[bookmark: taxreforms]Follow up to the European Parliament non-legislative resolution on the impact of national tax reforms on the EU economy
1.	Rapporteur: Markus FERBER (EPP / DE)
2.	Reference number: 2021/2074 (INI) / A9-0348/2021 / P9_TA PROV(2022)0023
3.	Date of adoption of the resolution: 16 February 2022
4.	Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
5.	Brief analysis/assessment of the resolution and requests made in it:
The resolution calls for more coordination and harmonisation in the EU on tax matters. It notes the limits of the current decision-making process in the Council in responding to the legislative needs to foster coordination among Member States and fight harmful tax practices and call for all possibilities offered by the Treaty on the Functioning of the European Union (TFEU) to be explored.
It calls for a swift transposition into EU law of the OECD/G20 Inclusive Framework agreement on a two-pillar solution, for a phasing out of the national digital taxes following the implementation of the international solution and for the Commission to come forward with alternative proposals for a new own resource that are compatible with international commitments. It invites the Commission to table its proposal on “Business in Europe: Framework for Income Taxation” (BEFIT) earlier than 2023.
The resolution also suggests further harmonisation regarding tax incentives for research and development spending, and calls on the Commission to establish a screening framework for tax incentives in the EU and to oblige Member States to publish the fiscal costs of tax incentives.
6.	Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission will continue to develop the BEFIT proposal throughout 2022. As part of this work, the Commission will engage with all key stakeholders including the Parliament, Member States, business and civil society. This engagement will allow the Commission to delineate key building blocks of the proposal such as the scope, the rules for arriving at the tax base, the framework for allocating taxing rights and the administration of the system.
An important aim of the proposal will be to reduce the compliance costs for businesses. The Commission also agrees that a fair method of profit allocation is crucial for this proposal to be effective.
In relation to the timetable, BEFIT will require detailed consultation with interested stakeholders, as well as a thorough impact assessment in order to produce a robust, evidence based proposal. Moreover, the ongoing work at the Organisation for Economic Co-operation and Development (OECD) and EU level on the final technical design and implementation of the Two-Pillar Inclusive Framework agreement of October 2021, in particular as regards the reallocation of taxing rights, will have a significant and direct impact on the design of the BEFIT proposal. This work is intended to be completed in the next months. In this light, the second half of 2023 is an appropriate timeline in order to allow the time needed to carry out all the preparatory work.
Need to strengthen the exchange of information between national tax authorities (paragraph 12)
The Commission will table a proposal to amend the Directive on Administrative Cooperation in the field of taxation (DAC)[footnoteRef:1] to cover the exchange of information concerning crypto-assets. This proposal, which is scheduled for adoption in the course of 2022, is in line with what was suggested by the Parliament in its resolution of 16 September 2021. [1:  	Council Directive 2011/16/EU] 

This proposal is closely linked to on-going discussions in the EU on a regulation of the market for crypto-assets[footnoteRef:2] and on including crypto-assets in the scope of the anti-money laundering regulatory framework. It is also linked to discussions taking place in the OECD with a view to agreeing on a standard for the reporting and exchange of information on crypto-assets for tax purposes. It will be part of the overall EU regulation of crypto-assets and will rely on the same framework and definitions, while catering for the specific needs of tax administrations (in terms of scope, relevant information, etc.). [2:  	Proposal for a REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL on 	Markets in Crypto-assets, and amending Directive (EU) 2019/1937; COM(2020)593] 

The proposal may also include other relevant elements to improve and complete the existing framework for automatic exchange of information
Need for tax policy coordination at the international level through the G20/OECD; developing countries should be fully included in the negotiation process (paragraph 14)
The Commission agrees that efforts to reform and coordinate the international tax systems produce more effective results if they are pursued in the context of a G20-led exercise, including through their successful implementation in the EU. The Commission recognises the importance of developing countries’ ownership of international tax reforms and has taken actions to support a knowledge-based and interest-oriented engagement of developing countries. In the last years, a number of developing countries have been invited to join the Inclusive Framework on BEPS (base erosion and profit shifting) or the Global Forum on transparency and exchange of information, also thanks to bespoke outreach activities. Additionally, the Commission has facilitated developing countries’ participation in the negotiations of the two-pillar agreement by co-financing the OECD targeted technical assistance to developing countries. It also supported the work of regional organisations, which have played an important role in the final shape of the two-pillar agreement. The Commission is committed to further reinforcing these processes in a way that developing countries can continue to effectively contribute to the international tax organisations which operate under the G20 mandate.
Transposition of the OECD/G20 Inclusive Framework agreement on the two pillars into EU law (paragraph 16)
The Commission endorses the wish expressed by the Parliament concerning the swift transposition into EU law of the OECD/G20 Inclusive Framework agreement on the two pillars.
