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Annex A. Detailed Process Map of Amount A

Application of Amount A

Steps 1-2: Scope tests (revenue and de minimis)

Step 1. Apply global revenue test
to MNE group consolidated
financial accounts (e.g. EUR [X])

Does the global revenue of the MNE
exceed the global revenue
threshold?

NO

YES

Step 2. Apply de minimis foreign
source in-scope revenue test (e.g.
EUR X), including the scope
activity tests

N\

Segregate revenue between ADS,
CFB and out-of-scope and apply
Amount A revenue sourcing rules

N

J

|
|
%

Does the MNE have foreign source h

in-scope revenues from ADS and/or
CFB exceeding the de minimis

threshold?
NO YES
MNE is out
of scope of MNE is in scope of Amount A
Amount A

TAX CHALLENGES ARISING FROM DIGITALISATION — REPORT ON PILLAR ONE BLUEPRINT © OECD 2020

Step 1. Global revenue test

* Global revenue test applied to total MNE
group revenue.

* Potential Phased Approach: Threshold
could be set at [EUR X] in the first year and
drop to [EUR X] over a number of years or
be applied for a longer period and then start
the reductions after a post-implementation
review has been undertaken.

* The revenue figure for determining whether
the threshold is met will be drawn from the
MNE group’s consolidated financial
statements.

Step 2. Apply de minimis foreign source

in-scope revenue test

+ The de minimis test would be applied to all
foreign in-scope revenue, with MNE groups
falling below this threshold excluded.

* Potential Phased Approach: Threshold
could be set at [EUR X] in the first year and
drop to [EUR X] over a number of years or
be applied for a longer period and then start
the reductions after a post-implementation
review has been undertaken.

+ Amount A revenue sourcing rules would be
applied to determine source of in-scope
revenue. See Step 6(a).

* This simplifies the application of Amount A,
where the majority of profits will be allocated
to/from the same jurisdiction, and also
excludes MNE groups with de minimis
foreign in-scope revenue.




Application of Amount A
Step 3: Make required adjustments to consolidated
financial accounts

( )

2. Constructing a PBT figure

1

\ distortions )

Prepare Step 3: Determine MNE group
accounts PBT based on consolidated
under financial accounts
standards \_ J
permitted by
UPE NO ( \
jurisdiction | Does the group produce
unless creates consolidated financial accounts?
mater‘igl - YES g
competitive
distortions
Other GAAP : NO Does the parent entity use
acceptable accounting standards that are
unless creates equivalent to IFRS to prepare
material consolidated accounts?
competitive

YES
Starts with the “profit or loss”
statement from consolidated
accounts
J
~N

Adjustments to construct a PBT
figure for Amount A purposes

l
)
PBT

N

Step 3: Determine MNE group PBT

1. Identify and test consolidated
financial accounts

» MNE groups that prepare consolidated
financial accounts that produce equivalent
or comparable outcomes to consolidated
financial accounts prepared under IFRS -
including GAAP of Australia, Canada,
Hong Kong (China), Japan, New Zealand,
the People’s Republic of China, the
Republic of India, the Republic of Korea,
Singapore, and the United States — would
use these as the starting point. Other
MNE groups are estimated to be less than
10% of groups in scope.

Privately held MNE groups that do not
produce consolidated accounts would be
required to prepare consolidated accounts
under standards permitted by their UPE
jurisdiction, provided that those standards
qualify as eligible or, otherwise, do not
result in material competitive distortions.
MNE groups that use GAAP not
equivalent to IFRS will be permitted to
compute Amount A under that GAAP
unless it creates material competitive
distortions.

