International Journal of Science and Research (1JSR)
ISSN: 2319-7064
SJIF (2020): 7.803

The Implementation of Pillar Two: Global
Minimum Tax and Its Impact on Multinational
Financial Reporting

Piyush Kumar Patel

Accounting Consultant at Steelbro International Co., Inc

Abstract: The implementation of Pillar Two, a cornerstone of the OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting
(BEPS), marks a transformative step in global tax reform by introducing a global minimum tax aimed at curbing profit shifting and
ensuring that multinational enterprises (MNESs) pay a fair share of taxes. This initiative addresses longstanding concerns about tax
competition and revenue erosion by establishing a standardized approach to taxing profits in jurisdictions with low or no corporate tax
rates. For multinational financial reporting, Pillar Two represents both a challenge and an opportunity. On the one hand, MNEs face
increased complexity in compliance as they must navigate the intricacies of new tax calculations, reporting standards, and inter-
jurisdictional coordination. On the other hand, this framework provides a more transparent landscape for tax accountability, fostering
greater consistency and transparency in financial disclosures. The global minimum tax is set to influence transfer pricing strategies,
deferred tax asset valuation, and effective tax rate management, compelling organizations to rethink their financial planning and reporting
processes. Moreover, the uniformity introduced by Pillar Two could reduce the competitive disadvantages previously faced by businesses
operating in high-tax jurisdictions. This article explores the principles underpinning Pillar Two, its technical implementation, and its
implications for financial reporting, focusing on how MNESs can adapt to maintain compliance while minimizing disruptions. It highlights
the need for proactive measures, such as enhanced internal controls, robust data systems, and strategic tax planning, to navigate the
evolving global tax landscape. By analyzing the intersection of tax policy and corporate reporting, this discussion sheds light on the
significance of Pillar Two as a step towards global tax equity and its enduring impact on multinational financial strategies.
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The Organization for Economic Cooperation and
Development (OECD) has long been a pioneer in addressing
global economic challenges, and its Base Erosion and Profit
Shifting (BEPS) framework stands as one of its most
ambitious initiatives. Launched to combat tax avoidance
strategies that exploit gaps and mismatches in tax rules, the
BEPS framework seeks to ensure that profits are taxed where
economic activities generating the profits are performed, and
where value is created. These strategies, often employed by
multinational enterprises (MNESs), erode the tax bases of
high-tax jurisdictions and shift profits to low- or no-tax
environments.

While BEPS addressed many issues, the rise of a digitalized
economy and its complexities exposed the need for further . . . .
reforms. This led to the conceptualization of Pillar Two as ~ BEPS introduced a 15-point Action Plan, targeting loopholes

part of the OECD’s broader project to address tax challenges in ir]ternationa! tax_ _treat_ies, aggressive_ tax p'a“Ping
posed by globalization and digitalization. techniques, and insufficient information-sharing mechanisms

between countries. Key aspects of the framework include
preventing treaty abuse, enhancing transparency through
country-by-country reporting (CbCR), and aligning transfer
pricing outcomes with value creation. This comprehensive
framework represents a significant step toward creating a
fairer and more transparent international tax system.

1.2 Obijectives & Principles of Pillar Two

Pillar Two focuses on establishing a global minimum tax rate
to curtail harmful tax competition and profit shifting. Its
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primary objective is to ensure that MNEs pay a fair share of
taxes, regardless of where they operate. By setting a minimum
effective tax rate, Pillar Two aims to reduce the incentive for
MNEs to allocate profits artificially to low-tax jurisdictions.
The mechanism achieves this by allowing home countries to
impose top-up taxes on profits that are taxed below the
agreed-upon minimum rate in other jurisdictions.

Pillar Two represents a shift in international tax policy,
moving from a focus on tax avoidance mitigation to proactive
tax fairness enforcement. This shift underscores the
importance of addressing systemic imbalances in the
international tax system.

The principles underpinning Pillar Two emphasize fairness,
coherence, and global coordination. Fairness is reflected in
the effort to level the playing field by reducing disparities
between jurisdictions with differing tax rates. Coherence is
achieved by providing a standardized approach to calculating
the effective tax rate and determining adjustments. Global
coordination is critical to avoid double taxation or double
non-taxation and to ensure that jurisdictions work together to
implement and enforce the rules.