A Directive for the implementation of Pillar 1 within the EU has been announced in the Commission Work Programme for 2022. This directive will ensure a consistent and comprehensive implementation of Pillar 1 at EU level. The OECD is developing a Multilateral Convention (MLC) under public international law for all jurisdictions to sign and to ratify. In addition, the OECD is working on Model Rules that participating States, including EU Member States, may use to transpose the Pillar 1 agreement in national law as far as changes to domestic law are required. Once a final agreement within the OECD is reached on all the details of Pillar 1, the Commission will be in a position to put forward a Directive to implement this agreement within the EU.
As regards Pillar 2, as the technical work at the OECD BEPS Inclusive Framework advanced differently, the Commission tabled a proposal for a Directive implementing Pillar 2 into the EU already on 22 December 2021[footnoteRef:3] , only a few days after the OECD Model Rules were published. The Directive sets out rules to ensure a minimum level of taxation for large multinational enterprises and large domestic groups, which are consistent with the global agreement reached by the OECD Inclusive Framework and follow closely the OECD Model Rules. In addition, some adjustments are made in order to ensure legal certainty and compatibility with EU law. The French Presidency is treating the Pillar 2 Directive as a priority, and the Commission fully supports their work in order to reach a swift agreement on the proposal.  [3:  	COM(2021) 823 final] 

Need to ensure a more consistent determination of tax residence (paragraph 18)
The determination of tax residence is set out in national legislation. However, it is framed by the relevant bilateral tax treaty which in most cases follows the OECD Model Tax Convention on Income and Capital. With this in mind, the main issues that may appear in relation to the determination of tax residence are linked to the administrative procedures in place to ensure a correct determination.
The Commission has been discussing the extent of the issues relating to tax residency with Member States. In this context, the Commission has also presented a number of alternative actions that could be taken to limit the issues that can arise from difficulties to determine tax residence, such as standardised multilingual certificates of residence and ensuring a complete network of double tax conventions among EU Member States. Based on these discussions, the Commission is currently reflecting on the appropriate action.
Recalls that the EU agreed to implement a new own resource based on a digital levy as a way to finance the NextGenerationEU recovery instrument and calls on the Commission to come forward with alternative proposals that will be compatible with international commitments (paragraph 20)
As part of the Interinstitutional Agreement of 16 December 2020, the European Parliament, the Council and the European Commission agreed that the Commission would propose before summer of 2021 three new own resources based on a carbon border adjustment mechanism, emissions trading and a digital levy.
However, due to the historic OECD/G20 agreement to create a fairer international tax system, which addresses the tax challenges arising from the digitalisation of the economy, the Commission put on hold its work on the digital levy. Moreover, as part of the international tax agreement, Member States agreed that the forthcoming Multilateral Convention on Pillar 1 will require all parties to remove all Digital Services Taxes and other relevant similar measures.
The Commission proposed on 22 December 2021 an own resource linked to the OECD/G20 Pillar One on the re-allocation of taxing rights of the largest and most profitable companies. 
Welcomes the Commission’s announcement to propose a legislative initiative for introducing a common, standardised, EU-wide system for withholding tax relief at source (paragraph 21)
The Commission appreciates the support expressed by the European Parliament towards the withholding tax procedures initiative. It should be recalled that the Commission is committed to remove the hurdles for cross-border investments while, at the same time, addressing the issue related to tax fraud. The final proposal will therefore focus on meeting these objectives and the aim is to finalise this proposal by the end of this year. On that basis, the Commission is considering various policy options, including ways to improve transparency, or a system of relief at source and ways to improve and standardise refund procedures.
Commission proposal for a debt equity bias reduction allowance (paragraphs 22 to 25)
As announced in the Communication on Business Taxation for the 21th century[footnoteRef:4], the Commission will, in the coming months, table a proposal to address the debt-equity bias in corporate taxation thus promoting investment and innovation. [4:  	COM(2021) 251 final] 

The current tax rules result in a debt-equity bias, which stems from the fact that businesses can deduct interests attached to debt financing but not the costs related to equity financing.  This could make companies vulnerable to unforeseen changes in the business environment and increase their risk of insolvency.
The Commission proposal will address the debt-equity bias, thus contributing to enhancing the opportunities for the re-equitisation of financially vulnerable companies. This initiative will provide a common set of rules to apply in the 27 EU Member States thereby reducing distortions in the single market. It will also incorporate a strong set of anti-abuse provisions, to avoid that the allowance on equity is used as a base erosion tool.
This initiative will be accompanied by a thorough impact assessment, which will be published alongside the legislative proposal.
