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For the kind attention of:
Mr. Ramy M. Youssef, Chair of the Intergovernmental Negotiating Committee to draft a
United Nations Framework Convention on International Tax Cooperation and two early

protocols (INC) and Ms. Liselott Kana, Co-Lead of Workstream II.

Cc: Permanent Representatives and Observers to the UN in New York

11 July 2025

Subject: Joint civil society and trade unions submission regarding the Draft Issue Note of
Workstream Il (Taxation of income derived from the provision of cross-border services

in_an _increasingly digitalized and globalized economy) of the Intergovernmental
Negotiating Committee on the UN Framework Convention on International Tax
Cooperation.

Abstract

Please find below a joint submission on behalf of the Global Alliance for Tax Justice (GATJ)
and over 100 organizations and trade unions. GAT]J facilitates the CS FfD Mechanism’s
Tax Justice Workstream with the support of one of its members, the European Network on
Debt and Development (Eurodad). GATJ is a Southern-led global coalition in the tax justice
movement.

We welcome the approach and the suggested timeline of the Workstream, as well as the focus
on strengthening source country taxation.

Furthermore, strengthening taxation of the digitalized economy can provide important
additional revenues already in the short term. However, as outlined in our submission to
Workstream I, we also believe the transfer pricing system should be replaced with a unitary
system. We suggest that Workstream II gives consideration to solutions that can be
applied both before and after such a reform.

In the submission, we also provide comments on specific issues, including nexus rules, value
creation and the role of capacity building. As regards the many problems associated with
bilateral tax treaties, we call for truly multilateral solutions to reform and replace the role that
these treaties play today.

Furthermore, we provide comments on the potential goals of the future Protocol, and stress that
these should be fully aligned with the objectives of the Terms of Reference.

Lastly, we stress the importance of full and effective participation of civil society
organizations and trade unions in the work of the committee, including the online meetings of
the Workstreams.



Comments on the Draft Issue Note of Workstream 11

Overall comments

We welcome the approach that the Workstream has taken, and we find that the suggested
timeline is appropriate. We also welcome that Workstream II aims to move at a somewhat
slower pace than Workstream I, since we believe the work on elaborating the commitments of
the Convention will provide important clarity for Workstream II.

That said, we are highly aware that unfair allocation of taxing rights is severely undermining
the effectiveness of domestic tax systems, especially developing countries. Not least given the
deeply pressing need for public resources, there is an urgent need to find a fair and effective
solution to this problem. Thus, the timely finalization of the Framework Convention on
International Tax Cooperation (FCITC) and both of the early protocols must be an issue of
highest priority.

While we welcome the opportunity to submit comments, we have strong concerns regarding

the lack of participation of observers in the work of the Workstream. We have elaborated
on this point at the end of this submission.

Specific comments

Scope

We support that the Protocol takes a broad scope and addresses all aspects of the digitalized
economy, including traditional services provided through digital means.

Short vs. medium term solutions, and the need to replace the transfer pricing system

Strengthening the ability of countries to tax the digitalized economy can provide important
additional revenues already in the short term, and this could be an important achievement for
the Protocol.

However, we also welcome the points raised in paragraph 12 of the Issues Note, which states:
“Some have questioned why they should incur those costs to apply transfer pricing rules that,
in their view, put too much weight on activities that take place in the State of residence (..,);
they believe that there may be simpler and fairer rules that could be considered.”

We agree with this point, and as outlined in our submission to Workstream I, we believe that a
fundamental reform of the corporate tax system must be carried out with the aim of introducing
a simpler and fairer system. Specifically, we suggest that the Convention should include a
commitment to replace the failed transfer pricing system by developing and
implementing a new international corporate tax system that taxes MNCs as coherent
entities, on the basis of their global profit (also known as unitary taxation with formulary
apportionment), supplemented by the introduction of an ambitious minimum effective
corporate tax rate. We argue that the new system should include a balanced formula that fairly
allocates taxing rights to countries on the basis of the level and significance of economic
activity that the corporation has in each country. This system should include all corporate



profits — also those that are not generated by service provision (i.e. the focus of Workstream
IT). Therefore, it would be an issue to address in Workstream I (the Convention).

With that in mind, we suggest that Workstream II gives consideration to solutions that can
be applied both before and after such a reform. The future Protocol could, for example, aim
to promote tools to tax the digitalized economy within the current corporate tax system, but at
the same time include provisions that will apply once a new and reformed system is introduced.
We also find it important that the Convention itself includes a commitment related to taxation
of services and the digitalized economy, not least to ensure that the overall framework becomes
coherent and consistent.

Source country taxation and digital services taxes

We strongly welcome the discussions about how to promote source country taxation and we
believe this will be a vital element of creating a fairer international tax system. The aim should
be to ensure that source countries do not have to choose between maintaining their taxing
rights or being a part of the global system.

We also welcome a special focus on digital services taxes, which we find to be an important
and effective tool that is relatively easy to administer and can bring important additional
revenue even in the near future. Similarly, we welcome the recognition of the important role
that gross-basis withholding taxes play in relation to domestic resource mobilization,
especially in developing countries.

Comparables

On the issue of comparables, we refer to our submission to Workstream III.

Bilateral tax treaties

The Issues Note correctly points out that bilateral tax treaties can have strong negative
effects on domestic tax systems, including by limiting taxing rights. At the same time, the Note
flags that “it is difficult for [developing countries] to modify or terminate treaties once they are
in force”.

