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Implementation of Common Consolidated Corporate Tax
Base and its Implications for Non-participating Country:
A Case Study for the Czech Republic?

Veronika SOLILOVA Danuse NERUDOVA

Abstract

Common Consolidated Corporate Tax Base (hereinafe€ CCTB) system
can be introduced under enhanced cooperation mpm®nal in EU, thus coun-
tries not implementing the system can face théoouth tax bases into jurisdic-
tions applying CCCTB system, which will have th@dot on EU Member
States budgets. The aim of the paper is to quathiEyoutflow/inflow of the tax
bases from/in to the Czech Republic as a resuth@fimplementation of the
CCCTB system in EU-27 and to quantify the impacthencorporate tax in-
come revenue. The research performed in the paperated that the optimal
implementation of CCCTB system in EU-27 excepteofzech Republic would
negatively change the corporate tax base, as the l@ould range between
0.77% and 6.77% of the current tax base, whichesents 0.20% to 1.73% of
current corporate tax revenues. Moreover, the CzZRepublic can also face
outflow of tax bases of the parent companies.

Keywords: Common Consolidated Corporate Tax Base, group,base, tax
revenue, Czech Republic, corporate tax

JEL Classification: H25, K22

Introduction

Even though at the beginning the systems of catpotaxation seemed
to have very similar structure in the European dnioall EU Member States
were applying separately personal income tax amdocate income tax (with
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the exemption of Italy) — deeper research had tedeanormous differences
in methods of tax base construction and other imxaules. Based on those
findings, the European Commission decided to triidomonize only the pro-
visions affecting smooth functioning of the Intdridarket. The long-term
aim of the European Commission is to reduce thividdal differences in the
tax systems of the Member States, whether throaghh&rmonization or
through tax coordination, in order to not cause dbstacles to the smooth
functioning of internal market and not to causeffinient allocation of pro-
duction factors or production caused by the obssaof tax character, as stated
by (Nerudova and David, 2008) or (David and Nerw@o2008). Therefore
based on the study conducted by the European CanamiéCOM(2001) 582
final), Common Consolidated Corporate Tax Base selscted as the long-
-term aim in the area of corporate taxation in Hig¢. After more than ten
years of the work Commission has published the tdx€ECCTB Directive
proposal on 18 March, 2011.

The introduction of CCCTB system should contribigehe elimination of
the obstacles for the international mergers andiatigpns, resulting from the
lack of coordination of capital profit taxation. Qne other hand, the system
will also be connected with some disadvantages.éiMigtence of two systems
(CCCTB and national system) leaves the space fecusgtions, tax arbitra-
tions, tax evasion and fraud. Moreover, if introeldainder enhanced coopera-
tion or as optional, countries not implementing $igetem can face the outflow
of tax bases into the jurisdictions applying CCC&HBtem.

Cross-border consolidation comprised in CCCTBeaysis connected with
the problem of tax sharing mechanism. The direginegposal suggests the allo-
cation formula, which will have the impact on EU iMeger States budgets, for
the consolidated tax base of the group will becalled to the member states
according the micro factors.

The introduction of CCCTB in the European Uniorl wery likely change
the map of the allocation of the group tax basesrahe individual Member
States and therefore will affect the amount of teeenues collected from
the corporate taxation in the individual Membert&a Moreover, different
implementation scenarios may also influence taxpmtition on the Internal
Market and may create incentives for the compatdeshange their country
of the tax residency. Therefore, it is necessamesearch different impacts of
different implementation scenarios on the revencaected from the cor-
porate taxation. And further, as is shown in thgoat part of the paper, at
present, there is no empirical study researchimgitipacts of CCCTB im-
plementation according to the new draft of the aike. Moreover, all the
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previous researches were conducted on the samplasmgpanies before the
financial crises in 2008, which changed the stméctf the companies on the
internal market. Furthermore, none of the studies woncentrating solely
on the Czech Republic. Therefore in this paper vee awncentrating on the
research of the impacts on non-participating cqufitr this case the Czech
Republic) based on the data from the Amadeus am#d¥8ape database, avail-
able in August 2014, under the rules suggestelderdtaft of the directive pub-
lished on March 16, 2011.

The aim of the paper is to quantify the outfloviiiv of the tax bases
from/in to the Czech Republic as a result of thplementation of the CCCTB
system in EU-27 (i.e. all the EU Member States pkt¢lee Czech Republic)
and to quantify the impact on the corporate taxime revenue. The empirical
analysis is based on the data available from theadeus and Bankscope
databases.

