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Speech of Hr. Richard Burke, Commissioner, to the
Instztute of Chartered Accountants, London, 15 May 1980,

N

Introduction L

I aeoply appreciate the honour of addressing the'Institute '

of Chartered Aocountants‘of‘England and-Wales on the occasion

of its Centenary. I congrstﬁlate ths ihstitute on reaching
: its Centenany.and wish you evsry good luck for the future.

" The- EEC has only been 301ng for just over twenty yesrs. In
that short time it has helped to transform the economies of
Western Europe by removing barriers to trade and creating
‘the conditions of a truly common market subject to the

. minimum of ‘interference and distortion. What I propose to
do, with your permission Mr. Chairman, is to show how the
policies for which I bear particular responsibility, in the
21614 of direct taxation, are contributing to -thi's process.

You will forgive me if, at the outset, I briefly describe
$ the constitutzonsl pos1t1on, as this will provide the necessary.
perspective to the comments I shall be ‘making on individual
~<fax measures, We in the Commission ‘are responszble for
making legislative proposals, usually in the form of directives.
~Once a proposal is made, it is'sent to the BEuropean Parliament
and to the Economic and. Social Committee for their opinions.
It is then up to the Council of M1nisters, composed of
Ministers from national governmenis, to decide whether or
‘not to adopt the proposal, -

§ ; - _ Parent and subsidiary companios ’

In the field of direct taxation, most of our sttention has
besn;fooussed on the corporate sector, as this is where the
main economic activity, whether measured by turnover, employment

or investment, tskes places

G S ey g S .


User
Rectangle

User
Rectangle


Our first cbmpa.mr taxa‘cion' -prop\osals, in fact,date from 1-959. In
January of that year; the Commission éroposed two measures to facilitate cross—
frontier co-Opér'a;tion and intcgratioh : one measure laid down a comnon toototion
’aystem for p».r/ent and su'bsidiary compa.nies, and the other a common sysicn {or
taxing mergers etc., where the two compam.es concerned are resident in different
- Nember States. Both measures were approved by Parlisment and the Economic and Sociel
Co:mittee, tut neither has yet been enacted. The power of decision, as I have scoifl,
-rests with the Council, -

\

, Let me flrst of all deal wz.th the parent and subs:.d.la.ry pI‘OpO..:..J.. It
sets out by deflrung a corpora.t:.on - and thls holds good for all our compan:”

~tion proposals — as one which is subject to corporation tax (this will exel we, fer

| instance, the Luxembourg holding company)e It then defines aperent corpor:;ho:z '

" one hdlding at least 20% of the share tapital of a company in another llcnler O

It goes on to provide that d::.v:uiends p;.s:sed from a subsidiary corporziion to itc parer
" parent sha.ll not be subaect to w:.thhold.lnn' tax and that such dividends chould be

exenp‘b in the pa.rent's ha:vds. Thus 1nternat1nnal douie taxation of inter—--ro P

dindends is a.vo:Lded by the exempiion method, which was the method mcwm1 ing amons

‘ the orlglnal six lMember State.a in 1969._____________” e ‘ .

We recognise’ 't:ha.t this creates pro'blems for the United Kingdom, Ireland
and Denmark, who all apply the credit method for rvelz.ev:mg double taxation and we
have suggested a way oute The Commission"suggestion, made in 1973 when the Council -
reviewed our proposal in the light of the Community's enlargement was to permit the
two systen’m to coexist on a temporary basis until the Comzmmlty decided which cemmon
Bystem to adopt, This Buggestlon was not,’ however, followed up because the proposal

itself has remained blocked ever since 1973. N

A

Heroers,

©With the mer ers proposa,l, the story is somewhat dif“rrw te Lot me
-'begin by sunmarising its main provisions., The cffect of ihe prrmn't (S 1o defor
the taxation that would otherwise talze place when two or riore companion from d;ffe
. Honber States participate in a merccr ,dlv;_sz'on or contribullon of nasete, Thio e,g_

