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Impact of side-by-side package
Side-by-side package and future developments

Jan 2026 Announcement & impact on diligence
• Transitional Safe Harbour extended to 31 Dec 2027
• 1 Jan 2027 onwards: Permanent ETR Safe Harbour (Optional rule: M&A simplification)
• 1 Jan 2026 onwards: Side by Side Agreement
• 1 Jan 2026 onwards: Substance-based Tax Incentives

Further local country implementations and guidance
• Treatment of elections
• Interaction between Permanent ETR Safe Harbour and main rules

 Evolving market approach on deals

 Decreased diligence of UTPR for US HQ groups
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Approach to due diligence 
in a Pillar Two context
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Pillar Two
Approach to DD: Determine the scope (Phase I)

What is the nature of the 
transaction?

Purchaser buying the 
UPE?

Information outside the 
transaction perimeter?

Contractual 
protection

Pillar Two DD

Phase I No

Purchaser buying all 
entities in a 
jurisdiction?

Yes
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Pillar Two
Approach to DD: Pillar Two DD (Phase II)

Any jurisdictions fail 
the Safe Harbours? Qualified CbCR?

Transitional UTPR 
Safe Harbour for 

UPE?

How to deal with the 
Safe Harbours for 

current fiscal year? 

Extended to 31 Dec 
2027

De Minimis test
Simplified ETR  

Routine Profits?

Focus areas:

Will the Transitional CbCR 
Safe Harbour apply to the 

Target group?

Phase II

Yes
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Pillar Two
Approach to DD: Detailed Pillar Two DD (Phase III)

Elections to arrive at 
GloBE income

Notifications/ 
payments

Deferred Tax Assets 
and Liabilities

Transfers of assets 
and liabilities

Will the Transitional CbCR 
Safe Harbour apply to the 

Target group?

Phase III

No

Top-up calculations 
(no GloBE returns!) Local implementation

Entities joining/ 
leaving the MNE 

Group

Hybrid ownership 
(e.g., preference 

shares)

Tax incentives

Focus areas:
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Contractual terms and protections
in M&A transaction documents
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Pillar Two
Contractual protection—practical experience

• Rely on indemnity for pre-closing tax liabilities
• Ensure that “Taxes” include Pillar Two taxes (IIR, QDMTT and UTPR)
• Tax compliance for “straddle periods”: Buyer prepares tax returns

Problem areas:

Conduct provisions 
for Pillar Two

1 Additional current 
top-up tax

2 Effect of post-
closing events

3 Locked box pricing 
method

4

Basic approach—include Pillar Two in normal tax provisions:
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Pillar Two
Effect of post-closing events

Key:
Implemented Pillar Two
Not implemented Pillar Two

Transaction perimeter
Geography border

Top-Up tax liability for Seller’s MNE group is determined by:

• Seller’s profits for the full fiscal year; and

• CE 1’s profits up to completion

UPE Country 
X

Seller’s MNE 
group

Country X 

CE 1
Country X

Example: Leaving Seller’s MNE Group (carve-out)
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Pillar Two
Contractual protection: Illustrative wording—Seller in Pillar Two

“Seller … covenants to pay … Pillar Two 
tax of any group company as a 
consequence of having been a 

constituent entity of Seller’s Pillar Two 
group”

“Seller … covenants … that, so far as 
legally possible, no Pillar Two tax … will 
arise to any member of buyer’s group”
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Joint ownership situations
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Pillar Two
Jointly-owned structure

• Two risks arise in relation to CE 1 and CE2

• “Allocation Risk”

— Top-up Tax allocated between entities in unexpected manner

• “Jurisdiction Risk”

— Total amount of Top-up Tax on a jurisdictional basis is greater 
than sum of stand-alone Top-up Tax

• Contractual protection typically indemnifies for “Incremental Tax”

— How can the parties protect themselves?

Co-investor

CE 1
(Country X)

CE 2
(Country X)

Key:
Implemented Pillar Two
Not implemented Pillar Two

Geography border

Jointly-owned entity

UPE

70% 30%

Key:
Implemented Pillar Two
Not implemented Pillar Two

Geography border
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Pillar Two
What is the “Allocation Risk”?

