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Introduction

Global minimum tax rules, also known

as Pillar Two Model Rules, are set to
dramatically change the international tax
landscape and create significant new tax
reporting and compliance requirements for
affected organizations, in every industry.
Developed as part of the OECD/G20

BEPS 2.0 project, these rules are expected to
take effect in 2024.

With the clock ticking, organizations should
consider taking action now to understand
the potential impacts of the Pillar Two Model
Rules and potential develop a comprehensive
plan, with technology at the heart of any
approach. Organizations will need to adapt
their internal processes and systems to
manage the new computations and data
requirements, to calculate their global
minimum tax liabilities and satisfy reporting
obligations.
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What is BEPS
2.0 and why is
everyone talking

about it?

BEPS 2.0 (Base Erosion and Profit Shifting) is
considered the New World Tax System and will
dramatically change the international tax landscape.
The objective is to ensure a minimum level of
effective corporate taxation of large multinational
groups and for the EU, of large-scale purely domestic
groups operating in the Single Market.

BEPS 2.0 consists of Pillar One, which proposes a
partial re-allocation of taxing rights towards market
jurisdictions and Pillar Two, which proposes to
introduce a minimum level of taxation of 15% for
large multinational groups with global turnover over
750m EUR.

The Pillar Two rules are complex and may take effect
as early as 2024. For non-compliant businesses, the
risks are two-fold: legal and reputational risk, and risk
of sanctions for non-compliance (including but not
limited to financial).

The focus of the paper is on the Pillar Two
requirements and how business applications can act
as a key readiness enabler.
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Pillar Two: Income Inclusion Rule (IIR) and
Under-Taxed Payment Rule (UTPR) workflow

Pillar Two will change the international tax landscape. The ETR calculation set out in the Model Rules are
at the crux of the changes.

Identify and classify
Constituent Entities
within scope

Identify MNE
Groups within
scope

Income determined
under the Global
Anti-Base Erosion
(GloBE) rules

Determine

+ + financial accounting !

net income per
Constituent Entity

> Covered Taxes

Identify
Covered Taxes per
Constituent Entity

Effective Tax Rate
and Top-up Tax

Compute
jurisdictional
Top-up Tax for
jurisdictions

IIR and UTPR

Identify the parent
entity liable
for the Top-up Tax
under the IIR

Identify
Constituent
Entities

Adjust Financial
Accounting Net
Income or loss to
GloBE base

Adjust Covered

i 1 Taxes for temporary :

differences and
prior year losses

Allocate
the Top-up Tax
between low-Taxed

Constituent Entities

Determine
amount of Top-up
Tax paid by the
parent entity
under the IIR

Remove
any Excluded
Entities

Allocate GloBE
Income or Loss to

PE or Flow-Through

Entities, if
necessary

Allocate
Covered Taxes as
necessary

Apply De Minimis
amounts where
relevant

Identify the

'+ remaining amount,

if any, that is
allocable under
the UTPR

Identify
location of each
Constituent Entity

Utilize election
where relevant

Take post-filing
adjustments
into account

Calculate liability
for residual Top-up
Tax in the UTPR

jurisdictions through

a UTPR adjustment

The workflow result aims to determine the top-up tax to be paid by the (ultimate) parent entity
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Challenges of Pillar Two

Is your
organization
in scope of the
global minimum

When will

the global tax rules? What is the

minimum tax rules poten'tial cash

impact your ETR impact?
organization? Is your

organization
ready for global

minimum taxes?

Can you What is

manage the impact on
the tax impact existing
on your What data is tax incentives?

organization? needed to

comply and is
it available
within your

systems?

Data availability and sourcing

» Not all data required for the GloBE calculation
might be directly available but must be calculated
specifically for global minimum tax purposes
as the reqgulation differs from standard IFRS
accounting standard and tax definitions, but also
in the new method of aggregation, e.g., now by
jurisdiction/country.

v

The IT landscape is generally unlikely to have

the variety of data needed saved in one place.
Financial and non-financial data, structured and
non-structured, transactional and aggregated
data is required as depicted in the diagram on the
next page.

\4

Some of the non-financial data required for
the rules might not be available in a form that
can be easily used in a solution and require
manual efforts, e.qg., ownership structure or
characteristics of entities.

Timeline

» Enterprises will have limited time to
implement between the time the Pillar
Two rules are brought into national law
and when they will come into effect.

» A BEPS 2.0 run will be dependent on
the closing schedule of all in-scope
entities. Therefore it can only be
performed once all entities have closed
their books and provided information
relevant for the closing entities e.q.,
tax accruals.

r

» There may be tight timelines for
submitting tax filings. There are also
deadlines for the group reporting
calculations and disclosures, which are
anticipated to be due in 2024.

Data harmonization

» Data models even within an enterprise often
differ and are unlikely to be fully harmonized.

» The more data models one enterprise has, the
more complex a Pillar Two solution may be.

Changing Pillar Two rules

» The framework has been introduced quickly and
discussions on the technicalities are still ongoing.

» There will be changes in the future and
jurisdiction-specific differences that will need to
be accommodated in the technology solution.