2. Constructing a PBT figure

* Potential book-to-tax adjustments include:
(1) income tax expense (2) dividend
income and gains or losses arising in
connection with shares; and (3) expenses
that are typically not deductible or limited
for public policy reasons (e.g. fines).
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Application of Amount A

Step 4-5: Segmentation and losses

Step 4. Determine whether the MNE
group has to segment the PBT measure

( )
Calculate Amount A Does the MNE group have
tax base on a group- global revenue of less than
basis* YES [EUR X]?
\ J
s v NO
If hallmarks e ~\
not met Apply segmentation hallmarks
test to determine whether
segmentation is required
If group does not l
disclose operating ( A
segments Amount A applied based on
disclosed operating segments
as rebuttable presumption
|
v v
Alternative segmentation Where profit margin of disclosed
required where disclosed segments does not vary by
operating segments do not more than [x] percentage points
meet the segmentation option to calculate Amount A tax
hallmarks base on a group basis
[ ~ I 4
v

(" Calculate Amount A on a segmented basis,\

apportioning central income or expenses
between segments using revenue as
\_ allocation key where appropriate )

Step 5. Accounting for losses

o J

v v
If the segment/group is in
loss position, the loss is
preserved and carried-
forward.

If the segment/group is in a profit
position, available carry-forward
losses can be deducted.
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Step 4: Scope of segmentation

« Simplified rules to limit the number of MNE
groups that compute Amount A tax base on a
segmented basis. This approach is expected
to limit the compliance burden created by
Amount A and to make the tax certainty
process manageable.

Apply exemption or safe harbour* from
segmentation based on global revenue: MNE
groups with global revenue of less than [EUR
X] would apply Amount A on a group basis.
This threshold would be increased to [EUR X]
for a five-year transition period.

MNE groups not eligible for the exemption/
safe harbour will apply the segmentation
hallmark tests to determine whether they are
required to segment their Amount A tax base
and on what basis.

As a rebuttable presumption, MNE groups
would be required to apply Amount A on the
basis of their disclosed operating segments,
except:

—MNE groups that do not disclose operating
segments should apply Amount A on a
group basis, and

—MNE groups can apply Amount A on a
group basis where the profit margin of
their disclosed segments do not vary by
more than [x] percentage points.

Where Amount A is computed on a segmented
basis, an MNE group would be required to
apportion central or unallocated costs, using
revenue as an allocation key where
appropriate.

Step 5. Accounting for losses

« Ifin the current period, the segment/group has
a loss, this is calculated and carried-forward to
offset against future profits.

« Ifin the current period, the segment/group has
a profit, available carry-forward losses are
automatically offset against these profits for
the purposes of determining Amount A.

* Loss carry-forward rules could be extended to
certain pre-regime losses (i.. losses incurred
by group/segment before the introduction of
the new taxing right).




Application of Amount A

Step 6: Nexus and Revenue Sourcing

e )
Step 6. Apply nexus test to identify
eligible market jurisdictions
. J

~
Step 6 (a) Apply revenue-sourcing
rules to determine the revenue
attributable to each market jurisdiction

2

v

Step 6. Nexus test in each
market jurisdiction

Step 6 (a) Revenue sourcing

* Revenue sourcing is based on
a set of source principles for
the relevant in scope revenue,
supported by a factual
indicator identifying the source
jurisdiction for that type of
activity. The source rules
would vary with the type of
good or service involved.

CFB ADS * Rules apply based on nature
T of revenue. Certain ADS (e.g.
v v social media) fall within other
categories, such as online
Consumer-facing goods Consumer-facing services License / franchise advertising or sale of data
v v * Theindicators are ina
Gnci o Place of fral deﬁvﬁ Principle: Place ofemoymem hierarchy to provide clarity and
ple: 4 or use of the service Principle: Place of_ final qelwery flexibility to reduce compliance
Indicator (hierarchy): For of the good (for intangibles
o0ods sold d\rec(ly o Indicator: attached to goods) or place of burdens as needed.
9 consumers: Y « address where the service enjoyment or use of the service
. . is performed; or (intangibles attached to
. Zre‘ﬁ\?efrr;r;tc!dress For services delivered online: services) Supported by:
+ User profile information ) ) _ « Documentation requirements
For goods sold through an « Billing ad_dress, Indicator (hierarchy): .
. I . * Geolocation; « report by franchisee / * Tax certamty
independent distributor: . IP address licensee:
+ report by d\slrlbulor; . « other available information
k other available mformatly j j
e N A N\
. . Sale or Other . .
Online Advertising . . Online Intermediation . . Cloud computing
Services Allenatllaoar;aof User Platform Services Digital Content Services services
. J \_ J J \L
v v v v v

-

.