“ferment is conditional upon the consideration taliing the farm of shares s iho

acgulrm(_; company and upon the transfer of the anvels acd l'aws itlen Lo thatl conpany :

 takdng place at their cxisting tax values, Provivion ts !ng mode foe the o nrigpe’
- forward wndor suitable safcguards of tax—froc regerves a1 .azea,
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‘easey a clas ’1ca.1 s;,rs’c01 o:C company taxation would lose out 110’*‘:11:{ <o

o)

__Because a continental-style nerger has the effect of turming tle merged

company into a permanent establishment of thé merging company, our proposal alco

-

lays doxrn rules for taxing perna.nenu esVabllsfxments ! in particular, a Ilezber Siste

ot

may not tax them ‘more heavily uha.n it taxes d::mestlc compzm:.cs whlca cr.r:;r on

v

same activities,

- The Council briefly reviewed the mergers proposal in 1973 on the occnasicn
of the Community's enlargement, but matters did not stop there, Shorily afteruorls,
the Comnission found itself deeply involved in work on the Statute for 4he Jursncoy

Company and on the Draft Convention on International Iler cers, both of vhich izpinged

-

‘very directly on our proposcle Accordingly in Fébruary 1977, under the U n*c*ioency,

I an plea.:ed to say, the Council launched an in uensn.ve n“or’rarme of tecimical recapprai-
sale "‘he ronertunm carrzed us. through to the middle of 197u when we emerzed with an

~ -

updated a.nd opcra.tiond. toxt s the list of quah.i‘yln oncra.txon vas for ilistorce,

extended to 1nclude the e:fcha.nge of shares, much is more common over here than on
the conti\nen‘b. A . ‘ ‘

H...v:xrg solved vir'tua.lly -all the techna.cal nroolcrs, however, we cone un
against +w0 major political o‘bﬁacles. They both} reflected the very real concern
of . 1wo llenber States 'tha'b; once the tax deterrent to cross~frontier ror~ers was
remov-ad, there would be a massive migration of contrsl ard capital to other Ilexber

Ciatess In one case, it was a.rrruec'{ that 1-?r'xez‘ cers directive would be uscd as o

‘escape route from the onerous requirenents of worlter participation and in theo other

the wel gh-

bouring Jo%eq of full 1”mu.,ahon. We :m the Con:uss:.on “nve pointed out tc tlc

£

countries concerned = I have ne*sonall.,r talen the matter up with nenters of Their
o-ovem"xents = that their posrb ons are mutm.ll*r couur(..d_xc tory, but we have nonetheless

ffered to 1nsert a safeguard l use in our proposal u..c?e“ waich its prowviciang couia}.
be suspended where they were having unacceptable economic consequences, The effer "
has been rejected on the grounds that by the tine the claise was involied, the damage
would have been dbne ard that what is at stake is the national intnrcst. e rca;o.f.ﬂ
hopeful, however N that our »ropo-—
sel which is,I repeat ,in & m.a.te of instant readiness will éventua.lly e adop‘tc;‘..

N

Company Toxation

I novw come, Mre Chalmm, to the heart of the natier, namely the linrmonizoe
tion of corporation tax systens. In 1975 the Co"uu gion made o proposal to harmonize

systems ‘of company taxation and of withholding taxes on dividends, Ac thic iz suzlh
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a fundamental measure, I should like to discuss in some dep%h the bac”~*o"“d "

) this,prqposal,,its principal provisions and the present prospects for its zlcption.

