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Revenue benefit pegged
atjust 200 crore per
year, no match for loss
“of sovereign rights

* PRIYANSH VERMA
New Delhi, October 29

THE GOVERNMENT MAY bide its
timeon the implementation of the

multilateral Pillar 2 tax regime,

even though it would eventually
includeanenabling provisioninthe

Income Tax Act for this, as partof

the proposed redrafting of the six-
decades-old legislatior.

The cautious approach is war-
ranted in view of an analysis that
tevealed revenue gain from the
adoption of the minimum 15% cor-
porate tax regime forlarge multifia-
- tional enterpriseswould be mini-
. mal, according to an official source.
" At the same time, thé regime,
anchored by the OECD, involves
- compromising sovereign taxation

. powers, the source pointedout. | -
- Toimplement the Pillar2 regime,
thenecessaryrulesarerequired tobe
notified, and this could be deferred,

“An internal analysis shows the

government stands to gain merely -

¥100-200 crore of additional rev-
.enue after adopting Pillar 2, and
- that too under specifi¢ circurn-

stances,”an official said.“The gains )

arenotmuch,and surrendering the

(sovereign) right to make laws for -
- suchasmallamountisabigpriceto

pay,”the person added.

However, since India, along with

about 140 othercountries, has signed

- OECD’s relevant multilateral con-

-

GLOBALTAX CODE

B The Organisation for
Economic Co-operation
and Development (OECD)
has categorised its

tax plans for large
multinational companies’
in two pillars

E Pillar One js focused
on changing where
companies pay taxes and
- Pillar Two establishes a
global minimum tax

_ vention, thegovernment mayhaveto

eventually implement the rules that
aim to stymie profit shifting by
multinationgl corporations {MNCs)
tolow-tax jurisdictions to minimise

. theirtax outgo. FE had reported ear-

- lierthat India may end its ambiva-
lence on the minimum 15% corpo- -
rate taxrulefor MNCsand includean -

 enabling provision inthe Income Tax

“Actinthe cominigmonths.The [-TAct,
1961,is currently under a compre-
hensive review, which is likely to be
completedbyJanuary, - :

" ThePillar 2-GIoBE Rules —whi

provides for a global minimum tax
formultinational enterprises (VINEs)
= aim to deter profit shifting by
_ensuringthatthese firmsmaintaina
_minimum Effective Tax Rate (ETR)of

* 15%across all jurisdictions inwhich
they operate. MNEs are defined as ‘

E TheUSis

E Itproposes
o, among 30-odd
is Xé countries to
global implement -
Pillar 2 so far

minimum tax

thoseentitieswitha globél turniover
exceeding 750 million euros,

" Sofar, 30 of the 140 countries

thatsigned therelevant multilateral
convéntion have embraced Pillar 2.
The US:is yet to implement the
regime, but some European Union
countriesarealreadyonboard,

taxrate in India is 25.17%, and this
rate will remain unchanged even
aftertheadoption of Pillar 2, The new
regime will only allow the govern-
- ment to collect additional tax rev-
enue,intheform of “‘top-up tax’] from
companieswhoareartificiallyreport-
ing profitsinlow-tax jurisdictions,

. Consider for instance, an MNE -
headquartered in India pays corpo- -

rate tax at a rate of 99% in the UAE
through its subsidiary. The remain-
ing 6%, it will have to pay as top-up

" makes

- Tobestre, the effective corporate °

the Pillar 2 regime. However, official

rovision —the
Minimum Top-up Tax (QDMTT),
which curbs the countty’s ability to
benefit from its regime’s adoption.
In the example cited above (of

India and the UAE), the top-up tax

may either be paid tc India orto the
UAE, depending onwhetherthelow-
taxjurisdiction (in this case UAE) has
introduced QDMTT ornot.In case,
QDMTT is not invoked, India will
have the right to collect the extra
6%. But in reality, that may not be
thecase, say officials.

Tax experts, nevertheless, say the
aim of Pillar 2 adoptionisto prevent
tax abuse by MNEs, rather than col-

lect additional revenue and align-

India’s corporate taxation laws with
that of international tax measures.
“Implemientation of Pillar 2 tax
policy principles will be quite com-
plementarytodomestictaxpolicy, far

frombeinga threat tosovereignright

. tolegislate taxes. Thisisbecause Pillar
2 outcomes are regtrired to be legis-
dated through domestic Jaw proce-
 ddires and ratification methodolo-

gies” said Sumit Singhania, partner,
Deloitte India. Yeeshu Sehgal, head of
taxmarkets, AKM Global, says Pillar 2
aims to establish a global minimum
taxrate,which preventsa“racetothe
bottom”where countries compete by
offering ever-lower tax rates, “It
ensures that multinational enter-
prises paya fairshare of taxes, regard-
less of where they operate, This cre-
ates a more equitable system for
businesses of all sizes” he added.

tax, ifboth the UAF and India adopt
sources say the design of Pillar 2.
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Qualified Domestic'

i