• Note: assume SBIE is zero

• Jurisdictional Top-up Tax = Sum of stand-alone Top-up TaxCo-investor

CE 1
(Country X)

CE 2
(Country X)

Key:
Implemented Pillar Two
Not implemented Pillar Two

Geography border

Entity ACT ETR NGI Top-up Tax

CE1 10 10% 100 5

CE2 5 5% 100 10

Total 15 7.5% 200 15

Jointly-owned entity

UPE

70% 30%

Key:
Implemented Pillar Two
Not implemented Pillar Two

Geography border
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Pillar Two
What is the “Jurisdiction Risk”?

• Jurisdictional Top-up Tax ≠ Sum of stand-alone Top-up Tax

Co-investor

70% 30%

Key:
Implemented Pillar Two
Not implemented Pillar Two

Geography border

Entity ACT ETR NGI SBIE EP Top-up 
Tax

CE1 10 10% 100 100 0 0

CE2 15 15% 100 0 100 0

Total 25 12.5% 200 100 100 2.5

UPE

Jointly-owned entity

CE 1
(Country X)

CE 2
(Country X)
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Structuring, including 
pre-sale carve-outs
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Structuring 
Deal structuring—Original contemplated transaction

• Both UPE1 and UPE2 are both within the Pillar 2 rules

• Transaction is structured such that UPE1 sells and UPE2 
acquires the assets

• UPE1 is not subject to tax on the disposal of the assets under 
domestic legislation in Jurisdiction X

• Gain on transfer does not qualify for an excluded gain for 
Pillar 2 purposes

• Pillar 2 liability on asset sale

UPE 1
Jurisdiction X

Assets

UPE 2
Jurisdiction Y

Assets

Transfer of assets from UPE1 to UPE2
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Structuring 
Deal structuring—Revised structure (enveloping)

UPE 1
Jurisdiction X

Assets

UPE 1
Jurisdiction X

Assets

UPE 2
Jurisdiction Y

Assets

UPE 1
Jurisdiction X

Assets

Tax implications
None—UPE1 and NewCo form part 
of the same group for tax purposes

Tax implications
Does the hive down of assets 
qualify as a GloBE reorganisation?

Tax implications
• No domestic CGT in Jurisdiction X 
• No Pillar 2 liability

Step 1—UPE1 establishes a 
newly incorporated affiliate

Step 3—UPE1 sells NewCo shares to 
UP2 2

Step 2—UPE1 transfers the assets to 
NewCo

NewCo
Jurisdiction X

NewCo 
Jurisdiction X

NewCo 
Jurisdiction X

NewCo 
Jurisdiction X
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Structuring 
Pre/post-deal structuring—Intra-group transfers of assets vs shares

Rules CbC Profit/ 
GloBE Income

Covered Taxes ETR Impact

Transitional Safe 
Harbour

$900 $0 SETR reduction

‘Full’ GloBE rules $900 $0 ETR reduction

UPE 2
Jurisdiction Y

Assets

Existing SubNewCo
Jurisdiction X

20

Rules CbC Profit/GloBE 
Income

Covered Taxes ETR Impact

Transitional Safe 
Harbour

$900 $0 SETR reduction

‘Full’ GloBE rules $0 $0 No impact

CE 3

UPE 2
Jurisdiction Y

Existing SubNewCo
Jurisdiction X

• NewCo’s book value of the assets is $100 (inherited historic book value from UPE 1)
• NewCo transfers assets for fair market value consideration of $1,000
• Accounting gain for NewCo of $900
• NewCo not subject to tax in Jurisdiction X (FMV tax basis or same-country transaction)
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Facts
• CE2 owes a debt to CE1 of $100
• CE1 waives the debt owing by CE2
• CE2 recognises accounting income of $100 as a result of the waiver
• CE2 not subject to tax in Jurisdiction X (e.g., local exemption for debt 

waivers)

Impact

Other considerations
• Are there concessionary debt waiver rules in Pillar Two that could be 

relied on? 

Structuring 
Pre/post-deal structuring—Debt waivers

Rules CbC Profit/GloBE 
Income

Covered Taxes ETR Impact

Transitional Safe 
Harbour

$100 0 SETR reduction

‘Full’ GloBE rules $100 0 ETR reduction

UPE 2
Jurisdiction Y

CE2
Jurisdiction Z

CE1
Jurisdiction X

CE1 waives debt owed by CE2
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Key Takeaways
Pillar Two impact on M&A

Pillar two impact on DD

Importance of Pillar Two-specific contractual protections

 Evolving market approach on deals

Potential for material impact on deal structure + pre/post transaction reorganisations
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