[bookmark: taxud]Follow-up to the European Parliament non-legislative resolution on further reform of corporate taxation rules
1. Rapporteur: Isabel BENJUMEA BENJUMEA (EPP / ES)
2. Reference number: 2022/2146 (INI) / A9-0359/2023 / P9_TA-(2023)0460
3. Date of adoption of the resolution: 12 December 2023
4. Competent Parliamentary Committee: Committee on Economic and Monetary Affair (ECON)
5. Brief analysis/ assessment of the resolution and requests made in it: 
The resolution makes requests linked to:
· Aggressive Tax Planning, the European Semester and the Recovery and Resilience Plans.
· Divergent implementation of Union law which undermines the proper functioning of the single market.
· Reducing the burden of compliance on EU companies, particularly for Small and Medium-Sized Enterprises.
· The Two Pillar Agreement.
· The Code of Conduct on Business Taxation.
· Identifying synergies between tax rules modernisation and potential tax-based own resources.
· A more coordinated and simplified corporate tax regime.
6. Response to requests and overview of action taken, or intended to be taken, by the Commission:
Aggressive Tax Planning, European Semester and Recovery and Resilience Plans (paragraph 6)
The fight against aggressive tax planning, including withholding taxes on outbound payments, has been a focus of the European Semester. Several EU Member States received country-specific recommendations (CSRs) on this topic in 2019 and 2020. Following the adoption of relevant legislation and/ or relevant commitments in the Recovery and Resilience Plans (RRPs), some of these CSRs were not repeated in 2022 and 2023 (Commission Recommendations). The Commission closely monitors implementation of the RRPs and assesses the satisfactory fulfilment of milestones and targets before disbursing associated payments, including as regards commitments taken to address aggressive tax planning. In addition, the Commission will continue to assess progress in addressing country-specific recommendations as part of the European Semester process.
Divergent implementation of Union law which undermines the proper functioning of the single market (paragraph 8)
The Commission agrees that a uniform application of EU tax legislation across all Member States would facilitate cross-border activities and support the well-functioning of the single market, improve the tax bases of Member States, and significantly mitigate red tape and compliance costs, to the benefit of companies and citizens alike. The Commission also concurs that people and businesses count on the EU’s commonly agreed rules to be swiftly and correctly transposed and implemented into national law, and fully applied by Member States. This is precisely why the Commission has repeatedly set out its clear objectives for harnessing the benefits of EU law – first in its 2016 Communication on Enforcing EU Law for a Europe that delivers, and thereafter in its 2022 Communication on EU law: Better results through better application. Since then, the Commission further undertook a deep evaluation of its EU law enforcement and monitoring processes and action, culminating in the 2023 Stocktaking report on the Commission working methods for monitoring the application of EU law.
Against this background of clear objectives and prioritisation, and based on the self-assessments conducted, the Commission has established a means of working with the Member States at an early stage in the legislative and implementation process to identify and address issues of potential legal and operational divergence and achieve a collective interpretation or understanding even before the legislation is adopted at national level. The Commission is making use of all available fora – both within the institution and the inter-institutional context – to assist Member States in implementing Union law in a uniform manner and without divergence. In connection with the transposition of the ‘Pillar 2’ Directive, for example, the Commission services embarked on an extensive exercise within the framework of the ‘Working Party IV’ and assisted the Member States alongside their domestic process of transposing Pillar 2 with the aim to ensure a common understanding and interpretation of the tax concepts. The Commission has also launched infringement action in case of non-compliance with EU directives or in the event of clear infringements of EU law and the Treaty freedoms and works swiftly with the Member States to ensure action is taken as quickly as possible to rectify any potential problems identified.
