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Introduction 

“Little else is requisite to carry a state to the highest degree of opulence from the lowest 

barbarism, but peace, easy taxes, and a tolerable administration of justice; all the rest 

being brought about by the natural course of things” (Smith, 1776). 

 

Corporate income tax (hereinafter: CIT) is one of the most relevant sources of income for 

the budget of each state in the European Union (hereinafter: the EU). In the EU being an 

area of high level of fiscalism1, the average nominal CIT rate in 2019 was 21.7% and the 

average share of CIT revenue in the average EU GDP was 2.7% (European Commission, 

2021a). At the same time CIT is one of the most difficult taxes to be collected. The reason for 

that is in a very high CIT differentiation and tax competition between EU Member States 

which in turn enables tax optimisation carried out by the biggest CIT payers – multinational 

enterprises (hereinafter: MNEs, used interchangeably with transnational corporations, 

TNCs).  

The most visible manifestation of CIT differentiation are the basic nominal or statutory tax 

rates (hereinafter: STRs or STR) ranging from 9% in Hungary to 35% in Malta. It should be 

noted, however, that the key role in corporate taxation in the EU is played not by nominal 

but effective tax rates (hereinafter: ETRs or ETR). They show the real CIT burden borne by 

companies in each EU state after deduction of all allowances and exemptions (Abbas & 

Klemm, 2013). A high nominal but low effective tax rate may suggest either a low 

effectiveness of the tax administration in tax collection and the existence of a tax gap in a 

given state, the fact that a state is a tax haven or the fact that a country puts a lot of 

emphasis on the stimulus policy and the tax breaks. Tax gap may be defined as the 

difference between the taxes due to the state and paid to the state budget (ATI, 2024) or the 

difference between the potential revenues resulting from the economic tax base and the 

actual revenues collected by the state (Barra et al., 2023).  In turn tax haven is understood as 

the jurisdiction offering taxpayers minimal or no tax liability (Caleb et. al. 2024). 

 
1 According to Taxation Trends 2021 the share of tax revenues in the EU's GDP in 2018 was 40.3%. 
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CIT differentiation in the EU is used by TNCs conducting aggressive tax optimisation. 

Optimisation is either tax avoidance which means reducing tax liabilities using legal 

provisions or loopholes in the tax law or tax evasion which is illegal and stands for tax fraud. 

Taking into account that there are around 140.000 multinationals operating in the EU and 

that a significant number of them operate in several countries, it is worth considering the 

scale of the problem of tax avoidance or evasion (EuroGroups Register, 2020).  

Since 2008, the EU Member States have been trying to estimate their budget losses 

caused by non-payment or under-payment of CIT and Value Added Tax (hereinafter: VAT) 

(Barra et. al., 2023). Such estimates are prepared by International Monetary Fund 

(hereinafter: IMF). Due to the lack of sufficient data, these estimates are very imprecise and 

no country can give an exact value of its budget losses (Barra et. al., 2023). Numerous steps 

have also been taken to reduce the tax gap. An example of such measure is the obligation of 

MNEs to submit and publish financial statements and settlements with tax authorities by 

electronic means according to Directive (EU) 2021/2101 of the European Parliament and of 

the Council of 24 November 2021 amending Directive 2013/34/EU as regards disclosure of 

income tax information by certain undertakings and branches (hereinafter: Directive CbCR). 

It is worth mentioning that a certain scope of financial information of taxpayers 

(enterprises and individuals) was already CbC reported based on the EU Council Directive 

2016/881 amending Directive 2011/16/EU as regards mandatory exchange of information in 

the field of taxation (hereinafter: Directive 2016/881). These data were not publicly available 

and were only exchanged between the tax administrations of particular EU countries. Based 

on Directive CbCR, data resulting from MNEs financial statements are to be publicly available 

(KPMG, 2023). The rules will apply at the latest from the start of the first financial year 

starting 22 June 2024. However, individual EU countries could implement such rules earlier. 

Currently, each EU country acts largely on its own when it comes to improving the efficiency 

of its tax administration in CIT collection and thus reducing the tax gap. It is worth noting 

that a special role is played by the European Commission (hereinafter: the Commission) 

which tries to coordinate the struggle with the growing tax gap and strives to develop a 

common EU position on combating harmful tax competition.  

International tax competition results from the efforts of each state to attract and 

maintain investors by offering them tax conditions more attractive (lower tax rates, higher 

tax allowances) than those offered by the competitors. The phenomenon of tax competition 
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in the EU took the form of fiscal dumping (Legrenzi & Talamona, 2001) which intensified in 

2004 with the fifth and biggest EU enlargement, when ten following countries joined the EU: 

Cyprus, the Czech Republic, Estonia, Lithuania, Latvia, Malta, Poland, Slovakia, Slovenia and 

Hungary (hereinafter: EU-10). Majority of new EU Members lowered their nominal CIT rates, 

which was to improve their competitive position in attracting investors. The countries that 

were EU Members before 2004, i.e. Austria, Belgium, Denmark, Finland, France, Germany, 

Great Britain, Greece, Ireland, Italy, Luxembourg, Netherlands, Spain, Portugal and Sweden 

(hereinafter: EU-15) also reacted in most cases by lowering their STRs, thus causing the 

phenomenon of the race to the bottom which means tax rates race downward. It is worth 

mentioning that the finance ministers of France and Germany submitted then an initiative to 

the Commission to standardise the basis for calculating CIT with establishing the minimum 

rate of this tax (Owsiak, 2008). The solution proposed by the Commission has been CIT 

harmonisation in the EU. The need for CIT harmonisation had arisen earlier, along with the 

increasing mobility of capital and the tightening of economic integration of the EU Member 

States. Strong differentiation of corporate tax systems causes difficulties in the taxation of 

the income in the EU, especially that coming from the cross-border transactions. Such 

situation adversely affects the further development and functioning of the single market. 

According to the Commission the harmonisation of corporate taxation would not only ease 

tax competition and reduce the operating and compliance costs of multinationals but also 

reduce the existing tax gap through introducing similar tax conditions and tightening 

administrative tax cooperation between EU countries (European Commission, 2021b).  

Works on CIT harmonisation attempts have been underway for over 60 years but 

remained ineffective, due to the different political and economic interests of the Member 

States (hereinafter: EU Members) that could not agree on its most advantageous scope. The 

very concept of the tax harmonisation has not been specified anywhere, while documents 

prepared by the Commission and The Organisation for the Economic Cooperation and 

Development (hereinafter: the OECD) show that two harmonisation variants were seriously 

considered. The first one assumed the unification of the rules for determining CIT base, 

specifying what could be classified as revenues, costs, income and tax reliefs (European 

Commission, 2016). The second option concerned determination of the common minimum 

CIT rate below which Member States could not come down (European Commission, 2021b). 
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EU Members acknowledged that harmonisation was needed, but due to the wide variety 

of tax policies and different political and economic interests could not agree which option to 

introduce. EU Members with high CIT rates and fiscal needs related to increased social 

spending (e.g. Germany or France) strived to harmonise and set a minimum CIT rate of at 

least 30%. Countries with lower rates (e.g. Cyprus, Ireland, Bulgaria, Poland), accused of 

applying tax dumping, because of using lower tax rates to attract foreign investments, were 

interested in the harmonisation of CIT base or in lower common rate. The split line ran not 

only between EU-15 and EU-10 but also within the EU-15 group (Owsiak, 2008). The main 

reason given by the states was the fact that tax harmonisation meant the surrender of a part 

of their fiscal sovereignty (Conseil d’Analyse Économique, 2014). 

The issue of CIT harmonisation is very complex, it will have an impact on the budgets of 

EU Members, as well as on many other, sometimes difficult to predict economic and social 

phenomena, for example: competition between states, the shadow economy, tax gap, 

foreign investment or unemployment in EU countries. The considerations on the 

consequences of CIT harmonisation have been narrowed in this work to its fiscal effects 

resulting from the Council Directive (EU) 2022/2523 of 14 December 2022 on ensuring a 

global minimum level of taxation for multinational enterprise groups and large-scale 

domestic groups in the Union (hereinafter: the Directive 2022/2523) for the budgets of the 

selected EU Member States — namely: Czech Republic, Hungary, Latvia, Lithuania, Poland, 

Slovenia, Slovakia, Bulgaria and Romania. The reason for narrowing down the analysis to 

nine out of twenty-seven EU countries was primarily due to the fact that the analysed 

countries are from the same part of Europe, joined the EU at the same time and had a 

similar period to adapt to the Union law (2004-2007). Moreover, they are all located 

adjacent to each other in the Central and Eastern Europe. The second reason for the 

limitation was the fact that for those countries there was a good coverage of the data 

needed for the study. Due to the lack of sufficient data, the author had to resign from 

analysing information concerning Cypriot and Maltese companies and due to a separate 

method of settling CIT also Estonian enterprises were omitted. For this reason, the scope of 

the work was narrowed to the fiscal effects of CIT harmonisation in only nine mentioned EU 

countries. The author obtained the financial data of companies from these countries mainly 

from the EMIS database (hereinafter: EMIS) that is why she will continue to use the 

collective name EM countries for them standing for emerging markets in EMIS database. It 
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should be noted, however, that this is a conventional name adopted by the author only to 

emphasize the origin of the data from the EMIS database, without referring to the definition 

of emerging markets and developing economies used by the World Bank or based on IMF 

indicators. The analysis was also limited only to harmonisation under the Income Inclusion 

Rule and a qualified domestic top-up tax resulting from the Directive 2022/2523 based on 

the Statement on a Two-Pillar Solution to Address the Tax Challenges Arising from the 

Digitalisation of the Economy on October 8, (OECD, 2021) (hereinafter: Pillar II) i.e. the 

project of a common global minimum effective CIT rate of 15%. The author does not analyse 

Pillar I, which has not been implemented in the Directive. It should be emphasized once 

again that, in addition to fiscal effects, harmonising theoretically one element, which is the 

ETR, will entail other economic and legal effects on a macro and microeconomic scale in the 

EU and non-EU countries. 

The work refers to the OECD estimates and some of the latest research based on them 

(Baraké et al., 2021b; Baraké et al., 2023; Reitz, 2023). It partly relies on them but also adds 

additional value based on conducting research on the initial microeconomic data of 

companies belonging to the largest MNEs in the EM countries, and then aggregated by the 

author. Microeconomic data comes from available to the author EMIS and from Eikon 

Refinitiv database, a different sources from that commonly used in this area, i.e. the ORBIS 

database, to which the author did not have access. The scope of the data coverage of the 

analysed companies in selected countries, although not 100%, is assessed by the author as 

sufficient. 

The author conducts a medium-term simulation of budget revenues from top-up tax and 

examines the dependence of their amount on the selected factors not directly related to the 

CIT structure such as selected countries’ level of digitalisation (DESI), the level of the shadow 

economy or research & development (R&D) expenditures made by EU governments. 

The research problem undertaken in this work concerns the fiscal effects of CIT 

harmonisation for the budgets of the selected EU Member States (namely EM countries). 

The main purpose of the dissertation is to estimate and assess the impact of the 

harmonisation of minimum effective CIT rate on the amount of budget revenues from 

corporate top-up tax in the selected EU countries which joined the EU in 2004-2007. The 

following specific objectives have been assigned to the main goal:  
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1. Comparison of CIT structures in EU countries and of the amounts of budget revenues 

from this tax in relation to GDP (Chapter II). 

2. Determination of the scope of the current CIT harmonisation (Chapter III). 

3. An overview of the factors that influence the amount of tax revenues and the selection 

of those that may affect the amount of revenue from top-up tax (Chapter IV). 

4. Obtaining an answer to the question: which states’ budgets of the nine analysed 

countries will benefit from minimum CIT rate harmonisation and which ones may lose 

(Chapter V). 

5. Examining the correlation between selected non-tax factors that may affect the 

amount of top-up tax (Chapter V). 

Chapter I is an introduction facilitating understanding the issue of harmonisation and the 

historical and literary background of the entire considerations. After reviewing the literature 

and formulating the aim of the dissertation, the author has formulated the following main 

hypothesis:  

The application of the Income Inclusion Rule for the collection of top-up tax will result in a 

decrease in potential CIT revenues in EM countries. 

Additionally, the following specific hypotheses were formulated regarding the 

explanatory variables and the relationship between the amount of the top-up tax and non-

tax factors: 

1. There is a positive relationship between the level of digitalisation of EM countries and 

their top-up tax revenues. 

2. There is a positive relationship between the value of R&D expenditures in EM countries 

and their top-up tax revenues. 

3. There is a negative relationship between the level of shadow economy in EM countries 

and the amount of revenues from top-up tax. 

4. There is a positive relationship between the access to broadband Internet in EM 

countries and the amount of revenues from top-up tax. 

5. There is a positive relationship between the level of fiscalism in EM countries and the 

amount of revenues from top-up tax. 

6. There is a positive relationship between the number of MNEs in EM countries and the 

amount of revenues from top-up tax. 
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The work is divided into three parts. Part I is theoretical and based on a historical and 

literature review in the field of tax harmonisation, with particular emphasis on EU countries 

tax diversification, tax competition between governments and tax optimisation used by 

MNEs (Chapter I). This part outlines the historical framework of tax harmonisation in the 

Community and next Union soft law acts relating to corporate tax harmonisation. The 

purpose of this part is not only to show the evolution of the tax harmonisation process but 

also the arguments of its supporters and opponents, where the main threads concerned the 

harmonisation of the tax rate or base. The author presents both ideas.  

Part II (Chapter II to Chapter IV) contains a comparison of legal solutions concerning 

corporate income tax regulations in EU countries. The subject of comparison were structural 

elements of the tax like tax base, taxpayers, rates and related basic tax incentives. The result 

of the analysis shows not only the differentiation of the tax burden in particular EU Member 

States, but above all the identification of solutions in the field of CIT that are the most 

diverse and those that are the closest as a field for possible further harmonisation (Chapter 

II). This part also includes considerations on the current level of corporate taxation already 

harmonised in the EU including the Directive 2022/2523 (Chapter III).  

The purpose of the part II is to show not only the differentiation of CIT in the EU and the 

degree of harmonisation of this tax achieved so far, but above all to derive the variables to 

the econometric model. Chapter IV contains the identification of factors potentially affecting 

the amount of CIT collection and revenues and their classification made by the author based 

on literature review. Since this chapter contains a selection of explanatory variables for the 

panel model, it is also an introduction to the last chapter. 

Part III including Chapter V has empirical character and consists of two studies: a 

simulation in Excel of potential top-up tax revenues and estimation of potentially lost 

revenues from this tax in the selected EU countries and the panel data analysis made in 

Gretl, regarding the potential correlation of revenues from this tax with non-tax variables.  

The theoretical, legal and empirical parts are related and organised in a logical way. They 

are united by the leitmotif of CIT differentiation in the EU and the need for its 

harmonisation. Part I is the theoretical foundation and explains the rationale for 

harmonisation, part II presents its current legal status, while part III shows the fiscal effects 

of harmonisation in the form of changes in the amount of CIT revenues to nine EU Members’ 

budgets. 
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Chapter I The essence and main assumptions of corporate income tax 

harmonisation in the European Union 

1. The concept and main premises of tax harmonisation deriving from different national 

tax polices 

Taxes and tax policy in a union of states. The EU is the economic and political union of 

states based on the idea of a single market with free movement of goods, capital, labour and 

services. The functioning of the single market is possible due to the economic policy 

coordinated at the EU level. Two pillars of the EU economic policy are the monetary and 

fiscal policies, but these pillars are not equally strong. The advancement of the common 

monetary policy is greater than of the fiscal one. 

Due to the Economic and Monetary Union (EMU) created in 1992 by the Treaty of 

Maastricht, it was possible to adopt euro as a common European currency and to establish 

the common monetary policy. The main goal of EU monetary policy is price stability, 

reduction of unemployment and the EU's economic growth. This goal is ensured by the 

European System of Central Banks (ESCB). An economic union extends the single market 

with common rules for products and a monetary union with a common currency. All EU 

Member States take part in the economic union but only twenty of them have already 

adopted euro (the euro zone or euro area includes also non-EU States). The adoption of a 

common economic and monetary policy has its legal basis in the Treaty on the Functioning 

of the European Union (TFEU, 2012). 

Fiscal policy is, next to monetary policy, one of the main macroeconomic policies. It is also 

the strongest instrument having impact on the economy, especially in the countries which, 

through their Membership in the euro area, resigned from influencing their economies 

through national monetary instruments. Therefore, countries' own fiscal policy is an 

expression of their financial sovereignty. 

The term fiscal comes from the term fiscus used in Ancient Rome, meant literally a basket 

or a purse and described the revenues collected from the Roman imperial provinces. Later 

Latin word fiscal means a fund or a treasury. Such a state’s fund is called a state budget. This 

term comes also from the Latin bulga meaning a leather purse designed to collect income 

(Collins Dictionary, 2024). The fiscal policy can be defined then as the activity of the state 
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consisting of the use of various, mainly fiscal instruments and tools to influence the state 

budget (funds collection and expenditure) and to achieve specific fiscal and non-fiscal goals. 

These instruments include taxes and other public levies but also the use of the budget 

deficit, guarantees and securities for loans for business entities and public debt (Owsiak, 

2020). The goals set in the fiscal policy, i.e. the planned expenses, determine the necessary 

amount and structure of funds to be collected and delivered to the state budget. Therefore, 

fiscal policy is of key importance for determining the amount of public levies to be collected 

and delivered to the state budget and the manner of their distribution. Fiscal targets are 

fundamental for the fiscal policy. They are to satisfy the state's demand for money. This goal 

is achieved through taking over part of the income from households and enterprises, i.e. 

mainly through the taxation. The state may also use another method of financing public 

expenditure, namely by borrowing money. The latter method is easier and less criticised by 

the taxpayers, but it may result in an excessive state indebtedness. Raising taxes is less 

politically correct and may lead to the lack of investment, reduced consumption and finally 

to the economic stagnation. However, given the widening tax gaps in most countries, a 

reasonable solution for increasing tax revenues is to improve efficiency in tax collection and 

not necessarily raising the tax rate. 

Most countries' budgets are fed with taxes, duties and other charges of which taxes cover 

major public expenditure exceeding income from other sources. Taxes are then the main 

tool used by fiscal policy. They constitute a significant source of budgetary revenues in most 

countries thus enabling them financing of states’ activities. Already Cicero, in his work De 

Officiis, noticed that taxes are the spring of the state (Cicero, 44BC).  

According to the OECD Revenue Statistics taxes are defined as compulsory unrequited 

payments to government. Taxes are unrequited in the sense that benefits provided by 

government to taxpayers are not proportional to their payments. Taxes do not include fines, 

penalties and compulsory loans paid to government, but compulsory social security 

contributions are treated by OECD as tax revenues (OECD, 2018a). Polish Tax Ordinance of 

August 29, 1997 defines tax as a public, gratuitous, compulsory and non-refundable cash 

benefit resulting from the tax act and paid to the State Treasury, voivodeship, county or 

commune (Act, 1997, art.6). 

There are many possible ways of taxes classification but one of the basic divisions 

assumes their break-up into direct and indirect ones. This division depends on the possibility 
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of shifting the tax burden to another entity. The tax burden in the legal meaning is the sum 

of tax liabilities and settlement costs of taxes (Adamczyk & Franek, 2017), in economic 

terms, it is the amount of the taxpayer's reduced income or wealth. As a rule, the direct tax 

burden is related to the entity on which the tax obligation was imposed by the legislator. 

Direct taxation means taxes on income, wealth and capital and concerns directly a legal or 

natural person, e.g. personal income tax (PIT), corporate income tax (CIT) or wealth tax. 

Taxpayers in direct taxation are tax-bearers not only in the legal but also in the economic 

sense. They are expected to bear the tax burden and theoretically may not shift it to another 

person. However, there is a second group – the indirect taxes in which it is possible to shift 

the economic tax burden from an entity on which the tax obligation was imposed by the 

legislator to an entity that is not a taxpayer in the legal sense. Indirect taxes (e.g. VAT or 

excise duty) are levied on a material or legal event of accidental or temporary nature and 

upon a legal or natural person that can often be an intermediate and not the person 

responsible for this event (European Commission, 2020b). Another division depends on what 

is taxed and distinguishes: taxes on labour, consumption and capital. Considering the subject 

of taxation, one can distinguish taxes levied on natural or legal persons and other persons 

equivalent to legal persons.  

Change in taxes means reduction or the increase of the tax burden of the concerned 

subjects, then the wealth and income of taxpayers, as well as shifting income between 

different groups of society. The dissertation concerns corporate income tax, which is a direct 

tax, so when writing about the tax burden, the author means the income and the tax burden 

on the taxpayer in the legal and economic sense. Cutting taxes may have a variety of effects. 

According to supply-side fiscal policy following liberal school of economics represented by A. 

Smith, D. Ricardo, J.B. Say, J.S. Mill, R. Mundell lowering tax burden may be conducive to 

economic growth, provided it does not create an excessive burden on public finances (Smith, 

1776). The initial lower budget revenues should be compensated over time by stimulating 

the growth of production, sales and employment what consequently shall result in higher tax 

revenues (Goodwin et al., 2020). According to the supporters of the supply-side fiscal policy, 

this phenomenon is good because the expenditure of private entities has a more favourable 

impact on economic growth than the public one. The opponents of tax cuts representing the 

demand-side fiscal policy and following Keynesian theory, question the positive direct 

impact of low taxes on the development of enterprises and point to the potential damage 
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that may be caused by reduced tax revenues, for example under-financing of education, 

hospitals, judiciary, infrastructure, police (Keynes, 1936). Moreover, the potential positive 

effects of tax cuts may only be visible in the long run, and the damage from under-financing 

is immediate.  

The effects of increasing tax rates may but not necessarily must result in higher budget 

revenues. According to the concept of the Laffer curve being a theoretical underpinning of 

supply-side economics, budget tax revenues grow up only to a certain point with the tax rate 

increase. After exceeding a certain level of the tax rate, these revenues decrease because 

people do not want to work to only pay higher taxes (Laffer, 1981). The supply-side school of 

economic thought based on the Laffer curve argues that the introduction of a single, low tax 

rate and tax reliefs for companies conducting investments will have a positive impact on the 

economic development of the country and that the optimum and low tax rate would 

maximise total tax revenue (Gandhi, 1987). 

One of the main challenges in national tax policies is then to determine the tax policy, 

especially tax rate that maximises budget revenues to the saturation point but without 

ruining sources of income. The states are autonomous in this matter and set tax rates guided 

by their national fiscal policy. If raised, taxes may create additional budget revenues, what 

often generates public expenditure of a permanent nature, difficult to lower without 

prejudice to interests of different social groups (co-financing of public transportation, 

healthcare, co-financing of specific social groups, e.g. the unemployed or the disabled). 

Therefore, the fiscal and tax policies play a particularly important role in state’s economic 

strategy. Each state has its own tax strategy and determines its own tax policy 

counterbalancing the satisfaction of the need for social justice by levelling income disparities 

in society and preventing excessive budget deficit.  

Tax policy is a part of both budget and fiscal policy and performs four basic functions: 

fiscal, regulatory, stimulus and information. The fiscal function is one of the oldest and 

primary. It serves the state to shape tax burden in such a way as to ensure the highest 

possible tax revenues for the state budget. By possible tax revenue, the author understands 

such income to which the state has the appropriate possibilities of the tax administration in 

terms of costs incurred and its workload, as well as the acceptance of the society for a 

specific tax burden that is to generate a sufficiently high income. Therefore, the number of 

taxpayers of a given tax in the country, the width of the tax base, tax reliefs and rates should 



15 

 

be considered. The fiscal function of the tax policy consists in providing the state budget 

with the tax income needed to conduct public tasks. Ensuring that budgetary needs are 

financed is the primary objective of taxation. If the purpose of taxing is not to generate 

income in the first place, but to stimulate or redistribute it, then this can be, indirectly, a sign 

of a flaw in the tax system. The second basic function of the tax policy is regulatory 

(redistribution) – consisting of shaping the amount of income and assets at the disposal of 

taxpayers and on redistribution of budget revenues and of national assets among the 

taxpayers (direct transfers or public services to citizens and for the other government 

expenses. Since tax regulations should not be changed too often, it would seem reasonable 

to assume that the allocation function is successive to the fiscal one. The implementation of 

specific public tasks and the allocation of funds between specific social groups should result 

from the received budget tax and non-tax revenues.  

Increasing taxes seems justified only when the implementation of public tasks, such as 

financing primary healthcare or basic social benefits is repeatedly unfeasible because of too 

low budget revenues and not because of their mismanagement. A tax increase is also 

needed to meet the ambitious new goals planned by the government. However, it is 

important that the tax policy does not change with the change of government, but is a 

consistent program implemented by the political successors.  

An important function of the tax policy is the stimulus function which aims to ensure the 

best possible efficiency in the economic activity. It consists in exerting certain reactions on 

taxpayers to stimulate or slow down the economic growth. It is carried out by setting 

different tax rates for entities with different incomes or for different goods. The state may 

also use a system of tax reliefs and exemptions to steer taxpayers' choices, e.g. in terms of 

economic investment, achieving environmental goals, expanding exports or locating 

business activities. In this way, the government may pursue specific economic or social goals 

assumed in the adopted tax policy. 

One of the goals of fiscal policy is to perform a stabilising function, i.e. stabilising the 

economy and stimulating economic activity. The implementation of higher taxation is 

intended to discourage taxpayers from certain behaviour (e.g. higher excise duty on 

cigarettes is intended to discourage taxpayers from smoking, in turn the application of tax 

reliefs and exemptions is intended to stimulate the economy and encourage taxpayers to 

engage in a specific behaviour, for example to conduct R&D activities. Then the use of tax 
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reliefs and exemptions may have a positive impact on taxpayers' behaviour but may 

negatively (at least in the shorter term) affect the amount of state budget revenues (limiting 

the fiscal function). The information function serves to provide information on the current 

course of state’s economic processes, on income division and economic exchange. If the 

state has transparent structures and provides citizens with the access to statistics on tax 

collection and expenditure (the scope of realised tasks), it affects the effectiveness of the tax 

system. Wyszkowski (2010) draws attention to the informational role of fiscal policy when 

considering the issue of tax expenditures, i.e. documenting the spending of public funds. 

According to the author, they should be published as an annex to the Budget Act, which will 

ensure better control of government expenditure (Wyszkowski, 2010). It is hard to disagree 

with this statement, people agree to pay taxes when they see their rational and fair 

distribution and information function plays here a crucial role (Torgler, 2003). 

By using its specific functions, tax policy serves the achievement of the three specific 

goals. First of them is the fiscal goal of delivering the highest possible income at the lowest 

collection costs and not causing negative side effects. The fiscal target is primary because 

taxes cannot be replaced as budget revenues. Therefore, without meeting the fiscal target, 

the other two cannot be achieved. The second – is the economic goal which serves to ensure 

the best economic development while maintaining certain level of tax revenues to the state 

budget. The third goal – the social one - serves to provide the society with appropriate living 

conditions while maintaining certain tax revenues to the state budget. Stimulation of 

economic growth and meeting the needs of the society depends on the amount of budget 

revenues obtained. All these rules apply to national tax policy. It should be noted that not all 

countries apply such an approach. According to Mutascu (2015), nexus discrepancies 

between tax revenues and government expenditures occur even between countries with 

common economic characteristics or neighbouring. Some of them (e.g. Greece, Italy) use the 

tax-spend approach, which means that the amount of taxes collected determines the limit of 

government expenditures. However, in some countries (e.g. Portugal), it is the planned 

government expenditure that determines what the tax burden will look like (Mutascu, 2015). 

It also happens that there is no long-run relationship between taxes and government 

spending which may suggest that the fiscal policy is unsustainable (Richter & Paparas, 2013). 

However, priorities may be different in the case of the need to agree tax policy with other 

countries and cooperate on an international scale as is the case of the EU. 
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The level of complexity in determining tax policy is higher today due to the ongoing 

process of globalisation of the world economy. A shift to a globalised economy is inextricably 

linked with the liberalisation of markets, growing capital mobility and such proliferation of 

MNEs (called also TNCs standing for Transnational Corporations) that since the second half 

of the past century, they reached in 2000 51% of world’s top economic entities (Anderson & 

Cavanagh, 2000). Globalisation had been intensifying since the 1980s and became a key 

phenomenon for setting tax policy of most countries. The opening-up of the economies of 

most countries through the lifting or lowering of customs barriers, with falling transportation 

costs, growing ties between national economies and high activity of transnational 

corporations looking for additional opportunities to increase the efficiency of their activities. 

On the one hand, this opened the possibility for MNEs to allocate and use capital abroad, 

based on achieving its higher efficiency there than in the country of origin. On the other 

hand, the increasing mobility of capital was conducive to the growth of international tax 

rivalry. The MNEs started to pursue a tax optimisation policy and to select for investment 

countries with a more favourable tax policy and use the phenomenon of tax competition 

between governments. The high mobility of capital has been one of the reasons for reducing 

its taxation. Governments hosting investors must take into account that they can easily 

relocate their investment to a more favourable tax jurisdiction. 

The process of globalisation based on a closer economic integration has contributed to a 

change in the way countries shape their tax policies. National tax systems and structures are 

noticeably not suited to the current economic situation because they were designed for less 

integrated countries. Today, due to globalisation, digitalisation, tax competition and market 

integration, national tax policies are significantly influenced by the taxation rules adopted in 

the adjacent countries, particularly when the countries are economically integrated 

(Małecka-Ziembińska, 2010). The EU composed of twenty-seven countries is the area of high 

and differentiated taxes. Its economic integration has not been followed by the equally 

advanced tax integration which causes distortions in the single market. The source of serious 

problems in the EU is the high differentiation of corporate income tax. This is due to the 

scale of turnover and revenues generated and hidden from taxation by the transnational 

corporations. As a result of the tax reform, harmonised CIT may play a unique role in shaping 

the tax revenues of the EU countries.  



18 

 

CIT payers are corporations, a lot of them are multinationals generating highest incomes. 

At the same time, they are the highest contributors to the tax gap. These taxpayers have 

staffs of lawyers and tax advisors employed to protect their income from taxation and while 

the tax optimisation itself is understandable from an economic point of view, its illegal forms 

constitute a crime and a significant detriment to the public finances of most EU countries. 

Solving the problem would require a common EU position on this issue. Such a common 

standing has been achieved by the EU in the field of indirect taxes (VAT, excise duty) through 

their approximation (harmonisation). This approximation of tax solutions, possible due to 

the direct legal mandate provided by the EU treaties, has contributed to reducing the 

possibility of fraud in indirect taxes. The situation was different in the case of direct taxes 

which remained the sole responsibility of the Member States because of no direct legal basis 

for EU intervention to harmonise them. This status has changed with the Directive 

introducing the common minimum CIT rate. However, this does not change the fact that EU 

countries are very diverse in terms of CIT. The taxation of corporate income in the EU varies 

then in many ways. Member States use different nominal tax rates and different bases. The 

share of CIT revenues in the budget of each country is also different. Different structures of 

tax revenues depend not only on the number of taxpayers in each country but also on states 

taxation policy and tax conditions offered to the taxpayers. Within the EU, there are 

countries where budgetary tax revenues are dominated by direct (e.g. Denmark, Ireland, 

Malta), indirect taxes (Croatia, Sweden, Bulgaria, Hungary, Poland) or social security 

contributions (Slovakia, Czechia, Lithuania, Slovenia, Romania).  

Despite, or mainly due to, the diversity of CIT, EU countries have three main and common 

problems. The first one concerns growing tax gap caused mainly by the erosion of the tax 

base stemming from aggressive tax optimisation applied by MNEs. The second problem is a 

still limited tax cooperation in the EU manifested in disputes over the issues of double or 

non-taxation and finally — the third problem is international harmful tax competition. 

Therefore, these problems relate to all functions fulfilled by the tax policy and the problem 

of a fiscal nature is of fundamental importance in this respect. The reduced revenues from 

CIT (fiscal function) mean that in most countries there are less funds to be divided among 

citizens (allocation function), which undoubtedly has an impact on economic growth 

(stimulating function). Limited tax cooperation in disclosing the application of the rules of 

tax havens by states (information function) is not without significance. Therefore, the 
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priorities of EU tax policy are also common but the methods of problems disentangling, 

combating tax evasion used by states are not always compatible. The answer invariably 

suggested by the Council and the European Commission has been CIT harmonisation. The 

solution has been consistently proposed for almost 70 years, but due to the objections of the 

EU Members, the versions of the proposed harmonisation were subject to modifications for 

many years until 2022. 

Linking tax harmonisation with federalism. Searching for the reasons for objections to 

the proposed versions of harmonisation, it can be concluded that their common 

denominator is the sovereignty of states, especially in determining the amount of taxation. 

Tax harmonisation is often juxtaposed by its opponents with the concept of federalism, 

which appeared as one of the main arguments against introducing CIT harmonisation in the 

EU. That is true that law harmonisation problem is typical for the federal states (federations) 

or union of states (confederations) with differentiated taxation. The example of such a union 

of states is the EU (Elazar, 1998). The need to harmonise tax law noticed in the EU is not 

something new. Previously, it was reported in many federal states based on political and 

economic integration such as the United States or Canada, Australia, Germany or 

Switzerland. The EU is not a federation, but a union of nations integrated politically and 

economically. It resulted from a deliberate decision of sovereign states to remove borders in 

trade to strengthen regional economic cooperation. Nevertheless, the EU can learn a lot 

from the experience of attempts to harmonise corporate taxes in federal states. The 

example of federal states shows that a natural consequence of decisions on economic and 

political integration is the need to introduce common legal regulations, especially in the field 

of taxes. These common solutions should have a harmonising effect on national legal 

systems. Theoretically, the stronger the economic and political integration, the wider should 

be the area of harmonised law. The same example of federal states shows that harmonising 

taxes, although desired, is also exceedingly difficult. In some regions this was partially 

achieved in indirect, consumption taxes (part of Canada provinces, the European Union). In 

the case of direct taxes, such harmonisation has never been achieved before. The fact that 

the need for tax harmonisation was first noticed in federal countries is due to the essence of 

the tax harmonisation which is inseparable from the integration and implementation of the 

idea of the common market, including economic integration without simultaneous legal (or 

tax) integration. The long-lasting failure of the EU harmonisation process of direct taxes was 
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mainly due to the need for agreement on common goals and solutions by all EU Members 

leading independent and divergent tax policies. It is also important that although the wide 

interest in corporate tax harmonisation, it has not resulted in its uniform definition (Andenas 

& Andersen, 2011).  

Corporate income taxation has been a crucial point in discussions between EU Member 

States since the 1960s (The Neumark Report, 1963), but has become even more pressing 

issue in the last decade just because of the tax avoidance and evasion possible due to the 

globalisation, digitalisation and greater activity and turnover generated by transnational 

corporations. Both, the scale of corporate income and the growing tax gap have moved the 

matter of corporate taxation reform in the EU to one of the first places. An additional 

important problem for all EU governments is the fact of the over-indebtedness due to 

repeating economic crises (e.g. caused by the COVID-19 pandemic or war in Ukraine) and the 

financing of public services and the needs of the ageing society. 

A proposal put forward by the European Commission in 2001, repeated in 2011 and 2016 

based on the harmonisation of corporate income tax through approximating CIT bases was 

blocked by the EU Members. Reducing the harmonisation area to a common minimum CIT 

rate made it easier to obtain the consent of all EU countries to carry it out. Moreover, the 

Directive is in line with the OECD's proposal supported by almost 140 countries to reform 

the taxation of multinationals. It is worth mentioning that the EU is considering a change in 

voting in tax matters from unanimous to majority voting, which shall enable quicker 

decisions and further approach in EU taxation.  

CIT harmonisation is supposed to respond to the basic problems of the EU, such as: tax 

avoidance and evasion, widening of tax gaps, lack of tax transparency in the EU, curbing 

unfair tax competition and high compliance costs of transnational corporations operating in 

the EU. Harmonisation of direct taxes in the EU, with particular emphasis on corporate 

income tax is also one of the key issues determining the further process of the European 

integration. Contrary to the common economic (and partly monetary) policy, the fiscal policy 

and tax governance fall within the competence of EU Member States. Since those countries 

want to maintain sovereignty over tax decisions, they have granted the EU only limited 

permissions in this regard. Thus, the Union may intervene in national tax policies just in the 

case they hamper proper functioning of the single market and when they distort the 

competition.  
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The priorities adopted for general EU tax policy are to ensure the smooth functioning of 

the single market, combat harmful tax evasion, tax avoidance and elimination of double 

taxation. The limitation of EU interference in national tax policies is due to the principle of 

subsidiarity set out in the Article 5 of the Consolidated version of the Treaty on European 

Union (TEU, 2012) which says that the Community may interfere in integration matters when 

individual countries are unable to achieve the goals on their own. According to Art. 113 of 

Treaty of Lisbon amending the Treaty on European Union and the Treaty establishing the 

European Community, signed at Lisbon, 13 December 2007 (OJ 2007, 306/1) (Treaty of 

Lisbon, 2007), EU intervention in tax matters requires prior unanimous voting of all EU 

Member States in the Council.  

The subsidiarity principle that common regulations should not exceed what is necessary 

for the proper functioning of the internal market, is essential in the EU. Its observance is also 

applicable in the case of the unanimity rule when making tax decisions. The implication of 

such reasoning is the harmonisation of corporate taxes, understood as ensuring a certain 

necessary consistency of these systems with each other and with the objectives of 

integration in the Community set out in the Treaty. The aim of harmonisation is then not to 

unify CIT. 

The recurring financial crises, the COVID-19 pandemic and the increasingly ageing EU 

population mean that the EU needs deep tax restructuring. It should primarily lead to an 

increase in budget revenues by stimulating economic growth. The following could be 

achieved by, inter alia, broadening the tax bases, sealing tax gaps and through more 

effective tax collection and not necessarily through increasing the minimum effective tax 

rate. The CIT reform across the EU is particularly important in this regard due to the scale of 

turnover generated by MNEs and the scale of tax evasion. The precondition for the success 

of such a reform is simultaneous and consistent implementation of the same main corporate 

taxation principles in all EU countries. Even large-scale reforms conducted individually by EU 

countries (e.g. CIT base increase reform in 2019 in Belgium and Bulgaria) will not bring 

sufficient results. International tax competition in the EU, the differentiation of rates and 

methods of determining the tax base in the Member States give transnational corporations 

the possibility of manoeuvring and of tax avoidance or evasion.  
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Corporate taxes have influence on attracting investors and creating new jobs. They are 

then the driving force for the economy. Different corporate taxation opening ways for tax 

evasion may be eliminated through the tax harmonisation (Andrejovská & Puliková, 2018). 

Not forgetting governments' fear of losing their fiscal independence, it should be 

assumed that the effects of tax harmonisation will be of key importance for further 

integration and strengthening the position of the European Union. The expected fiscal 

effects, especially in view of the enormous debt of national budgets because of COVID-19, 

are currently of fundamental importance. They can be a convincing argument with the CIT 

harmonisation in the EU. The more, during the pandemic, common solutions have emerged, 

aimed at not supporting corporations (the anti-crisis shields) if they transfer profits to tax 

havens. CIT harmonisation which could not take place for almost seventy years, has lately 

accelerated in the face of the unprecedented economic crisis caused by the pandemic and 

the war in Ukraine. The result of its profitability will be of key importance for the EU, i.e. first 

of all the amount of budgetary revenues of EU Member States. CIT harmonisation would be 

accepted faster if it resulted in an increase or, at least, no loss of budget revenues of all EU 

Member States. 

2. Various approaches to tax harmonisation in the literature 

Discrepancies in defining tax harmonisation. Tax harmonisation has been one of the 

leading topics in the European Union for almost seventy years. This is one of the issue 

recurring and intensely involving EU authorities. Value added tax and excise duties have 

been harmonised, but corporate tax harmonisation could not have been achieved for over 

sixty years though it had been proposed many times by the European Commission as a 

panacea for corporate taxation problems.  

What does harmonisation mean and why harmonising CIT should be proper for the EU? 

The term harmonise is derived from Greek harmony and means compatibility. The online 

Webster Dictionary defines harmony as ”the just adaptation of parts to each other in any 

system or combination of things or in things, or things intended to form a connected whole; 

such an agreement between the different parts of a design or composition as to produce 

unity of effect” (Webster Dictionary, n.d.). In turn, the online Cambridge Dictionary describes 

harmonisation in general as the act of making something different suitable for each other or 
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as a result of such action. In a more narrow business and legal sense, the Dictionary defines 

harmonisation as ”the act of making systems or laws the same or similar in different 

companies, countries, etc. so that they can work together more easily” (Cambridge 

Dictionary, 2020). An intuitive understanding of the word harmonise could be an adoption of 

agreed solutions to achieve common goals.  

While the general understanding of harmonisation is quite consistent, in the field of tax 

harmonisation there is no such convergence. From the linguistic point of view tax 

harmonisation could be defined as an agreed alignment of specific national taxes by 

removing incompatibilities which prevent the proper functioning of the common market, 

and which distort competition (Pîrvu, 2012). This adjustment should lead to the compatible 

coexistence and even cooperation of national taxes within one structure, for example the 

European Union. The term tax harmonisation has been in use for years in several regions of 

the world which tried to introduce it on a national scale. However, it is worth noting that this 

concept has started to be used and discussed on a supranational scale in the context of the 

European integration. Tax harmonisation has been initially defined as advanced fiscal 

coordination (Dosser, 1967; Zodrow, 2003), desired taxes approximation (James & Oats, 

1998), tax rates convergence (Kanbur & Keen, 1993) or cooperation among states (Prest, 

1979; Baldwin & Krugman, 2004). It should be noted that tax harmonisation is something 

more than just tax coordination, convergence or cooperation.  

Bénassy-Quéré et al. (2014) states that tax cooperation means collaboration in the field of 

taxes for joint optimisation and that an example of such tax cooperation is the case when 

countries jointly determine the tax bases and rates so as to maximise some common social 

objective and that in the EU the example of a cooperation is the common external tariff 

policy (Bénassy-Quéré et al., 2014). In turn, tax coordination, according to the same authors, 

is a reciprocal commitment to a specific behaviour. Tax coordination seeks to avoid tax 

inequities and inefficiencies arising from cross-border activities and exposed to multiple tax 

jurisdictions but does not necessarily mean common tax bases and rates (Conceiçāo & Kaul, 

2006). An example of such coordination can be the Code of conduct Group on business 

taxation (ECOFIN, 1998). By adopting this non-legally binding act, the EU Member States 

undertake to eliminate harmful tax practices from their activities. As for the tax 

convergence, it can result from both coordination and tax competition. It means narrowing 

down the differences between individual taxes, e.g. differences in rates. Such tax 
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convergence is noticeable in the EU (Bénassy-Quéré et al., 2014). All these three terms mean 

the states’ co-response in tax matters. They do not have to lead to corporate income tax 

harmonisation but certainly may initiate such a process being its preliminary stage.  

Tax harmonisation does not also mean tax standardisation or unification. The 

harmonisation process may happen using various mechanisms and means, e.g. by making 

tax solutions similar through standardisation (use of standards, patterns or templates) but it 

does not mean the standardisation sensu stricto. It is not possible to copy one-to-one all 

specific tax solutions from one country to another. Taxes are a part of each country's tax 

system which is a collection of all taxes operating in each country simultaneously and 

forming a whole in the legal and economic sense.  

The tax system, apart from the tax legislation and the principles of its own functioning 

includes also the taxpayers determining the amount of tax revenues, conditions of taxes 

payment, collection and control. It is worth remembering that the tax system is a result of 

many years of shaping by country’s tradition, history, specific needs and the preferences of 

its citizens. Therefore, tax harmonization is rather more about adapting a specific tax or its 

elements, regulated differently in different countries, than replacing national solutions with 

a uniform tax. Tax harmonisation concerns only taxes and not whole tax systems. As it was 

mentioned earlier tax system include, apart from the tax legislation, also the organisation of 

the fiscal apparatus, the manner of tax collection, procedures of tax authorities and many 

other elements specific for each country. In author’s opinion, tax harmonisation does not 

rather mean harmonisation of tax policies as suggested by Kozuharov, Ristovska, Ilieva 

(Kozuharov et al., 2015). Broadly defined tax policy understood as a part of budget policy 

and as an integral part of fiscal policy, covers all taxes levied on citizens and businesses as 

well as the tax strategy. Based on the harmonisation of indirect taxes, it can be concluded 

that tax harmonisation does not cover such a wide area and concerns only particular tax law 

solutions.  

Pîrvu (2012) has stated that tax harmonisation means the adjustment of national fiscal 

policies needed for appropriate functioning of the single market (Pîrvu, 2012). According to 

the author of this dissertation, the definition should even be narrowed to the adjustment of 

taxes as the element of fiscal policies. Tax harmonisation is to apply to tax law and not to the 

entire tax systems or policies of EU Member States. One may even be tempted to state that 

tax harmonisation concerns the arrangement of divergent elements of a given tax, in this 
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case CIT, in such a way that they accordingly work together. Obviously, it cannot be 

forgotten that although the assumed corporate income tax harmonisation scope covers tax 

law, it will affect many areas of life, ranging from fiscal policies and budget revenues to 

wages and the volume of consumption by the households in the EU.  

Defining tax harmonisation requires understanding its causes, essence and objectives. 

The reasons for tax harmonisation should be seen in the need to adapt legal tax regulations 

to the situation of an economically integrated single market. Legal tax regulations are 

mismatched with the highly integrated single market what causes the negative 

consequences. The conditions for the functioning of market participants (and taxpayers) are 

not identical. Diversified CIT creates their different situation depending on which EU country 

they operate in. Such a mismatch opens scope for numerous abuses, especially in the field of 

corporate taxes. The problem concerns unfair behaviour of state governments competing for 

capital and the use of tax dumping, tax discrimination or protectionism in relation to 

domestic companies (EPP, 2020). It is also the problem of unfair behaviour of transnational 

corporations applying an aggressive tax policy, shifting profits to low-tax jurisdictions or 

costs to high-tax countries and thus contributing to the increase of tax gap in states budgets.  

The problem of tax harmonisation usually appears in the context of international or 

national economic integration of markets by countries or regions that pursue a more or less 

independent tax policy (Kirchgässner & Pommerehne 1996). Such integration takes place 

with federations like the US or Canada but also in the case of the political and economic 

union such as the European Union. The EU is based on the internal market and four 

freedoms to ensure undisturbed movement of people, services, goods and capital. The EU 

sets also its common duties and trade policy. Free trade and fair competition are however 

distorted by the differentiation of national tax systems. Taxes have indirect influence on 

costs of production and in consequence on prices and wages. Different tax burden in 

particular EU Member States breaches the principle of fair competition in the single market. 

It was already noticed in 1962 that different legal solutions in the European Community did 

not harmonise with each other and needed some kind of convergence (The Neumark Report, 

1963). The initial concept of corporate income tax harmonisation identified with the 

convergence of the initially non-cooperative tax rates (Sinn, 1990; Kanbur & Keen, 1993; 

Baldwin & Krugman, 2004) gradually evolved to the approximation of the tax bases. 

Admittedly Sinn noticed that non-tuned tax rates were the reason for the market distortions 
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and for the inefficiency in international capital allocation. However, he also stated that 

companies with high financial flexibility (and MNEs have such flexibility) could overcome this 

problem (Sinn, 1990).  

CIT harmonisation and tax competition. CIT harmonisation has been analysed from many 

different angles. Relatively much space in the literature has been devoted to the analysis of 

how the harmonisation of direct taxes can affect tax competition. Estimation of such an 

impact depends strongly on how the tax competition is perceived. Usually, competition is 

seen as an integral part of the market game, a phenomenon which is desired in the economy 

and beneficial for the customers. It allows recipients of goods or services to choose and 

acquire them at a lower price and higher quality. It is also seen as a necessary condition for 

economic development because it leads to innovations (Mieszkowski & Zodrow, 1986; 

Wilson, 1986). Such an unequivocally positive assessment cannot be formulated in relation 

to the tax competition and the role of governments. The EU Members belonging to the same 

common market have independent and highly differentiated corporate income tax systems 

(Bond et al., 2000; Cnossen, 2018; Devereux et al., 2002; Gorter & De Mooij, 2001; Radaelli, 

1999) and compete with each other within the taxation (OECD, 1998; Zodrow, 2003). Tax 

competition manifests itself in the strategic use of tax policies by countries competing for a 

mobile tax base (Winner, 2005). In other words, governments struggle for limited capital 

resources using reduced tax rates and public expenditure levels (Wildasin, 1988). To obtain 

direct foreign investments competing countries use not only lower tax rates but also offer 

investors a system of individually granted tax reliefs and exemptions. Different tax 

jurisdictions respond to their neighbours’ tax policies by adjusting their own tax policy 

(Brueckner & Saavedra, 2001; Małecka-Ziembińska, 2010) like in the yardstick competition 

(Besley & Case, 1995) and taxes on mobile factors are more reactive than those on less 

mobile factors (Besley et al., 2001). Such competition may take the form of Stackelberg's 

leadership where one large state plays a role of a leader (e.g. introducing tax reforms) and 

the other countries follow the leader and compete among themselves in a Nash way 

(Altshuler & Goodspeed, 2014).  

Devereux et al. (2002, 2008) suggest that intensified tax competition is due to the 

relaxation of capital controls. If one of neighbouring countries functions well with low tax 

rates, the citizens of a second country may demand the same from their government. The 

purpose of tax harmonisation is, in that case, to restrict countries from offering too 
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hospitable tax climates to foreign direct investments (FDI) (Edwards & De Rugy, 2002). 

Harmonisation is seen as a defensive response to such tax externalities and tax competition 

game which leads to the equation with tax rates down known as a race to the bottom.  

Sanz-Cordoba (2020) notes that corporate tax competition is greater between 

geographically close countries with similar infrastructure investments. 

The possible consequences of tax competition may mean: the under-provision of public 

services (Wilson, 1986; Zodrow & Mieszkowski, 1986; Zodrow, 2003), shift of tax burden 

from capital to labour and consumption (Bretschger & Hettich, 2002; Razin & Sadka, 1991; 

Zodrow, 2003) resulting, inter alia, in the increase of unemployment (Commission, 1997). 

Corporate tax harmonisation might mitigate these effects (Sinn, 1997) and though may 

result in worse conditions for the taxpayers within the scope of capital taxation but may also 

result in better provision of public services. Then the central message of the basic tax 

competition model is that corporate tax harmonisation is desirable because it would reduce 

inefficient under-provision of public services and bring some efficiency gains because of 

improved capital allocation in the European Community (Zodrow & Mieszkowski, 1986; 

Zodrow, 2003). Sørensen (2004) views tax harmonisation as the creation of a level playing 

field for business competition which is a basic goal for the EU common market while McGee 

considers this argument as inappropriate for the economic analysis but rather for sports 

zero-sum competition game (McGee, 2004).  

Some authors have raised an issue of increasing levels of European tax competition 

because of corporate tax rates differentiation (Altshuler & Grubert, 2004; Bovenberg & 

Tanzi, 1990; Chennells & Griffith, 1997; Devereux et. al., 2002; Sinn, 1990), which was 

considered the main (Bettendorf et al., 2010) but not the only (Sinn, 1990) reason of EU 

market disruption. The proposed solution was corporate tax rates harmonisation to be 

realised by the European Community states through the collective agreement (Sinn, 1990) or 

implementation of the Nordic model of dual income tax (Cnossen, 2000; Nielsen & Sørensen, 

1997; Sørensen, 1994). The latter proposition was based on assuming low corporate tax 

rates different in different states. There was also an idea of tax bases harmonisation 

(European Commission, 2001, 2011, 2016) which was presented as a solution for other 

disruptions in the single market. Due to the lack of international loss consolidation, smaller 

companies although effective, could not afford foreign expansion and foreign companies 

were discriminated against home companies. It was stated that the corporate tax 
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harmonisation should limit that kind of discriminatory treatments. It was also assumed that 

tax harmonisation could prevent tax competition in the form of applying preferential 

solutions to its citizens at the expense of foreign entrepreneurs (Devereux & Loretz, 2010), 

e.g. by exporting the tax. In that way, tax harmonisation might eliminate basic distortions in 

the functioning of the single market.  

