Global Minimum Taxation — Substance-Based Carve-outs & Qualified Refundable
Tax Credit (QRTC) and their impact on the effective level of taxation

The Global Minimum Tax sets an effective minimum
tax level of 15%. This does not apply in all cases.
Rather, the GIoBE rules also contain mechanisms
such as Substance Based Carve-outs and Qualified
Refundable Tax Credits, which can lead to the 15%
level being significantly undercut.

Contextualization

With the Pillar Two concept, 136 of 140 members of the
OECD Inclusive Framework (IF) agreed on October 8,
2021, on an integrated system of two regulations to en-
sure global minimum taxation of international groups
with a consolidated turnover of over EUR 750 million.
The aim is to achieve that the affected groups are sub-
ject to an Effective Tax Rate of 15% (ETR) in every ju-
risdiction in which group units are located, which means
that Global Anti-Base Erosion and Profit Shifting (GloBE)
below this limit should be avoided. This minimum tax
level is achieved using various instruments (IR, UTPR,
QDMTT) to levy a top-up tax.

However, the GIoBE rules also provide for mechanisms
that provide for a resulting ETR below 15%. These are,
on the one hand, downstream substance-based reduc-
tions in the assessment basis (so-called Substance-
based Carve-outs) and, on the other hand, Qualified Re-
fundable Tax Credits (QRTC). Both mechanisms are
also interrelated.

Calculation system of ETR and top-up tax

The main calculation factors are the GloBE income (de-
nominator) and the covered taxes (humerator). The
starting point for determining GIoBE income are the an-
nual financial statements of the individual group units be-
fore consolidation according to the accounting standards

December 2023

Net-GloBE Income of the group unit is then aggregated
per tax jurisdiction (so-called Jurisdictional Blending)
and is thus included in the determination of the ETR.

The amount of the covered tax payments must first be
determined for each group unit. The starting point for the
calculation is the current tax expense accounted for in
accordance with national accounting standards, which is
also subject to various adjustments to pay respect to
temporary differences under commercial and tax law
and to enable losses to be carried forward. The adjusted
covered taxes are then included in the calculation in ag-
gregate form, as is the GIoBE income:

Adjusted covered taxes
Net GloBE Income

ETR (per tax jurisdiction) =

If the ETR is below the limit of 15%, a top-up tax must
be levied in the amount of the difference (Table 1).

Case 1 (chart) Case 3 (chart)
(GloBE) income 100 100
National tax (eff.) 10 10
ETR before top-up tax 10% 10%
Top-up tax Rate 5% 5%
Final burden 15 15
ETR after top-up tax 15% 15%

Table 1: ETR and the levies of the top-up tax

In Liechtenstein, the ETR of 15% will be ensured by the
Liechtenstein top-up tax (QDMTT).

Substance-based Carve-outs

Substance-based exclusions influence the determina-
tion of the top-up tax by leading to a formula-based re-
duction in the Net GIoBE Income for certain wage costs
and physical assets of a tax jurisdiction, without, how-

of the ultimate parent company. The profit derived from ever, influencing the previously determined ETR
the commercial balance sheet s finally subject to several (Case 4).
mandatory adjustments as well as certain options (so-
called Net GIoBE Income). The determined so-called
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Top-up tax without
substance exclusion

Top-up tax with
substance exclu-
sion (Case 4)

10%

ETR before top-up tax 10%

GloBE income 100 100
Substance exclusion 0 -5

BMG 100 85
Top-up tax Rate 5% 4.3% (85*0.05))
Final burden 15 14.3 (-0.7)

Table 2: Substance-based Carve-outs

Qualified Refundable Tax Credits (QRTC)

In order to counteract a shift of tax competition into the
area of direct subsidies, a possibility for granting non-
ETR-relevant tax credits (Tax Credits) was created in the
GIoBE rules, which, however, as a component of the
GIloBE Information Return (GIR), is subject to the control
of the OECD as a further tax jurisdiction.

It is important to distinguish between a QRTC and other
forms of tax credits and relief (e.g., for research and de-
velopment; IP box regime), since only a QRTC does not
lead to a reduction of the covered taxes according to the
GIloBE rules and thus results in a corresponding rise of
the top-up tax but is considered income and therefore
only causes an increase in GloBE income.