1. Theoretical Background

The essential part of the CCCTB system represeetshanism of sharing
the tax base, under which the consolidated tax Isheeild be distributed
amongst the countries in which the members of thegare residents. At pre-
sent, there are two basic theoretical approachesrds the problem of the de-
termination of the income (and therefore tax bageéylultinational Enterprises
(hereinafter MNE) in each country where it is agtivformulary apportionment
and separate entity accounting.

Under separate accounting approach each entenpiiben the group is
treated as separate entity. Those entities are letimgp financial accounts and
exterminating the profit according the rules in goiged in the taxation systems
in each location. Oestreicher (2000) adds that etu@l core of separate ac-
counting is to provide a level tax playing field @mg integrated and stand-
alone firms. Bakker (2009) mentions that under arl@hgth principle, affiliat-
ed businesses should set transfer prices at lehatisvould have prevailed that
the transaction occurred between unrelated parfesording to (OECD,
2001), the arm’s length principle eliminates tarsamuences that could arise
solely from the organizational form of the entespri

There can be found many critics of separate adtwusystem in the litera-
ture. Gresik (2001) or Desai, Foley and Hines (2@08ntion that current inter-
national practice enables MNEs to relocate taxalemes from high-tax ju-
risdictions to low-tax jurisdictions. Other critiegere published by Hamaekers
(2001), Miller (1993) or Celestin (2000).
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The difficulties connected with the applicationsaiparate entity system led
according to Hellerstein (1983) U.S. states andipoes in Canada to opt for
formulary apportionment in case of MNEs taxatioretddled research on US
formulary apportionment was done by Wiener (2005\ayer (2009). Formu-
lary apportionment in Canada was researched by Q&92), Mintz (2004) or
Weiner (2005).

There are four empirical studies in the literatussearching the impact of
CCCTB introduction on the budget revenues of the M&mber States. The
first paper by Fuest, Hemmelgarn and Ramb (200Md$wn the scenario
of mandatory CCCTB. To predict the possible impatbudget revenues of
EU Member states, they are using the data on Geooaipany-level foreign
direct investment and data from balance sheetssahmple is limited on 2,000
German parent companies and 6,000 foreign subisigliar other EU Member
States between the years 1996 — 2000. The autbtinsage that national tax
bases would decline by 20% on average. The samlelected companies has
proved variations between member states in corpdeat base from —74% in
Netherlands to +112% in Austria.

However, with respect to the CCCTB proposal aagdssible implementa-
tion, the study has certain limitations. Firstly,covers the scenario when
CCCTB would be mandatory in all EU Member State=cdbdly, it does not
include payroll factor in formulary apportionmemdauses origin sales not
destinations sales in case of sales apportionment.

The second paper by Van der Horst, BettendorfRojds-Romagosa (2007)
builds also on the scenario of mandatory CCCTR; timie in 17 EU Member
states. It is not aimed directly on the changebudget revenues, but on the
welfare effects connected with the introductiontloé system. Not only the
study comprise mandatory scenario, it also assuhatsall companies have to
opt for CCCTB. The research is based on the equitibmodel, which expects,
that each from 17 EU Member states has MNE pa@npany having subsidi-
aries in each of the remaining Member States. Tileoes estimate, that man-
datory CCCTB would increase the welfare by 0.02%5afP. The economic
effect across 17 EU Member states would vary beitwée7% decline in Italy
and 0.82% increase in Germany.

Also in this case, certain limitations can be fouRirstly, the study does not
take into account the effect from offsetting ofdes and does not use destina-
tions sales in formulary apportionment. Secondig, inodel expects that com-
pliance costs represent 10% of tax payments anldefuassumes, that CCCTB
would eliminate compliance costs for subsidiarigth wespect to the transfer
pricing.
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Third paper written by Deveraux and Loretz (20@8jnore complex. The
study researches two scenarios — voluntary and abenydCCCTB. It analyzes
the sample of 50,000 companies during the periothefyears 2000 — 2004.
The authors estimate, that under voluntary systemtax revenues could de-
crease by 2.5%, while under mandatory system,gbhenues could increase by
2%. Also as in case of the previous mentioned sfydhe results shows une-
qual effects in individual Member States on budgeenues. The impact varies
from —18% to +60%. It is necessary to mention, frah methodological point
of view, the authors has applied slightly differ€&®CTB rules in comparison
with those, comprised in CCCTB draft directive, aihio certain extent distorts
the results and creates the limits. Firstly, origates, not destination sales are
used. Secondly, the study does not take into atadberspecial apportionment
rules for special industries (as comprise CCCTHtdlaective from 2011).
Moreover, the authors with 50% ownership test faug consolidation and not
with the rules according the CCCTB draft direct{¥&% two layer approach).

