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Thank you Mr Chair and Members of the FISC committee for your invitation to attend
this hearing. I welcome the opportunity to contribute to the important work your
committee is doing. In my opening statement, I will focus on financial transparency for
tax purposes, a key part of the FISC agenda. More precisely, I will discuss the benefits
of enhanced and timely cooperation between tax administrations and taxpayers. My
emphasis will be on the potential of “meaningful transparency” to rebuild trust in the tax
system and between its main actors. Transparency, together with substance and
coherence, are the overarching principles in the OECD work on Base Erosion and Profit
Shifting (BEPS).

In particular, I would like to make the following three points:

- Tax sustainability is a business critical imperative
- The Environmental, Social and Governance (ESG) agenda serves as an

important catalyst for companies to align or further align profits with purpose
- Transparency initiatives are key provided they are fit for purpose and hence

“meaningful”

Tax sustainability as a business critical imperative

Taxes “say something” about a company's relation to society. “Responsible growth” is
pivotal from a corporate citizenship perspective. Brands serve as a vehicle for a
company’s values. Consumers “test” how a company delivers on those values. Taxes
are not isolated from that.

The ESG agenda as an overlay for sustainable tax management

Today’s ESG imperatives serve as a great overlay for sustainable tax planning. The role
of the tax function within MNEs is changing. Taxes have evolved from a mere cost of
doing business to payments for a company’s license to operate. There is pressure on
MNEs to be clear about their purpose and for that purpose to include a positive social
and environmental contribution. Taxes are an important metric where this contribution
can be tested empirically.

Meaningful transparency & the journey towards  real time cooperation

My third point is about meaningful transparency as a catalyst for restoring trust in the
international tax system and between its main actors. I will focus on real time



cooperation between taxpayers and tax administrations and the impact of DAC.

The impact of DAC

The introduction and consecutive updates of the Directive on Administrative
Cooperation fueled the international exchange of information. Rulings or Advance
Pricing Agreements (APAs) and CbCR reports are one example but there is more and I
observe the following:.

● The pace at which new transparency rules are launched puts pressure on both
taxpayers and tax officials. Particularly, the lack of alignment across Member
States (MS) is troublesome. DAC 6 for example provides for a number of options
upon transposition in domestic legislation by each MS. In the absence of EU
wide guidance there are significant interpretation differences1. This requires
businesses active in the internal market to understand the legislation in each MS.
This brings a number of challenges, especially for smaller companies.

● One may question the actual usefulness. Let’s take “business restructurings” as
an example; events such as the Covid-19 pandemic and the ocean freight crisis
force companies to implement contingency emergency plans to ensure actual
product supply. Fragmentation of the global or regional distribution footprint may
imply that net earnings in a particular country drop significantly as a result of
sound business decisions. It would be unfortunate if a MNE would “discover”
after three years that it subliminally engaged in deemed tax planning under DAC
6. Both taxpayers and tax administrations would benefit from clear definitions.

The potential of DAC7

While the rationale of DAC 6 is clear, its implementation risks morphing it into a mere
administrative compliance task. Its merit lies in its potential to serve as a critical stage in
a journey towards proactive and open communication with the tax administration.
DAC 7 offers a tremendous opportunity to the EU to design an ecosystem where
taxpayers and authorities can interact in a transparent way. Issues to be addressed are
actual tax risk mapping, the design of a tax control framework, timing of interaction and
confidentiality issues, just to name a few.

1 PwC Policy note/letter on DAC 6



Why is contemporaneous interaction important?

A well functioning internal market commands a solid multilateral foundation. Shortening
the time lapsing between taxable events, securing the tax implications and levying the
actual tax bill is an investment in economic fundamentals of a best practice international
tax architecture. This is where the OECD’s work can serve as a source of inspiration,
more precisely the Forum on Tax Adminsitration’s proceedings on “Tax Administration
3.02. Real time cooperation between taxpayers and tax administrations will be the
governing principle within a few years. It has the potential to leapfrog a number of
ongoing initiatives to enable taxpayers to deal with tax compliance in a cost effective
way and tax authorities to focus on “where true tax risk lies”.

Maybe good to illustrate: Innovation is key for companies to realize economic growth
and it is by definition proprietary. This applies equally to small as well as large
companies. The pandemic has simultaneously created and lowered barriers-to-entry for
companies. Think for instance about how young European innovators successfully
unlocked their ingenuity via start-ups to reach customers while some larger groups
were struggling to move from offline to online sales. There is pressure on all companies
to be innovative. Government incentives will undoubtedly remain an important pillar of
sustainable government tax policy as a lever to attract FDI.
These developments accelerate the need for co-operative engagement combined with
investments in tax administrations to achieve the end goal of real time compliance
checks built into business administration systems. “Value creation” is the proxy for the
actual determination of taxable income and that requires a level of judgment. It is
therefore useful to build in a timely process to discuss and agree between taxpayers
and tax administrations.

What critical success factors do I see for a successful implementation of DAC 7?

● Trust: Clearing in advance the tax impact of major transactions through dialogue
with the tax authorities is crucial. Taxpayers could e.g. be granted a “tax risk
label” depending on the outcome.

● Reduce the time between the taxable event and the inspection or the
assessment.

2 Forum on Tax Administration 3.0: The Digital Transformation of Tax Administration, December 8, 2020.



In summary:

The work of the European institutions to enhance financial transparency for tax
purposes is important. The rationale of the Directive on Administrative Cooperation is
clear and the direction of travel understood. Its implementation is a journey and lessons
can be learned by all stakeholders, such as related to DAC 6. DAC 7 has the potential
to become the standard for “meaningful transparency”. Targeted and harmonised
implementation can make it a true game changer towards effective and proactive
mutual exchange among MS and taxpayers and a parameter of trust in the tax system.


