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Introduction: The Emergence of Pillars One and Two

Over the past decade, international tax policy has undergone
its most profound transformation since the creation of the
modern tax treaty network. These developments were
driven primarily by the rapid digitalization of the economy,
which increasingly decoupled the location of economic
participation from physical presence.

Against this background, the OECD/G20 Inclusive Framework
on Base Erosion and Profit Shifting (BEPS) launched
a comprehensive reform project to address perceived
shortcomings in the allocation of taxing rights and to curb
harmful tax competition.

Pillar One and Pillar Two emerged as the twin responses
to these challenges. Pillar One was designed to reallocate
taxing rights over a portion of large multinational enterprises’
(MNESs) residual profits to market jurisdictions, irrespective
of physical presence. Pillar Two, by contrast, sought to
establish a global minimum level of taxation to ensure that
large MNEs pay a minimum effective tax rate on their profits
wherever they operate.

Between 2019 and 2021, the two pillars were negotiated in
parallel and framed as a single, politically linked package. This
linkage reflected a compromise between market jurisdictions
advocating greater taxing rights and residence jurisdictions
seeking to preserve existing allocation principles. In July
and October 2021, members of the Inclusive Framework
reached high level political agreement on both pillars,
creating the expectation of coordinated and simultaneous
implementation.

From 2022 onwards, however, the trajectories of the two
pillars diverged significantly. Pillar One proved structurally
and politically difficult to implement. Its core elements
required a multilateral convention, the removal of unilateral
digital services taxes, and ratification by a critical mass
of jurisdictions - most notably the United States. Given
domestic political and constitutional constraints in the
US, such ratification ultimately proved unattainable. While
technical discussions on Pillar One continue at OECD level,
its implementation in its original form is no longer expected.

Meanwhile, Pillar Two followed a markedly different path.
Designed to operate through domestic legislation rather
than treaty based reallocations, it enabled jurisdictions to
implement the rules independently, albeit in a coordinated
manner. As a result, Pillar Two has transitioned from policy
design into legislative enactment and operational reality
across a growing number of countries. The remainder of this
article focuses on Pillar Two, outlining its current state of play
and examining its implications for Switzerland.

Pillar Two: Current State of Play

Core mechanics of Pillar Two

Pillar Two introduces a global minimum tax framework inten-
ded to ensure that large multinational groups pay a minimum
effective tax rate - set at 15 percent - on a jurisdiction by
jurisdiction basis. The regime generally applies to MNEs with
consolidated annual revenues of at least EUR 750 million.

The framework is built around three interlocking charging
mechanisms:

1. Qualified Domestic Minimum Top Up Tax (QDMTT) -
A domestic minimum tax that allows a jurisdiction to
levy top up tax on low taxed profits arising within its own
territory, with priority over the other two mechanisms.

2. Income Inclusion Rule (lIR) - The jurisdiction of the
ultimate parent entity (UPE) imposes a top up tax on the
low taxed profits of foreign subsidiaries, applying a top-
down approach within the group.

3. Undertaxed Profits Rule (UTPR) - Operating as a
backstop, where low taxed income is not brought up
to the minimum level through a QDMTT or an IIR, the
UTPR reallocates the remaining top up tax among other
jurisdictions in which the group operates and that have
implemented the UTPR.

From a policy perspective, the QDMTT plays a pivotal role.
It preserves a country’s domestic taxing rights and prevents
the transfer of revenue to foreign jurisdictions under the IR
or UTPR.

Implementation status

Pillar Two entered into force for many jurisdictions as from
January 1, 2024 or January 1, 2025, depending on the
sequencing of domestic legislation. Since its inception,
more than 50 jurisdictions have enacted Pillar Two rules
into local law, including most EU Member States, the
United Kingdom, Canada, Japan, Singapore, Australia and
Switzerland. In scope MNEs are now subject to ongoing
compliance obligations. These include the calculation of
effective tax rates under the complex Pillar Two rules and
the potential payment of top up tax. Importantly, Pillar Two
also has financial reporting implications. Since 2024, MNEs
are generally required to estimate and disclose Pillar Two top
up tax in their financial statements.

The first formal Pillar Two information returns are due in
June 2026, covering the 2024 reporting period for calendar
year end groups. As a result, many MNEs are currently in the
midst of their first full end to end Pillar Two compliance cycle.

The “Side by Side” (SbS) Package and interaction with
the US system

A major unresolved issue following the launch of Pillar Two
concerned its interaction with the US tax system, in particular
the Global Intangible Low-Taxed Income (GILTI)' regime.
Against this backdrop, the G7 issued a political statement
in June 2025 calling for a “side by side” coexistence of Pillar
Two and the US tax system.