There can be no doubt that the achievenent of a trdy cormon naxkel, o
which the Treaty comnits us, is lmncded by the coexisterce of rire (zoon 1o ba ien)
different and dlverﬁent nauional systems of company taxation ard withholding tax.
They range from purely cla551ca1 systems in Luxenbrarg and the etherlais hhronéh
partial imputation systens in Jelglum, Dennark, France, Ircland, the Unitced KLpJ&mw
and Italy, to a'fuli‘impqt tion systen, combined with differential rates of corpd~
> .Ration tax oh distributed and undiSﬁributed profits, in the Federel Repwllic of

Germany, Such differences necessarily interfere with the frece movenent of copite
1Y . ~ . Rt 1

)
b

itself a fundamenfal aim of the Treaty, and with‘internaiional c¢ividend {locuz
‘investor faced with the choice between d1v1dends which suffer full double taxation
under the class1cal rr'y.fl:en and»d1v1dends on whlcn he will Cct full or poriisl relief
from double taxation under an inputation EVE ten will be induced to opt for the
latter, other things being equal, TheAsame inducenents will apply in the cone of
dividends distributed by a subsidiary company to its parcnt'and by the narent compan'y
to its shareholders, An enterprise’ seeklng to set up a subsidiary company =111
.clearly be influenced in its location decision by these tax distortious, Zillirences
of tax syster are thus seen asvhélping to preserve ithe fragnentation of <he Eurosean
capital market and as di"i*ais’ g the value of llftln"‘ physical controls on crpiial
novements, as the United hlngdon has recently done,
s 2 o
leferences in syotems also dl tort conditions of competition betiwen
enterprises whose distributed profits bear full liabilitv and those whose &isbtributed
profits bear little or no 11a0111ty. He mst therefore st trive %o achicve = crealer
measure of tex neutrallty.» ’
Finally I would drasr your att en»xoﬂ to the possibilitien cf toz: fraud
in those Member States, which do not apply a withholding tax on dividends and wihich

do not have the means of ascertaining the identity of the persons receiving dividendyg

There are then cogent economic rezsons for narmomzxx; the HMenber Ctates?
systems of company taxation anq;w1thuolu1“- taxes on dividends, The politicnl »Zagons
are no less compelling, There is the Council resolution of 22 Ilarch 1771 affirming

harmonisation to be an essential part of economic and nonetary union, Tiere is also

-the fact that the resent fferences 1n toxation are s5 great that, as Comonstiroied
L 7

&
B
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earlier, they can and do affect business deCISlonB on where in the Corrauiity to

locate a Suésldlar 001vuny or.plant, often~to the detrlment of other Comomuiity

policies, espe01h11y in such °ectors as rezion al pollcy and trancler of ver - o,

. Tlor should we forg@t hr. Chalrman, that the harmonization of corsie
ration tax gystens is cruczally important to our ‘other harmonization pronssnls
" in the' field of the direct tan aiion of entcrprlsco. This is copecially trua of
the proposal for a mergers directive. One of the major obstacles to ic adopii
is the arzument, that I have alrcady‘quoted,~that renoving the tax barriers ig
:mergers while compdny taxatioh éystems‘rcmain unharmbnizcd will simnly acceatuste
the trend for nergers to talte place in the cour%rles which grant the mosi favor—
rable trettnent to dletrlbu ed. proflts.

How thei”doés'our proéésal’tackie-the deficie acies in the vwc",“;
" situation ? First of all, it lyys dovm a cormon im nputation system under wmhich
partial relief is glven for. the corporatioa thf paid on a company's prolits in
the form of a tax credit attached to the dividend distributed out of those prafits.
This is, of cdurse, the éystem you have in the United Kingdom, but with tric
important‘différende : 211 shareholders wherever.rcsident iﬁ the~Comm'?ity, Toceive

-the same rate of tax credit on the co"uany 8 d1v1de nds, that rate beins delormimed

ana its cost being borne hbn%r ,nﬂuer State of the dlstrlbutlng company.

Secondly, we propose common bands fof.the rates of corﬁoraticn tay
;and tax eredit . The normai rate of corpora ion tax is to be between 457, ond
554 of profits ; however kember States are permztte*, under certain conditions,
to sef rates outside these bands for Spec1¢1c policy 'easéns. The tax crodit
rate is more f1rmly fixed, octween 4%. and 554 of the normal rate corvo-ut op tay

on the grossed up dlstrlbutloh.