Finally, in 2010 the study by Cline et al. (201s published. The authors
have researched three possible scenarios — mapd@@LTB in all EU Mem-
ber States, voluntary CCCTB in all EU Member Stated mandatory CCCTB
in 9 EU Member States. The study is built on theleh@f 200,000 companies
in the year 2005. The scenario of mandatory CCCy&es in 27 Member
States has revealed that there would be winnerdcmeads. The corporate tax
collection varied from —8.3% in Denmark to +6.0%FHrance. In that model,
the Czech Republic would lose 3.0% of corporatedaliection. In case, that
the system would be voluntary in 27 Member Statks, range of changes
would be narrower — from —7.7% in Germany to +2.6%Jnited Kingdom.
The Czech Republic would lose roughly the same —i3.1% of corporate tax
collection. The scenario of mandatory CCCTB in niiember States has re-
vealed that the change in corporate tax collectwonild vary from —8.5% in
Netherlands to +5.7% in France. It is necessaiméation, that this study rep-
resents the most complex one with respect to theidered scenarios. Howev-
er, also this study has certain limitations. Rjrdthe authors calculate with 75%
ownership test for group consolidation and not wiie rules according the
CCCTB draft directive (75% two layer approach). @etly, the study in the
scenario when CCCTB would be introduced only in &niber States, does not
anyhow measure the impact on the corporate taxeaah in the Member
States not introducing CCCTB system. Moreover stinely has used data from
2005, which mean before the financial crisis sthite2008. As the crisis has
changed the map of European companies, has breagatal bankruptcies and
has caused the wave of international mergers agdisitions, the results are
very much distorted by that fact.
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2. Data and Methodology

The empirical analysis follows the approach of &eux and Loretz (2008),
Fuest, Hemmelgarn and Ramb (2006) or Cline et2811@). The research is
based on the data from the Amadeus database (upaateMoreover, the re-
search employs also data from the Bankscope d&gbpdate January 2014).

With respect to the aim of the paper, it was nemgsto gain from the data-
bases the group of the Czech companies and otheoElganies, which would
qualify under CCCTB system for consolidation regiamd group treatment.
For this purpose, the two-tier test was perfornieis based on two layers —
control and ownership. The control test is fulfilleghen the controlling compa-
ny holds at least 50.01% in the controlled compdimg condition of ownership
is fulfilled when the ownership rights amount tomadhan 75% of the compa-
ny’s capital.

Based on the two-tier test it was identified 1,%87ech parent companies
with 2,476 subsidiaries in the Czech Republic amfeioEU Member States and
827 other EU parent companies with 1,384 subseklarn the Czech Republic.
The overall amount of companies represents fintd dat with all necessary
data. During the research the problem with missirigrmation in financial
statements of some companies arose. In order semwethe extent of the data
set, we decided to impute missing information idesrto maximize the number
of companies in the analysis. Based on the resesrthe best method for data
imputation we performed in separate papers (foaildesee Nerudova, 2012;
Nerudovéa and Solilova, 2014), the method of impotetvas selected.

The group tax base under CCCTB system shouldlbeastd to the individ-
ual group members based on the following allocakomula:

ShareX= 1 & +1—1 il +—l E +—l K
2 PGroup 2 EGroup 3 AGrou

3w T3 pJ* CCCTB (1)
whereS represents sales, which are based on the salgsods and services;
P represents payroll, which includes the costs tdr&s, wages, bonuses and
all other employee compensation, including relatedsion and social security
costs borne by the employét;represents the number of employees, which are
considered part of the group that pays the remtinaraunless they are under
the control of a different group member, in whigdse they are considered part
of that group. Employees are included if they ampleyed for at least three
uninterrupted months. And finall represents assets, which include all fixed
tangible assets, including buildings, airplanes mmadhinery, owned, rented, or
leased by a group member.
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Apportionment factors mentioned above were gain@th the unconsolida-
ted company-level financial data reported in theadlgus and Bankscope data-
bases or imputed, using reported tangible fixedtasand industry-specific ratio
of the individual apportionment factor to tangibileed assets for companies in the
same NACE sector of economy. Therefore companieseporting fixed assets
were excluded from the imputation. Furthermore, tlu¢he fact that Eastern
European countries have lower levels of apportiontrfectors, mainly payroll,
industry-specific ratio were calculated separatetyEastern Europe and West-
ern Europe. Following formulas were used for miggipportionment factors:

Missing operating revenue amounts were imputedguseported tangible
fixed asset dataTEA_reported and the ratio of observed average operating
revenue AOperR to the tangible fixed assets for other compamebe same
industry ATFA):

Operating_ revenue( AOperR ATHA TFA repor 2)

Missing number of employees were imputed basetheneported tangible
fixed assets of the company and the ratio of oleseaverage numbers of em-
ployees ANOE) to tangible fixed assets for the other compamethe same
industry:

NaEmployees imputed| ANeE ATEA TFA repo ©)

Missing payroll data were imputed based on theuteg employee head-
count (No.Employees_imputeénd the ratio of observed average payroll cost
(APayn to employee headcount for other companies irsémee industry:

Payroll =( APayr/ ANog O No Employees impu (4)

In the next step, the determination of tax bagaedemtified groups of com-
panies was performed. After that the assumptionmtdntial outflow/inflow of
tax bases from/in to the Czech Republic were sedsup consequence of the
implementation of the CCCTB system in EU-27 (iletlee EU Member States
except the Czech Republic).

As was proved by the report of the Committee afefpendent experts on
Company Taxation in 1992, differences in businesation, the burden of
business taxes and differences in the level ofcefe tax rates among EU
Member States have the impact on the decision miocations on the location
of their economic activity. Clausing (2009) furthetates that any intra-group
transactions are also sensitive to internationalréde differentials. According
to Dischinger (2007) if the difference in corportdg rate of the subsidiary to its
parent company increase by 10 percentage poir@s, glofit of the subsidiary
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decrease by 7%. Due to this fact, the first assiomptof potential outflow/
inflow of tax bases from/in to the Czech Republierevset out based on the
analysis of the level of the effective tax rate agpthe EU Member States. The
concept of effective average tax rate (EATR) wastlfi introduced by Deve-
reux and Griffith (2003), which is defined as tlatia of the present discounted
value of taxes over the present discounted valubeoprofit of a project in the
absence of the taxation.

The effective average tax rate in EU Member Staie®014 is shown in
Table 1 below. As can be seen from the table, |@ffective tax rate than the
effective tax rate in the Czech Republic are apptiamely in Bulgaria, Croatia,
Cyprus, Estonia, Ireland, Latvia, Lithuania, Ronaaand Slovenia.

Table 1
Effective Average Tax Rate by EU Member States, 2@1

Country Corporate tax | Effective average Country Corporate tax Effective average
rates in % tax rate in % rates in % tax rate in %

AT 25.0 23.0 IT 30.9 24.0

BE 34.0 26.7 LV 15.0 14.3

BG 10.0 9.0 LT 15.0 13.6

HR 20.0 16.5 LU 29.2 255

CY 125 15.2 MT 35.0 32.2

Ccz 19.0 16.7 NL 25.0 22.6

DK 245 22.2 PL 19.0 17.5

EE 21.0 16.5 PT 30.0 27.1

Fl 20.0 18.4 RO 16.0 14.8

FR 38.9 39.4 SK 22.0 19.4

DE 31.0 28.2 Si 17.0 15.5

EL 26.0 24.1 ES 35.3 32.6

HU 20.9 19.3 SE 22.0 19.4

IE 125 14.4 UK 21.0 22.4

Source Spengel et al. (2014).

We assume that if the CCCTB would be introducedeighboring countries
and not in the Czech Republic, the companies wiauld to relocate their taxable
presence into the EU Member States with lower #ffedax rate than applied
in the Czech Republic in order to face lower tarxden.

Our assumption is based on two scenarios withdwaulative conditions;
therefore we are researching two different groupsompanies. One group of
EU parent companies having subsidiaries in the IC&epublic and another
group of the Czech parent companies having subidian the Czech Republic
and other EU Member States,

In the first scenario, we are researching the groUEU parent company
having subsidiaries in the Czech Republic. As altes CCCTB implementation
we expect the relocation (outflow) of Czech sulzsids under two following
cumulative conditions: EU parent company is sitddtethe jurisdictions with
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lower effective tax rate than in the Czech Repuple Bulgaria, Croatia, Cy-
prus, Estonia, Ireland, Latvia, Lithuania, Romaaral Slovenia) and after the
implementation of CCCTB system the group would beaer tax burden.

