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Introduction
This PBO note discusses the OECD’s Base Erosion and Profit Shifting (BEPS) process, in 
particular, its second round of negotiations. It describes the rationale for the process, the 
suggested reforms and their potential impact on Ireland and Irish Government revenue. 

Base Erosion and Profit Shifting (BEPS) activities are efforts by a company to erode taxable 
income and ultimately reduce the amount of tax it is liable to pay. This can involve moving 
profits from a high tax jurisdiction to a relatively low tax jurisdiction. An OECD report (2017) 
estimates that revenue forgone under BEPS activity amounts to $100bn to $240bn per annum.1

BEPS is also the acronym of the OECD project to tackle this tax avoidance activity. This is 
an international collaboration led by the OECD Secretariat between 135 countries to agree 
on significant changes in tax policies and practices to tackle tax avoidance by multi-national 
companies, improve the coherence of international tax rules and ensure a transparent tax 
environment.2

The first round of agreed BEPS proposals caused significant change to international tax law. 
Multi-nationals with group revenues of at least $750 million have been required to report 
income, profit and taxes on a country by country basis. This data has highlighted the difference 
between where companies’ profits are reported and where their commercial activity takes 
place. On average, the investment hubs of multi-national enterprises report 25 per cent of 
group profits but only 4 per cent of employees and 11 per cent of tangible assets.3 These 
differences are the motivation for the second round of BEPS negotiations.

The COVID-19 pandemic delayed the original timetable of the second round of the OECD BEPS 
programme. Furthermore, the current OECD BEPS process is complicated by question marks 
over  the continued participation of the United States, with the Trump administration having 
requested a pause in the process.4 If the United States no longer participates in the process, it 
could seriously erode its usefulness and provide an incentive for other major economies or the 
EU to unilaterally make changes to their own tax regimes or adopt their own digital tax. This 
could lead to diverse and potentially high tax rates on digital sales in different jurisdictions and 
more uncertainty or confusion around tax for international businesses.

The European Commission is exploring changes in how the EU makes decisions on taxation 
as part of its recent Action Plan on Fair and Simple Taxation.5 The Commission states it will 
explore the use of Article 116 of the EU’s Treaty in the context of new EU taxation proposals. 
Article 116 of the EU’s Treaty, which has never been invoked, is about preventing distortions 
of the single market and measures adopted under it require the support of the European 
Parliament and a qualified majority of the EU’s 27 Member States, rather than unanimity. 
Currently proposed changes to the EU’s tax regime can be vetoed by an individual Member 
State. If Article 116 is used for future EU taxation proposals it may be easier to introduce 
changes to the corporation tax regime on the grounds of reducing distortions to the single 
market over the objections of some Member States.

1 OECD (2017) Background Brief: Inclusive framework on BEPS
2 Tax evasion is illegal practice of non-payment of tax by companies and/or people and tax avoidance is a legal 
non-payment of tax using reliefs and allowances in a way in which they were not intended to reduce that company 
or person’s tax bill (Office of Revenue Commissioners). 
3 Irish Times (2020) Effective Tax rate paid by firms in Ireland 12%, OECD finds. 
4 Financial Times (2020) US suspends global digital tax plans after pulling out of talks with Europe
5 European Commission (2020) An Action Plan for Fair and Simple Taxation Supporting The Recovery Strategy
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The second round of the BEPS process seeks to allocate shares of taxable profits based on the 
location of a company’s sales, and the implementation of a global minimum effective tax rate. 
This could potentially harm the Irish corporation tax base. In 2019, Corporation Tax generated 
€11 billion in Irish Exchequer revenue, a fifth of the overall tax base, with 40% of revenue 
coming from 10 multi-national enterprises.6 Ireland has one of the highest rates of Corporation 
Tax revenue coming from foreign owned firms in the OECD.7 The second round of BEPS could 
make Ireland less attractive for Foreign Direct Investment (FDI).

Second Round of BEPS - The OECD BEPS Proposal 
The first round of BEPS saw the development of 15 actions for tax authorities and 
governments to implement. The aim was to ensure that profits are taxed where economic 
activity takes place and where ‘added value’ is generated.8 The first measures were 
implemented in 2016. In response multi-national enterprises shifted Intellectual Property (IP) 
assets from identified tax havens to low-tax jurisdictions where substantial business activity 
was taking place.9 Ireland benefitted from these actions as companies moved their IP assets to 
Ireland and additional taxes were collected. 

The second round of the OECD BEPS initiative is currently being negotiated and focuses on 
the challenges associated with taxing digital companies. The OECD produced the BEPS 
Programme of Work in 2019 and the final report is expected to be published in 2020. 
Implementing the recommendations will take several years. 

The allocation of taxable profits and the associated taxing rights are traditionally based 
where goods and services are produced, which was typically close to the consumer. The 
traditional pattern of commercial transactions changed significantly with the globalisation 
of trade and the digitalisation of businesses as production can be completely divorced from 
sales location. In addition, the role of the consumer has changed. Previously the consumer was 
just the receiver of the good or service, whereas now in the digital era, data from consumer 
behaviour is tracked and monetised. There is value for companies in the monitoring and 
research of consumer data.