, ?hifdty,.we provide fdr a bémpensatory tax to be levied on componies
which distribute divideﬁds“out of profits that\have not suffered corporation tay,
The compersatory tax is equal to the tax credit a%tached to t*ase‘d:”id::C:, and
by this method the tax credlt =manat1ng from a subsidiary company or 2 DATIO T
establithcnt can be transnlt ed to the sha‘ehol er of the parent company or Lexd
office company situated in another Member State. Our proposal is, I belicve,

unique in providing this facility. I should zdd that the compensatory tax nrevisisng
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would not apply to the United Kingdom, wherefeveryﬂdistribution of &ividenGs. mivern .
rise to an advance payment of corporation tax which is equal to the tax credi® and

which is not repayable,

P I ]

o : The fourth main feature of our proposal'is a withholding tax of 250 ax

v

dzvidends. There are two exceptions; no w1thholding tax is to be imposed on u¢r“ea&g

distributed by a subsidiary to its parent COrnoratlon resxdent in the Commurity,

——1t need’ not be imposed where the dividends are dlstrlbuted to.recident shinrahs! Aers
whose particulars are knowntoe the tux-authorltles. In other woxds, the UTniicd ?’“gﬁam

could choose not to apply withholding tax to UK residents, since all such churehol—
dings will be registered, but would have to apply w1tn%olc1rg tax to all oihor
dividends except those paid to parent corporatlons reeldent in the other eighl Marber

States,

35 A

Now where have we got w1th our propc::sav.l'P After- four years of wrang¢1ng, the Eurcpeza

Parliament has still not dellvered a formal opinien as required Yy the Home Tresty.
~ Their ifterim report of 2'Kay 1979 calls for the deferment: of common reve Lands 2
for priority to be given to harmonizing the tax Base, perding further concideration
£ the proboéal.,we, for our pért, have made;iifcléar.to Parliém*nt why‘wa,cgﬁna{
£ollow their line of reasoning,. ) »
/
‘ The call to defer harmonizatior of ‘the rate bands reflecis ihe concern,
‘exnre 524 in Parliament, that our proposal as-i%  stands would resirict 12 power @é.
‘national gosérraents to vary the rates of corpsration:tax and tay credit Ipy furhkar{wg
of specific domestic policy ObJeCtIVCc. ‘This fear is, in rmy opirion grossly exaoAe-
rated, If you look at tle recent fzscal hlstony of the Iember States, you will [ind
" very few instances where they have juszled with.the rates of corporat o tax in T
to grant incentives in furtherance of investment.ard other pulicies. Kuch sragter QQL
has beén made of the tax tase for this purpose : I'need only cite thé rules 5overmin§

ER} LI ]
Lhat the

"depreciatinn'and the valuation of stock. It“Should,also'be}borne in miné
bands arely no means rigid : our proposal does perwmt iémber States, as I hove gﬁbca&y
indicated, td set rates outside these bands for specific policy reascong, Emw <o leave
the rate bands entirely open would mcan abandoning the imp1t Wion systen ard all s
blance of harmonization of corporation tax systems, The situaiion would ronzin eyge&Y?

riet thot

as it is now, with all the negative and damazing effects on the c=mmon mari

I have described.
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As regards the tax base, it is not feasible for us to follow the
line advocated by Parllament since we consider that harmonlzat on c¢f tre
- corporation tax systems must come- first. The harmonlzatlon of the tak base

is o alternative to the harmonlzatlon of the company taxation systenms
because it would leaye'untoucﬁed these distortions in capital moverents
whlch come about pre01sely because the systems are unharmonized. Even i;
we could achieve complete harmonlzatlon of the tax base and ccmplete
un;formlty of corpdration tax rates tomorrow, we should not have achisvaed
equallzatlon of the tax burdens unless we had also harnnalzed the comgany