In the second scenario, we are researching thapgob the Czech parent
companies having subsidiaries in the Czech Repuatiat other EU Member
States. We expect outflow to occur in situation mwiiee group includes at least
one subsidiary situated in other EU Member Stateswe do not expect group
with only Czech subsidiaries to move its tax bases) the Czech Republic)
and after the implementation of CCCTB system tlmigmwould bear lower tax
burden. Further, we expect that outflow from the@zRepublic would be into
the country, where other subsidiary from the grosisituated. In case of more
subsidiaries in different tax jurisdictions, thdes#ion is based on the nominal
corporate tax rate. Moreover, the second scenapeats also the outflow of
the tax base of the parent company (to access@izre).

The determination of the potential outflow/infla#tax bases from/in to the
Czech Republic is based on the comparison of theruand new tax burden
of each group. The current tax burden was detednioeeach group of com-
panies using the effective tax rates of the couwtngre subsidiaries are situat-
ed. In case of the new tax burden, the nominalrdées were used, for when
CCCTB is applied, nominal tax rates (due to thdiemisystem of tax base con-
struction) are comparable. Only groups bearing taae burden in case of the
new CCCTB system, would relocate their taxable gmes out of the Czech
Republic. In this case it was also considered wdrettie activities of the group
(based on the NACE code), is possible to relodatm@bles presented as a situa-
tion B). In addition, in accordance with CCCTB pospl, we were working
with the special allocation formula for finanéiahnd insurance activities
(i.e. NACE sector K, data set from Bankscope).

It is necessary to mention, that the research awmestake into account
the transition costs that would occur from intraitlut of a CCCTB, mainly
due to the fact, that from the long perspectivedo¥ax burden of the group
should exceed those costs. Moreover, we do noidmmany barriers to enter or
exit as we assume relocation into the country wiparent or other subsidiary
is situated.

2 Financial institutions are: (a) credit institutibauthorized to operate in the Union in accord-
ance with Directive 2006/48/EC of the European iRarént and of the Council; (b) entities,
except for insurance undertakings as defined irclar®9, which hold financial assets amounting
to 80% or more of all their fixed assets, as valmegiccordance with the rules of this Directive.

% Insurance undertakings mean those undertaking®ezed to operate in the Member States
in accordance with Directive 73/239/EEC for non-lifsurance, 2002/83/EC for life insurance
and Directive 2005/681EC for reinsurance.
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Further, the quantification of the outflow/inflogf the tax bases from/in to
the Czech Republic as a result of the implementatiothe CCCTB system in
EU-27 is sensitive on the made assumptions. Inrésisect must be highlighted
that the elimination of the second and third asgiongi.e. only groups bearing
lower tax burden in case of the new CCCTB systemylavbe relocate their
taxable presence out of the Czech Republic; ang activities which can be
relocate are considered) has resulted into therdifit outflows of the tax bases.
For more details see Nerudova and Solilova (2015).

3. Results

The research of the selected group of companjé24arent companies with
3,860 subsidiaries) enabled to identify the oveeatl base and its potential out-
flow and/or inflow. Based on the above mentioned sgenarios, we identified
the outflow of tax bases of 74 Czech subsidiaiied,9 Czech parent companies,
and 22 Czech subsidiaries of other EU parent coiepamhe research has not
identified any inflow of the tax bases. The largagflow in the amount of 2.99%
represents the scenario of the Czech parent cosgand its subsidiaries.

As was already mentioned above, the data set fm@deus and Bankscope
databases includes 2,424 parent companies witt) 3F86sidiaries from the
different industry sectors (categorization basedN&CE classification NACE
A to S). This group of companies generates at pte@e. without CCCTB
implementation in EU-27) the tax base in the amairEUR 6.9 billion in the
Czech Republic (for details see Table 2 below). TEngest portion of the tax
base (36.51%) falls into NACE sector K (Financiatl ansurance activities). It
is followed by NACE sector M (Professional, sciéotand technical activities)
in the amount of 28.40% and sector C (Manufactyrimgthe amount of
19.18%. The rest of NACE sectors generate margiogion of the tax base in
the Czech Republic. It can be concluded, that Czedisidiaries are focused
mainly on services rather than on industry produrctiFurther, as can be seen
from the last line of Table 2 below, the overallamt of EUR 6.9 billion of tax
base is created by the Czech subsidiaries of d&heMember States parent
companies (76.25%) and by the Czech subsidiari€zeth parent companies
(23.74%).

