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The Commission would like to thank the House of Commons for its Opinion on the proposals 
for Council Directives on a Common Consolidated Corporate Tax Base {COM(2016) 683 
final} and a Common Corporate Tax Base {COM(2016) 685 final} which it considers do not 
comply with the principle of subsidiarity.

The Commission has taken due note of the concerns expressed in the Opinion and would like to 
make some general remarks about the political context of the proposals and their compliance 
with the principle of subsidiarity before addressing the specific points of the Opinion in detail.

In the explanatory memorandum that accompanies each of the two proposals for a Common 
Consolidated Corporate Tax Base and a Common Corporate Tax Base, the Commission 
detailed its arguments on why the objectives of these proposals cannot sufficiently be achieved 
through initiatives undertaken by each Member State on an individual basis. The Commission 
also explained how EU-wide action could more effectively tackle distortions of a cross-border 
nature that result from the interaction of national tax systems.

The objectives that the Common (Consolidated) Corporate Tax Base system seeks to achieve 
essentially aim to tackle problems that reach beyond a single Member State and, therefore, 
require a common approach. The Common (Consolidated) Corporate Tax Base responds to the 
needs for increased growth and job creation in the internal market and also for countering 
aggressive tax planning. In the Commission's view, these challenges do not have a domestic 
focus. Instead, they arise in a cross-border framework. It is namely the interaction between 
different tax systems that generates opportunities for abuse or facilitates taking advantage of 
mismatches in the interaction of national corporate tax rules.
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The Commission is of the opinion that the Common (Consolidated) Corporate Tax Base does 
not impinge on Member States' sovereignty in the field of social welfare; neither does it 
interfere with Member States' power to design and implement their budgetary policies. The 
scheme does not go further than laying down common rules for the corporate tax base and 
leaves it to the Member States to determine, based on their national policy priorities and 
objectives, the level at which they wish to collect taxes.

The House of Commons rightly points out that tax avoidance problems stretch beyond the 
European Union. It follows that measures with an impact confined to the internal market 
cannot address the full dimension of these issues. According to the House of Commons, 
Member States remain in a better position to deal with these matters through the agreements 
they reach in the Organisation for Economic Co-operation and Development.

The Commission has always been clear in that the Common (Consolidated) Corporate Tax 
Base is a scheme for the internal market and is designed to address the needs for coordination 
of policies within a single market. The European Union's single market, which is characterised 
by a high level of economic integration and cross-border activity, requires more than a 
unilateral or bilateral approach when it comes to fighting tax avoidance, and Article 115 of the 
Treaty on the Functioning of the European Union provides the legal basis for the Union to act 
in this area. Having said this, the Organisation for Economic Co-operation and Development 
is an inter-governmental organisation which, in tax matters, makes recommendations that 
States are called on to apply individually or on a bilateral basis for example Double Tax 
Conventions). Once implemented, the Common (Consolidated) Corporate Tax Base will make 
a major contribution to the fight against tax avoidance, in particular the erosion of corporate 
tax bases and profit shifting, by eliminating loopholes and mismatches between Member States' 
systems and removing the need for intra-group transfer pricing. The Common (Consolidated) 
Corporate Tax Base should therefore be seen as complementary to the Organisation for 
Economic Co-operation and Development's work in the same field. The Organisation for 
Economic Co-operation and Development framework will in particular continue to help 
address tax avoidance issues that involve third countries.

In response to the more technical comments in the Opinion, the Commission would like to refer 
the House of Commons to the attached Annex.

The Commission hopes that the clarifications provided in this letter address the issues raised 
by the House of Commons and looks forward to continuing our political dialogue in the future.

Yours faithfully,

Frans Timmermans 
First Vice-President
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Pierre Moscovici 
Member of the Commission
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ANNEX

The Commission has carefully considered each of the issues raised by the House of Commons 
in its Opinion and is pleased to offer the following clarifications.

Negative economic effects on investment, employment and gross domestic product for the 
Union and Member States

The House of Commons expresses the view that the Commission has not provided evidence of 
a change in circumstances which would justify taking action after the results of the 2011 
impact assessment showed that a Common Consolidated Corporate Tax Base would have
negative economic effects on prosperity for the Union and the Member States.

Like the impact assessment for the proposals of 2016, the exercise for the proposals made in 
2011 also used the CORTAX (Corporate Taxation) model to assess the economic impacts of 
certain important elements of the reform. In 2011, the results showed fairly modest economic 
impacts1. One should, however, consider that the results of the 2011 modelling exercise have 
limited relevance for the 2016 proposals. This is because the baseline situation has changed, 
also due to changes in the national tax rates and/or depreciation regimes in numerous Member 
States. This is also the case in the United Kingdom, where compared to the previous exercise, 
the tax base has broadened substantially with a simultaneous decrease in the statutory tax rate. 
In addition, the economic situation in the Member States of the European Union has of course 
also changed. Importantly, the proposals themselves are not the same as in 2011. There are a 
number of significant differences, which are comprehensively explained in the proposals. The 
positive economic impact of the additional deduction for research and development expenses 
and of the allowance for growth and investment is particularly relevant.

