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On 28 June 2025, the G7' issued a statement outlining a proposed "side-by-side" solution for global minimum
tax arrangements that would allow the US minimum tax system to operate alongside the Pillar 2 rules. This
solution proposes to exempt US parented groups from Pillar Two's income inclusion rule (IIR) and undertaxed
profits rule (UTPR), acknowledging the existing US minimum tax rules (e.g., the global intangible low-taxed
income (GILTI) levy).

The G7 statement explicitly mentions the following principles:

o Aside-by-side system would fully exclude US parented groups from the UTPR and the IR in respect of both
their domestic and foreign profits.

o Aside-by-side system would include a commitment to ensure any substantial risks that may be identified
with respect to the level playing field, or risks of base erosion and profit shifting, are addressed to preserve
the common policy objectives of the side-by-side system.

e Work to deliver a side-by-side system would be undertaken alongside material simplifications being
delivered to the overall Pillar 2 administration and compliance framework.

e Work to deliver a side-by-side system would be undertaken alongside considering changes to the Pillar 2
treatment of substance-based non-refundable tax credits that would ensure greater alignment with the
treatment of refundable tax credits.

At the same time, the proposed section 899, which aimed to empower the US president to counter "unfair
foreign taxes", has been removed from the One Big Beautiful Bill Act. This removal aligns with the US Treasury
Department's agreement with G7 countries, ensuring that the OECD's Pillar Two global minimum tax rules do
not apply to US parented groups.

! The G7 is made up of Canada (president), UK, USA, France, Italy, Germany and Japan.
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On the same day, the OECD Secretary-General released a statement welcoming the G7's proposed framework
for global minimum tax arrangements. The Secretary-General emphasized the importance of engaging with the
broader OECD/G20 Inclusive Framework? on BEPS regarding the proposed arrangement. This engagement is
consistent with the principles outlined in the statement from the plenary meeting of the inclusive framework in
April 2025. At that meeting, members acknowledged the critical importance of securing certainty and stability in
the international tax system, particularly concerning the implementation of Pillar Two. They also recognized the
ongoing value of the Inclusive Framework as a platform for collaboration.

Our observations

The principles outlined in the G7 statement raise various unanswered questions, including:

How the side-by-side system will function technically, e.g., whether US GILTI will be considered a qualifying
lIR, whether the UTPR safe harbour will be extended, how IIR applies to "sandwich" US structures etc.

The impact on Pillar Two compliance requirements

The need for legislative changes

When the changes will take effect, including whether they will apply retroactively from 2024

The willingness of other OECD/G20 Inclusive Framework members to adopt the proposed system

The approach to countries that still impose digital service taxes, which are not covered by Pillar Two

The interaction with the EU Pillar Two directive

The governments of China and Hong Kong SAR have not yet commented on the recent developments
affecting Pillar Two. According to the current Hong Kong SAR law, the IR and QDMTT are applicable for fiscal
years beginning on or after 1 January 2025, while the implementation date for the UTPR will be determined at
a later time.
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Through the "Global Tax Reset Il series" articles, Deloitte will help you keep an eye on the recent major changes in the global tax system and discuss with you the far-reaching
impact that it may have on multinational corporations. Please refer to the following links to access to the previous articles under the series.
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Global Minimum Tax and Hong Kong Minimum Top-up Tax Legislation Passed

Proposed amendments to the draft legislation on the Global Minimum Tax and Hong Kong
Minimum Top-up Tax

Draft legislation on the Global Minimum Tax and Hong Kong Minimum Top-up Tax
published in Gazette

Updates on implementation of Global Minimum Tax and Hong Kong Minimum Top-up Tax
Hong Kong Pillar 2 QDMTT / HKMTT and GloBE Rules consultation

How Global Minimum Tax implementation timelines could affect top-up tax liabilities
OECD released administrative guidance on global minimum tax

Hong Kong defers the implementation of Pillar Two

The Impact of Pillar 2 on Hong Kong's Real Estate Sector

Pillar Two — Impact on Hong Kong

OECD Pillar Two: Qualified jurisdictions and further guidance
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OECD Pillar Two: Information return updates released

OECD Pillar Two: Further guidance published

Pillar Two: Consolidated commentary published
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Pillar Two: OECD's further guidance

Pillar 2 —QDMTT, UTPR & GIR developments relevant to Hong Kong, Singapore and
Mainland China
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OECD Pillar Two: Information return and safe harbors published
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OECD announces release of commentary on Pillar Two model rules for global minimum tax
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Pillar Two — OECD Inclusive Framework global minimum tax model rules

OECD inclusive framework updates political agreement on Pillar One and Pillar Two

Global Minimum Tax Frequently Asked Questions (FAQ)

OECD Inclusive Framework reaches political agreement on taxing the digitalised economy
and a global minimum rate

Global Endorsement on Pillar One and Pillar Two
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European Union — Mandatory Tax Reporting (DAC6) implemented
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European Union - Mandatory Tax Reporting for certain cross-border arrangements
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OECD's public consultation document: Secretariat Proposal for a "Unified Approach" under
Pillar One
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