in excess of 10% of reve-
nue (i.e., Amount A) will be allocated to market
jurisdictions where goods or services are used or
consumed by applying detailed sourcing rules to
specific categories of transactions.

Pillar 2 seeks to set a floor on tax com-
petition on corporate income tax through the
introduction of a global minimum corporate
tax rate at 15%. It targets MNE groups with
annual consolidated group revenue of EUR750
million or more.

Pillar 2 consists of (i) two interlocking
domestic rules (together the Global Anti-Base
Erosion (GloBE) Rules), i.e., an Income Inclu-
sion Rule (IIR) and an Undertaxed Payment
Rule (UTPR), and (ii) a treaty-based rule, i.e.,
the Subject to Tax Rule (STTR).

The IIR imposes a top-up tax on a parent
entity in respect of the income of a foreign-con-
trolled entity where that income is subject to
tax at an effective tax rate (ETR) below the
global minimum tax rate of 15%. The UTPR,
which serves as a backstop to the IIR, provides
a mechanism for making an adjustment in re-
spect of any remaining top-up tax in relation
to low-taxed profits that fall outside the scope
of an IIR by denying deductions or making an
equivalent adjustment. ETR is calculated on a
jurisdictional basis using a common definition
of covered taxes and a tax base determined by
reference to financial accounting income with
certain adjustments.

The STTR provides the source jurisdiction
with a limited taxing right to bring the tax on
certain related-party payments, such as interest
and royalties, up to the minimum rate (which
is 9% for this purpose) where the payments are

subject to tax in the other jurisdiction at an ad-

justed nominal rate below the minimum rate.

The Statement set out a detailed imple-
mentation plan for the two pillars. Amount
A will be implemented through a multilateral
convention to be developed and opened for
signature in 2022, with Amount A coming into
effect in 2023. Pillar 2 is to be brought into
law in 2022, to be effective in 2023, with the
UTPR coming into effect in 2024.

On 20 December 2021, the Inclusive
Framework released the GloBE Model Rules.
Among other things, the Model Rules provide
for a Qualified Domestic Minimum Top-up Tax,
which in essence is a minimum tax implement-
ed under domestic laws and operates to achieve
outcomes consistent with the GloBE Rules. It
will be credited against the top-up tax that may
otherwise be chargeable under the GloBE Rules
and payable in other jurisdictions. The effect of
such a tax is to enable a jurisdiction to collect the
top-up tax on the low-taxed profits in that juris-
diction instead of allowing other jurisdictions to
collect it under the GloBE Rules.

Furthermore, under the Model Rules, total
UTPR top-up tax is allocated to all jurisdic-
tions in which the MNE group has Constituent
Entities and which have a qualified UTPR in
force. Allocation is based on the net book value
of tangible assets and the number of employees
in each of the UTPR jurisdictions. In contrast
to the Blueprint for Pillar 2 published by the
Inclusive Framework in October 2020, the al-
location of UTPR top-up tax to a Constituent
Entity is no longer restricted by the amount of
intra-group payments.

Commentary and examples for the Model
Rules were released by the Inclusive Frame-
work on 14 March 2022.

2. Hong Kong's Response
The Financial Secretary affirmed in his

2 OECD (2021). Tax Challenges Arising from the Digitalisation of the Economy — Global Anti-Base Erosion Model Rules
(Pillar Tivo), https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-global-

anti-base-erosion-model-rules-pillar-two.pdf.
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2021-22 Budget Speech that Hong Kong will
actively implement the BEPS 2.0 proposals
according to international consensus.” Earlier
on, an Advisory Panel on BEPS 2.0 was set
up in June 2020 to review the possible impact
of the latest requirements under BEPS 2.0 on
the competitiveness of Hong Kong’s business
environment and to advise the Financial Sec-
retary on strategies and measures to facilitate
the sustainable development of Hong Kong as
an international financial, trading and business
centre in light of the changing international
tax landscape.

In its recommendations made in Decem-
ber 2021,* the Advisory Panel assessed that Pillar
1 would unlikely have a significant impact on
businesses operating in Hong Kong given the
limited number of Hong Kong-headquartered
in-scope MNE groups. The Advisory Panel
recommended, however, that Hong Kong
should implement Pillar 1 by adhering to the
tax framework endorsed by the international
community and by participating in the new
multilateral convention, as this would help af-
fected businesses eliminate double taxation and
reduce compliance costs.

For Pillar 2, the Advisory Panel recom-
mended that Hong Kong should amend its
existing tax regime to apply in full the GloBE
Rules stipulated by the OECD to implement
the global minimum tax, and the relevant
amendment should only apply to in-scope
MNE groups with ETR below the minimum
tax rate.

The Advisory Panel further recommend-
ed that the Government should protect Hong
Kong’s taxing rights and minimise the com-
pliance burden of businesses operating in
Hong Kong.

Regarding the STTR, the Advisory Panel

recommended that Hong Kong should accept
requests for the inclusion of the rule in its ex-
isting and future tax agreements with devel-
oping economies.

In his 2022-23 Budget Speech, the Finan-
cial Secretary stated that the Government will
submit a legislative proposal to the Legislative
Council in the second half of the year 2022 to
implement the global minimum tax rate and
other relevant requirements in accordance
with the international consensus. He further
indicated that the Government will consider
introducing a minimum top-up tax with re-
gard to in-scope MINE groups starting from
the year of assessment 2024-25 to safeguard
Hong Kong’s taxing rights.®

3. Minimum Top-up Tax for
Hong Kong

The mere implementation of the GloBE
Rules would not be sufficient to protect
Hong Kong’s taxing rights under BEPS 2.0.
Hong Kong may not be able to impose a top-
up tax on all low-taxed profits of in-scope
MNE groups’ Constituent Entities in Hong
Kong and such profits may still be subject
to the IIR (for foreign-headquartered MNE
groups) or the UTPR (for both Hong Kong-
and foreign-headquartered MNE groups) in
other jurisdictions. The logical response mea-
sure 1s to introduce a minimun top-up tax in
Hong Kong that is consistent with the GloBE
Rules to prevent the application of the IIR or
UTPR by other jurisdictions in respect of the
low-taxed profits of in-scope MNE groups’
Constituent Entities in Hong Kong. In oth-
er words, if top-up tax is to be paid on such
profits, it will be collected by the Hong Kong
Government instead of foreign jurisdictions.

This will safeguard Hong Kongs taxing rights

3 The 2021-22 Budget, International Tax Co-operation, https://www.budget.gov.hk/2021/eng/budget58.html.
4 Financial Services and the Treasury Bureau, Hong Kong (2021). Recommendations of the Advisory Panel on BEPS 2.0,

https://www.fstb.gov.hk/tb/en/others/publications.htm.

5 The 2022-23 Budget, New International lax Standards, https://www.budget.gov.hk/2022/eng/budget85.html.
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on profits of Hong Kong Constituent Entities.
It is noted that a number of jurisdictions are
considering the introduction of a domestic
minimum top-up tax in their tax regimes to
protect their taxing rights on local low-taxed
profits.

The introduction of a minimun top-up
tax in Hong Kong could also significantly re-
duce the compliance burdens of in-scope MNE
groups as they would not be liable to top-up tax
under the UTPR in multiple jurisdictions in re-
spect of their low-taxed profits in Hong Kong.

4, Competitiveness

There are concerns that implementing
the GloBE Rules and a minimun top-up tax
in Hong Kong may undermine Hong Kong’s
competitiveness. In this connection, it should
be noted that given the comprehensive nature
of the GloBE Rules, top-up tax on low-taxed
profits of in-scope MNE groups would have to
be paid somewhere. Specifically, the latest de-
sign of the UTPR means that there will hardly
be any room for in-scope MINEs to minimise
their UTPR top-up tax by restructuring their
intra-group payments. Besides, the absence of
a minimum top-up tax in Hong Kong would
simply mean ceding Hong Kong’s taxing rights
to other jurisdictions without bringing any
real benefits to the MNE groups concerned in
terms of tax savings. It is also anticipated that
many jurisdictions would introduce a domes-
tic minimum top-up tax to protect their taxing
rights. On the whole, it is not considered that
the implementation of the GloBE Rules and
a minimun top-up tax in Hong Kong would
have adverse impact on Hong Kong’s com-
petitiveness. Rather, the adoption of a global
minimum tax rate would provide a more level
playing field among jurisdictions.

While changes will be made to Hong
Kong’s tax regime to implement the BEPS 2.0
measures, the Financial Secretary has reassured

that Hong Kong will preserve the simplicity,
certainty, transparency, and fairness of its tax
system and maintain the territorial principle
of taxation. The Government will also strive to
minimise the compliance burden of in-scope
MNEs when implementing BEPS 2.0 and has
been communicating with affected MNE:s to
gauge their views and to enable them to get
familiarised with the new tax rules. Finally,
small and medium-sized enterprises will gen-
erally not be affected by the measures.®

It is expected that in the post-BEPS 2.0
era, non-tax attributes of a jurisdiction will as-
sume more importance in an MINE’s decision
on locating its business activities. On this front,
with its sound legal system, first-class profes-
sional services sector, well-established capital
markets, the unique advantage of “one coun-
try, two systems”, and the opportunities aris-
ing from the Belt and Road Initiative and the
Greater Bay Area development, Hong Kong
is an attractive and ideal location for MNE
groups to establish and maintain their busi-
nesses. The Government will continue to en-
gage members from various sectors on strat-
egies and measures to enhance Hong Kong’s
business environment and competitiveness in

a holistic manner.

5. Concluding Remarks

The timeline set by the Inclusive Frame-
work for the implementation of the BEPS 2.0
measures 1s no doubt an ambitious one. At the
time of writing, the multilateral convention
and model provisions for Amount A, and the
model treaty provisions and the multilateral
instrument for the STTR are still being de-
veloped. In addition, it will be a great challenge
to put in place the required legislation in Hong
Kong in time. As mentioned above, Hong
Kong will continue with the preparation
while following closely developments in the
international arena.

6 See note 3 (at paragraph 179) and note 5 (at paragraphs 187 and 188) above.

VOL3 NO.1 2022 BELT AND ROAD INITIATIVE TAX JOURNAL

89



nalysis & Insights

Implications of the Interaction of
Trade and Tax Rules (part one)

Hafiz Choudhury, Peter Hann and Daniel A. Witt

90

Hafiz Choudhury Peter Hann Daniel A. Witt

Principal Senior Consultant President
The M Group, Inc The M Group, Inc ITIC

Abstract: Trade, investment and tax treaties are concluded for different reasons and with
different objectives. The international trade and tax systems are overseen by different global or-
ganizations. The overlaps and inconsistencies between these agreements could be exploited by
investors to gain unintended advantages. Therefore, developing countries must ensure that there
is greater cooperation and exchange of information in relation to trade, investment and tax policy.

The exchange of information between tax administrations is important in the context of the
Belt and Road Initiative (BRI), where the tax administration in each jurisdiction needs to know
more about the cross-border transactions of multinationals operating in its territory. The most
effective way for developing countries to improve the exchange of information is to sign multi-
lateral agreements, in particular the Convention on Mutual Assistance in Tax Matters.