1

taxatlon systems

. To demenstrate the point, let us assume that all'ﬁembet States have an
imputation system of company taxation a common tax base and a single
corporation tax rate, of say 50 .%. However, each Member State 1s left free
to decide what tax credit (between 0% and 100 %) to grant in resoect of
dividends dlstrlbuted by its own companles but must. grant the save rate of

_tax credit to its own re51dents no matter what Member State the distributin

;company is in. I know this does not correspond to the system we have pro-
posed but it will serve to illustrate the point I wish to make.

sa €

Now let us assume that the Federal Republlc of Germany gives full
1mputat10n of the corporatlon tax on distributed protlts - a tax credit

" rate of 100 % while the hetherlands, on the other hang, gﬂyes no tax

‘credit - a tax credit rate of 0 %. German companies with German sharcholdzrs

" would need to distribute only relatively small cash dividends, because the A

total yield to the shareholders would be doubled by the tax credit. Dutch
companies w1th Dutch shareholders would have to dlstrlbute much more. A

~ German shareholder in a Dutch company would get the best,or both werlds,

" because he would receive both the high Dutch dividend and the high German
tax credit. (I wonder, incidentally, who would pay for this tax creelt.
would Germany pay, when the profits dlstrlbuted had not been taxes in Ge**’*'>
or would the Netherlands pay a tax credit to German shareholders although

: , . it paid no tax credit to Dutch shareholders? Neither seems very likely!)
R .+ Furthermore, to the extent that German companies distributed less than
_Dutch companies they would have the competlnve advantage of retalnlng mere
profits for investment in productive resources. . :
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The consequences of such a situation are that’ Dutch shares would be
worth more to Germans than to Dutchmen; and that German companies would
have more funds to invest. It is thus apparent that puttir#j harmonization
of the tax base before that of the systems, so far from bﬁinging about
neutrality, actually creates considerable distortions both in capital
rovements and in 'cliompeti’tion . 'mg' g’reai:er the advance 'twads econcmic and
‘monetary union, the worse would be the effect of these distortions.
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It may be objected that the example I have given is too extreme.
But the point I was making could equally well be made of any pair of
Menber States with different national tax credit rates. The effect of
harmonizing the tax base first is to make existing differences sharper.
Indeed, vunder‘any arrangement under whieh the rate of COrporationitax is
harmonized, while the systems of company taxation are left unharronized
- and I must stress that leaving a high deyree of freedom in the setting
‘of tax credit rates means ]_.eav.ingv’bthe systems unnannonized ~ the effect
of giving part or all of the corporation tax back to sharehslders as a tax
credit in some countries, while d01ng so to a much less extent, or not at.
| all, in others, inevitably becomes even more pronounced That is why it
has been necessary for us to proposevupper.qnd lower limits not only for
the rates of corporetion'tex but also for the rates of tax credit.

°  Q.E. D.,M r. Chairman. If we were to harmonize tne tax base and the
-rate of corporatlon tax before harmonizing the systems, we should create
distartions 1nstead of eliminating them. If, on the other hand, we harronize
the systems flrst we eliminate or reduce certaln di stortions without
fcreatlng others. Now harmonlzlng the systems and bringing &bout a certa
convergence in the’ corporatlonltax rates in the way we propose by no means
“removes all distogtions.‘But'the distortiéns resulting from differences in ti2
tax ﬂ%se and from the absence of a uniform corporation tax rate do not’

" immediately affect the distribution policies of companies and hence the
return to the shareholder.. They are therefore of only indirect importance
in relatlon to movements of capltal which must be of great concernn to us '

in the context of closer monetary and economic integration.

