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1. Introduction 

In today’s digital world, the foundational infrastructure of businesses has changed. It relies heavily on online 
communication networks that allow the generation and the exchange of a considerable amount of data 
instantly, which is being processed through data technology tools and used by businesses remotely. The 
mobility of the Digital Economy (DE) and its heavy reliance on intangibles makes it challenging to ensure that 
the taxation is aligned with the location where economic activities take place and where value is effectively 
created.  

Digitalization exacerbated Base Erosion & Profit Shifting (BEPS) issues at the level of both; the market 
jurisdiction (the country from which income originated) and the residence jurisdiction (the home country) of 
the digitalized enterprise. It was at the origin of the phenomenon of so-called "stateless income."  

To date, it is obvious that the international tax rules that have been in place for more than one century do no 
longer fit the new modern global economy and that new rules need to be designed to allow for this changing 
and fast-moving environment while securing transparency, fairness, and long-term sustainable economic 
growth. The change is profound, notable, and very fast, raising several tax challenges, both policy, and 
technical. 

The work on tackling tax issues of digitalization has been the main area of concern and focus of the 
international tax community, particularly since 2013.  Action 1 of BEPS Action Plan, entitled "Addressing the tax 
challenges of the Digital Economy," released by OECD in 2015, was specifically dedicated to addressing the so-
called “Broader tax challenges” related to nexus rules (connecting links to the market jurisdiction to assert the 
right to tax) and profit attribution rules (rules which enable attributing a fair share of profits to the jurisdiction 
where nexus is established, based mainly on the analysis of functions performed, assets used and risks 
assumed), but failed to address them.  

Some proposals were identified, but none of them were ultimately recommended. Further works have been 
carried out by the OECD/G20 Inclusive Framework (IF) under the lead of OECD to agree on a two-pillar solution, 
i.e., so-called BEPS 2.0, to tax the DE and solve any remaining BEPS issues. Other works have also been 
undertaken more recently by the UN aiming at attributing more taxing rights to source jurisdictions over 
specific “Automated Digital Services,” defined as services with little human involvement from the service 
provider, including mainly advertising services, online search engines, social media platforms, and cloud 
computing services. 

In this context, this study is conducted with the aim to outline the specific features, i.e., policy rationale and 
design rules, of both proposals, i.e., the OECD and UN proposals, and analyze the effectiveness of each proposal 
in better tackling and addressing the specific tax challenges of the DE, thus ensuring that multinationals pay a 
fair share of taxes wherever they operate.    

This study consists of two main parts. The first part outlines the specific DE features and explains how they 
challenged the traditional international tax rules. The second part outlines the two proposals and analyzes their 
potential effectiveness in addressing the issue. 

https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.htm
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2. Digital Economy: Specific Features & Broader Tax Challenges 

New business models changed how products and services are produced and delivered and created new ways of 
payments and even new currencies. This change affected almost all sectors of activities. Nowadays, for the 
same business, there could be a "classic" business model and a "digitalized" business model, i.e., a classic 
retailer and an online retailer. 

New digitalized business models include mainly e-commerce, application stores, online advertising, cloud 
computing, participative networked platforms and online payment services. 

All these models have new and standard specific features as opposed to classic business models, which include 
notably1 the mobility of intangibles, users, and functions, the reliance on data and user participation, the 
network effects concerning user participation and possible integration and synergies, and the volatility due to 
low barriers to entry and fast-evolving technology. 

These features are not automatically present concomitantly in the same business. Depending on the business 
model, some of them are more relevant than others, but they characterize digitalized businesses in general. 

In the particular case of highly digitalized businesses, they have very specific features which are, in most cases, 
present simultaneously in any business model. These are2cross-jurisdictional scale without mass3, heavy 
reliance on intangible assets, including intellectual property (IP)4 , and heavy reliance on data and user 
participation and their synergies with IP.5  

All these features, especially the heavy reliance on intangibles and data and the interaction of businesses with 
users, as well as the innovative ways to turn value into revenue under new revenue models, notably advertising-
based revenues6, digital content purchases or rentals7, and subscription-based revenues8, raised tax policy 
challenges which fall under three broad categories, i.e., Nexus, Data, and Characterization. 