The customs and transfer pricing functions within a jurisdiction should collaborate and ex-
change information to ensure that the pricing of import transactions is consistent across different
taxes. Both functions could carry out risk-based compliance audits that would involve comparison
of transfer pricing and customs documentation. In the context of coordination between customs
and direct tax functions, the comparison of customs and transfer pricing documentation can be
established on a routine basis. Closer coordination of transfer pricing and customs would also help
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taxpayers reduce compliance costs in relation to cross-border transactions. In view of the compli-
ance costs involved in putting together transfer pricing documentation, it would help taxpayers
if much of the same documentation could also be used for the purposes of customs valuation.

Keywords: Investment treaty; Double tax agreement; Customs duties; World Trade Organisa-
tion; Tax administration; Transfer pricing; Developing countries

1. Introduction

Rules to regulate trade and investment are
essential to ensure that cross-border transactions
can be carried out according to consistent stan-
dards, with dispute resolution available when a
dispute arises between two parties.

Problems can arise when two or more sets
of rules have conflicting requirements and the
correct procedures to follow are not well de-
fined. There are different sets of rules in relation
to tax, trade and investment, regulated by dif-
ferent international bodies in addition to other
rules agreed among regional blocs of jurisdic-
tions. The scope of the different sets of rules
may overlap, creating uncertainty.

For this reason, developing countries, in par-
ticular, must ensure that there is greater coopera-
tion and exchange of information between them
in relation to trade, investment and tax policy.
Better defined rules can save resources for gov-
ernments and bring benefit to investors through
reduced compliance costs and more certainty.

In addition, different agencies within the
government can coordinate their activities, re-
sulting in cost savings and more opportunities
to detect breaches of the trade and tax rules.

2.Trade Rules and Their
Interaction

2.1 Overview of Global Trade Rules

The WTO/GATT agreements affect a
broad range of issues in relation to interna-
tional trade. These agreements outline general

trading rules but can also affect direct and in-

direct taxation. An example of this is the “na-
tional treatment” rule under GATT Art. III
(National Treatment on Internal Taxation and
Regulation).! This rule applies to counter the
use of taxation as a form of protection for the
domestic market, by ensuring that the treat-
ment given to imported products should be
no less favourable than that applied to domes-
tic products, and can apply to a wide range of
taxes and duties.

The WTO/GATT agreements can have an
important effect on customs duty rates and quo-
tas, for example through their role in facilitating
customs dispute resolution. The Agreement on
Subsidies and Countervailing Measures (SCM
Agreement) deals with the provision of subsi-
dies and the use of countervailing measures in
case of harm caused by subsidized imports. A
“specific subsidy” may be subject to counter-
vailing measures. The agreement defines a sub-
sidy as a financial contribution made by a gov-
ernment or any public body to confer a benefit
within its territory. The SCM Agreement sets
out the types of measures that could represent a
financial contribution and could therefore con-
stitute a subsidy. These measures include grants,
loans, equity infusions, loan guarantees, fiscal in-
centives, the provision of goods or services or
the purchase of goods.

The SCM Agreement applies to measures
taken by national governments, sub-national
governments and public bodies such as state-
owned companies. The agreement would en-
compass tax incentives in a very broad defini-
tion of subsidies, but would only prohibit them

1 WTO (2012). Part 1I Article III, National Treatment on Internal Taxation and Regulation, https://www.wto.org/english/

res_e/publications_e/ail7_e/gatt1994_art3_gatt47.pdf.
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if they are contingent on export performance.
A prohibited export subsidy would be a subsidy
that 1s “tied” to actual or anticipated exportation.

The WTO/GATT agreements also pro-
vides for most-favoured nation (MFN) treat-
ment, which is intended to ensure the parity of
treatment among WTO members. This central
principle of the multilateral trading system aims
to eliminate power-based, unequal trading re-
lations with a rules-based framework in which
trading rights are not based on the economic
or political power of a jurisdiction but where
the best conditions that have been conceded to
one jurisdiction for access to trade must auto-
matically be extended to all other jurisdictions
participating in the system. In this way all the
participants benefit from concessions agreed
between large members that have more nego-
tiating power.

The General Agreement on Trade in Ser-
vices (GATYS) established the framework of rules
to regulate trade in services. The GATS agree-
ment established procedures by which members
commit to liberalising trade in services and also
set up a dispute resolution mechanism. Under
Article IV of the GATS, members are required
to negotiate specific commitments in relation
to strengthening developing countries’ domes-
tic services capacity, improving access by devel-
oping countries to distribution channels and
information networks, and liberalising market
access in areas affecting exports of developing
countries.

The liberalisation of services under the
GATS agreement should be carried out with
consideration for national policy objectives and
the level of development of the members. De-
veloping countries are given flexibility to ini-
tially open up fewer service sectors and later to
gradually extend market access as their level of

development may allow. Developing countries

are also given the right to access technical assis-
tance arranged by the WTO Secretariat.

2.2 Interaction between Different Trade
Sets of Trade Rules

In addition to the WTO/GATT agreements
which cover a broad range of trade issues, there
are also regional trade agreements such as those
concluded by Mercosur, Association of South-
east Asian Nations (ASEAN) and the European
Union. These regional agreements create a further
layer of trade rules that may conflict with global
rules in some cases. Agreements between regional
groupings could further complicate this position.

Agreements are also signed between indi-
vidual countries and regional trading blocs, for
example the agreements made by ASEAN with
China and with Australia. The European Union
has also concluded some agreements with single
countries. Although these agreements are gen-
erally less broad in scope than the arrangements
within regional blocs, they add further com-
plexity to the trading rules.

In addition to free trade agreements (FTAs)
that include provisions to reduce customs du-
ties between the signatories, governments may
also conclude Memoranda of Understanding
(MOUgs), Memoranda of Arrangement (MOA)
or framework agreements. Cooperation be-
tween countries/regions may also be set out in
joint communiques or guiding principles. These
various types of agreements may create inter-
locking obligations that can give rise to chal-
lenges and disputes.

Countries/regions need to consider these
different layers of trading rules and address their
interaction with other cross-border arrange-
ments for investment protection and taxation.
Approaches must be developed to achieve some
coordination in these networks of interlocking

and sometimes overlapping arrangements.?

2 Jeffrey Owens & Hafiz Choudhury. Tiade Agreements and Taxation: Removing the Final Barrier to Trade, https://static1.
squarespace.com/static/5a789b2a1f318da5a590af4a/t/61041d6313c2f47d7935854¢/1627659619855/ITIC Issues_
Paper__Trade_Agreements_and_Taxation___Removing_the_Final_Barrier_to_Trade_by_Mr__Hafiz_Choudhury_

and_Dr__Jeffrey_Owens.pdf.
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3. Tax Rules and Interaction with
Trade Agreements

3.1 Trade Rules and Indirect Tax

‘When countries/regions agree to form re-
gional trading blocs, difficulties can arise from
the interaction of trade rules and indirect tax.
Regional groupings of jurisdictions aim to in-
troduce a measure of economic integration, for
example a customs union. Some regional tra-
ding blocs have also implemented a strategy for a
common framework on indirect taxes, examples
being the European Union and the Gulf Co-
operation Council which have outlined general
VAT rules for their member states, subject to
implementation in national laws.

The next step after forming a customs
union may be harmonisation of rules on indi-
rect tax, as indirect taxes are often charged at
the point of entry of goods into a jurisdiction.
Harmonisation of indirect tax rules in addition
to customs duties on imports may bring further
advantages through simplification and rationali-
sation of customs procedures and valuations.

3.2 Transfer Pricing and Customs
Valuations

Transfer pricing rules for direct tax purpos-
es and customs valuation for customs duty pur-
poses both concern the valuation of cross-bor-
der transactions, but there are two different sets
of rules overseen by different international bod-
ies. The OECD has drawn up the transfer pric-
ing guidelines that are the widely accepted stan-
dard for establishing the price of cross-border
transactions for tax purposes, while the WTO’s
Customs Valuation Agreement sets out rules
concerning customs valuation. In many coun-
tries the direct tax and customs issues are dealt
with by two different government departments,

although there has been a move to combine

these or to introduce greater coordination.

The existence of two separate sets of rules
creates additional compliance costs for enter-
prises. There would be administrative advantag-
es and cost savings from having a single set of
rules backed up by one set of documentation.
Various ideas have been put forward to harmo-
nise the rules.

However, there are practical problems with
combining the two sets of rules. They exist for
different reasons, and while customs duties are
concerned with a transaction in goods at one
point in time, the transfer pricing rules are part
of the direct tax system. The latter looks at the
taxable profit for an accounting or tax period,
using profit methods if necessary, as an alterna-
tive to the traditional transactional methods for
pricing transactions. Customs officials collect
duties based on the customs valuation, and will
be looking for any indication that the valuation
is understated. A transfer pricing auditor is more
likely to be looking for signs that the cross-bor-
der transaction price has been overstated by the
company with the objective of increasing the
cost of goods sold and therefore reducing the
profit for direct tax purposes.’

Therefore, there is an inherent tension be-
tween administration of the customs rules and
transfer pricing regimes. Both sets of rules are
concerned to ensure that the price or valuation
is not influenced by the relationship between
the parties, and rules are therefore applied to
establish an arm’ length price. However, the
objectives, calculation methods and documen-
tation requirements are different and difficult to
harmonise.

Transfer pricing documentation require-
ments are more detailed and require documen-
tation of a much broader nature, including the
economic circumstances and the industry in
which the group operates, details of the oper-

3 Liu Ping & Caroline Silberztein (2008). Transfer Pricing, Customs Duties and VAT Rules: Can We Bridge the Gap? 6

Tax Planning International Indirect Taxes, pp. 7.
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ations of the group, the taxpayer’s related party

transactions, a comparability analysis, and the
choice of transfer pricing method. There are also
problems in relation to the treatment of intan-
gible assets and services. Transactions involving
intangibles and services would generally affect
customs valuations only where they are closely
related to a transaction in goods.

Some steps can be taken by tax authorities
to use the available information in a way that
can save compliance costs for business. Improv-
ing the flow of information between customs
and revenue authorities could help to highlight
any inconsistencies in valuation and assist in risk
assessment. Joint audits by customs and direct
tax authorities are also a possibility.

More progress could be made on har-
monising the documentation used for related
party transactions. Detailed documentation is
prepared for transfer pricing purposes, and this

4 Owens and Choudhury, op. cit.
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could be accessed by customs authorities to as-
sist in their valuations, keeping in mind the dif-
ferent objectives of transfer pricing and customs
valuations. If the transfer pricing documentation
includes adequate information for customs pur-
poses, this could save compliance time and costs
for the taxpayer. Difficulties would still arise
from the difference in timing of the preparation
of transfer pricing and customs documentation
and the differences in the relevant rules.