~N

Proxy depends on whether
targeting is based on real-
time location of the viewer

or targeted to user.

Principle: Real-time

location of the viewer of

online advertising

ndicator (hierarchy):

« geolocation;
« IP address;
« other location

information
OR

Principle: Ordinary

residence of the viewer of

online advertising

ndicator (hierarchy):

« user profile

information;

« geolocation;
«+ IP address

4 )

Principle: Real-time
location of the user that is
the subject of the data
being transmitted

Indicator (hierarchy):

« geolocation;

« |IP address;

« other location
information

OR

Principle: Ordinary
residence of the user that is
the subject of the data
being transmitted

Indicator (hierarchy):

« user profile
information;

« geolocation;

« IP address

.

Principle: 50/50 split between seller

residential address of seller;
« user profile information

/purchaser. Proxy depends on type o!\

good/service being intermediated
Indicator (hierarchy):

Purchaser:

Tangible goods:

+ delivery address;

* billing address;

« user profile information;

+ geolocation;

« IP address

Tangible services:

+ geolocation;

+ delivery address;

+ |P address;

« user profile information

Intangible goods/ services:

« user profile information

« billing address

+ geolocation;

« IP address;

Seller

Tangible goods:

« principal place of business /
residential address of seller;

« user profile information

Tangible services:

 Address / location where service is
performed;

« user profile information

Intangible goods / services

« principal place of business /

and

J

( )

Principle: ordinary
residence of the
purchaser

Indicator (hierarchy):
user profile
information;

« billing address;
geolocation;

« IP address

Principle: For services sold directly
to individual users: ordinary
residence of the purchaser.

Indicator (hierarchy):
user profile information;
billing address;
geolocation;

IP address

Principle: For services sold to
business for internal use: location
where the business uses the service

Indicator (hierarchy):
customer report;
location of customer’s
operations;
location of the customer’s
employees based on other
available information
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Application of Amount A

Step 6: Nexus and Revenue Sourcing (continued)

Step 6 (b) Apply the relevant
monetary threshold

Step 6 (b) Apply the relevant monetary * The nexus rules will establish
threshold separately for ADS and CFB (i.e. whether the MNE group has a
not aggregating ADS and CFB revenues) significant/active and sustained

engagement in a particular market
jurisdiction. The primary nexus test
(and the only one for automated
digital services) will be a revenue
threshold.

¥ / X \ * Ifthere is a segmentation, the
nexus rule is likely to follow the
AD.S CFB segmentation approach.
If the ADS in-scope If the CFB in-scope + Using a temporal requirement
revenue fO" the revenue for the relevant spanning only one year would
relevant period meets period meets the avoid the complexities of a
the monetary threshold monetary threshold in a multiyear testing period.
in a market (EXM) market (EXM), then plus « For CFB, the “sales’ may not a
factors may apply to sufficient factor to establish nexus
determine whether the in a market jurisdiction, and hence

\ MNE has a nexus / that the country-specific revenue
thresholds is to be complemented
by “plus factors” which could be:
y — Physical presence of the MNE
group in the form of a subsidiary
or a fixed place of business; or

Either of the following — Other form of presence of the
“plus factor” tests is MNE group in the market
met: jurisdiction.

— Simplification: a possible way to
Test 1: Existing physical simplify the administration of the
presence of the group “plus factors” would be to deem
(subsidiary or “fixe place”) these factors to exist once the
or other factors sales of the MNE group exceed a

certain amount in the market

or jurisdiction.
Test 2: CFB revenue in
market over [EXm], plus
factors deemed to exist

/

[ Nexus ]
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Application of Amount A

Step 7-8: Calculation and Allocation of Amount A

( )

Step 7. Calculate and allocate Amount A
using formula

The profitability threshold. Isolate profit in
excess of profitability threshold (i.e. [x%] of
profit before tax to revenue)

The reallocation percentage. Isolate the
portion of the residual profits potentially
allocable to market jurisdictions (i.e. [x%])

Step 7. Formulaic allocation of Amount A
* The quantum of Amount A will be calculated
through a formula that will apply to the tax

\_ Y, base of a group (or segment where relevant),
with three steps:
- N « A profitability threshold to isolate the residual

profit potentially subject to reallocation. As a
simplifying convention, this will be a profit
before tax to revenue ratio.