Nexus  

In international taxation, nexus rules consist of connecting links to a specific jurisdiction that assert the right to 
tax. So far, nexus rules are based on physical presence. 

In this digital era, digital technology allowed businesses to assign certain substantial functions to specific 
locations away from the market jurisdiction, thus completely interrupting any connecting links to that market 
jurisdiction. It is even possible, thanks to technology, to replace persons with computers in performing many 
substantial activities, such as the decision-making process, and conduct them away from the market 
jurisdiction, without even assigning staff there. 

The nexus issue is exacerbated in the case where the relationship between the user/customer and the non-
resident seller goes beyond the buy/sale operation, where the user/customer interacts with the seller’s 
platforms, for example, by tagging and recommending products, and enhances as such the brand image of the 
seller and increases its business value to other customers in other market jurisdictions.9  

Depending on the revenue model, this user contribution generates indirect value that the business may 
monetize in different ways. However, the allocation of any profit to a specific market jurisdiction remains 
challenging even impossible.  

For example, user contributions coming from a given market jurisdiction and reflected in the value of the 
business can be evaluated and monetized notably in case the business is sold, whereas, in the absence of nexus, 
related capital gains will be taxed elsewhere. 
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Another specific nexus issue raised by the change in the business models due to digitalization is related to the 
fact that certain activities that used to be considered by DTTs as preparatory or auxiliary in traditional 
businesses and did not give rise to a taxable presence in source countries, i.e., delivery activities, appear to be 
rather significant and substantial in DE. 

Data 

In the digital age, a massive amount of data is gathered, stored, and used remotely. Data constitutes a primary 
input into the value creation process in the DE.  Value creation happens when the collected data is processed, 
for example, to better target customers, to enhance the product or service quality, and to better understand 
the customer’s needs, thus resulting in making better commercial decisions. 

The main issue related to data is whether raw data gathered has value. Would the mere collection of data 
generate value, or would it have value after being processed, when it is sold, or when the whole business is 
sold?10 In other words, would it be possible, for the purpose of analyzing functions, assets, and risks, to "assign 
an objective value to the raw data itself, distinct from the processes used to collect, analyze, and use that 
data”?11 

In other words, and according to the value creation concept, value is attributed when there are functions 
performed, assets used, and risks assumed in the jurisdiction. In the particular case of digital data, the mere 
collection of this data does not require any functions to be performed, assets to be used, and related risks to be 
assumed in the jurisdiction from which data originated.  

Let us assume that data is collected in one country using technological tools developed in a second country 
(assets used) and then processed (functions performed) in that second country with related risks being borne 
therein to target customers in the first country.  

The question here is whether a portion of the seller’s profits should be attributed to the first country for the 
mere collection of data? If yes, how would the profit be allocated between the two countries?  

Characterization  

The income characterization is crucial as, under DTTs, it allows the determination of which tax treatment should 
profits generated by digitalized businesses receive. The development of new digital products or means of 
delivering services creates uncertainties in relation to the proper characterization of payments made in the 
context of new business models.12 

One of the issues raised by the DE is whether the income generated under the different digitalized business 
models should be qualified under DTT as royalties13, fees for technical services, or business profits.   

Would infrastructure-as-a-service, software-as-a-service, and platform-as-a-service14 be qualified as services 
and thus the correspondent profits characterized as business profits or as rentals of space on the cloud service 
provider’s servers and thus characterized as royalties for the rental of scientific equipment (if covered by the 
definition of Royalties under the relevant DTT), or as technical services? 



 

7 
 

3. OECD Proposal - BEPS 2.0: Policy Rationale & Rule Design 

Considering the specificities of the DE outlined previously, it was acknowledged by the OECD/G20 IF that, in 
order to attribute a fair share of taxes to market jurisdictions, there is a need for a significant departure from 
the standard international tax rules of the last 100 years, by the design of new nexus rules that overcome the 
concept of physical presence and the adoption of a formulaic approach for profit attribution (Pillar One). 

It was also agreed that the remaining BEPS issues, notably the race-to-the-bottom issue (continuous decreasing 
of corporate tax rates), need to be addressed on the same occasion (Pillar Two). 

