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BASE EROSION AND ANTI-ABUSE TAX

What is the Base Erosion and Anti-Abuse 

Tax (BEAT)?

The BEAT is a new minimum tax targeted 

at US multinationals that make base 

eroding payments (ie certain deductible 

payments to related foreign parties).
Payments to Foreign 

Related Parties

$$$



BASE EROSION & ANTI-ABUSE TAX

Who does the BEAT apply to?

The BEAT applies to US multinational corporations who:

1. Have average annual gross receipts in excess of $500 million over the past 

three years

2. Make base eroding payments in excess of 3% of the aggregate allowable deductions 

in the current taxable year.

BEAT Impact Profiles

Large US corporations

Customer base in US/value chain outside US

IT services – shared service center

Tech/cloud services/pharma – IP company.



BASE EROSION & ANTI-ABUSE TAX

Good Payments v Bad Payments

The BEAT targets outbound related-party transactions that strip earnings out of the US via 

deductible payments, and are generally defined as follows:

Good 

Payments

Payments that are classified as a reduction to gross revenue

Payments that qualify for the services cost method.

Bad 

Payments

Deductible outbound payments to a foreign related party that are not 

considered ‘good payments’.



BASE EROSION & ANTI-ABUSE TAX

Cost of Services v Cost of Goods Sold (‘COGS’)

Payments that are considered a reduction to gross revenue (COGS), are not considered 

base erosion payments. The following are some examples of what may be included in 

COGS, and thus are excluded from the BEAT:

Payments that are considered Costs of Services are not considered a reduction of gross 

revenue, and are thus classified as a base erosion payment.

Costs capitalised 

into inventory.

Royalties that may be properly 

capitalised into inventory.

The BEAT relies on existing tax 

law to determine whether a 

payment is treated as a 

deduction to which the 

BEAT would apply.



Services Cost Method (SCM)

The cost portion of deductions for service payments made to non-US related parties that 

qualify for SCM, a concept under US transfer pricing rules, are specifically identified as an 

exception under BEAT

Qualifying for SCM:

Services performed must be eligible for SCM

Only the costs associated with these services may be excluded from the BEAT calculation

• The mark-up on these services can give rise to BEAT tax liability

• Creates the potential for double taxation of the same mark-up.

BASE EROSION & ANTI-ABUSE TAX

Services performed cannot be explicitly excluded from SCM 
pursuant to applicable published guidance. For example, 
R&D and sales activities are explicitly excluded.

Median benchmark for services must not 
exceed a 7% mark-up.
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*Base Erosion Tax Rate 5% in 2018, 

10% in 2019-2025, and 12.5% for years 

after 2025.

GLOBAL MANUFACTURER

US Corporate Income Tax ($100 million x 21%): $21 million

Base Erosion and Anti-Abuse Tax

Modified Taxable Income ($100 million + $150 million + $50 million) $300 million

MTI Liability (10% of MTI)* $30 million

(Less) US Corporate Income Tax $21 million

BEAT Liability $9 million 

Total US Tax Liability ($21 million + $9 million) $30 million

US Taxable 

Income: $100 million

Related 

Party

Purchase of Inventory: $200 million

Royalties: $150 million

Mgmt. Services: $50 million



GLOBAL SERVICES PROVIDER

US Corporate Income Tax ($100 million x 21%): $21 million

Base Erosion and Anti-Abuse Tax

Modified Taxable Income ($100 million + $200 million + $150 million + $50 million) $500 million

MTI Liability (10% of MTI)* $50 million

(Less) US Corporate Income Tax $21 million

BEAT Liability $29 million 

Total US Tax Liability ($21 million + $29 million) $50 million

BASE EROSION & ANTI-ABUSE TAX

*Base Erosion Tax Rate 5% in 2018, 

10% in 2019-2025, and 12.5% for years 

after 2025.

US Taxable 

Income: $100 million

Related 

Party

Pmt. for Delivery Services: $200 million

Royalties: $150 million

Mgmt. Services: $50 million
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