1.3 Importance of Financial Reporting in the Context of
Tax Transparency & Compliance

Financial reporting is a cornerstone of modern corporate
accountability. In the context of global taxation, it serves as a
critical tool for promoting transparency and compliance.
Pillar Two, with its focus on ensuring a global minimum tax
rate, heightens the need for accurate and consistent financial
reporting practices. Companies must disclose their effective
tax rates, tax payments, and key financial metrics in a way
that aligns with the new requirements.

As tax systems grow increasingly complex, financial
reporting becomes indispensable in bridging the gap between
corporate strategies and regulatory expectations. It enables
companies to demonstrate compliance with global tax
standards and showcases their commitment to ethical
business practices.

For stakeholders, including investors, regulators, and
policymakers, financial reporting provides the insights
needed to assess whether a company is adhering to its tax
obligations. Transparency in reporting helps identify
discrepancies, discourages aggressive tax planning, and
fosters trust between corporations and the jurisdictions where
they operate.

Financial reporting plays an even more significant role. It
ensures that MNEs’ tax positions are consistently calculated
and disclosed, facilitating the application of top-up taxes
where necessary. This not only supports the objectives of
Pillar Two but also strengthens the broader goals of the BEPS
framework.

1.4 Purpose & Scope of the Article

This article explores the implementation of Pillar Two, its
objectives, and its potential impact on multinational financial
reporting. The primary goal is to provide an in-depth
understanding of how this new global minimum tax

mechanism aligns with the OECD’s broader BEPS
framework and addresses longstanding challenges in
international taxation.

By focusing on the intersection of taxation and financial
reporting, this article aims to shed light on the evolving
landscape of global tax policy. It seeks to guide MNEs,
policymakers, and other stakeholders in understanding and
navigating the complexities of Pillar Two. Ultimately, this
analysis underscores the importance of fostering a
transparent, equitable, and sustainable international tax
system.

The discussion begins with an overview of the principles and
mechanics of Pillar Two, emphasizing its role in promoting
fairness and reducing profit shifting. It then delves into the
implications for financial reporting, highlighting the need for
transparency, consistency, and compliance in an era of
heightened scrutiny. Additionally, the article examines the
challenges MNEs face in adapting their reporting practices to
meet these new demands.

2. Overview of Pillar Two

The global minimum tax under Pillar Two represents a
significant shift in international tax policy, aimed at
addressing the challenges posed by profit shifting and tax
base erosion by multinational corporations (MNCs). With
globalization enabling corporations to exploit gaps in
international tax rules, the Organization for Economic Co-
operation and Development (OECD) has led efforts to build
consensus on reforms that ensure a fairer distribution of tax
revenues among jurisdictions. Pillar Two introduces a global
minimum tax framework, which, if implemented effectively,
will reshape the way MNCs approach tax planning and
financial reporting.

2.1 Key Elements of the Global Minimum Tax Proposal

The core of Pillar Two lies in its objective: to ensure that
MNCs pay a minimum level of tax regardless of where they
operate. This is achieved through a combination of rules
designed to counteract profit-shifting mechanisms. Below are
the key elements of the proposal:

o Income Inclusion Rule (I1R) The Income Inclusion Rule
is central to Pillar Two, ensuring that profits of
subsidiaries in low-tax jurisdictions are taxed up to the
minimum rate at the parent company level. If an MNC
operates in a jurisdiction where the effective tax rate is
below the agreed minimum threshold, the 1IR allows the
home country of the parent company to tax the income that
would otherwise go untaxed.

The 1IR works by identifying the difference between the
actual tax paid in a jurisdiction and the minimum tax rate
and taxing this shortfall. For example, if the agreed global
minimum tax rate is 15%, and a subsidiary pays an
effective rate of 5%, the parent company's jurisdiction can
impose a top-up tax of 10%.

This mechanism serves as a deterrent against the use of
low-tax jurisdictions for profit shifting and aligns with the
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broader objective of creating a level playing field in
corporate taxation.