As a response to this, the IF designed a two-pillar proposal so-called BEPS 2.0. 

a. Pillar One  

Pillar One comprises three components, i.e., Amount A, Amount B, and a new binding and mandatory dispute 
prevention and resolution mechanism to secure tax certainty of Amount A. 

Amount A  

Amount A consists of the excess profit to be reallocated by in-scope MNEs to market jurisdictions. 

In-scope MNEs are MNEs, the global turnover of which exceeds EUR 20 Billion15 calculated using an averaging 
mechanism. The threshold is to be reduced to EUR 10 Billion, contingent on successful implementation, 
including of tax certainty on Amount A, with the relevant review beginning seven years after the agreement 
comes into force and the review being completed in no more than one year.16 

Amount A is calculated as 25% of the profit in excess of 10% of revenue (i.e., profit before tax/revenue), i.e., in 
case the total profitability is 14%, Amount A will be equal to 1% (25% * 4%). 

Amount A will be allocated to a given market jurisdiction in case the in-scope MNE earns at least: 

- EUR 1 Million in revenue from that jurisdiction, in case the jurisdiction’s GDP exceeds EUR 40 Billion, and 
- EUR 250 000 in revenue from that jurisdiction, in case the jurisdiction’s GDP is lower than EUR 40 Billion. 

Revenue will be sourced to the market jurisdiction with nexus using a revenue-based allocation key. 

Double taxation of profits allocated to market jurisdictions will be relieved using either the exemption or credit 
method. 

Opting to Pillar One implies the removal of all Digital Services Taxes and other relevant similar measures with 
respect to all MNEs, regardless of the turnover, and committing not to introduce such measures in the future.  

Under Pillar One, taxing rights on more than USD 125 billion of profit are expected to be reallocated to market 
jurisdictions each year.17 

Tax certainty 

Pillar One provides for a new binding and mandatory dispute prevention and resolution mechanism to secure 
tax certainty of Amount A. It covers all the aspects of Amount A, i.e., in-scope MNEs, methodology of Amount A 
calculation and allocation, and elimination of double taxation. 
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It is an innovative tax certainty framework that creates two different types of panels, i.e., a review panel to 
conduct prior reviews of all the aspects of Amount A and a determination panel in case the review panel fails to 
reach an agreement. 

An elective binding dispute resolution mechanism will be available only for issues related to Amount A for 
developing economies that are eligible for the deferral of their Peer Review according to the conditions set 
under Action 14 of BEPS Action Plan and have no or low levels of mutual agreement procedure disputes18.  

 

Amount B 

Pillar One provides for the application of a fixed return for certain baseline marketing and distribution activities 
that is intended to be consistent with the current transfer pricing standard, i.e., the arm’s length principle, and 
simplified and streamlined, with a particular focus on the needs of low-capacity countries.  

b. Pillar Two 

Pillar Two is designed to address the remaining BEPS challenges: 

- One challenge is to stop the "race-to-the-bottom" and level the playing field by ensuring that large MNEs 
pay a minimum level of tax globally. Pillar Two puts a floor on competition over corporate income tax by 
introducing a global minimum effective tax rate (ETR) of 15%. The mechanism used for this purpose is 
called GLoBE Rules. 

- Another challenge is protecting developing countries' tax base from BEPS payments by granting them 
additional taxing rights over the said payments. The mechanism used for the purpose is called the Subject-
To-Tax-Rule (STTR). 

GLoBE Rules 

GLoBE Rules are based on the rationale that jurisdictions are sovereign and free to determine their tax systems, 
including whether they have a corporate income tax and the level of their tax rates. However, it is also 
acknowledged that other jurisdictions should have the right to "tax back" where the first jurisdictions have not 
exercised their primary taxing rights, or where the payment is otherwise subject to low levels of effective 
taxation.19 

GLoBE Rules apply to each MNE separately, and the ETR of 15% is assessed on a jurisdictional basis.  