Many researchers perceive positive aspects of tax competition arguing that governments 

compete with each other by offering attractive tax conditions to businesses (McGee, 2004; 

Persson & Tabellini, 1992; Tiebout, 1956) and that the decline in capital taxation rates is 

beneficial for the taxpayers. However, the supporters of corporate tax harmonisation 

indicate that tax competition and capital mobility lead to ineffective capital allocation in low-

tax jurisdictions and the investment move depending on tax conditions. Therefore, these 

conditions are not neutral, and the investment depends on taxes rather on the other factors. 

The suggested solution was tax rates (Sinn, 1990) or tax bases concerted harmonisation 

(Tanzi & Bovenberg, 1990).  

Basing on the second Taylor's approximation theorem and differentiation of CIT rates, 

Hines (2022) noted that there are many reasons why business tax rates vary from country to 

country. While tax coordination can counteract downward pressure from tax competition, 

this is not necessarily in line with national government policies. In the author's opinion, the 

search for a common rate that would satisfy individual governments must be based on the 

standard deviation of the CIT rates of the analysed countries, as well as the average rate of 

this tax resulting from the pressure of tax competition (Hines, 2022). 

Some scientists paid attention to the fact that international tax competition forces an 

increase in the efficiency of the public sector enabling better provision of public goods 

(Bénassy-Quéré et al., 2005b) and could provide incentives for governments to raise public 

sector efficiency by reducing public expenditures or make them more efficient. In that sense 

one could find an analogy between international tax competition and yardstick competition 

(Besley & Case, 1995), see it as an effective tool to tame the revenue-maximising Leviathan 

government and stop it from raising taxes (Brennan & Buchanan, 1980; Edwards & Keen, 

1996; Wrede, 2001; Zodrow, 2003). In that case tax harmonisation leading to approaching of 

tax conditions may be assessed as curtailing competition to the detriment of the enterprises. 

Many researchers consider that tax competition may be beneficial and have salutary effect 

because it encourages structural tax reforms (McLure, 1986; Razin & Sadka, 1991; Zodrow, 
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2003) but in fact the tax harmonisation is itself a large-scale tax reform. Some researchers 

argue that tax harmonisation may destroy tax competition but some of them have also 

noticed that partial harmonisation i.e. of tax bases, should not hamper tax competition in 

the EU but might lead to further divergence in tax rates across the EU Member States 

(Bettendorf et al., 2010; De Mooij et al., 2019).  

The size of the country was indicated initially as giving the competition advantage. It was 

assumed that bigger countries might have an impact on the world equilibrium post-tax 

return (Wildasin, 1988; Laussel & Le Breton, 1998). According to Bukovetsky (1991b) and 

Bukovetsky & Wilson (1991a) the competition between small and big regions (countries) is 

asymmetric. Smaller regions show bigger inclination to lower tax rates comparing to larger 

regions with higher equilibrium tax rates and capital elasticities. On the one hand, this 

asymmetry causes capital misallocation from larger to smaller jurisdictions which could be 

eliminated by the tax harmonisation (Bukovetsky & Wilson, 1991), on the other hand, it was 

stated that tax harmonisation between regions of different sizes would prevent countries 

with lower tax rates from competing with larger countries. Similar conclusion was drawn by 

Wilson (1999) and Lockwood (2000). Wilson & Wildasin also noticed that asymmetry in 

competition caused fiscal externalities such as inefficient companies’ location what is visible 

in case of asymmetrically integrated EU countries (Wilson & Wildasin, 2004). 

Keen & Kanbur (1993) noted the impact of the different sizes of the integrating countries 

on the failure of the tax harmonisation process. Haufler & Wooton (2002) considered that 

larger countries won the competition because of offering companies access to bigger 

markets and lower transportation costs.  

CIT harmonisation and agglomeration. The latter statement is convergent with the new 

economic geography models (Andersson & Forslid, 1999; Baldwin & Krugman, 2004; Borck & 

Pflüger, 2006; Krugman, 1991; Ludema & Wooton, 2002). It was noted that investors tend to 

concentrate their activities in particular regions – rich, with big markets, manufactory 

concentration and centrally-located (Krugman & Venables, 1995; Krugman & Venables, 

1996). Such industrial clusters like Blue Banana in Europe or manufacturing belt in the 

United States are durable due to the demand and supply linkages (Hospers, 2002) and 

because of the increasing returns to scale and low transportation costs (Andersson & Forslid, 

1999). This tendency depends not on the tax conditions but on the importance of 

agglomerative forces and transportation costs. The reduced transport costs increase 
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investors mobility to more agglomerated countries and the more attractive the location of 

the agglomeration, the higher may be the equilibrium for the taxation (Baldwin & Krugman, 

2004; Kind et al., 2000; Ludema & Wooton, 2002).  

Borck & Pflüger (2006), showed that also the partial agglomeration without 

agglomeration rent may cause the tax differentials between countries. This differential 

would be an equilibrium of the tax game. The EU is a good example of such economies 

differentiation. Divided on rich and poor countries called the core and the periphery, it 

illustrates well the existence of agglomeration forces. Here taxation diversity is justified by 

the geographical diversity. Centrally based, more agglomerated countries may keep their 

capital tax rates above those fixed by peripheral countries (taxable agglomeration rent). 

These high tax rates may be in that case supported by their residents due to their demand 

for high levels of public services (Andersson & Forslid, 1999). In that case tax harmonisation 

is undesirable. The core countries have public expenditures higher than the peripheries and 

are not interested in harmonising tax rates downwards. The peripheries can compete with 

the core only with lower tax rates so will not accept the harmonisation rates upwards 

(Zodrow, 2003; Baldwin & Krugman, 2004). In that case the sense of tax harmonisation 

understood as rates unification is questioned as well as its limiting impact over tax 

competition (Baldwin & Krugman, 2004). Zodrow is also sceptical about tax rates 

harmonisation but thinks that the benefits resulting from corporate tax base unification, 

especially the reduction in compliance costs, deserve serious consideration (Zodrow, 2003). 

It is worth mentioning that some high-tax jurisdictions, usually more agglomerated or 

centrally located, might be interested in neighbourhood of low-tax countries. Such tax 

complementarity may also be profitable for the high-tax jurisdictions as it does not rule out 

their possibility of keeping higher tax rates. What is more, very often the phenomenon of 

profit shifting to low-tax jurisdictions is accompanied by higher sales and investments in 

neighbouring wealthier countries, i.e. high-tax jurisdictions (Barry, 2010; Bénassy-Quéré et 

al., 2005a).  

Tax harmonisation, optimisation and fraud. Companies’ decisions on their locations for 

investments are depending not only on the level of the provision of public goods in host 

countries (Tiebout, 1956), on their market size (Wolff, 2007) or on agglomeration forces 

(Andersson & Forslid, 1999; Baldwin & Krugman, 2004; Haufler & Wooton, 1999; Ludema & 

Wooton, 2002) but are largely tax-driven (Gordon & Hines, 2002). On the one hand, tax 
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differentials deriving from tax rates and incentives, compensate for the location rent and 

enhance investments (Bénassy-Quéré et al., 2005a). On the one hand, tax harmonisation, by 

equalising the conditions of taxation, could contribute to the allocation of resources dictated 

by purely economic considerations of the companies' activities , on the other hand, the 

problem of double taxation becomes more and more often a problem of double non-

taxation (Bénassy-Quéré et al., 2014). The outflow of investment from a country can 

significantly erode its tax base, which in turn has a negative impact on that country's budget 

revenues (Gropp & Kostial, 2000). 

According to OECD USD 240 billion are lost annually due to tax avoidance by multinational 

companies (OECD, 2019). Most transnational corporations are very sensitive to tax 

conditions when deciding on the place and scale of their investment. Assuming the 

comparability of non-tax conditions in different countries, tax aspects are the next factor 

taken into account by MNEs (Devereux & Griffith, 1998; Gorter & Parikh, 2003; Hajková et 

al., 2006).  

According to Gorter & Parikh reduction of effective CIT rate by one EU country, provides 

an incentive to decrease investments in other Member States by about 4% (Gorter & Parikh, 

2003). The entrepreneurs take into account nominal and effective rates, principles of 

shaping the tax base, methods of calculating income, scope of reliefs and exemptions, also 

the possibility of deferring tax payment. MNEs attach great importance to tax planning and 

try to conduct their activities in such a way as to minimize the tax burden. Their cross-border 

structure gives them opportunity of the effective use of many advanced tax planning 

instruments (Gajewski, 2017). Also, MNEs capital structures and debt-shifting policies reflect 

well the differences in countries income tax rates and in specific national characteristics of 

tax systems (Huizinga et al., 2008). The debt-shifting may depend upon company’s 

ownership structure (Schindler & Schjelderup, 2012).  

Jankowski notices that firms may use legal tax optimisation and commit illegal tax fraud. 

Legal optimisation named tax avoidance, consists in reducing company’s taxable income by 

exploiting the tax law. It mainly comes down to adapting the appropriate structure and legal 

form of company’s activity and to reducing tax liability by the use of legal tools like tax 

shelters. Tax fraud is always illegal, consisting in a direct breach of the tax law and taking 

form of tax evasion. The criterion for distinguishing tax avoidance from tax evasion is the 

punish ability of such taxpayer action. In the case of companies, tax negligence is rarer. 
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Negligence means that the taxpayer has not made a reasonable attempt to comply with the 

current tax laws, for example: made mistake in tax declaration (Jankowski, 2019). The 

harmonisation of CIT by approximating the terms of taxation of large companies in the EU 

may deprive them of the opportunity to take advantage of both tax avoidance and tax 

evasion between EU countries.  

The core activity in tax evasion is profit and debt shifting limiting the tax burden. A typical 

manifestation of profit shifting is the use of transfer pricing. These are the prices at which 

goods, services and intangibles are provided by one part (usually the parent company) to 

another part of the enterprise. They are generally used to shift income within a given group 

of related entities from a country with higher taxation to a country with lower taxation. The 

price transfer comes down to shaping revenues and the costs of obtaining them in such a 

way that the income shown in a country with higher taxation is as low as possible, and 

sometimes it is even about not showing taxable income at all, i.e. generating a loss in tax 

terms. The use of transfer pricing is classified as a tax evasion method. Another forms of tax 

evasion is the abusive use of tax shelters (e.g. hiding income and assets from taxation or 

over-claiming tax deductions). It is worth considering that very often it is not the instrument 

but the way of its use that determines if the tax optimisation is legal or illegal. Often the 

boundaries between legal and illegal optimisation are blurred. The differentiation of tax law 

also means that the behaviour of a taxpayer in one country will still be counted as tax 

avoidance, while in another, it will be tax evasion. The legality of use of some offshore 

companies in tax havens or use of financial arrangements may be questionable and requires 

reference to the true purpose of the transaction or investment. The main effect of tax 

optimisation is the erosion of tax base and the profit shifting (BEPS). 

Harmful tax competition and globalisation provide MNEs with more opportunities for the 

tax optimisation and fraud. These two phenomena are also based on a lack of harmonised 

tax law, no long-term policy of states aimed at counteracting international tax avoidance as 

well as insufficient knowledge and experience at various levels of tax administration in the 

field of highly advanced international tax engineering (Gajewski, 2017). The lack of 

harmonised CIT and of uniform fight against illegal tax optimisation has become a serious 

problem for the European Union.  

Some scholars believe that tax coordination (or harmonisation) is not necessary because 

countries may individually combat tax avoidance through e.g. the use of Controlled Foreign 
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Corporation Rules (Clifford et al., 2019). However, tax policy of individual Member States 

and tax-avoidance regulations have proved to be ineffective and inefficient so far.  

Jean Monnet's statement is true: "If the problem seems unsolvable, expand the context" 

(Monnet, 1976). Therefore, the last decade is a proliferation of anti-tax-avoidance rules: 

general (GAARs) and special (SAARs); international (BEPS, Base Erosion and Profit Shifting) 

and national. According to OECD, business avoids taxes and contributes to the erosion of the 

tax base due to possibility to operate internationally. The governments’ response to tackle 

BEPS, also would have to be undertaken internationally. BEPS practices cost countries USD 

100-240 billion in lost revenue annually, which is the equivalent to 4-10% of the global 

corporate income tax revenue (OECD, 2019).  

Harmonisation of CIT bases in the EU. There have been disputes in the literature on the 

projects of harmonizing CIT bases in the EU. CIT harmonisation was analysed in two ways, by 

the teams of experts-practitioners hired by the European Commission and by scientists, at 

the level of literature. Commission analysed four different options: Home State Taxation 

(HST), European Corporate Income Tax (EUCIT), the Compulsory Harmonised Single Tax Base 

(CHSTB) and the Common Consolidated Corporate Base Taxation (CCCBT). First option 

known as a system of Home State Taxation assumed that the EU multinationals would 

calculate their EU-wide income according to the tax code of the residence country of the 

parent company. This system was supposed to be optional what meant that companies 

could choose whether they preferred national or common tax policy. The left choice was 

intended to be a kind of compromise between governments’ taxation autonomy and the 

reduction of MNEs compliance costs.  

Sørensen (2004) pointed out that this attractive flexibility of HST was also its main 

weakness. It is true that the existing differences across national tax systems might reduce 

the existing problems of transfer pricing but would continue to create further market 

distortions because of the maintained tax rates differentials (Sørensen, 2004). Similar 

conclusions were drawn by Mintz & Weiner (2003). They noticed that as long as states set 

their different CIT rates, the economic inefficiencies would continue to exist. With the 

provision that under HST the risk of inefficiencies would be even bigger due to the fact that 

countries might additionally reduce their tax rates to fight the incentives for companies 

relocation to jurisdictions with narrow tax bases. The idea of HST was criticised then mainly 

for the possibility of causing an additional incentive for countries to compete on tax bases, 
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increasing the dispersion of effective corporate tax rates across the EU and generating 

negative revenue spillovers. The advantage of this project was that it did not require tax 

harmonisation, but only mutual recognition by the participating states of the tax jurisdiction 

to which companies would be subject.  

The second proposition — the European Union Company Tax (EUCIT) was supposed to 

imply one EU corporate tax base for all EU firms, international and domestic. The system was 

planned as a mandatory solution for all Member States and would mean the cease of 

national CIT rules.  

The third alternative was the Compulsory Harmonised Single Tax Base (CHSTB). This 

system would mean, similarly to EUCIT, the single corporate tax base applied to all EU 

entities — domestic and international and loss of national tax autonomy. It would also 

replace domestic tax systems and eliminate CIT national tax administrations. Its main 

assumption was that after determining common tax base income, it would be distributed 

among the Member States according to their shares and at the national tax rate. In fact, 

CHSTB would mean lower compliance costs but as well the elimination of tax competition 

and optimisation. CHSTB would also most effectively eliminate administrative costs and fully 

ensure the comparability of tax burdens in individual Member States (Gajewski, 2015). 

Sørensen paid attention that CHSTB could lead to larger cross-country variations in 

effective tax rates. He argued that states would try to compensate the effects of a common 

harmonised tax base by adjusting their already highly differentiated tax rates (Sørensen, 

2004). 

The fourth proposition called Common Consolidated Corporate Tax Base (CCCTB) was 

supposed to be optional. The consolidated tax base would give companies the possibility to 

offset losses in one Member state against profits in another one. EU multinationals opting 

for consolidation of their EU-wide profits would have to use common and harmonised tax 

base. Domestic companies and MNEs preferring national tax systems would stay under 

domestic rules. Such solution would eliminate tax base competition for corporate 

headquarters. Tax base harmonisation would, however, mean a partial loss of tax autonomy 

and discrimination of small companies against MNEs that could benefit from lower 

compliance and international consolidation. Similarly to HST, CCCTB would mean the co-

existence of two different tax regimes — a potential field for tax distortions and fraud. The 

CCCTB project came down to the harmonisation of the corporate tax basis, leaving the 
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regulation of tax rates at the discretion of Member States. The idea of this project resulted 

from the need to regulate the issue of tax avoidance, double taxation and the reduction of 

corporate operating costs in the EU. The CCCTB assumptions were following unification of 

the rules for calculating the CIT base, simplification of reporting related to CIT payment, 

enabling the compensation of losses achieved by certain subsidiaries with the profits of 

other entities also operating in other EU countries. The proposal of the directive on Common 

Consolidated Corporate Tax Base (CCCTB), made by the European Commission several times, 

was analysed by scientists more thoroughly than other projects. Although it seemed to be a 

very compromise and balanced solution, it received many critical comments such as 

complicated or unfair formula apportionment (FA) favouring some countries over others, 

unjustified assignment of equal weights to all ingredients of the formula (Barry, 2010; Zagler, 

2009). Another indicated caveats concerned no substantial welfare gains or unequal welfare 

distribution (Barry, 2010; Bettendorf et al., 2010; Van der Hoek, 2003). 

In opposition to traditionally expressed arguments that tax harmonisation would destroy 

tax competition, some researchers noticed that partial harmonisation should even foster tax 

competition through further divergence in tax rates across EU Member States (Bettendorf et 

al., 2010; De Mooij et al., 2019). Sørensen (2004) pointed out that particular EU Members 

might lose out on CCCTB but the aggregate gain for the EU should slightly increase (by 0.1–

0.2%) because of more efficient capital allocation. He also stated that the effects of tax 

harmonisation would strongly depend on the financial instruments used to balance states’ 

budgets in the case of changes in effective CIT rates (Sørensen, 2004).  

Devereux & Loretz (2010), in relation to CCCTB, took note of possible decrease in the 

dispersion of effective average tax rates (EATR) distribution and of reduction of CIT 

differences between domestic and international investments. Barry (2010) noticed that the 

introduction of CCCTB would induce problems with introducing the necessary changes in 

national legislation in the case they were needed due to the changing economic 

circumstances (Barry, 2010). On the other hand, it would mean greater legal and economic 

certainty for the taxpayers. Bénassy-Quéré et al. (2014) pointed out that CCCTB involving 

base harmonisation and consolidation, would make tax competition more transparent in 

which only tax rates would matter. Base harmonisation would allow Member States to 

minimize the distortion caused by the deductibility of interest payments. Base consolidation 

also would eliminate numerous ways of tax optimisation and fraud, improving the ability of 
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multinational firms to carry their losses incurred in one Member State by their offsetting 

with profits in another Member State. Moreover, CCCTB would also reduce MNEs’ 

compliance costs, facilitate their cross-border activity and promote trade and investment 

(Bénassy-Quéré et al., 2014). 

CIT harmonisation was quoted by its supporters as a solution to all problems resulting 

from the diversification of taxation conditions, especially in the EU. However, considering 

the breadth of this concept, the multiplicity of definitions of harmonisation, as well as its 

various scopes, the multitude of arguments of its supporters and opponents, as well as the 

enormity of CIT diversity in the EU, it turned out to be too complicated to be introduced in 

one of the four assumed forms. Therefore, the Commission returned to the idea of 

harmonising just one CIT element, namely its minimum effective tax rate which should affect 

such crucial element as budget revenues of the EU countries. 

The issue of the harmonisation directive approved finally by EU Members will be 

discussed in more detail later in this work. It should be mentioned that the document 

applies only to a selected CIT element, namely its effective rate and the selected group of 

taxpayers - the largest domestic and international corporations with global revenues of EUR 

750 million and more. Despite its seemingly very limited scope, harmonisation of the CIT 

rate may significantly affect the budget revenues of particular EU countries. However, 

before analysing the harmonisation directive, the author analyses the structural elements of 

CIT such as the tax base, statutory and effective rates, the taxpayers and selected reliefs in 

EU countries, as well as she compares the share of revenues from this tax in the GDP of EU 

Members. Such an analysis seems necessary because all these elements affect the amount 

of budget revenues from CIT in each EU country.  

Chapter II, devoted to this analysis, shows the differences and similarities in corporate 

taxation in EU countries. CIT analysis is preceded by a short historical overview of the 

attempts to harmonise corporate taxation in the EU. It aims to show the sense of CIT 

harmonisation in the EU and the obstacles encountered by the EU legislator in the 

harmonisation process. 
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3. The historical background of CIT harmonisation in the EU 

Taking into account the positive aspects of tax harmonisation and the fact that indirect 

taxes have already been harmonised in the EU, it can be considered why the CIT 

harmonisation process could not be completed for so long. The main reason for the failure 

of the direct tax harmonisation process has been the lack of direct EU legal mandate to carry 

out such harmonisation and its political overtone emerging from the Member States' fear of 

losing out on tax revenues. The main advocate of corporate tax harmonisation in the EU has 

been the Commission which outsourced a lot of research on the impact of different business 

taxation on the common market. Harmonisation milestones mainly has taken the form of 

reports (the main ones are: Neumark Report (1963), Van den Tempel Report (1970), Ruding 

Report (1992), Bolkestein Report (2000), non-legally binding papers, e.g. White Paper on 

Completing the Internal Market (Commission, 1985) and codes (Code of Conduct, 1997). The 

Commission has also made recommendations e.g. / prepared opinions, staff working 

documents and non-paper documents used to stimulate debates on particular issues. The 

most recently used document of the Commission in tax matters is the communication, e.g. 

on more efficient decision-making and moving towards qualified majority voting 

(Commission, 2019b, 2019c).  

The concept of tax harmonisation in the EU however dates back to the 1960s. The need 

for direct taxes harmonisation was noticed almost immediately after the idea of creating the 

common market and more pronounced after the harmonisation of indirect taxes. After the 

creation of the European Economic Community (EEC), in the mid of 1950s, its priority was to 

remove the distortions caused by the trade barriers, hence — the approximation of indirect 

taxes. The need for harmonisation of direct taxes was perceived a little bit later, in 1960s, 

and was reflected in numerous taxation reports and European Commission’s 

recommendations issued in the last sixty years.  

Neumark Report. The Fiscal and Financial Committee (FFC, the Neumark committee 

1962) was set up by the Commission of the EEC in 1960 and chaired by Professor Fritz 

Neumark. Committee’s main aim was to examine the impact of disparities in public finance 

between EEC Member States on the establishment of the common market understood as 

internal market without tax frontiers. Second goal was to get an answer to the question if it 

would be possible to eliminate the differences potentially hindering the development and 
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the functioning of the common market. Public finance were considered at three following 

levels: economic and social policy, taxation and the instruments used in national economics 

and financial policies. Two years later the committee prepared and published The Neumark 

Report (official version released in 1963). The Committee stated that its aim was not to 

propose one uniform corporate tax system as the objective of the common market was not 

uniformity but the harmonisation of the taxation systems and financial policies of EEC 

Member States (Neumark Report, p. 102). The Neumark committee considered necessary 

harmonisation of income taxes between, at that time, six EEC states2. The uniformity was 

considered as impossible and undesirable because violating the competition. Harmonisation 

was then understood as a kind of rational compromise between maintaining the decision-

making in public finance matters by EEC states and the necessity of eliminating or minimising 

the fiscal or financial disparities hindering the optimum functioning of the common market.  

The objective of the harmonisation was removal of the discrimination based on national 

tax solutions (i.e. connected with tax domicile) and of the obstacles impeding free 

movement of workers, capital and business enterprises. Tax harmonisation was not intended 

to contradict tax competition but rather to level the competition principles to eliminate its 

distortion. FFC predicted possible political opposition to the common market and 

harmonisation because of the lack of developed solidarity between EEC Member States. The 

committee also foresaw the risk of ineffective capital allocations caused by differences in tax 

treatment. The Neumark committee forecasted that the common market might enforce EEC 

states to harmonise their tax and financial policies that is why it suggested earlier proper 

legislation on tax harmonisation and its introduction in few stages. The first stage would 

entail the reform of turnover taxes, second phase would introduce the harmonisation of 

company and personal income taxes. The third stage would mean the creation of a common 

court for resolving tax litigations. The committee underlined that the tax harmonisation does 

not mean the identity of tax systems and structures (static framework) but rather the 

similarity of their incidence and effects for the common market (dynamic perspective)3. The 

fiscal policies, namely the nature of public expenditures in each EEC states would be then 

more important than the differences in tax burdens. FFC emphasized the need for 

 
2 Germany, France, Belgium, Netherlands, Italy, Luxembourg. 

3 Broad definition of tax harmonisation given by prof. A. Barrere in Appendix E to the Neumark Report 

(1963). 
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continuous mutual adaptation and flexibility in fiscal policies and tax systems of EEC states. 

The committee noted that the harmonisation is a process, not a temporary action and that it 

goes beyond one-off regulation and legislation.  

One of the FFC Committee, prof. B. Schendstok defined tax harmonisation as a compromise 

between the then tax solutions in each EEC state and the proposed common solutions. He 

underlined that tax harmonisation designed as a tool for solving problems of an international 

nature, must not lose the national context of each concerned country. National interests and 

international tax sharing were at that time the most important problems of the tax 

harmonisation. Schendstok underlined that in order to discuss them and seek solutions, one 

should rely on a uniform nomenclature (Panayi, 2013). FFC noticed that tax structures and 

terminology in EEC states differed so much that sometimes did not allow for an accurate 

comparison of the national tax systems that is why harmonisation process should start from 

unified taxation nomenclature.  

The Segrè Report. Next committee was chaired by professor C. Segrè (the Segrè 

committee, 1966). The committee’s aim was to examine what measures should be taken to 

develop a common European capital market and what implications it would have for the EC 

Member States. The Segrè report indicated that the national tax systems should become 

more similar and remain neutral in relation to decisions about locations and types of 

investments. States should offer equivalent tax incentives for various types of investments, 

direct or through an intermediary but the same types of incentives and of financing should 

be used by states to promote the same types of investments. The committee also 

recommended tax neutrality with respect to financing methods. The main tax obstacles to 

achieving integrated capital market mentioned in the report were double taxation, 

preferential treatment of investments made in the country of residence and different tax 

treatment of income paid to non-residents (Segrè, 1966).  

Similarly to the Neumark Report, the Segrè committee suggested approximation of 

national tax systems. Concerning different treatment of income paid to non-residents, it 

indicated that taxation and supervision systems should be harmonised. Considered ways of 

tax harmonisation were abolition of withholding tax on bond interests or uniform tax rate 

for all states. 

Program for the Harmonisation of Direct Taxes. Following Neumark and Segrè reports, 

the Commission of the European Communities (1967) prepared The Programme for the 
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harmonisation of direct taxes included in more general Harmonisation Tax Programme. The 

Program predicted harmonisation limited only to necessary scope which was defined as 

elimination of any tax discrimination on the common market. Harmonisation was to be 

achieved by the approximation of tax structures and certain approximation of tax rates but 

leaving the Member States sufficient room to manoeuvre. Predicting growing number of 

cross-border transactions, problems with double taxation and questions of allocating 

revenues between European Community Member States, the Program assumed a general 

system of offsetting arrangements that would facilitate harmonisation process and decrease 

the burden of tax authorities and enterprises. Approximation of tax legislation was to be 

accompanied by the harmonisation of tax inspection, verification and collection methods 

(Segrè, 1966, p.7). Apart from the harmonisation of indirect taxes, in long-term objectives of 

taxes approximation, the Program assumed introduction of the same type of corporation tax 

within the European Community, i.e. tax of the same structure, based on similar methods of 

assessment and similar rates and elimination of taxes levied on assets and discriminating 

against capital- intensive firms. The main problem was seen in using different calculation 

methods by the European Community states for reducing the double taxation of dividends. 

One method was based on reduction of corporate tax rate for distributed profits (used in 

Germany), the second assumed granting a shareholder a tax credit (Belgium), called also 

fiscal claim (France).  

Using different methods might adversely affect the movements of capital that is why it 

was planned to introduce a single method for the whole European Community (Segrè, 1966, 

p. 10). To avoid the discrimination between non-resident and resident shareholders, it was 

suggested in the Program to extend the tax credit also to foreign dividends. It was stated 

that company tax harmonisation would not be enough to fix the problems of withholding 

taxes and double taxation so it should be accompanied by a special multilateral convention 

on double taxation. Similarly to the Neumark Report, the Program paid attention to the fact 

that corporate taxes approximation would mean common definition of company taxable 

profits and methods of their calculation what comes to common definition of tax base. It 

was underlined that the basis of assessment should be harmonised as much as possible and 

that the precision of harmonisation rules will depend on the scope of elements taken into 

account. In addition to the harmonisation considerations on double taxation and the 

calculation of the tax base, the Program was focused on another cross-border aspect. It was 
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about the harmonisation of tax arrangements applicable to parent companies and their 

subsidiaries and not making decisions on companies’ takeovers, mergers and liquidations 

dependent mainly on taxation. 

Van Den Tempel Report. The next study on tax harmonisation was carried out also at the 

request of the Commission by Professor Van den Tempel (1970). He pointed out that the 

consequences of divergent tax systems in EEC proceeded and had influence on capital 

movement. Professor noted the importance of differences in the manner of determining the 

tax base and in the corporation tax rates. In the Foreword to the Report, he noted that the 

tax harmonisation means alignment of taxes structures and the crucial question of the 

taxation of undistributed versus distributed corporate profits. The main aims of the study 

were to examine ways of mitigation of economic double taxation of dividends and the 

disadvantages resulting from the different corporation tax structures coexisting in the EEC 

before tax harmonisation occurs.  

Professor Van del Tempel examined three main tax systems used at that time in the EEC, 

considered implications of applying each one of them for the whole Community. The 

analysed systems were the classic system (used in Netherlands and in Luxembourg), split-

rate system (used then in the Western Germany) and the imputation or tax credit system 

(characteristic for France and Belgium) (Van Den Tempel, 1970, p. 3). Under the classic 

system the company and shareholders profits were taxed independently. In the tax credit 

system, a part of the corporation tax on distributed profits was credited against the income 

tax imputed to the shareholders. The split-rate system assumed lower taxation of profits 

distributed against profits retained. The classic and credit tax systems were assessed as 

having less influence on the decisions on the legal type of enterprises, less distorting 

competition (Van Den Tempel, 1970, p. 18) but more complex from the administrative point 

of view that is why Professor Van den Tempel suggested that the harmonised EEC tax system 

should be based on the classic version as the most convenient. Unfortunately, neither this, 

nor the earlier proposals have been implemented.  

Commission’s 1975 Proposal for a Council Directive concerning the harmonisation of 

systems of company taxation. In 1975, contrary to the recommendations of Professor Van 

den Tempel, in the issued Proposal for a Council Directive concerning the harmonisation of 

systems of company taxation and of withholding taxes on dividends (Commission, 1975), the 

Commission chosen a partial credit tax (imputation) system. The choice was justified by the 
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fact that the classic system did not relieve the economic double taxation of dividends 

discouraging in that way profits distribution. Additionally, Commission pointed that the 

classic system predicted deductibility of interests from loans issued by companies which 

would translate into favouring loans activities instead of capital increases through new 

shares issuance. 

The credit tax system encouraged, in Commission’s opinion, the capital distribution and 

equalised equity and loan financing. Moreover, the Commission indicated that by restricting 

distribution of profits and their investment into most profitable sectors, the classic system 

prevented good capital allocation. The Commission paid also attention to the fact that the 

imputation system was more neutral for the legal forms of undertakings and prevented tax 

avoidance through sheltering profits in a company by individual taxpayers (I Van Den 

Tempel, 1970, pp. 7-8). 

Ruding Committee. In 1990 the Commission of EEC appointed a former Finance Minister 

of Netherlands — Onno Ruding to chair a committee of independent experts on taxation. 

The Committee’s aim was to determine if the differences in tax burdens within the European 

Community caused major distortions in the functioning of the internal market. In the case of 

positive answer, the Committee was asked to propose remedial solutions and indication 

whether the Commission action was necessary. In the Report of the Committee of 

Independent Experts on Company Taxation (Ruding, 1992) issued in 1992 the Committee 

admittedly noticed independent states tax actions to attract the investments but did not 

assess such tax competition itself as harmful and leading to the erosion of the corporate tax 

revenues of the EC Member States. 

However, the Report pointed that some of national tax rules were discriminatory and 

distorting the functioning of the internal market. When comparing differences in corporate 

taxation in the EU, the Report indicated three key elements to consider: tax systems, tax 

bases and tax rates. Moreover, the Committee noticed that the differences lied in such 

elements like divergent tax treatment of cross-border income flows (dividends, royalties, 

interest payments) and in using by governments different tax incentives. Even the basic 

definitions were different in different countries (e.g. definition of the corporate tax base, 

(Ruding, 1992, p. 19). Differences in the EC corporate taxation led, in the Committee’s 

opinion, to companies’ international tax planning, lack of fiscal transparency and tax rules’ 

uncertainty due to frequent changes in tax legislation. It was also indicated in the Report 
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that tax systems divergence caused high companies compliance costs and that taxation 

distorted the investment due to different capital cost in different countries what in turn 

caused distortion in competition. Countries with higher capital costs were less competitive.  

The Committee conducted a survey which confirmed that the location of investments is 

strongly dependent on tax issues. Forty-eight per cent of investor — respondents said that 

taxation was the main factor influencing such a decision. Taking into account that the 

differences were so wide, tax harmonisation was pointed by the Committee as a long-term 

objective. The Committee suggested removal of discriminatory tax arrangements by fixing 

common rules for the tax base, setting a minimum corporate tax rate at 30–40% and 

introducing transparency in tax incentives granted by the states. These proposals were to be 

implemented in three phases. Such a vast tax reform needed however the Commission’s 

participation. The Commission, together with the EC Member States would have to establish 

the rules for the adjustment of transfer pricing and urge Member States to ratify the 

Arbitration Convention. In Phase II all Member States would have to introduce at national 

level full offsetting of losses within groups of enterprises. In Phase III such losses offset 

would have to be applied Community-wide. Concerning tax harmonisation, the Committee 

found that the systems of few EC Member States were converging but not due to the 

coordinated action but because of a desire to establish more neutral tax regimes, of general 

trend to cut statutory tax rates and reduce tax concessions (Ruding, 1992, pp. 10-22). Once 

again, experts’ recommendations have not been implemented. 

Tax package and the Code of conduct for business taxation. In 1996, the Commission 

consulted the Economic and Social Committee concerning the taxation within the EU and 

prepared the Report of the development of tax systems (Commission, 1996). Stabilization of 

fiscal system was presented by the Commission as one of the main issue and challenge for 

the EU. The next report was issued a year later. In Committee’s opinion taxes were of EU-

wide importance, changes in some national tax structures affected other EU Member States. 

It was also noted that the fiscal erosion did not decrease Member States tax revenues but 

the tax structures had changed. The tax burden had increased on labour but fallen on other 

factors of production (Economic and Social Committee, 1997). According to Commission’s 

analysis the most mobile fiscal bases were subject to erosion, tax policy was lagging behind 

economic integration (Commission, 1997b). States’ arguments concerning defence of their 

tax sovereignty caused in fact its gradual loss.  
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Within the scope of direct taxes, Commission stated that the tax burden was reduced by 

switching production and tax bases to low-tax jurisdictions and through transfer prices. The 

Committee suggested that the tax dumping and harmful tax competition would have to be 

eliminated. This did not mean eliminating fair competition creating favourable conditions for 

the market participants. The Committee noted that tax harmonisation was not an end in 

itself but it should protect the EU against a weakening within the scope of CIT base. The 

Committee also suggested the minimum harmonisation standards for determining corporate 

tax base and rate setting. Even then, the Committee noticed that the mere monitoring of 

state aid to economic entities was insufficient. The Committee also concluded that more 

serious distortions of competition might arise from the wide variety of taxes in the EU, not 

just from different country-specific tax incentives.  

Analyses conducted over the years by the experts employed by the Commission indicated 

disruption of the functioning of the common market due to differences in corporate tax in 

EU countries. CIT harmonisation was suggested as a remedy. However, such harmonisation 

was not possible due to the applicable, resulting from the Community treaties, the principle 

of state sovereignty in tax matters, unanimity of voting in the EU Council and the lack of 

consent of all EU countries to a single harmonisation version. 

Striving for harmonisation, the Commission assessed the principle of unanimity in voting 

on tax matters in the EU Council as a block to the progress of the common market and 

further tax integration. There was a Commission’s proposal that, in the event of failure to 

achieve the required unanimity in voting, qualified majority voting on the Commission's 

taxation motions should be taken into account. The legal basis that the Commission could 

rely on to harmonise (approximate) EU Members' corporate taxes was Art. 100 of the EU 

Treaty (1992) which states that the Council has the right to intervene by issuing directives in 

cases where Member States' laws affect (by implication: distort) the functioning of the 

common market. The Commission presented its future strategy concerning taxation in the 

EU. It was proposed to create an EU Forum to lead tax discussions between Member States 

and the Commission. Forum would deal with the most important issues of tax policy and 

would allow for closer tax cooperation between EU States (Commission, 1997b). 

In December 1997 in its communication to the Council, Commission proposed a tax 

package to tackle harmful tax competition titled Towards tax co-ordination in the European 

Union. It was pointed out that an example of such competition could be state aid because 
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the final economic effect of taxes is similar to the use of subsidies, and any tax relief, 

remission or incentive may be treated as one of the types of state aid (Commission, 1997). 

Three main areas of the tax package concern were: corporate taxation, savings taxation 

as well as the interest and royalty payments. The key document of the package was not 

having a legal nature the Code of Conduct for business taxation (1999). By accepting this 

document all Member States agreed to withdraw legislative, regulatory and administrative 

tax solutions harmful to competition and refrain from introducing the new ones with similar 

effects. The code included criteria for identifying potentially harmful measures such as: tax 

benefits reserved for non-residents or taxation lower than the general taxation in the 

concerned country, rules for the profit determination significantly deviating from the 

internationally accepted principles (e.g. OECD rules), tax incentives ring-fenced from the 

domestic market, incentives granted without real economic activity or even without actual 

economic presence in an EU State offering such incentives, finally the lack of transparency of 

tax provisions (Code, 1999, pp. 12-13; Council, 1999, p. 3).  

In addition to the Code, at the initiative of the Commission, the package included a 

proposition of directive aimed at eliminating withholding taxes on interest and royalty 

payments between companies in different EU States. The Commission proposed also 

common system of taxation of interests paid to individuals. In turn, the Council stressed the 

importance of tax information exchange in the fight against tax avoidance and tax evasion 

(Commission, 1997). In 1998 the tax package was unanimously accepted by all Member 

States. 

2001 Commission Report. In 2001 the Commission, with the support of two expert panels 

(academics and practitioners), prepared a report on Company Taxation in the Internal 

Market summarizing the achievements in the field of company taxation. The Commission’s 

main tasks was to examine the differences in the effective level of corporate taxation in the 

EU (panel of academics) and to identify principal tax provisions that could obstruct cross-

border economic activity in the Single Market. The analysis was to result in an assessment of 

the impact of taxation on the investment location. This report referred to the 1990 Ruding 

Report, the purpose of which had been to determine whether differences in corporate 

taxation and corporate tax burden in the EU States led to serious distortions affecting the 

functioning of the single market (Commission, 2001).  
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The report pointed out that taxes in XXI century are levied in the economic conditions 

significantly changed by the processes of globalisation. This in turn led to challenges for 

national corporate tax systems and required tighten international cooperation in the field of 

taxation. The report highlighted that businesses having to comply with different EU 

corporate tax systems, beared higher compliance costs and lost their economic 

effectiveness. Moreover, according to the Report 2001, dealing with many tax systems 

contributed to the lack of transparency. In turn, the internal market and the Economic and 

Monetary Union had a significant impact on the way the European companies conducted 

their business. They treated the Union as one market, not as a group of Member States. This 

approach required a joint EU dimension initiative on tax incentives, i.e. changes in national 

tax laws (Commission, 2001, pp. 20-22). 

The Economic and Monetary Union not only increased the integration through the 

internal market but also highlighted many tax problems like: transfer pricing, double 

taxation being result of conflicting taxing rights and discriminatory dividend taxation 

(Commission, 2001, p.24). The Commission presented four solutions which could solve the 

problems caused by the tax obstacles. These solutions were mentioned and described 

earlier: Home State Taxation, Common Consolidated Corporate Tax Base, the European 

Union Corporate Income Tax (EUCIT) and a compulsory harmonised tax base in the EU. All 

these projects were based on the idea of a single corporate tax base which could, in 

Commission’s opinion, reduce compliance costs for multinational companies operating in 

the EU (Commission, 2001, pp. 306-357). Finally, the Commission chose Common 

Consolidated Corporate Tax Base (CCCTB) and in 2001 presented its first project of the 

corporate tax harmonisation directive.  

The Common Consolidated Corporate Tax Base. Since 2001, the harmonisation of 

corporate taxation was guided by a new goal — to remove tax obstacles for companies 

operating in the territory of more than one EU Member State. According to the Commission, 

this goal was to be achieved by introducing the CCCTB for companies operating in various EU 

countries. The unification of principles for establishing CIT base was to facilitate the 

operations of international corporations on the common market by reducing their 

expenditure on maintaining separate accounting systems in particular Member States and 

reducing the tax risk of operating in the EU. The CCCTB directive proposal was presented by 

the European Commission three times, in 2001, 2011 and 2016. Each time it provided for 
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slight changes, but in principle, it was about unifying the rules for determining the CIT base 

of multinational companies operating in more than one EU country.  

The tax bases (revenues, costs of obtaining them, income) determined in the same way 

for each of the companies from the capital group operating in different EU countries would 

constitute one consolidated tax base. Then, the countries in which the companies operate 

would have a share in such a tax base determined according to a special apportionment key 

(formula apportionment) and would tax this part of the CCCTB group's income at their own 

CIT rate. The main advantages of the CCCTB project included the reduction of tax compliance 

costs due to the predicted unification of tax regulations, determining the basis and 

accounting for CIT, the possibility of determining the aggregate result, and in the event of 

loss of one company from the group, its settlement in the same tax period and 

compensation with the profit of other companies from the CCCTB group. In addition, the 

CCCTB was to ensure an increase in the transparency and comparability of tax systems and 

the elimination of the problem of double taxation.  

One of the main drawbacks of the CCCTB was the loss of sovereignty in the conduct of 

fiscal policy by the EU Member States. The unification of the tax base would mean less 

flexibility of states in competing in the field of CIT in terms of the possibility of tax-deductible 

costs, granted allowances, tax exemptions or assistance provided, e.g. in special economic 

zones. The Commission turned its attention to the harmonisation of tax bases due to the 

failure to introduce the harmonisation of tax rates. The CCCTB was modified few times and 

consistently promoted by the Commission till 2021.  

CCCTB’s main assumption was establishing common rules for calculating CIT base in the 

same way in all EU countries but indirectly it also related to the issue of tax avoidance and 

solving cross-border problems resulting from the differentiation of CIT. It would mean that 

multinationals operating in the EU could treat it as a business activity led in a single market 

thereby calculate one common tax base and offset their losses in one EU Member State 

against profits made in another Member State within the group of related entities. Next, 

their income would have been assigned to the concerned Member States according to 

special criteria (Formula apportionment). These criteria were three equally weighted factors: 

labour, assets and sales by destination. CCCTB was to be obligatory for companies with a 

consolidated turnover above EUR 750 million but small and medium enterprises were 

supposed to have such choice and profit from the harmonisation. The latter Commission’s 
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proposition consisting in tax bases harmonisation and leaving setting of corporate tax rates 

to the Member States discretion was thoroughly examined and discussed. Due to many 

analyses and suggestions, the CCCTB proposal was changed two times and in effect, the 

Commission presented its three versions in 2001, 2011 and 2016. 

The researchers were analysing corporate tax harmonisation feasibility, its different 

scopes, gains and drawbacks of each project. The impact of CCCTB implementation was 

analysed not only by the academics but also by the Commission’s working groups, the Joint 

Research Centre and the Centre for European Economic Research (ZEW). Introduction of this 

solution would have an impact on the amount of CIT revenues in each of the EU countries. 

Such an impact was analysed in two different models: the CORTAX model prepared by the 

Joint Research Centre and in the Tax Analyser Model used by ZEW. 

The analysis concerned the effects of introducing the CCCTB for both: multinationals and 

all companies in the EU. The main economic variables in CORTAX were GDP, investment, 

employment and wages, as well as the tax revenues for, at that time, EU-28.  

The results of the simulations indicated a positive effect on all key economic variables but 

a slight decrease in total tax revenues for EU-28 as a whole. That decrease of 0.08% of GDP 

corresponding to about EUR 11 billion was due to lower CIT revenues by about EUR 36 billion 

partly compensated by the increased revenues from the other taxes by about EUR 25 billion. 

It was pointed out that the reduction of compliance costs should translate into an increase in 

investment and employment which would translate into higher revenues from consumption 

and labour taxes (Devereux & Loretz, 2008). Some simulations results suggested that due to 

loss consolidation the sum of profits would decrease by 21% for the whole EU from 

EUR1,000 billion to less than EUR800 billion (Cobham et al., 2021) and the overall corporate 

income tax base would be reduced by about 12 per cent (Cobham & Loretz, 2014). 

Additionally, the simulation of Cobham et al. (2021) showed that in the case of some 

countries, e.g. Austria, the Netherlands or Luxembourg, the decline in tax bases due to loss 

consolidation would be around 50%. However, in the case of some smaller EU countries, 

such as Malta, Estonia and Slovenia, losses consolidation would lead to the tax base increase 

(Cobham et al., 2021, p. 41).  

The ZEW model was dedicated to cross-border tax planning used by multinationals, to 

debt financing and research and development (R&D). The results suggested significant 

reduction of the effective taxation level due to MNEs tax planning, also debt bias on capital 



49 

 

cost and the underfunding of R&D. Therefore, the CCCTB providing tax reliefs for R&D and 

the equal deductions from debt and equity financing, were appraised positively by the ZEW 

researchers (Commission, 2019a).  

The results included in the Commission Staff Working Document on Impact assessment 

accompanying the document Proposals for a Council Directive on a Common Corporate Tax 

Base and a Common Consolidated Corporate Tax Base (Commission, 2016a) suggested that 

CCCTB with an FA formed on assets, employment and turnover would have contributed to 

fair allocation of companies’ income binding it to the place where it was generated. It was 

also noted that such an apportionment is more resistant to aggressive tax planning.  

The results of the analysis showed also that companies’ compliance costs should decrease 

by 62–67% (for new subsidiaries) and 8% (of recurring compliance costs) in the existing 

companies. The recurrent costs reduction, in the case the CCCTB was applied to all MNEs, 

would reach EUR 0.8 billion (Commission, 2016, p. 39). Therefore, the CCCTB increasing the 

tax fairness, would be also a very useful tool of supporting the economic growth. A thorough 

analysis of the CCCTB by the European Commission and scientists could give it a good chance 

of being implemented, but it turned out that the longer it was analysed, the more resistance 

it aroused on the part of the EU Member States. 

Harmonisation as a solution to economic crises. Nearly seventy years of attempts to 

harmonise corporate taxation and of EU governments practice show that tax competition 

has been preferred to tax cooperation which would not have come to fruition without the 

top-down proposed Directives. Tax harmonisation has been effectively blocked. However, 

repeating economic crises, accelerating ageing of the society, inefficiency of tax systems in 

the terms of growing CIT gap and ineffectiveness of isolated national tax policies came down 

to ever-growing debt and to the economic slowdown. CIT harmonisation, which has been 

postponed for over sixty years, might prove to be a solution for the EU as a panacea for the 

growing tax gap. The fear of EU countries of losing tax revenues effectively inhibited the CIT 

harmonisation process until 2022. However, history has shown that the lack of 

harmonisation also means the loss of CIT budget revenues due to the tax optimisation of 

MNEs and the growing tax gap. On such fertile ground, the 2022 Directive could finally be 

adopted as the option that least interferes with the sovereignty of EU countries (compared 

to the CCCTB proposing harmonisation of the tax base) and at the same time is most 

adapted to the digital reality. 
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CIT harmonisation has never been assessed as an ideal solution for all EU Member States 

but rather as a compromise between economic imperatives resulting from a common 

market and the requirements of EU Member States’ autonomy (Tulai and Serbu, 2005, p. 

133). Many researchers have noticed the positive aspects of tax harmonisation (Sørensen, 

2004; Bettendorf et. al., 2010) but its proposal has also met with strong criticism (McGee, 

2004, Barry, 2010). The main weak points of CIT harmonisation pointed in the literature 

were: difficulty and high costs of its implementation, the requirement for EU states to depart 

from their preferred tax policy based on national preferences, a transfer of sovereignty and 

the uncertainty of its outcomes. The Directive adopted in 2022, which the author describes 

in more detail in Chapter III, is based mainly on one common element, namely the effective 

CIT rate. However, even this one change will have a broad impact on the change in 

budgetary revenues of EU countries. The problem is that this change may be positive for 

some countries, but not necessarily for others. 

CIT harmonisation would be much more willingly accepted if each EU country was sure 

that it would contribute to an increase in its budget revenues, and ultimately that it would 

not lose on this solution. The CCCTB proposal for CIT harmonisation was maintained in the 

draft phase for so long (2001-2021) that many analyses of its individual elements and 

potential effects were carried out. Thorough analyses that were supposed to be an asset and 

convince EU States to harmonize turned out to be a reason for its criticism and eventually 

rejection.  

The 2022 harmonisation Directive was approved by Member States after a year of 

negotiations since the Commission submitted the draft. Perhaps this is due to the more than 

60-year history of attempts to harmonise CIT in the EU and the analysis of many options, 

perhaps from the fact that the tax gap is growing or from the fact that harmonisation of one 

CIT element seems to be a small concession on the part of EU Member States compared to 

the acceptance of the reform proposed in CCCTB.  
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Chapter II The Differentiation of CIT between EU countries as a premise of 

tax harmonisation 

1. Differentiation criteria and the diversity of CIT payers 

Although, the single market is giving rise to new requirements for information on the 

structure of enterprises, CIT payers are a wide range of entities which differ in many aspects, 

especially the legal definition, depending on the EU Member state. 

Market participants and data users such as the European Commission require information 

on the concentration of production factors, takeovers, mergers, restructuring while rapid 

economic growth and internationalisation of enterprises spanning the boundaries in the EU 

makes the provision of such statistics much more difficult. An EU-wide approach in statistics 

is based on the Regulation (EU) 2019/2152 of the European Parliament and of the Council of 

27 November 2019 on European business statistics, repealing 10 legal acts in the field of 

business statistics (Text with EEA relevance) (2019) and establishes a common framework for 

business registers for statistical purposes. It makes three business units mandatory – the 

enterprise group, the enterprise and the local unit and the information on the legal units and 

their links to enterprises and enterprise groups. Eurostat Business registers — 

Recommendations manual suggests harmonisation of statistical units which should follow 

from harmonisation of the rules for maintaining national business registers (Eurostat, 2010). 

In general, business registers should record all enterprises (also associated legal and local 

units), all multinationals and all-resident enterprise groups operating in the national 

economy and contributing to the gross domestic product (GDP). In practice, mainly for cost 

reasons, business registers do not meet the proposed standards and that is why 

international comparison of the legal forms of enterprises is significantly more difficult.  

For the purpose of comparing CIT payers in EU countries, the author assumed that she 

compares certain companies with a specific legal form without going into the definition of a 

given form. Thus, despite the fact that a joint stock company in one country is defined 

slightly differently than in another one, it is treated uniformly as a joint stock company for 

the purposes of this study. 

Company (or corporation) tax is paid by various types of entities, mainly corporation 

companies, co-operatives, clubs but also unincorporated associations, on the income from 
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their activities. The rules are set by national authorities and are differentiated for each EU 

state. CIT payers are thus companies and organisations registered as corporations or 

unincorporated precisely defined by the tax regulations of each country. 

Etymologically, the word corporation comes from the Latin corporatio meaning union, or 

union of parts. Legal foundations of the corporate structure were shaped in ancient Rome. 

The then associations - corporations called sodalitates, corpus, collegia or universitates had 

legal capacity, their separate assets, and persons representing and managing them. 

Corporations were treated as legal entities separate from their members. Each of them was 

considered a legal entity (Kopaczyńska-Pieczniak 2019). 

