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On 28 June 2025, the G7, under Canada’s presidency, released a joint statement
announcing a new “side-by-side system" approach to the Organisation for Economic Co-
operation and Development's (OECD) Pillar Two framework.*

This announcement follows various discussions over US concerns regarding the Pillar Two
rules and other perceived “unfair foreign taxes", which had culminated in proposed US
Internal Revenue Code (IRC) Section 899 of the One Big, Beautiful Bill Act (OBBBA, H.R. 1).
Proposed IRC Section 899 would have imposed punitive US tax measures on certain
foreign-parented groups and investors resident in countries with “unfair foreign taxes”

(as therein defined), such as digital services taxes (DSTs) and undertaxed profits rules
(UTPRs). For more information, see EY Tax Alert 2025 Issue No. 30, Canada’s DST may
trigger proposed US IRC Section 899, for the potential impact of proposed IRC section 899
on Canada.

As part of the G7 negotiations, the US has agreed to withdraw proposed IRC Section 899 from
the OBBBA, contingent on the implementation of the side-by-side system and reciprocal
commitments from G7 partners. Notably, the proposed section was omitted in the US Senate-
released substitute amendment to the House-passed OBBBA on 28 June 2025 that included
tax changes relative to the 16 June US Senate Finance Committee package.

Concurrently, Canada has announced it will rescind the Digital Services Tax Act (the Act) to
facilitate broader trade negotiations with the US. As a result, the planned 30 June 2025
collection of the DST has been halted, and legislation to formally rescind the Act is expected
shortly.?

L For more information, see the full G7 statement released by the Department of Finance.
2 For more information on Canada’s DST, see EY Tax Alert 2025 Issue No. 28, Preparing for

digital services tax filing and payment obligations.
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As noted in the G7 statement on global minimum taxes, the delivery of a side-by-side system
would facilitate further progress to stabilize the international tax system, including a
constructive dialogue on the taxation of the digital economy and on preserving the tax
sovereignty of all jurisdictions.

While the full scope of the side-by-side system remains to be clarified, key takeaways to date
include:

No immediate changes for Canadian-headquartered multinational enterprise (MNE)
groups: These groups remain fully subject to the Global Minimum Tax Act.

Exemption for US-headquartered MNE groups: The income inclusion rule (lIR) and the
UTPR would no longer apply to US parented groups, both for domestic and foreign profits.

This exemption appears limited to US ultimate parent entities.
Qualified domestic minimum top-up taxes remain applicable.

There is no indication that US subsidiaries of Canadian MNE groups will benefit from
the IR exemption.

Tax credit treatment under review: The G7 statement signals a reassessment of the
treatment of substance-based non-refundable tax credits to better align with
refundable credits.

It is important to note that the G7 statement does not yet constitute enacted or substantively
enacted legislation for financial reporting purposes. Further clarity is expected through OECD
Administrative Guidance and domestic legislative processes.
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EY | Building a better working world

EY is building a better working world by creating new value
for clients, people, society and the planet, while building
trust in capital markets.

Enabled by data, Al and advanced technology, EY teams
help clients shape the future with confidence and develop
answers for the most pressing issues of today and
tomorrow.

EY teams work across a full spectrum of services in
assurance, consulting, tax, strategy and transactions.
Fueled by sector insights, a globally connected,
multidisciplinary network and diverse ecosystem partners,
EY teams can provide services in more than 150 countries
and territories.

All'in to shape the future with confidence.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young
Global Limited, a UK company limited by guarantee, does
not provide services to clients. Information about how EY
collects and uses personal data and a description of the
rights individuals have under data protection legislation are
available via ey.com/privacy. EY member firms do not
practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

About EY's Tax Services

EY's tax professionals across Canada provide you with deep
technical knowledge, both global and local, combined with
practical, commercial and industry experience. We offer a range
of tax-saving services backed by in-depth industry knowledge.
Our talented people, consistent methodologies and unwavering
commitment to quality service help you build the strong
compliance and reporting foundations and sustainable tax
strategies that help your business achieve its potential. It's how
we make a difference.

For more information, visit ey.com/ca/tax.

About EY Law LLP

EY Law LLP is a national law firm affiliated with EY in Canada,
specializing in tax law services, business immigration services
and business law services.

For more information, visit eylaw.ca.

About EY Law's Tax Law Services

EY Law has one of the largest practices dedicated to tax
planning and tax controversy in the country. EY Law has
experience in all areas of tax, including corporate tax, human
capital, international tax, transaction tax, sales tax, customs and
excise.

For more information, visit http://www.eylaw.ca/taxlaw
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