Indeed, for a given MNE, in case the jurisdictional ETR is less than 15%, then a top-up tax will be due in another 
jurisdiction which is to be determined according to a top-down approach under the Income Inclusion Rule 
(IIR)20. According to this approach, the top-up tax is due primarily in the UPE’s jurisdiction. However, if the UPE 
did not opt for IIR, then the next intermediate holding company in the ownership chain calculates and pays its 
residence state the top-up tax in respect of its low-taxed subsidiaries. 

GLoBE Rules also provide for the possibility for a low-tax jurisdiction with an ETR below 15% to implement the 
so-called "Qualified domestic top-up tax" to capture any top-up tax that would otherwise be paid by the MNE 
elsewhere. 
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GLoBE Rules apply to MNEs the global turnover of which exceeds EUR 750 Million. They provide for certain 
exclusions from the scope21. They also provide for certain substance carve-outs22 for in-scope MNEs to secure 
efficient and non-abusive tax incentives, as well as a de minimis exclusion for the sake of simplicity.23 

The global minimum ETR is expected to generate around USD 150 Billion in additional global tax revenues 
annually.  

STTR 

STTR targets cross-border intragroup payments24 that exploit specific provisions of the DTTs to shift profits from 
developing source countries to jurisdictions where those payments are subject to no or low rates of nominal 
taxation. STTR adopts a transactional approach. No turnover threshold is required. 

STTR is based on the rationale that a source jurisdiction that has ceded taxing rights in the context of a DTT 
should be able to apply a top-up tax to an agreed minimum rate of 9%, where, as a result of BEPS structures 
relating to intragroup payments, the income that benefits from treaty protection is not taxed or is taxed at a 
rate lower than the minimum rate of 9% in the other contracting jurisdiction.25 

STTR aims to restore taxing rights to the source state. It is designed to help developing source countries protect 
their tax base, notably those with lower administrative capacities.  

It applies to developing countries with a GNI per capita less than the one calculated using the World Bank Atlas 
Method, which amounts to USD 12,535 in 2019. This threshold is to be regularly updated. 

IF members recognize that the STTR is an integral part of achieving a consensus on Pillar Two for developing 
countries. 
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4. UN Proposal: Policy Rationale & Rule Design 

In 2021, the UN Committee of Experts on International Cooperation in Tax Matters added a new article, i.e., 
Article (12B), to the UN MC that would grant additional taxing rights over specific “Automated Digital Services” 
(ADS) to source countries, i.e., countries where the customers of a non-resident service provider are located. 

ADS are defined as services with little human involvement from the service provider, i.e., the user can obtain the 
service automatically thanks to and through IT infrastructure, where almost everything is programmed, without 
needing interaction with the service provider himself. The systems ultimately end up providing the service.  

According to the UN Commentary of Article 12B, “An important indicator of the “automated” concept is whether 
there is ability to scale up and provide the same type of service to new users with minimal human involvement. 
In other words, once the service offering of an automated digital business is developed (such as music catalogue 
or social media platform), then the business can provide that service to one user, or to many more, on an 
automated basis with the same basic business processes”.26 

ADS include essentially27online advertising services28, supply of user data29, online search engines30, online 
intermediation platform services31, social media platforms32, digital content services33, online gaming34, cloud 
computing services35 , and standardized online teaching services36. 

The UN MC also provides for a negative list, i.e., services that cannot be considered as ADS, as follows: customized 
professional services37, customized online teaching services38, services providing access to the Internet or an 
electronic network39, online sale of goods and services other than automated digital services40 and revenues from 
the sale of physical goods irrespective of network connectivity41. 

The definition of ADS does not include payments for royalties and technical services, which remain regulated in 
Article 12A of UN MC.  

Article 12B for ADS is designed to be adopted in DTTs if agreed between the Contracting States. It attributes a 
primary taxing right to source states from where the payment for ADS originates despite the fact that the place 
of effective use and enjoyment of ADS could be in another jurisdiction.  

The primary taxing right allocated to source states is to be exercised through a withholding tax mechanism. 

The withholding tax can be applied on the gross amount of the payment.  