On January 5, 2026, the OECD released additional
Administrative Guidance containing the so called Side by
Side (SbS) Package. The SbS Package introduces, among
others, a SbS Safe Harbor under which MNE groups with
a UPE located in a jurisdiction that has a “Qualified SbS
Regime” are exempt from the application of the IIR and
UTPR for fiscal years beginning on or after January 1, 2026.
These groups, however, remain subject to QDMTTs in the
jurisdictions in which they operate.
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To qualify, a jurisdiction must meet specific criteria
demonstrating that its domestic and worldwide tax system
achieves outcomes comparable to Pillar Two. At present, the
United States is the only jurisdiction recognized as having
a Qualified SbS Regime, reflecting the policy view that the
US tax system already pursues similar objectives. Other
jurisdictions too may, in principle, obtain qualified status in
the future.

While the SbS Package provides important clarity, it does not
retroactively apply to fiscal years 2024 and 2025. As a resullt,
Swiss subsidiaries of US headed MNE groups may still be
exposed to IIR charges in Switzerland for fiscal year 2025.

Furthermore, the SbS Package constitutes OECD
Administrative Guidance rather than binding law. Its practical
effecttherefore depends onwhether, and how, itisimplemented
at domestic level. From an accounting perspective, this
distinction is critical, as recognition under IFRS and US GAAP
hinges on enactment or substantive enactment underlocal law.

Implications for Switzerland

Implementation of the SbS Package under Swiss law

From a Swiss perspective, the SbS Package raises a
threshold legal question: how should OECD Administrative
Guidance be incorporated into Swiss law? The Swiss Pillar
Two ordinance contains references to OECD materials, but
whether these references allow for the automatic application
of the SbS Package is not beyond doubt. One possible
approach would be to treat the SbS Safe Harbor - together
with the other safe harbor rules contained in the SbS
Package - as automatically applicable through a dynamic
reference to OECD guidance, as suggested by the Swiss
Federal Tax Administration in a recent practice statement.
This approach favors speed and administrative efficiency
and ensures alignment with international developments from
fiscal year 2026 onwards. However, implementing the SbS
Package without amending the Pillar Two Ordinance raises
rule of law concerns, in particular because it may create
uncertainty as to the legal basis and scope of the resulting
differentiation between MNE groups.?

Alternatively, Switzerland could choose to implement the
SbS Package through a targeted amendment of the Pillar
Two Ordinance. While this approach would enhance legal
robustness and transparency, it would delay application
and could create interim uncertainty for affected groups.
Moreover, even a formal amendment would not entirely
dispel constitutional sensitivities associated with the
structural effects of the SbS framework.

The chosen path is also decisive from a financial reporting
perspective. Under both IFRS and US GAAP, the effects of
changes in tax law must be recognized upon (substantive)
enactment. As a result, multinational groups will need to
assess, jurisdiction by jurisdiction, whether the SbS Package
has been enacted for accounting purposes.

Unequal treatment and constitutional sensitivity

Once the SbS framework applies, a structural differentiation
between MNE groups becomes apparent. US headed MNE
groups may, in Switzerland, from 2026 onwards be subject
only to the QDMTT, without exposure to the IIR or UTPR. By
contrast, Swiss headed and other non US MNEs remain fully
subject to the Pillar Two charging hierarchy at the global level,
even where Switzerland has postponed the introduction of
the UTPR indefinitely.

This asymmetry is not the result of Swiss domestic policy
choices but rather reflects outcomes of international
coordination at OECD and G7 level. Nevertheless, from
a Swiss constitutional perspective, it raises sensitivities,

particularly in relation to the principles of equal treatment
before the law and taxation according to economic
capacity. While Switzerland’s QDMTT must apply in a non
discriminatory manner to retain its qualified status under
Pillar Two, the broader systemic effects of the SbS framework
may still prompt constitutional scrutiny and political debate
- especially if the differentiation proves durable rather than
transitional.

Impact on Switzerland’s attractiveness as a business
location

Switzerland implemented its QDMTT with effect from 1
January 2024, ensuring that top up tax on Swiss profits is
collected domestically rather than abroad. This “QDMTT
first” approach preserves fiscal revenue, but it also shapes
Switzerland’s competitive positioning under the global
minimum tax framework.

For US headed MNEs, this means that even where the SbS
framework removes IIR and UTPR exposure from 2026
onwards, their Swiss subsidiaries continue to remain subject
to QDMTT. Depending on the interaction with US rules - such
as NCTI and foreign tax credit limitations - this may result
in incremental (cash) tax costs. Compared to jurisdictions
that do not levy a QDMTT or that combine Pillar Two with
investment support measures, Switzerland could therefore
experience a relative decline in tax driven attractiveness for
mobile activities such as intellectual property, financing and
regional coordination functions.