The objective of the OECD is to achieve a “consensus-based solution” that enables countries 
to address the digital economy’s tax challenges, in concert, and not unilaterally. By having an 
internationally agreed approach, there will be tax clarity and certainty for businesses which 
will help ensure fair taxation between jurisdictions. A unilateral approach will likely result in 
tax uncertainty and divergence between jurisdictions, and potentially increased disagreement 
between tax authorities on cases of international double taxation.   

The current OECD BEPS proposals fall under two main pillars:

 y The first pillar concerns revisions to profit allocation rules. Specifically, this involves 
reallocating a share of profits from where a company is based to where sales or users are 
located; 

 y The second pillar concerns the implementation of a global minimum effective tax 
rate.

The first pillar proposals mean that taxation would not depend on the physical location of 
the company. It would depend on its commercial activity in that jurisdiction. The proposal 
would enable a substantial reallocation of taxing rights across participating economies, and 
for some large countries, this has the potential to increase tax revenues. The key impact of the 
first pillar is that the multi-national enterprise group is considered as a whole, rather than the 
individual corporate entities within the group and the group will identify where the sales of the 
good or service took place. This will then become a factor in how corporation tax is based. The 
allocation of the tax base to market jurisdiction will be based on an agreed formula from the 
OECD BEPS talks. 

6 Irish Times (2020) Effective Tax rate paid by firms in Ireland 12%, OECD finds. 
7 OECD (2020) Corporate Tax Statistics
8 OECD (n.d) BEPS actions
9 PBO (2019) An Overview of Corporation Tax in Ireland

https://www.irishtimes.com/business/economy/effective-tax-rate-paid-by-firms-in-ireland-12-oecd-finds-1.4299089
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https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-07-09_an-overview-of-the-corporation-tax-base-in-ireland_en.pdf
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In global terms, tax revenue should increase from the first pillar because some corporation 
taxing rights would move from low tax jurisdictions to high tax jurisdictions. Though, it is likely 
that this increase would not be a significant gain.10 Particular countries which have become 
investment hubs for multi-national enterprises will lose some tax revenue as a result of these 
measures. In addition, low- and middle-income economies would gain more revenue relative 
to advanced economies. 

The second pillar of the OECD BEPS is the global minimum tax that would apply to all 
multi-national enterprises. The use of a minimum rate would be a very significant change in 
international tax. The idea is that governments would have the right to tax profits currently 
being taxed below a minimum rate. The details of the global tax are yet to be outlined or 
agreed by the OECD but the tax could be applied either on the global multi-national enterprise 
as a group or on a jurisdiction by jurisdiction basis. The second pillar could potentially generate 
significant amount of additional tax revenues, depending on the design of the tax and the tax 
rate. 

The second pillar proposals would reduce tax differentials between jurisdictions and would 
reduce the opportunity for profit shifting by multi-national enterprises. For Ireland, depending 
on the minimum effective rate, it could make the current corporation tax regime less attractive 
for multi-national enterprises, and thus could reduce economic activity. If the global minimum 
corporation tax rate is higher than the Irish rate, this could lead to an increase in Corporation 
Tax revenue. However, a higher rate could also make Ireland less attractive for foreign direct 
investment which could reduce the levels of profit and corporation tax revenue. 

According to the OECD, the effective corporation tax rate in Ireland is 12%.11 This effective rate 
is low internationally, however it is almost at the statutory rate of 12.5%. The below box outlines 
the key differences between effective and statutory corporation rates.  

Box 1. The Statutory versus Effective Corporate Tax Rate
The statutory rate of tax is the rate that applies to taxable income. This calculation is made 
prior to the application of certain tax credits. For this reason, the statutory (or headline) rate 
can differ to the actual rate observed in practice, depending on the design of certain reliefs 
and credits. The “effective” Corporate Tax rate refers to the actual tax paid by companies as 
a percentage of company profits. However, there are different approaches to calculating 
the effective rate, depending on the measure of profits used (e.g. taxable income versus net 
operating surplus). 

According to the OECD, the effective corporation tax rate in Ireland is 12%. This effective rate 
is a low rate internationally. The OECD finds that across 79 jurisdictions, the average effective 
rate is 20.1% and the statutory tax rate is 21.4%, using the forward-looking effective average 
tax rate (EATR) measure.

The effective rate in Ireland is almost equivalent to the statutory rate of 12.5% on traded 
profits. Other tax rates apply on certain profits including a 25% rate on non-traded profits 
and a 6.25% tax on profit from patented or similarly protected inventions and copyrighted 
software (the Knowledge Development Box). The largest tax incentive used in Ireland on 
corporate profits is the Research & Development tax credit which would decrease the 
effective tax rate. The OECD report highlights that Ireland’s intellectual property (IP) regime 
is tougher on businesses than in many other jurisdictions.