N J « A reallocation percentage to identify the
appropriate share of residual profit to be
- N allocated to market jurisdictions under

Amount A. This will be a fixed percentage.

* An allocation key to distribute the allocable
tax base amongst the eligible market
jurisdictions (i.e. where nexus is established
for Amount A). It will be based on locally
sourced in scope revenue.

No taxable ( , . A quantum of Amount A could be weighted
presence The allocation key. Apply allocation key (through variations to the formula) to account
i_n a m_ar_ket based on locally sourced in scope revenue. for different degrees of digitalisation between
jurisdiction \ : J in-scope business activities (so called “digital
| differentiation”), or to account for variations in

i profitability between different market

_________ A jurisdictions (so-called “jurisdictional

t

1 Step 8. Potential marketing and distribution !
I profits safe harbour for MNEs with taxable |
presence in the market |

segmentation”).

Step 8: Potential marketing and distribution
profits safe harbour

e 7
_E * An option under consideration is to provide a
P Y - safe harbour where an MNE has a taxable
I Determine the existing marketingand 1 presence in a market jurisdiction to deal with
I distribution profit, and the safe harbour 1 some potential double counting issues
'\ return (Amount A + fixed return) /I * Determine the existing marketing and
“““““ TTTT T T T T T o distribution profits, and determine the safe
_________ Y o ____ harbour return, the sum of: (i) Amount A; and

Potential adjustments to Amount A based
on the difference between these two 1

o ————

(ii) a fixed return for in-country routine
marketing and distribution activities.
Compare the safe harbour return with the

amounts ! ) : o )
_________ I . existing marketing and distribution profits, to
i determine a potential cap to the Amount A
! allocation and hence the quantum of Amount
v A taxable in eligible market jurisdictions.

Quantum of Amount A taxable in eligible
market jurisdictions

Where the existing marketing and distribution
profit exceeds the safe harbour return, there
will be no allocation of Amount A to that
market jurisdiction.

« NB: Other options are being considered to
deal with potential double counting issues.
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Application of Amount A

Step 9: Elimination of double taxation

Step 9: Elimination of Double Taxation
Step 9. Elimination of Double Taxation * The elimination of double taxation is broken
down into two components

~ l / Component 1: Identifying the paying entities

* The identification of the paying entities will be

(" ) broken down into up to four steps:

« Step 1: Activities test. This test will include a
general principle describing the types of
activities a paying entity will perform and

Component 1: Identifying the paying entity

. J

l supplemented by a list of indicia to support its

application.

(" Step 1: Activities test. A qualitative testto ) |« Step 2: Profitability test. For simplicity, this test
identify the entities within a group that make could be aligned with the substance carve-out

material and sustained contributions to an that is being developed for Pillar Two, where

\_ MNE’s residual profits. ) there will be a combined payroll and tangible

l assets profitability test.

- N « Step 3: Market connection priority test. This test
Step 2: Profitability test. A quantitative test to would require that, in the first instance, the
ensure the potential paying entities have the Amount A tax Ilab!llty for_a markgtJunsdlctlon is

capacity to bear the Amount A tax liability. allocated Itola paying entity, that is connected to
J a market jurisdiction through the performance of
l activities identified under the activities test.

~N « Step 4: Pro-rata allocation. Where the entity or
(entities) identified under the market connection
priority test do not have sufficient profits to bear
the full Amount A tax liability for a given market
jurisdiction that liability will-could be apportioned
l between other paying entities within the group
or segment on a pro-rata basis with other back-
stop positions also being considered.