Thresholds for Application: Coverage of Large MNCs
Pillar Two specifically targets large multinational
corporations that meet certain revenue thresholds. This
ensures that the framework focuses on entities with
significant cross-border operations, which are more likely
to engage in profit shifting.

The revenue threshold for coverage is designed to exclude
smaller businesses from compliance burdens while
capturing the majority of profit-shifting activities. For
example, thresholds around €750 million in global
revenue have been considered to align with existing
international tax reporting requirements, such as those
under  Country-by-Country  Reporting  (CbCR).
This targeted approach ensures that the rules are
proportionate, focusing on entities with the greatest
potential to impact global tax revenues.

Undertaxed Payments Rule (UTPR) The Undertaxed
Payments Rule acts as a backstop to the IIR. It targets
situations where low-taxed income is not subject to tax
under the IIR, either due to the parent company’s
jurisdiction not adopting the rule or gaps in its application.
The UTPR allows other jurisdictions where the MNC
operates to deny tax deductions or impose withholding
taxes on payments made to the low-tax entity.

By imposing additional tax measures at the source of
payment, the UTPR ensures that income shifted to low-tax
jurisdictions does not escape taxation entirely. This
creates a collective responsibility among jurisdictions to
address profit-shifting practices, further solidifying the
effectiveness of the global minimum tax framework.

2.2 Policy Rationale & Global Consensus Building

The introduction of Pillar Two stems from the recognition
that traditional tax rules are ill-equipped to address the
challenges of a digitalized and globalized economy. The
existing international tax system, largely based on physical
presence and source-based taxation, has allowed MNCs to
allocate profits to jurisdictions with minimal or no taxation,
eroding the tax bases of high-tax jurisdictions.

a)

b)

Enhancing Tax Fairness The global minimum tax seeks
to restore fairness in the international tax system. By
ensuring that profits are taxed at least once at a
reasonable rate, Pillar Two addresses concerns about
inequities in tax burdens between MNCs and domestic
businesses. It also provides governments with much-
needed revenue to fund public services and
infrastructure, especially in the wake of increasing fiscal
pressures.

Combatting Base Erosion & Profit Shifting (BEPS)
Pillar Two is a continuation of the OECD/G20 BEPS
project, which identified key strategies used by MNCs to
shift profits and erode tax bases. While earlier BEPS
measures addressed specific loopholes, such as hybrid
mismatches and transfer pricing abuses, Pillar Two
provides a more comprehensive solution by setting a
floor for corporate tax competition. By ensuring a

c)

d)

minimum level of taxation, Pillar Two limits the ability
of MNCs to exploit tax rate differentials and levels the
playing field for businesses operating globally. It also
reduces the incentive for jurisdictions to engage in
harmful tax competition by offering extremely low or
zero tax rates

Securing Global Consensus Achieving consensus on

Pillar Two has required extensive negotiations among

OECD member countries and other stakeholders. The

framework balances the interests of high-tax and low-tax

jurisdictions, addressing concerns about sovereignty and
competitiveness.

« High-Tax Jurisdictions: Countries with relatively
high corporate tax rates have been strong proponents
of Pillar Two, as it protects their tax bases from
erosion and ensures a more equitable distribution of
tax revenues.

o Low-Tax Jurisdictions: While initially resistant,
some low-tax jurisdictions have engaged in the
negotiations to shape the rules in a way that
minimizes potential negative impacts on their
economies. For example, provisions for substance-
based carve-outs have been discussed to
accommodate jurisdictions that genuinely attract real
economic activity rather than serve as tax havens.

The OECD’s inclusive framework has played a pivotal

role in facilitating dialogue and fostering agreement

among over 130 countries. This collaborative approach
is essential for the successful implementation of Pillar

Two, as unilateral measures could undermine its

effectiveness.

2.3 Challenges & Opportunities

While Pillar Two offers a promising solution to the issues of
profit shifting and tax competition, its implementation poses
several challenges:

Administrative Complexity: The IIR and UTPR require
detailed calculations of effective tax rates across
jurisdictions, which can be resource-intensive for both tax
authorities and businesses. Ensuring consistency in the
application of rules across jurisdictions will be critical to
avoiding disputes and double taxation.