Costs could also be saved by a combined
approach to dispute resolution. Joint dispute reso-
lution mechanisms would be a logical contin-
uation from the idea of joint audits and would
benefit from the greater amount of information
available from the two sets of documentation.

Developing countries may encounter dif-
ficulties in implementing these possibilities ow-
ing to the restraints of administrative capacity.
Further capacity building is necessary before
some of these projects could be implemented.
Input from the relevant international organisa-
tions such as the OECD, UN, WTO and the
World Customs Organisation would therefore
be useful in assisting the process of greater coor-

dination between transfer pricing and customs.

3.3 Trading Agreements and Direct Tax
on Services and Intangibles

The GATS agreement does not affect tax
issues to the same extent as other WTO/GATT
agreements can affect taxation in relation to
cross-border trade in goods. Generally, direct
and indirect taxation of cross-border services is
subject to the provisions of domestic tax legisla-
tion and to the provisions of double tax treaties
as regards the existence of a permanent estab-
lishment (service PE) and the application of
business taxation. The range of trade agreements
and their impact on services and intangibles is
detailed in the earlier paper cited above.*

(To be continued)
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Public value

1. Background

DGTI', the Uruguayan Tax Adminis-
tration, pursues to produce public value for
the State and the Society. To create pub-
lic value, DGI carries out a results-based
management approach. This management
model seeks to ensure that the processes,

products and services contribute to the

achievement of clearly defined outcomes.
To develop this management model, it is
necessary to implement a strategic plan-
ning process, set up objectives, metrics
and measurable goals that make it possible
to evaluate those outcomes.

Strategic planning is a fundamental
tool for aligning priorities in the applica-

1 DGI, as per the Spanish abbreviation, Direccion General Impositiva.
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Strategy

tion of limited resources and establishing criteria
for management control. However, making the
organizational strategy effective in a public orga-
nization is a complex matter. This requires, in the
first place, to institutionalize the strategic planning
process, and then it is essential to be efficient in
managing multiple projects as an integrated entity.
Furthermore, it must be ensured that these pro-
jects effectively generate public value.

DGI consolidated the strategic planning
process and generated the capacity to execute
projects efficiently. However, it faces the chal-
lenge of ensuring that the projects’” expected
benefits are captured as soon as possible and at
the desired level. To meet this challenge, DGI
is implementing the Benefits R ealization Man-
agement framework (hereinafter referred to as
“BRM framework™).

The following describes what BRM is, the
reasons to implement the BRM framework in
DGI, the steps taken for its implementation,
the results obtained, and what remains to be
done to firmly consolidate this practice in the

organization.

2. Opportunities and Challenges
Facing a complex and dynamic context,
characterized by increasingly rapid changes in the
Tax Administration business, limited resources,
changing tax regulations and increased demands
for transparency and compliance, DGI must en-
sure that the investment in portfolio, programs, or

projects is directed to obtain clear and sustainable

Portfolios,
programs
and
projects

Initiatives

Objectives

Outputs

benefits. Nonetheless, often there is a gap between
the benefits planned and those realized.

To guarantee that expected benefits of
one project are captured, usually the organiza-
tion should carry out a series of actions which
have not necessarily been identified as part of
the project scope. Those actions will be defined
according to the BRM framework, addressing
the difficulties associated with the realization of
benefits, as well as those linked to the manage-
ment of changes that could affect the organiza-
tion, the project, or the defined benefits.

The BRM framework is defined as “a set of
integrated governance and management practices de-
signed to define, develop, realize, and sustain planned
benefits”.* Value and benefit are not interchange-
able concepts. A benefit is considered as “a gain
realized by the organization and beneficiaries through
portfolio, program or project outputs and resulting out-
comes”,> meanwhile, value “is the net result of real-
ized benefits less the cost of achieving these benefits”.*
Benefits can be tangible or intangible. Many of
the benefits produced by public organizations
such as Tax Administrations are of an intangible
nature; these are also considered by the BRM
framework.

Then, organizational objectives are achieved
by managing business initiatives, from which
portfolios, programs and projects are executed
to deliver outputs, which result in outcomes.
Those outcomes produce benefits that ultimately
deliver the value sought by the organization (see
Figure 1).

Outcomes Benefits

Figure 1. Relationship between BRM and organizational strategy

Source: The author’s study based on Project Management Institute, Inc. (2019), pp. 9.

2 Project Management Institute, Inc. (2019). Benefits Realization Management: A Practice Guide. Pennsylvania: Project

Management Institute, Inc., pp. 84.
3 Ibid.
4 Ibid, pp.7.
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Achievement of
measurable business

e Time
* Cost
e Specifications

How to do it?

benefits

Figure 2. Successtul project definition

Source: The author’s study based on Direccién General Impositiva (2020c).

The actions needed to ensure benefits real-
ization could be developed during the pro-
ject execution, and once it is completed, in the
post-implementation stage. In addition, it could
be needed to address issues related to the op-
erating model defined for the project products
exploitation. It should be considered that even
when the expected project deliverables are ob-
tained in a timely manner, if the operating mod-
el in which the project products will be used
has not been correctly defined, problems may
arise and benefits realization can be negatively
impacted. In this case, the failure would not be
attributable to the products defects but would
probably derive from an error in the post-
implementation operation planning, or even in
the expected benefits identification.

2.1 When Is a Project Successful?

A project will be considered successful if it
generates the expected outputs in a timely man-
ner and its planned benefits are realized. This
implies that neither the projects nor the outputs
generated by them constitute a goal in itself, but
rather are means to achieve certain expected
benefits. Those benefits must be defined at the
business level, in a BRM Plan.

A successful project definition (see Figure 2):

» Guarantees the alignment between the
projects and the strategy;

+ Maximizes the value;

« Focuses the discussion on “what to do”,
over on “how to do it”;

+ Optimizes resource allocation;

« Links customer needs to specific benefits; and

« Has quality information to support deci-

sion-making on the Portfolio.

2.2 How Is BRM Related to Business Case
and Portfolio Management?

A Business Case is defined as “a documented
economic feasibility study used to establish the validity
of the benefits of a selected component lacking suffi-
cient definition and used as a basis for the authoriza-
tion of further project management activities”.> This is
a key tool to identify which initiative generates
the greatest benefits, and based on that, prior-
ities can be established considering their value
for the business and their alignment with the
strategic plan.

A Business Case is also one of the outputs of
the Business Analysis process. A Business Analy-
sis is defined as “a set of activities performed to iden-

tify business needs; recommend relevant solutions; and

5 Project Management Institute, Inc. (2015). Business Analysis for Practitioners: A Practice Guide. Pennsylvania: Project

Management Institute, Inc. pp. 184.
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elicit, document, and manage requirements”.® This
practice is used to assess the potential benefits of
a business proposal, and its associated costs and
risks, in order to determine its relevance. It also
provides a guide on how to document the main
aspects that were considered when conducting
the business analysis, facilitating the systematic
sharing of this information.

The Business Case 1s useful when the deci-
sion-makers need to:

+ Analyze how to implement the strategy at
the corporate or divisional level;

+ Determine if a venture will be beneficial
for an organization;

+ Determine the best alternative to achieve a
strategic objective;

+ Find a solution to a business problem; and

+ Understand the costs/efforts that carrying
out an enterprise implies.

Once the Business Case has been prepared
and approved by the authority who promotes
the initiative, it will be submitted for evalua-
tion. To assess the Business Case the manage-
ment team considers, among other elements,
the cost-benefit ratio and the alignment with
the strategy. If it is selected to be implement-
ed, it will be assessed considering other projects
that integrate the portfolio, and other selected
business cases. It should also be noted that prof-
itability will not always be available as a decision
factor. Therefore, it will be necessary to evaluate
on the basis of intangible benefits that are not
easily quantifiable, for instance:

+ Human Capital: skills, knowledge, and val-
ues;

+ Organizational Capital: culture, leadership,
alignment, and teamwork;

« Information Capital: quality of information;

« Institutional Image; and

« Compliance: legal, regulatory, etc.

It could happen that a Business Case which
shows an excellent cost-benefit ratio was not se-

lected because it is not the right time for its im-

6 Ibid.
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plementation, either due to the defined strategy
or another circumstance that the organization
is going through. In addition, the priority in its
integration into the Portfolio will also depend on
its comparison with other Business Cases against
which it must compete for limited resources.

Once the Business Case is selected and pri-
oritized, it is integrated into the Portfolio. Then,
the initiation of the project or program required
for its implementation is authorized. Resources
are then allocated and the project planning stage
begins.

The selected and prioritized Business Case
is also the main source of information for pre-
paring the BRM Plan. The BRM Plan de-
scribes planned activities, time frameworks, and
criteria to consider that one or more planned
benefits are achieved.

After the Business Case approval, it is nec-
essary to keep it updated considering possible
events that affect the project and its benefits.
Additionally, if changes occur in the organiza-
tion or in its context, in the projects involved
or in its implementation process, these factors
could also affect the Business Case.

Once the Program or Project associated
with the Business Case has ended or the pre-
defined timeline for starting BRM evaluation
has completed, it must be verified whether the
expected benefits were achieved and to what
extent. If the expected benefits are achieved, the
change cycle will be successtully completed, and
the Business Case will be closed (see Figure 3).
If, on the contrary, the expected benefits are not
achieved, two courses of action will be opened.

On the one hand, if it is considered that
there is still time to achieve the benefits, the
evaluation period will be extended, adjusting
the BRM Plan accordingly. On the other hand,
if it is concluded that the expected benefits will
not be achieved, the Business Case must be
closed, recording the reasons for the benefits
realization failure. By applying this procedure,
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Figure 3. Relationship among Business Case, Benefits Realization Management, Portfolio Management and Public Value

Source: The author’s study based on Direccion General Impositiva (2020d).

lessons learned are recorded to generate organi-

zational knowledge.

3. Practice and Progress Achieved
on BRM Implementation

3.1 BRM Implementation Project

In 2020 DGI implemented the BRM frame-
work through the application of two method-
ologies; the DGI Business Case Preparation
Methodology (hereinafter referred to as “DGI BC
methodology”) and the DGI Benefits Manage-
ment General Methodology (hereinafter referred
to as “DGI BMG methodology”).

The DGI BC methodology establishes the
framework in which the organization manages

the processes of formulating, selecting, prior-

itizing, evaluating, and closing Business Cases.

Meanwhile, the DGI BMG methodology es-
tablishes the organizational framework to man-
age BRM.

To implement BRM, DGI relied on the

advice of an expert consultant with proven ex-
perience in implementing this practice in public
organizations. Advised by the expert, a team in-
tegrated by DGI planning area officials worked
in the project execution from August to De-
cember 2020 as follows:

(i) Initiation: During this stage, the objec-
tives, scope, approach and schedule of the BRM
implementation project were defined, and the
stakeholders were identified. Subsequently, the
work plan was presented to the DGI General
Directorate for its approval.

(i) Design: Once the plan was approved,
the BC and the BMG methodologies were de-
signed, and the training plan was prepared.