( Step 3: Market connection priority test. As a
priority rule, the Amount A tax liability for a
market jurisdiction would be allocated to an
\____entity that is connected to that market. )

é Step 4: Pro-rata allocation. Any remaining )
Amount A tax liability could be apportioned

between other paying entities on a formulaic Component 2: Methods to eliminate double
pro-rata basis with other back-stop positions taxation
- also being considered. J » The jurisdiction(s) in which the paying entity (or
l entities) are resident will then be provide to
( ) provide relief for double taxation using the
Component 2: Method to eliminate double exemption or credit method.
taxation
. | J
v v
If the exemption method If the credit method applies:
applies: the paying entity the residence jurisdiction
exempt its portion of Amount would provide a credit against
A profit from its taxable its own tax for the tax paid in
income another jurisdiction
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Application of Amount A

Step 9: Elimination of double taxation (continued)

Step 9 (ctd): Paying Amount A to the market
jurisdiction

tax liability to the paying entities in

The MNE group nominates a co-ordinating

entity who computes the Amount A profits

and tax liability and apportions the profit and
proportion determined under Component 1

jurisdictions involved under the tax certainty
process

This computation gets approved by all of the
(see Step 10)

to market jurisdictions (or pays the local entity
who WI|| then pay the market jurisdiction)

The paying entities pay their share of
Amount A tax due by the co-ordinating entity

The co-ordinating entity pays Amount A tax]

Step 9 (ctd): Paying Amount A to the market

jurisdiction

* The MNE group nominates a single entity to
bear all of the administrative responsibility
and legal liability for the payment of any and
all tax due under Amount A by the MNE.

« Jurisdictions would apply either the exemption
method or the credit method to ensure that
double taxation under Amount A is fully
relieved.

* The payment and liability for Amount A tax
could be at the level of the nominated co-
ordinating entity, or, if the MNE prefers
leveraging its local subsidiary in the market
jurisdiction, at the level of that local entity.
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Application of Amount A
Step 10: Submission of self-assessment through
common platform and early certainty process

N
Step 10. Submission of self-assessment Step. 10: Self assessment and early
through common platform and early certainty certalinty process
process
l 4 « Different documentation/filing requirements
and audit and/or MAP involving potentially
fAn MNE group’s co-ordinating entity (usually\ over 100 jurisdictions are not viable options.

An innovative process is needed to provide
certainty regarding the application of
Amount A to MNE groups.

Certainty should be provided to MNEs upon

The lead tax administration validates the self- request, before tax adjustments are proposed,
assessment return and exchanges this with for all aspects of Amount A, including the

other affected tax administrations delineation of business lines, the size of
\ / Amount A, the attribution of profit to market

jurisdictions and determination of relieving

the ultimate parent entity) files a single
Amount A self-assessment return with its lead
tax administration.

jurisdictions.
* First panel (review panel) will include a
If the MNE has requested certainty, a review representative sample of tax administrations
panel of tax administrations is formed which from jurisdictions where an MNE operates or
conducts a substantive review of the MNE has a market’ inc|uding smaller and
group’s self-assessment developing countries.

All tax administrations affected by an
allocation of Amount A will have the
opportunity to object to the review panel’s
decision.
If the review panel cannot reach agreement or
cannot accommodate objections from other
tax administrations, questions will be referred
e : N\ to a determination panel that is required to

[ Possible results ]

. . . reach a decision, which is binding on all tax
Review panel reaches Review panel fails to e
agreement reach agreement adm|n|strat.|ons. . .
* Rules for dispute prevention and resolution
\ / could be embedded in the same instrument
l that introduces rules for the taxation of
4 N\ Amount A, ensuring that the new taxing right
Other affected tax is linked to the availability of the new and
administrations are enhanced tax certainty regime.
invited to accept review
panel recommendation
g J
NO
YES
A A A
MNE receives binding 1 ( Determination panel
certainty (unless MNE | formed to deliver binding
chooses to rely on - decisions on any
domestic remedies) outstanding issues
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