. Though we may all agree that it is desirable to'harmonize the basis
on which taxable profits are computed in the different Member States, it
is o good"thinking that this is something;w;ich can be, or even ought to
be, achleved rapidly in a single short-term action. For as long as eceonomic -
pOllCY is in the hands of Member States - and this must be so as long as thers
. is no Communlty body to whlch 1t is entrusted - it is natural and irevitetle

-

that the Member States contlnue to use aojustments'to the tax base as a means
to achieve these- economic pollcy objectives. I am thinking here, ascve all,
of course, of these special reliefs, accelerated'depreciation measures and

so forth,. which are generally thought of as incentives. It would hardly Lo
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reasonable to leave economic management to the Member:Stateshgnd at the
same time deprive ‘them ot one of the‘mainvinstruments for carrying it out.
rtmmwer, 1n V1ew of the p051t10ns taken up in Pamllament we are
;reparlng to put more emphasls in our future work on” harmonizing the tax
base. Our-aim will be to establlsh a closer connecticn between harmonizing
the corporatlon tax base and harmonlzlng the corporation tax system. As
the problems involved in harmonlzlng the tax base carnot be solved overnlgbt
- we would propose to lay down a transitional perlod during which we would
define the common rules for determlnlng the taxable proflts of enterprises.
We do mot underestlmate the magnitude of thls task but it should be pessirle,
in a reasonable tlme span, to evolve solutlons for the main components of the

tax base.’

One of those components, and an important one, is the treatment of

- inflation / a subject to which you Mr. Chairman; have personally made a’

notable contrlbutlon_/ This is an area where it is of vital importance

to. adopt a harmonised solution and so avoid distortions amcng Member States.,
In deallng with 1nflatlon as with the: whole ra: aye of problems inheresrt in
the tax base, we must, also have regard to the accounting rules applicodle

in the Community and in particular, those of the fourth company law directive.
I am well aware of the valuable assistance rendered by the Eurcpean
accounfancy profession 'in:formulating these rules and we shall in cue course
be calllng upon your expertise, organised at European level, to help us

. tackle the formidable. problems of harnonlzlng the tax base.

Once soldtions’have been’deQiSed,.we enVisage a formal link betw&:n the
two sets of provisions - those harmonizing company taxation systems and those
harnoniZing‘the_tax base - whereby they will be intreduced and implemented
in parallel. At the end of the transitional period, in other words, ecch
~ Member State will apply a common system'of company taxation and withholdi ng

tax on dividends to’thé profits of cohpaﬁies Setermined according to comron rules.
A further area of coh;ernjis the protection of Merber States, especially
,the smaller ones, against any adverseiefﬁects our proposal might have on thei;
public finances or economy . To the extent, forrinstance, that Luxembourg 1s
a net exporter of dividends, it will incur budgetary losses in financing the
tax credits granted elsewhere in the Community to shareholders of Luxombourg
companies. In the case of ireland, there may be serious difficulties in
having to impose withholding tax on dividends paid to shareholders in the
United Kingdom. We are reacdy to 100k at‘theSe prcoblems and devise equitcble

entiits Ane
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Oollective Investment Institutions

<{

Having dealt exten51vely w1th our company taxatlon proposal I shoula
now like to devote a few words to the companion proposal en collective .

investment lnstltutlons.ilts effect 1s:s*mplylto put the indirect investor,
in an investment trust or‘unit trust for inétance,>on an- equal footing.
with the direct shareholder as regards entitlement to tax credit cn the
dividends recelved and’ then redistributed by the collectlve investrment

institution:

Accordlngly our proposal made in 1978 ,lays down common ~:les perrmiteing
the tax credlt‘andAthe right to set off w1;hhold1ng tax to be transmi:ted
£o the final recipient of the dividend. Dividends redistriti.ted by the
collective investment institution are liable to a 25 % withrolding tavx subjuct
to a set off in respect of the withholding taX‘previouSly Cﬁarged cn those
dividehds:'thé partioipant is entitled to have theswithholding tax set off
~or repaid. Furthermore where the participant is residént in the same Xcmbﬁr
State as the collective investment institution and biéiparticu*ars are <nown
‘to the tax authorltles that Member State may refrain.from charging with-
holding tax on d1v1dends which have not suffered withholding tax ari may
actually repay to the collectlve investment institution’ the withroldin ng tax
on dididends whlch have. Thls is an extremclv comollcated subject, Mr. Choeirman
I believe that the Commission has ‘in its proposa* devised some l““‘”i?35
solutions, but the fate of the proposal as a whole rests of course, on tn;:
of the main company taxatlon proposal and thls is where we must concentrate

our energles .