(iii) Implementation: In this stage, the
training plan was executed, and to practice the
methodologies application, BRM plans were
prepared for a subset of projects in execution.

The outputs delivered by this project were
the formal implementation of the DGI BC and
the BMG methodologies, as well as the training
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of 59 officials from strategic, operational plan-

ning and projects areas.

3.2 Integrating the Practice into the
Organization Operating Model

In 2021, the annual operating plan was for-
mulated with both methodologies integrated
into the operating model. This involved requir-
ing Business Cases to evaluate new initiatives to
be considered for inclusion in the portfolio, as
well as defining a BRM plan for each of the 28
projects included in the DGI Annual Operating
Plan 2021 (POA 2021).

3.2.1 Main aspects of the DGI BC
methodology

This methodology establishes the process
for preparing and selecting Business Cases to
be implemented, as well as the governance
structure and the roles and responsibilities of
those involved in such process. Additionally, it
contains a business case template that provides
a structure for researching and presenting a
clear and comprehensive document, and gen-
eral guidelines for risk analysis. Table 1 shows
a summary of the process and the governance
defined to be applied in DGI.

Table 1: A summary of the process and the governance of the DGI BC methodology

Process

Governance: Roles, functions, and
responsibilities

Stage 1: Business Case

Formulation

Stage 2: Selection and

prioritization

Business Case Owner:
Organizational area Director

who promotes the initiative/change

Responsible for the Business Case

preparation and approval

Responsible for presenting the Business
Case for evaluation, explaining, and

adjusting it if necessary

Operational Planning areas

Responsible for conducting the
business analysis and documenting

the Business Case

DGI Management Team

Responsible for the portfolio
management: Evaluates, selects and
prioritizes the Business Case, and

approves the project initiation

Planning and Management Control

Department

Responsible for providing method-
ological advice: Advises and trains
those who formulate the Business

Cases

Responsible for advising both the
Business Case Owner and the DGI

Management Team

Processes and Procedures Organiza-

tion and Coordination Department

Provides technical advice in

business analysis

Provides technical advice in

business analysis

Source: The author’s study based on Direccion General Impositiva (2020a).

3.2.2 Main aspects of the DGI BMG
methodology

This methodology establishes the pro-
cess for collecting information, preparing the
BRM plan, controlling and reporting metrics
and benefits, as well as the governance structure
and the roles and responsibilities of those in-
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volved in such process. Additionally, it contains
a BRM plan template that provides a structure
for researching and presenting a clear and com-
prehensive document, and general guidelines
for risk analysis. Table 2 shows a summary of
the process and the governance defined to be
applied in DGI.
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Table 2: A summary of the process and the governance of the DGI BMG methodology

Benefits Management

Governance: Roles, func-
tions, and responsibilities

Stage 1 — Information

collection and validation

Stage 2 — Development
of the BRM plan

Stage 3 — Monitoring,
control and reporting of
metrics and benefits

Business Case Owner:
Organizational area Di-
rector who promotes the

initiative/change

Responsible for ensuring
the availability of adequate,
sufficient, and accurate
information to support

the plan

Responsible for the BRM

plan formulation

Responsible for the execu-
tion of the BRM plan

Benefit Owner: Is respon-
sible for the process or
service that will be directly
favored by obtaining the
benefit, and in general,
is the organizational area
Director that will receive
the benefit

Provides information
regarding the benefit, and
how it can be achieved

and measured

Collaborates in the BRM
plan formulation, especially
regarding how it is planned

to be captured and mea-

sured

Collaborates in measuring
the benefits realization if it

is requested

Sponsor: Refers to the role
defined according to the
DGI Project Management
practices

Responsible for ensuring
the availability of adequate,
sufficient, and truthful
information about the

project benefit expected

Collaborates in case it is

required

Collaborates in measuring

benefits during the project

Project Manager: Refers to
the official designated to
coordinate the project

Provides information
regarding the project;
mainly during Initiation

and Planning stages

Provides information for
the development of BRM
plan during the project if it

is requested

Provides information
about metrics defini-
tion and measurement
during the project, if it is
requested

Project Team: Refers to the

team designated to execute

the project associated with
the benefits planned

Provides information for
the development of BRM
plan during the project if it

is requested

Collaborates in monitoring
the execution of the BRM
plan during the project

Benefits Management
Team: Refers to the
team appointed by the
Benefit Owner and/or
the Business Case Owner
to measure the benefits
realized

Collaborates in the BRM
plan preparation if it is

requested

Monitors the BRM
plan during and after the
project

Planning and Management

Provides mentoring

Provides mentoring and

Provides mentoring and

Control Department training training
Approves the BRM plan
DGI Management Team Receives the BRM plan evaluation report and the

Business Case closure

Source: The author’s study based on Direcciéon General Impositiva (2020b).
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3.3 Critical Success Factors

During the BRM implementation, the fol-

lowing key factors to successfully advance in the

process have been highlighted:

+ Support from authorities: Successful adop-
tion of BRM depends on support from
executive leadership, sponsors, and benefit

OWners.

Tailoring: There are different standards of
BRM practices available; however, which
ones the organization chooses to imple-
ment will depend on its specific structure,
culture, and regulations. Standardized prac-
tices must always be adapted to each orga-
nization, prior to their application.

+ Training and mentoring: Building capa-
bilities through incremental steps requires
balancing methodologies sophistication and
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staff capabilities. For this, continuous trai-

ning and a strong mentoring function are
essential.

Governance: BRM requires a clear gov-
ernance structure under which those re-
sponsible for managing and achieving the
expected benefits are properly identified
as accountable. For each benefit planning,
monitoring and evaluation cycle, the roles
and responsibilities of those involved in the
process should be reinforced.

Focus on benefits: It is necessary to change
the successful project conception based on its
deliverables and performance, as the success-
ful project is based on its long-term results
and its contribution to the business strategy.
Focusing only on staying on schedule, with-
out considering the impact on costs, quality,
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benefits or results, should be avoided.
« Communication: It must be clear and rel-

evant.

4. Achievements
Regarding the Business Case methodology
application, the following results have been ob-

tained as shown in Table 3.

Meanwhile, regarding the BRM method-
ology application, in 2021, 28 BRM plans were
defined (100% of the portfolio). This involved
developing several workshops to support each
of the 28 project teams to formulate their re-
spective BRM plan.

Table 3: The results obtained from the Business Case methodology application

X Business Cases New projects . . .
Business Cases . i New projects integrated into the
Year approved for integrated into . .
presented . i i portfolio with a Business Case
implementation the portfolio
2021 4 2 12 2
2022 15 10 13 10

5. Future Outlook for Tax
Capacity

In order to consolidate BRM in the orga-
nization, it is necessary to continue reinforcing
the practice, and assessing, at planned intervals,
the actual performance achieved against the cri-
teria and metrics defined for the benefits reali-
zation. For this purpose, 15 BRM plans whose
expected benefits would be generated in the
period will be evaluated during the first semes-
ter of 2022. In addition, it is planned to review
all BRM plans to verify their validity and up-
dating, as well as to formulate BRM plans for all
the new projects that have recently been inte-
grated into the portfolio.

In relation to the BRM framework imple-
mentation, by 2024 the DGI intends to achieve
two goals: 80% of projects with defined BRM
plans and 80% of projects with expected bene-
fits realized.

By strengthening its processes for managing
portfolios, programs, projects and benefits real-

ization, the Uruguayan Tax Administration will
increase its capability to produce value for the
State and the Society.
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Abstract: The current transfer pricing (TP) legislation of Armenia was elaborated
back in 2014-2015 and the Tax Code with a special TP chapter in it (Chapter 73) was
adopted in 2016. The provisions of 2016 Tax Code came into force in 2018, but the
implementation of the TP regulations came into force on 1 January 2020. Currently,
the legal framework of TP regulations is not complete for conducting tax adminis-
tration. In this regard, in early 2021, a project on amending TP regulations was pro-
posed, which has been already effective since 13 April 2022. This paper will discuss
the five biggest issues of the current TP regulations and the proposed amendments
and additions to the TP rules as solutions to those issues, which would help to effec-

tively conduct tax administration.
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1. Background on Armenian
Transfer Pricing Regulations
ack in 2011, the introduction of
B transfer pricing (TP) regulations
as a separate law was discussed in
the National Assembly of Armenia (the
Parliament). Also, discussions were held
to adopt a new Tax Code. Hence, it was
decided to include the TP regulations
in the upcoming Tax Code, which was
adopted in 2016.The provisions of 2016
Tax Code came into force in 2018, but
the implementation of the TP regulations
was not yet well-prepared, hence it was
decided that the TP regulations would

come into effect starting from 1 January
2020.
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Nevertheless, the current legal frame-
work of TP regulations is still not com-
plete for conducting tax administration.
In this regard, a project on amending TP
regulations was proposed in early 2021,
the outcome of which became effective
on 13 April 2022.

This paper discusses the five biggest
issues of the current TP regulations and
the proposed amendments and additions
which will facilitate the conduction of tax
administration.

2.The Five Biggest Issues in
TP Regulations

Based on the OECD TP Guidelines,
the current TP regulations of Armenia are
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far from complete. Compared with internation-
al best practices, Armenian TP regulations lack
several important provisions, making it prob-
lematic to conduct tax administration and en-

sure tax comp]jance.

2.1 Issue No. 1

According to the Armenian Tax Code, the
TP regulations are applied to profit tax, VAT
and royalties paid for the extraction of natu-
ral resources. It is quite problematic to include
VAT transactions in the TP regulations for two
reasons. Firstly, most countries do not include
VAT transactions in their TP regulations, as it
could cause difficulties in tax administration.
Secondly, taking into account some peculiar-
ities of the Armenian Tax Code concerning
VAT exemptions, possible difficulties may
arise during TP audits. For instance, an NGO,
which is entitled to a VAT exemption, receives
a grant from its non-resident related party for an
amount of AMD200 million (Armenian dram)
in a reporting period. This transaction may be
controversial during a TP audit, because Article
363 of the Armenian Tax Code stipulates that if
the amount of controlled transactions is more
than AMD200 million during a reporting peri-
od, the transaction(s) should be reported to the
State Revenue Committee of Armenia (SRC).

2.2 Issue No. 2

Chapter 73 of the Armenian Tax Code, a
dedicated chapter on TP regulations, provides
only general framework and the “theory” of the
TP regulations. It includes provisions neither on
conduct of tax administration or procedures of
TP audit, nor on taxpayer compliance. It is re-
grettable that the Armenian Tax Code has pro-
visions on requiring taxpayers to submit notice
on their controlled transactions and preparing
TP documentation, but lacks provisions on how
to check the documentation and how to con-
duct tax administration and tax audit. Moreover,
the current TP regulations do not include pro-
visions on fines and penalties for not submitting
the notice on controlled transactions or docu-
mentations. In fact, many taxpayers do not sub-

mit the notice on controlled transactions and

TP documentations as there is only a fine of
AMD20,000 (approximately USD44) for not
submitting the notice, and there is no fine or
penalty for not submitting TP documentations.
As a result, the lack of practical penalties makes
it difficult for tax authorities to conduct tax ad-
ministration or implement TP regulations when
taxpayers fail to follow the rules.