Policy Coherence: For Pillar Two to succeed,
jurisdictions must coordinate their tax policies to prevent
gaps or overlaps in the application of the IIR and UTPR.
Multilateral cooperation and robust dispute resolution
mechanisms will be essential to maintaining coherence
and minimizing uncertainty for businesses.

Compliance Costs for MNCs: Large corporations will
need to invest in systems and processes to comply with the
new rules. This includes gathering data on effective tax
rates, recalculating tax liabilities, and aligning financial
reporting with the requirements of Pillar Two.

Despite these challenges, Pillar Two also presents significant
opportunities:

Increased Revenue for Governments: By reducing
profit shifting, the global minimum tax will increase tax
revenues for countries where MNCs operate, enabling
them to invest in social and economic development.

Strengthened Public Confidence: By addressing
perceived inequities in the tax system, the global
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minimum tax can restore public confidence in the fairness
and integrity of international tax rules.

« Fairer Tax Competition: Pillar Two discourages harmful
tax competition, creating a more equitable environment
for businesses to compete based on innovation and
efficiency rather than tax arbitrage.

3. Implementation
Considerations

Challenges &

The introduction of Pillar Two, aimed at establishing a global
minimum tax, represents a significant shift in international
taxation. Its implementation poses several challenges and
considerations for multinational corporations (MNCs). This
section delves into three critical areas: alignment with
national tax laws and regulatory frameworks, technological
and administrative challenges, and variations in tax
jurisdictions, along with their implications for cross-border
compliance.

3.1 Alignment with National Tax Laws & Regulatory
Frameworks

Implementing a global minimum tax requires alignment

between the framework of Pillar Two and the diverse tax laws

of individual countries. This alignment presents both

technical and political challenges:

e Conflict Between Global Standards & Domestic
Policies
Countries often craft tax laws to suit their unique
economic conditions and policy objectives. Pillar Two
introduces a globally uniform standard, which may clash
with existing national laws. For instance, nations with
low-tax regimes designed to attract foreign investment
might face resistance from local businesses and
policymakers reluctant to cede their competitive tax
advantage.

« Double Taxation Risks
Ensuring that income taxed under Pillar Two is not
subject to double taxation remains a complex challenge.
Countries need to establish clear mechanisms to prevent
double taxation, which could otherwise deter business
investment and complicate financial reporting for MNCs.

o Legal Framework Adjustments
Adopting the global minimum tax may require
significant amendments to existing tax codes. These
adjustments must ensure compliance with Pillar Two
while minimizing disruptions to domestic tax systems.
For countries with lengthy legislative processes, this
transition could be protracted and contentious.

« Stakeholder Resistance
Governments may face pushback from influential
stakeholders, including multinational —companies,
industry groups, and local businesses. These entities
might argue that implementing a global minimum tax
hampers economic competitiveness or increases
compliance burdens.

3.2 Technological and Administrative Challenges in
Implementation

The implementation of Pillar Two will require significant
investments in technology and administrative systems. These

challenges are especially pertinent for tax authorities and

multinational companies.

« Digital Transformation Needs for Tax Authorities
Many tax authorities lack the technological infrastructure
to handle the increased volume and complexity of data
associated with Pillar Two. Upgrading systems to
manage cross-border information exchanges and assess
compliance with the global minimum tax will be costly
and time-consuming.

e Training & Expertise
The complexity of Pillar Two necessitates training for tax
administrators and corporate tax teams. Understanding
the nuances of the global minimum tax, including its
interaction with transfer pricing rules and other
international tax provisions, requires specialized
expertise. Developing this expertise on a global scale is a
formidable challenge.

o Costs of Compliance
Implementing Pillar Two compliance systems involves
considerable upfront costs, including investments in
technology, training, and consulting services. Smaller
companies or those operating in multiple jurisdictions
may find these costs especially burdensome.

o Integration with Existing Systems
For MNCs, integrating Pillar Two compliance
mechanisms into existing financial systems presents a
significant challenge. Tax reporting systems, enterprise
resource planning (ERP) software, and other tools must
be adapted to align with the new requirements. These
changes may necessitate collaboration between tax
professionals and IT teams.