With classical tax competition constrained by Pillar Two,
Switzerland’s attractiveness increasingly depends on Pillar
Two compatible instruments - such as qualified refundable
tax credits and other compliant incentives - as well as non
tax factors. In this environment, legal certainty, political
stability, reliable infrastructure, access to skilled talent, and
a strong innovation ecosystem become ever more critical for
maintaining Switzerland’s competitive appeal.

Ongoing monitoring and scenario planning

Pillar Two, and in particular the SbS framework, remains
dynamic and politically sensitive. For Switzerland, this
necessitates continuous monitoring of further OECD
guidance, developments in US tax policy, and reactions by
key partner jurisdictions, especially within the EU.

From both a policy and business perspective, proactive
scenario planning is essential. This includes assessing
the long term viability of a QDMTT only approach, possibly
reconsidering the IR, adapting incentive frameworks
to evolving international standards, and reassessing
Switzerland’s positioning in a post Pillar Two global
investment landscape.

Outlook: Strategic Uncertainty and the Future of the
BEPS Project

Despite steady progress on Pillar Two implementation,
the broader BEPS project remains subject to political
reassessment - most notably in relation to Pillar One and the
long term coherence of the two pillar architecture.

Re-examining Pillar One: the evolving US position

Recent statements by senior US Treasury officials underscore
that Pillar One is not merely stalled for technical reasons
but is undergoing a more fundamental reassessment. The
United States has indicated that any renewed discussion
should involve a constructive dialogue in which it both “leads
and listens,” with a view to understanding why countries
considered Pillar One necessary in the first place, what
problems it was intended to solve, and whether those
assumptions remain valid.

This approach reflects growing skepticism about whether the
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perceived misalignment between value creation and taxing
rights - particularly in the digital economy - continues to
justify the complexity and political trade offs embedded in
Pillar One. Rather than reviving the original design, the US
position suggests a willingness to challenge the underlying
policy premise: whether the problem initially identified is
unchanged, materially different, or of a different magnitude
altogether.

In practical terms, this signals that Pillar One is unlikely to
advance meaningfully in its original form in the foreseeable
future. This reinforces the de facto centrality of Pillar Two as
the operational pillar of the BEPS project.

What to expect from further OECD Pillar Two guidance

While Pillar Two is now a functioning regime in many
jurisdictions, it remains far from static. Future OECD
guidance is expected to focus on several unresolved or
politically sensitive areas, including integrity measures
relating to the permanent Simplified Effective Tax Rate (ETR)
Safe Harbor, as well as the treatment of conditional taxes
and related benefits. Additional guidance is also anticipated
for certain industry-specific areas and for jurisdictions with
hyperinflationary currencies. Moreover, the OECD continues
its work on permanent Routine Profits and De Minimis Safe
Harbors, which are intended to replace the corresponding
tests under the Transitional Country-by-Country (CbCR)
Safe Harbor.

These developments indicate that the implementation
of Pillar Two is entering a phase of ongoing operational
refinement, rather than initial rollout.

Two possible trajectories: stress or stabilization

Looking ahead, the BEPS global minimum tax rules appear
to face two broad trajectories.

Under a stress scenario, the effectiveness of Pillar Two could
be undermined if major economies remain outside the system
or participate only partially. BEPS was originally conceived
as a comprehensive and resilient global framework, aimed
at neutralizing tax havens and creating a level playing field
among economies. If significant players such as the United
States, China or India were to remain only loosely aligned
- or if resistance within the EU were to intensify - the risk of
circumvention and fragmentation would increase.

Conversely, a stabilization scenario remains plausible. While
the United States is currently the only jurisdiction benefiting
from SbS dispensation, the framework itself allows for
others to qualify in the future. A gradual broadening of SbS
compatible regimes could enhance political buy in without
dismantling the core architecture of Pillar Two.

At this stage, it remains premature to draw firm conclusions
on which trajectory will unfold. The BEPS global minimum tax
project has entered a period characterized less by headline
announcements and more by incremental adjustments,
political calibration and practical experience.

Concluding Observations

Taken together, these developments suggest that Pillar Two
is best viewed not as a finished system, but as an evolving
framework whose ultimate shape will be determined by
sustained political engagement, administrative feasibility
and economic reality. For policymakers and multinational
groups alike, continued vigilance - and flexibility - will remain
essential.

' The One Big Beautiful Bill Act (OBBBA), enacted in July 2025, renamed and restructured
the GILTI regime. Effective for taxable years beginning on or after 1 January 2026, the
inclusion is now called Net CFC Tested Income (NCTI).

2 See, for example the study published by the University of St. Gallen on May 18th
mandated by the Swiss-American Chamber of Commerce. www.amcham.ch/fileadmin/
mrm/publications/260518a_Mindeststeuer_Studie_final.pdf.
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