On the one hand, in the doctrine, corporate-type organisations are opposed to company-

type organisations whose important element is the impersonal component (e.g. capital). On 

the other hand, in the sense, taken from the colloquial language, a corporation, contrary to 

doctrine, means a capital company based on equity composed of shares, usually a large 

multinational. In the latter sense, corporation is understood in the United States, where it 

means a joint stock company, an enterprise. In this sense corporation stands for a type of 

social organisation, usually with legal personality, of which its members (corporants) are an 

important element (substrate). Their Membership is governed by the internal law of the 

corporation. A corporation usually manages the affairs of its members to the extent that 

they act as members. Nowadays, we distinguish civil law corporations, such as associations, 

cooperatives, trade unions and public law corporations, e.g. municipalities. There can be 

distinguished various criteria for the division of the entities, such as, for example, legal 

personality, separation of capital in the unit and the main purpose of the activity. The first 

criterion implies the division of business units into those with or without legal personality, 

the second into capital companies and partnerships and the third division informs whether 

the entities’ activity is of profit or non-profit nature. All types of these activities can be taxed 

with CIT, depending on which EU country they are registered in. 

As CIT payers will be systematised in this chapter according to these three criteria, the 

author first introduces short definitions of these three concepts. Legal personality and 

separation of capital ownership in an economic entity are the main features of CIT payers.  

Legal personality means having legal capacity and capacity to perform acts in law i.e. to 

enter into relationships in civil law with other entities. Legal capacity in civil law means the 

ability to be the subject of rights and obligations (legal subjectivity). It is an attribute of 



53 

 

natural persons, organisational units that are legal persons (e.g. the State Treasury) and non-

legal persons, which are granted legal capacity by special provisions. Legal personality 

cannot be abandoned, deprived or limited. On the other hand, the capacity to perform acts 

in law is the ability to perform legal acts on one's own behalf. Legal act means a 

conventional act (constructed by a legal norm) of a legal entity, having contents that 

specifies the legal consequences of a legal event. In other words, it is the entirety of a legal 

event which includes at least one declaration of will. 

Having legal personality by a capital company means that it is an independent entity of 

civil law. It has its own property, separate from the property of partners, acts as a subject of 

rights and obligations in legal transactions, has judicial and procedural capacity, i.e. the 

possibility of suing and being sued. The entity with legal personality also has restructuring 

and bankruptcy capacity as well as the management board dealing with the company's 

affairs and its representation. The acquisition of legal personality is inherently related to the 

formation of a legal entity. Pursuant to Art. 37 of the Polish Civil Code, legal persons, as a 

rule, acquire legal personality upon being entered in the relevant register. In the case of the 

Polish Law of commercial companies, it is an entry in the National Court Register (KRS). 

Typical characteristics of a legal person include: 

- having an organisational structure equipped with bodies acting for that legal person, 

- separate property, 

- the ability to be the subject of rights and obligations (including the right to act on his 

own behalf and on his own account), 

- process capacity, 

- responsibility with own property for liabilities. 

The features of a legal person are, with few exceptions, the same as those of a 

corporation, but a legal person is a broader concept. Thus, every corporation will be a legal 

person, but not every income of a corporation with legal personality will be subject to CIT. 

For example, the income of a Polish commune resulting from its activities as a local 

government unit is exempt from CIT (Act, 1992, art. 6). For comparison, in Belgium both 

public corporations and inter-municipal associations are, with a few exceptions, liable for 

CIT. CIT in the EU, as a rule, applies to legal persons, such as capital companies, foundations 

and associations. The exception here are most often some partnerships which are CIT payers 

in some EU countries, but, as a rule, do not have legal personality. 
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The second criterion for the division of CIT taxpayers is the separation of the entity’s 

assets from the assets of its shareholders, members or partners. Separation of the entity's 

capital from the personal property of its members takes place in capital companies, 

associations and foundations. This is in line with the division of taxpayers into those with and 

without legal personality. It is also logical. An entity with legal personality may, in its own 

name, acquire rights and incur liabilities, sue and be sued. It is also responsible for its 

obligations with all assets. Therefore, the separation in an entity of its property from the 

personal property of its members is, in principle, associated with the fact that it has legal 

personality (companies in organisation are an exception). 

It should be noted that the possession of a legal personality by the entity does not always 

mean that it has separate capital. This is the case with associations which are, in principle, 

CIT payers, but in their case, there are numerous exemptions from this tax in particular EU 

countries, depending on what is the subject or purpose of their activity. Therefore, the third 

criterion - the purpose of the activity - will be of key importance in the case of the 

associations. This purpose should be clearly stated in the association's statutes. The 

dissimilarity of associations in comparison with capital companies and foundations is already 

visible at the stage of their establishment. As far as in the case of capital companies and 

foundations the contribution of capital is indispensable, in the case of associations, there is 

no such requirement.  

Capital companies are the main group of CIT payers. The two main types of such 

companies present in all EU countries are joint stock company and limited liability company. 

Capital companies are also entities which, as a rule, implement the largest economic 

undertakings. Their characteristic feature is the separation of the company's assets from the 

personal assets of shareholders or partners, separation of the management from the 

ownership sphere, the lack of liability of partners or shareholders for the company's 

obligations, having the share capital, legal personality, and the established statute. 

As a rule, capital companies are CIT payers in all EU countries. Continental legislation 

usually distinguishes two types of capital companies (including capital companies in 

organisation) such as: joint stock companies (S.A., simple S.A., European company) and 

limited liability companies (Ltd., LLC). 
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Anglo-American common law4 binding, in the case of the ex-EU Member, the United 

Kingdom and in the case of Ireland distinguishes between public limited companies (PLC or 

Public Ltd) and private limited companies (Pvt Ltd). Both types of companies are capital 

companies that differ in many aspects, however the most characteristic difference in their 

case is the fact that one type of a company is listed on the stock exchange (PLC) and the 

other is not (Pvt Ltd). In this work, unless it is indicated that the text refers to the United 

Kingdom or Ireland, the author uses the continental nomenclature. 

Capital companies are commercial law entities usually implementing the largest economic 

ventures and generating the highest income, especially if they form capital groups and 

operate as transnational corporations. In the legal structure of a capital company, the key 

role is played by the aforementioned separation of share capital, i.e. the accumulated 

property detached from the personal property of partners or shareholders. This separation 

of capital constitutes the essence of the functioning of a capital company. It means that the 

company's operations are not based on partners with a variable composition, but on the 

company's capital. 

The main goal of a capital company is a profit-making goal, i.e. generating profit for 

shareholders. This goal is achieved by conducting a specific type of economic activity carried 

out in an organised and continuous manner (manufacturing, construction, commercial, 

services or consisting in searching for, identifying and extracting minerals from deposits). 

The profit achieved is fully or partially distributed among the partners. Part of the profit 

generated may also be used for non-economic purposes, their implementation is not 

profitable, and often even require funding. This category includes aims of public interest, as 

well as cultural, charitable, research and scientific goals and can be tax deductible. 

In addition to running a business, a capital company also obtains the capital necessary to 

perform its tasks by issuing shares (LLC) or stocks (S.A.). The buyer of such shares or stocks, 

by paying the capital towards their purchase, becomes at the same time a partner 

(shareholder or stockholder) of the company and has the right to make certain decisions and 

earn profits from the company's operations. The amount of profits to which he is entitled 

depends on the number and value of shares or stocks he holds and is paid, as a rule, as a 

 
4 Common law (judge-made law) present in the United Kingdom and Ireland, is based on precedent, i.e. 

previously issued court judgments, while continental law is statutory law based on regulations established by 

the legislator. 
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dividend. The purchase of shares thus constitutes the acquisition of rights to joint ownership 

of the company. As mentioned, most often, companies divide their profit into parts, one of 

which they pay out to shareholders in the form of dividends, while the other is invested in 

the company's development. Both parts of the profit are usually (except for a few countries) 

taxed with income tax, but the method of taxation differs from one EU country to another. 

Most often, in the case of a dividend payment, income is taxed twice due to the capital 

transfer from the company to the shareholders. The first — corporate taxation occurs when 

the company pays the corporate income tax. Second — personal taxation occurs when 

shareholders receive dividends that come out of the company's after-tax profits. Thus, 

shareholders pay taxes first as owners of the earning company and then as individuals who 

have to pay income tax on their own dividend income. Shareholders also have the right to 

participate in the company's assets in the event of its liquidation. The consequence of the 

fact that a capital company has the separation of its assets from the personal property of its 

partners is also the separation of the company's and partners' liability. A capital company is 

responsible for its obligations with all its assets, while its partners are, as a rule, excluded 

from such liability. The consequence of separating the sphere of ownership from the sphere 

of management is usually the exclusion of partners from direct management of the 

company's affairs and its representation and management by its bodies. The rights and 

obligations of shareholders are regulated by the articles of association (in the case of S.A. –  

by its statute). 

One of the most important features of a capital company, regardless of the country in 

which it is registered, is its legal personality. It is worth mentioning about the special legal 

status of capital companies in the organisation. A capital company in the organisation, which 

is established at the time of its formation, does not have legal personality but is a separate 

unit in terms of assets and organisation. In Polish law, its establishing comes down to the 

conclusion of a founding agreement by the partners and covering all contributions (in the 

case of a limited liability company) or creating a statute and covering at least 25% of the 

nominal value of the acquired shares. Until such a company is entered in the National Court 

Register, it does not have legal personality, but it has legal capacity i.e. it may acquire rights, 
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incur liabilities, sue and be sued on its own behalf5. The fact that a capital company in 

organisation can perform important legal transactions in economic turnover, and thus in 

facto conduct business activity, obtain revenues and bear the costs of obtaining them, 

makes it also a CIT payer. 

The largest capital companies are usually organised in the form of joint stock companies, 

but the most widespread in the EU is the second type of capital company which is limited 

liability company. In December 2020, there were over 19 million limited liability companies 

in the European Union, which accounted for 80% of all companies operating in the EU 

(European Parliament, 2020). In Poland, according to the Central Statistical Office, at the end 

of 2019, almost 430 000 companies were registered as limited liability companies and there 

were just over 10 000 joint stock companies (GUS, 2019). 

The EU has developed a wide range of legal regulations regarding capital companies. 

These entities have been regulated in terms of cross-border conversions, mergers and 

divisions by the Directive 2017/1132 of the European Parliament and of the Council of 14 

June 2017 relating to certain aspects of company law (codification) (2017) and the Directive 

2019/2121 of the European Parliament and of the Council of 27 November 2019 amending 

Directive (EU) 2017/1132 as regards cross-border conversions, mergers and divisions (2021). 

Those two directives constitute a kind of codification and harmonisation of rules. However, 

as far as the definitions of capital companies are concerned, both of these legal acts refer to 

the definitions of such companies in the commercial law of the particular EU Member States. 

Cooperatives. The ownership of shares in the capital by individual Members is also 

characteristic of a cooperative. However, the share in the capital of a capital company and a 

cooperative is quite different. The ownership of the cooperative is limited to its users. 

Persons who do not use the services of a cooperative may not be its members, and the 

cooperative's shares may not be traded on a stock exchange for sale to any equity investor. 

The cooperatives' shares therefore have no sales market. The cooperative redeems its 

shares at their nominal or purchase value when a member withdraws from the active use of 

 
5 Polish capital companies in organisation are considered” handicapped legal persons”, i.e. they do not have 

legal personality. However, they can be the subject of rights and obligations in economic turnover, they can act 

independently, i.e. on their own behalf and for their own account. Thus, they have legal capacity, capacity to 

act in law and judicial capacity - both passive (the possibility of being sued) and active (the possibility of suing). 
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the cooperative. The inability to sell Members' shares deprives a member of the right to use 

his share as a means to raise capital gain and therefore discourages capital attraction by the 

cooperative. The investor-owner of a cooperative does not obtain similar benefits from the 

capital investment in the cooperative as in the enterprise owned by the investor. 

A cooperative is a member-owned business structure, having a legal personality. Its main 

purpose is to meet the needs of its shareholders. It may serve as a tool to meet the 

economic or social needs of those shareholders. This way of doing business may have 

different size and is present in every sector and in every EU country but only in particular 

countries is liable to CIT. Each EU country has different legal regulations relating to the 

cooperative company, starting from the minimum number of partners (e.g. three in Belgium, 

seven in Bulgaria) through its functioning, solution and regulation in different legal codes 

(commercial, like in Czechia or cooperative society code- like in Bulgaria). 

According to International Cooperative Alliance (n.d.), cooperatives are democratic 

organisations controlled by their members. The partnership in cooperative is open and 

voluntary. Each member may actively participate in setting cooperation’s policies and 

making decisions. Just as the status of cooperatives is regulated in different ways in 

particular EU countries, the profit earned and paid to its members by the cooperatives is also 

treated differently. It may be paid to its members in proportion to their equity interest or to 

their participation in the cooperative’s operations throughout the year. Such a payment will 

also be taxed differently from one EU country to another. In some EU countries payments 

made in proportion to the operations of Members with the cooperative are considered tax-

deductible expenses but payments to its members in proportion to their equity interest are 

non-deductible for tax purposes. In other EU Member States, it is the payments in 

proportion to capital that are tax-deductible while the payments made in proportion to 

operations with the cooperative are not tax-deductible.  

Associations and foundations. Another type of corporate CIT payers in the EU are 

associations and foundations. The doctrine indicates that the difference between a 

foundation and an association is related to the division of legal entities into establishments, 

the basic example of which is the foundation and the corporations to which belong 

associations. Corporations are a group of natural persons related to a legal person through 

membership, which pursues a common goal. The establishments, on the other hand, satisfy 

the needs of natural persons who are not their members. It should be emphasized that the 
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substrate of the corporation are people and the plant - its assets. The most important issue 

for a foundation is its founder and a fund. The founder decides about the goals and 

directions of the company's operations, he also determines the method of appointing the 

bodies of the legal entity, while in the corporation it is its members that decide about the 

goals and activities of the corporation. 

Associations and foundations are the most common legal forms for non-profit 

organisations. They are present in all EU jurisdictions and are subject to specific legal 

regulations that vary widely from country to country. The main differences between them 

result from the application of different legal solutions for associations and foundations in 

particular EU countries. The differences are already visible in the types of legal acts 

regulating these corporations. For example, in Germany and Italy it is the Civil Code, in 

France it is special laws, and in Belgium it is the Code where they co-exist with companies 

and other types of organisations.  

Thus, despite the lack of common definitions of association and foundations among EU 

countries (Italy does not define them at all), there is their common basic concept and having 

legal personality. The association may but does not have to conduct economic activity. In 

principle, it is a corporation of two or more natural and/ or legal persons, established for the 

purpose other than the distribution of potential profits from economic activity (European 

Parliament, 2021, p. 56) although it may promote the commercial or professional interests 

of its members whose participation in the association is voluntary (European Commission, 

n.d.). Associations are mainly providers of healthcare, care for children and the elderly and 

of other social services.  

There is no capital contribution to the associations, but membership fees apply. The 

source of income for the association may be membership fees, subsidies, donations, paid 

statutory activities, bank interest, etc., as well as the value of items received by the 

organisation in connection with its activities. Association costs are expenses incurred over a 

period to achieve, maintain or secure a source of income. Revenues less costs give income 

that, apart from the exceptions mentioned by the national legislators, is subject to CIT. Such 

an exception may be Membership fees, which, depending on their destination, may or may 

not be subject to taxation. Thus, in the case of associations established in Poland, 

Membership fees allocated to the statutory activity of the association are exempt from 

income tax. The contributions for economic purposes will not benefit from this exemption. 
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The income from association’s activity is used to pursue its statutory goals, and not to be 

distributed among its members. While associations usually promote trading or professional 

(like advocacy representation services) interests of their members, foundations allocate their 

resources to projects or activities for the public benefit. They may finance the research, 

voluntary work, healthcare and care for the elderly but also provide grants for individuals. 

Foundations are run by appointed trustees and their capital is supplied through donations 

and gifts as opposed to associations funded mainly with membership fees. 

The subject of CIT taxation by associations and foundations depends on the legal 

regulations in particular EU countries. In France, for example, it depends on whether the 

association or foundation in question carries out profit-making activity and if this activity is 

predominant and not marginal (European Parliament, 2021, p. 30). The entity's business 

profile in terms of taxation also plays a major role in Germany. Regardless of the legal form 

of incorporation, an entity is subject to CIT if it makes a profit and is not a public benefit 

organisation (PBO). Obtaining the status of PBO requires that it conducts a specific type of 

altruistic, spiritual, moral or similar non-profit activity serving the entire society. Thus, 

organisations that carry out non-profit activities in the field of science and research, religion, 

art and culture are exempt from CIT (European Parliament, 2021, p. 35). The situation is 

different in Italy, where associations and foundations are, in principle, subject to CIT. 

However, as non-commercial entities (opposed to commercial entities) they benefit from 

specific provisions that may fully or partially lead to tax exemption (European Parliament, 

2021, p. 52). It should be noted that there are different CIT exemptions in different EU 

Member States for income resulting from various activities of associations and foundations. 

Partnerships. Capital companies are the basic, but not the only type of company CIT 

payers in the EU. In some EU countries CIT payers also include partnerships. According to 

Legal Dictionary (n.d.) partnership company is “an association of two or more persons 

engaged in a business enterprise in which the profits and losses are shared proportionally”. 

An important feature that distinguishes a partnership from a capital company is the 

difference in the level of responsibility of shareholders and partners for the company's 

obligations. In general, partners are personally liable for the company's obligations with all 

their assets. Their responsibility is joint and several what means that if the creditor is unable 

to satisfy his claims against the assets of one of the partners, the other partners are liable for 

these obligations on the basis of solidarity. Such liability of partners results from the fact that 
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partnerships are usually devoid of legal personality. There are, however, exceptions to this 

rule, in some EU countries partnerships have legal personality e.g. in Slovenia, Germany with 

partnership limited by shares, Kommanditgesellschaft auf Aktien, KGaA (Deloitte, 2020) and 

Greece. Partnership companies are the element the most differentiating the groups of CIT 

payers the most in the EU. Some of partnerships are recognised as CIT payers only in certain 

EU countries, such as: Belgium, Bulgaria, Czechia, Greece, Spain, Croatia, Lithuania, 

Luxembourg, Hungary, Malta, Austria, Poland (concerns limited partnership, limited joint 

stock partnership and, under some conditions, general partnership), Portugal, Romania, 

Slovenia, Slovakia. One of the reasons for the coverage of certain partnerships with CIT is the 

legislator's prevention of tax optimisation. 

Taking into account CIT payers in the EU, it should be stated that despite the fact that 

there are the same types of entities, they are defined differently in each EU country, they 

enjoy different tax reliefs and exemptions. Moreover, in the case of limited liability 

companies, being a CIT payer is determined by their legal form, while in the case of 

associations and foundations, the type of activity they conduct often decides. 

Legal personality is one of the first criteria mentioned when classifying a given entity to 

the group of CIT payers. However, not all legal entities will pay such tax. Particular EU 

countries provide for numerous exceptions in this respect, usually enumerating the entities 

excluded. A specific solution is a recognition as CIT payers also companies having their seat 

or management office in other countries, provided that in their country they are treated as 

legal persons and are subject to tax on income. This means that even if a given type of 

enterprise is not recognised as a CIT payer in a given country, then in the case of a foreign 

company recognised as such a taxpayer in its country, this solution will also be respected in 

the host country.  

Tax capital groups and group taxation. In many EU countries tax capital groups (TCG) 

constitute a separate category of CIT payers, however, only some of the EU Members offer 

the possibility of taxing companies in groups treated as a one taxpayer and the very method 

of their taxation differs between particular countries. 

The capital group is made up of entities, one of which is dominant, while the others are 

dependent on it. Two entities between which there is a capital relationship are enough to 

create a capital group. The dependence between the companies is mainly of a capital nature. 
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The parent company holds, directly or indirectly, the majority of the total number of 

votes in the subsidiary, it may manage the financial and operating policy of the subsidiary or 

has the right to appoint and dismiss Members of the management, supervisory or 

administrative bodies of the subsidiary or may appoint management, supervisory and 

administrative board. Such dependence can also be manifested in exerting a significant 

influence, even by a natural person from the management in one company on the 

functioning of another enterprise.  

There can be distinguished three theories of capital groups taxation, two of them are 

opposed: the theory of separate entities taxation and the theory of economic unity and the 

third one is a compilation of the two previous methods (Toborek-Mazur, 2010). 

The first theory assumes separate taxation of the entities in a group due to their separate 

legal personality as well as due to the theory of income. This theory says that the income can 

only be attributed to natural or legal persons and not to an entity formed solely on the basis 

of economic criteria (Gomułowicz & Małecki, 2013). 

In the separation theory, legal aspects are superior to economic ones. Therefore, a 

natural consequence here is the separate tax subjectivity of the companies in the group 

which causes unfavourable consequences for them. The separate taxation of entities in the 

group results in their treatment as separate economic entities and the application of the 

arm's length principle. The principle says that the entities should treat each other as 

separate independent economic operators and use non-preferential market prices, the same 

as the prices charged in a comparable transaction between the unrelated parties. 

Transactions between group entities are not then tax neutral. The separate taxation also 

means that there is no possibility of mutual coverage of the losses of one company of the 

capital group with the income of another company of the same group. In this case, there is 

only the right to long-term loss coverage (Małecka-Ziembińska, 2014). 

The theory of economic unity treats the capital group as a whole. The decisive factor here 

is the common economic goal of the companies, so economic aspects take precedence over 

the legal ones. This theory assumes that the taxpayer is a capital group and its entities do 

not have tax subjectivity. The group's result is subject to taxation as the sum of income and 

losses of its individual units. All the operations between the companies in the group are 

treated as internal turnover, have no legal effect and does not result in double taxation. 

Settlements within the group are therefore tax neutral and do not affect the tax base. This 
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form of taxation has many advantages. Above all, it helps to avoid the excessive fiscalism 

that occurs with the separation theory (Toborek-Mazur, 2010). 

In addition to avoiding multiple taxation, especially of dividends paid to the parent 

company by subsidiaries, the main benefits of treating the capital group as an economic 

unity include, among others: eliminating the taxation of unrealised profit amounts arising in 

connection with internal turnover, consolidation of the financial results of companies 

(Gajewski,  2005), as well as the right to use internal prices, and thus the elimination of 

burdensome documentation regarding the use of transfer pricing (Toborek-Mazur, 2010). 

It may also happen that a given country adopts a mixed system for taxation of the capital 

group, compiling the principles of the theory of separate entities taxation and economic 

unity taxation. Such a mixed system of taxation of capital groups occurs for example in 

Germany and Denmark. In Denmark, a capital group does not have a separate tax 

subjectivity and its definition corresponds to the group definition for accounting purposes. 

However, all Danish resident companies and Danish branches that are Members of the same 

Danish or international group have to file a joint group tax return as there is a compulsory 

tax consolidation system. Companies as a group are therefore taken into account together at 

the time of consolidation. The parent company participating in the tax consolidation is 

designated as the management company and is responsible for the tax settlement and final 

payment of the corporate income tax of all Members of the group. Companies are jointly 

and severally liable for payment of corporate tax, also in case of withholding taxes on 

dividends, interest and royalty payments (PricewaterhouseCoopers, 2021). 

In the case of Germany, the parent company, i.e. company with more than 50 % of voting 

rights in a subsidiary with headquarters in Germany, may enter into a Profit and Loss 

Accounting Agreement (PLAA) with it. Such a contract must be concluded for a period of at 

least five years. As a result of the contract and after meeting additional conditions, there is 

created so-called Organschaft. Its annual results are summed up at the parent company 

level. A subsidiary is only taxed for compensation paid to external minority shareholders, if 

applicable. Thus, intra-group profits and losses can be netted off, but there is no provision 

for eliminating intra-group profits from the total tax base. 

Taking into account the numerous advantages of taxation of a capital group in accordance 

with the theory of economic unity, many EU countries have opted for such taxation. 

Nevertheless, the way groups are taxed varies from country to country except for elements 
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of harmonised taxation of cross-border transactions. It is about avoiding double taxation or 

preventing tax avoidance. 

In 2020, the possibility of group unity taxation at the country level in the EU was offered 

by 11 countries, i.e. almost 40% of all EU countries. Such a possibility of settling the tax 

capital group is provided by: Belgium, Spain, Italy, Lithuania, Luxembourg, the Netherlands, 

Austria, Poland, Portugal, Slovakia and Sweden (European Commission, 2021). The solutions 

used in these countries differ one from another. Each of the EU countries that provide the 

possibility of tax settlement jointly for tax capital groups determines different legal 

requirements for their establishment and operation. In terms of various solutions regarding 

the taxation of capital groups in the EU, there can be, inter alia, distinguished three following 

basic systems containing elements of joint taxation: fiscal unity regime, group contribution, 

group relief system. 

The unquestionable advantage of taxing capital group as unity in some countries is the 

possibility of mutual compensation of revenues and losses of related companies (fiscal unity 

regime). It happens in the case of full consolidation of assets and liabilities and profits and 

losses. Therefore, profits of one company can be offset against losses of another company 

forming part of that fiscal unity. There also are no inter-company transactions within the 

fiscal unity. TCG companies are allowed to apply the facilities at transfer pricing. 

Underselling or overstating the prices of intra-group transactions in relation to market prices 

may take place without the risk of their verification by the tax authority. TCG companies are 

also exempt from the obligation to prepare transfer pricing documentation. 

Capital groups are often created for operational reasons and aimed at limiting the risk of 

business activities, mainly financial through diversification of operating activity and a wide 

portfolio of clients. The downside of the TCG is that the companies forming the tax capital 

group are jointly and severally liable for the CIT liabilities of the tax capital group for the 

duration of the agreement on establishing a tax capital group. There is therefore a potential 

risk for each company from a group that it will have to cover tax liabilities of all of them.  

In principle, the possibility of settlements within a tax capital group between companies 

resident in one country means joint settlement of the tax due, i.e. simplification of the 

procedure for settling corporate income tax. The entity responsible for tax settlement is the 

parent company. 
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For CIT purposes, the tax capital group is treated as a single taxpayer, represented by the 

parent company responsible for tax settlement but the conditions for such treatment vary 

from one EU country to another. For example, in the Netherlands the tax unity regime is 

available to companies whose head office or place of effective management is registered in 

the Netherlands and whose parent company owns at least 95% of the subsidiaries (vertical 

tax unity regime between residents). Similarly, it is possible to form a fiscal unity with a 

permanent establishment (PE) of a non-Dutch but EU resident company as the parent of the 

fiscal unity if this PE holds at least 95% of the shares in a Dutch subsidiary (cross-border 

vertical tax unity between parental EU, PE and Dutch subsidiary). What is more, there is also 

possibility to form a horizontal tax unity between two or more Dutch resident “sister” 

companies if a non-Dutch EU resident holds at least 95% of the shares in both Dutch 

companies. At last, there can be formed a Dutch fiscal unity between Dutch entities that are 

linked via a non-Dutch resident EU intermediary holding company (PricewaterhouseCoopers, 

2021). 

In Luxembourg, as a rule, for the tax settlement of companies as one tax group, they are 

required to be Luxembourg residents, parent company should possess directly or indirectly 

at least 95% of the capital of each and each company's financial year must begin and end on 

the same day. The minimum period of tax unity in Luxembourg is five years. In that time the 

taxable income/loss in the tax group is calculated as the sum of the taxable income/loss of 

each integrated entity. Tax losses incurred by a group member in the period of consolidation 

are set off against tax profits of other group Members. However, tax losses arising in the 

consolidation period which remain after consolidation, are assigned to the parent company. 

Tax unity is also possible in case of Luxembourgish PE companies established in any country 

and liable for tax comparable to CIT in Luxembourg (PricewaterhouseCoopers, 2021). 

An interesting solution adopted in 2020 in Luxembourg is the possibility of transforming a 

tax capital group in the horizontal regime into a vertical regime. In 2015, the country 

introduced the possibility of creating horizontal tax unity for resident subsidiaries of the 

same non-resident parent company. However, for a possible change from vertical to 

horizontal unity, the Luxembourg law provided that the existing vertical structure had to be 

resolved first. Court of Justice of the EU (CJEU) ruled that this requirement is contrary to EU 

law (CJEU, 2020 C-749/18; KPMG, 2021).  
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In turn, the conditions for a neutral transition from vertical to horizontal fiscal unity 

provide, inter alia, that an integrating parent entity of an existing group becomes an 

integrating subsidiary of a new group, and that the newly created group must have a 

broader scope than the existing group (KPMG, 2021). 

In Poland taxation of capital groups is also carried out on the basis of economic unity. It 

should be noted, however, that the empowerment of a tax capital group takes place only 

within the scope of CIT and no other taxes. Such situation leads to a kind of dualism in the 

sphere of taxation (Małecka-Ziembińska, 2014). It is true that from January 1, 2023, Polish 

companies can form VAT groups, but on completely different terms than for CIT purposes 

and without the participation of foreign companies. 

Tax regulations relating to capital groups vary between EU countries. First of all, capital 

groups will not be considered a taxpayer in all EU countries. The possibility of creating tax 

capital groups is offered only to some EU countries. And if companies already have the 

possibility of forming a tax capital group in a given country, the way it is created, operated 

and taxed varies in the EU countries. For example, a Polish tax capital group (TCG) may only 

be constituted by capital companies registered in Poland and if the average share capital of 

each of them is not lower than PLN 0.25 million. Subsidiaries in the group may not hold 

shares in the share capital of other companies that make up this group. On the other hand, 

the parent company must have a direct share in the share capital of each of its subsidiaries 

in the amount of at least 75%. This means that in the case of a Polish TCG, the only 

possibility is vertical economic unity between the residents and that the companies with 

parent company’s indirect stake are excluded from the group. In addition, Polish law 

requires that the companies belonging to the group have settled all the tax payments. 

The tax capital group is established for a period of at least three tax years on the basis of 

a written agreement concluded between the parent company and its subsidiaries (Act, 

1992). Transactions within a tax capital group are not subject to transfer pricing regulations. 

However, in the case of transactions with related entities but outside the tax group, 

companies from the group cannot establish conditions that differ from those that would be 

agreed by unrelated entities. This solution is to prevent the transfer of profits to foreign 

related companies in order to avoid taxation. 

In the case of a tax capital group, the subject of CIT taxation is the income it earns in a 

given tax year. This income is the sum of the income of all companies in the group minus the 
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sum of their losses. Income tax and advance payments for this tax are calculated, collected 

and paid by the parent company but the group companies are jointly and severally liable for 

the group's income tax liabilities for the period of the group's existence. 

In the case of the group contribution system group companies are not consolidated for 

CIT purposes but may achieve the same goal by offsetting their taxable income and losses 

with the help of group contributions. Contributions are a kind of interest-free deposit, lump 

sum cash payments based on annual taxable income. They may be used, for example, by 

transferring profits and, at the same time, net assets from a subsidiary to its parent 

company. The possibility of making such a contribution to tax deductible costs for the 

granting company (contributor) and at the same time recognising it as taxable income for 

the receiving company (recipient) depends on a number of conditions. For example, in 

Finland, among other things, both companies must be Finnish residents for tax purposes6 

and belong to a group in which the parent company is required to hold at least a 90% stake 

of its subsidiary. It may own the shares either directly or indirectly with its subsidiaries. 

Additionally, the group structure should exist throughout the financial year. None of the 

companies can be a financial or insurance institution and the contributor can only be a 

company that is profitable. It is also important that the accounting period for both 

companies ends on the same day and that the amount of the contribution did not exceed 

the taxable income from the economic activity of the granting company 

(PricewaterhouseCoopers, 2021). 

A transfer of profits from a subsidiary to its parent company is more often done through 

the payment of dividends than through group contributions. Group contributions are more 

efficient as they allow for a faster transfer of income. It is worth noting, however, that if the 

profits from previous tax years are transferred to the parent company or if the income is to 

be transferred to a foreign company, the only way is to pay a dividend.  

The third method of taxation of a capital group is the tax relief system used, for example, 

in the ex-EU Member- the United Kingdom and in Ireland. In the United Kingdom each 

corporate group Member has to submit individually their own tax return on a stand-alone 

basis. Operating taxable profits and losses arising in the same period can usually be offset 

 
6 The exception applies to the Finnish permanent establishment of a company established in an EEA 

Member State or a country subject to a tax treaty. Such a PE may also be involved in a group contribution. 
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between resident group members in United Kingdom. Group relief system allows company 

group members to transfer certain corporation tax losses to other members of the group. In 

turn, the transferred loss reduces the amount of CIT that the recipient company must pay. 

The solutions used in the United Kingdom and in Ireland show basic similarities. In the case 

of these two countries the companies are considered group members if there is a 75% 

capital relation between domestic parent company and the domestic subsidiaries. In the 

case of the United Kingdom, it is also possible, after fulfilling additional requirements, to 

offset British profits attributed to a British PE of a non-British resident group member. 

Similar solution is used in Ireland. The original British solution predicts a "de-grouping" fee if 

the transferee company leaves the group within six years. 

Figure 1 shows the breakdown of the EU countries with its former Member – the United 

Kingdom into three clusters in terms of capital group taxation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Division of EU countries including former EU Member the United Kingdom according to the   
method of taxation of capital groups. 
Source: Own study based on European Commission, Taxes in Europe Database v3, 2021. 
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Thirteen out of twenty-eight countries of the then Union applied a strictly separate 

taxation of companies within a capital group. This means that there were no consolidation of 

profits and losses among the Members of the capital group. Each of the companies 

accounted for CIT separately. Ten countries use a system of joint taxation of companies 

within a group, i.e. the system of fiscal unity. This does not mean that they have the same 

solutions but are based on the same principles. The basic rule is that the group is treated as 

a single taxpayer. Five countries in the Mixed companies' taxation cluster treat individual 

companies in the group as separate taxpayers but allow the application of certain joint 

taxation rules. In Denmark, the capital group is not a separate taxpayer, but is required to 

settle CIT for all companies jointly and group Members are jointly and severally liable for tax 

liabilities. In Finland, group contributions by companies have the same effect as the 

consolidation of gains and losses in fiscal unity. 

In the United Kingdom and Ireland, each group company files its own tax return 

separately, but operating profits and losses can usually be offset between the resident group 

members. 

Elements of joint tax settlement of a capital group were underlying the EU's last CIT 

harmonisation project. The Common Corporate Consolidated Tax Base was intended as 

mandatory for capital groups operating in the EU and achieving global annual revenues in 

excess of EUR 750 million. This requirement is also repeated in the Directive 2022/2523 with 

regard to the suggested harmonisation of the minimum CIT rate. The Directive will be 

discussed in more detail in Chapter III. At this point, it is worth noting that both the CCCTB 

project and the 2022/2523 Directive refer to the concept of group taxation, but they do it in 

a different way. The CCCTB assumed the common consolidated tax base for the companies 

in the group which meant that each of the companies in the group would calculate its tax 

base according to the uniform EU rules set out in the directive. Thereafter, the profits and 

losses of all group entities would be netted off. The Directive 2022/2523 refers to the 

concept of a group taxation only within the scope of calculation of the common effective CIT 

rate of the entities in the group in each EU State, therefore on the jurisdictional level.  

Common to the CCCTB and the Directive 2022/2523 is the special role of the parent 

company in the group responsible for calculating and paying tax to its tax office. The CCCTB 

project did not require entities to create tax groups as separate taxpayers, nor does the 

Directive 2022/2523. 
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2. Differences in the CIT tax base affecting the differentiation of the tax burden in 

particular EU countries 

In addition to the subjective scope i.e. taxpayers, the main structural elements of CIT 

include, among others objective scope — the tax base, subjective and objective exemptions 

and the tax rate. 

Income. The object of taxation in CIT is primarily income but, in some cases, such as 

payment of dividends, it may be the revenue.  Corporate income tax is levied on the income 

of units recognised by the law of particular countries as corporate taxpayers. These are legal 

persons, such as capital companies, cooperatives, associations, foundations, entities without 

legal personality, such as companies in organisation and partnerships but also tax law 

institutions created in some countries only for CIT purposes, i.e. tax capital groups. 

As a rule, the entire income of CIT taxpayers from all sources, including income not 

related to business activity, as well as income from economic or commercial activity, is 

included in the tax base. Income is the sum of revenues reduced by the costs of obtaining 

them in a given tax year in accordance with their book value determined based on 

accounting documents, in accordance with the relevant accounting standards of a given 

country and International Financial Reporting Standards (IFRS). It is worth adding that the EU 

adopted IFRS in 2002 as the required financial reporting standards for all European 

companies preparing consolidated financial statements. This solution is effective in 2005. 

Taxable income arises if the sum of revenues obtained from their individual sources 

exceeds the sum of the costs assigned to them, in other words, the revenues obtained must 

be higher than the costs of obtaining them. 

Revenues. The definitions and sources of revenue obtained from different legal sources 

vary in EU countries but include revenues from business activities and from capital gains.  

Capital gains include, inter alia: 

- revenues from participation in the profits of legal persons (including e.g. dividends, 

revenues from redemption of shares, from liquidation, revenues obtained as a result 

of mergers and divisions); 

- other revenues from shares, including their exchange, sale or sale for redemption; 

- revenues from the in-kind contribution; 
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- revenues from the sale of receivables previously acquired by the taxpayer and 

receivables resulting from revenues classified as capital gains; 

- revenues from property rights (copyrights or related property rights, licenses, 

industrial property rights and know-how); 

- income from securities and derivative financial instruments (with a few exceptions 

e.g. derivatives used to hedge revenues or costs, not included in capital gains, are not 

included in revenues); 

- income from participation in investment funds; 

- income from lease, tenancy or other agreement of a similar nature. 

All revenues that are not listed in the capital gains revenues catalogue are revenues from 

other activities. Annex I of the Regulation (EC) No 1893/2006 of the European Parliament 

and of the Council of 20 December 2006 establishing the statistical classification of economic 

activities NACE Revision 2 and amending Council Regulation (EEC) No 3037/90 as well as 

certain EC Regulations on specific statistical domains contains a classification of economic 

activities in the EU and enumerates its 99 divisions from agricultural production through 

construction and various types of services to activities of extraterritorial organisations and 

bodies. Thus, revenues from business activities conducted by the company as well as 

obtained capital gains are included in the income. As a rule, capital gains (apart dividends) 

paid in one country are subject to standard CIT taxation which means, in principle, the use of 

the same tax rate and methods of deducting costs as for income from business activities. In 

2021 only two EU Members had their capital gains totally (Cyprus) or partially excluded 

(Sweden capital gains, other than dividends on shares).  

Revenues from capital gains in cross-border transfers. Depending on the tax system, 

income from capital gains may be taxed in a different way in the case of cross-border 

transfers. In some countries there is a problematic question of economic double taxation. 

The problem with double taxation in the economic sense arises in the case of taxing the 

same income (the same object of taxation) in the same tax period with two different entities 

(different taxpayers). Such a situation takes place, for example, when imposing a tax on 

income generated by a capital company, both at the level of the company and at the level of 

partners. Classic tax systems allow for the existence of such double taxation while an 

imputation system minimises this problem by the possibility of deduction of all or part of the 

already paid corporate income tax when calculating the income tax payable by the recipient 
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of the dividend. However, in the case of cross-border transfers, the situation is more 

complicated and there are additional solutions for capital transfers. Most often, there is 

double taxation in the legal sense which means that in the same tax period, the same 

income of the same taxpayer is taxed twice (identity of the subject and object of taxation). 

This is the case when identical or similar taxes are imposed on the same income in two 

different countries. This situation may arise in the case of cross-border activities of a 

taxpayer or cross-border transfers of capital, where no double taxation treaty exists 

between countries. While the legal regulations concerning the types of economic activity in 

particular EU Member States have not been harmonised, in the case of income from capital 

gains, the EU has partially harmonised them. These regulations concern mainly issues of 

cross-border transfers of capital gains like the exemption of dividends, interest and royalties 

from withholding tax (WHT) in order to eliminate double taxation and arbitration 

proceedings in the event of disputes over profits. The reason for this is that the capital is one 

of the most mobile factors today, it is also used frequently by transnational corporations for 

cross-border tax optimisation.  

The analysis of the data of the European Commission shows that the element that 

differentiates the EU countries the most in terms of the tax base is the issue of including 

income from dividends and agricultural activity in it. 

Revenue from dividends. With regard to the most visible diversification of the CIT 

regulations in terms of capital gains, the cross-border payments are the most differentiating 

and problematic element and the taxation of dividends is the most complicated. The rules of 

CIT taxation in the EU countries vary greatly within this scope. The word dividend comes 

from Latin and means a thing to be divided (Latin dividendum). Dividend payment is 

therefore one of the methods of profit distribution characteristic of a capital company. The 

distribution of profit most often consists in the payment of money to the beneficiaries – a 

natural or legal person or an entity without legal personality. Profit distribution may also 

take place in a non-cash form through compensation from the company's receivables from 

the shareholder or in kind, e.g. by handing over movable or immovable property. In each 

case, such profit distribution entails tax consequences, most often the obligation to collect 

and pay tax to the tax office, the most often by the company paying the dividend, i.e. the CIT 

payer (Organ et al., 2023). 
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The dividends themselves are highly varied and divided into many types, such as cash, 

stock or property dividends. There are also deemed dividends (e.g. in Latvia and Estonia). 

They represent that part of the profits for which the share capital is increased by CIT, not 

withheld until the payment of dividends and the reduction of the share capital. In that case 

CIT is applied almost exclusively to distributed profits (deemed profit distribution). Dividend 

profit then arises when it is actually received. Therefore, it does not apply to dividends due 

but not paid. Such differentiation offers an opportunity for tax optimisation, also when using 

accounting principles, and can sometimes lead to the deliberate issuance of dividends by the 

company to alter taxable and reported income. It is worth mentioning the so-called hidden 

dividend, i.e. distribution of profit to shareholders in a way that reduces the taxpayer's 

income by classifying the payment as tax deductible costs. Such deduction should not take 

place because in the case of dividend payment, it is the revenue, not the income that is 

taxed. The reason for dividends diversification into different types is mainly connected with 

the level of dispersion of the shareholding structure, but also results from the adjustment to 

state’s and legal regulations. 

Dividends can be paid not only by domestic companies to domestic entities. Very often 

they are the subject of international transfers, they can be paid to domestic entities by 

foreign companies, and domestic companies can pay dividends to foreign entities. Paying 

out dividends is the most common way of transferring profits, but they also constitute the 

type of revenue for which, despite partial harmonisation, the EU countries apply the most 

diverse CIT solutions. Both, in the case of foreign and domestic dividends there may occur 

the so-called double taxation. 

As a rule, dividends paid to residents by domestic companies are excluded from their tax 

base, because income tax is paid by the beneficiaries, i.e. shareholders and stockholders, 

most often natural persons, but also legal persons or persons without legal personality. 

However, there are countries where double taxation of domestic dividends occurs, first at 

the level of the company, then at the level of the beneficial owner. It should be noted that in 

this case, the dividends paid are very often not included in tax deductible costs. If dividend 

income is included in the CIT tax base, the applicable tax rate in a given country applies. 

Dividends can not only be taxed twice in one country: at the level of the company and 

shareholders, but also in the case of a foreign transfer, their taxation will differ significantly 
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depending on which country they are paid from. For this reason, they are also one of the 

main tools for tax optimisation.  

The matter with taxation of dividends paid abroad is more complicated for several 

reasons. Income from such dividends in the case of companies associated with EU countries 

will be, under Council Directive 2011/96/EU of 30 November 2011 on the common system of 

taxation applicable in the case of parent companies and subsidiaries of different Member 

States (2011) (The Parent-Subsidiary Directive, PSD), excluded from the tax base of the 

companies that distribute dividends. In the case of companies from EEA countries or with 

which particular Member States have signed agreements on the avoidance of double 

taxation, the income from outgoing dividends will be excluded or the CIT rate will be the 

same as for domestic companies or another. In the case of collecting tax on outgoing 

dividends by the state in which the paying company is located, the countries with which it 

has signed agreements may apply the settlement of dividend taxation using the tax credit 

method, and those with which the state does not have an agreement - most often apply tax 

deduction to avoid a situation of double taxation.  

Detailed regulations apply to the situation depending on whether it concerns portfolio 

dividends (shareholders with shares up to 10% in the company's income, dispersed 

shareholding) or above this threshold (stockholders). In most EU tax jurisdictions, cross-

border payments of passive income such as dividends, interest, royalties, license fees or 

some intangible services are taxed in the form of withholding tax (WHT). WHT is a specific 

form of CIT as a rule applied at the national rate — in the absence of an applicable double 

taxation avoidance agreement. In the case of a double taxation agreement concluded 

between countries, taxpayers from these countries may apply to the capital payments tax 

rates from such an agreement, especially if they are lower than the statutory rates. 

The EU implemented directives on capital transfers between related companies 

constitute, in a sense, partial harmonisation in the area of income taxes. These are 

mentioned earlier The Parent-Subsidiary Directive and Council Directive 2003/49/EC on a 

common system of taxation applicable to interest and royalty payments made between 

associated companies of different Member States (Interest and Royalty Directive, IRD). The 

purpose of the directives is to eliminate double taxation of the distribution of EU MNE 

profits, both in legal and economic terms (tax exemption by the parent-subsidiary regime).  



75 

 

The rules for calculating income in the EU countries are similar, as shown in Table 1 

prepared on the basis of data from the European Commission (2021). It can be concluded 

from the table that EU countries have special and more diversified solutions for dividends 

taxation than for other income. 

 

Table 1. Chosen elements in CIT tax base calculation in 2021 
EU Member Income 
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25% Tax credit 25% Tax credit 

Belgium 25% subject to CIT 30% 
Exemption     

Tax credit 
30% Deduction 

Bulgaria 10% CIT exempt 5% Exemption 5% Tax credit 

Croatia 18% CIT exempt 10% Deduction 10% Deduction 

Czechia 19% CIT exempt 15% 
Exemption     

Tax credit 
35% Deduction 

Denmark 22% subject to CIT 15% 
Exemption      

Tax credit 
27% 

Exemption 

Tax credit 

Estonia 20% CIT exempt 0% 
Exemption      

Tax credit 
0% 

Exemption 

Tax credit 

Finland 20% CIT exempt 30% Tax credit 20% Tax credit 

France 26.5% subject to CIT 0% Exemption 30% Exemption 

Germany 30% CIT exempt 25% Exemption 25% 
Exemption 

system 

Greece 22% subject to CIT 5% Tax credit 5% Tax credit 

Hungary 9% CIT exempt 9% 
Exemption 

Tax credit 
9% Tax credit 

Ireland 12,5% CIT exempt 25% 
Tax credit 

Deduction 
25% 

Tax credit 

Deduction 

Italy 24% Subject to CIT 26% 
Exemption 

Tax credit 
26% 

Exemption 

Tax credit 
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Latvia 20% 
subject to CIT- 

when distributed 
0% 

Exemption 

Tax credit 
0% 

Exemption 

Tax credit 

Lithuania 15% CIT exempt 15% 
Exemption 

Tax credit 
15% Tax credit 

Luxembourg 17% Subject to CIT 15% Exemption 15% Tax credit 

Malta 35% subject to CIT 0% Tax credit 0% Tax credit 

Netherlands 25,8% subject to CIT 15% Exemption 15% Exemption 

Poland 19% subject to CIT 15% 
Exemption 

Tax credit 
19% Tax credit 

Portugal 21% subject to CIT 15% 
Exemption 

Tax credit 
25% 

Exemption 

Tax credit 

Romania 16% CIT exempt 5% 

Exemption 

Tax credit 

Deduction 

5% x 

Slovakia 21% CIT exempt 0% 
Exemption 

Tax credit 
35%    x 

Slovenia 19% CIT exempt 5% Tax credit 15% Tax credit 

Spain 25% 1,25% 15% 
Exemption    

Tax credit 
19% 

Exemption; 

Tax credit 

Cyprus 
capital 

gains excl. 
12,5% CIT exempt 0% Exemption 0% Exemption 

Sweden 

capital 

gains on 

shares 

excl. 

20,6% CIT exempt 30% Exemption 30% Exemption 

United 

Kingdom 

(2020) 

income 

from 

business 

and 

capital 

gains; 

dividends 

excl. 

19% CIT exempt 19% Exemption 19% Exemption 

Source: Own study based on data from the European Commission, Taxes in Europe Database v.3, 2021; 

PricewaterhouseCoopers (n.d.) Worldwide Tax Summaries.  

STR- statutory (or nominal) tax rate- tax rate set by law.  
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In twelve EU countries domestic dividends are subject to CIT under different national 

rules, in fifteen countries (and in the United Kingdom as ex-EU Member) they are CIT 

exempt. For dividends paid between related companies located in the EU, there are 

common harmonised rules described in EU directives. The national regulations are 

consistent with the directives, but it should be remembered that directives are binding only 

as to the effect and the deadline for its achievement and that it is up to the EU Member 

States to choose the means used to achieve the effects set out in the directive. This is 

confirmed, for example, by Article 7 (2) of the Parent-Subsidiary Directive. The article 

provides that the directive “shall not affect the application of domestic or agreement-based 

provisions designed to eliminate or lessen economic double taxation of dividends, in 

particular provisions relating to the payment of tax credits to the recipients of dividends”. EU 

states have then common obligatory part concerning taxation of some part of capital gains 

and additional separate legal regulations. 

Thus, summing up the principles of calculating the CIT tax base, numerous similarities can 

be noticed. Namely, the rule is to include all income from the activities of enterprises and 

majority of capital gains, except for dividends, the settlement of which is differentiated. 

Almost half of the current EU countries include dividends in the CIT tax base. In most 

cases, this means economic double taxation of domestic dividends, i.e. taxation at the level 

of the paying company and the domestic beneficiary. Typically, domestic dividend income is 

taxed at the nominal CIT rate. In this case, the nominal rate without additional surcharges 

(STR) should be taken into account. However, some countries provide for the possibility of 

making large deductions in such income. For example, in Italy companies paying domestic 

dividends (for domestic beneficiaries) and receiving dividends from treaty countries may 

deduct 95% of the dividends amount from the tax base. It is worth mentioning that, unlike 

other capital gains, in the case of dividends there is no holding period for shares in the 

paying companies or minimum ownership percentage to qualify for this exemption.  

On the one hand, for companies that receive income from dividends from investments in 

shares and other financial instruments held for trading and placed in LTJ, the income is fully 

taxable according to nominal or even higher CIT rate. On the other hand, dividends 

distributed from Italy (outgoing dividends) are taxed at a rate higher than the national 

nominal CIT rate, at the level of 26%. This applies both to countries with which Italy has 
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double tax treaties (DTTs) and countries with which there is no such agreement. The 

exceptions include the taxation of dividends paid by subsidiaries located in the EU and EEA 

(European Economic Area) countries. The Parent-Subsidiary Directive provides for the 

exemption of withholding tax on dividends and other distributed profits paid out by 

subsidiaries to their parent companies and the elimination of double taxation of such 

income at the level of the parent company. 

Higher taxation of outgoing dividends in the EU is not a rule. Some countries apply zero 

(Cyprus, Malta) or lower (e.g. Bulgaria, Denmark, Croatia) WHT rates than the taxation of 

dividends for domestic beneficiaries. They are resulting from DTT’s. In the case of Estonia 

and Latvia, 0% of WHT rates usually means that no CIT is taxed until the profit is distributed 

to the beneficiaries. Theoretically, the lower the WHT rate, the more attractive the country 

for investment and allocating a subsidiary there. A lower WHT rate means that the host 

country of the investment will charge a lower tax on the dividend. What is also important, 

however, is the regime in which income taxation between countries is settled. The Parent-

Subsidiary Directive exempts from WHT’s the dividends and other profit distributions paid by 

subsidiaries to the parent companies and eliminates double taxation of such income at the 

level of parent companies. In the case of tax credit parent companies can deduct any tax 

paid by any of the subsidiaries assuming compliance with the requirements of the directive. 