Furopean Monetary System

n‘ - AN . .
May I conclude this survey = of our company taxation proposals:
Mr. Chairman, by relating them to the prospectvof clooer economlc irte-
gration held out by the European monetary system.’

During its first 15 months EMS has brought about an important element
of stability in the exchange rates of Member States. This satisfactory
development has been achieved in spltc of consido*;ble unrest concerning the
Lafind _)Q

US dollar. There can be no dount that w1thout vvs the currency exchans
in Burope would have been in a state of twrmoil inctead of the relative
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calm we have experienced. While not being unduly o:timisﬁic I dare to

express the VJ.ew that EMS will also in future exert a strong stabilizing
_influence on the exchange rates of Member States. The monetary authoritic:
will then find themselves in a situation where they will be far less cdersnlenn
on the maintenance of capital restr‘lctlons for the purpose of their exchange
rate policies, ~ than they were ‘during the 6C's and the 70's. In other w2

I expect EMS-to fulfill the necessary precondltlon for a step by step
abolition of exchange controls. Also the possibility of a gradual intrcductic:
of the European Currency Umt, the ECU,_ for the purposes of prlvate trans-
éctiors across the Community borders .may'comé to play an imoortaﬁt role in
furthering the mtegratlon of Community capital markets. I Del*eve the next
: few years will see a rapld development in this monetary field whm will

have a direct bearing on the flscal problem in front of us. It will beccme
aburxiantly clear that we must move ahead and harmon;ze our corporaticn tax
systems and their rules on tax crédits,in.._order‘to avoid a situ=ztion in which
progress towards monetary integration in the Comum’.ty leads toO increased
fiscal diétortiorxs Time'méy not be on 6ur side, as monetary progress could
be achieved more rapldly than is generally expected and the gradua

" adjustment of Member States' present corporation tax regulations towards

the future a:mnumty system must of necessity be a time cor.sumng Lrocess.

mutual assistance
- q

- $

Let me now turn, Mr. G’laihnan, to a topic which exercises the minds of tax .
authorities, tax practitioners andtax payérs aiike: I refer to international
‘tax avoidance and evasion. It is now over two years since the Council

adopted, on a proposal from the Comm:.ssmn the directive on mutual assistance
between the tax authorlt;es of the Memba States: it has been in force s.ncé,
January 1979. This direétive was a najér break through in two respects:

it was the ve.ry first OO\lnf‘ll directive to deal with direct taxat’on ard it
set up the most advanced system of exchangmg tax uxformatlon on an inter- |
national scale. Not only is information to be supplied on request: Merber
States may also take the initiétiVe in supplying,infomatior{iwhich falls
within agreed categories of cases or which points to the possibility of tax
abuse. Article 10 provides for the- Commission and the Member States to keep

~ the operation of the directive espec1ally as regards transfer pricing under

VT
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cconstant review -and we are just = about to conduct the first such review

in Brussels.

T must also reportltho recent, encodraging developments. ‘The directive was
enlarged, lasf‘year, tc cover value added tax, ana we are proposing te enter
negotiations with four Scandinavian countries - Finland, Icelard, Nerwty,
Sweden - who have formally requested to be associated with the Comrunity
system of mutual assistance. I.hévébno doubt'that-their assecaiation will
prove to be of mutual benefit. .- a

- and the text of a draft convention prepared by one of the Merber Sta

Arbitration procedure - . -,

The systematic exchange of infofmation now téking place under our directive

should brlng to llght.nore cases of transfer pricing and other QEV-CCq

for sw1tch1ng proflts from one Member State to another. %We are well aware
this can have undeSL;able side effects in the form of the double tawaticn
of those profits, when they are added back in one Member State's comuutati