Reducing the burden of compliance on EU companies, particularly Small and Medium-Sized Enterprises (SMEs) (paragraphs 10-18)
Regarding paragraph 10, the Commission proposed a package of tax simplification proposals in September 2023. This includes a head office tax (HOT) system, which would allow SMEs that cross borders within the EU and create a taxable presence by way of a permanent establishment (PE) in another Member State, to continue applying the tax rules of the Member State of their origin, i.e. where their Head Office is resident. These SMEs will also have the right to continue filing with the same tax administration in their own language. The Commission has also proposed a Directive on ‘Business in Europe: Framework for Income Taxation’ (BEFIT). BEFIT would introduce a single corporate tax framework across the EU. Both proposals are estimated to reduce compliance costs for EU businesses and will enhance cooperation between Member States.
Regarding paragraphs 11 and 13, the Commission supports further studies, evaluations, and impact assessments to improve the EU business tax environment. The Commission notes that, for instance, the impact assessment reports that accompany the HOT and BEFIT proposals already build on a recent study (2022) which includes a survey of tax compliance costs in Member States[footnoteRef:2]. These reports consider the tax rules in place in the EU, including EU tax policies, and already identify options to reduce the administrative burden on businesses in the EU, particularly for SMEs in the HOT proposal[footnoteRef:3]. While businesses are already committed to ensuring full compliance with the Pillar 2 Directive, they are given a reasonable timeframe in connection with the proposed initiatives, as is underscored in paragraph 13 of the Resolution, i.e., by 2026 for the HOT proposal and by 2028 for the BEFIT proposal. [2:  	European Commission, Tax Compliance costs for SMEs: An update and complement” Final Report by VVA and KPMG, Luxembourg: Publications Office of the European Union, 2022]  [3:  	European Commission (2023), Impact Assessment Report accompanying the document Proposal for a Council Directive establishing a Head Office Tax system for micro, small and medium sized enterprises, and amending Directive 2011/16/EU] 

Regarding paragraph 11 and the need for the Commission to conduct an EU-wide study on the levels of tax compliance costs, the Commission has launched exploratory work in this field to assess the need for such a study and the appropriate timing, taking into account work of other organisations such as the Organisation for Economic Co-operation and Development (OECD) and the World Bank.
Regarding paragraph 12, the Commission agrees that cross-border telework is presenting workers and employers with complex administrative hurdles. These issues have been subject to discussions within Commission expert groups as well as in Council working parties. The Belgian Presidency is planning to continue and deepen the work towards potential solutions in this area. The Commission is following this work closely.
Regarding paragraph 13, with the submission of any new proposal, the Commission is committed to observing the smooth functioning, integrity, and level playing field of the Single Market and not creating a disproportionate burden on companies. In this regard, new legislative proposals on taxation always assess the compatibility with digital solutions already introduced in individual Member States from a double perspective: on the one hand, the reduction of the burden and, on the other hand, the impact that such domestic digital solutions carry on the fragmentation of the Single Market.  This approach is consistent with the Commission’s commitment to rationalise and simplify reporting requirements, with the ultimate aim to reduce such burdens by 25%, without undermining the related policy objectives[footnoteRef:4]. [4:  	COM(2023) 168 final, Communication from the Commission to the European Parliament, the Council, the European Economic and Social Committee and the Committee of the Region, Long-term competitiveness of the EU: looking beyond 2030] 

The Two Pillar Agreement (paragraphs 16 and 19-28)
The Commission takes note of the call to analyse the use of tax credits as an aid instrument, in particular concerning their potential impact on the Pillar 2 reform. In this context, the Commission notes that the application of the State aid rules ensures that such tax credits do not undermine the internal market and comply with EU law.