« Complex Data Requirements
The global minimum tax introduces new data collection
and reporting requirements. MNCs will need to track and
report income, taxes paid, and economic activity on a
jurisdiction-by-jurisdiction basis. Existing financial
systems may require substantial upgrades to meet these
demands.

3.3 Variations in Tax Jurisdictions & Implications for
Cross-Border Compliance

One of the most significant challenges of Pillar Two lies in

navigating the diverse tax systems of different jurisdictions.

These variations create a complex web of compliance

requirements for multinational corporations.

o Jurisdictional Disparities
Countries have distinct tax rules regarding income
allocation, deductions, and credits. Pillar Two must
account for these differences while maintaining its
objective of ensuring a global minimum tax. Balancing
uniformity with flexibility to accommodate jurisdictional
nuances is a delicate task.

« Developing Economies & Resource Constraints
Developing countries often lack the resources to
implement and enforce complex tax rules. These nations
may struggle to comply with Pillar Two, potentially
widening the gap between developed and developing
economies in the global tax landscape.

« Interplay with Existing Agreements
Many MNC:s rely on bilateral tax treaties to avoid double
taxation and resolve disputes. Pillar Two adds another
layer of complexity to these agreements. Tax authorities
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must ensure that new rules align with existing treaties,
which may require renegotiation in some cases.

o Enforcement & Dispute Resolution
Variations in how jurisdictions interpret and enforce
Pillar Two provisions could lead to disputes between tax
authorities and MNCs. Establishing clear, standardized
procedures for dispute resolution is essential to prevent
prolonged legal battles and uncertainty

o Impact on Cross-Border Transactions
Cross-border transactions, particularly those involving
intangible assets or intercompany pricing, are subject to
heightened scrutiny under Pillar Two. Companies must
evaluate their transfer pricing policies and intercompany
agreements to ensure compliance with the new
framework..

3.4 Broader Implications for Multinational Corporations

The implementation of Pillar Two forces multinational

corporations to reevaluate their financial reporting, tax

planning, and operational strategies.

e Restructuring of Supply Chains
MNCs may need to restructure supply chains and
business models to comply with the global minimum tax
while maintaining profitability. For example, companies
operating in low-tax jurisdictions may face higher tax
burdens, prompting shifts in investment strategies.

o Enhanced Transparency Requirements
Pillar Two increases transparency in global tax reporting.
While this fosters accountability, it also exposes
companies to greater scrutiny from tax authorities,
investors, and the public. MNCs must prepare for
increased pressure to justify their tax practices.

« Corporate Reputation and Public Perception
The global minimum tax is a response to growing public
concern over tax avoidance by MNCs. Adhering to Pillar
Two is not just a compliance issue but also a matter of
corporate reputation. Companies seen as evading the
spirit of the rules may face reputational damage.

o Strategic Tax Planning
Companies must develop new tax planning strategies that
align with the principles of Pillar Two while minimizing
compliance costs and risks. This requires a careful

balance between legal compliance and financial
efficiency.
4. Impact on  Multinational  Financial

Reporting
4.1 Changes in Deferred Tax Calculations & Disclosures

The implementation of a global minimum tax under Pillar
Two has significantly reshaped the landscape of multinational
financial reporting. Central to this is its profound impact on
deferred tax calculations and disclosures. Deferred taxes,
which represent temporary differences between accounting
profits and taxable profits, have always been a critical element
in financial reporting. However, the introduction of a global
minimum tax creates new layers of complexity.

A deferred tax asset that was previously calculated using a
lower jurisdictional rate must now reflect the higher global
minimum rate. This change impacts both the timing and

amount of tax expense reported. Furthermore, these
recalibrations can lead to volatility in reported earnings, as
fluctuations in tax rates directly affect deferred tax valuations.

Under a global minimum tax regime, deferred tax assets and
liabilities must be recalibrated to reflect the new tax rates.
Multinational corporations (MNCs) often operate in
jurisdictions with varying corporate tax rates, some of which
are below the global minimum threshold. With Pillar Two,
any jurisdictional tax rate falling below the prescribed
minimum triggers a top-up tax, ensuring that the effective tax
rate (ETR) meets the global standard. Consequently,
organizations must adjust deferred tax calculations to account
for the anticipated top-up taxes.