The rules for collecting this tax also have an impact on the amount of the tax burden. In 

some countries (such as in Poland, from 2021 and binding from 2022), withholding tax 

payers who pay foreign entities with dividends and other income from profit sharing in 

excess of the set threshold (in Poland PLN 2 million), must, as a rule, collect and pay tax in 

national standard rate, even if WHT rate is lower. The surplus can be recovered at a later 

date, but the initially incurred tax burden is higher and the taxable income is higher (pay and 

refund mechanism). WHT is a flat-rate tax. Income obtained from dividends and other shares 

in the profits of legal persons is subject to taxation. The costs of obtaining them are not 

written off. 

The Parent-Subsidiary Directive and the Interest and Royalty Directive have been 

implemented to facilitate cross-border income flows within the internal market but they are 

also used for reduction of the tax burden on income flowing out of the EU. According to both 

directives, cross-border transactions relating to dividends, interest and royalties, are no 

longer subject to taxation, if the capital flows have intrafirm character. Harmonisation in this 
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respect is therefore limited to the movement of certain types of capital between certain 

companies. MNEs use double treaty taxation to conduct financial operations in countries 

with more favourable tax conditions. This phenomenon is called treaty shopping. Treaty 

shopping is precisely a method of tax avoidance based on the application of lower WHT rates 

agreed in the double taxation agreement instead of higher basic rates and quite often 

involves the repatriation of profits. 

Revenues from agriculture. In the case of income from agricultural activities, in most EU 

countries they are subject to corporate income tax as business activities, while in a few 

countries they are subject to separate taxation, for example in Poland and France. In the 

case of Poland, the exception is income from the organized agricultural production 

departments that would be subject to CIT. In countries where agricultural income is subject 

to CIT, the taxation is regulated in different ways. As a principle, one of the two tax models is 

used: taxation on general principles or preferential one (Gruziel, 2015). Sometimes the 

difference in the method of taxation results from other factors, e.g. the size or form of the 

organisation of farms. For example, in some countries, agricultural income will be taxed only 

on larger farms — agricultural enterprises (Czechia), agricultural cooperatives and 

producers’ groups at preferential rate (Greece, Italy, Latvia, Lithuania, Hungary, Portugal), or 

with special preferential treatment on corporate farms in less favoured areas (Croatia). In 

2018, eleven of the twenty-eight countries of the then EU did not offer preferential CIT 

taxation of agricultural income. These were the United Kingdom, Ireland, Denmark, 

Germany, Estonia, Spain, France, Slovenia, Slovakia, Finland and Sweden (European 

Commission, 2021). In conclusion, it is worth remembering that in most EU countries, with a 

few exceptions, agricultural income generated from production activities on larger farms is 

subject to CIT. Only some EU countries provide for preferential taxation for agricultural 

entrepreneurs. 

Tax deductible costs. Gross income is the difference between revenues and the costs of 

obtaining them. Tax deductible costs can be defined as inputs or expenses incurred by the 

taxpayer in order to earn revenue from a source of revenue or to maintain or secure a 

source of revenue in a given tax year. Therefore, in order for an expense to be considered a 

tax-deductible cost, there must be a purposeful and causal relationship between the 

expense and the business activity conducted by the taxpayer, from which he obtains a 

specific type of revenue. An additional condition is that the legislator does not exclude this 
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cost from tax-deductible costs. It should be noted, however, that the occurrence of revenue 

is not a necessary condition for recognising the cost as a tax-deductible cost. It is enough to 

be able to assign it to the source of income in a given business activity of the taxpayer.  

Tax deductible costs can be divided into those directly related to revenues and costs 

other than those directly related to revenues. In the case of costs directly related to 

revenues, it is possible to indicate the revenue to which the incurred cost contributed or was 

expected to contribute. An example of indirect tax-deductible costs may be expenses 

incurred for the protection of property related to the general functioning of the company, 

e.g. protection of warehouses, halls, production facilities, costs incurred by taxpayers in 

connection with the fulfilment of obligations under the law, e.g. payment of real estate tax. 

It will also include general administrative costs, costs of employee training, banking, legal, 

accounting and consulting services. Thus, these are costs that allow the taxpayer to maintain 

the existing source of revenue so that this source brings revenue in the future but cannot be 

directly attributed to a specific source of revenue. When determining the taxable income, 

non-taxable, tax-free revenues are not taken into account, a well as the revenues which are 

subject to another tax.  

Depreciation. One of the most important tax-deductible costs and thus reducing the tax 

base are depreciation write-offs. Depreciation is a method of settling the wear or use of the 

company's assets, which are most often tangible or intangible fixed assets. Purchase of 

assets by a company that are subject to depreciation is referred to as "capital investments" 

or “CAPEX” (Capital Expenditures). Depreciation is accrued over the life of an asset and is 

intended to express the company's operating cost related to the use of a given asset of the 

enterprise over time. The spreading of the depreciation of costs over time is based on a 

concept from accountancy. Its main goal is to present a reliable picture of the company, 

especially the financial result. If the enterprise uses certain assets over a longer period of 

time, then expenses for such assets should not be charged to the financial result only in the 

year in which they were incurred. Therefore, the deduction of costs should be spread over 

time over the entire useful life of the assets used to generate revenues (principle of 

matching revenues and costs). Depreciation is thus performed by systematically allocating 

the asset's initial value over a specified period of depreciation on a systematic and scheduled 

basis. Examples of tangible fixed assets are buildings, technical equipment, machinery, 

means of transport, fixed assets under construction, improvements to fixed assets. Examples 
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of intangible assets are patents, brands, trademarks, industrial and utility designs, 

copyrights, licenses, know-how. The main feature of fixed assets is that the period of their 

wear or use is more than one year. They can be purchased by the company or manufactured 

or built on their own. As a rule, depreciation does not apply to such fixed assets as land and 

the right of perpetual usufruct.  

It is worth mentioning that in the USA it is customary to distinguish between two terms: 

depreciation and amortization. Depreciation is used to denote the wear of tangible assets 

(machines, devices, cars, etc.), while amortization is used as a designation of intangible 

assets (e.g. software, patents, trademarks, brands, etc.). 

In continental Europe, a single term depreciation is used to describe the write-offs of both 

tangible fixed assets and intangible assets. Then, in this paper the only used term for both: 

the tangible and intangible assets is depreciation. 

The depreciated value cost may relate to asset’s purchase, installation, implementation or 

enhancement. After being entered into the records, the depreciation write-offs may be 

classified as tax-deductible costs, provided that they are causally related to the operating 

revenues of a specific asset. The mechanism of depreciation write-offs means that the 

purchased equipment or right is recorded in the accounting books not as an expense but as a 

fixed asset. Then, the period of likely economic use of the device or right is determined (e.g. 

5 years). Both the types of assets tangible and intangible and the period and method of their 

depreciation differ from one EU country to another. In Table 2, countries are grouped in 

terms of depreciation according to asset types and ranges of their depreciation period.  

Two countries — Latvia and the former EU Member – the United Kingdom do not provide 

for depreciation at all.  

The first type of analysed assets are buildings. They typically have the longest 

depreciation period compared to other assets. Of course, the period of their depreciation 

will vary depending on the type of building (e.g. commercial, industrial used for 

manufacturing). The table breaks down the countries according to the time span of the 

depreciation of buildings provided for by national law. The first column includes countries 

that provide for a depreciation period of buildings no longer than 24 years. There are only 

five such countries. 
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Table 2. Depreciation periods in EU countries 2020 according to types of assets 

Buildings 

Up to 24 years 25-39 years 40-60 years No depreciation 

Croatia, Finland, 

Italy, Lithuania, 

Netherlands 

Bulgaria, Belgium, 

Cyprus, Denmark, 

Estonia, France, 

Germany, Greece, 

Ireland, Luxembourg,             

Poland, Spain, Slovenia 

Austria, Czechia, 

Hungary, Malta,             

Portugal, Romania,  

Sweden, Slovakia 

United Kingdom, 

Latvia 

Immovables (e.g. machinery) 

Up do 10 years 11-20 years Above 20 years No depreciation 

Austria, Bulgaria, 

Belgium, Croatia, 

Cyprus, Czechia, 

Denmark, Estonia, 

Finland, France, 

Hungary, Ireland, Italy, 

Lithuania, Malta, 

Netherlands, Poland, 

Portugal, Romania, 

Slovakia, Slovenia, 

Spain, Sweden 

Germany, 

Luxembourg Greece 

United Kingdom, 

Latvia 

Movable (tangible) assets (e.g. cars, furniture, work equipment) & intangible assets (patents, 

goodwill etc). 

Up to 5 years 6-10 years Above 10 years No depreciation 

Belgium, Croatia, 

Czechia, Estonia,      

France, Hungary, Italy,         

Malta, Netherlands, 

Poland, Romania, 

Sweden 

Austria, Bulgaria,     

Cyprus, Denmark,                                

Finland, Greece, 

Slovakia, Slovenia 

Germany, Ireland, 

Lithuania, 

Luxembourg,    

Portugal,            Spain 

United Kingdom, 

Latvia 

Source: Own study based on data from the Taxes in Europe Database v.3, 2021 and Tax Summaries of 

PricewaterhouseCoopers 2021 

In the case of Italy, the depreciation period of buildings is 14 years, and in the case of 

Lithuania — 15 years. Shortened depreciation period means, in principle, the possibility of 
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applying higher depreciation write-offs and faster settlement of the cost of purchase or 

construction of such a building. The higher the tax-deductible costs, the lower the tax to pay. 

Therefore, such a solution is beneficial for entrepreneurs because the tax burden incurred in 

a given tax period is lower. 

The most numerous group of countries, however, is that with a depreciation period for 

buildings in the range of 25-39 years. There are thirteen such countries in the EU. Eight EU 

countries provide for buildings depreciation period of 40 years or longer. In the case of 

Romania, it can even be 60 years. Countries offering the possibility of faster depreciation of 

buildings and a lower tax burden will therefore be a much more attractive place for the 

investor to locate investments. There is less variation in the depreciation period for machine 

type assets. In most EU countries, the coverage of their initial value with write-offs does not 

exceed ten years. As for movable work equipment (e.g. cars) and intangible assets (e.g. 

patents), their depreciation period is much shorter compared to other types of assets. In 

twelve countries, such depreciation is completed in up to five years, in eight countries it is 

less than ten years and in six countries it is above eleven years. 

The attractiveness of tax solutions or the amount of the tax burden should of course be 

considered not only on the basis of the depreciation period, but also taking into account the 

method of its implementation, as well as special CIT rates offered in IP regimes. 

Table 3 shows that the two most frequently used depreciation methods in the EU 

countries are straight-line method and declining balance. The straight-line method is the 

most popular and considered the simplest. The taxpayer assumes that the wear and tear of a 

fixed asset will be even throughout its lifetime. The depreciation write-offs of the same 

amount are determined in accordance with the depreciation rates. This method ensures 

equal distribution of the asset's costs over time. It is worth noting that in the case of fixed 

assets that are used more intensively, depreciation rates may be increased. Then, for 

selected fixed assets, a specific factor is used by which the depreciation rate of this fixed 

asset should be multiplied. In consequence we are dealing with accelerated straight-line 

method. 

The second most popular depreciation method chosen by taxpayers is the declining-

balance method. In this case, it is assumed that the asset's performance decreases over its 

useful life. Thus, in the initial period of depreciation (usually in the first year), an increased 
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depreciation rate is applied, i.e. multiplied by an appropriate coefficient specified by law. 

This method of depreciation allows for faster settlement of the cost of the asset. 

One should also not forget about the individual depreciation of fixed assets or a one-time 

write-off of low-value assets, different for particular EU countries.  

 

Table 3. Depreciation methods and limit rates in EU Member States in 2020 

Member 

State 

Dominant depreciation 

method Assets 

Applicable tax  

depreciation rate, additional comments 

Austria 

Declining-balance 

straight-line  All assets 

From 1.5% for buildings to 12.5% for 

movable tangible assets (e.g. cars, furniture, 

work equipment) 

Belgium 

Declining-balance 

straight-line All assets 

From 3% for buildings to 20% for movable 

tangible assets (e.g. cars, furniture, work 

equipment); 33.3% for R&D 

Bulgaria 

No requirement for using 

a concrete depreciation 

method All assets 

From 4% for buildings to 30% fixed 

immovable assets (e.g. machinery) 

Croatia Straight-line  All assets 

From 5% for buildings to 25% for the rest of 

the assets 

Cyprus Straight-line  All assets 

3% (for buildings)- 20% (movable tangible 

assets, e.g. cars, furniture, work equipment) 

and fixed immovable assets, e.g. machinery) 

Czechia 

Declining-balance 

straight-line All assets 

From 2.5% for buildings to 20% for movable 

tangible assets (e.g. cars, furniture, work 

equipment) 

Denmark Straight-line  All assets 

From 4% for buildings to 25% for fixed 

immovable assets (e.g. machinery); 14.3% 

for R&D 

Estonia Straight-line  All assets x 

Finland Declining-balance  

All assets 

(except 

computer 

software) 

Maximum 25% (except lower rates for 

buildings) 

 
Straight-line  

Computer 

software 

Maximum depreciation period 10 years; The 

asset value can be deducted immediately  

if useful life of the asset is  

maximum three years 
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France Straight-line  All assets 

Different rates from 5% for building to 25% 

for cars. In the case of scientific or technical 

research equipment possible accelerated 

depreciation on a declining-balance basis.  

Acceleration multiples range from 1.5 to 2.5 

Germany Straight-line  All assets 

From 4.7% for aircraft to 33% for computer 

hardware and software 

Greece Straight-line  All assets 

From 4% for buildings to 40% for Equipment 

used for R&D 

Hungary Straight-line  

All assets apart 

intangible 

assets (e.g. 

patents) 

From 2% for buildings to 33% fixed 

immovable assets (e.g. machinery). In the 

case of intangible assets possible 

depreciation methods are straight-line 

method, declining balance and production 

method 

Ireland Straight-line  All assets 

From 4% for buildings to 12.5% for movable 

tangible assets (e.g. cars, furniture, work 

equipment) and fixed immovable assets 

(e.g. machinery); 7% for intangible assets 

(e.g. patents) 

Italy Straight-line  All assets 

From 5.5% for buildings to 35% for 

Equipment and small tools 

Latvia x x x 

Lithuania 

Declining-balance 

straight-line, 

(additionally Production 

method for movable 

(tangible) assets, e.g. 

cars, furniture, work 

equipment) All assets 

From 6.67% for buildings and intangible 

assets (e.g. patents) to fixed immovable 

assets apart buildings (e.g. machinery) 

Luxembourg 

Declining-balance 

straight-line  

Different 

methods for 

various assets 

From 3% for intangible assets (e.g. patents) 

to 7% for fixed immovable assets other than 

buildings (e.g. machinery) 

Malta Straight-line  All assets 

From 2% for buildings to 33.33% for 

intangible assets (e.g. patents) 

Netherlands 

No single dominant 

method All assets 

Use of various depreciation methods under 

the concept of “sound business” practice 
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Poland 

Declining-balance 

straight-line  All assets 

From 1.5% for buildings to 50% for licenses 

(sublicenses) for computer programs, 

screening films, broadcasting radio and 

television programs and copyrights  

Portugal Straight-line  All assets 

From 5% for plan machinery and equipment 

and car parks to 33,33% for computer 

hardware and software 

Romania 

Declining-balance 

straight-line (production 

method for fixed 

immovable assets other 

than buildings, e.g. 

machinery) All assets no information 

Slovakia 

Declining-balance 

straight-line  All assets 

From 2.5% for buildings to 25% for movable 

tangible assets (e.g. cars, furniture, work 

equipment)  

Slovenia Straight-line  All assets 

From 3% for intangible assets (e.g. patents) 

to 20% for fixed immovable assets other 

than buildings (e.g. machinery) and movable 

tangible assets, e.g. cars, furniture, work 

equipment) 

Spain 

No single dominant 

method All assets 

From 2% for building and car parks to 50% 

for furniture, fittings or fixtures 

Sweden 

Declining-balance 

straight-line  All assets 

2% (specific buildings, e.g. hydroelectric 

power buildings) to 30% (many assets, e.g. 

computer hardware and software) 

United 

Kingdom x x x 

Source: Own study based on data from the Taxes in Europe Database v.3, 2021 

 

Production method used often in Hungary, Lithuania and Romania, assumes that the 

consumption of a fixed asset is the same for each work unit (e.g. piece, kilogram, hour), so 

the depreciation amount depends on the amount of work performed in a given period of 

time. The diversified approach to depreciation in the EU, especially in terms of its period and 

rates, means that tax issues have an impact on the decision-making by entrepreneurs about 

the location of the investment. Therefore, the most attractive countries are those that 

provide the fastest amortization of investment costs. This results in a diversified tax burden 

in the EU, as well as influences the tax and investment attractiveness of individual countries. 

Therefore, the issues of tax depreciation are not neutral for the internal market. The CCCTB 

directive proposal provided for the unification of the terms of depreciation but was rejected 
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by the EU. However, the Harmonisation Directive of 2022 provides for deductions from the 

taxable income of the top-up tax for entities with tangible assets. The conditions of this relief 

will be presented in Chapter III.  

Other tax deductions and allowances. Some costs of financing enterprises may also be 

tax deductible or profit from tax allowance. A company is usually financed (capitalised) 

through a mixture of debt and equity. Excessive debt financing is often associated with the 

concept of thin capitalisation. It means the situation in which a company is financed through 

a relatively high level of debt compared to equity. Thinly capitalized companies are referred 

to as highly leveraged or highly geared.  

The way a company is capitalised affects the amount of profit it will reveal for tax 

purposes. The tax law of many EU countries allow the deduction of interest paid or payable. 

Thus, the higher the amount of interest, i.e. the higher the level of debt in a company, the 

lower its taxable income will be. Therefore, debt financing is considered to be more tax 

efficient than equity. Multinationals often use the opportunity to structure their financing to 

maximize tax benefits. They are able to establish a tax-effective mixture of debt and equity 

for example through borrowing from an entity in a jurisdiction that either does not tax 

interest income or taxes it at a low rate (OECD, 2012). The two main approaches used by 

countries to determine the maximum amount of debt above which interest is not deducted 

are: the arm’s length approach and the ratio approach. Under the arm’s length approach, 

the maximum amount of eligible debt corresponds to the amount of financing an enterprise 

would be able to obtain under market conditions from an independent lender. This 

approach takes into account the specific characteristics of the entity in determining its 

"creditworthiness". On the one hand, the advantage of the arm’s length approach, 

admittedly enables taking into account the actual creditworthiness of the company and 

eliminates the asymmetric treatment between companies that are Members of 

multinationals and those that are not. On the other hand, it is difficult to apply because it 

requires high commitment of resources (time, financial resources) and expertise on the part 

of tax authorities. In order to determine the correctness of the calculated debt, the tax 

inspector must understand the criteria used by the external lenders to determine a 

maximum amount of debt and should be able to determine the specificity of the entity that 

is indebted. Such an approach therefore requires a certain judgment, in all factual situations. 

In the "ratio" approach, the maximum amount of debt against which interest can be 
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deducted for tax purposes is determined using a predefined ratio such as debt to equity 

(D/E). 

Table 4 shows the financing of enterprises in the EU. EU Countries are ordered from more 

to less stringent debt financing arrangements (ATAD focus, the Directive will be presented in 

Chapter III). However, taking into account the tax burden, it should be noted that limiting 

the possibility of deducting interest on debt from the tax base contributes to an increase in 

the tax burden for the entrepreneur. Thus, the countries in the table are also arranged in 

accordance with the decreasing tax burden resulting from the greater possibility to deduct 

interest from the tax base. Countries are grouped into those that have and have not fixed 

thin capitalization thresholds. Limiting excessive debt financing means that interest on the 

debt amount above the limit known as the capitalization threshold is not tax deductible and 

should be added to the CIT base. At the beginning of 2020 fifteen out of twenty-eight EU 

countries had such a solution mainly based on D/E ratio. The restrictions on excessive debt 

financing were differentiated between EU countries but concerned mainly borrowing 

between the related parties. However, in 2019-2020, most EU Members implemented the 

Council Directive (EU) 2016/1164 of 12 July 2016 laying down rules against tax avoidance 

practices that directly affect the functioning of the internal market. 

This directive is based on the OECD BEPS project and aims to prevent companies in 

general from avoiding taxation through their excessive indebtedness. The directive 

introduced the principle of limitation the possibility of deducting interest on borrowing 

costs. Pursuant to the directive, all costs related to obtaining debt financing began to be 

limited, regardless of the existing links between the companies. According to the directive, 

the deductibility factor is determined in such a way that the amount of the company's debt 

relates to its income before interest, tax, depreciation and amortization (EBITDA). This 

solution is called the earnings-stripping approach and is based on the D/E ratio. It focuses on 

the amount of interest paid or payable in relation to the amount of income from which that 

interest is paid (OECD, 2012). An indicator from directive is the ratio of interest amount to a 

cash flow measure (interest to EBITDA ratio) but an interest can also be related to operating 

profit. The countries in Table 4 have been ordered in such a way that there are first those 

countries that in 2020 already had established thin capitalization rules, as well as other 

advanced rules limiting debt financing (e.g. Denmark) or having equity financing facilities 

(Belgium).  
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Table 4. Financing enterprises in EU countries, 2020 

Member 

State 

Thin 

Capitaliza

tion  Main principles on limits to interest deductions 

Notional 

Interest 

Deduction 

rate (NID) 

Belgium yes 

D/E ratio 5:1; Maximum interest deduction up to 30% of EBITDA or 

EUR 3 million 

0.092%, 

0.408 % for 

SMEs * 

Denmark yes 

Fully deductible net financing expenses passing:  

• Thin capitalization test: D/E ratio 4:1; This rule only applies if the 

controlled debt exceeds DKK 10 million.  

• Assets test: net excess financing expenses exceeding the interest 

value of assets in the corporation, are not tax deductible. Limit for 

deduction of net financing expenses above DKK 21.3 million is 

maximum of 80% of EBITDA. 

• The EBITDA rule: deduction up to 30% of EBITDA. no 

Lithuania yes 

1. Exceeding borrowing costs deductible up to 30% of EBITDA or 

EUR 3 million whichever is higher;  

2. Arm’s length principle for interest expenses paid to related 

parties;  

3. No tax deduction for interest expenses related to the earnings 

of non-taxable income; 

4. Interest paid to foreign companies registered in blacklisted 

countries only under condition of their substantial economic 

activities. no 

Czechia yes 

Interest on loans financing participation acquisition is not tax-

deductible. 

Interest on profit participation loans is not tax-deductible. 

Interest limitation rule from ATAD no 

France, 

Germany yes Maximum deduction between EUR3mln and 30% of EBITDA no 

Bulgaria yes Limits apply if net borrowing costs exceed EUR3 million no 

Slovakia yes Maximum interest deduction up to 25% of EBITDA no 

United 

Kingdom yes 

Maximum interest deduction up to 30% of EBITDA, possible an 

alternative group ratio calculation. no 

Hungary yes 

Maximum deduction up to the higher of 30% of the tax EBITDA 

or HUF 939,810,000 no 

Latvia yes 

For interest payments of up to EUR 3 million: a debt-to-equity 

ratio of 4:1; for interest payments exceeding EUR 3 million- 

deduction of 30% of EBITDA. no 

Poland yes 

Maximum interest deduction up to 30% of EBITDA 

National 

Bank of 

Poland i.e. 

1,5% + 1% 

    Slovenia yes Debt-to-equity (D/E) ratio 4:1 no 
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     Greece yes 

No deduction of interest exceeding the interest that would 

have arisen if the interest rate was equal to the interest rate of 

loans accounts provided to non-financial enterprises by the Bank 

of Greece at that time. Maximum interest deduction up to 30% of 

EBITDA no 

   Croatia yes 

Debt-to-equity (D/E) ratio 4:1;                                 Rate fixed on 

arm's length principle not lower than that published by the finance 

minister no 

Estonia no 

Three criteria for assessing the excess of loan interest: 

1. The excess cost of the loan (the amount by which they exceed 

the company's return on interest and equivalent sources) exceeds 

EUR 3mln. 

2. Excessive borrowing costs exceed 30% of EBITDA. 

3. Profitability of the entity paying the interest. No need to pay CIT 

by an entity with negative profitability and excessive borrowing 

costs in excess of EUR 3 million and 30% EBITDA, if they do not 

exceed losses. In the case of a profitable entity, CIT is due on 

excessive borrowing costs above EUR 3 million and 30%EBITDA. no 

Portugal no 
Maximum interest deduction up to 30% of EBITDA or EUR 2 million 

7% 

Spain, 

Romania no 
Maximum interest deduction up to 30% of EBITDA or EUR 1 million 

no 

Italy no Interest deduction up to 30% of EBITDA 1,30% 

Luxembourg no 
Maximum interest deduction up to 30% of EBITDA or EUR 3 million 

no 

Sweden no 

Maximum interest deduction up to 30% of EBITDA or SEK 5 million 

(depending on what is higher). The SEK 5 million threshold may be 

used only once between associated companies. 
no 

Netherlands no 

1. Interest paid on non-functional loans paid to a related company 

is not deductible. 

2. Interest is deductible up to 30% of the EBITDA. no 

Finland no Maximum interest deduction up to 25% of EBITD no 

Austria no 

1. No tax deduction of financing costs related to acquisitions of 

participations within a group. 

2. No tax deduction for interest paid to a related entity if that 

interest is taxed in the hands of the recipient at a rate of less than 

10%. 

3. No tax deduction for interest if it is not taxed abroad in the 

hands of the recipient due to a hybrid mismatch. no 

Ireland no Deductible only interest wholly connected with trade. no 

Cyprus no 

No interest deduction up to 7 years for the purchase of private 

vehicles and assets not used in business no 

Malta no no no 

Source: Own study based on data from the Taxes in Europe Database v.3, 2021 and Tax Summaries of 

PricewaterhouseCoopers 2021 

* The NID in Belgium was abolished for taxable periods ending as of 31 December 2023 
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Thirteen EU countries in 2020 did not have a set rule of thin capitalization at that time, 

but most of them already had implemented Directive 2016/1164 laying down rules against 

tax avoidance practices that directly affect the functioning of the 

internal market. Three of these countries, Portugal, Poland and Italy, had additional 

allowance for corporate equity called Notional Interest Deduction (NID). This solution was 

also used in Belgium till the end of 2023. Belgium had already implemented the thin 

capitalization rule. NID is a tax incentive intended to induce taxpayers to finance themselves 

with equity instead of debt. The solution is based on the application of the notional interest 

deduction rate which allows for the reduction of the taxable profit. Table 5 shows the 

mechanism of Notional Interest Deduction on the example of Portugal. From the equity 

allocated to finance the company, 7% i.e. the amount of the NID granted, was deducted. 

Then, the remaining taxable income was multiplied by the effective average CIT rate 

calculated for 2021 for this country. Instead of a tax of EUR 1.712, the taxpayer would pay 

EUR 214, which is 18.72% less. 

 

Table 5. Application of allowance for corporate equity on the example of Portugal 
Country Portugal 

Share capitalised for group 

financing EUR 100 000 

Intra-group interest rate 8% 

Notional Interest Deduction 

(NID) Before NID With NID 

Profit before tax EUR 8 000 EUR 8 000 

Notional interest deduction (7%) X - EUR 7000 

Taxable EUR 8 000 EUR 1 000 

Corporate tax (EATR 21,4%) EUR 1 712 EUR 214 

Effective average tax rate 21,40% 2,68% 

Source: Own study based on Notional Interest Deduction: an innovative Belgian tax incentive 

 

It should be noted that the use of allowance for equity can be an extremely effective tool 

in the fight against excessive indebtedness of enterprises. While limiting the possibility of 

deducting interest on debt from the tax base may contribute to the reduction of investments 
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undertaken by the company, the promotion of equity financing may lead to an improvement 

in the profitability of companies and would certainly result in a change in the structure of 

financing enterprises in the EU. Unfortunately, for the time being the allowance for 

corporate equity is used by only three EU countries. It should be mentioned however that 

currently the work is underway in the EU on a directive to introduce an equity tax allowance 

equalising the terms of tax breaks for debt and equity financing (European Parliament, 2024; 

European Commission, 2022). 

Summing up, on the one hand, the more restrictive the methods of preventing excessive 

indebtedness of companies in a given country, the greater the tax burden. On the other 

hand, limiting indebtedness has a positive effect on the condition of enterprises. An effective 

method of financing would be the possibility for enterprises to use the allowance for 

corporate equity, but - firstly, it is not popular in the face of transfer pricing between 

companies in the group, and secondly – it would constitute a kind of discrimination against 

enterprises that are not part of transnational corporations. Therefore, such a solution was 

not provided for in the CIT harmonisation CCCTB proposal. The new directive proposal of 

December 2021 on CIT harmonisation does not address the issue of debt financing at all. 

Write-offs and carry-over of losses. A significant possibility of reducing the tax burden is 

the write-off of the loss incurred as tax deductible costs. In the case when the tax-deductible 

costs are higher in a given tax year than the revenues obtained, the taxpayer shows a tax 

loss in the tax declaration. The amount of the loss may be then deducted from the tax base 

in the next few years. Such a solution is provided for by almost all EU countries, although the 

method itself and the period of loss settlement varies between them. The deductibility of 

the incurred loss gives the taxpayer an opportunity to reduce the tax burden in a given tax 

period. The conditions for taking advantage of this tax relief, the amount of deduction from 

tax base and the period over which the loss may be spread is determined by the legislator. In 

the EU, the rule is to carry forward tax losses, apart from Estonia, which does not provide for 

the possibility of settling losses at all and the tax is charged only on distributed profits. Other 

countries give taxpayers the option of settling losses in the next tax years.  The settlement 

period varies between countries. According to the database of the European Commission 

presented in Table 6, in 2019 36%, i.e. the ten countries of the then EU, set the statutory 

period for settling losses for the next five consecutive tax years. Four countries provided a 

longer defined loss settlement period from six (Netherlands) to seventeen years 
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(Luxembourg). Eleven countries did not provide for a time limit for the settlement of losses 

(indefinite period for loss settlement). Out of thirteen countries that did not specify a loss 

settlement period, one (Denmark) set a maximum amount of the loss settlement limit at 

EUR 11.5 billion. 

Table 6. Loss settlement in EU countries in 2019 

Member State Loss carry-forward Loss carry-backward 

Bulgaria, Czechia, 

Greece, Croatia, Cyprus, 

Latvia, Poland, Portugal, 

Slovakia yes: 5 years no 

Hungary yes: 5 years yes: 2 years 

Netherlands yes; 6 years yes, 1 year 

Romania yes; 7 years no 

Finland yes; 10 years no 

Luxembourg yes; 17 years no 

Spain, Italy, 

Lithuania, Malta, 

Austria, Slovenia, 

Sweden yes; time limit: indefinite no 

France, Germany yes; time limit: indefinite 

Yes: 1 year; amount limit: EUR 1 

million 

Ireland, United 

Kingdom yes; time limit: indefinite Yes: 1 year 

Belgium yes, time limit: indefinite 

yes: 3 years only applies for 

agricultural and horticultural 

companies under specific 

conditions 

Denmark 

yes, indefinite in time but 

amount limit: 11 480 668 015 EUR no 

Estonia no no 

Source: Own study based on data from the Taxes in Europe Database v.3, 2021 

 

The limitation of the amount in income reduction because of the loss settlement in the 

following years is moreover used in the EU countries as an additional restriction to the time 

limitation. Loss from economic activity is accounted for differently than in the case of 

income earned by a natural person. Namely, the annual amounts of income and expenses 
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from activities are, in principle, aggregated under two sources: business activity and capital 

gains. Taking into account the fact that in CIT there is a distinction between two sources of 

revenue: from capital gains and from other sources, also the loss settlement will be subject 

to this rule. Thus, incurring a loss under one source means that in the future it may be 

deducted only from the income obtained under the same source of revenue. If the taxpayer 

has suffered a loss from the source of income from capital gains, he will not be able to 

compensate it in the following years with income obtained in the scope of income from 

other sources. It is logical — incurring a loss from one source does not reduce the income 

from the other source. Thus, the consequence of listing the source of income and the costs 

relating to them is the prohibition to compensate the income with the loss achieved through 

various sources of income. The indispensable condition for the loss settlement is that the 

taxpayer achieves sufficient income in the next tax year or years to enable the tax base to be 

reduced by the full or partial amount of the loss. On the one hand, the possibility of 

deducting the loss from income is a tax relief for the taxpayer, on the other hand it means 

limiting the state budget revenues from a given tax. For this reason, the settlement of losses 

is subject to many limitations. 

An additional limitation, apart from the time and amount of the deduction, is the 

exclusion of a number of activities for which there is a possibility of loss settlement. Some 

types of losses may not constitute tax deductible costs due to the circumstances of their 

creation and documentation. In principle only the loss resulting from events beyond the 

control of the taxpayer will be a tax expense. If it arises due to the fault, negligence or 

breach of regulations by the entrepreneur or its employees, e.g. as a result of violation of 

regulations or the lack of supervision over employees, it will not reduce the company's 

revenues. Also, losses whose incurrence has not been properly documented, will not 

constitute a tax expense. On the one hand, by limiting the possibility of deducting a loss 

from income tax or spreading its deduction over time, the state thus secures budgetary 

revenues from this tax. On the other hand, the possibility for an entrepreneur to take 

advantage of such a tax relief allows him to keep a larger part of the profit and gives him the 

opportunity to conduct business in an undisturbed manner, without excessive indebtedness. 

There are two techniques of loss settlement that can be distinguished and also presented 

in table 6: loss carry-forward and loss carry-backward. A tax loss carry-forward (or carryover) 

is a provision allowing a taxpayer to shift a tax loss to future years to offset a profit. The 



95 

 

carry-forward results from an accounting technique that applies the current year’s net 

operating loss (NOL) to future years’ net income to reduce the tax liability. A company that 

has experienced a loss in one tax year but will make profits in the following years may 

reduce these future profits by taking advantage of carrying this loss forward and 

compensating it against profits in subsequent years. This results in lower taxable income in 

next years, reducing future tax liability of the company. 

A carry-forward loss is recorded as an asset (a deferred tax asset) on the company’s 

balance sheet. It offers a benefit to the company in the form of future tax liability savings. 

Loss carry-forward may also be an element of tax optimization or tax avoidance. An example 

of the use of such tax optimization are multi-billion-euro losses, reported by companies such 

as Amazon or Apple carried forward from year to year and effectively reducing taxation. For 

example, in 2014, the effective tax rate for Apple in Europe was 0.005% but tax rate can also 

be reduced even to zero (Crace, 2023). 

It is worth noting that the effective use of carry-forward, which is not indexed by inflation 

after all, requires the taxpayer to take advantage of the offsetting as soon as possible. A loss 

carry-backward (or carryback) describes a situation where a company decides to settle the 

loss in its tax return for the previous year. This causes an immediate return of taxes 

previously paid in advance by reducing the tax liability for the previous year. It is worth 

mentioning that settling a loss backwards is usually more beneficial than carrying it forward 

because the time value of money shows that tax savings in the present are more valuable 

than in the future. 

Table 6 shows that in 2019 (before the COVID-19 pandemic) the loss carry-backward 

solution was used less frequently than carry-forward. It was used only by taxpayers in seven 

EU countries (Belgium, Germany, Ireland, France, Hungary, the Netherlands and the United 

Kingdom), assuming that the amount and time were limited for the settlement of such a 

loss. The possibility of a carry back loss settlement is currently provided for in most of the 

laws of the EU Member States. This solution became one of the elements of supporting 

enterprises in the economic crisis caused by the COVID-19 pandemic. This solution was also 

one of the elements of the CIT reform proposed by the European Commission in 2021. 

Tax deductions related to investments in research and development, human resources 

and economically lagging sectors and regions. In addition to the costs of obtaining 

revenues, depreciation and loss settlement, it is necessary to take into account various 
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additional types of tax credits, deductions, exclusions, allowances and incentives. All 

deductions have an impact on the final tax burden borne by the taxpayer, and such a 

burden, if excessive, leads to tax optimization and sometimes to tax evasion. Tax allowances 

constitute a kind of tax break or tax relief which is designed to reduce tax liability of a 

corporates and individuals, they may provide assistance to a particular group in need but 

also are a kind of incentives. Tax exemptions are possible only in the defined statutory 

situations.  In corporate income tax, tax incentives play an important role in attracting 

investment. Particular EU countries use different types of tax incentives, but three of them 

are the most common. Table 7 shows the main tax credits or incentives offered by EU 

countries in 2018. The incentives have been divided by the author into the following three 

groups: R&D, Human factor support (HR support) and Economic sectors and regions (ESR). 

R&D tax credits. Most countries decided to offer tax breaks to entrepreneurs investing in 

broadly understood R&D. R&D tax credits mean the possibility to take advantage of a 

deduction of costs of investment in, inter alia, know-how, patents, innovation centres. 

Table 7 presents types of tax reliefs most commonly used in EU countries. One of the 

most frequently used reliefs is the possibility of deducting from the company's income the 

qualified expenses incurred for employees named by the author Human Resources support 

(HR Support). Such outlays mean creating new jobs, employing handicapped and elderly 

people, but also organizing trainings for workers and cooperation with scientists. Sixteen out 

of twenty-eight countries offered allowances for Human Factor Support in 2018 and most of 

them were trainings. Similar level of support was offered for investments in Economic 

sectors and regions. Seventeen EU countries offered tax breaks in this area. The support 

concerned special solutions for particular sectors (e.g. agriculture, audiovisual) and for the 

weaker economies or regions (i.e. with high unemployment, located in less favoured areas 

like the City of Vukovar in Croatia). 
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Table 7. Exemplary tax reliefs and incentives in R&D, HR and Regional aid in the EU in 2018 
EU 

State R&D HR support ESR Other 

BE 

Green investments: 

Patent Income 

Deduction (up to 

80% of income from 

the exploitation of 

patents developed or 

improved in Belgium; 

Innovation Income 

Deduction (up to 

85% of qualifying 

innovation income 

Tax relief for 

employing scientific 

workers 

Regional aid 

Tax shelter for 

audiovisual work and 

performing art. 

BG 

x 

Tax deductions for 

hiring of long-term 

unemployed, disabled, 

or elderly persons, 

scholarships 

Granting back of 

up to 100% of the 

CIT due for 

investment in 

regions with high 

unemployment 

Partial granting of 

the CIT due for 

performance of 

agricultural activities 

CZ 

For research and 

development 

investments (up to 

100% deduction 

within 3 years). 

Supported areas: 

Industry, Technology 

centres, Business 

support services 

centres – shared-

services centres, 

software-

development centres 

and high-technology 

repair centres, call 

centres and data 

centres 

Trainings, donation 

to charities, tax 

incentives for 

employment of 

disabled persons, 

investment incentives 

yes x 

DK yes x yes x 

DE x x x x 

EE x x x x 
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IE 

Many different 

reliefs and grants for 

R&D, e.g. 25% credit 

on qualifying R&D 

expenditures; IP at 

favourable tax rates; 

R&D tax credit for 

construction or 

refurbishment of a 

qualifying R&D 

building 

x x 

Exemptions from 

CIT for start-ups 

within first three 

years, grants for 

selected industrial 

undertakings; 

Accelerated tax 

depreciation 

allowances for 

approved energy 

efficient equipment 

EL x x Yes, reginal aid x 

ES 

R&D and 

technological 

innovation tax 

credits 

Trainings yes x 

FR 

Research and 

development 

investments; R&D 

credit up to 30% of 

the R&D eligible 

expenses incurred 

during the year, up 

to EUR 100 million 

The tax credit is 

calculated as a 

percentage of the 

wages paid during the 

calendar year to 

employees receiving 

less than 2.5 times the 

French regulated 

minimum wage 

investments in 

targeted areas 

Artistic 

productions 

CR 

yes Trainings 

relief for targeted 

regions, e.g. for 

business activity in 

Vucovar 

x 

IT yes Trainings yes x 

CY yes x yes x 

LV yes x 
Yes, special 

economic zones 
x 

LT yes Trainings x x 

LU 

Exemption of up 

to 80% of income 

from IP rights 

special 

depreciation rates for 

investments favouring 

the protection of the 

environment, the 

realisation of energy 

savings, the creation 

of employment for 

handicapped workers 

yes 

tax credit 8% for 

investments up to 

150,000 EUR, and 2% 

for investments 

exceeding 150,000 

EUR 
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HU 

Development Tax 

Incentive 
x yes 

Support to 

cinematographic 

works, sponsorship 

of popular team 

sports, on 

Investments, 

renovations to 

comply with energy 

efficiency targets, on 

live music services, 

tax allowance for 

small and medium-

sized enterprises 

MT 

yes, investment 

tax credits 
Trainings x x 

NL 

Preferential 

taxation with 

reduced 7% tax rate 

to income derived 

from IP Box 

Trainings yes x 

AT 
R&D investments x x x 

PL 

5% CIT for IP Box 

Eligible costs of 

R&D expenditures 

include employees’ 

wages and social 

contributions 

Special Economic 

Zones with reliefs 
x 

PT 

R&D investments; 

Special Incentives for 

Technology 

Investments 

Support and reliefs 

for jobs creation; 

Pension funds 

exemption from CIT 

yes 

Relief for income 

derived from 

cultural, 

entertainment or 

sport activities, 

investments in 

agriculture, forestry, 

mining, acquisition 

of companies with a 

difficult financial 

situation 

RO yes Trainings yes X 
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SI 

yes 

Trainings, 

Employment, 

voluntary 

supplementary, 

donations 

yes 

Limited number 

of legal persons 

exempt from 

corporate tax for 

income derived from 

non-profit activities 

SK 
Relief for patents 

income 

Relief for NGOs 

income 
x x 

FI 

yes x x 

Refoundation of 

refundable 

connection charges 

collected by 

companies that 

maintain electricity, 

telephone, water, 

sewage or district 

heating systems 

SE x x x x 

UK 
yes x x 

Tax relief for 

charitable 

organisations 

Source: Own study based on data from the Taxes in Europe Database v.3, 2021. 

 

In 2018, only nine countries offered three types of tax breaks, giving the taxpayer the 

most opportunities to lower the tax base. These were: Romania, Belgium, Spain, Croatia, 

Italy, Luxembourg, Netherlands, Portugal and Slovenia. Three of the countries did not offer 

in 2018 any of the three tax benefits. These were Germany, Estonia and Sweden. In the case 

of Estonia, it is worth remembering that although there are no special CIT incentives in this 

country, the entire Estonian corporate tax system, which provides for an indefinite deferral 

for taxing corporate profits, may be viewed as a tax incentive that promotes reinvestment of 

profits and thus stimulates economic growth. 

In 2018, twenty-two EU countries offered the possibility of taking advantage of the CIT tax 

relief for investments in R&D. However, it should be emphasized that just as there are 

different solutions in the field of R&D, so are the tax breaks provided for by EU states. For 

example, in Belgium, the taxpayer could choose between the investment relief for patents or 

modern "green investment" solutions, i.e. investments in energy-saving systems, smoke 

extraction systems or air treatment in catering outlets, investments made to promote the 
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reuse of refillable packaging and products industrial reusable, technologically advanced 

products. Income from one of these selected sources might be exempt from taxation, 

similarly to income from dividends. Belgium is one of the EU countries providing for many 

types of costs of revenues excluded from taxation, e.g. tax shelters for audiovisual work and 

performing arts (European Commission 2021). 

A very often solution used in the EU countries is to apply reduced a special R&D relief in 

the form of a reduced effective CIT rates to an income derived from a patent box known as 

an intellectual property system, innovation system or IP module. The purpose of applying 

such relief is to encourage further research and development, and thus generate innovation 

in economic activity and stimulate further progress. Table 8 shows 2020 CIT tax rates for IP 

box solutions in selected EU countries. The reduced tax rates provided under patent box 

regimes in 2020 range from 0% in Malta, Hungary and Poland for investments in free zone 

areas to 12% in Italy. 

Table 8. Reduced 2020 CIT rates for IP regimes in chosen EU countries 

EU-2020 Regime Name   STR 

Tax rate that 

would otherwise 

apply 

Belgium Patent income deduction 3.76% 25.00% 

United 

Kingdom Patent box 10.00% 19.00% 

Spain 

Partial exemption for income from certain 

intangible assets (Federal regime) 10.00% 25.00% 

Slovakia  Patent-box 10.50% 21.00% 

Portugal 
Partial exemption for income from patents and 

other industrial property rights 10.50% 21.00% 

Netherlands Innovation box 7.00% 20.00%-25.00% 

Luxembourg IP regime 4.99% 24.94% 

Lithuania IP regime 5.00% 15.00% 

Italy Taxation of income from intangible assets 12.00% 24.00% 

Ireland Knowledge development box 6.25% 12.50% 

Hungary IP regime for royalties and capital gains 

0.00%- 

4.50% 9.00% 
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France 
Reduced rate for long term capital gains and 

profits from the licensing of IP rights 10.00% 32.02% 

Greece Tax patent incentives 10.00% 28.00% 

Malta Patent box deduction rules 0.00% 35.00% 

 Poland IP Box   

Source: Own study based on OECD, Intellectual Property Regimes 2021 

 

It should be noted that EU countries are making rapid progress in granting IP reliefs. This 

is to encourage enterprises to invest in development and modern technologies. For example, 

taking into account Greece did not offer an R&D tax relief in 2018 but between 2018 and 

2020 introduced a reduction in the CIT rate as an patent incentive (European Commission 

2021). The use of tax reliefs in the EU varies, but three main tax credits are present in a large 

number of countries, these are deductions used for investments in R&D, special groups of 

workers and special zones or regions requiring support in individual countries. Admittedly, 

the applied reliefs reduce the income of enterprises and the state budget revenues from CIT 

for some time. However, in the long term, taking into account the nature of the supported 

areas, they should translate into an increase in CIT revenues. 

3. Differences in nominal and effective tax rates  

Statutory or nominal tax rates (STR). Comparing corporate tax systems in particular 

countries mainly comes down to comparing the tax burden. As for the tax burden itself, it is 

most easily noticed by comparing CIT rates and among tax rates, nominal rates are the most 

visible element differentiating this tax between EU countries. 

Statutory or nominal tax rates in twenty-eight European Union countries varied in 2019 

considerably, from 10% for Bulgaria to 35% for Malta. In 2023, Hungary had the lowest 9% 

nominal CIT rate. STR relates to the tax base and is the primary source of information on 

taxation in a given country. It is a percentage ratio that, related to the tax base, enables 

calculation of the tax liability. The attractiveness of such a tax rate for comparative purposes 

is undoubtedly due to its availability. STR may be the first point of reference for international 

comparisons and assessment of tax burdens in different countries (Wawrzyniak, 2011). This 
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tax rate is fixed by national law. It is usually the highest of any other types of rates 

concerning a given type of tax. STR includes surtaxes but is exclusive of local taxes7. 

STR allows to initially determine the friendliness or severity of the taxation system but 

does not give the full picture of the real tax burden incurred by companies. It omits a whole 

range of issues affecting the actual tax burden, such as the methods of determining the tax 

base, accounting for costs and revenues over time or possibility of benefiting from tax 

incentives like tax deductions or exemptions. Statutory CIT rates are the headline tax rate for 

corporations and are used to compare the theoretical tax burden across jurisdictions over 

time. However, they are not a good measure of the tax burden actually borne by 

corporations because they do not take into account additional tax solutions provided by 

particular tax regimes, such as tax credits or exemptions (e.g., IP Box, local business taxation, 

surtaxes). STR does not reflect special tax regimes solutions in particular countries, solutions 

targeted to certain industries or income types. The statistics report a standard rate that does 

not target any particular industry or income type. STR is also not the only measure of the 

corporate tax burden of companies on their income in particular countries. 

It is worth presenting the example of Malta with a STR of 35% and Hungary with a STR of 

9%. Malta, despite having the highest STR among EU countries, has one of the lowest ETRs. 

This is because it offers a refund of up to six-sevenths of corporation tax to both residents 

and non-residents investors through its imputation system. In the case of Hungary having an 

STR of 9%, it is worth mentioning an additional tax paid by business entities that is not 

included in the Hungarian statutory CIT rate. This is a local business tax called HIPA in 

Hungarian for "Helyi Iparűzési Adó" paid once a year, without filing a tax return to the local 

municipality where the companies' seats are placed. This tax is calculated on the company's 

annual revenues up to 2% of their amount. It is not included in the CIT tax base. Thus, 

companies in Hungary are subject to a higher level of taxation than the statutory CIT tax rate 

reflects (PWC, 2023). 

 
7 A surtax, also known as a surcharge, is an additional tax levied on top of another tax. Governments 

impose surtax and charge taxpayers with additional burden in order to raise extra funds to cover specific 
programs or initiatives in healthcare or military service (e.g. 3,3% social surcharge in France in 2019 for large 
companies or the solidarity surcharge of 5,5% in Germany). Such surcharge may be calculated as a percentage 
of a certain given amount or as a flat charge. 
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Some jurisdictions offer companies multiple tax rates depending on the characteristics of 

the corporation, their income, size (measured by revenues or the number of employees), 

branch or geographic region in which they operate (special economic zones). In some 

countries, companies can benefit from a preferential tax regime offering differential rates 

for retained and distributed earnings (OECD, 2023). The reason why STR do not reflect the 

actual tax burden of companies in the tax regime based on distributed earnings results from 

the fact of taxing profits not when they are earned but only when they are distributed. This 

is the case in Estonia and Latvia, which tax distributed earnings at a rate of 20% and do not, 

as a rule, impose tax on retained earnings. Therefore, although the reported in international 

statistics STR for these countries is 20%, it is usually much lower taking into account the 

proportion of income to which it applies (only distributed). Failure to pay dividends by an 

enterprise means practically no obligation to pay CIT. This solution draws attention to 

another important detail regarding the tax burden of enterprises - the possibility of 

postponing tax payments by entrepreneurs. 

Given the increasing internationalisation of business and capital mobility, EU countries 

aiming to improve their investment climate for foreign companies, were gradually lowering 

the nominal CIT rates. The mean corporate income tax rate in the EU has fallen from 38% in 

1990 to 33% in 2000 (Gorter & de Mooij, 2001). However, it should be noted that the tax 

burden for enterprises remained at a more or less similar level. This is because the tax 

burden experienced by businesses is largely influenced by effective rather than nominal tax 

rates. For those reasons, STR is not a sufficient indicator for the international comparisons. 

The use of statutory tax rates can be confusing because their influence on capital allocation 

is not as significant as the influence of effective tax rates. Thus, not only the statutory rates, 

but also parameters affecting the tax base determine the after-tax rate of return on real 

investment. International differences between tax bases cause that even in case of the same 

statutory tax rates, the tax burden is different in particular countries. Whereas effective tax 

rates usually show the ratio of tax payment to total taxable income. 

Effective tax rates. The effective CIT rate (Effective Tax Rate, ETR) is a much more reliable 

measure of the tax burden. It takes into account statutory tax rate but also many other 

aspects allowing to calculate the amount of tax paid. Effective tax rates may be calculated as 

backward or forward-looking tax rates which in turn may be computed as average (EATR) or 

marginal tax rates (EMTR). In the case of forward-looking approach tax burden is 
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determined for a hypothetical investment project and on the basis of existing tax rules so 

they can be used to measure the impact of taxes on new investment projects. Backward-

looking methods allude to existing capital and are based on real historic data. In 

macroeconomic terms, effective backward tax rates are calculated on the basis of aggregate 

national or international data like that concerning national accounts from Eurostat or OECD 

figures. The diversification of the CIT tax base in the EU countries, especially in terms of 

deductions, and the resulting difficulty in capturing complex details significantly impede the 

calculation of effective tax rates, and also contribute to their differentiation and their 

difficult comparability. Ederveen & De Mooij, 2003 draw attention to the fact that in 

research on the tax burden experienced by enterprises, various specifications and data. In 

particular, a multitude of tax rates are used in econometric analyses. In addition to the 

statutory rates, these include average or different types of effective tax rates. Their 

calculation method may vary. This raises the question of the comparability of the results of 

particular studies. The matter is additionally complicated by the fact that effective CIT rates 

are the result rates, calculated on the basis of nominal rates and tax deductions permitted 

by law. The calculation methods themselves, however, vary. In order to avoid a problem of 

comparability, in this work the author uses the effective rates published by Eurostat and 

OECD. This has its drawbacks, such as from delays in publication of effective rate. 