» Solutions must therefore be flexible and agile
enough to accommodate change in rules.
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» Revenue

» Profits

» Gains from the sale of tangible property
» Excluded equity gain or loss

» Deferred tax

» Excluded dividends

» Pension expenses

» Eligible payroll costs

» International shipping Income

» Carrying value of tangible assets

» Accounting treatment of Intragroup transactions

Income tax accrued

Post-filing adjustments

CFC regime

Transparency

Withholding tax accrued
Deductible dividend regimes
Covered Taxes on passive income
PE status of branches

Domestic minimum tax top ups
Refundable tax credits

Tax treatment of intragroup transactions
Uncertain tax positions

Pillar Two
data readiness

challenge

Factual data Other data

» Number of employees

» Ownership and control

» Nature of tangible assets

» Entity classifications

» Purpose of tangible assets
» Foreign currency exchange

» Independent contractors participating in
ordinary operating activities of MNE Group

Immovable property

Pillar Two carry forwards

Pillar Two elections

Applicable accounting standards
M&A transactions

Social security contributions
Location of tangible assets
Location of employees
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How can business applications support
companies with global minimum tax
requirements?

Given the complexity of Pillar Two analysis and associated calculations, the first step is to understand
specific business requirements based on the enterprise structure, system and process landscape.

Activity

Capture and
combine

Requirement

Collect data needed for analysis

and calculations: financial and
non-financial (e.g., ownership

structure, entity characteristics)

from multiple sources for every
entity in the enterprise

»>

>

Capabilities

With SAP Profitability and Performance Management, it is
possible to connect directly to other systems, SAP e.g., SAP
S/4HANA® and non-SAP systems

Ability to retrieve most input data from SAP S/4HANA Finance
for group reporting and store most results (as adjustment
postings), or work with other financial consolidation solutions
Ability to manually upload spreadsheets

Store and collect all needed data upstream of SAP Profitability
and Performance Management in a Tax Data Hub (similar to a
data lake or warehouse such as SAP Data Warehouse Cloud),
offering potential for other use-cases

Calculate

Calculate the top-up tax,
taking into account the
subprocess which results in the
top-up tax and adjust the rules
as regulations evolve

>

Process and analyze large amounts of data at speed

Leverage multi-dimensional calculations and rules engine
(e.q., for segmentation logic, allocations, IIT, UTPR and STTR)

» Quickly adjust calculations and rules engine as required

Understand the potential
impact on cash, effective tax
rate, and other current and
future tax considerations

Simulate and visualize impact of scenarios to understand the
impact of BEPS 2.0 and drivers

Create intuitive and elaborate dashboards using SAP Analytics
Cloud

File for the top-up tax for all
entities within the jurisdiction

Transform the data into the required output into a predefined
report, for onward filing to the relevant tax authorities

Process
orchestration
EL |
governance

Automatically generate

and process postings in the
source systems based on the
calculations

Partly automated generation and processing of postings in the
source systems based on the calculation

Store calculations, results and
filing data and make available
for audit purposes

Timely and effective data versioning processes
Effective archiving processes

Connect all capabilities listed
above and enable effective
analyzing of the data, activities
and call out required actions

>

»>

Well-orchestrated process through preset workflow including
responsibilities, deadlines and automated notifications

Intuitive way of monitoring processes following ‘manage by
exception process’

Process controls to support better data quality
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The technology stack can comprise of SAP Profitability and Performance Management
a combination of SAP Analytics Cloud for can run either inside and as part of SAP S/4HANA
reporting and analysis, and SAP Profitability and or separately (e.qg., cloud). Input data does not

Performance Management for rules management necessarily need to be duplicated, it can also be
and allocations. SAP Profitability and Performance  read at run-time from its original source (e.qg.,

Management can connect nearly real-time to general ledger balances) and in this way, SAP
SAP Business Warehouse, where also other data Profitability and Performance Management can be
sources can be connected, such as systems for fully integrated with SAP S/4HANA.

employee data, tax data, other financial data etc.

Pillar Two typical technology architecture

______________________________________________________________________

Reporting and
visualization layer

_______________________________________________________________________

! e.g., SAP Profitability and Performance Management
Multi-dimensional i 77T LoIIIIIIIIIIIII TIIIIIIIIIIIII LI e
calculations and rules i Calculation Process i Interimreporting i Simulation and

engine { modeling | management and controls Ewhat-ifanalysis
A H

5 Smart data access | Smart data integration i SAP API
Data warehouse ; 5
and data lakes ; !
SAP S/4HANA
Data sources Sl B Finance for L} .
S/4HANA group aCCOUntlng
reporting
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End-to-end support for a
major tax development

Getting ready for global minimum taxes can be
overwhelming and many organizations are just
getting started. EY teams of local and international
tax, tax accounting and tax technology
professionals can help you understand the complex
rules and assess potential impacts. We can also
work with you to prepare a robust, actionable plan
so that you are ready before the rules are enacted
and effective.

The EY and SAP alliance provides trusted

and strong brand collaboration with the right
capabilities to help large corporations respond to
the challenge. By leveraging core SAP and related
ecosystem SAP applications for tax (such as SAP
Profitability and Performance Management) and
by using EY leading knowledge and experience, the
agile tax function needed yesterday can be realized
today and continue to evolve tomorrow.

EY teams have in-depth experience of designing,
configuring and implementing SAP solutions. We
leverage our experience from other tax, statutory
finance and managerial finance use-cases, such
as operational transfer pricing, sustainability
performance management.

poticy endademen;

Global
minimum

Data and te chﬂo\o@l
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