Disclosures have taken on greater importance. Financial
statements now need to provide more detailed explanations of
the assumptions and methods used to calculate deferred tax
impacts under Pillar Two. Transparency is paramount, as
stakeholders—including regulators, investors, and analysts—
demand clarity on how the global minimum tax influences a
company’s financial position.

4.2 Accounting Challenges for Global Minimum Tax
Compliance

The transition to a global minimum tax framework has
introduced  significant  accounting  challenges  for
multinational entities, particularly in reconciling different
financial reporting standards like Generally Accepted
Accounting Principles (GAAP) and International Financial
Reporting Standards (IFRS). Each framework has unique
guidelines for recognizing and measuring income taxes, and
these differences complicate compliance efforts.

4.2.1 Operational & Systemic Challenges

The introduction of Pillar Two also requires organizations to
reassess their intercompany pricing strategies and tax
structures. Transfer pricing, which often relies on tax rate
differentials between jurisdictions, must be revisited to align
with the global minimum tax framework. Failure to adapt
these strategies could result in increased top-up tax liabilities,
eroding the financial benefits of current structures.

Beyond reconciling GAAP and IFRS, the operational
challenges of Pillar Two compliance are daunting.
Multinational corporations must implement sophisticated tax
reporting systems capable of handling jurisdictional
calculations at a granular level. These systems must integrate
seamlessly with existing financial reporting tools to ensure
accurate and timely data aggregation.

The need for robust governance and internal controls cannot
be overstated. Companies must establish dedicated teams to
oversee Pillar Two compliance, ensuring that all aspects of
the global minimum tax—ranging from data collection to
reporting—are managed effectively.

4.2.2 GAAP vs. IFRS: A Divergent Landscape

Under GAAP, entities follow ASC 740, which emphasizes the
use of the enacted tax rate to measure deferred tax assets and
liabilities. IFRS, under 1AS 12, takes a slightly broader
approach, allowing for a “substantively enacted” rate. The
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distinction becomes critical in jurisdictions where Pillar Two
has been proposed but not fully legislated. Under GAAP,
companies may need to delay adjustments to their financial
statements until legislation is enacted, while IFRS may
require earlier recognition based on substantive enactment.

The requirement to compute and report the effective tax rate
for each jurisdiction further complicates compliance. While
GAAP and IFRS both mandate disclosure of the ETR, the
granularity required under Pillar Two necessitates a deeper
breakdown of jurisdictional tax impacts. Multinational
companies must develop robust systems and processes to
collect, validate, and report jurisdictional data, ensuring
consistency across reporting frameworks.

Another key divergence lies in the treatment of uncertain tax
positions. GAAP requires a two-step process for evaluating
and measuring uncertain tax positions, focusing on the
likelihood of a position being sustained upon examination.
IFRS, however, uses a probability-weighted approach, which
may lead to different outcomes for similar tax positions under
Pillar Two.

4.3 Case Studies on Early Adopters of Pillar Two

The experiences of early adopters of the global minimum tax
provide valuable insights into its practical implications for
multinational financial reporting. Several corporations,
particularly  in  industries  like  technology and
pharmaceuticals, have already begun aligning their financial
reporting practices with the requirements of Pillar Two.

4.3.1 Case Study 1: A Multinational Pharmaceutical
Corporation

A pharmaceutical giant, with a significant portion of its
operations in low-tax jurisdictions, encountered unique
challenges under Pillar Two. The company’s transfer pricing
strategies, which relied on cost-sharing arrangements,
required a complete reassessment to avoid additional tax
liabilities.

The firm adopted a phased approach to compliance,
beginning with a jurisdictional risk assessment to identify
areas most likely to trigger top-up taxes. It then engaged with
tax advisors to redesign its transfer pricing policies, ensuring
alignment with the global minimum tax framework. The
company also enhanced its financial disclosures, providing
stakeholders with detailed explanations of the anticipated
impacts of Pillar Two on its financial position.