Tax incentives for research and development and harmonisation prospects (paragraphs 29-31)
Tax incentives are one of many policy options available to support innovation and economic growth. The Commission agrees that any tax incentive schemes should avoid creating loopholes that may foster harmful practices or illegally distort competition among undertakings operating in the Single Market. These risks can be mitigated by applying the principle of directionality, defined as the orientation of research and innovation (R&I) investments and new policy initiatives aimed at achieving sustainable development goals (e.g. digital tagging under the Recovery and Resilience Facility or small and medium sized enterprises - SMEs), directly in the incentives’ design. In particular, tax incentives supporting companies’ research and development (R&D) activities can correct market failures and enhance efficiency, if designed in compliance with current international standards and relevant EU legislation (including in the field of competition law). 
These tax incentives should therefore be designed carefully to avoid rendering the tax system overly complex, as this can reduce their effectiveness and legal certainty, and distort business decisions. The Single Market could benefit from the harmonisation of such systems, especially in the R&D field, which continue to vary considerably between the Member States. However, the Member States maintain full competence and discretion in designing their respective tax incentive schemes.
The Commission will continue working to minimise the risks of distortions in the Single Market, notably through monitoring and analysing tax policies in the EU (including tax incentives schemes) and their potential effects. This includes in the context of the European Semester and the Recovery and Resilience Facility. The Commission will continue to set out a more detailed assessment of tax incentives for R&D in its periodic economic reports: “Annual Report on Taxation”, “Taxation Trends in the European Union” and “Science, Research and Innovation Performance of the EU”. The Commission is cooperating closely with the OECD on its work to map R&D tax incentives and define best practice. The Commission will also continue to reflect on the future of taxation in the EU more broadly, which will culminate in a Tax Symposium later in 2022.
Asks the Commission to follow and monitor new national tax reforms or measures implemented as a result of the COVID-19 pandemic to sustain the economy, in particular measures that are not temporary (paragraph 35)
Tax reforms are an integral part of the policy response to support the recovery after the COVID-19 crisis. An appropriately designed and effectively functioning tax system will be key to ensuring stable fiscal revenues and the sustainability of public finances, fostering innovation and productivity and supporting inclusive growth. The overall focus of RRPs is more on reforms and investments to support the recovery including important investments and reforms to improve national tax systems and support cross-border cooperation. In particular, several RRPs include tax reforms and investments that address specific country-specific recommendations (CSRs) ranging from measures to tackle aggressive tax planning, over broader taxation policy reforms to a range of investments focussing on the digitalisation and modernisation of tax and customs administrations. Also in support of the green and digital transitions taxation measures are incorporated. For instance more than half of adopted RRPs include environmental taxation measures.
Member States’ plans are assessed by the Commission using the criteria set out in the RRF Regulation. The Commission’s assessment of the draft RRPs are submitted to the Council for their approval by implementing decision. Payments under the RRF are linked to performance. The Commission will authorise disbursements based on the satisfactory fulfilment of groups of milestones and targets reflecting progress on reforms and investments of each plan.
Furthermore the monitoring of (the progress towards) the implementation of the relevant milestones and targets is part of the preparation of the Commission’s assessment of a given payment request as well as part of the continued informal dialogue with the Member States throughout the implementation period of the RRF. For the latter, the operational arrangements, to be concluded between the Commission and each Member State having an adopted RRP, provide for regular exchanges between the Commission and Member States, with at least quarterly exchanges to take stock of progress on the implementation of the Recovery and Resilience Plans. The operational arrangements also clarify the verification mechanism for each milestone and target, which determines the underlying evidence and justification Member States need to deliver to allow the Commission to proceed with its assessment of a given payment request. When necessary, the operational arrangements can as well introduce monitoring steps to follow the implementation of the plan.
The Commission is called on to consider how to tackle distortive effects resulting from the participation of bidders with activities in jurisdictions included on the EU list of non-cooperative jurisdictions for tax purposes; the Commission should revisit its public procurement strategy in this regard (paragraph 37)
The Commission takes note that in its Conclusions on “Public Investment through Public Procurement: Sustainable Recovery and Boosting of a Resilient EU Economy”, the Council called on the Commission to consider “how to tackle distortive effects resulting from a participation of bidders with activities in jurisdictions included on the EU list of non-cooperative jurisdictions for tax purposes leading to unjustified competitive advantages in procurement procedures”. In response to this call, the Commission is currently assessing options in this regard together with Member States. The Commission is focusing on the analysis of the provisions under Article 57(4)(c) of Directive 2014/24/EU. These provisions relate to cases of exclusions for grave professional misconduct which renders integrity questionable. The Commission is exploring whether tax residence in a listed jurisdiction could qualify as a sufficient ground to exclude companies from public procurement procedures. On this basis, the Commission will conclude whether there is a need to reconsider the legal framework regulating the participation in public procurement procedures of bidders with links to non-cooperative jurisdictions on the EU list.
Takes note of the Commission’s ongoing work on an EU tax scoreboard and recommendations (paragraph 38)
The Commission is currently working on possible design options for an EU tax scoreboard and exploring relevant indicators that could be included, including those mentioned by the European Parliament.

