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Pillar Two : GIoBE rules
Global minimum tax of 15%

0 a minimum

Income inclusion rule
Large multinational groups pay a minimum level of tax in each country in
ich they operate
stablishments within scope of |IR

Group
revenues
of €750
million+

Backstop Undertaxed profits rule
rule (backstop if parent does not have IIR)

Subject to tax rule
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Pillar Two : GloBE rules
Status and timing?

OECD Secretary-General Tax Report to G20 Finance Minsters July 2022:

The technical work on Pillar Two is now close to complete, following the
agreement of the model Global Anti-Base Erosion (GloBE) Rules and related
Commentary in November 2021 and March 2022 respectively.
Implementation now lies in the hands of Inclusive Framework members, with
significant progress already made. All G7 countries, the European Union, a

number of G20 countries and many others have already scheduled changes in
their domestic legislation to introduce the Model Rules.
It seems that most are planning for an » which
represents a slight delay. In spite of some delays in reaching agreement

, implementation of

the global minimum corporate tax seems

New Zealand officials issues paper released 5 May 2022.
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Pillar Two : GIoBE rules
Calculation of Effective Tax Rate (ETR)

If < 15% then
top up tax

Covered taxes

Accounting GloBE income
figures to
a

calculate
ETR in . e ) o, . Y e n
b Covered taxes = Current tax expense + Deferred tax expense (recast) +- adjustments
country

GloBE income = Accounting profit +- adjustments
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Pillar Two : GloBE rules
Calculation of Effective Tax Rate (ETR)

GloBE income = Accounting profit +- adjustments:

Excluded from GloBE income Treatment of Capital Gains
-Most dividends =Include revaluations via OCI (PPE) and P&L in net
GloBE income

=Gains on sale of non-portfolio shares

. . . —Electi i )
—Election to substitute accounting stock based Election for realised basis

compensation expense with tax deduction —Ability to spread back gains on tangible assets over

) ) - 5 years
=Gains or losses in reorganisation

—Substance based income exclusion — 5% payroll

=Intragroup financing expenses without increases
Eroup 5 Exp costs + 5% tangible assets (10% & 8% first year)

in intragroup income

. ) , —Gain on sale of shares excluded
=Bribes, fines, penalties
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Pillar Two : GIoBE rules
Global minimum tax of 15%

Quick outs? Watch out for?!

* De minimus thresholds = MNon taxable capital gains

» Safe harbours on CbC data + Accelerated deductions for tax (super

+ Substance based income exclusion deductions, notional interest)
*  Tax credits (non-refundable)
+ Tax [ accounting losses

Low headline rate!
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Pillar One
Reallocation of profits for largest and most profitable businesses

Your notes:

Global turnover above €20 billion and profitability
above 10% margin

Removal / pau:

Reduced threshold of €10 billion potentially in future

Baseline marketing and distribution activities
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Imported mismatch rule in full
effect (unstructured
arrangements) from 2020.

Operational statement released
on steps to for NZ taxpayers to

self-assess imported mismatch
rule for payments to control
group members,

Inconsistencies between
countries starting to emerge.
Meed to understand the tax
law and disclosure
requirements in multiple
countries. What are the
solutions?

NZ enacted hybrid and branch
mismatchrules in 2018, These
are comprehensive and based
on OECD recommendations.
Applies to D/D and D/NI
transactions.
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Look out for potholes!
Inconsistencies between countries (imported mismatch rule)

* Countries identified as having hybrid mismatch legislation

= Tracing not required where payment made to a country with equivalent hybrids
rules

= Inland Revenue and other revenue authorities have not published a white list
* How the tracing mechanism is applied to indirect payments

— OECD tracing and priority rules (waterfall approach)
* Required disclosures and enforcement activity
* Other

= NZ definition of D/D structures

= Treatment of “stranded losses”

— Treatment of consolidated groups
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Rules of the road
Solutions and best practice

Apply for a binding
ruling or indicative
view. Raise tax policy
issues and seek a
remedial fix.

Ensure local
jurisdiction input for
hybrid issues for
offshore entities.

203 Fornfonmataon, oontact Dedoithe Taucha Tobenats Limitad.

Support the position you
are taking on rules and
BEPS disclosures.

Rationalise the use of
entity structures and
consider group elections.
Simplify related party
transactions and
payment flows.
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Inland Revenue Activity / Trends
International questionnaires, BEPS
Disclosure changes, other
mechanisms for gathering
information.

Inland Revenue’s approach to
issuing questionnaires.

Royalties review follow ups.

Financing transactions trends
(OECD guidance on financing
transactions finalised, RTP
complexities, impact of volatility
in interest rates).

Interplay with tax governance.

203 Fornfonmataon, oontact Dedoithe Taucha Tobenats Limitad.

Information Gathering Global Transparency
More instances where IR's  Information sharing /
teams are sharing transparency at an all time
information with other high with IR able to access
organisations. significant global CbCR
e.g. other revenue information.

authorities, NZ Customs

Risk reviews / APAs / Audits
Inland Revenue's transfer
pricing team has been
rebuilding (almost doubled
in size!), causing some delays
to current APAs / audits, but
this is shifting.
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TP in a changed landscape — ongoing impacts of COVID

Inland Revenue late to
Transfer l provide guidance = but
Prici aligns with OECD
ricing
-

Considerations -

Importance of robust
transfer pricing
documentation,
including an “impacts
of COVID" section,
impact on
benchmarking

Inland Revenue have taken strong stance that the benefit of
the wage subsidy should not be transfer priced overseas,
and will adjust (zero tolerance)

Wage Subsidy questionnaire
campaign and follow up
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Transfer Pricing — Simplification Measures
Changes and adoption of OECD measures What next?

Interest rate for application from 1 July 2022
IR small value loans (loans less than NZ510
million) interest rate — base plus 2.50%
margin

Income years on or after 1 April 2021 *

The NZ51 million threshold falls away, meaning if the LVAIGS
definition is satisfied, the 5% mark up can be applied
regardless of the gquantum of the transaction.

Income years on or after 1 July 2018

IR adopted LVAIGS regime - a mark-up of 5% can be applied
if the service fee does not exceed NZ51 million.
All other value driving services should be benchmarked.
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International Tax may look like this
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Until you gain a fresh perspective
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