With regards to the audit procedure of TP
cases, the current regulations do not include
a provision on how and where taxpayers can
make tax calculation adjustments as the profit
tax calculation reports do not contain a part en-
visaged for TP cases. Although there are no TP
audit cases yet, this issue makes it difficult for
taxpayers to make self-adjustment in their tax

calculation reports.

2.3 Issue No. 3

Another regulation that is absent from
the Armenian Tax Code is the three-tiered TP
documentation system. Although the Tax Code
contains an article on TP documentation and
the required information, it does not contain
provisions on the three-tiered TP documenta-
tion system, 1.e., the master file, the local file,
and the Country-by-Country Report (CbCR),
one of the minimum standards of the OECD
BEPS project. The reason why the three-tiered
documentation system is missing in the Tax
Code is that Armenia was not a member of the
OECD BEPS Inclusive Framework (IF) when
the TP regulations were developed in 2014-
2015. In February 2019, Armenia participated
in the OECD BEPS project, and was commi-
tted to amending its legislation to include the
three-tiered documentation system. It is regret-
table that these legislative changes, however,
have not been adopted in the Tax Code.

Now Article 376 of the Tax Code includes
the information a taxpayer needs to refer to in
the transfer pricing documentation. The required
information is as follows:

» Detailed description of the business func-
tions of the taxpayer, including the analysis
of the influence of economic factors on
the processes of pricing of goods, intangi-
ble assets, works and/or services;
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+ Detailed description of the organisational
structure of the taxpayer;

« Description of the controlled transactions,
including the analysis of comparability fac-
tors prescribed by Article 365 of the Code,
as well as the functions performed, assets
used and risks assumed by the parties to
the controlled transaction;

+ Description of the applied transfer pric-
ing methods and the rationale behind the
choice of the particular pricing method in
accordance with Article 368 of the Code;

+ List of the parties to the controlled trans-
actions, including information on the resi-
dence of the party for the purpose of taxation;

+ Description of the sources of information
on the comparable uncontrolled transactions;

+ Calculation of the arm’ length range
(where applicable);

« Financial and other necessary information
on the tested party;

+ Detailed information on the adjustments
made by the taxpayer independently in
accordance with Article 374 of the Code;
and

 Any other information which the taxpay-
er deems important for demonstrating the
conformity of the conditions of perfor-
mance of the controlled transactions with
the provisions of Article 364 of the Code.
It can be said that the above-mentioned ten

points are more or less similar to the informa-
tion that is needed by the local file, according
to the 2017 OECD TP Guidelines. But, being
a member of the BEPS IF requires to adopt
legislative changes and have provisions on im-
plementing its Minimum Standards. Hence, the
Armenian Tax Code needs to include provisions
on BEPS Action Plan 13, namely, the master file,
the local file and the CbCR.

2.4 Issue No. 4

According to Chapter 73 (Articles 360-
378) of the Armenian Tax Code, in particular
Part 1 of Article 363 (“controlled transactions”),
the term “transaction” refers to supply of goods,

alienation of intangible assets, performance of
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works and/or provision of services. In practice,
the scope of this definition is so limited that
taxpayers may wonder whether, for example,
provision of borrowings between related com-
panies, transfer of the right to use an intangible
asset, alienation of financial assets, or concession
right for money demand could be considered as a
controlled transaction. This may result in difficul-
ties when tax authorities carry out TP regulations.

2.5 Issue No. 5

This issue involves the term “taxpayer”, i.e.,
those who are subject to the TP regulations.
Article 362 (“Related Taxpayers”) mentions
the criteria by which two parties can be regar-
ded as related for TP purposes and considered
“taxpayer”. According to Point 11, Part 1 of
Article 4 (“Main Concepts Used in the Code”)
of the Tax Code, however, the term “taxpayer”
refers to an organization or a natural person (in-
cluding an individual entrepreneur, notary) who
has or may have an obligation to pay a tax or
make a payment in the cases prescribed by the
Tax Code or laws of the Republic of Armenia
on fees. The use of this definition in the TP reg-
ulations could be problematic. In international
best practices, TP regulations mainly involve
relationship between resident and non-resident
taxpayers, but tax payment by non-resident tax-
payers in Armenia is regulated by tax treaties.
Therefore, a non-resident taxpayer may not
have the obligation to pay taxes in Armenia, and
thus may not be regarded as a taxpayer for the
purposes of the Tax Code. As a result, it would
be difficult to determine whether the two par-
ties are related under the TP regulations.

3. Proposed Amendments and
Additions to the Armenian TP
Regulations

As discussed above, it is necessary that the
Armenian TP regulations need to be amend-
ed to facilitate tax administration practices. A
project was thus proposed on “Making Amend-
ments and Additions to the Tax Code”, which
came into force on 13 April 2022. The project
tackles the above-mentioned issues and presents
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the following “solutions” to each of them:

For Issue No. 1 Examining the interna-
tional best practices on TP regulations, the pro-
ject found that TP regulations in most countries
cover profit tax (i.e., corporate income tax) and
royalty payment for the extractives in some cas-
es (including in Armenia). Very few countries,
however, apply TP regulations to VAT. Given
this, the Project removed VAT from the Ar-
menian TP regulations. This change also solved
possible issues that the taxpayer would have
faced in case of keeping the VAT within the TP
rules framework.

For Issue No. 2 The Project separated
the TP audits from other tax audits and de-
signed the exclusive procedure of TP audits.
To be more specific:

+ Audit duration: 90 working days, with a
possibility to be extended for another 90
working days;

« Statute of limitations: up to 5 years;

« Tax calculation report: a separate report
from that of a general tax audit, which will
be elaborated later and used only for the
purposes of TP adjustments; and

« Risk criteria: to be developed as the basis
for TP audits.

Also, a system of fines and penalties will be
implemented. For taxpayers who fail to submit
the notice on controlled transactions, the fol-
lowing fines will be imposed:

(1) AMD5 million (approximately USD11,000)
— for companies having more than AMD?2 billion
(approximately USD4.4 million) turnover during
the previous tax year;

(2) AMD?2 million (approximately USD4,400)
— for companies having more than AMD!1 billion
(approximately USD2.2 million) turnover during
the previous tax year;

(3) AMD1 million (approximately USD2,200)
— for companies having less than AMD?1 billion
(approximately USD2.2 million) turnover during
the previous tax year; and

(4) For taxpayers who fail to file a controlled
transaction in the notification form, a fine of
AMD500,000 (approximately USD1,100) would
be imposed.

For taxpayers who fail to submit TP doc-
umentation to the SRC within the set period
(30 working days, according to Article 376 of
the Tax Code), a fine of 10% of the value of
the transaction would be imposed, and for late
submission, a penalty of 0.04% of the value of
the transaction for each day late.

For Issue No. 3 The Project added a pro-
vision on the three-tiered TP documentation
in accordance with the OECD TP Guidelines
(2017) and BEPS Action Plan 13. An article on
Advanced Pricing Arrangement (APA) was also
added to the TP regulations, and will be put into
effect on 1 January 2024.

For Issue No. 4 The scope of the term
“controlled transaction” was extended to cover
the following activities: (1) provision (or receipt)
of the right to use an intangible asset; (2) pro-
vision (or receipt) of borrowings; (3) provision
(or receipt) of the concession rights for money
demand; and (4) alienation of a financial asset.
It is important to extend the scope of the term
“controlled transaction”, which will help pro-
mote tax compliance and prevent tax base ero-
sion.

For Issue No. 5 The term “taxpayer” was
replaced by the term “person”, a definition that
covers a natural person, a legal person, a trust or
any type of legal entity, which does have a status
of legal person, according to the legislation of
the contracting states of tax treaties.

4. Conclusion

The current TP legislation of Armenia was
elaborated back in 2014-2015. Since then, the
international standards of TP regulations have
been updated by the BEPS project. As a result,
it is necessary that the Armenian TP legislation
be amended accordingly. Another important rea-
son was that Chapter 73 of the Tax Code did not
contain provisions on the procedure of conduc-
ting TP audits and ensuring tax compliance.

Thus, a project to amend the Armenian TP
regulations was launched to tackle the five bi-
ggest issues in an effort to make the TP regulations
more effective and further enhance tax comp-

liance.

VOL3 NO.1 2022 BELTAND ROAD INITIATIVE TAXJOURNAL 107



ax Practice

Implementation of the Electronic
Cash Register in Sierra Leone

— How Far has the National
Revenue Authority Come?

Joe Winston Scott-Manga

Joe Winston Scott-Manga
Assistant Director

Public Affairs and Tax
Education Unit

National Revenue
Authority

Sierra Leone

Abstract: Sierra Leone National Revenue Authority (NRA) has struggled with a
manual system of tax administration for so many years. The Domestic Tax Department
that deals with Goods and Services Tax (GST) was also overwhelmed by a manual
receipting system, which obviously posed serious threat to revenue growth and the

overall tax administration system. Prior to the digitalization of the processes and

procedures of the tax system, the NRA’s key focus was directed towards increasing
compliance and revenue using other techniques in the absence of automation. The
introduction of the Electronic Cash Register is proving to be a game changer in the
domestic revenue mobilization. This article gives us an insight into how far the NRA
has come in the implementation of the Electronic Cash Register.
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1. Introduction

espite the growing need to

international financial aid by

developing countries around
the world especially in times of eco-
nomic crisis, many countries including
Sierra Leone have considered domestic
resource mobilization as one of their
major priorities. To this end, the Na-
tional Revenue Authority (NRA) has
in recent times dedicated most of its
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efforts towards the utilization of some
of the most recent technologies in the
field of taxation around the world. The
implementation of digital reforms and
its related policies has been rife within
the NRA.

Although several reforms have been
implemented by the authority including
the major ones highlighted in this piece,
the Electronic Cash Register (ECR) will
be the focus of this article.
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2. Implementation of the
Electronic Cash Register

In the last three years, the NRA has wit-
nessed massive digital revolution in different
areas of operations. Parts of the NRA’s activ-
ities are mainly involved with building an ef-
fective system that propagates transparency and
enhancing tax administration which can be
squarely achieved through digitalization. To fa-
cilitate the consistency and efficiency of the data
collection system, the NRA has implemented
the ECR System which is among the three ma-
jor reforms implemented by the authority in
the last three years. The ECR is an electronic
device designed to track the sales of business
transactions by businesses mainly registered
for Goods and Services Tax (GST). The system
comprises the Sales Data Controller (SDC) and
the Certified Invoicing System (CIS) used for
signing receipts and sending this information to
the NRA server. The Electronic Cash Register
device is installed by the authority as part of its
mandates under Section 25 Subsection 1, 2 and
3 of the Finance Act 2018.

In his New Direction manifesto in 2018,
President of the Republic of Sierra Leone Julius
Maada Bio had made commitments to promote

transparency in the country’ tax system.