Thus, under the current situation (i.e. without@I® implementation), the
Czech Republic receives the tax base in the amouBiJR 6.9 billion. The
following Tables 3 and 4 below summarize the rasaoft the research of the
first and second scenario. Firstly, the potentigflow of tax bases in the group
of Czech subsidiaries of parent companies fromroti¢ Member States was
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considered. In this case we assume that the outifotax bases would occur
when the parent company of Czech subsidiary woeldituated in Bulgaria,
Croatia, Cyprus, Estonia, Ireland, Latvia, LithwgriRomania or Slovenia (i.e. in
countries with lower effective tax rate than in tBeech Republic) and further,
when the application of CCCTB would bring lower taxrden for the all group
after that.

Table 2
Czech Tax Base According to Current Conditions
NACE! Total tax bases in CZ Tax bases according to NACHassification in th. EUR
% in th. EUR CZs* CzZg*
A 0.08 5,469 3,806 1,663
B 0.14 10,015 2,179 7,836
C 19.18 1,337,611 1,227,361 110,250
D 3.52 245,509 142 245,368
E 0.28 19,246 6,291 12,955
F 0.65 45,505 36,940 8,565
G 5.63 392,375 50,989 341,386
H 0.68 47,554 26,470 21,084
| 0.03 1,854 41 1,813
J 2.49 173,547 129,007 44,540
K? 36.51 2,545,925 1,924,143 621 782
L 0.98 68,420 14,523 53,897
M 28.40 1,980,007 1,886,336 93,671
N 0.17 12,179 8,183 3,996
o 1.07 74,474 706 73,767
P 0.01 557 - 557
Q 0.03 2,376 - 2,376
R 0.15 10,347 - 10,347
S 0.00 25 - 25
Suma 100 6,972,994 5,317,117 1,655,877
100% 76.25 23.74

Notes:CZs*shows the tax base of the Czech subsidiaries efpirent companies from EU Member States
except of the Czech Republic as the first scenario.

CZs** shows the tax base of the Czech subsidiarighe®fCzech parent companies as the second scenario.
* A — Agriculture, forestry and fishing, B — Minirand quarrying, C — Manufacturing, D — Electricigas,
steam and air conditioning supply, E — Water supgdwerage; waste management and remediation-activi
ties, F — Construction, G — Wholesale and retailér repair of motor vehicles and motorcycles, Fans-
porting and storage, | — Accommodation and foodiiseractivities, J — Information and communication,
K — Financial and insurance activities, L — Redh#&sactivities, M — Professional, scientific amdhnical
activities, N — Administrative and support servagivities, O — Public administration and defencempul-
sory social security, P — Education, Q — Humantheaid social work activities, R — Arts, entertagmhand
recreation, S — Other services activities.

2 NACE K also includes data from Bankscope databatiee amount of EUR 1,764,172 th.

Source:Own research and Amadeus and Bankscope databases.

Secondly, the potential outflow of the tax bageshe group of Czech sub-
sidiaries of Czech parent companies as the secoemhsgo. In this case we
assume that the outflow of the tax base would oeduen the group would
include at least one subsidiary situated in otHdrNEember States and further
when the application of CCCTB would bring lower taxrden for the all group
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after that. Thus for both scenarios we expect ¢héit groups that would expe-
rience a lower tax burden would switch into the JBGCsystem and relocate
their Czech subsidiaries out of the Czech Repuddithat the group can use all
advantages of the new system.

Table 3

Outflow of the Czech Tax Base and Tax Liability afer Implementation of CCCTB
in other EU Member States — 1. Part

Tax bases of C* first scenario Expected outflow of tax

NACE! Current situation Expected outflow liability

in th. EUR % in th. EUR in th. EUR
A 3,806 95,64 3,640 608
B 2,179 - - -
C 1,227,361 0.34 4,201 702
D 142 - - -
E 6,291 0.30 19 3
F 36,940 - - -
G 50,989 0.06 29 5
H 26,470 - - -
I 41 - - -
J 129,007 0.01 14 2
K2 594,105 0.15 894 150
K? 1,330,038 - - -
L 14,523 - - -
M 1,886,336 1.88 35,481 5,925
N 8,183 12.51 1,024 171
o) 706 - - -
[=] — - — —
Q — — — —
R — — — —
S — - — —
Suma A 5,317,117 45,302 7,565

100% 0.85%
Suma B’ 5,317,117 41,643 6,955
100% 0.78%

Notes: CZs* shows the tax base of the Czech subsidiarieh@fparent companies from the EU Member
States except of the Czech Republic as the fiestagio.

! See explanation in Table 2 above.