The Commission takes note of the call to report back to Parliament on the success of the ratification process of the Pillar 2 agreement in non-EU countries (paragraph 19). Currently, 45 jurisdictions globally have taken steps, or have announced that they will soon take steps, to implement the Pillar 2 rules. The OECD has recently announced that on the basis of this data, around 90% of the Multinational Enterprises (MNEs) within the scope of Pillar 2 worldwide will be subject to the minimum tax by 2025[footnoteRef:5]. [5:  	See p.8 in The Global Minimum Tax and the taxation of MNE profit, released on 9 January 2024 by OECD https://www.oecd-ilibrary.org/docserver/9a815d6b-en.pdf?expires=1706286642&id=id&accname=oid031827&checksum=6E700FC30CFB98DA82EECEA11EE4D66B ] 

The Code of Conduct on Business Taxation (paragraphs 23 and 30)
Assessment of past reforms, and Pillar 2 (Paragraph 23)
Regarding past reforms of the Code of Conduct on Business Taxation, the Commission has evaluated the work of the Code of Conduct (Group) regularly and made suggestions for improvements, both concerning the scope of the Code, but also regarding its governance, transparency and accountability (Action Plan to make taxation fairer, simpler and more adapted to modern technologies (COM(2020) 312 final) and the Communication on Tax Good Governance in the EU and beyond (COM(2020) 313 final, Communication on an External Strategy for Effective Taxation, COM/2016/024 final).
Regarding the assessment of measures leading to low levels of taxation in line with Pillar 2, the Commission already technically assists the Code of Conduct Group in identifying and assessing preferential tax regimes (i.e., measures that provide for a lower level of taxation than the level generally applicable) of third-country jurisdictions that are potentially  harmful (criterion 2.1 of the EU list), and in reviewing jurisdictions with no or very low corporate income tax to ensure that they do not facilitate offshore structures or arrangements seeking to attract profits without any real economic activity (criterion 2.2 of the EU list). In its Communications, the Commission has also stressed the need to take into account the impact of Pillar 2 on the EU listing criteria (Commission Communication on Business Taxation for the 21st Century (May 2021); communication on Tax Good Governance in the EU and beyond (COM(2020) 313 final)). The Commission services suggested that for those jurisdictions that fall within the scope of the EU List, the Code of Conduct Group monitors how effectively they implement their political commitment on Pillar 2, by taking into account the results of the OECD peer review process once in place.
Full use of the revised mandate of the Code of Conduct on Business Taxation (paragraph 30)
In order to make full use of the revised mandate of the Code of Conduct, the Commission started a discussion in the Code of Conduct Group to improve the annual voluntary self-notification of preferential measures by the Member States in June 2023. Based on the suggestions of the Commission, the Code of Conduct Group is exploring ways to improve and streamline its practice on self-notification of preferential regimes. On the same note, the members of that Group have been reminded of the principles for the notification of tax features of general application, which are within the scope of the mandate after its revision.
Identify synergies between tax rules modernisation and potential tax-based own resources (paragraph 26)
The implementation of the OECD/G20 Pillar 1 agreement remains an essential priority in the area of corporate taxation for the EU and its Member States. In December 2021, the Commission proposed an own resource based on a share of residual profits from multinationals that will be re-allocated to EU Member States under the OECD/G20 agreement on so-called ‘Pillar One’. This agreement addresses the tax challenges arising from the digitalisation of the economy and will reform significantly the international corporate tax system. Substantive progress has been made following the October 2021 agreement and the Commission will continue to promote such efforts. However, the multilateral convention has not yet been signed and ratified, which means that it cannot yet enter into force. Meanwhile, it should also be recalled that the Commission proposed, in September 2023, its Business in Europe: Framework for Income Taxation (BEFIT), on which negotiations will continue in 2024. Until the possible establishment of an own resource based on underlying sectoral legislation that could provide a long-term, stable basis for a future own resource, the Commission proposed a statistical own resource as part of the adjusted package for the next generation of own resources published on 20 June 2023. This own resource is not a tax on companies, nor does it increase companies’ compliance costs: it would be a national contribution calculated on the basis of statistics from national accounts under the European system of accounts (ESA). It would help to balance the basket of own resources and further diversify the revenue sources for the EU budget.
