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MEPs come up with solution on loss relief
Ralph Cunningham 

The European Parliament believes a common consolidated corporate tax base (CCCTB) is the key to resolving the differences between cross-border loss relief rules throughout the EU and improving the efficiency of the EU's internal market. At the moment, the Parliament said, the lack of consistency throughout the member states has a negative effect on the internal market and hinders the freedom of establishment provisions of the European Treaty.

A report from Piia Noora-Kauppi, a Finnish MEP (member of the European Parliament), for the Parliament's Committee on Economic and Monetary Affairs, said that member states should introduce cross-border loss relief for companies through "a multilateral, common approach and coordinated action...to guarantee the coherent development of the internal market". 
"There is a considerable cost burden involved when capital that is legitimately recoverable is tied up, often for years, because the current national loss relief legislation will not allow consolidation without delays," said Noora-Kauppi, during a European Parliament debate on the report on January 14.

"The report promotes a remedy to this by promoting the possibility to offset losses in the same tax year, which would transfer the unreasonable time burden away from the company and to the public sector." The report said tax evasion could be prevented by, for example, an automatic information exchange system so that it could be verified that a subsidiary had made losses. 

"This initiative could in the future be complementary to the common consolidated corporate tax base, notably for companies that are not covered by the CCTB," said Laszlo Kovacs, European commissioner for taxation and customs union, during the debate. "The initiative on cross-border loss relief is more limited in scope than the consolidation of the tax base under the CCTB would be, as this provides automatic and comprehensive off-setting of all profits and losses within a group of companies."

A CCCTB will mean greater transparency and efficiency, enhance the competitiveness of the EU, increase cross-border trade and investment, and reduce administrative burdens and compliance costs and the possibility of tax evasion and fraud, the report said. The Parliament urged the Commission to continue its efforts to introduce one.

"The European Parliament considers that the CCCTB constitutes a comprehensive long-term solution for tax obstacles linked to the cross-border offsetting of losses and profits, as well as for transfer pricing and cross-border merger and acquisition and restructuring operations and will complete the achievements of an internal market with fair competition," a parliamentary resolution on the report added.

At the same time, it said that a CCTB that operated under enhanced cooperation rules, where a small number of countries, rather than every member state, agreed on a common system, would only be a 'second-best solution', because it would have an effect on transparency and administrative costs.

The report was compiled in the context of recent developments such as a Commission communication on the tax treatment of cross-border losses in December 2006, European Court of Justice case law, such as Futura Participations and Singer, AMID, Metallgesellschaft, Marks & Spencer and Oy AA, and the work on a CCCTB, which began in 2004.

Noora-Kauppi's research including consultations with industry alliances such as Business Europe, member states' finance ministries, corporate tax law academics and advisers from accounting firms such as PricewaterhouseCoopers and KPMG. The committee also organised a public hearing about the topic in Spring 2007. 

"It [the report] seems quite sensible to me," said Peter Cussons, a partner of PricewaterhouseCoopers in London. "It is a timely underpinning of the Commission's main agenda item, which is the CCCTB. It also acknowledges the political realities by tacitly acknowledging that the CCCTB will only happen under enhanced cooperation." ThoughThough Though the Committee on Economic and Monetary Affairs approved the report by 24 votes to 0 in November, the parliamentary vote was far less clear-cut. John Whittaker, an MEP from the UK Independence Party, was one of those to oppose the resolution.

"My main objection is that it is more meddling by the European Union in taxation matters," he said. "Judging by the EU's record of value added tax, there will be endless changes to the law. We have had eight directives on VAT so far, and it is still a mess and prone to fraud."

The Parliament adopted the report by 491 votes to 109 with 90 abstentions.