2 NACE K includes only data from Amadeus databas&hviare not considered as financial and insurance
companies.

3 NACE K includes only data from Bankscope databakich are considered as financial and insurance
companies.

#1n case of the effective tax rate in the amoun?%sfor the Czech Republic.

P Potential outflow of tax bases after considerirtiethier is possible to relocate business from thatified
NACE sectors out of the Czech Republic. Non-releddtusiness is highlighted.

Source:Own research and Amadeus and Bankscope databases.

In case of the first scenario, as can be seen Tralbte 3 above, the research
indicated potential outflow of tax bases only ie imount of 0.85% (EUR 45.3
million as Suma A, i.e. EUR 7.5 million of corpagatax liability) in NACE
sectors A, C, E, G, J, K, M and N. The largestiporof outflow (EUR 35.4
million) was identified in NACE sector M (Profeseal, scientific and technical
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activities), followed by NACE sector C (Manufactug) with EUR 4.2 million
and by NACE sector A (Agriculture, forestry andhfizg) with EUR 3.6 mil-
lion. However, when identified NACE sectors weretlier analysed whether is
possible to relocate business out of the Czech Biepthe potential outflow
was indicated in the amount of 0.78% (EUR 41.6iarillas Suma B, i.e. EUR
6.9 million of corporate tax liability). For morethils see Table 3 above.

Table 4

Outflow of the Czech Tax Base and Tax Liability afer Implementation of CCCTB
in other EU Member States — 2. Part

Expected outflow of tax bases
and tax liability of parent
companies

CZS**
second scenario

NACE*!

Current
situation

Expected outflow
of tax bases

Expected
outflow of tax
liability

Tax bases

Tax liability®

inth. EUR

%

in th. EUR

inth. EUR

in th.

EUR

w N

A
B
C
D
E
F
G
H
[

J

K
K
L
M
N
o]
P
Q

1,663
7,836
110,250
245,368
12,955
8,565
341,386
21,084
1,813
44,540
205,203
416,579
53,897
93,671
3,996
73,767
557
2,376
10,347
25

63
78

1,843
70,721

20,053
296

10,539

187
1,746,359

153,331

R
S
Suma A

1,655,877

426,564

70,724

1,930,76

b 322,43

100%

25.76%

Suma P’

1,655,877

11,990

2,003

184,110

30,744

100%

0.72%

CZS** shows the tax base of the Czech subsidiafi¢se Czech parent companies as the second scenari
1, 2, 3 — see explanation in Tables 3 and 4 above.

#1n case of effective tax rate in the amount 16f@#4he Czech Republic.

P Potential outflow of tax bases after considerirtiethier is possible to relocate business from thatified
NACE sectors out of the Czech Republic. Non-releddtusiness is highlighted

Source:Own research and Amadeus and Bankscope databases.

In case of the second scenario, as can be saartimpabove stated Table 4,
the research indicated the outflow of almost 26%heftax bases of the defined
groups of companies (i.e. EUR 426.5 million as Sémae. EUR 70.7 million
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of corporate tax liabilities) in NACE sectors C, K,and M, when the largest
portion of outflow was identified in NACE sector (financial institutions and
insurance undertaking). Moreover, taking into actoalso the possibility of
parent companies relocation into the other EU Manftates to access the
advantages of the new CCCTB system for the grdwgpClzech Republic would
lose at least EUR 1.9 billion of its tax base —~E&R 322.4 million of corpo-
rate tax liability. However, the overall situatigndifferent, when the activities
of the companies were considered separately in ielectified NACE sectors,
with respect to the fact whether it is possibleré¢tocate the business of the
company out of the Czech Republic. After that, ghéential outflow was indi-
cated only in the amount of 0.72% (EUR 11.9 milli@as Suma B, i.e. EUR
2 million of corporate tax liability). Moreover, is necessary to highlight, that
the research did not identify any inflow (for détaee Table 4 above).

Based on the above mentioned results, it is olsyithat there can arise large
differences between the outflows of tax basesemgtioup of Czech subsidiaries
of Czech parent companies and in the group of Czabkidiaries of other EU
parent companies. The results vary from almost 6%ss than 1% outflow of
tax bases. 1% outflow of tax bases can be caus#uetfact that parent compa-
nies in other EU Member States will consider whedrgering into the CCCTB
system will bring them more advantages (for exanpheer tax burden for the
group) than staying in the Czech tax jurisdictiBlowever, taking into account
the possibility of relocation of business from itited NACE sectors, then the
potential outflows of tax bases are similar — acbli®o in both scenarios.