Table 9 presents a list of statutory and effective average CIT rates in line with the 

increasing value of the latter. 

Table 9. Corporate income tax rates and CIT share in GDP in the EU in 2019 (in percent) 
     EU 

Member state STR EATR GDP 

EU Member 

state STR EATR GDP 

Bulgaria 10,0 9,0 2,0 Finland 20,0 19,6 2,5 

Hungary 10,8 11,1 1,2 Denmark 22,0 19,8 3,0 

Lithuania 15,0 12,7 1,6 United Kingdom 19,0 20,2 2,6 

Cyprus 12,5 13,4 5,9 Portugal 31,5 21,4 3,1 

Estonia 20,0 13,9 1,8 Luxembourg 24,9 21,8 5,9 

Ireland 12,5 14,1 3,1 Netherlands 25,0 22,5 3,7 

Romania 16,0 14,7 2,1 Austria 25,0 23,1 2,8 

Croatia 18,0 14,8 2,4 Italy 27,8 24,6 1,9 

Poland 19,0 16,6 2,2 Belgium 29,6 25,0 3,7 

Czechia 19,0 16,7 3,3 Malta 35,0 25,3 5,7 

Latvia 20,0 16,7 0,2 Greece 28,0 26,6 2,2 
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Slovenia 19,0 17,3 2,0 Germany 29,9 28,9 2,7 

Slovakia 21,0 18,7 3,0 Spain 25,0 30,1 2,1 

Sweden 21,4 19,4 3,0 France 34,4 33,4 2,8 

Notes: EATR according to Devereux and Griffith methodology. Source: Own study based on European 

Commission, Taxation Trends Report (2021) 

 

While the nominal rates only provide a quick insight into the potential CIT tax burden in a 

given country, the effective rates show the burden actually incurred, taking into account all 

kinds of reliefs, deductions and less tax surcharges. 

As shows table 9, there may be large discrepancies between the STR and the EATR. In the 

case of Malta and Portugal the difference between STR and EATR is around 10 percentage 

points to the disadvantage of the latter. Most often, nominal rates are higher than the 

effective averages. This is due to the possibility for the taxpayer to take advantage of tax 

reliefs and deductions from the tax base.  

In the case of a large difference between the nominal rate and the average effective rate 

to the disadvantage of the latter, it can be assumed that either the tax administration in a 

given country is ineffective and it causes the widening of the tax gap (backward-looking tax 

rates) or that the given country offers very high or numerous tax breaks (low forward-

looking tax rates as an incentive for potential investors). Therefore, the method of 

calculating effective CIT rates as well as the source and type of data on which the 

calculations are based are important for comparative purposes. 

However, in the case of some countries (Hungary, Cyprus, Ireland, United Kingdom, 

Spain), the EATR is higher than the STR, which may be associated with an additional surtax or 

from accruals. 

According to Table 9, the average STR for the EU in 2019 was 21,8%, and for the EATR 

19,7%. The countries in Table 9 are arranged in line with the increasing EATR. The difference 

between the country with the lowest (Bulgaria, 10%) and the highest EATR (France, 33,4%) in 

2019 was over 23%. This shows the scale of the actual differentiation of the tax burden in 

the EU countries. The disparity of effective tax rates between EU countries reflects, in a 

sense, the differences in the tax base. The wider it is and the fewer exemptions it provides, 

the higher the effective CIT rate should be. Maintaining the differentiation of tax bases and 

rates is the result of tax competition between EU countries, it also gives MNE the 

opportunity to apply tax optimization.  
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Effective tax rates (ETR) differ from statutory tax rates in that they attempt to measure 

taxes paid as a proportion of economic income, while statutory rates indicate the amount of 

tax liability (before any credits) relative to taxable income, which is defined by tax law and 

reflects tax benefits and subsidies built into the law.  It is important that the amount of CIT 

ETR translates directly into the amount of revenues from this tax to the state budget. On the 

other hand, for comparative purposes in international statistics, the share of revenues from 

this tax is very well illustrated by the percentage share in GDP. 

4. Different CIT share in GDP and tax revenues in the EU countries  

In addition to comparing the width of the tax base and tax rates, the macro-scale tax 

burden comparisons usually take into account the share of a given tax in gross domestic 

product (GDP). The relation of tax revenues to GDP in a given country shows the level of 

fiscalism, i.e. the tax burden in that country. In the EU, the highest degree of fiscalism in 

2020 was in France, Denmark and Belgium, and the lowest in Ireland, Romania and Bulgaria. 

The percentage of tax in GDP is an important indicator used in analysis and comparative 

statistics. On an international scale, it shows the differences in the amount of the tax burden 

in different countries, and at the country level, it proves the importance of a given tax in 

supplying the state budget. CIT share in tax revenues shows its importance in terms of the 

level of generating state budget revenues. Being one of the basic measures of the work 

outcomes of a given country's society, GDP describes the aggregate value of final goods and 

services produced by national and foreign production factors in a given country in a specific 

unit of time, most often per year. It is also a measure of the size of an economy. The 

dynamics of real GDP, its rise or fall, is a measure of economic growth. Therefore, the share 

of a given tax in GDP indicates how important a given tax is for the economic growth. 

Taking into account Table 10 and the percentage share of CIT revenues in the GDP of each 

country, the following ranges grouping the countries can be established: 

CIT <2% share in GDP, CIT= 2-3% of GDP, CIT= 3-5% of GDP and the last range from CIT >5%. 

Table 10. CIT rates and revenues share in GDP of EU countries (in percents), 2019 
EU Member State STR  EATR GDP 

Latvia 20,0 16,7 0,2 

Hungary 10,8 11,1 1,2 

Lithuania 15,0 12,7 1,6 
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Estonia 20,0 13,9 1,8 

Italy 27,8 24,6 1,9 

Slovenia 19,0 17,3 2,0 

Bulgaria 10,0 9,0 2,0 

Spain 25,0 30,1 2,1 

Romania 16,0 14,7 2,1 

Poland 19,0 16,6 2,2 

Greece 28,0 26,6 2,2 

Croatia 18,0 14,8 2,4 

Finland 20,0 19,6 2,5 

United Kingdom 19,0 20,2 2,6 

Germany 29,9 28,9 2,7 

Austria 25,0 23,1 2,8 

France 34,4 33,4 2,8 

Sweden 21,4 19,4 3,0 

Denmark 22,0 19,8 3,0 

Slovakia 21,0 18,7 3,0 

Ireland 12,5 14,1 3,1 

Portugal 31,5 21,4 3,1 

Czechia 19,0 16,7 3,3 

Netherlands 25,0 22,5 3,7 

Belgium 29,6 25,0 3,7 

Malta 35,0 25,3 5,7 

Cyprus 12,5 13,4 5,9 

Luxembourg 24,9 21,8 5,9 

Source: Own study based on European Commission, Taxation Trends Report (2021). 

 

The group of countries with the highest share of CIT in GDP, i.e. over 5%, includes Cyprus, 

Malta and Luxembourg. These countries use favourable tax incentives towards foreign 

investors. Cyprus uses very favourable solutions for non-residents, e.g. offers low STR, does 

not levy a WHT on dividends, interests, and royalties paid to non-residents. There is an 

exception concerning 10%of WHT for royalties earned on rights used within Cyprus, but this 

tax can also be reduced to zero. In addition, this country requires a minimum of formalities 

for establishing and running a company. Diversified legal and tax solutions have an impact 

on a different method of determining: the tax base, the amount and type of tax reliefs and 
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deductions, depreciation write-offs, loss settlement, or the use of accounting for tax 

purposes. These solutions also translate into the differentiation of CIT in the EU, which in 

turn affects the different competitive position of particular Member States for domestic and 

foreign investors and the functioning of the internal market itself. It should be noted that the 

great variety of solutions also complicates the process of free movement of capital and 

income between countries. 

CIT harmonisation of the rules for determining the tax base could significantly contribute 

to the elimination of double taxation and tax avoidance in EU countries. The process of 

harmonisation should, however, start with a comparison of the different solutions of CIT in 

particular countries. Harmonisation of the minimum effective CIT rate does not unify the 

rules for determining the tax base in individual EU countries, it is only based on unified 

accounting standards in order to uniformly calculate the top-up tax. This is due to the goal of 

harmonisation being narrower than previously assumed, i.e. eliminating competition and 

limiting the tax gap in CIT. Unifying the rate while maintaining other different CIT solutions is 

a risky solution. In terms of budget revenues, the risk may be related to the fact that 

individual EU countries have a saturation point of the Laffer curve in a different place and 

the imposed tax rate may, in the case of some of them, result in a decrease, not an increase, 

in budget revenues from CIT. 
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Chapter III Harmonisation status quo in corporate taxation in the EU 

1. The level of corporate income tax harmonisation in the EU till December 2022 

The EU has no direct treaty mandate to make changes to taxation in particular EU 

countries. The principle of subsidiarity states that direct taxes shall be left to the discretion 

of national authorities. Thus direct taxation does not fall within the exclusive competence of 

the Union. The Union will only take action if certain EU objectives cannot be sufficiently 

achieved at the level of the Member States and therefore because of their scope or their 

effects, they will be better achieved at the common level. Article 288 of the consolidated 

version of the Treaty on the Functioning of the European Union (TFEU, 2012) provides that 

the EU institutions may exercise the competences of the Union by adopting regulations, 

directives, decisions, recommendations and opinions. The relevant legal acts applicable to 

the adoption of changes in taxation at the EU level are directives. 

The legislative procedure in the field of taxation at the EU level is therefore the subject to 

restrictions so that legal amendments interfere as little as possible with the sovereignty of 

the Member States. Any changes in taxation at the EU level require the adoption of a 

directive by the EU authorities, which so far requires unanimity of all EU Member States. 

The requirement of unanimous consent of the Member States for the introduction of 

changes in tax matters by EU authorities is enshrined in Art. 115 of the TFEU. It provides that 

only unanimously acting Council using a special legislative procedure and after consultations 

with the European Parliament and the Economic and Social Committee, can issue directives 

approximating laws, regulations and administrative provisions of the Member States which 

directly affect the establishment or functioning of the internal market. Also point 2 of the 

Art. 223 of TFEU states that any provisions or conditions relating to taxation of current or 

former EU Members require unanimity in the Council. On the other hand, dividends 

distributed from Italy On the other hand, dividends distributed from Italy Even the adoption 

of a directive leaves Member States a certain degree of freedom as to its implementation. 

Directives are binding, as to the result to be achieved on each Member State to which they 

are addressed but leave to the national authorities the choice of form and means to achieve 

this result. 
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The harmonisation of tax law is top-down, therefore it requires the initiative and activity 

of EU authorities. Among the numerous harmonisation initiatives undertaken, mainly by the 

European Commission in many cases using guidance of the Organisation for Economic Co-

operation and Development (hereinafter: OECD), there can be mentioned both: documents 

that do not have legal force, as well as few legal acts concerning mainly solving the problems 

with cross-border transactions like double taxation and tax avoidance. 

The EU has used on several occasions the special procedure for enacting changes to the 

taxation of its Members. However, due to problems with reaching consensus, there are not 

so many legal acts within this scope. The top-down harmonisation process started in the 

1990s is visible in the directives which are still in force, albeit after necessary changes. The 

first directives concerned primarily the most pressing issues concerning taxation of income 

earned by cross-border companies, i.e. operating in many countries. However, these 

directives resolved problems of income taxation in a piecemeal way. 

First European legal acts on direct taxation reflect the consensus reached by the Member 

States and concern problems with double taxation or no taxation of cross-border 

transactions as well as the problems with administrative tax cooperation. These directives 

have been amended several times but are still valid. The following directives partially 

regulate the taxation of income transfers of the related companies in an international group: 

- 2011/96/EU on the common system of taxation applicable in the case of parent 

companies and subsidiaries of different Member States, 

- 2009/133 /EC on the common system of taxation applicable to mergers, divisions, partial 

divisions, transfers of assets and exchanges of shares concerning companies of different 

Member States and to the transfer of the registered office of an SE or SCE between Member 

States, 

- 2003/49 /EC on a common system of taxation applicable to interest and royalty 

payments made between associated companies of different Member States, 

There is also Convention 90/436 /EEC on the elimination of double taxation in connection 

with the adjustment of profits of associated enterprises. 

The Directive 2011/96/EU is a recast of the earlier directive 90/435/EEC from 1990 

(Council of the European Union, 2011). The purpose of the directive is to exempt dividends 

and other profits paid by subsidiaries to parent companies from withholding tax, thus 

eliminating double taxation of the same profit in the subsidiary and the parent company. 
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This solution led to the elimination of distortion of competition in the single market and 

discrimination between related domestic companies operating only on local markets and the 

companies operating internationally. 

In the case of Directive 2009/133/EC based on the earlier Council Directive 90/434/EEC, 

the rules of corporate taxation were unified, mainly in the event of companies merger, 

division, transfer of assets, exchange of shares, as well as the transfer of the registered office 

of a European company from one EU country to another (Council of the European Union, 

2009). Thanks to the directive, the enumerated operations between companies are, in 

principle, tax neutral. The directive introduced e.g. a system of deferring taxation of capital 

gains from shares of the acquired company transferred to a recipient company located in 

another country until their disposal.  

Council Directive 2003/49/EC introduced common rules for the taxation of interest and 

royalties paid by companies located in two different EU countries. Interest and royalties are 

exempt from taxation in the country in which they arise if the recipient-owner is a related 

company or a permanent establishment (hereinafter: PE) of a company in another EU 

Member State (Council of the European Union, 2003). 

By signing the Convention 90/463/EEC (European Union, 1990), EU countries agreed on 

the rules governing the situation when two EU countries could claim the right to tax the 

company's profits. This may be the case, where a company in one EU country participates 

directly or indirectly in the management, control or capital of a company in another EU 

country, or carries out its activities in another EU country through a PE located there. 

The Convention also introduced the rules for arbitration in the event of non-compliance 

by one of the states with the rules for eliminating double taxation. 

Taking into account the applicable European legal acts in the field of corporate income 

taxation, it can be concluded that the Member States agreed only to those acts that were 

necessary to reduce their CIT gap and capital flight reducing their budget revenues while 

boycotted several directives proposals aimed at elimination of distortions of competition in 

the common market. Such a proposal was the draft of the directive on the Common 

Consolidated Corporate Tax Base (hereinafter: CCCTB), which the Commission and the 

Council abandoned in 2021. That proposal was aimed at establishing common rules for 

taxing operating income of MNEs active in the EU. The taxation of those enterprises is the 

most problematic for tax administrations. International companies have, on the one hand, 
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the greatest potential for high profits and, on the other hand, the greatest possibilities for 

tax avoidance. For this reason, directives on tax avoidance by multinational corporations as 

well as on international cooperation of tax administrations have been developed in order to 

facilitate the detection and prevention of such cases. 

An important role in setting standards for EU legal acts in the field of international 

taxation is played by the publications created by OECD. One of such documents is the 

OECD/G20 Inclusive Framework on Base erosion and profit shifting (hereinafter: BEPS) which 

refers to tax planning strategies used by multinational companies that exploit legal 

loopholes and discrepancies in tax law in different countries to avoid paying taxes (OECD, 

2013). BEPS proposes 15 actions aimed at counteracting various practices of tax avoidance 

by companies. 

In response to the OECD's BEPS action plan, the EU has adopted in 2016 The Anti Tax 

Avoidance Package containing measures to prevent aggressive tax planning and to increase 

tax transparency. The Package contributed not only to the adoption of non-legally binding 

documents like recommendations, communications, staff working documents and studies 

but also to the adoption of the Council Directive 2016/1164/EU of 12 July 2016 laying down 

rules against tax avoidance practices that directly affect the functioning of the internal 

market (Anti Tax Avoidance Directive I or ATAD I). This directive was modified one year later 

by the Council Directive 2017/952/EU of 29 May 2017 amending Directive (EU) 2016/1164 as 

regards hybrid mismatches with third countries (Anti Tax Avoidance Directive II or ATAD II). 

Council Directive 2016/1164 established rules against the erosion of tax bases in the Single 

market and the shifting of profits outside the EU (Council of the European Union, 2016). One 

of the measures introduced by the directive to prevent tax avoidance is inter alia the 

principle of limiting the company's ability to deduct the amount of its external financing 

from its revenues up to 30% of the company's financial result before interest, taxation, 

depreciation and amortization (EBITDA). 

This Directive also introduced a tax on unrealised capital gains, known as the exit tax. The 

tax is levied when the taxpayer (company or individual) transfers assets, tax residence or PE 

to another country. 

The third important solution proposed in this directive are the Controlled Foreign 

Company rules (hereinafter: CFC). These rules stipulate that the parent company must pay 

tax for its controlled foreign companies in the countries that do not tax, tax very low or 



114 

 

exempt from taxation the income of that controlled companies, and which do not cooperate 

or are unwilling to cooperate with the EU in tax matters (hereinafter: tax havens). 

The provisions of the directive in this regard are additionally supplemented by the EU list 

of non-cooperative jurisdictions for tax purposes adopted by the Council of the European 

Union and established in 2016 in the Code of Conduct group (Council of the EU, 2016). The 

list is constantly updated. Monitoring of countries in terms of meeting international 

standards of tax cooperation is carried out by the EU Council and checked twice a year and 

particular countries are listed or de-listed as they undertake or fail to undertake tax reforms 

(Council of the European Union, 2023). 

The Directive 2016/1164 defines the conditions that a company located in a preferential 

tax jurisdiction must meet in order to be considered a controlled entity. Firstly, the parent 

company must hold, directly or indirectly, independently or together with another related 

entity, more than 50% of shares, control or voting rights in a foreign entity. Secondly, at least 

33% of the revenue of such a foreign entity must come from capital gains (dividends, 

interest, receivables...) or from copyright or related rights, i.e. its activity is not related to the 

material and personal substratum. Thirdly, the tax actually paid by it is lower than the tax 

which the company would have paid if it had been established in the country of the parent 

company (EU Council, 2016). 

It should be noted that the joint fulfilment of these three conditions allows for the 

separation of companies actually conducting real business activity in countries with 

preferential taxation from enterprises established there only for the purpose of obtaining a 

tax advantage, i.e. usually avoiding taxation of profits. 

The directive ATAD II concerning hybrid mismatches and amending the directive ATAD I, is 

also a manifestation of partial CIT harmonisation in the EU. 

The main purpose of this directive is to eliminate cases of corporate income tax 

avoidance as a result of different qualification and treatment of an entity or an instrument 

used by the entity by the tax regulations in different countries. These are cases which refer 

to deduction in one country without inclusion in another, double deduction in both 

countries or non-taxation without inclusion. All these cases result in the erosion of the tax 

base. 

The so called "hybrids" are different characterization in two tax systems of a payment, 

entity or its business activities. An example is the classification by a company in one country 
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of a payment as a dividend, which is not taxed and by a company in another country as 

interest which is deductible. (Council of the European Union, 2017). In the event of such 

discrepancies, the directive provides for the possibility of limiting the taxpayer's right or 

obligation to qualifying the incurred expenses as tax deductible costs, imposing on the 

taxpayer the obligation to show receivables in the revenues.  

ATADs were to be implemented by all EU states till the end of 2019. They ensure a 

minimum level of protection for all Member States’ tax bases against their erosion. The 

ATADs provide also minimum harmonisation rules relating to interest expense deductions, 

controlled foreign companies (hereinafter: CFC) and hybrid mismatches. They also require 

the introduction of a corporate general anti-abuse rules (GAAR) and an exit tax. 

The significant role in harmonizing direct taxation solutions in the EU is also played by the 

Council Directive 2011/16/EU of 15 February 2011 on administrative cooperation in the field 

of taxation and repealing Directive 77/799/EEC (Directive DAC). This directive lays down the 

rules and procedures for Member States cooperation in the field of information exchange 

between tax administrations (Council of the European Union, 2011). 

It provides an obligation to automatically exchange information with regard to reportable 

cross-border tax arrangements and is the EU's response to harmful optimization practices 

involving foreign companies but also individuals.  

The directive regulates the scope and conditions of mandatory automatic exchange of 

information through a joint dedicated IT system - CCN network. It is mainly about reporting 

the sources, amount of income and data of taxpayers (both natural and legal persons) 

meeting certain income criteria and earning income in various EU countries. The reporting 

area includes e.g. tax identification number, date of birth, taxpayer’s address, details of 

accounts where funds are kept and details of tax residency. 

However, from December 2021, the obligation to share information on income and the 

amount of tax paid also rests with large international concerns. The EU Directive 2021/2101 

of the European Parliament and of the Council of 24 November 2021 amending Directive 

2013/34/EU as regards disclosure of income tax information by certain undertakings and 

branches (hereinafter: CbCR directive) then entered into force (European Parliament and 

Council of the European Union, 2021). The latest solution is also a very significant legal act 

contributing to partial harmonisation of CIT provisions. The assumption of this directive is 

the obligation to report income and the taxes paid by multinational enterprises and 
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standalones achieving in two consecutive tax years global annual revenues in the amount of 

EUR 750 million and above.   

Corporations should disclose: information about the type, location and the size of the 

business. This means providing information such as on the value of assets held, share capital, 

number of employees, the amount of realized revenues, profits or losses and the tax paid 

and due. Most of this information is information from companies' financial statements. 

For easier comparability and reliability of data presented in the financial statements of 

companies located in individual countries, the financial reporting framework and definitions 

are presented in the directive, e. g. the net turnover. 

The CbCR reporting mechanism is designed to increase the effectiveness of combating tax 

fraud leading to the transfer of profits to other jurisdictions, especially to tax havens. The 

obligation to submit information on companies in the international capital group is generally 

imposed on the parent company. In some cases also entities that are not parent entities may 

be required to submit a CbCR. The report should be provided electronically to country 

administration within 12 months from the end of the reporting financial year of the group. 

The report on income tax information should disclose data separately for each jurisdiction. 

All of the mentioned directives regulate the issue of the common approach against tax 

avoidance but they only partially regulate the most problematic matters, i.e. those related to 

the operations of transnational corporations and profits transferred across borders. 

These solutions are aimed at regulating the issue of avoiding taxation of profits in the 

country of their sending and reception and at the problem of double taxation and the 

disputes between countries which have the right to tax such profits. 

A review of the EU's partially harmonised corporate tax regulations by 2022 suggests that 

EU countries tried to resolve disputes in the first place, but have not yet decided to go a step 

further and establish common framework for income taxation that would effectively prevent 

tax avoidance. In December 2022, the Commission adopted the Directive on the common 

minimum effective CIT rate, which is a significant step towards the harmonisation of this tax, 

similar to VAT and excise duty. 

 

 



117 

 

2. The scope of harmonisation proposed in the Directive 2022/2523 of December 2022 

on minimum effective corporate tax rate 

Main assumptions. In December 2022 the Council of the European Union (hereinafter: 

the Council) has implemented a new Directive 2022/2523 on ensuring a global minimum 

level of taxation for multinational enterprise groups and large-scale domestic groups in the 

Union (Council of the EU, 2022). The Directive is based on the global CIT reform proposed by 

the OECD in the document Tax Challenges Arising from the Digitalisation of the Economy – 

Global Anti-Base Erosion Model Rules (Pillar Two) (hereinafter: OECD proposal) (OECD, 

2021).  

Accepted in 2021 by nearly 140 countries, the OECD/G20 Inclusive Framework on 

Domestic Tax Base Erosion and Profit Shifting initiative based on two pillars has contributed 

to global CIT reform, which is expected to raise global CIT revenues by introducing a 

minimum 15% CIT rate for all multinationals with consolidated revenues of at least EUR750 

million (Pillar II) and shifting the right to tax from the country of residence to the countries 

where companies do actual business and earn revenues (Pillar I). 

This reform is seen as a milestone in taxation (Gelepithis & Hearson, 2022). It is a 

response (especially Pillar I) to the ongoing digitization of economies and the increasing 

virtual presence of companies in each country. Pillar II, based on the proposal for a global 

minimum effective CIT rate, is a response to tax evasion facilitated in the era of 

globalisation. Pillar II is reflected in EU Council Directive 2022/2523 of 2022. 

The subject of the Directive is to establish common measures for minimum effective 

taxation of MNEs and domestic groups with annual global revenues of EUR 750 million and 

above (hereinafter referred to as: Group or Groups ≥ EUR750 million) resulting from the 

consolidated financial statements for at least two of the four financial years immediately 

preceding the audited financial year. The eligibility of companies depending on the amount 

of income in two consecutive tax years is consistent with the CbCR directive. 

The Directive of the Council of the European Union has been subject to a special 

legislative procedure applicable in the EU in the area of adopting a new tax law. In addition 

to consultations with the European Parliament, the Economic and Social Committee, the 

procedure assumes that in order to pass the tax directive, it is necessary to obtain unanimity 

of the EU Member States voting in the Council on the adopted issue.  
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Unanimity in the Council is indispensable in particularly sensitive matters, such as taxes or 

social security and social protection (EU Publications Office, 2023). 

The Directive was also submitted for consultations to the national parliaments of all EU 

Member States.  

The minimum global CIT rate is intended to prevent multinational companies from 

shifting their profits to jurisdictions where they are not subject to taxation or where they are 

taxed very low. The reform aims to put an end to competition in corporate tax rates and to 

level out corporate taxation around the world enabling jurisdictions better protection of 

their tax bases. The OECD proposal to introduce a minimum effective CIT rate of 15% was 

accepted by almost 140 countries. However, this solution is not a legal act. The EU Directive 

is a document largely based on the OECD proposal, but it is primarily adapted to the EU legal 

system already in force in the EU. 

The Directive is framed by two interrelated provisions: the Income Inclusion Rule 

(hereinafter: IIR) and the Undertaxed Payments Rule (hereinafter: UTPR), collectively 

referred to as the "GloBE Rules". On their basis, an additional "top-up tax" is to be levied 

whenever the effective CIT rate of companies’ from a Group ≥ EUR750 million present in a 

given EU jurisdiction is below 15%. The Directive defines such country as a „low tax 

jurisdiction”.  

Under the system, the ultimate parent entity (hereinafter: UPE) of a Group ≥ EUR750 

million located in an EU country will be required to apply the IIR up to its share of the top-up 

tax relating to each low-tax group entity (hereinafter: constituent entity) located within or 

outside the EU. The right to collect a specific part of the top-up tax is to result from the 

percentage share of the parent company in the capital of the subsidiary.  

As it may happen that the amount of the parent company's shares in the subsidiary is too 

low to collect the entire top-up tax due, UPE is excluded from the system or placed in a 

country that did not adopt the IIR, then the UTPR will additionally be applied. The 

application of the Directive provisions to companies that are resident and non-resident in a 

given EU Member State to international entities and national entities operating on a large 

scale is intended to avoid discrimination of particular companies.  

The subjective scope of the Directive. The main purpose of the new Directive is to 

establish a common framework for the minimum effective taxation of specific enterprises in 

EU countries. The Directive clearly specifies which companies are meant and which are 
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excluded from the proposed method of taxation. First of all, entities being part of the MNE’s 

and biggest domestic groups are taken into account. All capital groups and standalones 

meeting criterion of the revenue ≥ EUR750 million and having any entities located in an EU 

Member State and low taxed are to be subject to the top-up tax.  

According to the Directive, entities mean legal persons or arrangements preparing 

separate financial accounts. Therefore, the harmonisation will not apply to units without 

legal personality. Secondly, the obligations arising from the Directive are to apply to MNEs 

and domestic groups with an annual revenue ≥ EUR 750 million. This does not mean that the 

group will include only companies with high turnover. It is stated in the Directive that there 

may also be included in the group the entities which have been excluded from the 

consolidated financial statements by the ultimate parent entity because of their small size, 

smaller materiality or for the reason that they are held for sale.  

When calculating the minimum revenue qualifying the capital group to the proposed 

taxation method, the consolidated financial statements of the group for the last four fiscal 

years will be taken into account. The proposed requirement is that the mentioned revenue 

must be achieved annually by the group for at least two of the last four consecutive tax 

years. 

Contrary to the OECD proposal, the Directive also provides for the obligation of 

introducing a minimum effective taxation for domestic capital groups. This solution was not 

predicted by the Directive’s proposal from 2021 which provided for such an option, not an 

obligation. The decision to introduce minimum effective CIT taxation of domestic groups was 

to be left to the discretion of EU Member States.  

The imposition of a top-up tax based on the revenue criterion ≥ EUR750 million on both, 

international and domestic entities, residents and non-residents in a given EU country is to 

ensure non-discrimination of particular companies. This income threshold is in line with 

other acts of EU tax law, such as the CbCR Directive 2021 on the transparency of company 

financial data and financial reporting. 

System exemptions. The provisions of the Directive exclude entities that do not meet the 

criterion of annual global revenue of ≥ EUR750 million. It should be emphasized that only the 

repeatability of the mentioned annual turnover achieved by the entities in at least two 

consecutive of the last four audited tax years qualifies these entities for further verification 
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of the level of their effective taxation. This condition means that the Directive applies to the 

largest multinationals, not to capital groups that have achieved such a turnover once. 

Some organisations are excluded from the scope of this Directive due to their status and 

the nature of their non-economic activities (non-profit organisations). The fact that they act 

in the general interest of society, such as healthcare or charity, was also taken into account, 

as well as the fact that they would be exempt from CIT in particular Member States.  

Therefore, in accordance with Art. 2 of the Directive the excluded entities are following: 

governmental entities, international organisations, non-profit organisations, pension funds, 

investment funds being an ultimate parent entity, real estate investment vehicles being an 

ultimate parent entity (hereinafter referred to as: the excluded entities). Pension and 

investment funds are so called „flow-through” entities passing all their income to the 

owners: investors or shareholders which are the proper taxpayers. Therefore, such a 

constituent entity will be treated as fiscally transparent in relation to its income, 

expenditure, profit or loss in the jurisdiction where it was created unless it is a taxpayer in 

another jurisdiction because of its tax residency.  

Excluded are also the entities owned directly or indirectly in at least 95% by the excluded 

entities, with the exception of entities providing pension services, and operating exclusively 

or almost exclusively, to hold assets or invest funds for the benefit of the excluded entity or 

entities, or exclusively carrying out activities ancillary to those performed by the excluded 

entity or entities (hereinafter: entities auxiliary to excluded). 

The same exclusion applies to the entities belonging directly or indirectly to the excluded 

entities in at least 85%, with the exception of pension services entities, provided that 

substantially all of their income comes from dividends or capital gains or losses that are 

excluded from the calculation of qualifying income or loss fixed in accordance with Art. 16 

sec. 2 point b and c of the Directive (hereinafter referred to as: capital gains owners). 

The constituent entity filing a tax return may decide not to treat the entities auxiliary to 

excluded and capital gains owners as the excluded entities. 

The exemption from the minimum CIT regime also applies to the international shipping 

sector, which, due to its unstable nature and long economic cycle, is subject to alternative or 

additional tax systems in the Member States. Income from international shipping is 

understood in accordance with Article 17 of the Directive as income from such activities of 

the entities as transportation of the cargo and passengers by ship in international traffic. 
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An additional exclusion is the application of the de minimis rule to companies from a 

group that, while reaching a global annual revenue threshold of ≥ EUR750 million, has 

companies in certain tax jurisdictions with an average revenue of less than EUR10 million 

and an average qualifying income or loss below EUR1 million. Such multinational or large 

domestic groups should not pay top-up tax in that jurisdiction even if their effective tax rate 

is below 15%. In this case, it is about balancing the achievement of tax reform goals with the 

burden on tax administrations and taxpayers in a given country. 

The Directive will not apply to the so-called "excluded entities", provided the filing 

constituent entity (the entity filing the consolidated financial statement, usually parent 

company) has chosen not to treat such entities as excluded.  

The special role of the parent entities. The Directive assigns a special role and 

responsibility to parent companies in capital groups. There are three categories of such 

parent companies enumerated in this document: ultimate parent entity, intermediate 

parent entity and partially owned parent entity. Their differentiation results from their 

different position in the structure of the group and, therefore, a different role assigned to 

them by the Directive. 

The special status is provided for by the Directive for the parent company called the 

“ultimate parent entity” (the aforementioned: UPE) which is defined as the main entity of a 

group or an entity holding directly or indirectly a controlling interest (i.e. interest above 50%) 

in any other company in the group and that is not owned, directly or indirectly, by another 

entity with a controlling interest in it (Council of the European Union, 2022, art. 3 p. 14). 

Special position of UPE results primarily from practical reasons. The parent company has, 

directly or indirectly, a controlling stake in all other entities that are part of a multinational 

or large national capital group. Such groups prepare consolidated financial statements, so 

the parent company has information and control over the amount of revenue obtained, debt 

management of companies in the group or their role. This entity should be able to provide 

its tax office with the necessary information, as well as to pay additional tax on companies in 

which it owns shares.  

Within the capital group itself there may be stronger and weaker companies, indebted 

and earning high profits, operating in different countries in different legal and economic 

conditions, the main or ultimate parent entity is at the top of the group and has insight into 

what is happening in the entire group, usually manages the profits from the activities of the 
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entire group, from its consolidated result. Usually also, in accordance with financial 

accounting standards, this is the entity that is required to consolidate the financial accounts 

of all entities belonging to an MNE group or a large national group.  

The assumption of the Directive is to use the special status of a parent company, 

especially entity located in the EU, for more efficient collection of additional tax from its 

subsidiaries. This imposes an additional obligation on parent companies of capital groups 

with revenue ≥ EUR 750 million to take care of the so-called tax compliance in the scope of 

incurring the appropriate amount of the tax burden by the Group. 

The parent company ranked lower in the capital group according to the Directive is the 

intermediate parent entity (hereinafter: IPE). IPE is defined in the Directive as a constituent 

entity having direct or indirect ownership interest in another constituent entity in the same 

capital group and qualified neither as an ultimate parent entity, nor as partially-owned 

parent entity, a permanent establishment or an investment entity (Council of the European 

Union, 2022, art. 3 p. 20). 

The next category of a parent company mentioned by the Directive is partially-owned 

parent entity (hereinafter: POPE) which is defined as a constituent entity having directly or 

indirectly ownership interest in another constituent entity of the same capital group and for 

which more than 20% of the ownership interest in its profits is held, directly or indirectly, by 

one or several persons not being constituent entities of that group and not qualifying as an 

ultimate parent entity, a permanent establishment or an investment entity” (Council of the 

European Union, 2022, art. 3 p. 22). 

Tax collection mechanisms. The Directive is based on two principles illustrating the 

methods of collecting tax from companies whose effective CIT rate was less than 15% in a 

given tax year. These are mentioned earlier the IIR which stands for Income Inclusion Rule 

and UTPR meaning Undertaxed Payments Rule. They are to be introduced in the EU in two 

stages. The IIR rule is to be implemented first, followed by the UTPR. The latter method is to 

be a supporting mechanism enabling top-up tax collection in the event it is impossible with 

the use the IIR or in the case IIR does not allow the collection of the entire top-up tax. The 

purpose of the Directive is therefore to use the presence of parent companies of MNE and 

domestic groups ≥ EUR750 million in particular EU and non–EU countries to collect the top-

up CIT whenever its effective rate is lower than 15% for these companies, using two 

interlocking rules: IIR and UTPR. 
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Top-up tax collection under IIR rule. According to the IIR rule, the main parent company 

of the Group ≥ EUR 750 million, i.e. UPE, preparing the consolidated financial statement of 

the entire capital group, should verify whether any of the subsidiaries in the same country 

and in other EU and non-EU countries have not paid too low corporate tax. Too low tax 

means a tax with an effective rate of less than 15%. In such a case, UPE should add an 

additional tax (hereinafter: top-up tax) so that each of the companies in the group bears the 

tax burden at a level not lower than 15%. The task of the UPE will not only be to calculate 

the difference between the actual and the minimum CIT rate of the subsidiaries, but also to 

pay the difference to its tax office. The Directive provides for different options for collecting 

the top-up tax depending on the situation of constituent entities, especially UPE, in the 

Group. 

UPE in the European Union. As the role of UPE is crucial for top-up tax collection, 

according to Art. 5 of the Directive, each Member State shall ensure that for the fiscal year: 

1) UPE located in EU Member State is subject to the top-up tax in respect of its low-taxed 

constituent entities located in another jurisdictions or stateless (e.g. flow-through entities); 

2) UPE placed in EU low-tax jurisdiction is subject to the IIR top-up tax in respect of itself 

and of all low-taxed constituent entities placed in the same Member State. 

Under the IIR regime, an EU-based UPE is required to collect a top-up tax from each of its 

low-tax subsidiaries located within and outside the EU i.e. in third countries. Tax collection is 

limited to the value of UPE shares in the subsidiary. Therefore, there may be a situation 

where the amount of the parent company's shares in the daughter company will be lower 

than the top-up tax due. In such a situation, the tasks of UPE should be taken over by 

Intermediate Parent Entity (hereinafter: IPE) which is located lower in the group but holding 

shares in companies from which the tax is to be levied.  

UPE in the third country. Another case of shifting the obligation to collect top-up tax 

from the UPE to an EU IPE will occur when the UPE is located outside the EU or in a country 

where the OECD model rules, including the IIR, have not been implemented. In this case, EU 

IPE will be required to collect the top-up tax from its low-taxed entities to the amount of its 

shares in them. It is a Member State that must ensure that such an entity located in a 

Member State is subject to the IIR and collects top-up tax for the fiscal year in respect of its 

low-tax constituent entities located in another jurisdictions or stateless.  
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UPE in the third country, IPE in the low-taxing EU country. The same rule applies to an 

IPE located in the EU country with low taxation and owned by UPE outside the EU. In this 

case, the Member State must be able to enforce IPE to collect the top-up tax for itself and its 

low-tax subsidiaries but only in that EU country.  

There is no top-up tax collected by the IPE from the entities placed in third countries if 

the UPE in a third country is subject to the IIR or other IPEs with a controlling interest in the 

first IPE are subject to this rule. In the case of more than one IPE holding indirectly shares in 

a low-taxed entity, the IPE highest in the structure would have to collect the tax (Art. 6 of the 

Directive). 

UPE as an excluded entity with IPE in the EU. In the case of an IPE located in the EU but 

owned by an UPE which is, according to the Directive, an excluded entity, the Member State 

must ensure that this IPE collects the tax on low taxed constituent entities located in other 

jurisdictions or stateless. If, additionally, the EU country in which the IPE is located is also a 

low-tax jurisdiction, then such IPE should charge additional tax both on its income and on 

the income of low-tax constituent entities in the same Member State for the fiscal year. 

The EU IPE owned by the excluded entity will not collect the top-up tax if it is also held by 

another IPE which is a subject for qualified IIR (Art. 7 of the Directive).  

POPE in the EU, no significance of the location of the UPE. Among the capital companies 

in the MNE or domestic group, some may be owned by the shareholders from outside the 

group. If the share of the external shareholders is higher than 20%, such companies are 

defined in the Directive as POPE — partially-owned parent entities.  

Given that EU partially-owned parent entity is held in more than 20% by interest holders 

outside the group, that POPE should apply IIR up to its allocable share of the top-up tax, 

unless it is wholly-owned by another POPE obliged to collect it. Tax collection by POPE 

should have place regardless of whether the UPE is located in a jurisdiction that has a 

qualified IIR. It is also the Member State that should ensure EU POPE is subject to the IIR top-

up tax for the fiscal year in respect of its low–taxed constituent entities located in another 

jurisdiction or stateless. If POPE's EU country of residence is a low-tax jurisdiction, POPE 

would have to collect the top-up tax for itself and its undertaxed constituent entities in that 

country in a given fiscal year. According to Art. 8 of the Directive, POPE higher in the 

hierarchy of the MNE group, i.e. having shares in another POPE, will always be responsible 

for collecting the top-up tax. 
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Allocation of top-up tax according to IIR rule. Article 9 of the Directive states that the IIR 

top-up-tax due of the constituent entity should be calculated in accordance with Art. 27 of 

the Directive and multiplied by the parent entity’s allocable share in such top-up tax for the 

fiscal year.  

The share of the parent company in the tax is defined as the proportion of the parent 

entity’s ownership interest in the qualifying income of the low-taxed constituent entity 

according to following formula: 

 

 

 

Where: 

- c. entity- means constituent entity; 

- all data concern one fiscal year; 

- qualifying income attributable to other owners shall be consistent with the data from 

the financial statements. 

In the case of IIR, there is also possibility of offsetting the tax due if UPE holds shares in 

low-tax companies indirectly through IPE or POPE that apply IIR. The top-up tax collected by 

the latter parent companies is credited towards the tax liability calculated by the UPE. 

In the case of UPE placed in a low-tax jurisdiction, the amount of IIR top-up tax due for 

the fiscal year shall include parent entity’s whole top-up and the amount of top-up tax 

computed for its all low-taxed subsidiaries multiplied by parent’s shares in each subsidiary. 

Qualified domestic top-up tax. The Directive leaves Member States the option of 

choosing a qualified domestic top-up tax (hereinafter: domestic top-up tax) instead of the 

Community system. A Member State that decides on the domestic top-up tax, should notify 

the European Commission of such a choice within four months of its introduction into the 

national legal system. This choice will be valid and irrevocable for a period of three 

consecutive years and will be automatically renewable unless, four months before the end of 

the three-year period, the Member State informs the Commission of a change of decision. 

The choice of domestic top-up tax means that all low-tax companies of MNEs and 

domestic Groups ≥ EUR 750 million will account for the additional tax due according to this 
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domestic system but will not pay community top-up tax. The domestic top-up tax should be 

based on generally accepted financial accounting standards in order to avoid competitive 

distortions in the EU and to enable entities from different EU countries an top-up offset 

mechanism. This mechanism means that if EM Member, as a result of the introduction of a 

domestic top-up tax, increases the CIT ETR to 15% for the constituent entities from the 

Group, then parent companies from other Member States cannot charge additional top-up 

tax from subsidiaries in that country with domestic top-up tax. These systems are supposed 

to be equivalent. Both solutions must be consistent also because of the fact that a Member 

State that has opted for a domestic top-up tax may decide to change to the community 

solution.  

It should be noted that choosing a domestic top-up tax can be very beneficial for the 

state, because the additional tax only goes to the budget of a given state, even if the parent 

companies are located in another country. However, this means that the possibility of using 

the Community allocation system will be excluded for this period. The Directive also contains 

a provison that if a country with a domestic top-up tax fails to collect it successfully within 

four years following the year in which the tax was due, then that amount will be added to 

the jurisdictional top-up tax calculated under Art. 27, therefore to the Community top-up 

tax. This is the pool from which the individual country's tax collection allocations are then 

calculated, but a country that was unable to collect the tax from the domestic system will 

not be entitled to collect the outstanding tax. 

UTPR mechanism. In the case of UPE excluded or located in a third country and not 

applying the IIR rule, the Articles 12 to 14 of the Directive provide the UTPR procedure to 

ensure the collection of top-up tax from the EU constituent entities of this UPE. The UTPR is 

intended to act as a protective mechanism for the IIR. On its basis, collection of any residual 

(not collected) amounts of top-up tax on entities with low taxation is to be relocated to from 

the parent company to EU States. 

Due to the fact that these companies may be located in many EU countries and that UPE 

does not calculate and pay the top-up tax due for them, the Directive provides for a special 

allocation system entitling particular EU Members to collect tax from the low–taxed 

constituent entities of this UPE. According to UTPR rule, Member States should ensure that 

the UTPR top-up adjustment made by the EU country should take the form of a top-up tax 

due or a refusal by the tax office to accept the deduction against the taxable income of those 
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entities. This amount should be calculated and next allocated to that particular Member 

States per fiscal year in accordance with the Article 14 of the Directive.  

The amount of the adjustment in the form of a denial of deduction against the taxable 

income may be carried forward for the next fiscal years until the entire UTPR top-up tax due 

is settled. 

Computation and allocation of the UTPR top-up tax amount. The allocation amount 

should be calculated as the product of total UTPR top-up tax and the Member State's UTPR 

percentage. The total UTPR top-up tax for the fiscal year (hereinafter: total UTPR) consists of 

the sum of the top-up tax due of all low-tax constituent entities calculated for each 

constituent entity in accordance with Article 27 of the Directive and not collected in the IIR 

mechanism. The total UTPR shall be multiplied by EU State's UTPR share (hereinafter: 

Member State's percentage). Member State's percentage means the right to collect a certain 

amount of tax and results from the size of resources engaged by companies in a given 

country, i.e. the number of employees and the value of fixed assets. According to Art. 14 of 

the Directive the allocation formula is calculated as follows: 

 

 

where: 

(a) MS UTPR means the Member State UTPR 

(b) the number of employees in the Member State is the sum of all employees of all the 

constituent entities of the MNE group placed in the Member State; 

(c) the number of employees in all UTPR jurisdictions is the is the sum of all employees of 

all the constituent entities of the MNE group placed in the jurisdictions with a qualified UTPR 

in force for the fiscal year; 

(d) the total value of tangible assets in the Member State is the sum of the net book value 

of all tangible assets of all the constituent entities of the MNE group placed in that Member 

State; 
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(e) the total value of tangible assets in all UTPR jurisdictions is the sum of the net book 

value of all tangible assets of all the constituent entities of the MNE group placed in a 

jurisdiction that has a qualified UTPR in force for the fiscal year. 

When calculating a country's UTPR percentage in the MNE group's UTPR, the share of 

employees hired by MNEs in a given country in total MNE employees hired in all UTPR 

jurisdictions is taken into account as well as the share of the net book value of MNE’s 

tangible assets in that Member State in relation to the net book value of tangible assets of all 

companies of MNE group placed in UTPR jurisdictions.  

Number of employees means the number of all employees of all constituent entities in a 

given jurisdiction on a full-time equivalent basis. 

Therefore, in addition to persons employed under contract of employment, they may also 

be independent contractors if they participate in the ordinary operating activities of the 

companies employing them. 

The tangible assets mean tangible assets of all constituent entities placed in the given 

jurisdiction without cash, cash equivalent, intangibles and financial assets. 

As a rule, employees and assets of flow-through and investment entities have been 

excluded from the UTPR allocation calculations. 

In conclusion, it should be stated that for Groups ≥ EUR750 million whose companies are 

effectively taxed below 15%, the parent company should calculate the top-up tax in 

accordance with the IIR rule and pay it to its tax office. If it is not possible to collect the top-

up tax in accordance with the IIR regime, the UTPR rule applies. According to this principle, 

the total top-up tax due for individual Groups is calculated at the Community level. Then, the 

share in the collection of the remaining tax due for individual EU countries is allocated. The 

share of EU countries in such a division depends in half on the number of employees, and in 

half on the value of tangible assets of a given MNE located in a given Member State. The 

more assets of a MNE are physically present in a given EU country, the higher the share of 

that country in the amount of UTPR top-up tax. 

The principle emerging from the stipulated cases is that the EU parent company highest in 

MNE or domestic group structure, with interests in low-taxed subsidiaries inside or outside 

(in the case of MNE) the Union, should collect the missing top-up tax. When the parent 

company is outside the Union, in a country without IIR or a low-tax jurisdiction, then the 

other EU topmost company in the hierarchy of the MNE group should collect the tax. The 
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goal, therefore, is to keep as much CIT income as possible in the Union, as long as the MNE 

group is affiliated with the EU. The amount of revenue from top-up tax depends partly on 

the size of assets in a given EU country, by which the author understands in this case both 

personnel and tangible fixed assets. On the one hand, they give the Member State the 

possibility of participating to a greater extent in the division of the total UTPR top-up tax, on 

the other hand, they entitle constituent entities to benefit from the relief, which will be 

discussed later. 

Tax calculations. The assessment of whether a company is high or low taxed is to be 

based on common rules resulting from the Directive allowing for the calculation of the 

effective tax rate (ETR) at the jurisdictional level. The starting point for these calculations will 

be non-consolidated financial statements prepared by the companies in the group. It is 

worth emphasizing here that consolidated statements are taken into account to qualify the 

Group for the top-up tax system. On the other hand, in order to calculate qualifying income 

or loss and the level of effective corporate taxation, individual statements should be 

analysed. 

Calculation of the corporate tax rate at the jurisdiction level is intended to ensure that tax 

competition between EU countries is reduced. 

The application of the common principles for preparing financial statements, as a rule 

based on the Directive on the disclosure of income tax information, and then adjusting 

financial data prepared for consolidation in accordance with the rules of Directive 

2022/2523 on minimum CIT rate is to ensure a uniform method of calculating the net 

qualifying income or loss, to determine the amount of taxes paid or covered, to include 

accruals in the same way and to determine the top-up tax due. 

Computation of the qualifying income or loss. Pursuant to Article 26 of the Directive, 

determining whether the constituent entities of the Group in a given jurisdiction should be 

subject to top-up tax is calculated by dividing the sum of taxes covered by the all constituent 

entities in this jurisdiction by the total net qualifying income of these all entities. However, in 

order to calculate net qualifying income or loss, net income or loss from the separate 

financial statements of each entity should be used. Then, net income or loss from the 

financial statement is adjusted by the positions indicated in Articles 16 to 19 of the Directive. 

The adjusted result obtained in this way constitutes qualified income or loss. The top-up tax 

is therefore calculated for all Group companies in a given tax jurisdiction. 
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In the case of companies from the MNE ≥ EUR750 million, it is easier because the CBCR 

directive of 2021 imposes on them a certain standard of preparation and presentation of 

financial statements in accordance with the International Financial Reporting Standards 

(IFRS) or IFRS as adopted by the Union according to Regulation (EC) No 1606/2002. Using 

data prepared in this way, it is possible to select groups of MNEs qualifying them for top-up 

tax system. 

Adjustments to determine the qualifying income or loss. From the guidance provided in 

Articles 16-19 of the Directive it comes up that in order to calculate the so-called qualifying 

income or loss of a constituent entity, one should take its financial accounting net income or 

loss and then adjust it by the amount of the following items: 

(a) net taxes expenses; 

(b) excluded dividends; 

(c) excluded equity gains or losses (ex. from changes of the fair value of an ownership); 

(d) included revaluation method gains or losses; 

(e) gains or losses from the disposal of assets and liabilities excluded pursuant to Article 

35, therefore, regarding the transfer of assets, e.g. as a result of a merger, demerger or 

liquidation of the company; 

(f) asymmetric foreign currency gains or losses (asymmetry resulting from different 

functional currencies used for tax and accounting purposes); 

(g) policy disallowed expenses (ex. for bribery); 

(h) prior period errors and changes in accounting principles;  

(i) accrued pension expenses. 

It is worth mentioning that all transactions between constituent entities located in 

different jurisdictions which are not recorded in the same amount in their financial accounts 

or inconsistent with the arm's length principle should be adjusted in such a way as to be set 

according to the arm's length principle and in the same amount in both entities. 

The arm's length principle, i.e. the price that would be agreed between unrelated entities, 

applies to all transactions between related entities, as well as to determine the loss on the 

sale or other transfer of an asset between two constituent entities. 

The Directive also defines the method of calculating the qualifying income of such entities 

as a permanent establishment or a flow-through entity. 
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The Directive stipulates that a constituent entity which is a permanent establishment (PE) 

should have its financial accounting net income or loss reflected in its financial accounts 

separate from the main entity's accounts. That means that PE's financial result should not be 

included in the qualifying income or loss of the main entity. 

According to the Directive, the qualifying loss of a permanent establishment may be 

deducted in the case of a main entity when calculating its qualifying income only to the 

extent that it was the expense of that main entity. It should not however be offset against an 

item of the domestic taxable income of the main entity. In that case, the qualifying income 

earned later by the PE should be consistently treated as the qualifying income of the main 

entity only due to the earlier loss recognised as an expense of the main entity. 

Pursuant to the Directive, the qualifying income of the flow-through entity should be 

reduced by the income attributed to its owners outside the capital group, unless the flow-

through entity is an UPE or held by an UPE.  