Fairness of tax systems

The objective of increasing fairness in corporate taxation within the internal market does not 
refer to the purely domestic elements of a tax system. Instead, it builds on the finding that 
certain distortions arising from the interaction of two or more jurisdictions affect the 
functioning of the internal market. Therefore, the solution to these problems should come 
through cross-border action. In particular, the Common (Consolidated) Corporate Tax Base 
will eliminate mismatches and loopholes between national systems which are exploited by tax 
avoiders. Transfer pricing, which accounts for around 70% of all profit shifting, will be 
eliminated. This will ensure a fairer, more effective and more transparent corporate tax system 
in the European Union's single market, ensuring a more level playing field and reinforcing 
citizens' confidence in the way companies are taxed.

It should also be clarified that the monitoring of compliance with the principle of subsidiarity 
under Protocol 2 of the Treaties is carried out on a proposed legislative act as a whole. When 
it comes to a system like the Common (Consolidated) Corporate Tax Base, it would be a 
distortion of the test of subsidiarity to check whether every single element of the Directive (for 
example depreciation, research and development regime, etc.) is in conformity. This is

1 Different scenarios for the depreciation regime and the scope of the proposal were assessed. Across the 
scenarios the impact on gross domestic product, employment, wages at the European Union level ranged from 
slightly negative to slightly positive, whereas in all scenarios the impact on investment was slightly negative the 
impact on welfare slightly positive. Naturally, the possible range of outcomes was larger across Member States.
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because, within a fully-fledged corporate tax system like the Common Consolidated Corporate 
Tax Base, one needs to include all necessary features for computing the tax base. It is the
integrated unity of all these elements together that creates a value added for the internal 
market. Obviously, this cannot be reduced to a test of every single item.

In the context of the Common (Consolidated) Corporate Tax Base system, the Allowance for 
Growth and Investment aims to tackle the asymmetry whereby interest paid out on loans is 
deductible from the tax base while this is not the case for profit distributions. This advantage 
for debt financing as opposed to equity encourages companies to take on more debt, making 
them more fragile and contributing to making economies more prone to crises, and presents an 
obstacle to the creation of a stronger equity base in European companies. It tilts the structure 
of the financial market towards debt instruments and may impede efficient capital market 
financing. This goes against the fundamental goals of the Capital Markets Union and the 
capital base requirements for the Banking Union.

Inflexibility to react to changes in circumstances

The Commission is confident that the Common (Consolidated) Corporate Tax Base would 
provide for a clear, stable, fair and business-friendly system of corporate taxation for the 
single market. It is true that amendments to existing legislation at the level of the European 
Union would require unanimity in the Council. However, the Commission's proposals provide 
for the possibility of adoption of delegated acts and implementing measures which offer an 
appropriate level of flexibility. If Member States were given the flexibility to act across the 
scope of the proposals, they would be likely to enact measures that go in different - if not 
opposite - directions. Any such prospect would defeat the purpose of having any common rules 
at all and all benefits of coordination would be lost.

Reduction of compliance costs versus opportunity to trade

The House of Commons criticises the proposals for focussing on the reduction of compliance 
costs rather than on the opportunities for more trade, and holds that the reduction in 
compliance costs is balanced by increased administrative costs for Member States.

The Commission does not share this view. Indeed, the modelling preformed in the impact 
assessment predicts an increase in investment of 3.4% for the EU collectively. Both the impact 
assessment and the explanatory memorandum discuss the business facilitation aspect of the 
Common (Consolidated) Corporate Tax Base. This is not limited to reductions in compliance 
costs but goes far beyond to address issues of competitiveness in the market. The Common 
(Consolidated) Corporate Tax Base will facilitate cross-border business and investment by 
allowing companies to benefit from a single set of solid and predictable rules.

It should be clarified that the argument of administrative simplicity is primarily relevant to 
taxpayers and in particular, to those with cross-border activity in the internal market because 
they will be given the opportunity to settle their tax obligations through one single corporate 
tax system. When it comes to tax administrations, it is inevitable that in the first years 
following the introduction of the Common (Consolidated) Corporate Tax Base, they may need 
additional resources but in the mid-term, tax administrations should be in a position to benefit 
from the reduction in workload related to transfer pricing compliance within the European 
Union.
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