We are thankful to the Workstream for highlighting this important problem and find that a key
function of the future UN Tax Convention should be a fundamental reconsideration of
the purpose and design of the tax treaty system, with a view to its replacement by a
framework for coordination and cooperation enabling all states to tax activities where
they take place. In addition to the strong concerns outlined in the Issues Note of Workstream
II, we would also underline that the complex network of treaties is a source of fragmentation,
inconsistencies and inefficiency. Furthermore, the bilateral treaty approach makes it very
difficult for all countries, but in particular for least developed countries, to become an
integrated part of the global tax system, since this will require negotiation of a very high
number of treaties. At the same time, it can be difficult for less powerful countries to obtain
fair arrangements in bilateral negotiations with more powerful countries, and thus, the
problems that Workstream II has highlighted can become even worse.

For that reason, we would urge all Workstreams, including Workstream II, to consider
solutions that entail the introduction of a real multilateral system.



Goals of the Protocol

Paragraph 14 outlines the potential goals of the Protocol and mentions the primary goals as
being “to support domestic resource mobilization by providing for a fair allocation of taxing
rights”. It also highlights the following elements as secondary goals: “eliminate barriers to
cross-border trade and investment, economic efficiency and ensuring tax neutrality, and
simplicity and administrability”.

We agree that domestic resource mobilization (DRM) should be included as a primary
goal of the Protocol but would add that a fair allocation of taxing rights could be an
important contribution to a number of other components that are central to the objectives
as stated in paragraph 7 of the Terms of Reference (ToR). Therefore, rather than only
mentioning one component from these objectives, namely DRM, we believe the Protocol
should incorporate a wider range of these components in its goals. This includes ensuring
inclusive and effective international tax cooperation; ensuring a system of governance capable
of responding to existing and future challenges; and promotion of a fair, transparent, efficient,
equitable and effective international tax system for sustainable development, as well as
enhancing the legitimacy, certainty, resilience and fairness of international tax rules.

In terms of the secondary goals listed in paragraph 14, we note that these bring up a number
of new elements that have not been mentioned in the ToR. Since the ToR already includes a
rich and thorough outline of the objectives, we see no need to add even more components and
would therefore suggest that these be replaced with a reference to the objectives (i.e.
paragraph 7) of the Terms of Reference.

Value creation

Paragraph 18 of the Issues Note very helpfully brings forward the confusion related to the term
“value creation”, including the point that this concept does not bring any independent
economic meaning. We agree that this term is ill-defined, and would add that it also brings
some specific concerns related to international corporate tax avoidance. The term value
creation is sometimes equaled to concepts such as value appropriation or value capture, which
brings links to intangible assets such as user data, patents, trademarks, etc. In that context, we
want to remind the committee that intangible assets commonly play a key role in relation to
harmful tax practices (including, for example, patent boxes).

However, at the same time, we believe that it is important that tax rules reflect and correctly
capture the value derived from users of, for example, social media.

With that in mind, we urge Workstream II to take a cautious approach to this term, but at the
same time aim to develop tax approaches that match the modern economy, including the role
of users.

New nexus rules — permanent establishment and the “significant economic presence” test

We strongly welcome the recognition of the fact that the term “permanent establishment”
is deeply outdated and unsuited for today’s digitalized economy. We believe it is very
important that countries have the right to tax MNEs that generate revenues in their countries,
regardless of whether there is a “permanent establishment” or not.

We also welcome the new and more modern approaches, including the “significant
economic presence” test. In this context, we want to express our deep support for the fact that
paragraph 19 of the Issues Note underlines that “The monetary thresholds can be tailored to
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the size of the relevant economy”. We believe this will be very important, especially for
least developed countries and small economies.

Capacity building

The Issues Note highlights that “Developed countries often argue that the key to improving
domestic resource mobilization in developing countries is capacity building and technical
assistance.” We are very aware of this and agree with the countries that have expressed
concerns on this point. In this context, we would like to highlight that international tax abuse,
including corporate tax avoidance, is a problem that hits both developed and developing
countries hard, and under the current transfer pricing system, no country has managed
to resolve it. Thus, we do not believe there is any “capacity” to transfer from developed to
developing countries. Rather, we see a joint interest between all countries in developing a
better international system.

Observer participation

Paragraph 21 of the ToR states that “civil society and other relevant stakeholders are
encouraged to contribute to the work of the intergovernmental negotiating committee in
accordance with established practices.” We are very committed to responding to this invitation
and as a global network of civil society organizations and trade unions, we bring extensive
knowledge on taxation and finance, including from the national and regional levels, and from
our consistent engagement in a broad range of UN processes.

However, our contribution can only be meaningful if it is well-informed and timely. We
find it deeply concerning that observers have not been invited to participate in the online
meetings of the Workstreams, since this leaves us with a limited understanding of the specific
discussions Member States have had, and significantly reduces our ability to feed into and
respond to the debate.

Regarding the established practice, we note that in particular as regards “informal-informals”
it is inconsistent, but that observer participation in such meetings is by no means uncommon -
it occurs within a wide range of UN processes, and it has also already occurred within the UN
Tax Convention processes. There are also precedents for observer participation in online
meetings — for example from the work of the UN Expert Committee on Tax. We stress the
importance of allowing for full and effective participation of civil society and trade unions in
all meetings of the committee going forward.

Signatories
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