The adjustment of covered taxes. In addition to the method of calculating the qualifying 

income, the Directive describes how should the covered taxes be adjusted for the purpose of 

calculating this income. "Taxes covered" means taxes paid or all kinds of income taxes that, 

in principle, affect the income from business activity of the enterprise e.g. taxes on 

distributed profits. Nonetheless, they do not include top-up tax, neither jurisdictional levied 

under IIR, nor qualified domestic, as well as taxes attributable to an adjustment resulting 

from application of the UTPR. (Council of the European Union, 2022, p. 92). 

Computation of the effective tax rate and the top-up tax. The method of calculating the 

ETR of entities from Groups ≥ EUR750 million and the top-up tax is presented in Articles 26 

to 32 of Chapter V of the Directive. Calculations of the effective tax rate should be based on 

previously prepared data based in turn on the financial statements of constituent entities 

from Groups ≥ EUR750 million. Thus, calculating the ETR requires dividing the sum of all 

adjusted covered taxes of the constituent entities of a Group in a given jurisdiction by their 

net qualifying income.  

"Adjusted covered taxes" (hereinafter: ACT) are defined in Chapter IV and "net qualifying 

income" (hereinafter: NQI) is defined in Chapter III of the Directive.  

The Art. 20 of the Directive states that ACT "should include" taxes recorded in the 

financial statements of a constituent entity regarding its corporate income or profit. Thus, 

these will be taxes on income, profit or shares of the income or profits of the company 
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resulting from the ownership of shares. These may include taxes on distributed profits (like 

dividend), deemed profit distributions and other expenses imposed under an eligible 

distribution tax system. The directive provides that these may also be taxes levied in place of 

a generally applicable corporate income tax, as well as taxes levied on retained earnings and 

corporate equity. This set is not closed. However, the Directive clearly states that the ACT 

does not include top-up tax, neither domestic accrued by the constituent entity nor resulting 

from qualified IIR accrued by the parent entity. 

The effective CIT rate is to be calculated according to the following formula: 

 

 

 

Where: 

(a) ETR – stands for effective CIT rate; 

(b) ACT of the constituent entities in the jurisdiction means adjusted covered taxes 

that is total of covered taxes of all constituent entities from the capital group per 

jurisdiction which were adjusted according to Chapter IV of the Directive; 

(c) NQI of the constituent entities in the jurisdiction means net qualifying income that 

is the sum of the qualifying income of all constituent entities net of their qualified 

losses per jurisdiction, calculated according to the Directive. 

A quotient below 15% means that a given jurisdiction is classified as a low-taxing for 

the entities from a given capital group, which results in the obligation to add top-up tax in 

the amount of the difference between the minimum rate of 15% and the actual CIT rate 

of the companies from the group. ETR is calculated for all non-exempt constituent entities 

in a given jurisdiction. It follows that the calculation includes companies with different 

effective CIT rates, above and below 15%. The resulting ETR coefficient for a group of 

companies in a given jurisdiction qualifies it or not for adding top-up tax. The so-called 

jurisdictional ETR below 15% triggers the IIR procedure, in which the parent company, 

usually UPE, is required to add and pay top-up tax to its tax office. 

A indispensable condition for calculating the top-up tax is obtaining net qualifying 

income by the company. Therefore, it should be assumed that despite the fact that ETR is 

calculated as common rate for all companies from the capital group per jurisdiction, the 
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mere fact of taking a given company into account for the calculation of the rate requires 

that it achieves net qualifying income. It is not only about the income resulting from the 

company's financial statements, but the net qualifying income obtained after calculating 

the data from the company's financial statements based on the guidelines of the 

Directive. Net qualifying income is in turn computed according to the following formula: 

 

 

 

Where:  

(a) qualifying income of the constituent entities mean the sum of qualifying income of 

all constituent entities in the jurisdiction computed according to Chapter III of the 

Directive; 

(b) qualifying losses of the constituent entities mean the sum of qualifying losses of all 

constituent entities in the jurisdiction computed according to Chapter III of the 

Directive. 

According to Art. 26 of the Directive, investment entities being a part of a capital group 

are excluded from the calculations of the adjusted covered taxed and the qualifying income. 

Thus, they are excluded for purposes of calculating the group's ETR in a given jurisdiction. 

For the constituent entities in a given jurisdiction with CIT ETR below 15%, the top-up tax 

must be added, separately for each company, depending on how much its actual ETR was. 

Article 27 of the Directive stipulates that, if in a given jurisdiction the ETR calculated for 

companies in a given Group ranks below 15%, the top-up tax must be added separately for 

each of these companies. The rate by which income for additional taxation should be 

multiplied is the difference between the minimum rate of 15% and the companies' actual 

ETR, according to the formula: 
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Where: 

(a)- minimum tax rate means 15% 
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(b)- effective tax rate means actual tax rate calculated as average rate for all entities in 

the capital group in the jurisdiction calculated according to Art. 26 of the Directive. 

Thus, the determination of whether a jurisdiction is low-tax is to be verified on the basis 

of calculating the average effective CIT rate for companies in a given tax group. Thus, it may 

happen that a jurisdiction classified as low-tax jurisdiction for one Group will not necessarily 

be low taxing for another Group, also the level of taxation of the constituent entities in the 

same Group will be different. Such differentiation of taxation, even within one Group, is due 

to the fact that because the effective rate depends on a number of factors, including 

whether particular entities enjoy tax benefits. Therefore, even within a single group, 

individual companies may have a different effective CIT rate. However, taking into account 

intra-group capital flows, the offsetting of profits and losses between companies, as well as 

the fact that the group prepares consolidated financial statements, the calculation of a 

common effective tax rate for all entities in one jurisdiction for the purposes of qualifying 

them for the top-up tax system seems to be fully justified. It brings a picture of the Group's 

taxation level in a jurisdiction and simplifies calculations at the initial stage. Note that some 

constituent entities should not be included in the calculation, as mentioned earlier. These 

include, for example, investment companies, as a rule, flow-through or shipping companies. 

However, if the Group is under-taxed in a given jurisdiction the top-up tax should be charged 

to each company separately. In such a situation, the ETR of each company separately is 

compared with the minimum rate of 15%. It follows that different companies in the same 

group may have top-up tax added at different CIT rates. 

The top-up tax is charged at the jurisdictional level. The formula for its calculation is as 

follows: 

 

 

 

Where: 

- excess profit is a positive amount as a result of the difference between net qualifying 

income determined in accordance with Art. 26.2 of the Directive and substance-based 

income exclusion understood according to Art. 28 of the Directive as a sum of 5% carve-out 
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of net book value of fixed assets and 5% carve-out of employees payrolls of each constituent 

entity in the jurisdiction; 

- additional top-up tax- means top-up tax calculated additionally in the cases predicted in 

Art. 11.3 (not paid qualified domestic top-up tax), Art. 16.7 (gain from disposal of tangible 

assets), Art. 22.6 (deferred tax asset attributable to a qualified loss), Art. 25.1 (adjustment to 

covered taxes for previous fiscal year) and 25.4 (recomputation of ACT to amount over EUR 1 

million unpaid for four years), Art. 40.5 of the Directive (reduction of ACT and ETR due to 

outstanding balance)8; 

- domestic top-up tax- means a top-up tax that is implemented in the domestic law. 

The excess profit for the jurisdiction for the fiscal year is calculated in a following way: 

 

 

Where: 

- the net qualifying income is the income computed per jurisdiction as indicated in Article 

26 (2), then it is the difference between qualifying income and qualifying losses of 

constituent entities in the jurisdiction; 

- the substance-based income exclusion means the sum of 5%carve-out of net book value 

of eligible payroll costs of employees of each constituent entity in the jurisdiction and 5% 

carve-out of their eligible tangible assets in this jurisdiction, determined in accordance with 

Article 28 of the Directive. 

Thus, excess profit is the result that remains after deducting 5% of the value of tangible 

assets and payrolls of employees of the constituent entities of a given Group in a given 

jurisdiction from net qualifying income.  

It should be specified that payroll costs include, in accordance with Article 28.2 of the 

Directive, all compensation expenditures of employees. This means salaries, wages, other 

direct employees benefits, e.g. resulting from healthcare, pension and social contributions as 

well as payroll and employment taxes. For the purposes of the calculations, the author took 

 
8 For example: Article 11.3 refers to the case of additional top-up tax if no domestic top-up tax has been 

paid for four consecutive years; Art. 16.7 provides for an adjustment of qualifying income or loss and thus the 

possibility of an additional top-up tax on the disposal of local real estate to third parties outside the capital 

group. 
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into account the collective position "employees costs" present in almost every financial 

statement, which, according to the author, best reflects the costs related to employees. 

The Directive includes both full-time and part-time workers of each constituent entity as 

employees, as well as independent contractors but participating in the ordinary operating 

Group activities. 

In the case of eligible tangible assets, the Directive specifies that it is about property, 

plant and equipment, natural resources, license or similar arrangements for the use of 

immovable property granted by the government and a lessee’s right to use tangible assets in 

a given tax jurisdiction. For the purposes of the calculations, the author took into account 

the item Tangible fixed assets available in each financial statement. 

For the purposes of the calculation, the author has taken into account the deduction from 

net qualifying income of 5% of substance-based income exclusion, in accordance with the 

guidelines of the Directive in Article 28 points 3 and 4. However, this percentage is variable. 

Article 48 of the Directive stipulates that the relief is temporary, it is provided for a period of 

ten years from 2023 to 2032, always counted from December 31 and its amount varies in 

relation to payrolls and assets. Therefore, the amount of the relief will change over time, 

which will be discussed in more detail later in this work. 

Based on the calculated jurisdictional top-up tax, the top-up tax of each constituent entity 

should be computed in the following way: 

 

 

 

 

where: 

(a) the qualifying income of the constituent entity means the income determined for and 

entity in a given jurisdiction for a given fiscal year in accordance with Chapter III; 

(b) the aggregate qualifying income of all constituent entities for a jurisdiction for a fiscal 

year stands for the sum of the qualifying income of all the constituent entities located in the 

jurisdiction for the fiscal year. 

When calculating the top-up tax of constituent entities being stateless (e.g. flow-through 

entities), the top-up tax should be calculated separately of other constituent entities from 
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the group. In the course of complex calculations, it should be reMembered that the Directive 

requires the top-up tax to be added only to by the constituent entities that obtained net 

qualifying income in a given tax year, although the calculation of the jurisdictional top-up tax 

also includes constituent entities with a loss. 

The top-up tax of each constituent entity in the Group calculated in this way by the 

parent company should be paid to the tax office of the parent company, as a rule, the office 

of UPE. 

Temporary exclusions and reliefs. De minimis. In addition to the subjective exclusions 

mentioned earlier, the Directive also provides for temporary exclusions and reliefs. 

Article 30 of the Directive provides that, despite low taxation, the constituent entities in a 

given jurisdiction may avoid adding top-up tax if they meet two cumulative conditions 

proving their low profitability. The relief is called “de minimis exemption”. The first condition 

is that the average qualifying revenue for a given tax year for constitiuent entities should be 

less than EUR10 million. The second condition is that the average qualifying income or loss 

of all constituent entities in a given jurisdiction is lower than EUR1 million. Assuming that the 

above-mentioned conditions are met, the top-up tax may not be added to the companies. 

The decision belongs to the company filing the tax return for the entire Group. 

One of the additional requirements of the Directive is that the Group companies whose 

income is taken into account in the calculations must be residents of a given jurisdiction in a 

given fiscal year and two years preceding it. The de minimis exemption does not apply to the 

constituent entities which are stateless or investment entities. 

Substance-based income exclusion carve-out. The Article 28 of the Directive in 

connection with Art. 48 provides a temporary relief for the entities located in low-tax 

jurisdictions, if they are physically present in a given jurisdiction, i.e. they have eligible 

tangible assets and employees there. The European legislator has recognised that these 

entities pose low risk of contributing to base erosion and relocating to low-tax countries for 

the sole purpose of obtaining a tax advantage. At the beginning of the Directive it is 

indicated that this exclusion partly solves the problem of the presence of a MNE groups or a 

large-scale domestic groups that conduct economic activity requiring material presence in 

low-tax jurisdictions and it is not related to their desire to obtain only a tax advantage, which 

contributes to the erosion of the tax base in CIT. An additional top-up tax due to their low 

taxation would be detrimental to such companies. It should be noted that the higher the 
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value of tangible assets and employees’ costs, the higher the amount of the relief calculated 

on these values as a percentage. Therefore, the Directive somehow rewards the physical 

presence of national and international enterprises in particular EU countries, which is a 

guarantee of their actual business activity.  

The proposed relief is presented in the table below. The Directive provides a percentage 

of the tax reduction for the next 10 years, starting from fiscal year 2023. 

 

Table 11. Substance-based income exclusion for 2023-2032 

Year Payrolls carve-out Tangible assets carve-out 

2023 10% 8% 

2024 9,8 % 7,8% 

2025 9,6 % 7,6% 

2026 9,4 % 7,4% 

2027 9,2 % 7,2% 

2028 9,0 % 7,0% 

2029 8,2% 6,6% 

2030 7,4% 6,2% 

2031 6,6% 5,8% 

2032 5,8% 5,4% 

Source: The Directive 2022/2523 on 2022. 

Payrolls and tangible assets are of key importance in applying the relief. Both of these 

terms are defined in Article 28 of the Directive. The relief refers to "qualifying employees" to 

which the Directive includes both: full-time and part-time employees of the constituent 

entity and also the independent contractors involved in the normal operating activities of a 

MNE or a large domestic group. It is essential that employees work under the direction and 

control of an MNE group or a large national group. Eligible payroll costs mean not only 

expenses for employee compensation, including salaries and wages, but also other expenses 

that provide the employee with a direct and distinct personal benefit. These include health 

and pension insurance contributions, payroll and employment taxes and employer's social 

security contributions.  

The eligible tangible assets in the Directive include property, plant, equipment and 

natural resources located in the jurisdiction but also “lessee's right to use these tangible 
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assets as well as a license or similar arrangement from the government for the use of 

immovable property or exploitation of natural resources that entails significant investment 

in tangible assets” (Directive, Art. 28). A constituent entity filling the tax declaration may 

decide that group companies will not benefit from the relief by excluding a certain 

percentage of salaries and fixed assets from net qualifying income for the purpose of 

calculating the top-up tax. The eligible payroll costs which are excluded from the relief are 

costs already capitalized and included in the carrying value of qualified tangible fixed assets 

or attributed to income excluded because it comes from international shipping. The carrying 

value of tangible assets used to derive income from international shipping and of real estate, 

including land and buildings intended for sale, lease or investment have been excluded from 

the set of eligible fixed assets for the purpose of calculating the relief. 

The Table 10 shows that during the 10-year transitional period, a certain percentage of 

the value of tangible fixed assets and employee payrolls will be excluded each year. 

Whereby each year this deduction percentage will be declining. For the first 6 years, it will 

be lower by 0.2% each year in the case of salaries and fixed assets, and from the 7th year 

onwards it will be lowered annually by 0.8% in the case of payrolls and by 0.4% in the case of 

tangible assets. In this case, depreciation of tangible fixed assets should be taken into 

account, which additionally reduces the value of the assets themselves. It should be 

remembered that in particular EU countries, three generally applicable depreciation 

methods are used, i.e. straight-line, declining balance and production method, with the first 

two predominating, not forgetting individual accelerated depreciation of some fixed assets. 

This means that the value of tangible fixed assets in different EU countries is reduced at 

different rates and at different speed. Thus, a curve-out calculated as a percentage of 

carrying net value of tangible assets in some countries will be more profitable than in others. 

The ten-year period of curve-out relief coincides with the most frequently used depreciation 

period for machines in most EU countries (in 2020 it was 23 countries).  

It is also worth noting that companies that have invested in tangible fixed assets with the 

entry into force of the reform can gain the most from the relief, because they will benefit 

from it throughout the entire 10-year period and the relief at the beginning of the period is 

the highest. 

Exemption for groups starting international activities. The Directive also proposes a 5-

year exemption from additional taxation income of multinational and national groups that 
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are in the early stages of their activities. The legislator assumed that additional taxation 

could discourage such companies or groups from developing cross-border activities. It 

should be noted, however, that the exemption is to apply if the group does not have entities 

in more than six jurisdictions. 

The Directive being analysed by the Member States contains more conciliatory elements 

than its initial draft. One such element is, for example, granting the administrations of 

Member States with very few MNE groups of EUR>750 million and with a small number of 

entities the possibility of temporarily resigning from the application of the IIR and UTPR. The 

Directive does not specify what period is meant. Member States making this choice will have 

to notify the Commission of their decision before the deadline for transposition of this 

Directive, i.e. before 31 December 2023. Member States that would use the option of a 

temporary exemption from minimum effective CIT should transpose this Directive in such a 

way as to ensure the proper functioning of the global system. It concerns, among others, 

providing information to entities within other Member States and third country jurisdictions 

so that these EU states and third country jurisdictions could apply the UTPR. 

The Directive contains a very precise regulations not only of the method of calculating 

and collecting the tax, but also exclusions, reliefs, special rules in the case of corporate 

restructuring, as well as administrative provisions. However, the author, guided by the 

purpose of her work, i.e. determining the fiscal effects of the Directive harmonizing the 

effective CIT rate, focused mainly on the calculations to show how the harmonisation will 

affect the budget revenues of selected EU countries. 

3. The importance of the effective CIT rate as a subject of harmonisation 

The subject of CIT harmonisation in the Directive 2022/2523 is the effective tax rate.               

As mentioned earlier ETR differs from the nominal rate both in terms of the amount and 

nature. While the nominal rate is imposed by law and gives just a general information about 

the amount of tax in a given country, the effective rate is resultant and reflects the tax 

burden actually borne by the taxpayer taking into account the loopholes, exemptions, 

deductions, credits or used preferential rates. The knowledge of the actual tax burden in a 

given country is used by investors when making decisions about locating an investment in 
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one country or another (Devereux, Loretz, 2010). ETR provides investors with more 

complete information than STR about the cost of invested capital in a given country. 

Sztuba (2016) notes that a rational comparison of the level of taxation in different 

countries is possible only with the use of effective, not nominal tax rates. For example, the 

Effective Average Tax Rate (EATR) is often used to compare alternative locations for 

investments of the same type. Investors decide to locate their investments not necessarily in 

the country with the lowest nominal CIT rate, but rather with the lowest EATR rate, which 

means that a given jurisdiction offers the maximum return on investment after taxation 

(OECD, 2007). Therefore, knowledge about the level of effective taxation in a given country 

allowed for some kind of tax optimisation and decisions on locating investments in a country 

with a lower tax burden. The choice of investment location is not determined by geography, 

but by the ability of particular countries to win in global competition (Sztuba, 2016). It could 

be added that this is also due to the fact that companies are less and less dependent on 

extracted raw materials, and that they are increasingly digitalised and have a virtual 

presence in many countries. The tax reliefs offered to potential investors by individual 

governments would contribute to lowering their actual tax burden.  

As Uchman (2014) noted that any preferences in income taxes aimed at investment 

growth are against the principle of tax neutrality and result in a reduction of state budget 

revenues. However, the author drew attention to the fact that in the field of income taxes 

there is a tendency to increase the neutrality of taxation. Directive 2022/2523 seems to 

confirm this statement (Uchman, 2014). 

In addition to the EATR rate, the marginal rate METR or EMTR (Marginal Effective Tax 

Rate or Effective Marginal Tax Rate) is also used when assessing the return on investment in 

a given country. This rate is a simulated value that allows to determine the value of the tax 

that an investor would pay in a border investment, i.e. one in which the profit would only 

cover the cost of the invested capital. 

Another type of effective CIT rate is the implicit tax rate (ITR) used in public finance to 

determine the aggregate tax receipt from a specific source to its aggregate tax base.  

There is finally the effective tax rate (ETR) which is used in financial reporting. Unlike 

EATR and EMTR, which are based on simulations, this rate concerns real data of the 

enterprises. It was introduced to the International Financial Reporting Standards (IFRS) as 

the International Accounting Standard nr 12 (IAS 12) introducing the practice of presenting 
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both current income tax (to be paid for a given tax year) and deferred tax in financial 

reporting. EATR shows the average tax contribution a company makes on an investment 

earning economic profits. Calculation of the effective rate for the current tax year is made by 

dividing the tax due for that year by the company's gross financial result. This is the so-called 

cash ETR (Poszwa, 2017). However, this method does not take into account the difference 

between the accounting and tax result of the enterprise. These differences result, among 

others, from permanent shifts in the moment of recognizing revenues and costs in 

accounting and tax terms. The effect of shifts is the fluctuation of ETR in particular periods 

and its discrepancy with the nominal rate. On the other hand, taking into account the 

change in assets and provisions for deferred tax in plus or minus, allows for making the 

effective tax rate more realistic and reducing the difference between it and the nominal 

rate. 

As a rule, the effective rate is lower than the statutory rate, but it may happen that it will 

be higher. CIT payers are required by IFRS implemented into national law to create 

provisions for future tax payments. Deferred income tax provisions are created in the 

amount of income tax payable in the future, in connection with the occurrence of positive 

temporary differences, i.e. differences resulting in an increase in the tax base in the future. 

The amount of this provision is determined taking into account the CIT rate applicable in the 

year when the tax obligation arises. The rate subject to the Directive is the ETR rate and also 

includes deferred CIT. Therefore, sometimes the effective rate may be higher for a given 

year than the nominal one. 

In the second half of January 2024, eighteen EU Member States - Austria, Belgium, 

Bulgaria, Croatia, Czech Republic, Denmark, Finland, France, Germany, Hungary, Ireland, 

Italy, Luxembourg, the Netherlands, Romania, Slovakia, Slovenia and Sweden completed 

their internal legislative process required to implement the Directive. 

In turn, Estonia, Latvia, Lithuania, Malta and Slovakia notified the EC of their intention to 

opt for the deferred application of IIR and UTPR (in accordance with Article 50 of the 

Directive) (European Commission, 2024). 

Five EU countries did not opt or were not eligible for deferral and missed the 

transposition deadline. These were: Cyprus, Greece, Poland, Portugal and Spain - missed the 

transposition deadline (KPMG, 2024). 

The Commission has initiated infringement proceedings against these countries. 
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Chapter IV Factors influencing the amount of budget revenues from CIT 

1. The multitude of factors influencing the amount of tax revenues from CIT.  

As described in previous chapters, the differentiation of CIT in the EU has many negative 

consequences, which boil down to the fact that budget revenues from this tax in the 

Member States are lower than they should be. This is due to the fact that companies are 

shifting profits to countries with lower tax burden and governments are competing with 

each other for capital. 

In the analysis of factors influencing the amount of budget tax revenues, one of the most 

frequently mentioned elements is the tax rate. It is however worth noting that, apart from 

this one element, the amount of budgetary tax revenues are influenced by many other 

elements. There are primarily elements resulting from the construction of a given tax, but 

also factors not directly related to the tax such as shadow economy or digitalisation level. 

Taking into account the fact that taxes are the main source of financing public tasks, their 

collection affects the functioning of the state, as well as its economic growth. Tax revenues 

that are too low may lead to underinvestment in the sphere of public services, too high may 

stifle economic development.  

Crivelli et al. 2021 point out the diversity of factors affecting the amount of CIT revenues. 

They underline that CIT revenue performance varies across European countries and is driven 

by tax and non-tax factors. Budget revenues from CIT only partly result from tax factors, 

including tax competition, the taxpayers decisions concerning tax compliance and profit 

shifting, tax regimes and above all — structural elements of the tax and their manipulation, 

e.g. lowering the nominal rate and broadening the tax base. Non-tax factors also play an 

important role in budget revenues from CIT. These can be, between others, the large 

variation in the degree of incorporation, the practice of running businesses as transparent 

entities taxed under the personal income tax, the economic structure of the country, e.g. the 

presence of natural resource rents, presence of large MNE or the behaviour of taxpayers in 

their investment. 

The authors point out that such a great quantity of factors creates challenges for cross-

country comparisons and that, in such a case, the measure that is often used is the CIT 

revenue productivity. It is defined as the ratio of CIT revenue scaled by GDP to the statutory 
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CIT rate. This measure shows how much revenue is raised by each percentage point of the 

CIT rate (Crivelli et al. 2021).  

Those numerous factors influencing the amount of tax revenues to the state budget can 

be ordered in terms of many criteria. Factors determining the amount of CIT revenues can 

be of international as well as of domestic nature. International factors include the 

international activity of corporations and the mobility of capital, which is conducive to tax 

optimisation and the creation of a tax gap, the international tax competition of governments 

which is conducive to reducing the tax burden and the international cooperation of tax 

administrations aimed at reducing the level of tax avoidance by taxpayers. Domestic factors 

include the general tax policy of the government, which affects many aspects of taxation in a 

given country but comes down to an attempt to balance the tax burden with the economic 

development. 

These factors can also be divided into those of a qualitative and quantitative nature. 

Qualitative factors include for example various types of facilities for the taxpayer aimed at 

facilitating contact with the tax administration which should lead to higher tax revenues. 

Such factors also include the level of agglomeration or tax incentives aimed at attracting 

foreign investors to a given country, the level of digitalisation that favours mass sales, and 

thus higher incomes of companies operating digitally or digitalisation of communication 

between the tax office and the taxpayer that shall translate into easier and faster filing of tax 

returns.  

An important qualitative factor is also the level of training of tax administrations, as well 

as more possible ways of contacting taxpayers with tax officials. Finally, an important 

qualitative factor influencing the amount of tax revenues is the legal system of tax 

regulations applicable in a given country or association of states (e.g. in the EU). 

Quantitative factors mainly concern the structure of the tax, but may also concern other 

measurable phenomena related to taxation. The structural factors of the tax affecting the 

amount of the state budget revenues are the tax rate and the tax base and resulting from it 

the taxable income as well as the number of taxpayers. Despite the fact that it is easier to 

show the influence of quantitative factors, it is not easy to decide whether quantitative or 

qualitative, international or national factors are more important. In the era of globalisation 

and strong economic ties between countries, all factors interpenetrate and affect the 
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amount of income from particular taxes in particular countries e.g. the tax rates applied in 

one country affect the tax rates applied in another country (De Mooij, Ederveen, 2003). 

In the Table 12, the author presents a list of exemplary qualitative and quantitative 

factors affecting the amount of CIT income, resulting from her review of the literature in this 

area. 

Table 12. Factors affecting CIT revenues 

Factors affecting CIT revenues 

Qualitative 

Of economic nature Of legal nature 

International capital mobility                                      

Taxation of foreign profits (Becker & Fuest, 2010) The level of cooperation of tax administrations 

Tax and investment policy of the country; openness 

of the economy (Slemrod, 2004), inflow and outflow 

of foreign direct investment, financing investments 

with taxes 

Tax incentives and company size (Bachas et al., 

2023), double tax treaties 

Tax policy and tax competition in other countries, 

e.g. tax rate (Riedl & Rocha-Akis, 2012) 

International common rules for determining the tax 

base 

Solutions not directly related to taxation, e.g.: 

infrastructure, agglomeration (Baldwin & Krugman, 

2004) 

Degree of digitalisation, efficiency and effectiveness 

of tax administration (Felis, 2010) 

Corporate profitability (Auerbach & Poterba 1987, 

Douglas 1990, Poterba 1991); The cyclicality of the 

economy (Kubatova & Rihova, 2008) 

Costs and time of tax compliance thanks to the tools 

available to the taxpayer 

The size of the enterprise sector (Clausing K., 2007) 

and the size of the shadow economy (Schneider et 

al., 2010) The level and forms of individual income taxation 

Quantitative 

Structural elements of the tax rate, tax base (Devereux, Griffith, & Klemm, 2004)                           

and related elements like tax reliefs (Devereux, 2007) 

The number of taxpayers 

The amount of taxpayers' income 

The level of digitalisation of the economy and society attractive to global companies 

Market size and effective marginal tax rate to attract investors 

Value of tangible fixed assets, costs of employees 

The limit tax rate of rational tax burdens - the Laffer curve (Raczkowski 2016). 

Source: On the basis of literature analysis. 

 

Qualitative factors seem to outweigh quantitative factors, however, the author's 

intention was to try to determine the fiscal effects of harmonizing the effective CIT rate for 

ten selected EU countries. Therefore, in the further part of the work, mainly quantitative 
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factors were taken into account, such as the income of a group of enterprises selected in 

accordance with the criteria resulting from the Harmonisation Directive 2022/2523, the 

aggregated effective tax rate of MNEs in the selected jurisdictions, the net value of tangible 

fixed assets and staff costs in constituent entities – subject to a harmonised CIT rate, as well 

as the level of digitalisation of selected EU countries expressed by the Digital Economy and 

Society Index (DESI) and the level of the shadow economy in those countries.  

According to the author, the analysis of state budget revenues obtained from a specific 

tax also requires mentioning potential revenues which do not flow into the state budget. 

One of the reasons that CIT revenues do not flow into the budgets of individual countries is 

the fact that there is a smaller or larger tax gap and the shadow economy in each country. A 

factor that may intensify the effect of the tax gap or minimise it is the level of digitalisation 

of a given country and society. Those two factors are in turn connected with the 

effectiveness and efficiency of tax administrations. A higher level of digitalisation of society 

means the possibility of more efficient settlement of electronic tax returns containing no or 

fewer errors, faster communication between the tax office and the taxpayer and easier tax 

inspections. All this is conducive to the increase in the efficiency of tax administration, and 

thus should contribute to an increase in tax revenues for the state budget.  

Therefore, in this Chapter, the author analyses the selected factors mentioned above, 

which, in her opinion, are important for the analysis of CIT budget revenues. 

2. The importance of structural elements of the tax 

Considering the size of budget revenues, the impact of the elements of the tax structure 

should be considered first, and then the other elements. Therefore, the kind and number of 

taxpayers, the amount of their income, as well as the tax rate by which this income is 

multiplied will be of key importance. 

Number and categories of CIT payers. CIT payers i.e. the entities bearing the CIT burden 

are undoubtedly the element that is of fundamental importance for the size of budget 

revenues from this tax in particular EU countries. As described in Chapter II, such taxpayers 

vary between EU countries, both in terms of their number and kind. The current number of 

all CIT payers is different in each EU country, as well as the number of taxpayers covered by 

CIT harmonisation predicted in Directive 2022/2523, due to the fact that some EU countries 
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have a larger, other a smaller number of companies from Groups ≥ EUR750 million. What is 

more important, some EU countries have more parent entities located there which is 

relevant for budget revenues in the case of the provisions of the Directive 2022/2523. 

Table 13 shows EU headquarters of UPEs in Groups ≥ EUR750 million and their number of 

worldwide subsidiaries. The countries are ordered from the highest to the least number of 

subsidiaries owned by UPEs.  

 

Table 13 The number of UPE from groups ≥ EUR 750 million in selected EU countries, 2020 
CbCR EU 

country_2020 

Ultimate Parent 

Jurisdiction 

Number of 

MNE Entities 

worldwide 

Total 

Revenues in USD  

Profit (Loss) 

before Income 

Tax in USD 

Income Tax 

Paid (on Cash 

Basis) in USD 

France 103 513 24 844 916 223 -705 618 646 354 648 542 

Germany 92 048 31 292 903 000 1 511 418 000 453 781 000 

Netherlands 34 689 45 275 246 424 1 376 079 401 311 918 386 

Luxembourg 31 526 3 599 553 665 73 166 976 33 011 375 

Spain 26 297 10 054 753 303 759 803 508 28 515 792 

Sweden 

25 757 273 547 907 320 

41 084 685 

390 4 757 980 353 

Italy 18 637 1 978 719 744 18 636 438 6 643 408 

Austria 

16 616 189 675 351 041 

11 471 016 

349 1 233 207 212 

Denmark 13 812 4 613 165 238 214 323 006 26 638 777 

Belgium 11 992 3 785 000 000 681 100 000 21 200 000 

Ireland 

11 770 108 998 107 445 

-7 703 413 

452 717 450 498 

Finland 7 219 143 248 742 906 5 916 763 970 1 318 609 953 

Greece 2 352 94 828 827 -32 979 216 .. 

Poland 1 783 239 990 974 8 877 191 -435 003 

Hungary 612 26 360 506 404 1 634 218 474 237 707 337 

Slovenia 351 13 776 964 624 81 900 851 94 247 873 

Lithuania 212 302 974 072 -393 516 483 477 

Latvia 62 39 156 001 1 233 988 101 405 

Source: OECD (2023c). Table I - Aggregate totals by jurisdiction for 2020 

Number of MNE Entities worldwide* means entities placed in one or more of 110 jurisdictions 

analysed by OECD. 

 

According to the IIR resulting from the Directive 2022/2523, UPEs will be responsible for 

top-up tax collection for the subsidiaries with the ETR lower than 15%. Data presented in 
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Table 13 is aggregated and calculated by the OECD only for countries that have submitted 

CbC reports. Therefore, profit (loss) is also an aggregate value for all reported UPEs of MNEs 

in each country. The OECD noted in its disclaimer regarding the limitations of the statistics 

on CbCR and that this is only part of the data, even from reporting countries, because some 

of it is confidential (OECD, 2023).  

The absence of some EU countries is noticeable. The reason is either the lack of CbCR 

submission on their part or or lack of willingness on the part of MNEs to locate UPEs in these 

countries. Therefore, the introduction of a minimum effective rate of 15% higher than the 

previously applicable rates for MNEs in these countries may result in a stronger tendency in 

the future to transfer profits from these countries to companies located in countries that do 

not apply IIR and CbC reporting.  

The author selected only EU countries where UPEs of MNE's are located because they are 

responsible for collecting top-up tax in the event of too low taxation of their subsidiaries in 

the EU and outside the EU. Of the nine Central and Eastern European countries that have 

been part of the EU since 2004-2007 and analysed by the author later in the work, just over 

half of them seem to have UPEs of MNEs with a global turnover ≥ EUR 750 million on their 

territory. These are: Poland, Hungary, Slovenia, Lithuania and Latvia. They are at the bottom 

of the table, UPEs in these countries are probably less numerous and accumulate fewer 

subsidiaries. The main bargaining position of these countries in terms of corporate taxation 

aimed at attracting foreign investors were reduced corporate income tax rates.  

There is also visible a significant discrepancy between Poland with UPEs possessing 1783 

subsidiaries and the rest of the group (UPEs with 62-612subsidiaries). Theoretically, UPE with 

a larger number of subsidiaries (constituent entities) means the possibility of higher 

revenues from top-up tax in the case of subsidiaries located in low-tax jurisdictions. 

The harmonised minimum effective CIT rate applies only to a narrow group of companies 

in the EU, i.e. entities belonging to capital groups that meet specific revenue criteria. These 

are usually large companies generating high revenues, but this does not mean that each of 

these companies is highly profitable.  

As for the legal forms of CIT taxpayers, apart from a few exceptions for types of 

companies in several countries, these forms are very similar in name. In all countries there 

are, for example, limited liability companies or joint-stock companies, although the legal 

regulations concerning them differ from country to country. The differentiation of the type 
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of CIT payers is influenced not only by their legal form, but also by the size expressed by the 

number of employees and the generally understood income criterion. Generally, because in 

some countries it may refer to the income of companies, in others to turnover or revenue. 

Diversification of CIT payers in terms of the number of their employees or the amount of 

income may translate into the level of their tax burden. In many EU countries, a distinction is 

made between small, medium-sized and large companies. The examples of the EU countries 

where the income criterion divides taxpayers into small and large and directly affects their 

tax burden is Poland or France. The standard CIT rate in France was reduced to 25% in 2022, 

but entrepreneurs with the turnover of less than EUR 10 million, whose capital is at least in 

75% owned by natural persons, may benefit from the 15% CIT rate (DILA, 2023). 

The turnover criterion translates into differentiation of the nominal CIT rate applicable to 

them. Among the Southeastern nine EU countries analysed in terms of CIT revenues, only 

few of them decided to introduce a reduced rate of this tax for the smaller entities. This may 

be due to the fact that standard rates in these countries are already much lower than those 

in Western EU countries. Such reduced rates for smaller enterprises apply to Poland, 

Slovakia and Lithuania. In Poland, a small CIT payer (i.e. the entity whose sales value 

together with the amount of VAT for the previous year did not exceed EUR 2 million) is 

charged with nominal CIT rate in the amount of 9% of the income obtained, and a large 

taxpayer in the amount of 19%.  

Among the countries analysed by the author in terms of CIT, Slovakia has different rates 

of this tax due to the amount of income. The basic rate in this country is 21%, while for a 

small entrepreneur, i.e. with an income below EUR 100 thousand, the rate is reduced to 

15%. The reduced CIT rate for small entrepreneurs is also present in Lithuania and amounts 

to 5%, which is a significant reduction compared to the standard rate of 15%.  

The lower CIT applies to taxpayers with a turnover below EUR 300 thousand and having 

less than 10 employees.  

Lower nominal CIT rates are often provided for SMEs but in turn the largest companies 

have strong economic position which gives them the opportunity to reduce their level of 

effective taxation. All these factors affect the amount of state budget revenues and at the 

same time the differences in taxation make CIT revenues calculations more complicated. 

Bachas et al., 2023, drew attention to the differences in taxation due to the size of the 

company. The authors also paid attention to the fact that while a lot of analyses have been 
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carried out in the field of tax evasion and profit shifting, much less attention has been paid 

to tax expenditures. Their latest research, based on data from tax returns in 13 developing 

countries, shows that there is a correlation between company size and effective corporate 

tax rates. These countries spend approximately 0.9% of GDP annually on financing tax 

incentives, thus offering companies lower taxation for making certain investments. Such 

incentives are mainly used by the largest companies that have adequate opportunities to 

invest in research and development. For this reason, approximately 1/3 of such companies 

have a tax burden lower than 15%. 

The effective taxation of small and medium-sized companies is lower mainly due to the 

fact that they benefit from lower statutory rates for smaller taxpayers. According to the 

authors, increasing the minimum effective CIT rate to 15% could increase corporate income 

tax revenues by an average of 27% in each of the analysed countries (Bachas et al., 2023). 

CIT payers are various entities, from municipalities and partnerships in some countries to 

large international corporations present in each EU state. However, statistics on the number 

and structure of CIT taxpayers are kept in the EU mainly at the national level, as national 

statistical business registers and are not generally available in Eurostat.  

Generally available in Eurostat is data on aggregated CIT budget revenues in individual 

countries in particular fiscal years, without division into categories of taxpayers. Fortunately, 

in the case of harmonisation of the effective minimum CIT rate, it was enough to precisely 

define one category of taxpayers in terms of their number, income, effective taxation and 

location, i.e. companies from the Groups ≥ EUR750 million. This is due to the fact that CIT 

harmonisation will apply only to a specific narrow group of entities. 

The Directive CbCR introduces greater transparency in terms of insight into the MNE 

income and the Directive, on the basis of which the minimum effective CIT rate is to be 

introduced, unifies the methods of ETR calculation and of the top-up tax.  

The expected allocation of topped-up CIT may significantly change the amount of budget 

revenues in particular EU countries unless they decide on qualified domestic top-up tax.  

The allocation resulting from IIR will depend, among others, on the current tax burden 

incurred by enterprises i.e. the level of effective corporate taxation, as well as the category 

of taxpayers, i.e. whether it will be a parent company or a constituent entity. It will also be 

important whether the third country in which the UPE has the constituent entities applies 

the IIR rule.  
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Harmonisation will concern the largest taxpayers in terms of income. Their number 

matters, but the income they generate matters even more. Due to the fact that Groups        ≥ 

EUR 750 million may also include capital companies from the SME's group from countries 

that guaranteed them so far a lower nominal CIT rate (e.g. Poland 9% rate, Lithuania 5% 

rate), the tax burden for these companies will increase significantly. Taking into account the 

revenues of these companies, they would not be charged with top-up tax as standalones, 

but if they are subsidiaries of the Group meeting the criteria of the Directive, they will have 

to bear a higher CIT burden, unless they belong to group with an average revenue of less 

than EUR 10 000 000 and an average qualifying income or loss of less than EUR 1 000 000 in 

a jurisdiction (de minimis exclusion). 

In the case of the Directive harmonizing the effective CIT rate, the analysis applies only to 

a limited number of taxpayers, i.e. companies belonging to Groups ≥ EUR750 million, 

provided that they achieved such revenue in two of the last four consecutive fiscal years, 

therefore, it is a very limited set of taxpayers. 

The tax base and income. The tax base is an indispensable element of tax calculation, 

which determines the amount of budget revenues. In the case of CIT, the tax base is, with a 

few exceptions, the taxpayer's income after deduction of all types of reliefs from which he 

benefited. Therefore, the tax base is the result of calculations consisting in deducting from 

the revenues the costs of obtaining them. At the same time, we distinguish two sources of 

revenues: from capital gains and profits from other sources. These revenues may be reduced 

by direct or indirect costs of obtaining them. It is important to assign the costs of getting the 

revenues from capital gains to these revenues, and the remaining ones to other non-capital 

revenues related to business activity. The tax base may also consist only of the company's 

revenues. This is the case for some profits obtained by foreign taxpayers which may concern 

dividends, licences, other profits resulting from having shares in other company and for 

some forms of taxation like a lump sum. After obtaining the calculated amount of income or 

revenue, the taxpayer may reduce the tax basis by the deductions permitted by law. The size 

and number of possible deductions reduce the tax base accordingly and thus the CIT budget 

revenues. The tax base in CIT in EU countries is calculated in a similar way but the revenues 

and costs are very often different. It is worth mentioning that the tendency of the last 

several years in the CIT taxation in the EU was the gradual reduction of the statutory rates of 

this tax and the broadening of the tax base by particular countries. Broadening the tax base 
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while lowering the rates resulted in maintaining relatively constant budget revenues from 

this tax in majority of EU countries (European Commission, 2021). 

According to Małecka-Ziembińska (2012), extending the tax base in a given tax serves to 

increase its fiscal and economic efficiency. The tax base in the fiscal sense is understood as 

the amount on which the tax is calculated. Extending such a base means an increase in 

budget revenues from a given tax, because, as a rule, the more revenues are included in the 

base, the higher the revenues should be generated from it for the state budget. The higher 

the income generated by the tax, the greater its effectiveness. 

The tax base may also be understood in the economic sense. In that case, extending tax 

basis reduces the distortion of taxpayers' behaviour consisting in replacing taxable activities 

with non-taxed or less taxed ones (tax optimisation). Therefore, broadening the tax base 

results in a reduction or elimination of substitution behaviours, i.e. attempts at tax 

optimisation. The taxpayer has fewer opportunities for such optimization carried out in a 

legal way (Małecka-Ziembińska, 2012).  

Walasik draws attention to an important aspect when it comes to the tax base, to its 

elasticity. In the case of enterprises' income, it is very elastic, i.e. sensitive to economic 

fluctuations, therefore it is an unstable source of financing, which in turn does not guarantee 

budgetary income (Walasik, 2015). 

It cannot be overlooked that, among all CIT payers, the international entities with the 

highest turnover are usually the least taxed even in countries with a high statutory CIT rate 

because they have the greatest possibilities of shifting income between countries.  

Saez et al. (2012) indicate that the leakage in budget revenues may be caused, among 

others, by the elasticity of the taxed income and the behaviour of taxpayers trying to reduce 

their tax burden. Although this is not the only factor in reducing budget revenues, a tax 

system with a narrow tax base, giving many possibilities for deductions, results in high 

efficiency costs of a given tax. This means that in order to obtain a certain amount of income 

from a given tax, one must incur disproportionately high costs of obtaining it. The authors 

note that in this context, broadening the tax base and eliminating tax avoidance 

opportunities reduces such elasticity of the tax base and reduces efficiency costs more than 

in the case of introducing higher tax rates (Saez et al., 2012).  
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It is worth noting that in the case of additional budget revenues of EU countries 

calculated on the basis of Directive 2022/2523, taxation applies to the qualified income of 

companies actually taxed at a rate lower than 15%.  

Each low-taxed company that did not show a qualified loss will have to pay an additional 

top-up tax, increasing its effective taxation to 15%. However, which country will be the 

beneficiary of additional revenues from the top-up tax will be determined by an additional 

key element introduced by the Directive 2022/2523. This is the headquarters of the parent 

company of the Group, i.e. UPE (relatively UPO or IPE). The parent company, as a rule UPE, is 

obliged not only to calculate but also to pay top-up tax to its tax office for a low-taxed 

related company in and outside the EU. Therefore, countries that have so far applied low CIT 

rates may lose part of their income from this tax to the countries where parent companies 

from particular capital groups are located. The more parent companies from Groups ≥ 

EUR750 million in the country, the greater the probability that more income will go to the 

state budget.The tax base for CIT is generally income, but in some cases, it may also be 

revenue. Therefore, the concept of tax base is a broader than the concept of income. For the 

purposes of the study, the author will only take into account income. The choice is dictated 

by the Directive's guidelines, according to which income should be taken into account to 

calculate top-up tax. 

Tax rate. States’ budgetary revenues are undoubtedly influenced by the tax rate by which 

the companies' income is multiplied. The tax rate is one of the most important elements 

affecting the amount of budget revenues in the case of most taxes. It directly determines 

what percentage of the taxpayer's income, in some cases - revenue, is due to the state 

budget.  STR is the first piece of information visible to an investor and a taxpayer that tells 

about the state's implemented tax policy towards companies. There has been a noticeable 

general downward trend in statutory tax rates, mainly from governments' decisions to 

restore state competitiveness for investors (Kawano & Slemrod, 2016).  

To calculate CIT revenues of EU countries it is sufficient to multiply the amount of 

companies’ established income by the appropriate statutory rate (sometimes different for 

small and larger entrepreneurs) in each country and to sum the results of all EU countries. 

However, the harmonisation directive is based on the effective CIT rate and income 

calculated in accordance with the formula presented therein. 
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Taking into account the real budget revenues from CIT, it should be remembered that 

there is possibility of taking advantage of tax reliefs by enterprises in particular EU countries. 

This, of course, reduces the effective CIT rate, but it may also directly reduce the statutory 

rate of this tax. For example, the income earned by an enterprise under the IP Box regime in 

Poland, reduces the CIT rate from 19% (or 9% in the case of small or medium enterprise) to 

5%. In the case of using other tax reliefs, this results in a reduction of the effective tax rate. 

Therefore, this rate shows the real burden of a specific CIT payer for the state budget.  

ETRs, similarly to STSs have also been declining, with such declines averaging 0.4% per 

year between 1988 and 2012 (Dyreng et al., 2017). Interestingly, with these downward 

trends in CIT rates stemming from the practices of high- and low-tax jurisdictions, there can 

be noticed a relative degree of constancy, that is: high-tax jurisdictions continue to remain 

high-tax, while low-tax jurisdictions also retain their character (Markle & Shackelford, 2012). 

Rates in the EU are, as mentioned earlier, very diverse both in statutory and effective 

terms. As a general rule, the nominal rate, resulting from the law, is fundamental for the tax 

calculation, in the sense that it illustrates how much percentage of the company's income 

should be collected and paid to the state budget.  

The effective rate (in its various variants, such as the EATR or ITR) is outcome-based and 

shows what proportion of the income at a given nominal rate and possible allowances and 

deductions the analysed company has paid into the state budget. Thus, the effective rates 

are outcome-based, which is why they have so far been published by the Eurostat and OECD 

with a delay of about one or even few years.  

The use of different tax rates by EU countries is an expression of their sovereignty and, at 

the same time, a compromise between the burdensome nature of taxation and the 

deterrence of investors to new investments and the need to ensure certain levels of tax 

revenues. The tax rate, especially the nominal (statutory) one, is also the first most quickly 

available information on the friendliness of a country's tax system, which can of course be 

misleading given the other tax elements like the omnifarious tax reliefs. It should be clearly 

noted that with the differentiation of these other elements, also the the tax base or the 

number of taxpayers, even the application of identical nominal rates by all EU countries will 

bring different tax revenues.  

Directive 2022/2523 using the effective rate calculated for each MNE company will mean 

that the actual minimum tax burden of each MNE company should be no less than 15% 
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which somehow equalizes the minimum burden in each country and stops race to the 

bottom in the EU. This does not mean, however, that this burden will be felt equally by 

smaller and larger constituent entities and that the tax competition between the states will 

disappear. The purpose of Directive is to obtain additional income from CIT for states 

budgets and to reduce the tax gap, by ending profit shifting to low-tax jurisdictions. 

The harmonisation proposals of CIT rates have been repeated in the EU several times, 

alternatively with the proposed unification of the rules for determining the tax base, which 

turned out to be an idea too much interfering with the sense of sovereignty of the Member 

States.  

CIT rates (statutory and effective), the most visible manifestation of this sovereignty, have 

been reduced for decades (Clausing, 2007), e.g. global CIT EATR has halved over the last 43 

years (Bray, 2021). In the period from 1980 to 2021, the global weighted average corporate 

STR decreased by 21%, i.e. from 46% to 25% (Bray, 2021). 

The decline in tax rates was followed by a decline in CIT revenues in relation to GDP 

(Dyreng et al., 2017). The widespread race to the bottom and the widening CIT tax gap 

contribute to a significant burden for countries, especially those where CIT revenues 

constitute a significant part of their overall tax revenues. Reducing CIT rates is, in principle, 

beneficial for MNEs and their shareholders, while it is problematic for state governments, as 

it reduces budget revenues from the tax. Reducing tax revenues means less ability for the 

state to fund public services (e.g., health, transportation, education, defence) and pensions. 

However, it is not always the case that lowering the tax rate will translate into lower tax 

revenues for the state budget and rising tax rates can lead to shrinkage of the tax base by 

increasing susceptibility to tax avoidance and by causing major economic disruptions that 

translate into lower revenues because of reduced output (Bi, 2012; Heijman & Van Ophem; 

2005; Papp & Takats, 2008; Trabandt & Uhlig, 2011). 

 Changes in tax rates result in changes in the amount of tax revenues both in the direction 

of increasing and decreasing them (Laffer 1981, Wanniski 1978). The relationship between 

the tax rate and state budget revenues is described by the Laffer curve. Contemporary 

analyses in the field of the rate-revenue relationship, conducted especially in advanced 

economies, but also by the OECD and the European Commission, are largely based on the 

Laffer curve. 
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According to Laffer, the curve takes the shape of an inverted parabola, which implies that 

at both a 0% and 100% tax rate, the value of state tax revenues will be zero. Therefore, the 

relationship between tax rates and revenues is non-monotonic (Canto et al., 1981). 

 At a rate of 0%, the tax will not occur, at a rate of 100%, taxpayers will try to avoid it and 

transfer their economic activities to the gray zone, since they would have to give 100% of 

their income to the state (Allingham & Sandmo, 1972; Sandmo, 2005).  

It is worth noting that the Laffer curve has been a concept used to study the tax 

avoidance process for about 40 years. Latest models of endogenous growth are also based 

on it, especially DSGE models used, among others, also for this purpose (Cichocki, 

Kokoszczyński, 2016). 

The shape of the curve also shows that there is a statutory revenue maximizing tax rate 

for the state which is located at the apex of the curve and called saturation point.  

Rates located on the rising arm of the inverted parabola will cause an increase in tax 

revenue to the state budget, while rates on the falling arm will cause a decrease in revenue. 

It is also known that that each country will have a different Laffer curve, that it will be 

different for different types of taxes and also that it varies in depending on time because, for 

example, during war, taxpayers accept higher taxation (Rossa G. 2011). The saturation (or 

tipping) point on the Laffer curve determines the level of acceptance of a given society for a 

given tax amount and that when it is exceeded, the probability of tax avoidance increases. 

The graph of the curve will differ from one country to another. Therefore, the basic problem 

of sovereign states is to determine their maximum socially acceptable tax rate in order to 

maximize budget revenues to cover the costs of public services and implement other state 

tasks (Gaspar et al., 2016). States are attempting to determine the Laffer curve, especially 

the saturation point to which they can raise tax rates. Exceeding this point, according to 

Laffer's concept, should result in a decline in state tax revenues. 