In this respect, the UN MC points out the crucial need for the withholding tax rate to be carefully negotiated with 
the treaty partner. Indeed, a high withholding tax rate might cause non-resident service providers to pass on the 
tax cost to customers in the source state. Also, a withholding tax rate higher than the foreign tax credit granted 
in the service provider’s residence state might deter trades in the source state. Besides, some non-resident 
service providers may incur high costs in providing ADS, so a high rate of withholding tax on the gross payment 
may result in an excessive effective tax rate on the net income derived from ADS. 

For these reasons, the UN MC recommends a maximum gross withholding tax rate of 3% or 4%. 

Alternatively, non-resident ADS service providers can elect for a net approach of taxation which implies the 
application of the domestic tax rate of the source state to the “qualified profits” earned annually by the non-
resident ADS service provider. 

The qualified earnings shall be 30% of the amount resulting from applying the profitability ratio of the service 
provider’s ADS segment to the gross annual revenue from ADS derived from the source state.42 
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Under DTTs, the ADS service provider will be entitled to a tax credit for the withholding tax applied in the source 
state, same as for royalties and technical services under Article 12A.  

Recently, it was announced that the UN Tax Committee is considering implementing Article 12B using a 
multilateral instrument to allow the Contracting States to immediately incorporate it into existing DTTs. 
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5. Our opinion 

a. OECD Proposal  

Each of the two pillars of the OCED proposal has certain advantages that are worth stating but also has certain 
limits that need to be pointed out to enable further developments. 

Regarding Pillar One, we consider it has the main advantage of not ring-fencing the DE. The fact that the scope 
includes ADS and Consumer-Facing Businesses (CFBs) is a valuable proposition and sustainable solution as the 
economy is becoming digital. 

However, in our opinion, Pillar One has the following limits: 

First, the threshold for in-scope MNEs, i.e., EUR 20 Billion, is excessively high in comparison with the threshold 
initially considered under Pillar One Blueprint in 2020 (EUR 750 Million, i.e., 26 times) and considerably narrows 
the scope and reduces the amount of residual profits to be reallocated to market jurisdictions.  

Second, the eight-year period before this threshold is lowered to EUR 10 Billion is relatively long, especially that 
IF members are constrained to immediately abolish any other method of taxation. 

Third, the new nexus revenue threshold of EUR 1 Million for jurisdictions with a GDP exceeding EUR 40 Billion is 
considerably high, as this GDP threshold leaves only few low-income jurisdictions in the IF below the threshold, 
which means that the EUR 1 Million threshold will be required in the quasi majority of the cases. 

Fourth, the new nexus revenue threshold of EUR 1 Million for jurisdictions with GDP exceeding EUR 40 Billion is 
considerably high in the specific case of economies relying on oil and gas, where the threshold is reached thanks 
to oil and gas proceeds, whereas the market for in-scope MNEs is relatively small, and where there is no or low 
likelihood that these MNEs will reach the EUR 1 Million revenue threshold.  

Fifth, the gap between the two revenue thresholds, i.e., EUR 1 Million and EUR 250,000, required to allocate 
residual profits to market jurisdictions depending on whether the GDP reaches or not EUR 40 Billion, is relatively 
large, i.e., four times, and may result in having two economies of almost the same size, one slightly above the line 
and one slightly under the line, but the materiality threshold for the first is four times the materiality threshold 
for the second.  

Sixth, IF members are required to abolish immediately and commit not to implement any unilateral measures of 
taxation for all MNEs, including those below the threshold, which is excessive. Would it be fairer to abolish 
unilateral measures gradually as the turnover threshold for in-scope MNEs gradually decreases? 

Seventh, tax administrations of market jurisdictions would not be able to assess or assess with accuracy whether 
the revenue threshold was reached or not, especially in the case where there is no physical presence. They will 
rely entirely on disclosures made by in-scope MNEs. For this purpose, special care needs to be given to the tax 
certainty of Amount A. Certain questions of key concern for market jurisdictions remain with no answer in the 
consultation documents released in June, related notably to who would sit on the review and determination 
panels, as well as how will decisions of the panels be enforced? 

Regarding Pillar Two, we consider that it has the merit of stopping the race-to-the bottom and leveling the playing 
field as well as attributing additional taxing rights over certain payments to developing countries under STTR. 