3. Challenges with the Manual
GST Regime

It is evident that the manual receipting sys-
tem poses serious threat to revenue growth and
the overall tax administration system. Prior to
the implementation of the ECR, the NRA’
key focus was directed towards increasing com-
pliance and revenue through other techniques
in the absence of automation. Among other
reforms implemented by the authority, the ECR
seems to have had the most impact on increa-
sing revenue.

Not only were the operations of the NRA
stuck along the way as a result of the manual
invoicing system and verification, the efficien-
cy of reconciliation was also greatly affected.
Verification of input GST which forms part of
the activities of the NR A requires taxpayers to
claim Input GST payment made during rele-

vant transaction upon the clearance of goods.
However, the manual system poses serious chal-
lenge to the verification of these claims in most
instances because of delay in filing of returns
caused by overlaps in time. Furthermore, time
relapse in filing tax returns by taxpayers had
mostly left the authority with no choice but to
levy penalties on defiant taxpayers, which have
mostly been spurred from both financial and
time wastages.

According to the NRA Commissioner
General Samuel S. Jibao’s statements as pub-
lished in the Sierra Leone Telegraph in October
2020, businesses have been using manual GST
Tax Receipt to undervalue tax returns, while a
receipt is generated that will enable the NRA
to know exactly what the business should pay in
every transaction done with the ECR.

To make the monitoring and reconciliation
of sale transactions easier, the NRA with sup-
port from the government of Sierra Leone and
the Ministry of Finance made 5,000 electron-
ic machines available to be installed at all GST
registered business premises across the country.
This was aimed at minimizing penalties, thereby
promoting voluntary compliance. This action
was however complemented by hosting sev-
eral engagements and weekly trainings specially
designed for taxpayers to ensure ease in the use
of the ECR.

4. Complementing Systems to
the ECR System

Two significant complementing systems to
the ECR are the Integrated Tax Administration
System (ITAS) and the Automated System for
Customs Data (ASYCUDA WORLD). There-
fore, the ECR is far from operating alone. The
former allows for the filing of GST returns
while the ECR interfaces with the latter to ver-
ify claims for input GST collected at Customs.

One of the major achievements made by the
authority over the years is a substantial increase
in tax effort from 12.3% in 2017 to 15.6% in
2021, which accounts for a 3% increment in less
than four years. This however accounted for the
full implementation of only one major reform,
among several reforms which are presently imple-
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mented by the authority. Following the increase

in revenue generation, it is obvious that the full
implementation of not only the ECR, but also
all major reforms will have a substantial increase
in revenue growth and compliance. However, it is
important to note that the implementation of the
ECR will boost revenue in several ways.

5. Misconceptions on the
Implementation of the ECR and
Current Development

Following up on controversies and per-
ceptions held by the public about the motives
behind the installation and use of the ECR
machine, Samuel S. Jibao said in one of his
statements during a press conference held on
22 January 2022 that “Contrary to what people
seemingly believe, the Electronic Cash Register
is not an added tax but rather a means of simpli-
fying business transactions, it is a mere calculator
which records sales as opposed to the complex
device the masses think it is”.

+ That the burden of GST lies on business
owners is not the case.

+ The Commissioner General’s visit to busi-
ness premises was to close businesses, but
the visit was actually geared towards verifi-
cation and installation.

« The input GST was misunderstood as
double taxation.

+ The machine is targeting micro business-
es — there is a different regime for micro
businesses.

« That GST is on all commodities is not the
case — GST is not charged on rice, flour,
baby food, certain pharmaceuticals, etc.

+ There is a 15% automatic increase on all
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goods and services, if receipts are issued on

the machine.

One major misconception is that the hike
in prices was caused by high taxation. The
Commissioner General outlined some mea-
sures taken by the Government to keep prices
within the range of the ordinary individuals.
The removal of import duty on rice, flour, and
oil, the reduction of taxes on essential com-
modities like cement from 20% to 10%, iron
rod from 10% to 5% and cooking gas from
5% to 0% have thus resulted in the loss of bil-
lions of Leones in national revenue every year,
according to Samuel S. Jibao.

There are several challenges in the imple-
mentation and installation of the ECR, ran-
ging from the reluctance in the submission of
accurate taxpayer information, low acceptability
level, to rejection in the acceptance of the cash
machine amongst others.

However, just about recently, the Commis-
sioner General’s verification tour accounted for
a huge turnout in the acquisition and installa-
tion of the cash machine at business premises.
As of February 2022, over 2,800 machines were
installed at business premises across the country,
which accounted for over 50% of the total ma-
chines that were previously commissioned.

No doubt that Sierra Leone is one of the de-
veloping countries in the world that is ready to
change the digitally divided society to an inclusive
informed society capable of breeding economic
independence. In the phase of all the challenges,
the fact cannot be dismissed that both taxpayers
and tax authorities tend to enjoy the convenience
and comfort of a simplified tax regime free from
delay, manual errors and data disruption.
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the development of the BRITACOM in an effort to achieve its vision, i.e., building a
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mechanism that could serve as a model among other local services. This article focus-
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Keywords: Local tax service; BRI; BRITACOM; BRITACEG

1. Introduction

According to the World Bank Group
(WBG), the annual global growth fore-
cast for 2022 has been lowered down from
4.1% to 3.2%, citing the impact from
the recent geopolitical conflict.' David
Malpass, the WBG President, said that the
largest single factor in the reduced growth
forecast was a projected economic contrac-
tion of 4.1% across Europe and Central
Asia.> Higher food and fuel costs being
borne by consumers in developed econo-
mies across the world could be the other

factor behind the slowdown in growth

from the forecast.

Undoubtedly, turbulence in the global
economy and revamping of international
tax rules will aggravate tax uncertainties
and cross-border disputes. Meanwhile, the
changing business models and tax com-
pliance issues brought by digital economy
also challenge the sustainability of con-
ventional industries. In addition, as ju-
risdictions are struggling with the finan-
cial impact of the lingering COVID-19
pandemic, there is an urgent need for
capacity building and digitalization of tax

administration. Therefore, it is of practical

1 https://www.reuters.com/business/world-bank-says-war-cut-global-growth-boosts-financing-tar-

get-2022-04-18/.
2 Ibid.
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value to strengthen tax coordination and co-
llaboration among the Belt and Road Initiative
(BRI) jurisdictions so as to help business cope
with such challenges.

With the joint contribution of all parties,
the Belt and Road Initiative Tax Administration
Cooperation Mechanism (BRITACOM) was
established in April 2019, and has scored some
achievements during the past three years. In this
context, Shenzhen Tax Service (STS),” a local
tax service' of the State Taxation Administra-
tion of China (STA), is an active contributor
to the BRITACOM. This paper elaborates on
the significance of local participation, and exa-
mines the actions and achievements, as well as
the future prospects of the STS to facilitate the
development of the BRITACOM.

2. Local Tax Services and the
BRITACOM

Acting under the framework of the BRITA-
COM, local tax services will facilitate the imple-
mentation of the plans of the BRITACOM, and,
in turn, benefit themselves from this process.

2.1 From the BRITACOM Perspective

2.1.1 Underpinning the operation of
the BRITACOM

The BRITACOM has created a platform
for multilateral tax dialogues, where local tax
services can provide resources, such as man-
power and other logistics support in hosting
the Belt and Road Initiative Tax Administration
Cooperation Forum (BRITACOF), working
with task forces of the relevant Action Plan in
conducting researches and drafting reports, as
well as providing trainers for the BRI Tax

Academies (BRITA) under the framework of
the Belt and Road Initiative Tax Administration
Capacity Enhancement Group (BRITACEG).

2.1.2 Leveraging achievements of the
BRITACOM

It is necessary for tax administrations of
BRI jurisdictions to put the achievements of the
BRITACOM into practice, examine the solu-
tions and give timely feedbacks, so that practical
experiences could be collected and shared to
help translating the achievements of the BRI-
TACOM into productivity.

2.1.3 Enhancing the collaboration
among BRITACOM participants

As the BRITACOM has been translated
from a blueprint into working plans, the active
contribution of local tax services will help im-
prove this mechanism. Differences of local tax
administrations usually reflect the distinctions
of the tax environment in various jurisdictions.
This allows the BRITACOM to collect ex-
perience and enhance the collaboration of its
participants on the basis of “seeking common
ground while reserving differences”.

2.1.4 Expanding the influence of the
BRITACOM

Only with extensive participation of tax
administrations at various levels, will the BRI-
TACOM become a platform of substantial in-
fluence for international tax dialogues. Local
tax services will improve the overall level of
taxpayer service for the BRI and enhance the
influence of the BRITACOM by making use
of their distinctive advantages. For instance,
Shenzhen could give full rein to its role as the
core city of the Greater Bay Area (GBA)®> with
its technical expertise and talent teams.

3 Shenzhen is located on the southern tip of the Chinese mainland and on the eastern bank of the Pearl River, adjoining

the Hong Kong SAR. Since China’s first special economic zone was established here in 1980, Shenzhen has been a

touchstone for China’s reform and opening-up policy.

4 Tax administrations in China constitute the STA (the headquarters), and tax services top-down at provincial, muni-

cipal, and district or county levels. The local administrations in this article refer to all the other tax administrations in

China except for STA headquarters.

ul

It includes the Hong Kong SAR, Macao SAR and 9 cities in Guangdong Province such as Guangzhou, Shenzhen,

Zhubhai, Foshan, Huizhou, Dongguan, Zhongshan, Jiangmen and Zhaoqing, with a total area of 56,000 square kilome-

ters. It is one of the most open and economically dynamic areas in China.
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2.2 From the Perspective of Local Tax
Services

2.2.1 Expediting resolution of
cross-border tax disputes

Statistics show that, by the end of 2021,
Shenzhen-based enterprises had registered
8,169 subsidiaries or branches in 146 jurisdic-
tions. More than 160 jurisdictions have estab-
lished foreign-funded enterprises in Shenzhen,
and the foreign direct investment projects in
Shenzhen have reached more than 100,000.°
Since Shenzhen is an export-oriented city, the
STS has made a lot of efforts in promoting the
exchange and cooperation with tax administra-
tions of other BRITACOM jurisdictions, so as
to improve the effectiveness and efficiency of
cross-border tax dispute resolution and better
protect the legitimate rights of going-global and
bringing-in enterprises.”

2.2.2 Enhacing the capaticity of tax
administration

The improvement of tax administration ca-

pacity lies in learning advanced ideas and good

practices from others. The BRITACOM offers
a platform for capacity building. Routine oft-
line and online meetings, high-quality seminars
and professional training programs help local tax
services broaden their vision and improve their
capacities. For example, the STS has enhanced
its own capacity by translating tax reports of the
BRITACOM.

2.2.3 Encouraging researches on
international taxation

The BRITACOM is a platform where
local tax services can address challenges arising
from the globalized economy by strengthening
cooperation and dialogue with other tax admi-
nistrations. For example, the STS has contributed
to the BRITACOM by publishing articles in
the Belt and Road Initiative Tax _Journal (BRIT]).