Factors influencing the different shapes of the curve are also examined. According to 

some authors it depends on the characteristics of the country, such as size or openness 

(Suárez & Zidar, 2018).  
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Figure 2. Laffer’s curve 

Source: Suárez Serrato, J. C., & Zidar, O. (2018), The structure of state corporate taxation and its impact on 
state tax revenues and economic activity, p. 33 

 

The rate-revenue relationship has been the subject of research for many years, especially 

in advanced economies, but also by the OECD and the European Commission. 

In the EU, it is known to compete with nominal rates between individual countries (rates 

to the bottom) but granting the corporations as investors reliefs and deductions actually 

comes down to lowering the effective CIT rate. Therefore, the emphasis on competing with 

the element that is obvious and visible at first glance has been shifted to the element that 

reduces the tax burden only after the taxpayer has benefited from the reliefs. The Directive 

2022/2523 takes into account the effective rate as a result of taxpayers' use of reliefs in a 

given jurisdiction.  

3. Selected non-tax factors affecting the collection of corporate income tax 

Tax gap. The tax gap is generally defined as the difference between the tax revenues that 

should be achieved by the state or local government and the amount of actual tax revenues. 

According to Her Majesty Revenue and Customs (HMRC), the tax gap is the difference 

between the tax revenues collected by the tax administrations in a certain period and the 

amount of tax that should be collected in the case there is no tax evasion or loss (HMRC, 

2012). Similar definition was made by Andreoni et al. (1998). 
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According to European Commission and OECD, tax gap is the difference between the 

amount of taxes that should be paid and the amount of taxes actually paid. It is equated with 

state revenue loss from taxes (European Commission, 2016; OECD, 2017). 

Therefore, since this is the amount of taxes that should have flowed into the state or local 

government budget, but was not settled by taxpayers, it is of fundamental importance for 

the amount of budget revenues from taxes. Therefore, on the one hand, there is the 

expected hypothetical amount of tax revenue that should be collected, and on the other 

hand — the actual amount of revenue collected. 

Due to the fact that taxes are the basic source of budget revenues for most countries, and 

the tax gap means the amount of taxes that did not reach the state budget, many attempts 

have been made in individual countries to estimate the size and sources of such a gap in 

order to counteract it because understanding its causes and reforming the tax system may 

contribute to reducing it and increasing budget revenues. 

Uygun and Gerçek, 2023 note that while the effective collection of tax revenues is 

essential for governments, they sometimes allow tax evasion, tax avoidance, and informal 

activities to support economic growth and development (Uygun and Gerçek 2023). While 

there is no doubt about the statement that governments allow taxpayers to take advantage 

of loopholes in the law and tax avoidance, which legally contributes to the creation of a tax 

gap, one cannot agree with the statement that state governments approve tax evasion, 

which is a phenomenon of breaking the law. It is less problematic to classify as tax evasion 

the concealment of income by corporations in a given country and their transfer to tax 

havens, but each time it is necessary to carefully examine cases in which the government of 

a country grants a given corporation public aid or relief as a result of which the rate of its 

effective tax decreases. Such cases have been the subject of many years of disputes between 

the European Commission and the governments of some EU countries, resolved before the 

Court of Justice of the EU.  

Some authors draw attention to the fact that income losses resulting from taxpayers' use 

of legal loopholes or permitted tax reliefs result from the state's tax policy and constitute the 

so-called policy gap, not tax gap (Bratkowski & Kotecki, 2018). 

Piwowarski notes that although the policy gap is not treated as a tax gap, its estimates are 

and should be presented in the literature, because assuming 100% tax collection, the 

theoretical amount of income is calculated in the absence of preferential tax rates and 
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reliefs (Piwowarski 2022). Policy gap consists of the gap related to the application of reduced 

and zero tax rates called rate gap and the gap resulting from the applicable exemptions 

called exemption gap (Poniatowski et al., 2023b). 

The literature emphasizes that measuring the tax gap allows for the identification of 

levels of misuse of resources, helps to increase the efficiency of their allocation and becomes 

a measure of the effectiveness of tax authorities in collecting tax revenues (Warren & 

McManus, 2006). 

Nerudova &Dobranschi (2019) notes that the tax gap has negative multidimensional 

implications for public policy causing not only a budget deficit and austerity in the supply of 

public goods and services but also on the rule of law. For this reason, measuring the tax gap 

is beneficial because provides guidance on more effective tax collection and allocation of 

resources necessary to address this gap. For the EU Member States facing global challenges 

in combating tax evasion and tax fraud, precisely identifying tax gap is an essential step in 

improving tax efficiency and is also of key importance in shaping the strategy for necessary 

tax reforms (Nerudova  & Dobranschi, 2019). The IMF also points to the need to estimate the 

tax gap in order to engage additional resources to conduct more effective tax administration 

(IMF 2023). Uygun & Gerçek, 2021 suggest that the size of the tax gap indicates how 

defective is the socio-economic policy of the state and that it should be corrected. The 

authors also point out that predicting the tax gap is necessary to protect the financial 

interests of the state and to create a control mechanism in the public administration (Uygun 

& Gerçek, 2021; Uygun, 2021). 

Plumley 2005 distinguished three main causes of the tax gap: filing errors, under-

reporting and underpayment (Plumley, 2005). Some authors drew attention to behavioural 

factors influencing tax avoidance (Elffers et al. 1987) and some pointed out that the gap 

results mainly from intentional actions of taxpayers, such as deliberate understatement of 

income or claiming unjustified tax deductions and not due to inadvertent non-compliance 

resulting from calculation errors or inadequate knowledge of tax law (Kirchler 2007). 

Similarly, the IMF states that non-compliance is not an observable variable because 

taxpayers, especially companies, do not want to disclose the extent to which they fail to 

meet their tax obligations (IMF 2023). Tax non-compliance is usually hidden by taxpayers, 

therefore, when trying to estimate the tax gap, different methods are used by tax 

administrations. 
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There are two main kinds of methods of tax gap estimation: the top-down or bottom-up 

approaches. The top-down methods are based on collected external macroeconomic 

aggregate data, such as industrial or third-party data-matching information, also national 

accounts data available, for example, in Eurostat. On the basis of this information, the 

theoretical tax base and tax liability is determined and the difference between this 

theoretical aggregated liability and tax amounts received is the estimated value of the tax 

gap. A top-down approach is typically used for indirect taxes.  

The bottom-up methods are based on a detailed analysis of microeconomic data sources 

such as internal administrative data, for instance — data from tax returns or audit results. 

The results of the sample (mainly through audit) are then extrapolated to the rest of the 

population. A bottom-up approach is typically used for direct taxes. The most extensive 

research on the tax gap is conducted by the International Monetary Fund (IMF) representing 

top-down methodology and the British administration - Her Majesty Revenue and Customs 

(HMRC) basing on bottom-up approach. This method is also used by the IMF which draws 

attention to the fact that although bottom-up techniques are more likely to identify the root 

causes of any estimated tax noncompliance, the top-down techniques are more likely to 

provide a more comprehensive assessment of all tax revenue lost as a result of non-

compliance (IMF, 2023).  

Direct and indirect methods of estimating the tax gap have also been the subject of 

analysis in the scientific literature, with some researchers considering direct methods to be 

less effective due to the fact that they are based on the study of selected representative 

groups of taxpayers, and further research is generalized to the entire population                           

(O'Doherty, 2014). Some researchers considered microdata-based measures of tax 

noncompliance as capable of providing more reliable data, but a problem was noted with 

selecting the right sample to be able to appropriately extrapolate the study results to the 

entire population (Gemmel & Hasseldine, 2012). The disadvantage of using national 

accounts for this purpose is that the data is not sufficient detailed so that it is possible to 

fully specify the causes of the gap or to link the gap to individual taxpayers or even economic 

sectors. 

Many attempts have been made to estimate the tax gap of individual countries. Giles who 

defined the tax gap as a hidden economy and hidden income, proposed to estimate its value 

by multiplying the illegal income by the statutory tax rate (Giles, 1997a; Giles, 1997b). 
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Keyifli (2019) examined the tax gap for all OECD countries from 2010 to 2015. The study 

used an indirect method to estimate the tax gap, using the results of the shadow economy 

estimated using multi-indicator methods, countries' GDP and total tax rates. The estimation 

results showed a total tax gap for 34 OECD Member countries in 2015 of USD 1,373.3 billion. 

The study also showed no relationship between the size of the tax burden in individual 

countries and their estimated level of shadow economy. Countries with the highest tax 

burden in 2015, such as France (64.9%) and Italy (64.8%), were not the countries with the 

highest estimated level of shadow economy. Mexico (28.07%) and Turkey (27.43%) were the 

leaders in this respect (Keyifli, 2019). 

There is no indicated generally accepted level of the tax gap in the literature, but some 

authors indicate the acceptable level of the gap is 5% of GDP and point out that a tax gap 

exceeding this threshold even contributing to economic growth, it may have a negative 

impact on long-term sustainability (Kuhen, 2014; Schneider et al., 2010; Schneider, 2002). 

Uygun & Gercek (2023) conducted tax gap measurements to determine tax revenue 

losses in OECD countries. The study was conducted as an econometric analysis that 

determined the impact of GDP, the shadow economy and the total tax index on the tax gap 

as the dependent variable. 

The nominal value of the tax gap and its relation to GDP were measured in 35 OECD 

countries, using GDP, the shadow economy and total tax rates as independent variables. In 

order to examine their impact on the tax gap, panel data analysis and Stata 15 were used to 

analyse cross-sectional dependence, the unit root test and fixed effects models. The authors 

indicate that an increase in the tax gap means an increase in the shadow economy, while the 

existence and size of the latter prevent the collection of public revenues and cause 

distortions in the fair distribution of income. According to the authors, knowing the size of 

the tax gap may allow the state to undertake the necessary analyses and actions to protect 

the financial interests of the state budget.  

In 2013, the OECD, in cooperation with the G20, launched the Base Erosion and Profit 

Shifting (BEPS) project. The project pointed to gaps in international tax law that facilitate the 

transfer of profits by multinational corporations outside the place of their core business and 

contribute to the emergence of a CIT tax gap (OECD 2013). 

The 15-point recovery plan proposed by the OECD in 2015 to solve the problem of tax 

base erosion in CIT was based on three assumptions: improving the consistency of national 
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regulations affecting cross-border activity, ensuring that taxation is adjusted to the place of 

business and the place of generating added value (profit) and transparency and tax certainty 

for businesses and governments. One of the results of this activity is the CIT harmonisation 

Directive. In 2015, the loss of government revenue due to BEPS was conservatively 

estimated at 4-10% of global corporate income tax which means USD 100 to 240 billion per 

year based on data from 2014 (OECD, 2015). 

An important component of the 2015 BEPS Project was the work carried out under Action 

1 "Meeting the tax challenges of the digital economy". The Special Task Force on the Digital 

Economy built on previous work on the subject, including the 1998 "Ottawa Report on 

Electronic Commerce: A Framework for Taxation" (OECD, 2001) and addressed the 

challenges of digitalisation both in both direct and indirect taxes. 

Shadow economy. One of the factors that affect taxation and is connected with the tag 

gap is the shadow economy. The number of CIT taxpayers affects the amount of budget 

revenues of particular countries. What is important is the percentage of these taxpayers 

which pay taxes and the amount of their income to be taxed. 

The literature draws attention to the fact that non-payment of taxes is closely intertwined 

with behavioural factors and that some societies are more prone to tax avoidance and 

evasion, which also results from the enforcement capability of the state (Slemrod & Yitzaki, 

2002). 

The phenomenon of tax evasion contributes to the widening of the tax gap. Due to the 

fact that tax evasion is illegal, its measurement is extremely difficult, just like measuring the 

tax gap. One way to estimate such a tax gap is estimation of the shadow economy. 

Shadow economy is a phenomenon in which economic activity is legal, but is neither 

recorded nor regulated, so it also means tax evasion. This concept is most often used to 

describe tax evasion in VAT and personal income tax, however, estimation of shadow 

economy may also used to attempt to estimate tax evasion in corporate income tax 

(Schneider 2005).  

A study conducted by Schneider in 2022 confirms the differences in the level of the 

shadow economy in EU countries that have existed for years. The results for 2022 presented 

in the Table 14 show that all EM countries analysed by the author have a high level of 

shadow economy of over 10%, measured as a percentage share in their official gross 

domestic product (GDP). 
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This means that tax evasion in these countries is also at a high level, which has a negative 

impact on the amount of budget revenues from taxes. 

Therefore, the introduction of a minimum effective rate of 15% for MNEs in these 

countries may result in a stronger tendency in the future to transfer profits from EM 

countries to constituent entities located in countries that do not apply IIR and CbC reporting. 

Table 14. Shadow Economy in the selected EU-Countries in 2022 as a percentage of GDP 
EU Member 2022 EU Member 2022 

Bulgaria 33.1 Portugal 15.7 

Croatia 29.7 France 14.2 

Romania 29 Czech Republic 13.5 

Hungary 25.4 Slovakia 13.1 

Cyprus 23.9 Finland 10.8 

Lithuania 22.4 Sweden 10.8 

Slovenia 22.1 Ireland 10.1 

Poland 21.9 Denmark 9.7 

Greece 20.93 Germany 8.8 

Italy 20.3 Luxembourg 8.3 

Latvia  19.9 Netherlands 8.2 

Belgium  16 Austria 6.6 

Spain  15.8 - - 

Own study on the basis of Schneider & Asllani (2022). 

 

Digitalisation and access to Internet. One of the factors that affect taxation and, 

consequently, tax collection is the ubiquitous digitalisation. Its wide range of implications for 

taxes is indicated by the OECD emphasizing that digitalisation affects tax policy and tax 

administration both at the national and international level, offering new tools, but also 

introducing new challenges (OECD 2018).  

The consequences of digitalisation for tax policy have been the subject of international 

global debates (e.g. at the G20 Finance Ministers meeting in Baden Baden in March 2017), 

during which it was wondered whether international tax regulations still keep up with the 

increasingly changing economic environment. Conclusions drawn during such discussions 

formed the basis of the new Directive aimed at harmonizing the minimum effective CIT rate.  
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In March 2018, the OECD developed a new “Interim report on tax challenges arising from 

digitalisation” based on the 2015 report (OECD, 2018). This report provides an analysis of 

various digital business models and characteristics of digital markets.  

The following three main and common features of digital business models have been 

defined: scale without mass, reliance on intangible assets and data and user contributions. 

The term "scale without mass" is used for the phenomenon typical of the digital 

economy, describing the development and transcontinental growth of a company without 

increasing its "mass", i.e. physical presence on the market in a given country. This 

phenomenon is problematic for taxation as profits are still attributed for tax purposes to the 

physical presence of the enterprise (principle of residence, withholding tax when taxing at 

source, permanent establishment). A digitalized enterprise that outsources the production 

of a good or the provision of a service, eliminating its physical presence in a jurisdiction, is 

elusive for the tax administration in terms of taxation. There is no physical nexus binding this 

entity with the place of its business activity and of making a profit (Ramirez Ocampos 2019). 

Digitalisation therefore contributes to the widening of the tax gap and the reduction of CIT 

revenues to state budgets.  

Taking into account the scale and pace of progressing digitalisation, especially since the 

COVID-19 pandemic, the phenomenon is becoming more widespread. 

The European Commission has been measuring the level of digitalisation in EU countries 

for several years, and since 2014 the Digital Economy and Society Index (hereinafter: DESI) 

has been used in the EU. The index was commissioned by the Commission and aims to 

monitor EU Member States' digital progress indicators. 

Currently, DESI monitors 32 "digital maturity" indicators in four areas: 

- Digital competences covering the broadly understood skills of using the Internet and 

computers by society (e.g. making purchases online). Within this area, the number of 

graduates in ICT (Information and Communications Technology) is also examined; 

- Digital infrastructure - meaning the level of accessibility to society of digital 

infrastructure, to fifth generation telecommunications networks, to broadband Internet 

thanks to fast connections or high-bandwidth media; 

- Digital transformation of enterprises - meaning, among others, enterprises' use of digital 

technology, level of robotization, number of people employed in digital technology, e.g. the 

number of programmers; 
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- Digitisation of public services, which means that the public can use public services 

remotely (e.g. in the field of submitting electronic tax returns). 

Figure 2 shows the level of digitization of an EU country, which shows that almost half of 

the EU countries have a lower level of digitization than the average EU value, and more than 

half of these countries are EM countries, i.e. in order from the least digitized: Romania, 

Bulgaria, Poland, Hungary, Slovakia, Czech Republic and Latvia. Only two of the EM countries 

have a higher DESI index than the EU average, these are Lithuania and Slovenia. 

Digitalisation and access to the Internet can influence the payment of taxes negatively by 

facilitating tax avoidance, but also positively because taxpayers can settle their tax liabilities 

faster, easier and more conveniently, and the tax administration can contact taxpayers and 

the tax administration of another country more quickly. Taking into account the numerous 

advantages of digitalisation and Internet access, their positive impact on the amount and 

timeliness of budget tax revenues can be assumed (OECD, 2021). 

 

Figure 3. Digital Economy and Society Index in the European Union, 2022 

Source: Own study based on European Commission, Shaping Europe’s digital future  
 

The purpose of implementing Pillar II, on which the Directive is based, is mainly to close 

the CIT gap in the countries implementing this solution. 
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New rules for reallocating the profit of MNEs between countries due to the digital 

presence of most MNEs in individual countries will be included in Pillar I, which is currently in 

the preparation phase and is therefore not the subject of analysis in this work. 

Nevertheless, a compilation of OECD data from CbC reporting regarding the location of 

UPE and global revenues of MNEs and the level of digitalisation of EU countries (Table 15) 

could suggest the correlation between the location of UPE and the level of digitalisation and 

translate into the amount of revenues in top-up tax. For this reason, the level of 

digitalisation will be taken into account in the panel study in Chapter V. 

The table summarizes information about UPEs' headquarters in the EU, their global gains 

and the level of digitalisation of the country of headquarters. The author took into account 

the year 2019 as containing less distorted data in the year 2020 affected by the peak of the 

COVID-19 pandemic. 

 

Table 15 EU Locations of UPEs with their global revenues and the level of digitalisation of 

the countries of their residence, 2019 

MNE parent 

comp. 

2019 MNE 

Profit [mln EUR] 

2019 

Average 

combined DESI 

index 

MNE parent 

comp. 

2019 MNE 

Profit [mln EUR] 

2019 

Average 

combined DESI 

index 

BE 421 971 40 IE 10 328 47 

DE 261 482 38 HU 8 381 32 

FR 86 996 39 CZ 7 566 37 

SE 86 128 52 FI 5 218 54 

NL 80 236 51 RO 1 887 22 

DK 42 107 52 LT 1 643 42 

LU 36 491 48 EL 1 236 26 

ES 35 847 47 SK 898 33 

IT 34 822 34 SI 842 41 

PT 28 852 40 BG 787 28 

PL 26 360 30 LV 447 41 

AT 16 643 41 EE 57 57 

Own study on the basis of Shaping Europe’s digital future, European Commission (2023) and Aggregate totals 

by jurisdiction, OECD (2023) 
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What is noteworthy is the fact that there are zero revenues for the countries in column 2 

in Table 15. This is due to either the lack of CbC reporting or the lack of UPEs location in 

these countries. Seven of these countries are analysed EM countries. 

The efficiency of tax administrations. Digitization is a challenge for tax administrations 

not only because of the certain elusiveness of profit transferred by companies to countries 

with low taxation or due to their lack of physical presence in the country of economic 

activity. An additional challenge is the issue of digitalisation of the tax administration in 

order to increase its efficiency. Effective taxation of companies from MNE groups present in 

many countries requires the cooperation of the administrations of these countries and the 

rapid exchange of information. The exchange of information requires not only appropriate 

interconnected computer systems, but also personnel who can use them. All these factors 

affect the effectiveness and efficiency of tax administrations, which ultimately translates into 

the amount of tax revenues from the budget (Milosavljević, Radovanović, Delibašić, 2023). It 

is important to pay attention to the costs and time spent on obtaining the tax for the 

budget. Well-trained tax officials are able to serve the taxpayer faster, and a taxpayer who is 

served more efficiently and trusts tax officials is more willing to pay tax. It should be 

remembered that tax compliance is also costly and time-consuming for the taxpayer, 

especially for multinational enterprises that have to comply with different tax regulations in 

each of the countries where they are present.  

The awareness and morale of a taxpayer equipped with an IT system that supports taxes 

seems to be of key importance for the efficient operation of the tax administration and an 

effective tax system. These factors may contribute to a significant increase in tax revenues of 

the state budget. There is a huge variation in the EU in terms of the level of digitization of tax 

administrations and the possibility of settling tax liabilities through an IT system. 

Tax-to-GDP ratio. The tax-to-GDP ratio illustrates the level of fiscalism in a given country, 

it also shows the fact how strongly a given country is dependent on tax revenues.  

The total taxes collection to GDP ratio may also indicate how effective the tax 

administration of particular countries is in collecting taxes (Ramírez-Álvarez et a., 2020), 

however the generosity of the states in granting various reliefs to taxpayers should also be 

taken into consideration. Given that taxes constitute the main source of state budget 

revenues, it should be assumed that the higher the share of tax revenues in GDP, the greater 

the effectiveness of a given tax system (World Bank 2022). 
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Figure 4 shows the percentage of total taxes collected by EU countries in in relation to 

their GDP.  

Fiscalism. The word fiscus comes from the Latin and means a wicker basket for storing 

money. Then fiscalism would be the state policy aiming at the greatest possible collection of 

taxes as budget revenues by imposing further tax burdens on taxpayers. Excessive fiscalism, 

manifested in the application of too high tax burdens, e.g. increasing the tax rate or 

eliminating reliefs, may lead to the inhibition of economic growth and taxpayers transferring 

their activities to the gray zone ((Laffer Curve), it may also manifest itself in economic 

emigration or the transfer of profits to tax havens. In turn, too low a level of fiscalism will 

not provide the state with the tax revenues necessary to implement public tasks. 

The degree of fiscalism can be measured using various methods, including through the 

level of tax rates, the scope of the grey zone, the amount of time a taxpayer has to fulfil tax 

obligations, the number of tax burdens, and, above all, the level of tax burdens in the 

country's GDP. The level of fiscalism in the EU varies greatly, but it is noticeable that it is 

generally higher in the countries that made up the EU-15 (old EU countries). The tax rates in 

these countries are higher than in EM countries. Tax revenues are also higher in these 

countries. This is confirmed by numerical data from Eurostat presented in the form of a bar 

chart in Figure 4. The chart shows that the highest percentage share of tax burden in GDP is 

recorded by countries such as France, Belgium and Austria. Tax burden and the share of 

taxes in the GDP of these countries is high, so it can be assumed that skilfully used (not 

excessive) fiscalism is positively correlated with the amount of tax revenues, and its increase 

should translate into an increase in tax revenues to the state budget. 
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Figure 4. Total taxes in EU countries (including compulsory social contributions) as percent of GDP 
Source: Own analysis on the basis of Eurostat data 
 

Thus, the higher the share of total tax revenues in a country's GDP, the greater the fiscal 

efficiency of the tax system. Szołno-Koguc (2016), however, rightly notices the need to relate 

tax revenues to public expenditure and the fact that the source of tax revenues has not been 

destroyed. Thus, fiscal efficiency is the state's ability to obtain the highest taxable income, 

not detrimental to the source of their collection, and its evaluation should be performed 

primarily in terms of the tax system's capabilities to cover public expenses. 

According to World Bank tax revenues above 15% of a country's GDP are a key ingredient 

for poverty reduction and economic growth (World Bank, 2022; Junquera-Varela et al., 

2022). 

Chapter IV lists six selected by the author non-tax factors that, may have in her opinion a 

significant impact on the amount of additional budget revenues from top-up tax the i.e.: the 

number of MNEs subsidiaries, level of digitalisation, access to broadband Internet, level of 

fiscalism, level of shadow economy, R&D expenditures. These factors are independent 

variables in the panel study conducted by the author in Chapter V. 
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In turn, tax factors were included in the calculation of the explanatory variable. These 

were income, substance-based exclusion value and ETR. Their choice was dictated by the 

provisions of the Directive, according to which they must be taken into account when 

calculating the top-up tax. 

According to the author, the shadow economy is better researched than the tax gap level, 

and these two phenomena are strongly correlated which is why the author decided to 

choose one variable - the shadow economy level. 

Research and development is one of the key factors affecting effective corporate 

taxation. The application of tax credits contributes significantly to lowering ETR, which will 

undoubtedly affect the amount of top-up tax added, unless R&D were considered tax 

refundable costs. 
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Chapter V Simulation of top-up tax revenues in the selected EU countries 

and the susceptibility of this tax to factors not directly related to CIT structure 

1. The scope of the study and the data for the simulation 

Main assumptions. Considering the provisions of Art. 5 of the Directive 2022/2523, in 

accordance with the IIR rule, EU UPE's ownership of their subsidiaries in low-tax 

jurisdictions imposes on each UPE the obligation to calculate and collect top-up tax and 

pay it to its tax office, i.e. the office in the country of UPE's headquarters. However, if the 

country where the UPE is based is a low-tax jurisdiction, i.e. the companies’ CIT ETR is 

lower than 15%, the UPE may collect a top-up tax equalising the tax up to 15% only in the 

country where it is based. In that case, it is not possible for UPE to collect tax for the 

subsidiaries located in another country. The top-up tax for low-taxed subsidiaries in 

other countries will have to be collected by a lower-level company that is superior to 

those subsidiaries. Therefore, in each case, the application of the IIR principle means 

additional budget revenues from the top-up tax for the country where the UPE or 

another parent company is incorporated. In turn, for low-tax jurisdictions where UPE's 

subsidiaries are located, the application of IIR should mean the loss of additional top-up 

tax revenues to the country of UPE's headquarters. Therefore, when using IIR for the 

calculation of top-up tax, the higher the profits of subsidiaries and the lower their 

taxation, the greater the revenues to the budget of the country of UPE's headquarters 

(unless it is a low-tax jurisdiction). The more UPEs a given country has, the greater the 

potential revenues from top-up tax and the more MNEs in a given country, the greater 

the probability that among them are UPEs responsible for top-up tax collection, the 

greater potential budget revenues from CIT a given country can expect in the case IIR is 

adopted. 

EU Member States also have possibility to apply a qualified domestic top-up tax 

(QDMTT) computed and paid on the excess profit of all the low-taxed MNEs constituent 

entities located in their jurisdiction (Art. 1 sec. 2 of the Directive 2022/2523). The 

method of collecting QDMTT and the penalties for failure to collect the tax are to be 

regulated by detailed national regulations if an EU Member decides to use QDMTT. 

QDMTT stops the application of the IIR for the collection of top-up tax within a given 
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jurisdiction which means retaining additional CIT revenues in particular countries. The 

author's analysis of the financial statements of the surveyed MNEs in EM countries 

showed that these are mainly subsidiaries whose UPEs are located in EU-15 where, as a 

rule, CIT ETR is higher than 15%. Therefore, if the IIR was applied for the collection of 

top-up tax and it turned out that CIT ETR of subsidiaries in EM countries was lower than 

15%, EU-15 would gain additional budget revenues at the expense of EM countries.  

Based on the above premises, it can be hypothesised that the application of the Income 

Inclusion Rule for the collection of top-up tax will result in a decrease in potential CIT 

revenues in EM countries. 

As potential revenues from top-up tax, the author assumes the revenues estimated in 

accordance with the guidelines of Directive 2022/2523 and financial data of companies in 

each jurisdiction. In turn, assuming that EM countries will choose QDMTT and will be 

able to collect the tax would mean that these countries will see an increase in their 

budget revenues from CIT. 

Analyses sequence. Since the use of QDMTT means that each country within its 

jurisdiction can collect topped-up CIT and gain additional budget revenues instead of 

giving it up to other countries, the author assumed that most EU jurisdictions, especially 

low-tax ones would be interested in introducing QDMTT. These assumptions are 

confirmed by the information available on the OECD website (OECD, 2023). According to 

the OECD, several EU countries have already confirmed to the European Commission 

their willingness to implement QDMTT, these are: the Netherlands (QDMTT will be 

charged for the 2024 tax year), Sweden (QDMTT has already been implemented into 

national law), Germany (QDMTT from 2024), Ireland (2024), Denmark (2024) and Czech 

Republic (2024) (OECD, 2023).  

Due to the fact that the author only had access to the financial statements of 

companies from EM countries, and it was only possible to estimate the potential 

revenues from QDMTT. The lack of implementation of this solution in the analysed 

period the author treated as the potential loss of the estimated top-up tax revenues for 

the benefit of EU-15 where UPEs are located. Pursuant to the Directive, in the absence of 

application of the QDMTT, the IIR applies, according to which the top-up tax is levied by 

the UPE. It is also worth remembering that the choice of QDMTT made by the state, but 

not supported by actual tax collection, means that the state will lose the application of 
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QDMTT and IIR will be implemented and budget revenues in the top-up tax will be lost to 

the state with UPE. Based on these assumptions, the study was performed in the 

following order: 

1. Forecast of revenues from QDMTT in the selected EM countries for the period 

2023-2032 based on the 2015-2021 time series data taken from the companies' financial 

statements; 

2. Calculation of loss of potential top-up tax revenues in the analysed EM countries for 

the countries where the UPEs are located, in the case IIR is used. Estimation was based 

on the 2015-2021 time series data taken from the companies' financial statements; 

3. Analysis of the relationship between revenues from top-up tax and the selected 

factors not directly connected with CIT structure but potentially influencing the amount 

of top-up tax revenues. 

The first two analyses were performed in Excel due to the need to control manually 

formulas at each stage of calculations (e.g. deduction of variable carve-outs different in 

subsequent tax years for wages and tangibles or indexation of wages year to year) and to 

prepare data synthetic summaries for the selected countries. The software is flexible in 

this respect and allows not only to create clear reports, but also to make forecasts and 

simulations. The third study examining the relationship between the estimated amount 

of top-up tax revenues and the selected variables was prepared in Gretl as a panel data 

analysis, both with fixed and random effects, with a final indication of greater usefulness 

for the study of the model with random effects.  

The starting point for the study was the selection of capital groups that achieved in 

two of the last four consecutive tax years preceding 2021 global revenues equal or 

higher than EUR 750 million. The technique used to search for companies was Boolean 

search, which enables searching based on logical operators. This method narrows the 

search possibilities, which allows obtaining only results that meet the given criteria. Thus, 

the first criterion was the selection of active companies. By active companies, the author 

understands companies operating, not closed and not in liquidation. This criterion 

resulted from the author's intention for the study to also have the utility dimension, i.e. 

to calculate future states budget revenues from CIT on the income earned by these 

companies. The next criterion was narrowing down to related companies belonging to 

capital groups achieving global annual revenues of at least EUR 750 million in at least two 
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out of four consecutive tax years preceding 2021. Companies indicated in the Directive 

2022/2523 as excluded entities such as investment or insurance entities or entities with 

majority government participation were omitted in the study. The last criterion was to 

narrow down the search to companies located in the nine selected EU countries. The 

result of the search was obtaining 437 companies’ records meeting all the given criteria. 

It is worth emphasizing the noticeable diversity of the countries in terms of the number 

of companies belonging to groups ≥ EUR 750 million as well as in terms of the shares of 

UPEs located in Western EU countries. Thus, the smallest number of companies meeting 

the group total revenue criteria was found in Latvia, the largest was recorded in Poland 

with 30% share of Polish capital. The highest concentration of foreign capital among the 

analysed companies was recorded in the Czech Republic (80%), Romania (72%) Poland 

(70%) and Slovakia (67%). This information is important in the case those countries 

would not introduce or lost the right to apply the QDMTT regime. In that case UPEs from 

other EU States would be obliged to collect the top-up tax. 

The analysis showed that UPEs and subsidiaries of capital groups ≥ EUR 750 million 

are mainly located in the Western EU countries. In the nine selected EM countries, there 

were a total of 437 such companies out of 5,900 EU companies meeting the criteria of 

the Directive 2022/2523. Thus, the preliminary analysis showed that entities in EM 

countries are mainly subsidiaries representing 7% of all MNEs in the EU with annual 

global revenues ≥EUR 750 million. The remaining 93% of MNEs are located mainly in the 

Western EU countries. 

In the case of the analysed companies in the selected EM countries, the data included: 

names of companies, UPEs geographic location and their percentage share in the 

subsidiaries located in the analysed countries. In the case it was indicated that UPE’s 

location is outside the EU, the author took the next in hierarchy parent company in the 

EU (i.e. IPE or POPE), because, according to the Directive 2022/2523, it is responsible for 

collecting the top-up tax for its low-taxed subsidiaries. 

The year 2021 was the last year for which data from the companies' financial 

statements was available. The study was limited to nine EU Members located in the 

Central and Eastern Europe, which joined the EU in 2004-2007 (EM countries). These 

were: the Czech Republic (CZ), Lithuania (LT), Latvia (LV), Poland (PL), Slovakia (SK), 

Slovenia (SI), Hungary (HU), Bulgaria (BG) and Romania (RO). Due to insufficient data, the 
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analysis did not include Cyprus and Malta, which also joined the EU at that time. Estonia 

was omitted due to its different taxation system. The choice of countries resulted from 

the author's interest in the issue of shaping the tax burden of enterprises in those 

countries, both immediately after their accession to the EU, as well as in connection with 

the newly introduced CIT 2022 reform. The accession of those countries to the Union 

exacerbated the phenomenon of the race to the bottom, while the new reform is to 

mitigate the phenomenon of tax competition between EU Members. 

The data for conducting linear regression in Excel is based on 2015-2021 financial 

data. This was sufficient time series to simulate revenues from the top-up tax in 2023-

2032, although the author is aware of the lower representativeness of the data for 2020-

2021 as the years of the COVID-19 pandemic.  

The data. The research was based on following data: 

- companies’ records from the financial statements in EMIS and Eikon Refinitiv 

database, 

- MNEs global income, their number of the constituent entities, UPE's headquarters 

in EU countries, the level of expenditure on R&D and the use of broadband Internet 

in EU countries downloaded from OECD database,  

- the level of fiscalism and the GDP in EU countries downloaded from Eurostat 

database,  

- the amounts of the average monthly wages in EU countries downloaded from the 

International Labor Organisation (ILO),  

- the level of digitalisation in EU countries downloaded from the European 

Commission and the level of the shadow economy in EU countries downloaded from 

the European Parliament, 

- the percentage of the relief for particular years taken from the guidelines of the 

Directive 2022/2523. 

The microdata of MNEs with revenues ≥ EUR 750 million was downloaded from two 

database: EMIS and Eikon Refinitiv because although the Eikon database covers all EU 

countries, it contains a lot of missing data in the financial statements. The EMIS database 

contains more complete data but within the EU it only covers countries defined in the 

EMIS nomenclature as the emerging markets, therefore, it covers only 9 out of 27 EU 

countries. The data was downloaded from companies' unconsolidated financial 
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statements. This data was used by author for calculation on MNEs CIT ETR on a 

jurisdictional level. Therefore, the Eikon database was mainly used to analyse data from 

a broader EU perspective (e.g. UPEs shares in their subsidiaries located in EM countries) 

and when calculating income from the top-up tax, the author relied on data from 

companies' financial statements contained in EMIS database.  

For the purposes of the study, the following data was collected from the financial 

statements for 2015-2021: companies’ income, accrued income tax, employees' costs, 

number of employees, net book value of fixed tangible assets (the net value of property, 

plant and equipment). The last parameters were necessary for the author because of 

calculation of the relief provided for in Art. 48 of the Directive 2022/2523 that is the 

substance-based income exclusion (carve-out).  

The limited scope of the data resulting from the financial statements (e.g. lack of 

information on dividends paid or deferred taxes) did not always allow for the adjustment 

of the accounting income to qualifying income (in accordance with Article 16 of the 

Directive). In this case, the author relied only on the income resulting from the financial 

statements. Based on the above data, it was possible to calculate ETRs of capital groups 

present in the jurisdictions to determine whether they were low tax. The Directive states 

that such calculations should be made for each tax year, because low taxation of a 

capital group in one year does not mean that it will also be low in the following year.  

2. Estimation of national top-up tax revenues (QDMTT) 

Since the calculations concerned states budgets revenues, not the top-up tax for each 

company, the data of the particular companies within the capital group in the jurisdiction 

were aggregated (blended within each capital group) by the author, according to the 

OECD indications (OECD, 2020c). 

As a result of dividing the sum of adjusted covered taxes (ACT) by the sum of net 

qualifying income (NQI) of all companies in each group in the jurisdiction, the effective 

CIT rates separate for each analysed MNEs group per jurisdiction were calculated. The 

jurisdictional ETRs were calculated per each MNE according to the below formula 

(described broader in Chapter III): 
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where: 

ETR- effective tax rate of a MNE group per jurisdiction 

ACT- adjusted covered taxes of a group in the jurisdiction 

NQI- net qualifying income of a MNE group in the jurisdiction. 

 

In order to estimate state budget revenues, the author calculated the average ETR for 

the jurisdiction by averaging all ETRs of MNEs groups in individual EM countries for the 

last three years. The author is aware that this is a far-reaching simplification, but it 

allowed to make estimates of the aggregated potential income from top-up tax. When 

calculating the average ETRs for individual MNEs located in jurisdictions, the 10% of the 

outliers with the highest and lowest values were removed and replaced with the 

observations closest to them, according to the formula: 

 

 

 

where: 

n – the number of largest and smallest data points to be replaced by the observation 

closest to them; 

N – total number of data points. 

The received winsorised mean enabled to obtain more reliable and robust ETR data. 

This mean is more resistant to outliers than the ordinary arithmetic average (Wilcox & 

Keselman, 2003). For each year, countries with an ETR ≥ 15% were omitted from the rest 

of the study because top-up tax is to be added only if the effective CIT rate is lower than 

15%. In the next part of the study, in accordance with the guidelines of the Directive, the 

author selected only companies that obtained net qualifying income and were taxed 

below 15%. The difference between the 15% rate and the rate calculated for MNE 

companies in each jurisdiction and for each analysed year showed the rate of top-up tax 

applicable to the companies in the jurisdiction according to the formula: 
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Calculations of substance base. For each subsequent year, the value of tangible 

assets was reduced by the value of the average linear depreciation rate of 10%. To 

simplify and standardise calculations for all countries except Latvia, which does not apply 

depreciation, the author assumed an average linear 10% depreciation of all fixed tangible 

assets (i.e. plants, machinery and equipment) except for land that is not subject to 

depreciation. In terms of the amount of depreciation in particular EU countries, the 

author used information from previous analysis presented in this dissertation regarding 

the review of depreciation rates for fixed assets based on data from the European 

Commission (European Commission, 2021). As the companies were not analysed by 

industry, the replacement expenditures for the purchase, maintenance or improvement 

of fixed assets such as buildings, vehicles and machinery, was not included in the 

calculations. 

In terms of employee costs, due to missing data from companies’ financial 

statements, the average monthly wages in particular EU countries published by ILO were 

used. Then, the wages were increased by 20% because the calculations concerned MNEs 

employees whose earnings exceed the national average. The validity of this assumption 

is confirmed by the literature (Baraké et al., 2021b; Reitz, 2023). The average annual 

wage in each of the analysed countries was calculated based on the monthly average 

wages multiplied by the number of months in the year. Then the annual average 

earnings were multiplied by the aggregate number of MNEs employees in each country, 

which gave the value of accumulated earnings in particular MNEs per each year in each 

jurisdiction. Subsequently, for each country, the percentage of tax relief in the field of 

tangible assets and employee costs was calculated, starting from 2023 to 2032.  

For the purposes of the simulation, the author adopted the initial values of tangible 

assets and employee costs from 2021 financial statements and assumed that the only 

changes in their values will consist in the 10% depreciation of fixed assets each year and 

6% indexation of wages. Wages indexation rate was calculated based on ILO 2012-2022 

data concerning average monthly wages in each EU jurisdiction (ILO, 2023). Based on this 

data, the level of wage indexation in each country was calculated year-to-year, and then 

the average indexation level was adopted for the nine analysed countries (similarly 

Baraké et al., 2021a; Reitz 2023). 
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To simplify the calculations, it was assumed that the number of employees of MNEs 

would be constant over time in each jurisdiction. The average value of tangible assets 

and employee costs in each analysed country were multiplied by the percentage values 

of carve-out reliefs, separate for tangibles and employee costs, indicated in the Art. 48 of 

the Directive 2022/2523. Then the value of both carve-outs was added up as a 

substance-based income exclusion at the level of each tax jurisdiction. 

Calculation of the top-up tax amount. Having aggregated data on income for each 

MNE in each country, the percentage rate of top-up tax and the amount of relief 

resulting from the substance-base carve-outs, it was possible to calculate the excess 

profit for each MNE, which in the case of top-up tax constitutes the tax base. According 

to the Directive, the excess profit is the result of subtracting the aggregated carve-out 

value for tangible assets and employee costs from companies’ net qualifying income, 

according to formula: 

 

���	�� �
���� = �	� ���������
 �����	−��������	−���	� �����	 	��������, 

  

where the amount of substance means the sum of eligible employee costs and the value 

of eligible tangible assets in the MNE group per jurisdiction. 

In the case of the amount of the substance-base exclusion higher than the income, the 

top-up tax was zero. Therefore, the higher the value of tangible assets and employee costs, 

the smaller the tax base for additional taxation. The resulting excess profit was multiplied by 

the top-up tax rate. For the purposes of the simulation, the average effective rate for all 

companies in the jurisdiction from the last three years preceding the analysed period was 

taken into account. The same calculated ETR was adopted for each year of simulated tax 

collection. The calculation results are presented in the Tables 16 to 19. All columns (except 

the first and third) in the relevant tables contain data in millions of euros. The simulation 

prepared on the basis of data available to the author indicated that only four of the nine 

analysed EM countries could obtain revenues from top-up tax in the next nine years. These 

are: Bulgaria, Lithuania, Latvia and Poland. However, revenues in Latvia could occur from 

2025 (for the fiscal year 2024). Before that period, the value of substance-based income 

exclusion will be higher than the value of net qualifying income, so there should be no 

excess profit, which is the tax base in top-up tax. 
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Calculations for other countries showed ETR rates higher or equal to 15% (Czech Republic 

and Slovakia 17%, Romania 16%, Slovenia 15%). In the case of Hungary, the ETR was 7%, 

however linear regression analysis showed a decline in the value of income to negative 

values (loss), also available times series historical data for this country was shorter (for years 

2015-2018). The problem most likely results from the quality of data from companies' 

financial statements.  

 

Table 16. Simulation of top-up tax revenues in Bulgaria in 2023-2032 

Year 

Net 

income 

2021 

av. ETR 

in % 

Tangible 

assets 

net 

value Wages 

Carve-out 

tangibles 

Carve-out 

employees 

Total 

carve-

out 

(SBIE) 

Tax base 

for Top-

up 

(Excess 

profit) 

Top-up 

tax 

2021 1426.26 0.12 3727.39 350.00 - - - - - 

2022 1211.24 0.12 3354.651 371.00 - - - - - 

2023 1355.79 0.12 3019.186 393.26 241.53 39.33 280.86 1074.93 32.25 

2024 1500.34 0.12 2717.267 416.86 211.95 40.85 252.80 1247.54 37.43 

2025 1644.89 0.12 2445.541 441.87 185.86 42.42 228.28 1416.61 42.50 

2026 1789.45 0.12 2200.987 468.38 162.87 44.03 206.90 1582.55 47.48 

2027 1934.00 0.12 1980.888 496.48 142.62 45.68 188.30 1745.70 52.37 

2028 2078.55 0.12 1782.799 526.27 124.80 47.36 172.16 1906.39 57.19 

2029 2223.10 0.12 1604.519 557.85 105.90 45.74 151.64 2071.46 62.14 

2030 2367.65 0.12 1444.067 591.32 89.53 43.76 133.29 2234.36 67.03 

2031 2512.21 0.12 1299.661 626.80 75.38 41.37 116.75 2395.46 71.86 

2032 2656.76 0.12 1169.694 664.40 63.16 38.54 101.70 2555.06 76.65 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS     database 

 

Assuming an average ETR of 12% and taking into account the amount of assets (substance) 

and income estimated on the basis of data from the financial statements of enterprises for 

previous years, the estimated income from top-up tax in Bulgaria should amount to 

approximately EUR 32 million for 2023, i.e. the first year for which tax collection will be 

made and increase steadily to approximately EUR 77 million in 2032.  
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Table 17 Simulation of top-up tax revenues in Lithuania in 2023-2032 

Year 

Net 

income 

2021 

av. ETR 

in % 

Tangible 

assets 

net value Wages 

Carve-

out 

tangibles 

Carve-out 

employees 

Total 

carve-

out 

(SBIE) 

Tax base 

for Top-

up 

(Excess 

profit) 

Top-up 

tax 

2021 567.01 0.14 151.28 858.04 - - - - - 

2022 620.64 0.14 136.15 909.52 - - - - - 

2023 674.27 0.14 122.54 859.04 9.80 85.90 95.71 578.56 5.79 

2024 727.89 0.14 110.28 910.58 8.60 89.24 97.84 630.05 6.30 

2025 781.52 0.14 99.25 860.04 7.54 82.56 90.11 691.41 6.91 

2026 835.14 0.14 89.33 911.64 6.61 85.69 92.30 742.84 7.43 

2027 888.77 0.14 80.40 861.04 5.79 79.22 85.00 803.77 8.04 

2028 942.40 0.14 72.36 912.70 5.06 82.14 87.21 855.19 8.55 

2029 996.02 0.14 65.12 862.04 4.30 70.69 74.99 921.04 9.21 

2030 1049.65 0.14 58.61 913.76 3.63 67.62 71.25 978.40 9.78 

2031 1103.28 0.14 52.75 863.04 3.06 56.96 60.02 1043.26 10.43 

2032 1156.90 0.14 47.47 914.82 2.56 53.06 55.62 1101.28 11.01 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS 

 

According to the financial data of the analysed MNEs in Lithuania and the average ETR rate 

of 14%, revenues from top-up tax for this country could amount to approximately EUR 6 

million in the first year of collection to EUR 11 million in the last year of the simulation, i.e. in 

2032. ETR 14% means that Lithuania is 1% short of minimum taxation, so even small changes 

in taxation resulting in an increase in CIT (e.g. lower tax breaks for companies) may mean 

that this country will not receive revenues from the top-up tax. When deciding on the choice 

of IIR or QDMTT, governments of particular countries had to calculate the potential profits 

from the implementation of QDMTT and the costs of its implementation (costs of 

administration and enterprises, including software to facilitate calculations, training of 

accountants, costs of tax advisors). Each country must consider whether revenues from the 

top-up tax will be high enough to incur additional costs related to the implementation of 

QDMTT and tax collection. It can be assumed that not introducing QDMTT will be less costly, 

because the tax would be settled and paid by foreign UPEs to their tax offices, and then the 

companies would settle the receivables within the group. However, countries that have not 

chosen QDMTT will give potential additional revenues from top-up tax to other countries (IIR 



182 

 

and UTPR). Lithuania is one of the countries with less than 12 UPEs. The Directive provides 

for such countries the possibility of postponement of the full implementation of the 

Directive for a period of 6 years. Lithuania has notified the Commission of its intention to 

benefit from such a postponement but has not yet passed the appropriate law (Įstatymo 

projektas, 2024). 

 

Table 18 Simulation of top-up tax revenues in Latvia in 2023-2032 

Year 

Net 

income 

2021 

av. ETR 

in % 

Tangible 

assets 

net 

value Wages 

Carve-out 

tangibles 

Carve-out 

employee

s 

Total 

carve-out 

(SBIE) 

Tax 

base 

for Top-

up 

(Excess 

profit) 

Top-up 

tax 

2021 74.82 0.11 338.18 1.835 - - - - - 

2022 83.98 0.11 304.36 1.95 - - - - - 

2023 93.15 0.11 273.93 859.04 21.91 85.90 107.82  -14.67 0.00 

2024 102.31 0.11 246.53 910.58 19.23 89.24 108.47  -6.15 0.00 

2025 111.48 0.11 221.88 860.04 16.86 82.56 99.43  12.05 0.48 

2026 120.64 0.11 199.69 911.64 14.78 85.69 100.47  20.17 0.81 

2027 129.81 0.11 179.72 861.04 12.94 79.22 92.16  37.65 1.51 

2028 138.98 0.11 161.75 912.70 11.32 82.14 93.47  45.51 1.82 

2029 148.14 0.11 145.58 862.04 9.61 70.69 80.30  67.84 2.71 

2030 157.31 0.11 131.02 913.76 8.12 67.62 75.74  81.56 3.26 

2031 166.47 0.11 117.92 863.04 6.84 56.96 63.80  102.67 4.11 

2032 175.64 0.11 106.12 914.82 5.73 53.06 58.79  116.85 4.67 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS 

 

Latvia, similarly to Lithuania, expressed the willingness to postpone the application of the 

Directive 2022/2523. Latvia's Ministry of Finance has notified the Commission that it is 

preparing a draft law providing for the partial implementation of Directive 2022/2523. This 

means the implementation of the Directive in terms of introducing reporting obligations but 

deferring the application of IIR and UTPR. This is a country that can benefit from this 

opportunity because it also has less than 12 UPEs on its territory. Estimated calculations also 

show that for the first two tax years 2023-2024, Latvia would not receive revenues from top-

up tax.  
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The first year in which top-up tax would be levied in Latvia is 2030, and the tax would be 

levied for 2029. Conservatively estimated revenues would then amount to EUR 0.48 million. 

 

Table 19 Simulation of top-up tax revenues in Poland in 2023-2032 

Year 

Net 

income 

2021 

av. 

ETR in 

% 

Tangible 

assets net 

value Wages 

Carve-

out 

tangibles 

Carve-out 

employees 

Total 

carve-out 

(SBIE) 

Tax base 

for Top-

up 

(Excess 

profit) 

Top-up 

tax 

2021 6539.95 0.1 26718.22 8852.86 - - - - - 

2022 6279.94 0.1 24046.40 9384.04 - - - - - 

2023 6773.75 0.1 21641.76 859.04 1731.34 85.90 1817.24 4956.50 247.83 

2024 7267.55 0.1 19477.58 910.58 1519.25 89.24 1608.49 5659.06 282.95 

2025 7761.35 0.1 17529.82 860.04 1332.27 82.56 1414.83 6346.52 317.33 

2026 8255.15 0.1 15776.84 911.64 1167.49 85.69 1253.18 7001.97 350.10 

2027 8748.96 0.1 14199.16 861.04 1022.34 79.22 1101.56 7647.40 382.37 

2028 9242.76 0.1 12779.24 912.70 894.55 82.14 976.69 8266.07 413.30 

2029 9736.56 0.1 11501.32 862.04 759.09 70.69 829.77 8906.79 445.34 

2030 10230.36 0.1 10351.19 913.76 641.77 67.62 709.39 9520.97 476.05 

2031 10724.17 0.1 9316.07 863.04 540.33 56.96 597.29 10126.87 506.34 

2032 11217.97 0.1 8384.46 914.82 452.76 53.06 505.82 10712.15 535.61 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS 

 

Poland with the average ETR used for MNEs of 10% is the country where the highest 

potential top-up tax amount could be collected, reaching over EUR 500 million in 2031 and 

2032. i.e. approximately PLN 2.5 billion. This amount is similar to the estimates given by the 

Polish Ministry of Finance during the conference on Pillar II, which took place at the end of 

May 2024 (Conference, 2024). 

