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Application of BEPS 2.0 Pillar Two:
compliance obligations, challenges, and actions

More than 140 jurisdictions participating in the Organisation
for Economic Co-operation and Development (OECD) Base
Erosion and Profit Shifting (BEPS) 2.0 Inclusive Framework
have agreed to a two-pillar solution to address the challenges
of digitization and globalization in income taxation. Pillar Two
of this solution mandates a global minimum tax (GMT) of 15%
for multinational corporations with group revenues exceeding
€750 million in at least two of the past four years.

On 29 November 2023, the Vietnam National Assembly
passed Resolution No. 107/2023/QH15 regarding the
implementation of Pillar Two (Resolution 107). This resolution
has been in effect since 1 January 2024, and will be
applicable from the fiscal year 2024 onwards. This marks
Vietnam as one of the frontrunners in implementing the GMT.

Compliance reguirements

Under Resolution 107, a number of compliance obligations arise:

» Required filings include:
» An Information Reporting Return

Scope

Resolution 107 covers both the Qualified Domestic Minimum
Top-Up Tax (QDMTT) and the Income Inclusion Rule (IIR).

The rules apply to multinational enterprises (MNEs) with
consolidated financial revenue of €750 million or more,

for at least 2 years out of 4 years preceding the fiscal year,
except for specific exclusions. Broadly, the QDMTT will be
relevant to the Vietnamese constituent entities of large MNEs
headquartered overseas. The IIR will apply to large MNEs
headquartered in Vietnam, with overseas constituent entities.

» A Top-up tax declaration accompanied by an explanation of discrepancies arising from differences in financial accounting

standards
» The deadline for tax declarations and payments are:

» For QDMTT, no later than 12 months after the end of the fiscal year

» For IIR, no later than 18 months after the end of the fiscal year for the first year in which the MNE is subject to tax, or 15
months after the end of the fiscal year for subsequent years
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Top-up Tax Computation

A simple illustration of the computation of the Pillar Two tax per Resolution 107 is set out below. This is subject to a number of
“safe harbour” exclusions.

Adjusted Covered Tax calculated on
a jurisdictional basis
Jurisdictional Effective Tax Rate
(ETR)

Net GLoBE Income calculated on a
jurisdictional basis

{

Jurisdiction Excess Profit =
Net GLoBE Income -
Substance-based Income Exclusion

Top-up Tax % =

X ETR

Minimum rate (15%) - Jurisdictional

For QDMTT: Jurisdictional Top-up Tax = (Top-up Tax % x Excess Profit) + Any additional Top-up Tax adjusted for current year
For IIR: Jurisdictional Top-up Tax = (Top-up tax % x Excess Profit) + Any additional Top-up Tax adjusted for current year -
Qualified Domestic Minimum Top-up tax amount

New challenges facing in-scope MNEs

New data
requirements

New reporting
requirements

Technology, systems,
processes

» Allin-scope MNEs will be required
to comply with new and extensive
financial and tax reporting
obligations, unless they satisfy one
of the safe harbour exclusions.
Calculations may need to be
performed multiple times annually
for provision purposes.

Global Minimum Tax

Many new data points are required
to be collected and tracked for each
constituent entity to perform the
necessary calculations.

The data requirements vary in
volume, precision and complexity,
depending on the particular
circumstances.

>

In-scope MNEs will need to define
and communicate their data strategy
(headquarters-driven, bottom-up

or a combination), and develop

new processes and technologies to
comply with these rules.



Actions in-scope MNEs need to take

At a minimum MNEs affected by Pillar Two need to undertake the following four key steps to comply with the new regulations.

Safe harbour assessment

In the transition period applying for fiscal years beginning on
or before 31 December 2026 but not including a fiscal year
that ends after 30 June 2028, top-up tax for a fiscal year shall
be deemed to be Nil when one of the following criteria is met:

» De minimis test: The jurisdiction has revenue reported in
the country-by-country report (CbCR) of less than €10
million and a CbCR profit before income tax of less than €1
million.

» Effective tax rate test: The Simplified ETR for a jurisdiction,
as calculated using profit (loss) before income tax from
CbCR, is at least 15% for 2024 (16% for 2025, 17% for
2026).

» Routine profits test: the profit before income tax from the
CbCR is smaller than, or equal to, something known as the
Substance-based Income Exclusion. This is an exclusion
based on an enterprises’ payroll and fixed assets. This test
should be met for a jurisdiction where it has a loss per the
CbCR.

If a jurisdiction does not satisfy the requirements for a
transitional safe harbour, it may still satisfy the permanent
safe harbour test. In such cases, the top-up tax for a fiscal
year will be Nil if one of the following criteria is met:

» De minimis test: The average revenue and the average
income of the jurisdiction, as determined under the
simplified income calculations in accordance with the
reqgulations, are less than €10 million and €1 million,
respectively.

» Effective tax rate test: The ETR for a jurisdiction, as
determined under the simplified income and tax calculation
in accordance with the reqgulations, is at least 15%.

» Routine profits test: The jurisdiction's GLoBE Income, as
determined under the simplified income calculation, is
smaller than, or equal to the Substance-based Income
Exclusion calculated in accordance with the regulations.

Data collection and setup in preparation for tax provisioning

After conducting the safe harbour assessment, if these do not apply, the MNE will need to collect data and perform the necessary
setup in preparation for computing the top-up tax and making tax provisions. This will involve mapping Pillar 2 data requirements
against existing and new data sources (e.qg. tax reporting system, ERP, non-financial data) and identifying where specific new data

requirements are needed.

It has been observed that this step can be challenging due to the volume of new data points, as well as the precision and

complexity of the required data.
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Computing top-up tax and making tax provisions

In-scope MNEs will need to perform numerous adjustments to the information in the financial statements to compute the GLoBE
Income or Loss and the Adjusted Covered Taxes, which are necessary inputs in determining any tax liability.

Submission of the required returns and payment of taxes

Finally, an in-scope MNE will need to submit the returns and pay the necessary taxes.
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