3. Practices of STS in

Contributing to the BRITACOM
Under the framework of the BRITACOM,

the STS is “systematic, optimized and integra-

ted” in its operation, and helps build the BRI

6 http://www.chinadevelopment.com.cn/news/cj/2022/02/1764520.shtml

7 The strategy of going global and bringing in is a major effort by the CPC Central Committee and the State Council

of China to meet the needs of economic globalization and China’s economic development. Going global is a key strategy

to develop the open economy and comprehensively improve China’s opening up to the outside world. The bringing-

in strategy aims to introduce advanced technical talents and leading managerial expertise from abroad, and selectively

attract foreign investments into Chinese market without undermining domestic economic environment.
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and the BRITACOM by optimizing the insti-
tutional structure, improving the collaboration

mechanism and pressing ahead with self-reform.

3.1 Building an Institutional Structure
for Better Operation

The STS has created the 1+2+N BRI Tax
Service System (hereinafter referred to as “the
1+2+N System”), which aims to bring tax-
payer service under the framework of the BRI-
TACOM into the practice of local tax services

by linking this mechanism with local taxpayers.

To be more specific, “1” refers to the STS,
the leading body in Shenzhen to pursue the
BRITACOM vision.

“2” refers to the two sides of the ST'S busi-
ness, i.e., domestic and overseas. With the BRI-
TACOM in place, the STS is better positioned
to offer quality and efficient tax services to
going-global and bringing-in enterprises. In
terms of domestic tax service, the ST'S tailors its

services for bringing-in enterprises, and hence

BRI Tax Service 1+2+N Local Practice System
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improves tax compliance and social satisfaction
with various measures. As for overseas service,
the STS builds an overseas BRI tax service
platform through tax officials dispatched to
work in foreign jurisdictions, the BRI colla-
boration base and overseas points of contact,
so as to help going-global enterprises enhance
their international competitiveness.

“N” refers to the existing four-tiered insti-
tutional system of the BRI tax service, which
encompasses the operation base at the STS
headquarters, the collaboration bases at local
governments, the service bases at enterprises
and the demonstration bases at sub-offices.
Specifically, the operation base at the STS
headquarters, also known as the Collabora-
tion Center, makes the overall planning of the
aforementioned bases in different tiers. The
collaboration bases at the local governments,
established under the joint efforts of the Co-
llaboration Center and the designated local
government agencies, break the administra-
tive barriers among them and ensure that they
work closely. The service bases at enterprises
established by the Collaboration Center pro-
vide direct services for domestic and overseas
enterprises. The array of demonstration bases
at the sub-STS offices carry out the pilot pro-
jects of the BRITACOM, provide personnel,
venue and other resource support for the BRI-
TACOM, and formulate unified standards for

taxpayer service in BRI jurisdictions.

3.2 Contributing to the Improvement of
Taxpayer Service in BRI Jurisdictions

The STS is well positioned to facilitate the
comprehensive development of taxpayer service
in BRI jurisdictions under the framework of
the BRITACOM.

3.2.1 Providing manpower support

The STS attaches great importance to the
cultivation of international tax officials. In re-
cent years, the STS has speeded up the recruit-
ment and training of talents with good foreign
language skills, establishing a talent team of
more than 220 people with a good command
of both foreign languages and international tax
rules. Their working languages cover all the o-

fhicial languages of the United Nations. At the 1*
BRITACOF in April 2019 hosted by the STA,
the STS sent a team of 17 tax talents who can
speak six foreign languages to support the logis-
tics and liaison of the conference.

In addition, the STS focuses on fostering
trainers for the BRITACEG. Three tax officials
of the STS have been selected as trainers of the
BRITACEG. The STS also encourages tax offi-
cials to further participate in the BRITACOM
task forces and seminars. In this way, the STS
builds its team with expertise in taxation, for-
eign languages and teaching methods.

3.2.2 Offering optimal venues

Thanks to the geographical features and
preferential policies of Shenzhen, the STS o-
ffers a wide range of venues for on-site visits
and training programs as well as academic semi-
nars, thus expanding its “circle of friends”. In its
demonstration bases for BRI tax service, the STS
has successively received visits of seven groups
with a total of 101 international experts, tax o-
fhicials and representatives of multinational en-
terprises from 30 jurisdictions in recent years.
To further enrich the content and form for
demonstration and upgrade taxpayer service,
the STS has set up two Demonstration Bases
at district-level offices, where world-class di-
gitalized taxpayer service halls with systematic
administration and service in international tax
are equipped.

Apart from making more friends, the STS
has become a good disseminator as well. With
the arrangement of the STA, through its offi-
cials dispatched to work at international orga-
nizations and Chinese embassies in foreign ju-
risdictions, the STS showcases the progress and
achievements as well as its experience in taxpay-
er service and tax administration. It also shares
the local experience of how to solve tax disputes
among BRI jurisdictions. At present, overseas
STS officials, with a good command of En-
glish, French, Arabic and Russian, are working
at the headquarters of the International Bureau
of Fiscal Documentation (IBFD) in Amster-
dam, and some Chinese embassies in different
continents. They are committed to building a
fair and modern international tax system for China.
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3.2.3 Showcasing technical advance-
ment

The 2" BRITACOF took the theme of
“Digitalization of Tax Administration”, during
which tax administrations of many jurisdictions
shared experience on tax administration digi-
talization, tax service digitalization, new tech-
nologies in taxation and so on. The STS fo-
llows the STA blueprint on digitalization closely
and contributes its fair share as a forerunner in
Smart Taxation. It is one of the earliest to adopt
smart technologies like blockchain invoice and
non-contact taxpayer service. It keeps upgra-
ding the smart administration for cross-border
transactions so as to improve its digitalized tax
administration for international tax issues. For
one thing, at the STS, “one network for all tax
matters of cross-border transactions” is built
for the maximum benefit and convenience of
taxpayers, and taxation integration in the Pearl
River Delta® is hence initiated. For the other,
it has built a digital management platform for
international taxation. The STS has improved
its online service for cross-border filing and
payment, and automated tax administration and
collection on the basis of data integration and
intelligent regulation on non-resident enter-

prises.

3.3 Enhancing Capacity at the Local Level

3.3.1 Broadening the global vision of
local tax officials

The BRITACOM offers a new gateway for
local tax administrations to engage in interna-
tional affairs. In the context of global pandemic,
the STS who focuses on the BRI tax service
keeps enhancing its international presence.

By participating in online and offline
events, such as international conferences and
tax seminars, the STS benefits a lot in terms of
organizing international training programs and

conferences, and grows together with its foreign

counterparts via exchanging views on hot tax
issues and sharing tax administration experience.

The STS builds its own top expert panel
on international taxation by teaming them up
in task forces and in projects. These experts have
grown to be competent participants in formu-
lating international tax rules.

A talent team of local tax officials 15 also
taking shape as the STS sends them to serve as
trainers for the BRITACEG training programs.
These officials constitute the talent echelon of
the STS, enabling the STS to play a greater role
in building a win-win tax environment.

3.3.2 Improving taxpayer service

As a platform for mutual learning and refe-
rence, the BRITACOM helps BRI jurisdictions
to improve taxpayer service together. During the
process, the STS has contributed valuable local
experience.

* Expediting Dispute Resolution

Drawing on its practical experience, the
STS has set up an efficient dispute resolution
mechanism via three steps so as to reduce the
compliance cost of enterprises, which is condu-
cive to their future development.

Step 1: The STS takes the organization-wide
approach in building the mechanism, so that all
the sub-offices adopt the unified standards in tax-
payer service and dispute resolution.

Step 2: The STS pursues consistency in ad-
vance ruling for dispute resolution in major cities
of the GBA.

Step 3: The STS proactively cooperates with
local tax administrations of other BRITACOM
jurisdictions in settling tax disputes and proposes
valuable suggestions to the STA headquarters and
other competent authorities.

To this end, the STS has established a new
model of taxpayer service in overseas industrial
parks through the Collaboration Center. This
model works to build a channel for going-
global enterprises to better discuss tax issues

8 Pearl River Delta is short for the Pearl River Delta Economic Zone, which was proposed by the Guangdong Provin-

cial Committee of the CPC on 8 October 1994. It is located in the south-central Guangdong Province of China, with

a total area of 55,368.7 square kilometers, covering 9 cities comprising Guangzhou, Foshan, Zhaoqing, Shenzhen,

Dongguan, Huizhou, Zhuhai, Zhongshan, and Jiangmen.
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with overseas-based STS tax officials, ope-
rators of the parks and tax officials at both the
local and central levels of BRI jurisdictions. In
this connection, the STS analyzes the invest-
ment structure, business mode and scale of these
enterprises, and establishes the points of contact
by sending officials to work at overseas indus-
trial parks invested by China. In recent years,
the STS has facilitated dialogues among the
China-Vietnam Cooperation Park, the Shen-
zhen enterprises investing in Vietnam, and the
Vietnam-based STS officials on tax matters, and
has assisted in settling the disputes on corpo-
rate income tax incentives between the China-
Vietnam (Shenzhen-Haiphong) Economic and
Trade Cooperation Park and the Vietnam Tax
Administration. In addition, it reaches out and
offers guidance for 60 industrial parks in Qian-
hai’ and the National Free Trade Zone Innova-
tion Alliance. This innovative model is a display
of how the STS and its sub-offices offer unique
solutions to help local enterprises cope with
cross-border tax issues.

¢ Streamlining Tax Compliance and
Enhancing Tax Certainty

At the 2™ BRITACOE member tax ad-
ministrations put forward multiple solutions to
issues such as realizing tax certainty, expediting
dispute resolution and streamlining tax com-
pliance in the Wizhen Action Plan (2019-2021).
The STS’s work on tax certainty and streamlin-
ing compliance in the GBA has provided a good
solution from China’s perspective and may serve
as a valuable reference for its peers in BRI ju-
risdictions.

In order to meet the specific needs of the
enterprises in the GBA, the STS has streng-
thened regional coordination in tax enforcement
and explored advance ruling on large business-

es and international tax transactions. At present,

the STS and Guangzhou Tax Service have per-
formed Joint Advance Ruling Management of
International Tax Matters on five types of inter-
national tax matters, such as cross-border equity
transfer. Four cases involving different tax ma-
tters have been successfully closed, with a total of
RMB2.5 billion in transaction and hundreds of
millions of RMB in taxes. This brings tax cer-
tainty to taxpayers with similar needs.