4.3.2 Case Study 2: A Global Technology Giant

One leading technology firm, operating in over 50 countries,
faced significant challenges in adapting to the global
minimum tax. Historically, the company benefited from
intellectual property (IP) arrangements in low-tax
jurisdictions. With the implementation of Pillar Two, these
arrangements became less advantageous, as the firm was
required to pay top-up taxes to meet the global minimum rate.

To address these challenges, the company overhauled its tax
reporting system, investing in advanced analytics tools to
calculate jurisdictional ETRs. It also established a dedicated
compliance team to ensure accurate reporting under both

GAAP and IFRS. While the initial costs of these changes
were substantial, the company viewed them as necessary
investments to maintain transparency and investor
confidence.

4.3.3 Key Takeaways from Early Adopters

The experiences of these early adopters underscore several
critical lessons for other multinationals. First, proactive
planning is essential. Companies that begin assessing the
implications of Pillar Two early can develop comprehensive
compliance strategies, mitigating the risk of unexpected tax
liabilities. Second, investment in technology and expertise is
crucial. Advanced tax reporting tools and skilled personnel
are indispensable for managing the complexities of a global
minimum tax regime. Finally, transparency is a key driver of
stakeholder trust. Detailed and accurate disclosures help
organizations maintain credibility with regulators and
investors alike.

5. Strategic Implications for Multinational
Corporations

5.1 Shifts in Operational Structures & Profit Allocation
Methods

The global minimum tax compels multinational corporations
to rethink their operational structures. Many firms previously
optimized their corporate footprints based on tax efficiency
rather than operational needs. This has led to scenarios where
key value-driving functions, such as IP ownership or
financing activities, are located in jurisdictions with favorable
tax regimes but minimal operational activity.

Firms are rethinking how profits are allocated among
subsidiaries. This involves assessing transfer pricing models
to ensure they align with the principle of economic substance.
For example, profits allocated to a subsidiary must reflect the
genuine risks borne, assets owned, and functions performed
in that jurisdiction. This requires a detailed understanding of
where value is truly created within the organization.

Under a global minimum tax regime, these structures may
require substantial revisions. Companies must evaluate
whether maintaining entities in certain jurisdictions is worth
the administrative complexity and potential reputational risks.
There is an increasing trend toward aligning profit allocation
with the location of substantive operations and actual value
creation. This alignment is not just a compliance measure but
also a necessity to withstand scrutiny under the new tax
framework.

Another significant shift lies in the management of intangible
assets, such as patents and trademarks. Many corporations
have historically centralized ownership of these assets in low-
tax jurisdictions, but the global minimum tax could erode the
advantages of this practice. As a result, companies may
decentralize intangible asset ownership, placing it closer to
the markets and operations that utilize these assets.

5.2 Adjustments in Global Tax Planning Strategies

The implementation of a global minimum tax represents a
seismic shift in international taxation. For decades,
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multinational corporations (MNCs) have strategically
leveraged low-tax jurisdictions to optimize their global
effective tax rates. These practices often involved routing
profits through subsidiaries in tax havens, employing transfer
pricing strategies, and utilizing intellectual property (IP)
regimes to minimize tax burdens.

Tax planning is now more closely tied to compliance and
transparency. Governments around the world are likely to
scrutinize corporate structures even more intensely. To
mitigate risks, multinationals are leaning into more robust
compliance frameworks, emphasizing detailed reporting and
documentation. Companies may also explore strategies such
as increasing investment in research and development (R&D)
in countries with tax incentives for innovation, creating a
more direct link between operational activity and tax
advantages.

With the advent of a global minimum tax, these strategies are
becoming less viable. Multinationals must now reevaluate
their tax planning frameworks to account for the minimum
threshold that could apply universally across jurisdictions.
For instance, traditional tax arbitrage strategies—where
profits are shifted to low-tax jurisdictions—may no longer
yield significant benefits. Instead, companies are pivoting
towards operational efficiency, focusing on generating
genuine economic activity in higher-tax jurisdictions to
justify their profit allocation.