However, we do believe that there is room for certain developments.  



 

13 
 

Indeed, leveling the playing field by eliminating competition based on taxation requires, for jurisdictions to 
preserve their attractiveness of foreign investments, to conduct reforms that could be deep in certain cases, in 
order to identify and introduce or redesign non-tax incentives, which would require quite considerable time and 
effort to be designed, enacted and tested. 

Also, the STTR would be very challenging in practice for developing countries and could not generate the expected 
tax revenues. Indeed, it is already difficult for developing countries to identify in practice BEPS payments, and it 
would be more complex after the implementation of STTR in DTTs, as new tax planning schemes are expected to 
be designed. New restructuring operations are expected to be conducted by MNEs as a response to STTR, 
especially since no tax relief is granted by the state of residence of the recipient of the payment in respect of the 
STTR top-up tax.  

In general, the overall level of complexity of Pillar Two is very high, especially for low-capacity administrations. 

b. UN Proposal  

The UN proposal has, in turn, some advantages and disadvantages. 

In our opinion, the main advantages of the proposal are the following: 

First, the UN proposal is simple and easily administrable. It is not burdensome to the taxpayer and the 
administration and could thus constitute a good start and a solid basis for a sustainable solution. 

Indeed, it builds on established foundations in that it provides for a withholding tax mechanism already applied 
for interests, royalties, and technical services under many DTTs, and, thus, requires no significant changes to 
DTTs’ articles. 

Second, it allows the possibility of applying the withholding tax on a gross basis at a low rate or a net basis, 
whichever is considered more convenient by the treaty partners, to avoid excessive taxation. 

Third, it guarantees double tax relief under existing mechanisms provided for by DTTs and does not require the 
design of new dispute resolution mechanisms, especially when the withholding tax is based on gross amounts. 

Fourth, it secures stable revenues to source countries “as it is not based on the profitability of an entity per se 
either being in a profit or loss position.”43 

Fifth, it seeks to establish multilateral cooperation by working on implementing the proposal via a multilateral 
instrument. 

Sixth, it offers an alternative to developing countries in case the OECD Pillar One would not be seen as attributing 
a fair share of taxation over the profits of MNEs originating from their markets. 

On the other hand, one can argue that the proposal has the following limits:  

First, it ring-fences ADS and keeps CFBs out of its scope. Indeed, in the digital world nowadays, it is not possible 
or practical to ring-fence the DE and clearly identify a dividing line between digital and non-digital businesses to 
apply a specific set of tax rules. This would result in uncertainty and difficulty identifying boundaries, especially 
since the DE is evolving rapidly. The classification of ADS or non-ADS will become more challenging as the DE 
evolves.   

Second, it does not cover the full extent of the issue, meaning that it is limited to B2B transactions only since it 
relies on a withholding tax mechanism to collect taxes. As a result, there will still be a need to design other taxation 
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methods to cover B2C transactions, as several ADS service providers operate in the B2C space, such as Netflix, Air 
BnB, Uber, and Amazon. Otherwise, potential tax revenues for ADS in the B2C space will be forgone. 

Third, the sourcing rules under the proposal are quite weak. Indeed, the primary taxing right is attributed to the 
source jurisdiction of the payer, which does not necessarily coincide with the market jurisdiction, whereas the 
volatility of functions and assets which characterizes digital businesses resulted in many triangular cases where 
the state from which the payment is originated and the state where the service is used or enjoyed rarely coincide 
in many cases, but the UN proposal does not address this issue. 

Fourth, the revenue computation rules under the net taxation approach are underdeveloped. Indeed, the 
commentary of Article 12B does not explain how the 30% rate was determined. Also, it does not provide detailed 
guidance about notably the computation of the profit before tax and potential segmentation and adjustments, 
the treatment of tax losses, etc. 

Fifth, the net taxation approach constitutes a departure from the arm’s length principle, but no specific dispute 
resolution rules were designed for this purpose. Such departure from the current transfer pricing rules would 
require significant technical details to ensure the formula works consistently with the current rules and does not 
increase tax disputes and double taxation.44 

Sixth, potential interpretation issues might arise concerning the definition and classification of the services in the 
case of bundled services and packages, including ADS and non-ADS, simultaneously. 