However, taking into account the fact that approximately 70% of the capital of the 

analysed companies located in Poland is foreign capital (the largest Polish state-owned 

companies were eliminated from the study), an important issue is when Poland will 

implement the Directive 2022/2523 and the QDMTT mechanism within it. Otherwise, 

revenues from top-up tax will support the budgets of other countries which have already 

implemented the Directive. These are the countries which offered locations for many UPEs 

and have a jurisdictional ETR higher than 15%. The use of IIR potentially gives them the 



184 

 

opportunity to collect top-up tax in other low-tax jurisdictions and only the implementation 

of QDMTT by the latter excludes this possibility. Poland was late in implementing the 

Directive because the implementation should have taken place by the end of 2023. For this 

reason, the top-up tax revenues for 2023 and 2024 will most likely be collected by the 

jurisdictions in which UPEs are located. The possible introduction of legislative changes in 

the field of taxation resulting from the Directive 2022/2523 during 2024 will result in state 

action inconsistent with the Art. 2 of the Constitution of the Republic of Poland, from which 

follows the principle that it is prohibited to introduce changes (especially unfavourable ones 

for the taxpayers) in tax law during the tax year (Konstytucja Rzeczypospolitej Polskiej, 1997; 

Dowgier, 2009). Therefore, there would be a potential conflict at this level between the 

economic interest of the state (revenues from top-up tax) and the legal interest of 

taxpayers. According to the announcement of the Polish Ministry of Finance, the draft act 

implementing the Directive is to be adopted by the Council of Ministers in the third quarter 

of 2024, and the act is to enter into force from the beginning of 2025. The preferred solution 

is QDMTT, so for 2026 Poland could obtain additional budget revenues of approximately EUR 

350 million. According to the announcement of the Polish Prime Minister, the draft act 

implementing the Directive is to be adopted by the Council of Ministers in the third quarter 

of 2024, and the act is to enter into force from the beginning of 2025 (Office of Prime 

Minister, 2024). The preferred solution is QDMTT (Projekt ustawy, 2024) so for 2026 Poland 

could obtain additional budget revenues of approximately EUR 350 million. 

3. Potential losses of domestic top-up tax revenues in EM countries (IIR) 

Income Inclusion Rule. In the absence of a state's implementation of the QDMTT by EM 

countries, the top-up tax revenue will be collected by the Member States in which the UPEs 

are headquartered. Based on information in the EMIS and Eikon database regarding what 

part of the income belongs to UPEs located in different EM countries, the author estimated 

the percentage share of foreign and domestic capital for each EM jurisdiction. The 

percentage division of the aggregate income generated in the analysed jurisdictions into the 

capital from countries with UPE headquarters allowed for calculating the percentage share 

of these countries in the potential top-up tax. This is a considerable simplification for the 

simulation purposes, however, showing the scale of the possible loss of top-up tax revenues 
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in the analysed EM countries to the benefit of EU-15 with UPEs. Therefore, if the share of 

the capital of country A (no single MNE companies from country A) in country B was 60%, 

the revenues from top-up tax were also proportionally allocated by the author to country A 

as 60% share. A simplifying assumption was made that the percentage of capital invested by 

UPEs from one EU country in another is constant over the analysed years. The results for 

each of the analysed countries in which top-up tax could be charged are presented in 

separate Tables 20-23.  

 

Table 20. Bulgaria- allocation of forecasted top-up tax in 2024 

EU Member 

UPEs headquarters 

Estimated net 

income 2023 in EUR 

million 

Share in top-up tax 

revenue in EUR million 

BG – share of foreign 

capital Total: 1 355.79 for 2023 

20.54 AT 279 6.62 

0.60 DE 8 0.19 

78.86 BG 1 069 25.43 

Total top-up tax 

revenue in 2024 - 32.25 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS database. 

 

The analysis concerns the division of revenues from top-up tax in accordance with the IIR 

principle, according to which the tax would be collected by UPEs. In most of the analysed 

cases, UPEs held 100% of shares in the subsidiaries in EM countries. According to the 

analysed data, the estimated amount of top-up tax in the first year of its collection in the 

case of Bulgaria should exceed EUR 32 million but in the case of use of IIR the Bulgarian 

budget should receive just over EUR 25 million. The estimated amount of top-up tax for the 

Bulgarian budget results from the share of Bulgarian capital in the total income generated by 

group companies ≥ EUR 750 million. The lower amount of budget revenues compared to the 

amount of potential tax collection results from the fact that approximately 21% of income 

used for calculation of excess profit and next the top-up tax in Bulgaria is the capital earned 

by foreign companies in which 100% of the shares are held by UPEs located in other 

countries, mainly in Austria (over 20%) and in Germany (0.6%). For this reason, with the 

income generated by the analysed companies from MNEs groups in Bulgaria estimated at 
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approximately EUR 1.36 billion, in the case of IIR application, approximately EUR 7 million of 

the top-up tax charged on it would go to the budgets of other EU countries.  

The simulation of potentially lost revenues from top-up tax concerns in each analysed 

country first year of tax collection. In the case of Bulgaria (Table 20) it should be 2024 (i.e. 

the year for which the top-up tax should theoretically be settled for the first time on the 

basis of MNEs 2023 income) but in the case of Latvia, Lithuania and Poland, the top-up tax 

collection will take place later. As mentioned, in the case of Latvia and Lithuania, the full 

implementation of Directive 2022/2523 will be postponed for 6 years. Therefore, the first tax 

collection would occur in 2030 for the 2029 fiscal year (Table 21). The calculation applies to 

2029, because according to the simulation, the top-up tax should not be collected in this 

country for the first time for the fiscal years 2023-2028. The simulation confirms that 

revenues in earlier years will be quite low compared to revenues in other countries. The 

Latvian Ministry of Finance probably also estimated the costs of introducing the new tax, 

which most likely turned out to be too high compared to the potential revenues from the 

new tax. Therefore, the Latvian government took advantage of the tax deferral option.  

 

Table 21. Latvia- allocation of forecasted top-up tax in 2030 

EU Member 

UPEs headquarters 

Estimated net 

income 2029 in EUR 

million 

Share in top-up tax 

revenue in EUR million 

LV – share of 

foreign capital in 

percents Total: 148.14 for 2029 

2.35 CY 3.48 0.06 

7.62 LV 11.29 0.21 

90.03 non-EU 133.37 2.44 

Total top-up tax 

revenue in 2030 - 2.71 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS database. 

 

An additional argument for such a decision could also be the fact that the majority of 

MNEs' investments in Latvia (over 92%) have their source in foreign capital of which less 

than 2.4% is Cypriot capital, and over 90% is non-EU capital, most likely Russian. Therefore, 

incurring the costs related to the full implementation of Directive 2022/2523 could turn out 
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to be an expense disproportionately high compared to the potential revenues from top-up 

tax, both when choosing IIR and QDMTT. 

If the jurisdictions in which non-EU UPEs – owners of Latvian subsidiaries are located 

would not have implemented IIR (the OECD Two-Pillar Agreement) until 2028, the top-up tax 

would have to be collected by the EU constituent entities (if existing) lower in hierarchy than 

non-EU UPEs. In the case of lack of such EU parent companies, the UTPR rule would apply. 

According to Art. 50 of the Directive 2022/2523, Latvia was one of the few countries to 

notify the Commission of its intention to delay the application of the IIR and UTPR due to the 

small number of UPEs on Latvian territory. According to data from the Latvian Ministry of 

Finance, the number of UPEs covered by the Directive 2022/2523 will not exceed three in 

Latvia and approximately three hundred subsidiaries and permanent establishments. Latvia's 

temporary exemption is to apply for six consecutive years (OECD, 2024).In addition to Latvia 

(as of December 2023) Estonia, Lithuania, Malta and Slovakia have notified the Commission 

of their intention to opt for deferred application of the IIR and UTPR provisions in 

accordance with Article 50 of the Directive 2022/2523 stating that no more than twelve UPE 

is located within their tax jurisdiction. The introduction of QDMTT could contribute to higher 

tax revenues in these countries, however, taking into account the costs of reforming tax 

administrations to collect top-up tax and the amount of potential revenues from this tax in 

the first years of the Directive 2022/2523 validity the venture could have been unprofitable. 

In the case of Lithuania, estimated revenues in 2030 from top-up tax for fiscal year 2029 

could exceed EUR 9 million over 96% of which would go to the Lithuanian budget.  

 

Table 22. Lithuania- allocation of forecasted top-up tax in 2030 

EU Member 

UPEs headquarters 

Estimated net 

income 2029 in in EUR 

million 

Share in top-up tax 

revenue in EUR million 

LT – share of foreign 

capital in percents Total: 996.02 for 2029 

1.76 DE 17.53 0.16 

1.76 SE 17.53 0.16 

96.48 LT 960.96 8.89 

Total top-up tax 

revenue in 2030 - 9.21 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS database. 
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Despite the fact that the top-up tax would mainly contribute to Lithuania's budget, the 

country decided to postpone the full implementation of the Directive (application of IIR), just 

like Latvia. 

 

Table 23. Poland- allocation of forecasted top-up tax in 2024 

EU Member 

UPEs headquarters 

Estimated net income 

2023 in in EUR million 

Share in top-up tax 

revenue in EUR million 

PL – share of foreign 

capital in percents Total: 6 773.75 for 2023 

0.33 AT 22.69 0.83 

1.01 BE 68.20 2.50 

0.29 CY 19.90 0.73 

2.57 DE 174.31 6.38 

0.13 DK 8.64 0.32 

3.19 ES 216.37 7.92 

8.24 FR 558.33 20.43 

0.03 IT 1.96 0.07 

12.18 LU 825.36 30.20 

28.14 NL 1 905.98 69.73 

0.02 PT 1.10 0.04 

4.15 SE 280.86 10.28 

28.97 PL 1 962.41 71.80 

10.74 non-EU countries 727.63 26.62 

Total top-up tax 

revenue in 2024 - 247.83 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS database. 

 

Poland did not manage to implement Directive 2022/2523 on time. The implementing act 

is to be adopted by the government at the end of 2024. This means that the QDMTT 

collection planned by the Polish government will take place in 2026 for the fiscal year 2025.  

Comparing the results of the simulations presented in Tables 20 to 23, in terms of the 

amount of potential revenues from top-up tax collection, Poland could be the largest 

beneficiary among these four countries. However, in terms of the percentage of the 

revenues possible to be obtained to those potential resulting from the income, Bulgaria and 

Lithuania would be larger beneficiaries, because Bulgaria should collect 79% of the income 

from the entire top-up tax amount and Lithuania could gain 96%. The percentage share of 

the Polish budget would amount to approximately 29% of the total collected top-up tax. The 

rest of the revenues, in accordance with the IIR principle, would be collected by UPEs from 

other EU countries and paid by them to their tax offices. Even though Poland will collect 
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QDMTT only in 2026, the top-up tax will also be collected in the country for 2023-2024. 

According to the IIR, the tax will be collected and settled by UPEs from their low-taxed 

subsidiaries in Poland. According to Table 23, the largest beneficiary of the Polish top-up tax 

should be the Netherlands, which has invested the most capital in Poland (over 28% of the 

total foreign capital invested by MNEs meeting the criteria of Directive 2022/2523). 

Therefore, before the Polish budget is supplemented in 2026 with an amount estimated at 

approximately EUR 92 million (29% of EUR 317.33 million for 2025), the state budget will 

have lost almost EUR 531 million. This is the total estimated amount that should be collected 

in Poland from top-up tax for 2023-2024. Wherein, 71% of total collection would be made by 

the UPEs placed in EU-15 and responsible for low-taxed Polish subsidiaries top-up collection. 

The remaining 29% of the total amount of Polish top-up tax due will probably be divided 

between UPEs countries in proportion to their share in the value of tangible assets and 

employees' costs located in Poland (UTPR mechanism).  In this case, it was more 

advantageous for Poland to implement the Directive and use the IIR, according to which 29% 

of the total top-up tax for these years would flow to the Polish budget. Failure to implement 

Directive 2022/2523 means the loss of 100% of potential top-up tax revenues for 2023-2024.  

Basing on data from the reports of MNEs placed in EM countries allowed the author to 

isolate the main beneficiaries of revenues from top-up tax in these countries, as well as the 

countries that stand to lose the most. According to Table 24, the Netherlands, Germany, 

Luxembourg, Sweden and Italy are the countries that, according to data from Eikon Refinitiv 

and EMIS, have invested the most in EM countries and may gain the highest additional 

revenues from top-up tax in those EM countries, if the latter would not implement and keep 

QDMTT rule. According to the forecast, Poland may experience the greatest loss of potential 

revenues from the top-up tax, especially since the country did not manage to implement the 

Directive 2022/2523 on time and, UPE's from EU-15 should collect the Polish part of top-up 

tax already for the tax year 2023 and 2024. Moreover, in the case of such a high share of 

foreign capital (71%), only the implementation of QDMTT will allow the Polish budget to 

secure future revenues from top-up tax in the coming years. 

It should be emphasized that out of the nine analysed EM countries, only 4 of them 

turned out to have an average ETR lower than 15%, which was a surprise for the author. In 

the case of Hungary, the average ETR for MNEs in this country was 7%, but the lack of 

sufficient data for all analysed years prevented the author from conducting a full analysis. 
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Table 24. The main beneficiaries of top-up tax collected in EM countries, in accordance 

with the IIR principle in 2023-2032 

Beneficiaries 

Top-up tax 

total Countries of top-up tax collection (in EUR million) 

 

(in EUR 

million) LV BG LT PL 

CY 0.35 0.35 - - - 

NL 565.77 - - - 565.77 

DE 613.33 - 189.58 26 397.75 

LU 490.06 - - - 490.06 

SE 571.28 - - 42.27 529.01 

IT 519.87 - - - 519.87 

DK 422.53 - - - 422.53 

ES 409.53 - - - 409.53 

AT 387.87 - 111.31 - 276.56 

FR 396.93 - - - 396.93 

PT 360.96 - - - 360.96 

BE 258.91 - - - 258.91 

Own study based on Directive 2022/2523 and data from the Eikon Refinitiv and EMIS databases. 

 

The purpose of the simulation was to confirm or deny the main hypothesis that the 

application of the Income Inclusion Rule for the collection of top-up tax will result in a 

decrease in potential CIT revenues in EM countries. 

Taking into account that the author only had access to a limited amount of financial data 

of companies from EM countries, this task was somewhat difficult. The analysis of financial 

data alone showed that only 7% of all MNEs in the EU are located in EM countries and that 

these are mainly subsidiaries. This would confirm the main hypothesis. However, further 

analysis showed that in addition to the number of companies, the amount of their income, 

the fact whether they are UPEs or subsidiaries, the percentage of share of UPEs in 

subsidiaries’ capital and the percentage of inward FDI in each country should also be 

considered. The low share of inward FDI means that there are mainly domestic UPEs in a 

given country, so the use of IIR in such a case could mean an increase in revenues from top-

up tax. However, taking into account the analysed countries, it should be stated that those in 

which MNEs are taxed effectively below 15% and have a high share of foreign investments 

have opted for QDMTT. The example of Poland, which did not manage to implement the 

Directive on time, shows that over the 2023-2024 the country will lose approximately EUR 

500 million as a result of the application of IIR. Latvia exercised the right to defer top-up tax 

for a period of six years, but if after that time the country would agree to apply IIR, over 90% 
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of the potential Latvian additional CIT revenues were collected by other countries where the 

UPEs of Latvian companies are located. If thus potential CIT revenues mean additional 

budget revenues that EU countries can obtain from top-up tax, then each estimated amount 

of such revenues, part of which would be transferred to another country, means a decrease 

in potential CIT revenues, therefore the main hypothesis was positively verified.  

 

4. Verification of the relationship between top-up tax revenue and the selected 

factors not directly connected with CIT structure – panel data model  

Econometric models and their classification. The essence of econometric modelling is the 

construction of a model explaining the mechanism of changes taking place in the examined 

part of reality. The model is written in the form of an equation or system of equations 

describing the basic connections between specific economic quantities, i.e. variables. 

The general form of the one-equation model can be written as the following equation: 

 

 …, , 

 

where: 

Y – is the regressand, i.e. the explained (endogenous) or dependent variable; in the 

forecasting model - predicted variable (predicate), 

X₁, X₂, . . ., Xk – are regressors, i.e. explanatory (exogenous) independent variables in the 

forecasting model (predictors), 

f – means analytical form of functions of explanatory variables (e.g. linear function, 

exponential function, parabola), 

ε – is random component (random deviations). 

The econometric model describes the relationship between the explained variable Y and 

the explanatory variables (X₁, X₂, . . ., Xk). Due to the complexity of economic phenomena, 

such a description is only approximate, however, the selection of the model functions should 

not be random but theoretically justified from the point of view of economic and 

econometric postulates. 
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Considering random deviations (ε) in the model gives it a stochastic character, which 

reflects the influence of side phenomena, and its introduction into the econometric model is 

justified, among others, due to the inability to include in the model all explanatory variables 

describing the evolution of the explained variable or errors resulting from inaccurate 

measurement of variables (Osińska, 2007). 

The stochasticity of the model means that the regularities of the development of the 

studied variable are visible in many observations. The better the model reflects the 

examined reality, the smaller the deviations of the actual values of the explained variable 

from its values determined in this model. 

Econometric models can be classified according to various criteria, e.g.: 

– the number of explained variables (or the number of equations in the model), 

– analytical form, 

– scope of the study, 

– the role of the time factor in the description of the modelled phenomena, 

– the cognitive nature of the model. 

According to the criterion of dividing models based on the number of explained variables, 

a model describing one regressand is called a single-equation model, while a model 

describing the formation of many variables at the same time is called a multi-equation 

model. 

In turn, due to the nature of the connections between unlagged endogenous variables in 

the multi-equation model, we can distinguish: 

– simple models in which there are no connections between interdependent variables, 

– recursive models in which the connections between jointly interdependent variables are 

one-sided, 

– models with interdependent equations (Simultaneous Equations Model) describing the 

relationships between variables that mutually and simultaneously influence each other. 

From the point of view of the analytical form, the basic division of models is linear and 

non-linear models. In the linear model, the explained variable is a linear function of the 

explanatory variables and the random deviation. In the case of a linear model function, the 

basic modelling technique is linear regression. 
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The equation of the non-linear model is a non-linear function. Some non-linear models 

can be reduced to a linear form, e.g. by logarithmisation (linearizable models), while some of 

them cannot be reduced to such a form (e.g. logistic function) (Sobczyk, 2013). 

The criterion of the scope of the study enables the division of models into micro-, meso- 

and macroeconomic. An example of using a micro-scale model is to describe the operation 

of a specific entity, e.g. a consumer or entrepreneur, or the functioning of the market for a 

certain good or service. 

The meso-economic model most often describes some economic sector, industry, region, 

or area, e.g. a rural area (Gorynia, 1995). 

Macroeconomic models describe phenomena on the scale of the entire economy, 

international markets, or the global economy. 

Due to the time criterion, models are divided into dynamic and static. A model that does 

not take into account the dynamics of the analysed processes is a static model that does not 

show delays in the explanatory variables (Witkowska, 2005).  

In dynamic models, regressors show time lags or leads and may also be based on any 

trend function. A variable with lags means that the observed state of the regressand 

depends on the values of the explained variables observed in the past (e.g. in the period t − 

1, t − 2...). This class of models also includes models with parameters that change over time 

(Sobczyk, 2013). 

According to the criterion of cognitive values, models can be divided into cause-and-

effect, symptomatic, autoregressive, and development tendency (trend) (Nowak, 1994). In 

the cause-and-effect model variables are explained by the causes of the explained variable 

of a given equation, while in symptomatic models some of the explanatory variables are not 

a direct cause for the explained variable but are strongly correlated with it. 

In an autoregressive model, an explained variable with time-lagged values is its own 

explanatory variable. Trend models describe the development of phenomena over time, so 

the variability of the regressand is described by an explanatory variable, which is time 

(Sobczyk, 2013). 

Panel data models. Since the subject of the analysis were cross-sectional data observed 

in subsequent units of time, the author decided to use a panel data model.  

Panel data contains variables observed in at least two dimensions i.e. spatial and 

temporal which means that many objects are observed in many periods. 
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Cross-sectional data are created as observations made at the same time on many 

variables, e.g. budget revenues from corporate income tax in EU countries in 2003, while 

time series make it possible to observe a given phenomenon or object in subsequent 

selected units of time, e.g. quarters or years. An example is the observation of budget 

revenues from CIT in Poland in 2003-2023. 

Therefore, panel data model (hereinafter: panel) provides for the possibility of observing 

the same objects at subsequent moments of time. Observations in panel data involve at 

least two dimensions: a cross-sectional dimension indicated by subscript i and a time series 

dimension indicated by subscript t (Hsiao, 2006) but may also include a more complicated 

structures like hierarchy or clustering (Antweiler, 2001; Davis, 1999).  

Panel data (also known as longitudinal or cross-sectional time-series data) is a dataset 

consisting of repeated observations over time on the same set of cross-sectional units 

(Woolridge, 2016). Exemplary observations, units or entities could be individuals, states or 

companies observed across time (t). 

A typical panel contains N*T observations, where N contains i-elements which is the 

number of objects and i ∈ {1, . . ., N} and T contains t-elements which stand for time units 

and t ∈ {1, . . ., T}. 

Therefore, according to the earlier distinction between cross-sectional data and time 

series: when i = 1 and t>1, the data set is a time series. When t = 1 and i>1, the data set is a 

cross-sectional sample.  

In the case when i > 1 and t > 1, i.e. the number of objects is greater than 1 and the 

number of observation periods is greater than 1, the data is the panel data. In general, N 

stands for the cross-sectional dimension and T for time dimension. 

The proliferation of panel data use and major development of new panel data 

econometric tools started with the publication of Pooling Cross Section and Time Series Data 

in the Estimation of a Dynamic Model: The Demand for Natural Gas which was the seminal 

work of Balestra and Nerlove (1966). 

In his later work, Nerlove (2002) pointed out the important advantages offered by panel 

data over data sets with only a temporal or a longitudinal dimension, namely the fact that 

panel data offer more observations than conventional time-series data and that they are not 

so highly aggregated as typical time series. This last statement is due to the fact that panel 

data gives the possibility to observe the same number of units over time which enables to 
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test more complicated dynamic and behavioural hypotheses than those that can be tested 

using unidimensional data (Nerlove, 2002). 

The following advantages of panel data can be mentioned: 

- they allow the analysis of the phenomenon both in time and in cross-sectional or spatial 

dimensions, 

- their use makes it possible to increase the number of degrees of freedom (hereinafter: 

df) in the model, i.e. the number of result values that can be estimated on the basis of the 

data. The degrees of freedom are usually calculated as n-1 or n-2 (depending on the number 

of independent variables), 

- panel data allows to isolate the individual specificity of individual objects, the impact of 

unobservable variables or effects, 

- their use allows for greater heterogeneity (diversity) of research units, 

- the use of panel data increases the efficiency of the estimation, 

- by isolating periodic effects, it is possible to examine the dynamics of adjustment, 

- panel data offer more information and its greater variability and less collinearity of 

regressors. 

According to Woolridge (2016), a proper treatment of the cross-sectional and panel data 

methods requires selecting the stochastic setting appropriate for the type of cross-section 

and panel data sets, assuming all else as equal. The setting should be as simple as possible 

(Woolridge, 2016). 

Panels can be divided into: 

- a balanced panel in which each unit has the same number of observations, 

- unbalanced panel where the number of time series observations is different across 

units. 

It is worth noting that specific to panel data is the potential risk of autocorrelation among 

variables. Both observations relating to the same unit may be correlated with each other, 

and observations relating to the same period may be correlated with each other. 

Panels can be in the form of models with intercept decomposition (FEM - Fixed Effects 

Model or FE model) or models with random component decomposition (REM - Random 

Effects Model or RE model), and the decomposition can take into account only one factor 

(single-factor models) or two factors simultaneously (two-factor models). 
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RE model treats individual effects as part of the random component, they are not subject 

to estimation, only their dispersion is estimated, indicating what part of the total random 

error results from unobservable characteristics of individual objects that do not change over 

time. 

The assumption of the FE model is that apart from structural parameters common to all 

units (α vector), each unit has individual characteristics that may influence the outcome and 

predictors variables. The FE model assumes that individual effects are not random, and it is 

possible to estimate them.  

Since individual characteristics are not random but fixed and may impact the predictors or 

the outcome variables, it is assumed that there is a correlation between the predictor 

variables and the entities' fixed effects error terms and that the effect should be controlled 

to avoid such influence. Due to control of all time-invariant differences in observable and 

unobservable fixed effects, FE models reduce the risk of omitted variable bias. 

Stages of model construction in the study. The purpose of the panel model prepared by 

in the second part of the study was to show the relationship developing over time between 

the dependent variable, which was the estimated value of the top-up tax expressed as a 

percentage of GDP at market prices and the independent variables describing the dependent 

variable, which were not directly related to the CIT structure. 

The aim of the analysis was to answer whether there is a correlation between the 

revenues from the top-up tax and the selected factors not directly related to the CIT 

structure. 

After defining the purpose of the study, the construction of the model in accordance with 

the literature review was based on the following stages: 

- specification of variables along with data collection, 

- selection of the analytical form of the model, 

- parameters estimation, 

- model selection and its verification, 

- interpretation of the estimated model and its practical application. 

Specification of variables along with data collection. The dependent variable Y was the 

percentage share of revenues from top-up tax in the GDP in particular EU countries. The 

calculations concerned the QDMTT rule.  
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The independent variables were selected based on the previous analysis contained in 

Chapter IV regarding the factors influencing the amount of CIT collection, resulting from the 

literature review. The selected variables were: 

- level of shadow economy (ShadowEc) as a percent of GDP in each analysed EU country, 

- composite DESI Index (DESI), 

- number of the entities in the MNE group under UPE headquarters localisation (Entities), 

- the level of fiscalism as a percent of total taxes revenue in GDP in each country 

(Fiscalism), 

- Research & Development Tax expenditure expressed as a percentage of GDP in 

particular countries. 

- Broadband understood as mobile data usage per mobile broadband subscription in 

gigabytes (GB) per month. All regressors except Entities and Broadband were denominated 

as a percent of GDP in particular EU states. 

In the case of the level of shadow economy, the data was taken from the Study Taxation 

of the Informal Economy in the EU requested by the FISC committee of the European 

Parliament and prepared by prof. Schneider and Dr Asllani (Asllani & Schneider, 2022). The 

author assumed that the higher the level of shadow economy, the lower the revenues from 

top-up tax since a given society accepts tax avoidance and is hiding income to a greater 

extent. For this reason, the hypothesis was formulated: There is a negative relationship 

between the level of shadow economy in EM countries and the amount of revenues from 

top-up tax. 

In the case of the second explanatory variable - the DESI is the abbreviation used for The 

Digital Economy and Society Index that is has been published annually by the European 

Commission since 2017. It is used by the Commission to monitor the level of digitalisation in 

four areas: human capital (citizens' skills in using digital technologies), digital infrastructure, 

the level of integration of digital technologies into the everyday activities of enterprises and 

the level of digitalisation of public services.  

The DESI level is calculated by the European Commission for each of these areas 

separately. The author calculated the average DESI value from four areas for each country, 

so she did not give them any weight because the four areas are treated by the European 

Commission as equivalent. 
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It was assumed that in the event of a correlation between DESI and revenues from top-up 

tax, the relationship between the variables will be positive, because the more digitalised 

countries are, the more UPEs they have and in the case of implementation of IIR rule, the 

more tax revenue they will gain. This assumption results from the previous analysis of OECD 

data in terms of the number of UPEs and European Commission data in terms of the 

digitalisation rate in individual EU countries. Countries with a higher level of digitalisation 

gather the most parent companies. In the case of the QDMTT rule, a higher level of DESI also 

should translate into higher revenues from top-up tax. The author assumed that a higher 

level of DESI indicates a higher level of economic development, which attracts foreign 

investors, mainly MNEs.  

Therefore, the hypothesis was stated: There is a positive relationship between the level of 

digitalisation of EM countries and their top-up tax revenues. 

Data regarding broadband Internet comes from the OECD database. The author created 

the variable Broadband due to a different approach to the level of digitalisation by the OECD 

value of R&D the following hypothesis was formulated: There is a positive relationship 

between the access to broadband Internet in EM countries and the amount of revenues 

from top-up tax. The variable regarding the number of entities in MNEs groups was 

considered in the study because a larger number of entities means potentially more 

companies (being part of MNEs) generating income constituting the basis for top-up tax 

calculations. The following hypothesis was formulated: There is a positive relationship 

between the number of MNEs in EM countries and the amount of revenues from top-up tax. 

Data on the number of entities was downloaded from the OECD database. 

The level of fiscalism expressed as a percentage of the sum of all taxes collected, 

including, according to the OECD definition, also social contributions in GDP, on the one 

hand, indicates the overall tax burden in a given country, the level of dependence of GDP on 

tax revenues, but may also indicate the efficiency of the state, namely tax administration, in 

tax collection. Lower tax revenues in the case of effective tax administration may result, for 

example, from the possible tax reliefs offered by the state to the taxpayers. Therefore, it was 

assumed that the level of fiscalism should be positively related to the top-up tax and the 

following hypothesis was stated: There is a positive relationship between the level of 

fiscalism in EM countries and the amount of revenues from top-up tax. 
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The last variable from the selected set was the level of government spending in a given 

country for companies’ R&D activities. In this case, expenses should be understood not only 

as government subsidies for such activities, but also as granting different types of tax reliefs 

for R&D (RD variable) reducing the amount of tax revenues to the state budget, expressed as 

a percentage of GDP in particular countries. By giving up part of the budget revenues, the 

state invests in the technological development of enterprises, attracting foreign investors, 

and therefore invests in economic growth. The effect of this variable on the amount of basic 

CIT collection is destimulatory because higher R&D reliefs mean lower effective taxation on 

companies’ income and that more companies will be willing to take advantage of the relief, 

which, as a result, reduces budget revenues from CIT for some time. However, lower 

effective taxation of companies generally means higher top-up tax to be collected, which 

may suggest that RD is a stimulant for revenues from top-up tax. Therefore, the following 

hypothesis was stated: There is a positive relationship between the value of R&D 

expenditures in EM countries and their top-up tax revenues. 

Selection of the analytical form of the model. A basic statistical method that allows 

modelling and analysing the relationship between two or more variables is a regression 

analysis. The idea of this method is to predict the value of the dependent variable based on 

one or more independent variables.  

The simplest form of regression is linear regression which enables to estimate how much 

y will change when x changes by one unit. Linear regression can be visualised as a straight 

line and written as the formula:  

, 

where: 

y- dependent variable 

x- predictor (independent variable) 

a (or α) – intercept (constant) 

b (or β )- slope coefficient (regression coefficient) 

 

The constant a and coefficient b are the parameters of the line (its angle of inclination 

and the point of intersection with the Y axis). Unstandardised regression coefficient (slope 

coefficient) is determining the angle of inclination of the regression line relative to the X axis 
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and determining how much the value of the dependent variable will increase or decrease if 

the value of the predictor changes by one unit. Therefore, the coefficient in a linear 

regression is necessary to predict the value of the dependent variable. It can be determined 

by the use of the least squares method (LSN) which involves minimising the sum of the 

squares of the distances of all points from the searched line. It is also the value by which the 

predictor is multiplied.  

The sign the coefficient indicates the direction of the relationship between the predictor and 

the regressand, a positive sign indicates that an increase of the predictor value will translate 

into an increase in the regressand value, and the negative sign of predictor means that as 

the value of the predictor increases, the value of the response variable will decrease. The 

coefficient value describes the mean change in the response given to a one unit change in 

the predictor, e.g. if a coefficient is +2, the mean response value increases by 2 for every one 

unit change in the predictor. The intercept is a measure providing information about what 

value the dependent variable may take if the predictor is zero. The value of the intercept 

may be negative, but this does not mean that the independent variable will also have 

negative values. 

Selection of the analytical form of the model. Before the choice of RE or FE model, the 

author used Pooled OLS model and confirmed that the linear regression method is 

appropriate for the model. The linear relationship between the dependent variables and the 

independent variable was confirmed by a scatter plot and a correlation matrix. For variables 

studied in twenty-three EU countries (N=23) over five years, i.e. 2016-2020 (T=5), the author 

obtained 72 observations instead of 115. This fact results from incomplete data regarding 

explanatory variables, including reporting of the DESI level by the European Commission that 

has been taking place since 2017, and in the case of some variables (e.g. Broadband or R&D), 

the OECD did not have data for few countries for selected years. Missing lines were omitted 

from the analysis. White's test confirmed the lack of heteroscedasticity. P-value= 0.50 in the 

test did not provide grounds to refute the null hypothesis about the lack of 

heteroscedasticity, therefore the test confirmed homoscedasticity. Homoscedasticity is one 

of the conditions for using a linear function in the model. Homoscedasticity means that the 

variance of the residuals is the same for all observations. The Woolridge test confirmed the 

lack of autocorrelation of first-order residuals. To check additionally the correctness of the 

use of the linear form of the model, the Regression Equation Specification Error Test (RESET 
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test, Ramsey test) was also performed. The test validates the specifications for linear 

regression models. 

 

Figure 5. Panel data own analysis in Gretl. Tests before choosing a model 
Source: Own calculations based on CbCR data, OECD 2020 
 

 

The Ramsey test did not confirm that the model specification was adequate. The null 

hypothesis with the P-value = 0.021, would have to be rejected. In such a situation, the form 

(function of the model) should be changed, or variable should be added or eliminated. 
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Figure 6. Panel data own analysis in Gretl. Omitted variables test 
Source: Own calculations based on CbCR data, OECD 2020 

Hence, the next step was to eliminate the least significant independent variables. The 

author removed three variables with the lowest significance (i.e. the highest p-value) from 

the set of variables. Removed variables: ShadowEc with p-value=0.8428, Fiscalism with p-

value=0.2559 and DESI with p-value=0.2404. After removing the three variables, the Ramsey 

test showed the adequacy of the model specification (Figure 7).  

 

Figure 7. Tests in Gretl before choosing a model. Own study 
Source: Own calculations based on CbCR data, OECD 2020 
 

Additionally, the Pesaran test was performed to confirm the lack of cross-sectional 

dependence (Figure 8). 
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Figure 8. Test for cross-sectional dependence in Gretl. Own study 
Source: Own calculations based on CbCR data, OECD 2020 

 

Tests conducted before selecting the model confirmed the correctness of selecting the 

linear model function. 

One of the assumptions of regression analysis is the lack of multicollinearity of predictors. 

Its occurrence means that the predictors are correlated with each other, and the model 

parameters deteriorate. The correlation of independent variables could lead to incorrect 

interpretations of the regression analysis and significantly limit the strength of the 

conclusions drawn from it. The Belsley-Kuh-Welsch collinearity diagnostics did not indicate 

any excessive collinearity of independent variables.  

 

Figure 9. Collinearity test 
Source: Own calculations based on CbCR data, OECD 2020 

 

Estimation of parameters and the choice of most suitable model. When estimating 

structural parameters, it is important that the collected information is reliable and as 

comprehensive as possible, and the number of observations is 3-5 times greater than the 
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number of estimated model parameters (Sobczyk, 2013). The fact of comparability of 

observations is also important.  

Taking into account that the study concerned the relationship between variables 

describing particular countries in particular years, it was based not only on cross-sectional 

data characterising individual countries, but also on time series, therefore, in the author's 

opinion, the most appropriate model used for the purposes of the study was the panel data 

regression model. The panel model allows for the measurement of one or more variables for 

each unit in particular time units. Each country in the model is a separate unit examined in 

subsequent time units, so it is a balanced model, unlike an unbalanced model in which 

individual units are examined in different time units. 

The literature indicates that in order to examine the correlation between tax revenues 

and non-tax factors, the fixed effect model (Andrejovská and Glova, 2023; Cozmei, 2015; 

Kalaš et al., 2020; Zimčík, 2016) is equally often used as the random effects model 

(Adamczyk, 2016; Boukbech et al. 2019; Khwaja and Iyer, 2014; Mara, 2007) however most 

researchers start analysis with the model with random effects (recommended by Woolridge, 

2016) and select the most suitable model based on the Hausman test. This test, called 

specification test, allows not only to detect endogenous (determined by other variables in 

the system) predictors in a regression model but also in the case of panel data models helps 

to choose between fixed effects model or a random effects model, hence its second name is 

a test for model misspecification (Hausman, 1978; Hausman, Taylor, 1981). 

The test verifies if there is a correlation between the unique errors and the regressors in 

the model. The null hypothesis in the test is that there is no correlation between the two.  

The hypothesis is: Generalized least squares (GLS) estimators are consistent. It means 

that the model is suitable. The basis for refuting the null hypothesis is the p-value obtained 

in the test at a level below 5%. P-value (probability value) specifies the test probability 

calculated under the assumption that the null hypothesis is true. A p-value lower than the 

critical level of significance, usually defined as ά =0.05 means the rejection of the null 

hypothesis and acceptation of the alternative hypothesis. 

Using the same variables, the author prepared a model with fixed effect and a model with 

random effects in order to select the better one. The result of Hausman test indicated the 

appropriateness of using the RE model (Figure 5). A high p-value of the test did not provide 

grounds to refute the null hypothesis that the random effects model is consistent.  
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For the diagnostics the author used the pooled Ordinary Least Squares (OLS) regression 

model recommended in the literature as the simplest and most frequently used way to 

estimate a panel model. The OLS regression model is often used as the reference or baseline 

model for comparing the performance of other models (Dańska-Borsiak, 2011). 

 

 

Figure 10. Diagnostics FE and RE models 
Source: Own calculations based on CbCR data, OECD 2020 

 

In the model with fixed effects evaluated by author p-value was 0.63 which means that 

the null hypothesis was rejected, therefore the model with FE turned out to be 

inappropriate. Moreover, the result of the analysis indicated the insignificance of all 

independent variables selected to explain the dependent variable. For all variables, the p-

value was higher than 5%.  



206 

 

Using the same variables, the author prepared the model with random effects which 

proved to be more propriate for the regression analysis of the selected variables.  

With the p-value resulting from the Hausman test at 0.10, there was no basis to refute 

the null hypothesis that: generalized least squares (GLS) estimates are consistent. The RE 

model proved to be appropriate for performing the regression analysis.  

The choice of the random effects model was based on the Hausman test, but also based 

on other parameters it can be concluded that the random effects model is better suited to 

the analysed data than the model with fixed effects, e.g. the log-likelihood value is a 

measure of model suitability. There are no log-likelihood ranges used, its values in different 

models can range from negative infinity to positive infinity, however the higher the value of 

the log-likelihood, the better a model fits a dataset. Therefore, of two or more compared 

models, the one with a higher log-likelihood value is the model that better fits the data. In 

the case of the analysed FE model Log-likelihood is -215 while in the RE model it was 189. 

The RE model was hence more appropriate. 

 

 

 

Figure 11. Random effects model reduced to three explanatory variables 
Source: Own calculations based on CbCR data, OECD 2020 
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The panel analysis showed that among the six independent variables, the only variable 

significantly related to revenues from top-up tax was the RD variable, i.e. government 

expenditure on R&D activities conducted by enterprises. These expenditures should be 

understood not only as subsidies for enterprises for their research and development 

activities, but also as granting by the government all kinds of reliefs, especially tax ones, for 

R&D activities. 

The coefficient for this variable is positive, which indicates that an increase of the 

predictor value will translate into an increase in the regressand value. The coefficient value is 

about 0.10 what suggests that an increase in R&D expenditure by 1 unit will result in an 

increase in top-up tax by 0.10 for each one unit of R&D expenditure. 

Therefore, an increase in the level of reliefs granted should contribute to an increase in 

revenues from top-up tax. As a rule, a relief or deduction means a reduction of the tax base. 

However, the sense of top-up tax is to increase the level of effective taxation to the desired 

percentage, so it will act as a tool to eliminate all types of relief that the taxpayer used 

during the year.  For example, the use of the IP Box rate reduces effective taxation, while the 

top-up tax charged after the end of the tax year will increase the effective tax rate back to 

15%. P-value concerning Broadband could also indicate on the significance of this variable 

but the sign the coefficient for this variable indicated the negative relationship between the 

predictor and the regressand which cannot be logically explained. 

Interpretation of the obtained results. The results of the panel linear regression study 

indicate the lack of relationship between five of the six independent variables taken into 

account, i.e. factors unrelated to the structure of CIT and the amount of the top-up tax 

(dependent variable). However, there is a strong positive relationship between the amount 

of the top-up tax and government expenditure on research and development (RD) also 

understood as the government offering taxpayers the opportunity to take advantage of tax 

relief for research and development activities. This dependence results from the fact that 

each CIT tax relief reduces the effective rate of this tax, which in turn will lead to the UPE’s 

obligation to increase it to 15% by paying subsidiary’s top-up tax. Top-up tax will then 

undermine the sense of reliefs for R&D activities used so far in the case of the largest 

enterprises, which will contribute to higher CIT revenues to the budgets of EU. The 
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application of R&D relief will therefore only result in postponing the full tax payment to a 

later date due to the later addition of the top-up tax. 

Despite the impossibility of conducting a full panel study due to the lack of sufficient data, 

it seems that the amount of this top-up tax is less dependent on non-tax factors than the 

basic CIT. The reason for this situation is most likely the fact that the tax efficiency of 

companies and the tax itself is calculated only on the basis of financial data from companies' 

financial statements.  

The obtained results of the panel regression analysis are only partially consistent with the 

author's expectations as only one specific hypothesis 2 was positively verified that: There is a 

positive relationship between the value of research and development expenditure in EU 

countries and their future income from the top-up tax. However, there was no basis for 

accepting the specific hypotheses 1,3,4,5,6. 

According to the author, the obtained results come from narrowing the panel analysis to 

the QDMTT, without taking into account the IIR principle, according to which the countries 

where the parent companies are located could collect tax from the countries where the 

subsidiaries are located. It was impossible to conduct such a study due to the lack of 

sufficient data for countries where the CIT rate is from 15% and above. Moreover, the top-

up tax constituting the dependent variable in the model could not be calculated for such 

countries because it is to be added only in the case of jurisdictions with ETR <15%. 

Therefore, in the panel study, the value of top-up tax (as a dependent variable) for 

countries with CIT ETR ≥15% was zero. Nevertheless, such a study will be possible to conduct 

in a few years, when high-taxing countries will obtain revenues from top-up tax in 

accordance with the IIR principle from low tax countries. It will then be possible to conduct a 

more detailed examination between the amount of revenues from this tax in these countries 

and the selected factors not directly related to the structure of CIT and diversified between 

low and high tax countries. However, this is a topic for a separate study, for which the data 

currently available to the author turned out to be insufficient. 
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Summary and conclusions 

CIT is one of the most important sources of budget revenues for each EU country and this 

results not only from its share in GDP or the amount of current revenues to the budgets of 

EU countries, but from its potential to generate much higher revenues in the future.  

A comparison of the budget revenues of EU countries from CIT with the revenues 

achieved by its largest taxpayers – MNEs, the amount of reliefs and public aid they benefit 

from and the use of tax competition between EU countries to apply tax optimisation 

suggests that budget revenues from CIT constitute only a small percentage of revenues, 

which can be obtained from this tax and CIT harmonisation may be a way to achieve this 

goal. 

Due to the harmonisation of the effective minimum CIT rate introduced by the Council 

Directive (EU) 2022/2523 of 14 December 2022 on ensuring a global minimum level of 

taxation for multinational enterprise groups and large-scale domestic groups in the Union, 

which took place after 60 years of harmonisation failed attempts undertaken by the 

Commission and the lack of a developed definition of harmonisation, the author reviewed 

the literature to bring closer to the Reader the idea of CIT harmonisation (Chapter I). In turn, 

the short review of the history of CIT harmonisation in the EU made by author outlines the 

problems resulting from the lack of CIT harmonisation and allows to highlight the uniqueness 

of the year of implementation of the Directive 2022/2523. The historical outline (Chapter I) 

has been supplemented with existing legal acts introducing harmonising solutions in the field 

of individual elements of corporate taxation, also in the field of CIT itself (Chapter III). 

The author's analysis of CIT in EU countries showed strong differences between countries 

in terms of the main structural elements of CIT: taxpayers, tax base and rates (Chapter II). 

The tax reliefs offered by EU Members also differ significantly. Differences in taxation in 

individual EU countries in the existing common market are open to numerous abuses, 

optimisations and distortions of fair competition. However, in the author's opinion, they are 

also a premise for CIT harmonization. Approximation (harmonisation) of even singular CIT 

elements from EU countries may help to put an end to harmful tax competition, ineffective 

allocation of investments in the EU and may contribute to higher budget revenues in EU 

countries and thus to reducing their CIT gap. 
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The Directive 2022/2523 introduces a harmonised minimum effective corporate tax rate, 

which has a direct impact on the amount of the taxpayer's burden but also on the amount of 

budget revenues of individual countries. So far, the real burden of taxation could be verified 

by calculating ETR. Investors often made decisions based on the ineffective allocation of 

resources in the selected countries, mainly guided by the level of the tax burden. The 

effective CIT rate has so far played a fundamental role in the competition of EU countries to 

win the favour of the largest investors, it indicated the real tax burden borne by taxpayers in 

particular EU countries. However, the effective rates were somehow hidden for two reasons: 

they were resultant in nature and were calculated as average rates for all taxpayers in the 

jurisdiction, regardless of whether they were small companies or corporations. Until the 

entry into force of Directive 2022/2523, these rates were calculated and published by 

Eurostat with approximately a year's delay and concerned the real but averaged tax burden 

in individual EU countries, which somehow diminished the informational value on the CIT tax 

burden in EU countries and did not solve the issue of its differentiation and of too low 

taxation of the largest CIT taxpayers. 

Directive 2022/2523 introduced the obligation to calculate the actual effective rate for 

largest MNEs inside and outside the EU immediately after the end of the tax year. This 

procedure causes the ETR is no longer only informative, published with a delay for statistical 

purposes, as was the case with Eurostat. Verification of the effective rates to which selected 

companies are subject in individual countries first informs which tax jurisdictions are taxing 

low the capital groups, secondly, in the case of low-taxed companies, the Directive 

2022/2523 imposes on parent companies (UPEs) the obligation to calculate, collect and pay 

the top-up tax up to a minimum level of 15%. This is a very practical solution because parent 

companies have information about their subsidiaries, have their financial statements, are 

able to pay additional tax and, if necessary, collect it from the subsidiaries. They are also 

able to collect tax from companies located in jurisdictions that do not apply the IIR and UTPR 

rules, so it is intended to be a system for more effective additional tax collection. The 

responsible entity is indicated - the parent company, to which the tax office may submit a 

claim for tax payment. 

The effectiveness of the solution should therefore contribute to the implementation of 

one of the assumptions of Directive 2022/2523, i.e. increasing taxation of the largest 

international concerns and limiting their illegal and legal tax optimisation methods. Although 
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the top-up tax does not eliminate the existing reliefs enjoyed by taxpayers, it actually 

contributes to the elimination of their benefits, because after settling the annual CIT return 

and calculating the effective rate, low-taxed companies will be obliged to pay the top-up tax. 

The meaning of ETR has changed. Instead of the previous function of providing 

information and encouraging the investor to locate their venture in a country with low 

effective taxation, the function is of a utilitarian nature. The effective CIT rate calculated for 

MNEs is the starting point and one of the calculation elements of top-up tax. 

In her work, the author focused on the fiscal effects of introducing a harmonised 

minimum CIT rate of 15% for the budgets of selected EU countries.  

One of the goals of the author's work was to examine which from the nine analysed EM 

countries would benefit from minimum CIT rate harmonisation and which ones may lose in 

terms of obtaining or losing tax revenues from top-up tax. 

In connection with the chosen goal, the author has formulated the following main 

hypothesis: The application of the Income Inclusion Rule for the collection of top-up tax will 

result in a decrease in potential CIT revenues in EM countries. 

The results of the simulation conducted in Excel showed that only four out of nine 

analysed EM countries have a chance of receiving budget revenues from top-up tax in the 

coming years. These are Bulgaria, Lithuania, Latvia and Poland. 

Based on the guidelines of Directive 2022/2523 and data from the financial statements of 

MNEs located in EM countries, the author calculated the average aggregate ETR of each 

country. For five out of nine EM countries the rate was less than 15%. For these countries 

(excluding Hungary, due to unreliable result indicating that the income of MNEs is 

decreasing in the coming years, even turning negative, which may be due to the quality of 

data contained in the financial statements of some companies), revenues from top-up tax 

were estimated. 

The condition for obtaining revenues from top-up tax in the case of those countries is the 

application of Qualified Domestic Top-up Tax (QDMTT). This is particularly visible in the 

example of Poland and Latvia, where most companies (in Poland 71%, in Latvia over 90%) 

belong to capital groups whose parent companies (UPEs) have their headquarters in other 

EU or non-EU countries. This means that in the case of the Income Inclusion Rule, revenues 

from top-up tax would go to the budgets of other EU (or non-EU) countries which are hosts 

for the UPEs. Poland turned out to be the largest potential beneficiary of top-up tax, but only 
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assuming the implementation of a QDMTT that prevents the collection of top-up tax by UPEs 

of other EU countries. Therefore, the main hypothesis was confirmed. 

Due to the fact that Poland did not implement Directive 2022/2523 on time for the tax 

years 2023-2024, it will lose revenues from top-up tax to other EU countries, mainly the 

Netherlands, which has 28% of subsidiaries in Poland among all MNEs located in Poland. The 

amount of lost revenue was estimated by the author, based on the data available to her, at 

approximately EUR 530 million. This amount is consistent with the amount of PLN 2.5 billion 

provided by the Ministry of Finance at the end of May 2024 at 4th CASP SGH Scientific 

Conference and IFA Poland Global minimum tax - opportunities and challenges for Poland. 

The aim of the second study conducted by the author was to examine the relationship 

between the amount of budget revenues from top-up tax (as a dependent variable) and six 

selected independent variables.  The following independent variables were taken into 

account:  the level of fiscalism in EM countries, level of digitalisation in EM countries, level of 

shadow economy in EM, the number of MNEs in EM countries, access to broadband Internet 

in EM countries and the level of R&D government expenses in EM countries. 

This study referred to one of the specific goals set by the author, namely the examining 

the correlation between selected non-tax factors that may affect the amount of top-up tax. 

To examine the relationship between these independent variables and the dependent 

variable, i.e. the amount of revenues from top-up tax, the author used a panel study 

conducted in Gretl. 

The following specific hypotheses were formulated regarding the explanatory variables 

and the relationship between the amount of the top-up tax and non-tax factors: 

1. There is a positive relationship between the level of digitalisation of EM countries and 

their top-up tax revenues. 

2. There is a positive relationship between the value of R&D expenditures in EM countries 

and their top-up tax revenues. 

3. There is a negative relationship between the level of shadow economy in EM countries 

and the amount of revenues from top-up tax. 

4. There is a positive relationship between the access to broadband Internet in EM 

countries and the amount of revenues from top-up tax. 

5. There is a positive relationship between the level of fiscalism in EM countries and the 

amount of revenues from top-up tax. 
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6. There is a positive relationship between the number of entities in EM countries and the 

amount of revenues from top-up tax. 

The panel study did not show any significant relationship between the top-up tax and the 

four following independent variables: the level of fiscalism, level of digitalisation, level of 

shadow economy and the number of MNEs. Therefore, detailed hypotheses no. 1, 3, 5, 6 

were verified negatively. The study showed that there is a strong positive relationship 

between the amount of the top-up tax and government expenditure on research and 

development also understood as the government offering taxpayers the opportunity to take 

advantage of tax relief for research and development activities. This dependence results 

from the fact that each CIT tax relief reduces the effective rate of this tax, which in turn will 

lead to the UPE’s obligation to increase it to 15% by paying subsidiary’s top-up tax. Top-up 

tax will then undermine the sense of reliefs for R&D activities used so far in the case of the 

largest enterprises, which will contribute to higher CIT revenues to the budgets of EU. The 

application of R&D relief will therefore only result in postponing the full tax payment to a 

later date due to the later addition of the top-up tax. Therefore, detailed hypothesis no. 2 

was verified positively. 

In the case of the variable Broadband (access to broadband Internet in EM countries), 

there was a strong correlation, but with a sign opposite to that assumed by the author. 

Detailed hypothesis No. 4 was partially positively verified because there is a correlation 

between access to broadband Internet and the amount of revenues from top-up tax. 

According to the author, the obtained research results are a consequence of limiting the 

panel analysis to the QDMTT rules without taking into account the IIR rule, which resulted 

from the lack of financial data of MNEs from the remaining 18 EU countries. It is worth 

repeating the study for the same variables but taking into account a wider group of EU 

countries and after several years of collecting the top-up tax. 
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