In addition, the STS establishes the mecha-
nism of Cooperative Management of Tax Trea-
ty Treatment in the GBA in view of the reality
that a non-resident taxpayer may have multiple
withholding agents across this area and have to
respond to multiple tax administrations when
tax inspections are undertaken on the qualifi-
cations for treaty benefits. Under this mecha-
nism, tax administrations in different cities share
information, perform joint verification process,
apply unified enforcement standard, and recog-
nize decisions made by their counterparts. Also,
special personnel will be assigned to commu-
nicate with enterprises, collect information and
requirements from enterprises, further optimize
counseling services, respond to tax-related a-
ppeals of enterprises, and respond to questions
about tax policy. This helps improve tax certainty,
reduce the compliance burden and enhance
taxpayers’ satisfaction. Among them, Chow Tai
Fook (Shenzhen) Jewelry Co., Ltd., a renowned
jewelry group, is the first overseas enterprise to
benefit from this mechanism. Chow Tai Fook
has set up 153 companies in the GBA, qualified
for treaty benefits totalling RMB492 million in
corporate income tax. Furthermore, the STS
continuously improves the accuracy of law en-
forcement through training, online information
delivery and door-to-door consultation, so as to
help foreign enterprises properly apply tax poli-

cies and stabilize their investment in China.

9 The Authority of Qianhai is a dispatched agency established by Shenzhen Municipal Government in February 2010.

It is a statutory board implementing an enterprise-style management, but not for profit-making purposes, and fulfill-

ing the corresponding administrative and public service functions. It shall be responsible for carrying out functions

and duties conferred by laws and regulations, and promoting the development of the Qianhai Shenzhen-Hong Kong

Modern Service Industry Cooperation Zone.

VOL3 NO.1 2022 BELTAND ROAD INITIATIVETAXJOURNAL 117



ax Practice

4. Future Prospects

4.1 Giving Full Play to Local Advantages

The BRI is an initiative of win-win coopera-
tion for common development and prosperity
for all relevant parties. Guided by the STA head-
quarters and pursuing the vision of the BRI-
TACOM, the STS will leverage its geographi-
cal advantages and proactively take the initiative
to realize the goal of the BRITACOM. The
1+2+N System will be adopted in Shenzhen
across the board, promoting the convergence of
rules and mechanisms on tax administration and
taxpayer service, and enhancing the efficiency
of tax dispute resolution across the GBA. Dri-
ven by the “IN” bases located in Shenzhen (es-
pecially in the Qianhai Shenzhen-Hong Kong
Modern Service Industry Cooperation Zone,"
Shenzhen-Hong Kong Innovation and Tech-
nology Co-operation Zone'" and Yantian Port),
the Collaboration Center will continue to de-
velop and expand the coverage of such “N” ba-
ses in the GBA.

4.2 Implementing the Nur-Sultan Action
Plan (2022-2024)

The STS will keep improving tax dispute
prevention mechanism, such as advance ruling
and APA, by expanding the scope of application
for advance ruling and facilitating the coordina-
tion and consistency of taxpayer service among
the nine cities in the GBA. Besides, the STS will
support the STA in strengthening digitalized
tax administration by launching training pro-
grams in the BRITACEG, deepening the a-

pplication and sharing of big data, and building
a data governance mechanism suitable for BRI
jurisdictions. Furthermore, it will optimize the
tax environment by establishing archives of go-
ing-global and bringing-in enterprises, sorting
out tax rules and regulations in BRI jurisdic-
tions, and standardizing the offline and online
tax policy interpretation and publicity.
Moreover, the STS will support the STA to
build capacity by encouraging more tax officials
to conduct BRITACOM researches and take
part in BRITACEG training programs, so as to
broaden the horizon of STS tax officials and a-
ttract more talents to join the STS. It will also build
regular communication mechanisms at local tax
service level, such as strategic cooperation with
other tax-related government agencies inclu-
ding the Customs, the Bureau of Commerce, and
the Bureau of Statistics, etc. It will also strengthen
communication by building these good practices
into a cultural brand. The STS plans to publish
quality international tax reports, produce a series
of training materials for the “IN3” bases overseas,
and continue to develop more BRI demonstra-

tion bases and taxpayer service halls.

4.3 Responding to Challenges Arising
from Digital Economy and Changes of
International Tax Rules

Against the background of the rapid deve-
lopment of the digital economy, local tax ser-
vices should improve their ability to respond
to new international tax rules. Recently, the
Two-Pillar solution has attracted wide attention

in international society. The main goal of this

10 The total area is 120.56 square kilometers. The development and construction of the Qianhai Cooperation Zone is an

important measure to support the economic and social development of the Hong Kong SAR,, deepen the cooperation

among Guangdong Province, the Hong Kong SAR and Macao SAR, and build a new pattern of opening up. It aims

to serve as a pilot zone for Shenzhen-Hong Kong cooperation, a zone for system and mechanism innovation, and a

zone for the gathering and structural adjustment of modern service industries.

11 Located in the southern part of Futian District, Shenzhen, and bordering the Hong Kong SAR, the Zone consists of

the Hong Kong Park (approximately 0.87 square kilometers) and Shenzhen Park (approximately 3.02 square kilome-

ters). It aims to build a world-class scientific research center and promote the innovation and development in the GBA.
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solution is to deal with the allocation of taxing
rights through Pillar 1 and the erosion of tax
base through Pillar 2. The Two-Pillar solution
is, in essence, seeking an in-depth co-gover-
nance in taxation through the legal instrument
of multilateral tax conventions.

To this end, the STS, under the instructions
of the STA headquarters, will actively participate
in the assessment of the Two-Pillar solution
and analyze its potential implications on enter-
prises, the economy and tax revenues of Shen-
zhen. At the same time, the STS will further
conduct researches on the impact of hot issues
in international taxation such as the Two-Pi-
llar solution and the carbon border adjustment
mechanism via the 1+2+N System. The STS
will also continue to assist the STA headquarters
in strengthening capacity building, which may
be of some references for BRI jurisdictions to
better respond to the challenges posed by the

ever changing international tax landscape.
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23 December 2021

Virtual Meeting Between Algerian Tax Administration and the BRITACOM Secretariat

A virtual meeting between General Directorate of Taxes of Algeria and the BRITACOM Secretariat was held on 23
December 2021 to discuss the 3¢ BRITACOE With the confirmation of both sides, the 3 BRITACOF with the theme
of Enhancing Tax Administration Capacity Building in the Post-Pandemic Era is to be held on 19-21 September 2022. General
Directorate of Taxes of Algeria will host the 3™ BRITACOF in a hybrid way both in Algiers, Algeria and online.

Expert Analysis  Looal Insights  Events

Direct Tax

ITR Global Tax 50 2021-22: The rise of

March 2022

BRITACOM Listed in the ITR Global Tax 50
2021-22

In March 2022, BRITACOM was listed in International
Tax Review (ITR) Global Tax 50 2021-22. The Global Tax
list is an annual event since 2011, highlighting the most

influential individuals, organizations, and geopolitical events
in the tax world. The article of the ITR titled The rise of the
Britacom points out that there is still intense competition in
global trade, and BRITACOM has a crucial role to play in
forging greater tax cooperation among BRI jurisdictions. This
is a great honor for the whole BRITACOM family, showing
that the concerted efforts made by the entire BRITACOM
community began to pay off in its great cause to contribute
to the establishment of a growth-friendly tax environment.

31 March 2022

Britacom
The Belt and Road Initiative Tax Administration Cooperation Mechanism (Britacom) is set

to become ever more important as BRI jurisdictions open special economic zones to
bolster investment.
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By Josh White

March 10 2022

Virtual Seminar on Advance Tax Ruling of Large Businesses

The Virtual Seminar on Advance Tax Ruling of Large Businesses was held on 31 March 2022. Representatives from the
BRITACOM Council Member Tax Administrations, Observers, the Advisory Board, and businesses attended the meeting. Speakers
introduced their practices in implementing advance tax ruling and raising tax certainty, and also shared their views on the further
improvement of advance tax ruling of large businesses. All participants and speakers contributed to this informative and engaging

event.
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The Milestones of the
BRITACOM Development

18 April 2022

Third Anniversary of the BRITACOM

18 April 2022 marks the Third Anniversary of the BRITACOM.With the firm support and contribution of all relevant parties,
the BRITACOM has progressed smoothly over the past three years and has gained fruitful achievements. The Secretariat set up
a special celebration banner on the BRITACOM website homepage (www.britacom.org) for people to review the milestones of
the BRITACOM and send their best wishes. The pivotal role of all parties in strengthening cooperation and communication, and
deepening sharing and understanding for a brighter future of BRITACOM has all contributed to the vision of building a growth-
friendly tax environment.

27 April - 8 May 2022

Courses on Tax Dispute Resolution

From 27 April to 8 May 2022, the BRITACOM has hosted a training program featuring tax dispute resolution in the form
of live course plus video course with experts introducing theories and sharing experiences. To keep the courses interactive, 37
tax officials from five jurisdictions attended this program with in-depth introduction from the lecturers and exchanges from the
participants. Participants speak highly of the curriculum design, course quality and the faculty, which has definitely enhanced their
capacities in resolving tax disputes.

April 2022

Four Elementary-Level Courses

Since October 2021, the BRITACEG has taken phased steps to launch four elementary online courses on the Belt and Road
Initiative Tax Academy website (https://www.brita.top/#/), covering dispute resolution, digitalization of tax administration, VAT
reform, and taxpayer service, which were open until 15 April 2022. Over 400 tax officials from more than 20 jurisdictions have
attended these courses. Trainees surveyed generally provided positive feedback, expressing their senses of benefit in terms of work
and study, and their willingness to apply the knowledge and skills acquired to their practices in the future.

April 2022

Special Edition on Improving Tax Environment

Given the significance of tax environment on investment attraction, foreign exchange and international competitiveness, the
Nur-Sultan Action Plan (2022-2024) adopted by the 2°* BRITACOF has listed improving tax environment as one of the main
topics and encouraged BRITACOM parties to improve their tax environment by preparing taxation guidelines, optimizing
procedures of tax law application, providing targeted services to taxpayers and improving taxpayers’ compliance. The Special
Edition of the BRITACOM Update on Improving Tax Environment is issued on the BRITACOM website (https://www.
britacom.org/gkzljxz/Update_on_Improving Tax_Environment/) since October 2021, aiming to provide a platform for
BRITACOM parties to exchange views and share experience for improving tax environment. So far, special editions for Georgia,
China, Malaysia, Hong Kong SAR of China, Singapore, and UK have been released.
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Contributions Invited

Dear readers and writers,

We highly appreciate your contribution to the Belt and Road Initiative Tax
Journal (BRITJ), and look forward to your continuous support in the future.

As an official journal sponsored by China Taxation Magazine House in col-
laboration with the BRITACOM Secretariat, BRITJ is committed to serving
as a platform for communication and cooperation among tax administrators,
academia, tax practitioners and other stakeholders around the world, and pro-
viding strong theoretical support and international reference for tax reform and
administration among the Belt and Road jurisdictions.

Given your expertise and reputation in the tax arena, we sincerely invite you
to contribute papers to the journal on such themes as tax issues concerning the
Belt and Road Initiative, the latest development and reform of tax system and
tax administration as well as hot topics in the field of international taxation.
Papers written in English with less than 5,000 words and sent in a WORD for-
mat would be highly appreciated.

Papers can be sent to britj@britacom.org. For more information, please visit
our website: www.britacom.org.

Kind regards,
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