Furthermore, the total outflow of the tax baseth& amount of EUR 471.8
million from the total tax base in the amount of EW.9 billion represents
6.77%, which is nearly 2 times more than calculdigdCline et al. (2010) in
their last comparative study. Moreover, taking iat@wount 16.7% of effective
corporate income tax rate applied in the Czech BRapuhe loss of corporate tax
revenues would amount to 1.73% (for details sedeTatbelow, situation A).
Further, the impact of outflow of the tax baseshef Czech parent companies in
the amount of EUR 1.9 billion on the corporate iexenues has to be also tak-
en into account, specifically the Czech Republiulgddose 7.12% of the corpo-
rate tax revenues (i.e. EUR 322.4 million. If thesgibility to relocate business
out of the Czech Republic is considered separatebach NACE sector, then
the outflow of tax bases and corporate tax liabsitdiffers (see situation B
in Table 5 below). Concretely, outflow of the taasks in the amount of EUR
53.6 million, i.e. 0.77%, then the loss of tax ligy in the amount of EUR
8.9 million, i.e. 0.20% and in case of parent conypRUR 184 million as the
outflow of tax bases, i.e. 0.68% of corporate takility.
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Table 5
Summary of Results
First and second scenario
Amadeus Expected outflow
and No. of Total tax Expected outflow of Corporate oFf) tax liability
Bankscope | outflows | pase inth. | tax baseinth. EUR | t@x liability _
data set in th. inth. EUR
EUR .
cP| cz cs cP EUR cs cP

Total At 19 96 6,972,994 471,866 1,930,765 4,527,082 78,28%22,438
% 100 6.77 — 100 1.73 7.12
Total B | 6,972,994 53,633 184,11( 4,527,032 8,958 30,746
% 100 0.77 — 100 0.20 0.64

* Based on the Czech tax statistics in 2011.

CS — Czech subsidiaries

CP — Czech parent companies

! Results without considering the possibility to elte business out of the Czech Republic.
2 Results with considering the possibility to relechusiness out of the Czech Republic.

Source:Own research and Amadeus and Bankscope databases.

Conclusion

The aim of the paper was to quantify the outflofldw of the tax bases
from/in to the Czech Republic as a result of thplementation of the CCCTB
system in EU-27 (i.e. all the EU Member States pktee Czech Republic) and
to quantify the impact into the corporate tax raxenof the Czech Republic.
The empirical analysis was based on the data d@&ifeom the Amadeus and
Bankscope databases and covered 2,424 parent caspgith 3,860 Czech
subsidiaries.

The research performed in the paper revealed tthatimplementation
of CCCTB system in EU-27 would negatively change téx base generated
in the Czech Republic. In the respect of considerirhether is possible to
relocate business out of the Czech Republic andhgheswitching into the
CCCTB system brings to the group lower tax burdéme, loss would range
between 0.77% and 6.77% (i.e. EUR 53.6 million #l.8 million) of the
current tax base. Taking into account corporatenme tax, the Czech Repub-
lic would lose 0.20 — 1.73% of current corporate tiavenues. It is necessary
to mention that after the implementation of CCCTgtem in EU-27, the
Czech parent companies with at least one subsidinmated in other EU
Member States can relocate its tax base from tlezlCRepublic as well, so
that all group can use benefits and advantageseohéw system, i.e. mainly
lower tax burden of the group. In this case, th#low of the tax base would
range between EUR 184 million and 1.9 billion, i0e68% to 7.12% of the
corporate tax revenues.
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In addition, the research also shows, that théicgtion of the CCCTB is
suitable mainly for the groups which have subsidgagenerating losses or have
subsidiaries situated in countries with differeotinal corporate tax rate.

The results of the research shows, that the impheation of CCCTB in
EU-27 without the participation of the Czech Repulbhight have negative
impact on the overall tax base generated by thetCgebsidiaries in the Czech
Republic and therefore also on the corporate ta®mee. Based on the results
we recommend to the tax policy makers of the CARepublic to implement
this system in situation when other EU Member Stati#l implement the system.
The reason is that the result of not participatfighe Czech Republic would
negatively affect the revenues from the corpomrateme taxation. Current reve-
nues from corporate income taxation would decrégs®2 — 1.73%. The effect
would be even stronger when we would consider asnthin motive for the
relocation of the companies the lower tax burdarthls case Czech Republic
might face decrease of revenues from corporatamedax by 0.68 — 7.12%.
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