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Summary of the discussion

« Under the development of the digital economy, it has become possible to conduct
business and generate profits without establls]zmg PE, rendering the international
taxation principle of “no taxation without a PE (permanent establishment)” ineffective.

« OECD launched a project to discuss this as BEPS (Base Erosion and Profit Shifting).
As a taxation basis suitable for the digital economy, the concept of “Significant
Economic Presence” was considered, takln% into account factors such as sales
revenue, locally hosted websites, number of contracts, and number of users, thereby
allocating taxing rights to market jurisdictions.

« The background involves the GAFA business model, where “users” provide their own
data for free and receive services tailored to their needs in return. This approach
distinguishes them from “consumers” who purchase products or services.

« OECD's BEPS project and its two agreements (Pillar 1, Pillar 2)
e Opposition from the Trump administration

« European nations counter with DST (Digital Services Tax), a painful yet necessary
measure for GAFA

e Discussions in the Global South and at the UN

« Who is opposing whom? Initially, it was devel ged nations vs. GAFA@; now, is it
countries other than the US vs.'the US (GAFA%.

« The intan%ible_ asset portion of added value is expandirag, making the taxation issue
mcre_assng y significant. It is necessary to call for calm discussion within the OECD.
version
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Double Irish with Dutch Sandwich
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Pillar 1

« With the digitalization of the economy, an increasing number of companies conduct
business without establishing a permanent establishment (_PE% in market countries.
Online video and music streaming, online book sales, and similar services can be
Browded to consumers in market countries without a physical PE such as a store.

nder current international taxation principles, taxation on income generated from the
operations of a PE is_only possible when a foreign company has a branch or similar
PE within a country. This creates a problem where income derived from such
businesses cannot be appropriately taxed in the market country.

« The “ Pillar One” addresses this issue. [t ta(rggzets large, highly profitable global
corporate groups with revenues exceeding €20 billion %approxmately ¥2.9 trillion) and
profit margins above 10%. The system allocates 25% of the portion of the %roup's
profits exceeding a 10% margin (residual profits) among market countries based on
sales, regardless of the presence of a PE.

« Since “Pillar One” establishes a rule granting market countries taxing rights
regardless of the presence of a PE, its implementation requires a multilateral treaty.
Discussions to draft this treaty are on%omg but have stalled due to opposition from
the United States and the Global South.

- If no agreement is reached, the Digital Services Tax (DST) currently implemented by
European countries will become permanent. This could create barriers to digital trade
and potentially trigger trade wars. Japan's response is drawing attention.
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The two pillars of the BEPS Inclusive Framework (BEPS 2.0), hailed as a historic agreement in
October 2021, are still undergoing efforts to finalize.

The Trump administration declared its withdrawal from the OECD/G20 Inclusive Framework
e&greement in January 2025, stating its policy of not accepting the transfer of taxing rights over
.S. companies to market jurisdictions

The multilateral treaty for Pillar One, concerning the allocation of new taxing rights to market
jurisdictions, has no prospect of entry into force. This is because U.S. signature and ratification
were effectively considered conditions for its entry into force.

Regarding Pillar Two on a global minimum tax, the G7 issued a statement on June 28th
indicating it had reached a common understanding on a “coexistence” system that would treat
U.S. parent company groups as an exception.

Domestically, Japan has already established the Income Inclusion Rule (IIR), the Under Taxed
Profit Rule (UTPRE, and the Qualified Domestic Minimum Tax Treatment (QDMTT) through tax
reforms from FY2023 to FY2025.

Meanwhile, the Di%ital Services Tax (DST), which the Trump administration has criticized
alongside the UTPR for its extraterritorial application, is expected to remain in place for the
time being. This is because the multilateral treaty under Pillar One, which_was to be abolished
in exchange for the DST's entry into force, is not expected to take effect. The only exception is
Canada, which announced its withdrawal during trade negotiations.

Market Country Taxation is a new tax rule in the di%ital economy that permits taxation of
companies without a pf&ysmal presence. While the U.S. opposes it as extraterritorial taxation of
U.S. companies, many U.S. states already levy sales tax at the point of consumption.
Furthermore, it is argued that market-dominant companies like Meta, Google, and Amazon can
pass on the cost of Market Country Taxation to consumers, meaning the burden ultimately falls
on domestic consumers.
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