Seventh, the likelihood of this proposal being implemented by developed countries is low, which makes it non-
efficient in practice. 

c. OECD VS UN proposals 

Both proposals present some fundamental commonalities.  

They both aim at eliminating non-double taxation exacerbated by the DE.  

Also, they both recognize the crucial role of market jurisdictions in generating income for MNEs from the mere 
collection of data originated and collected remotely from the said jurisdictions, and thus, they both overcome the 
concept of physical presence as a nexus for taxation and the concept of value creation as a basis for profit 
attribution. 

However, they differ in substance in several key features. 

Indeed, OECD Pillar One scope is more comprehensive in terms of the nature of businesses it targets. Indeed, it 
includes both ADS and CFBs, whereas the UN proposal ring-fences the DE by targeting only ADS provided by highly 
digitalized businesses. 

Also, Pillar One targets the income generated by in-scope MNEs from B2B and B2C transactions but sets very high 
thresholds that considerably narrow the scope and lower the expected tax revenues to be allocated to market 
jurisdictions. In contrast, the UN proposal limits the taxation to B2B transactions but applies on a transactional 
basis without setting any threshold regarding the transaction amount. 

As a conclusion, OECD Pillar One constitutes a good proposal from a technical perspective as it is based on a net 
approach of taxation, it does not ring-fence the DE, it covers income from B2B and B2C transactions, and it allows 
an effective attribution of income to market jurisdictions even in case of triangular cases.  
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However, the excessively high thresholds raise serious concerns about its effectiveness in achieving fairness in 
reallocating taxing rights, as initially aimed at and expected. 

The UN proposal seems to be better adapted to developing countries and can be further developed and tailored 
to better respond to the specific concerns of the said countries. 

In brief, the OECD proposal is ambitious but raises serious concerns about its successful implementation and 
consistency, whereas the UN proposal is “simpler, more practical and easier to administer, but does not cover 
the full extent of the issue.”45 
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6. Our recommendations 

Addressing the DE's tax issues requires close and effective collaboration and enhanced inclusiveness to reach an 
unfailing global consensus where the concerns of each country are integrated and treated on equal footing. 

To date, two main proposals are being debated in the international tax community, i.e., the OECD/G20 IF 
Proposal, so-called BEPS 2.0, and the UN Proposal. Both proposals work on designing a multilateral solution to be 
endorsed by a global consensus. 

Concerning the IF work on BEPS 2.0, the work done so far by the IF is a significant and remarkable step towards 
reframing the international tax regime.  

However, certain IF members, notably low-and medium-income countries (LMICs), expressed deep concerns 
about what they consider as “inequities embedded in the deal,”46, related mainly to the high thresholds under 
Pillar One, as well as the potentially harmful effect of the global minimum taxation on their tax incentives. 

Going forward, as the signing ceremony of the deal was rescheduled to 2024, we believe it is an excellent 
opportunity for the IF to “reframe the deal as an initial draft and commit to working with all the members to 
revamp key sections and address LMICs concerns over the next few years.”47 

In the same vein, we highly recommend engaging in broader multilateral conversations and conducting in-depth 
studies on the intersection of tax policy and foreign direct investment policy, as well as the impact on economic 
recovery and poverty reduction. The tax reform would, as such, reach its objective of achieving fairness in taxation 
and reducing inequities. 

Regarding the UN proposal, it is seen by a large number of IF members, developing countries, as a serious 
alternative to OECD Pillar One, being more adapted to their capacities and better serving their interests. 

This position is strengthened by the support of the IMF48 and the World Bank49 of the UN proposal from a 
developing country perspective.  

As a conclusion, the primary recommendation for both working groups, i.e., the IF and the UN Tax Committee, is 
to open the dialogue to all stakeholders by calling for an informed public debate where governments, businesses, 
professionals, academia, and civil society come together and discuss and interrogate openly, as part of a 
transparent and inclusive process, the terms of each of the deals and weigh up the advantages and drawbacks of 
each of them.  

Failing that would result in the spread implementation of unilateral measures with a potential negative impact 
on international trade. 
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