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In October 2020, the Organisation for Economic Co-operation and Development
(OECD) released the report Tax Challenges Arising from Digitalisation — Report
on Pillar One Blueprint: Inclusive Framework on BEPS! (Blueprint).

Whilst the project was originally focused on certain types of digital business, it
has evolved and is likely to impact any consumer facing business (CFB) as well
as businesses that provide automated digital services (ADS).

While much work is yet to be done, and there are many areas where decisions
on specific rates, exemptions, etc., must be taken, the Blueprint does provide
an overview of an ambitious new realm. At over 200 pages, the Blueprint sets
out the OECD’s current thinking in regard to a new international tax model -
one that would take a step away from two traditional and fundamental
international tax principles.

t Available online on the OEDC website.

Contacts:

National Transfer Pricing Leader
Tel: 416-601-6485

Quebec & NCR
Tel.: 514-393-3643
Ontario

Tel.: 905-315-6731
Toronto

Tel.: 416-601-6026
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e First, under the proposals, multinationals may become subject to tax in a
jurisdiction without any physical nexus - a step away from the traditional
concept of “permanent establishment”.

e Second, for multinationals that are in scope, a portion of their global
income would be allocated on a formulary basis without regard to the arm’s
length principle.

The OECD's stated objective is to resolve the outstanding technical matters and
reach a consensus agreement by mid-2021, with implementation of the new
approach by 2024. While this timeline seems ambitious, it needs to be kept in
mind that, in the absence of action on Pillar One, more and more countries
(including Canada) are moving towards adoption of a unilateral solution - in
particular, the use of Digital Service Taxes.

The desire to avoid such unilateral measures, and the impact of retaliatory
trade measures, seems to be creating the political momentum to keep the
project moving forward. Under the proposed new paradigm, companies will
need to determine whether they are potentially in scope based on size; whether
they are potentially in scope based on the nature of their business; and
whether they are in scope based on the level of profitability. Further,
companies that are above (or close to) the size threshold will likely have some
significant new compliance obligations to substantiate and document whether
they are in scope or not, and the basis for establishing the impact of the new
regime.

But what does it mean for the Canadian business community? While there may
be a small number of Canadian companies that will have a material increase in
their overall level of taxation as a result of the new regime, many more will at a
minimum have some compliance obligations. Tax Directors will likely start to
face questions regarding the impact of the new regime on their company’s
effective tax rate and tax department budget.

The following provides an indication of the potential impact for Canadian
businesses.

Prairie Region
Tel.: 403-267-1859
BC Region

Tel.: 604-640-3325

Related links:
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Tests for inclusion in
new regime

Size test

Observations

o It is likely that the new
regime would only apply to
companies with global
revenues over a threshold.
While the OECD has not come
to an agreement on the
revenue threshold, it looks
like the Euro 750 million level
used for country-by-country
reporting is getting serious
consideration.

While the size threshold has
not been agreed, it would
appear based on recent
surveys of the Canadian
business environment that
around 300 Canadian
businesses could be at (or
close to) the size threshold.

Business activity tests

» The new regime applies to
ADS and CFB.

» Many businesses are
specifically exempted.

e It would appear that
considerable work is needed
to reach a consensus on
what types of businesses
are in scope. Based on
current indications in the
Blueprint, 53 Canadian
businesses could be in
scope.

e From a compliance
perspective, it is unclear
what reporting will be
required where businesses
are involved in both in-
scope and out-of-scope
activities.

Profitability tests

» Potentially in-scope businesses
will only be subject to new tax
obligations if global profit
before tax exceeds an agreed
threshold.

1"

o A portion of “residual” income
is allocated to market
jurisdictions.

o Corresponding exclusion from

existing entity(ies).

Impact on affected business

Further work is needed to

reach a consensus on:

- The minimum profit
threshold.

- The portion of excess
profits that would be
allocated to market
jurisdictions.

- Mechanisms to allow for
loss carryovers.

Based on current indications

in the Blueprint, 13 Canadian

public companies and 5

Canadian private companies

could be in-scope.

From a compliance
perspective, extensive
systems upgrades may be
needed to track revenue by
market.

Further work is needed to

reach a consensus on

mechanism to avoid double
tax (exemption vs. credit;
entity(ies) to be impacted;
etc.).

- Depending on mechanism,
it is unclear whether
companies will only face
an increase in global tax,
or if a decrease is
possible.

~300 Canadian
businesses
potentially in-scope
based on size

53 Canadian
businesses
potentially in-scope
based on business

13 public 5 private
companies companies
potentially in- potentially
scope based on in-scope based
business on business

4 companies 9 companies
facing tax with marginal
increasein impact

millions (+or-)

For a small number of companies based in Canada, Pillar One is likely to result
in @ meaningful increase in their global tax burden. For many others, the tax
impact may be low, but the compliance burden may be significant.
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How can Deloitte help you?

Deloitte’s Transfer Pricing professionals can help you understand how this new
regime may affect your business.

If you have any questions on any of the above, please reach out to your
Deloitte representative or any of the individuals noted on this alert.

Deloitte LLP

Bay Adelaide Centre, East Tower
8 Adelaide Street West, Suite 200
Toronto ON M5H 0A9

Canada

This publication is produced by Deloitte LLP as an information service to clients
and friends of the firm, and is not intended to substitute for competent
professional advice. No action should be initiated without consulting your
professional advisors. Your use of this document is at your own risk.

Deloitte provides audit & assurance, consulting, financial advisory, risk advisory,
tax and related services to public and private clients spanning multiple
industries. Deloitte serves four out of five Fortune Global 500® companies
through a globally connected network of member firms in more than 150
countries and territories bringing world-class capabilities, insights and service to
address clients’ most complex business challenges. To learn more about how
Deloitte’s approximately 264,000 professionals—14,000 of whom are part of the
Canadian firm —make an impact that matters, please connect with us on
LinkedIn, Twitter or Facebook.

Deloitte LLP, an Ontario limited liability partnership, is the Canadian member
firm of Deloitte Touche Tohmatsu Limited. Deloitte refers to one or more of
Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee,
and its network of member firms, each of which is a legally separate and
independent entity. Please see www.deloitte.com/about for a detailed description
of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms.

Please note that Deloitte is prepared to provide accessible formats and
communication supports upon request.

© Deloitte LLP and affiliated entities.

To no longer receive emails about this topic please send a return email to the
sender with the word “Unsubscribe” in the subject line.
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