Towards a more coordinated and simplified corporate tax regime (Directive on ‘Business in Europe: Framework for Income Taxation’ - BEFIT) (paragraphs 29-44)
Regarding paragraphs 2, 29 and 33, the Commission notes that the abovementioned BEFIT and head office tax (HOT) initiatives would not only reduce tax compliance costs for EU business but also improve competitiveness. In particular, BEFIT would allow cross-border loss offsetting within the EU, enhance tax certainty, and improve competition between companies. As regards tax certainty, the common tax base would reduce mismatches between different national rules. The framework for risk assessment of transactions within the BEFIT group (“comfort zone”) and transactions with other associated entities (“traffic light system”) would provide higher predictability on the acceptability of intra-group transfer prices. Jointly with the Transfer Pricing Directive, this could significantly reduce disputes in the EU. In addition, closer cooperation between Member State tax administrations within the BEFIT Teams should be expected to build early certainty on certain tax base elements across the EU and reduce tax disputes. As regards competition, the harmonisation of the tax base would help levelling the playing field between businesses from different Member States. It would also be easier to be active and compete in more than one Member State because the system would be EU-wide and interactions with tax administrations would be streamlined and centralised to a large extent thanks to a one-stop-shop. The Commission emphasises that taken together, these elements can significantly help Member States to make the EU business tax environment more competitive.
Regarding paragraphs 29 and 40, the Commission fully acknowledges, however, that SMEs have specific demands. SMEs face disproportionate tax compliance costs and are often not able to leverage the benefits of the internal market in the same way as larger businesses. For this reason, the Commission has included SME groups in the optional scope of BEFIT while standalone SMEs can opt for the above HOT system. In this way, an optional simplification is available for both SMEs that set up subsidiaries in other Member States and SMEs that cross borders within the EU and set up permanent establishments in other Member States. Each SME will be able to choose what works best for their specific situation.
Regarding paragraph 39, the Commission notes that, while it is recognised that the tax base allows for additional adjustments to the allocated parts of the BEFIT group members at Member State level, the BEFIT proposal includes common tax base rules to compute the preliminary tax results within a group and a transitional method to allocate the EU-wide tax base. Building on this, the one-stop-shop of the BEFIT proposal can already streamline and partly centralise filing obligations for businesses across the EU. This can pave the way for a permanent allocation method based on formulary apportionment and allowing further simplification. 
The Commission is also urged to assess whether the one-stop-shop could potentially be tested for business groups operating in the single market and applying the pillar two rules, while leaving the BEFIT rules to be incorporated later. The Commission takes note of this point and would wish to clarify that the primary rule under Pillar 2 (Income Inclusion Rule) is centrally operated and administered (at the level of the ultimate parent entity).
Regarding paragraphs 42 and 43, the Commission takes note of the need to assess the effectiveness and efficiency of tax incentives which exist in many forms. The Commission is following closely research in the area, including on the effectiveness of patent boxes and intellectual property regimes. In addition, the Commission has just started work on two projects that are of relevance to the assessment of the effectiveness and efficiency of tax incentives for Research and Development (R&D). The studies will try to: 1) estimate the tax costs for investment, including for investment in R&D (the forward-looking effective tax rates; i.e., the potential rates companies may incur when various policies are considered that can lower the tax burden); and 2) estimate backward-looking effective tax rates, i.e. the tax rate that de facto has been paid by corporations. These two projects will generate some more evidence that could be used to assess the effectiveness and efficiency of tax incentives for R&D. 
In paragraph 44, the Commission is recommended to enhance cooperation between tax authorities, taking advantage of good practices identified when it comes to the use of new technologies to improve the speed, efficiency, reliability, transparency and resilience of tax-related administrative procedures. In this context, it should be pointed out that the Commission is currently carrying out an evaluation in terms of administrative cooperation and exchange of information among Member States, including as regards the use of technology. The outcome will be the identification of areas for improvement as well as best practices that can be shared among Member States.
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