5.3 Potential for Reputational Benefits or Risks

The global minimum tax regime not only reshapes financial
considerations but also impacts public perception and
corporate reputation. In recent years, there has been growing
public and governmental scrutiny of tax practices, with large
multinationals often accused of not paying their "fair share"
of taxes. The implementation of a global minimum tax can
serve as an opportunity for companies to demonstrate their
commitment to fair tax practices and responsible corporate
behavior.

Failure to adapt can result in reputational risks. Companies
that are slow to comply or are perceived as exploiting
loopholes in the new system could face backlash from both
the public and regulators. In a world where social media
amplifies public opinion, reputational damage can quickly
translate into financial consequences, such as reduced
customer loyalty or divestment by socially conscious
investors.

For organizations that adapt proactively, there is significant
potential for reputational benefits. Companies that align their
tax strategies with the spirit of the new regulations can
position themselves as leaders in corporate social
responsibility (CSR). This alignment could lead to enhanced
trust among stakeholders, including customers, investors, and
governments. Furthermore, embracing compliance with
global tax reforms can help firms build stronger relationships
with tax authorities, potentially leading to fewer disputes and
audits.

The increased transparency associated with global minimum
tax reporting requirements can expose aggressive tax

planning practices. As more information becomes publicly
accessible, stakeholders—including activist groups and
journalists—are likely to scrutinize corporate tax strategies
more closely. For companies that have historically relied on
opaque structures, this new era of transparency poses a
significant reputational challenge.

5.4 The Path Forward for Multinationals

To navigate these strategic implications, multinational

corporations need to adopt a proactive and holistic approach.

This involves not only revising tax planning and operational

strategies but also fostering a culture of compliance and

transparency. Key steps include:

e Conducting Comprehensive Impact Assessments:
MNCs should evaluate the financial and operational
impact of the global minimum tax on their existing
structures. This includes analyzing effective tax rate
changes, potential increases in tax liabilities, and the
feasibility of maintaining certain entities or operations.

« Revisiting Transfer Pricing Policies: Companies must
ensure that their transfer pricing models reflect economic
substance and comply with the new regulations. This
may involve engaging with external experts to align
policies with international standards.

o Enhancing Stakeholder Communication: Transparent
communication with stakeholders about the company’s
approach to the global minimum tax is crucial. This not
only mitigates reputational risks but also strengthens trust
with investors, customers, and regulators.

o Investing in Technology & Data Management: The
increased reporting requirements associated with the
global minimum tax necessitate robust data management
systems. Companies should invest in technology
solutions that enable accurate and timely reporting across
jurisdictions.

« Collaborating with Governments & Industry Groups:
Active engagement with policymakers and industry
associations can help companies stay ahead of regulatory
developments and contribute to shaping fair and practical
implementation measures.

o Fostering a Compliance-First Culture: Beyond legal
obligations, MNCs should view the global minimum tax
as an opportunity to embed responsible tax practices into
their corporate ethos. This includes training employees,
particularly in finance and tax functions, to adapt to the
evolving regulatory landscape.

6. Conclusion

Implementing Pillar Two, introducing a global minimum tax,
represents a transformative moment in international tax
governance. This initiative addresses the longstanding
challenges of profit shifting and base erosion, ensuring that
multinational corporations pay a fair share of taxes regardless
of their geographical operations. Key findings reveal that
Pillar Two could significantly reduce tax avoidance strategies
by setting a minimum effective tax rate, thereby levelling the
playing field across jurisdictions.

This development has profound implications for
multinational financial reporting. Companies may face
increased tax liabilities and a need for greater transparency,
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particularly in disclosing global operations and tax
compliance efforts. Additionally, aligning accounting
practices with the requirements of Pillar Two will demand
adjustments in tax provisions and deferred tax accounting.

Pillar Two can potentially reshape global tax governance by
fostering a more equitable international tax system. It
reinforces collaboration among countries, moving towards a
unified approach to taxation in a digital and increasingly
borderless economy.

Future research should explore the administrative challenges
of implementing Pillar Two, its long-term economic impacts,
and its influence on investment decisions. As the global tax
landscape evolves, continuous analysis will be essential to
refine its framework and address emerging complexities.
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