.)

but not deducted in the other Member State dealing with the associated
enterprise. Under existing double taxation conventions, the two Mur.ar States

concerned must endeavour to eliminatethi tvpc of double taxation oy
agreement, but they: are not compelled 093 proposal made in Novesoer 1878,
£ills this gap by providing that, where the two Member States fa l to.
eliminate this kind of double taxat;on the case shall be referred to an

Ute

-independent commission whése'decision shall be.binding on.all parties. Thi
is the first time that such an arbitration probedure has ever been preposeq,

and the international busxnes§ community rightly attaches-great importance
to it. . -

It is only fair to tell'you, however, that the Member,States are dragging
their feet. They maintain that, by and large , the bilateral
arfangements are perfectly safisfactory and that, to the extent that an
arbitration procedure is necessery, it should be embodied in a multilateral
convention under Article 220 of the RomeTreaty, rnot in a directive under
Article 100, In June 1978, ébreper féquested the Couﬁcil Working arty

on Financial Questions to examlne simul taneously the COmTlelOF'” prooosal

Ce o
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Two years later we are no further fcrward' desplte repeated and urgen
representations from the Commission, the proposal remains on the table
and not a single meet;mg has been held. The horkmg Party has signally
“failed to perform any work! It is to be deplored that the Ccuncil sesms
unconcerned by the risk of overtaxatlon. If the Institute shares my
sentiments, Mr. Chairman, perhaps they could "\Oblllf:é their zrofessicnzl
influence in the approprlate corrldors of power ou's

Frontier Workers

a ¥
Fmally, Mr. Chalrman I come to our most recent p*'ODOsal only six morths
old for harmonizing the income tax prov.msmns affec ting persons who exzrcise
 their right of free movement in the Oommunlty. At present, such perscns can
find themselves penalised by the income tax treatment they receive as non-

res:.dent employees or-as persons with financial cormitments abroad.

(&)

The Commission has accordlngly made a proposal to remove thc.ee disadvintagas.

“The proposal has three main provismns.

- e~

fn‘stly that frontler workers should be taxed in the Member State of rogidunce,

with credit being given for any tax withheld at source by the Me-ber Stzte of
employment'

secondiy that other non-resident vbrkersyshould be taxed in the lMcmber State
of employment on terms no less favourable than those appiied to resident
workers; k ' '

thlrdly that income ta.x rellef for payments such as insurance premiurs and
pensmn contributions should no longer be conditional upon the payee btmg
‘resident in the Member State grant:.ng.the relief; payments made anywhere in
the Community are to be treated alike. -

It is still a little early to gauge the reaction of Parlisment, the Eccnomic
and Social Committee and the Council, ;but we feecl the propesal is a useiu
contribution to making life feire.r and simpler for the worker and also for
the institutions providing ins‘urance, pension and other services‘ across

Community frontiers.
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Cbnclusion

That, Mr. Chairman, completes my review of thevcommission’s activities

in the field of diiect taxation. It is, I know, an ambitious programe,

.but we are not harmoniiing just for the sake of,harmonlzat¢on.'0ur LOC O LS
make sense because a common market means free capital movements, frecicn.of
movement for workers and equal tax charges for enterprises competing with

each other for customers and investors. It means other things asz wsll, zut

' theae are the conditions most sensitive to the direct t ¢ factor. wz
it as our task to remove the restrictions, distortions and inegualities
created by the differenoes in national  tax systcms. This does n
uniformity throughout the Gommunlty, but a significant degree of convergerce.
" We. look to the accountancy profe531on to make its. contribution, by constroctive:

' cr1t1c1sm .of the Commission's proposals and by practlcal assistance to

bu51ness as it adapts to the process of tax convergence in the Burco
L

. o A
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