Follow up to the European Parliament resolution on tax avoidance and tax evasion as challenges for governance, social protection and development in developing countries, adopted by the Commission on 21 October 2015
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5.
Competent Parliamentary Committee: Committee on Development (DEVE)

6.
Brief analysis/assessment of the resolution and requests made in it:
The resolution sets out the European Parliament's position on tax evasion, tax avoidance and illicit financial flows as challenges for developing countries. The resolution describes the relevance of taxation as a reliable and sustainable source of financing for national development policies. It outlines the potential for increasing this source of financing, especially by addressing tax evasion, tax avoidance and illicit financial flows.

In order to succeed in increasing domestic resource mobilisation, developing countries need to overcome domestic political, administrative and technical constraints in tax policy making and in tax administration. In addition, developing countries need appropriate representation in the processes of international tax cooperation.

As a consequence, the resolution requests three types of action: an ambitious action plan in support to developing countries in their fight against tax evasion, tax avoidance and illicit financial flows; more inclusive representation of developing countries in the global tax governance process; and further development by the EU of its own as well as the international global tax governance agenda.

7.
Response to the requests and overview of actions taken, or intended to be taken, by the Commission:

The resolution was passed just one week ahead of the Financing for Development Conference in Addis Ababa and was therefore a very relevant and timely contribution to this conference that covered domestic resource mobilisation as one of its key pillars for financing the future global development agenda. Therefore, the Commission can welcome the resolution in principle.

However, there are some specific areas in the resolution where the Commission would be more cautious as to the position presented or the requests for action made.

(i) With regard to the call for an ambitious action plan to support developing countries (points 1, 2, 3, 4, 8, 9), the Commission agrees with the assessment that developing countries will need intensified support. The Commission discussed possible approaches to this, in the context of an event to launch the global "Addis Tax Initiative" during the Third Financing for Development conference in Addis Ababa. The Commission is currently considering the follow-up to these discussions, possibly in the form of a Staff Working Document, further elaborating on the implementation of the existing Communication on Tax and Development (COM(2010) 163) that is still relevant and valid as an overarching policy.

(ii) The Commission agrees with the request for good governance in tax matters to play an important role in policy dialogue (point 5). Domestic resource mobilisation is already a substantial part of this policy dialogue, especially in the context of budget support operations where it is part of two eligibility criteria (macroeconomic stability and public finance management). National Parliaments in developing countries are important stakeholders in this process.

(iii) With regard to the further integration of developing countries in the global tax governance agenda, the Commission is a strong supporter of this process, be it at the UN, the OECD or elsewhere (points 9, 13). The Commission considers the compromise found during the Addis Ababa Conference on Financing for Development with regard to the status of the UN taxation committee as appropriate.

(iv) The Commission supports the call for more transparency of information on beneficial ownership of companies, trusts and other types of legal arrangements (point 6). Directive (EU) 2015/849 which entered into force on 25 June 2015 already provides for enhanced transparency provisions on beneficial ownership. These provisions are inspired by the Financial Action Task Force (FATF) standards but go beyond them insofar as they require Member States to set up, at national level, central registers (commercial registers, companies' registers or public registers) of beneficial ownership information for corporate entities, as well as for trusts when they generate tax consequences. These registers will be accessible to competent authorities without any restrictions, to obliged entities (such as banks, lawyers, real estate agents) when they have to implement their anti-money laundering obligations and to any other persons that can demonstrate a legitimate interest. These persons shall have access to at least the name, the month and year of birth, the nationality and the country of residence of the beneficial owner as well as the nature and extent of the beneficial interest held. In addition, the new European framework on anti-money laundering states that the national central registers will have to be interconnected so as to improve cross-border access to the relevant information on beneficial ownership. The Commission is asked to submit a report to the European Parliament and the Council to assess the conditions and the technical specifications and procedures to ensure safe interconnection by June 2019.

The Commission will pay particular attention to the transposition of these provisions at national level which is due to take place at the latest by 26 June 2017. In addition, the Commission strongly supports the full implementation of the FATF anti-money laundering recommendations by all countries. It attaches the greatest importance to this issue when cooperating with third countries.

(v) With regard to Country by Country Reporting (CBCR), the European Union is already leading by example due to its Accounting Directive 2013/34/EU (point 7). In order to achieve fair and efficient corporate taxation in the European Union, as announced in its Action Plan (COM(2015) 302) of June 2015, the Commission has undertaken to work on an impact assessment (point 12) that will assess the suitability of further corporate tax transparency, including through country-by-country reporting for all sectors. In this respect, the Commission will consider the latest developments in the international arena and the results of related European initiatives. The Commission launched a public consultation on corporate tax transparency in June, running until September, that will feed into this work. The impact assessment should be completed at the beginning of next year.

(vi) The Commission welcomes the call to strengthen the fight against international tax avoidance and tax havens, with the appropriate involvement of and support to developing countries (points 10, 15). In this respect, the Commission recalls its two recent Communications of March 2015 on Tax transparency to fight tax evasion and avoidance (COM(2015) 136 final), and June 2015 on an Action plan for a Fair and Efficient Corporate Tax System in the European Union: 5 Key Areas for Action (COM(2015) 302), which addresses further measures for improving third countries' compliance with minimum standards of good governance in tax matters (transparency, exchange of information and fair tax competition).

(vii) Policy Coherence for Development (PCD) is a priority area for the Commission, and mechanisms and procedures to avoid contradictions and build synergies have continued to improve over the years both at Commission and Member State level. This principle applies equally for the Impact of European Tax Policies on Developing Countries. Impact Assessments (point 12) allow ex-ante assessments of policy proposals, and can help ensure that impacts on developing countries are taken into account at an early stage of the preparation of a political initiative. Specific and operational guidance is now provided on how to systematically assess the effects of new policies on developing countries. The Better Regulation Package (COM(2015) 215) adopted by the Commission on 19 May 2015 contains new Guidelines and also a "Tool Box" for assessing potential impacts of future EU initiatives on developing countries in an appropriate and proportionate manner. These new tools will be pivotal in promoting the principle of Policy Coherence for Development vis-à-vis other Commission departments.
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