In addition, there is a higher corporation tax rate of 25% for income from an excepted 
trade such as - trade of dealing in land, mining, and petroleum extraction operations, and 
non-trading (passive) income, for instance rental and investment income. There is a ‘profit 
resource rent’ tax applied to certain petroleum activities, ranging from 25% to 40% based on 
the profit yield of the site.12

10 OECD (2020) OECD presents analysis showing significant impact of proposed international tax reforms
11 OECD (2020) Corporate Tax Statistics
12 Office of Revenue Commissioners (n.d.) Corporation Tax

https://www.oecd.org/tax/beps/oecd-presents-analysis-showing-significant-impact-of-proposed-international-tax-reforms.htm
https://www.oecd.org/tax/tax-policy/corporate-tax-statistics-database.htm
https://www.revenue.ie/en/companies-and-charities/corporation-tax-for-companies/corporation-tax/basis-of-charge.aspx
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Impact Assessment
The impact of the BEPS process proposals, if implemented, on companies, economies and 
tax bases is difficult to ascertain and measure. The OECD has produced high-level global 
preliminary research on the impact of their current set of unagreed proposals.13 Their research 
finds a significant increase in global tax revenue ($100 billion). This is equal to 4% of global 
corporation tax revenue. This additional tax revenue would be particularly welcome after the 
Covid-19 pandemic that has seriously strained public finances for many countries. The revenue 
gains are in general the same for advanced and developing countries. The additional revenue 
would be driven by the second pillar of the OECD proposals i.e. the minimum effective tax rate.

Caveats of the Research
A significant limitation of the impact assessment is that it is based on the current proposals of 
the OECD, and not the agreed changes from the BEPS negotiations. The actual outcomes of 
the BEPS changes could be very different depending on the details of the two pillars agreed 
by the participating countries. There are several other limitations to the research, including 
data difficulties. There are gaps in firm and jurisdictional coverage and time lags. The impact 
assessment research makes assumptions about how companies would change their behaviour 
in response to the proposed changes and these assumptions may not reflect actual behaviour. 
Investment decisions by companies to increase the link between the substance of their 
operations with where they book the profit for tax purposes could change more or less than 
assumed. 

The pillar 2 proposals would have several dynamic effects that are impossible to model, such 
as strategic reactions from multi-national enterprise and governments in response to the 
very significant international tax changes. The research tries to incorporate this profit shifting 
behaviour and other potential reactions into the impact assessment and subsequently, into 
the tax revenue estimation. However, the accuracy of this forecast would be quite hard to 
achieve given the complexity of these dynamic effects. 

For instance, the changes would reduce the influence of corporate taxes on investment 
decisions. Currently, the rate and design of corporation tax is an important consideration in 
where companies chose to invest. If there is a global minimum corporation tax, multi-national 
enterprises could relocate their investments and operations to countries based on factors, such 
as state supports to business, non-corporation tax support schemes, infrastructure, education, 
labour costs, labour laws, business climate, etc. The proposed changes could mean additional 
investment in countries with high levels of firm and worker productivity, thus producing a 
more competitive global economy. This is particularly hard to model and to forecast, as there 
are many variables, many competing businesses and jurisdictions. 

Impact on the Irish Tax Base 
Ireland benefitted from the first OECD BEPS initiative to align company profits with the 
location of economic activity. Multi-national corporations moved significant intellectual 
property (IP) assets from no-tax jurisdictions to low-tax jurisdictions such as Ireland. 

The second round of BEPS could pose a risk to Corporation Tax revenues in the small and 
open economy of Ireland. Specifically, the allocation of Corporation Tax receipts based on the 
location of a company’s sales or users would benefit larger markets that are net-importers. 
Small export intensive economies such as Ireland would lose a portion of its tax base as a larger 
proportion of profits would be allocated to larger countries.

The Department of Finance has produced projections of the impact of the proposed BEPS 
process changes on Corporation Tax revenue for the years 2019 to 2025. The Department 
expects Corporation Tax revenue to decline if the OECD BEPS proposals are implemented. 
They project that the decline increases over time and Corporation Tax receipts will be reduced 
by an extra €500 million per year post-2022. There is significant uncertainty regarding these 
estimates, given the OECD proposals are still developing and will need to be negotiated by 
13 OECD (2020) Impact Assessment of BEPS proposals
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OECD member states. The Department of Finance’s scenarios of BEPS related changes to 
Corporation Tax revenue is in the range of €800 million to €2 billion, based on research by the 
Revenue Commissioners. However, these forecasts incorporate the impact of just pillar 1 of the 
BEPS project’s proposals and does not include any estimation of the impact of pillar 2, which 
may be expected to have a larger impact on the Irish tax base.

Table 1: BEPS impact to Corporation Tax 

Year 2022 2023 2024 2025

€ million -500 -1000 -1500 -2000

Source: Department of Finance (2020) Medium-Term Fiscal Strategy Slide Deck

The current BEPS working programme does not specify a level for the global minimum 
effective tax rate. It also is not clear whether it would be set globally or on a jurisdiction-by-
jurisdiction basis. However, there is a strong possibility (depending on how it is designed) that 
it would undermine to some extent Ireland’s competitive advantage in attracting foreign direct 
investment and the effectiveness of the R&D tax credit and the Knowledge Development Box.
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