Top-up tax without Top-up tax with
QRTC QRTC (Case 5)
ETR before top-up tax 10% 10%
GloBE income 100 100
QRTC 0 + 10 (Einkommen)
GloBE-Einkommen 100 110
(QRTC)
Tax (eff.) 15 16.5
Final tax burden (after 15 6.5
QRTC) [11+5.5-10]

Table 3: Qualified Refundable Tax Credit (QRTC)

Substance exclusion by reducing the denominator while
keeping the numerator the same permits a GloBE-com-
pliant reduction in the ETR below 15% and thus a tax
reduction (Case 1). In contrast, a QRTC has the oppo-
site effect of increasing the tax liability, which reduces
the overall tax-reducing effect of the QRTC (Case 5 of
the chart).

If a tax credit or relief is not deemed a QRTC, it will be
neutralized by the top-up tax (Table 1, Case 3).

Interrelationship

Both instruments reduce taxes and are not mutually ex-
clusive. If a unit has appropriate substance, both instru-
ments can be combined in their effect, whereby the tax-
increasing effect of the QRTC (1.5%; Table 2) is ideally
neutralized by the substance exceptions (-0.7%; Table
1) or can be reduced to 0.8% (Chart: Case 4+5).
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Chart: resulting burden and relief in comparison

Requirements for a QRTC

The GIoBE rules specify the requirements for claiming
tax credits in detail, but do not contain any specific reg-
ulations for the design of a Refundable Tax Credit
(RTC), since the latter is primarily the regulatory respon-
sibility of the individual tax jurisdictions. The GloBE rules
only specify the conditions under which a RTC is consid-
ered qualified (QRTC).

A QRTC is a tax credit that must be provided in the form
of cash or its equivalent unless the taxpayer has suffi-
cient tax liability (in covered taxes) to utilize the full
amount of the tax credit, i.e., it must necessarily be re-
fundable and must not be legally or factually limited to
the tax liability of the taxpayer (in covered taxes). A “cash
equivalent” also includes use for a tax other than a cov-
ered tax. A tax credit that would only be available to re-
duce the covered taxes, i.e., which cannot be refunded
in cash or offset against another tax, does not meet the
requirements of a QRTC.

In addition, the payment or provision of a cash equiva-
lent must take place within four years of the date on
which the requirements for receiving the tax credit under
the law of the tax jurisdiction that grants it, have been
met.

However, tax amounts that are creditable or refundable
under a credit scheme, as well as ordinary refunds of
taxes paid in a previous period that are attributable to
corrections in the calculation of the tax liability, do not
qualify as QRTC.

Recommendation for action

Affected groups should analyze in good time whether
and to what extent substance exclusions can be claimed
by individual group members (aggregated across the re-
spective tax jurisdictions). Depending on the level of the
respective GIoBE income and the substance allocations,
the effects can be significant.

The question of a group's access to QRTC in the respec-
tive tax jurisdictions is likely to be even more important.
The national design of a QRTC is a complex task that
not only has to meet many requirements, but also has
the potential to possibly develop into a quite significant
competitive factor in the future.
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If you would like advice or need further information,
please contact our specialists directly:

Sascha Bonderer

lic.oec. HSG

Swiss Certified Accountant

Mail: sascha.bonderer@confida.li
Phone: +423 235 84 15

Dr. Florian Kloster, M.Sc., LL.M.
Chartered Tax Advisor,

Chartered Advisor for Internat. Taxation
Mail: florian.kloster@confida.li

Phone: +423 235 84 01

Elia Sozzi

Swiss Certified Fiduciary
Mail: elia.sozzi@confida.li
Phone: +423 235 84 14

Mag. Iryna Gartlacher, M.Sc., LL.M.
Mail: iryna.gartlacher@confida.li
Phone: +423 235 84 49

You can subscribe to our newsletter on tax topics.
You can subscribe under Newsletter | CONFIDA.

Disclaimer

This newsletter has been prepared for information purposes only and
does not constitute legal or tax advice. We accept no liability or re-
sponsibility for any ambiguity, incorrectness or inaccuracy in this
newsletter. We recommend analysing each case with your tax advi-
sor, taking into account all the circumstances.
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