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(Introduction)
Ladies and gentlemen,

· I am honoured to have been invited to address this distinguished group. 
· We are here to discuss the new roles and challenges of knowledge in global society.  I propose to talk to you about how the right tax policies can promote competitiveness and particularly knowledge and innovation in Europe. And I will tell you what the European Commission is doing to try to ensure that such tax and customs policies are put in place.

(Lisbon Strategy)
· Soon after the Barroso Commission was sworn in, it evaluated the achievement of the Lisbon strategy launched in 2000. 
· In early 2005, we came to the conclusion that we are at half time in the 10 year long strategy but we are not at half way. 

· So the Commission decided to re-launch the Lisbon strategy with less priorities and more concrete initiatives and with a much greater role for the Member States.  

· Earlier this year we proposed strategic objectives - prosperity, solidarity and security - for the EU for the next five years.  We proposed refocusing our efforts on action to deliver growth and jobs, while maintaining our unique European social model and our overall approach to sustainable development, so as not to deny future generations the same choices and opportunities that we enjoy.  

· Heads of State and Government at the Spring European Council this year welcomed the Commission initiative and asked the Commission, Council and Member States to re-launch the Strategy without delay.  An important element of this Strategy is increasing and improving investment in Research and Development, which has a key role to play in economic growth. 
(Communication on tax and customs contribution to Lisbon) 
· Taxation and customs policies have an essential contribution to make to the attainment of this Lisbon Strategy.

· They can help to raise the efficiency of our economies and the competitiveness of our companies, by reducing compliance costs and red tape. At the same time they can help Member States to maintain stable revenue streams. In addition, they can help to generate more competition in the markets, boost trade and encourage research and development.  
· It is for this reason that the Commission on 25 October adopted a Communication setting out precisely how tax and customs policies can support the different lines of action proposed.
· The Commission's Communication presents key Community taxation and customs measures that would contribute to the structural adjustment needed in our economies in order to fulfil the Lisbon strategy.  

· At present, several aspects of the functioning of the 25 national tax systems prevent the advantages of a single market from being fully exploited and impose unnecessary extra costs on EU businesses. 

· In addition European companies are facing an increasing number of international challenges, and measures need to be taken in the customs area to improve the international competitiveness of EU firms.  

· Furthermore, an attractive tax regime for investment in research and development is essential to promote sustainable economic growth.  
· Taxation policy can also be used as a tool to promote environmental changes that can contribute to more sustainable patterns of production and consumption.

· The Commission will, therefore, present a range of actions in the tax and customs areas over the next 4 years that will be designed to pursue these goals. 
(Research and Development)

· One significant measure that it intends to present next year will be a Communication on tax incentives for Research and Development. 

· R&D tax incentives can help to address market failures and increase business investment in research. Such incentives allow firms greater legal and planning certainty in determining the appropriate allocation of R&D investment across projects and priorities.  They also allow a direct link to be made between public incentives and increases in private R&D spending. 

· In recent years EU Member States have introduced a variety of different tax incentives in the R&D area. But the wide diversity of the tax incentives in the different Member States is unsatisfactory. It can result in sub-optimal allocation of public resources and it is an obstacle to an EU-wide level playing field.

· The Communication on R&D tax incentives that the Commission is planning will, therefore, aim to tackle this relative failure. It will endeavour to help Member States to jointly develop solutions to common problems and even to devise mutually reinforcing R&D incentives. It will set out the key EU legal conditions for such tax incentives, highlight existing best practices and, where appropriate, set out the political message; 

· There would be no intention whatsoever of interfering with Member States' own policies on R&D or imposing specific tax measures. 
· The purpose of the Communication would be simply to offer guidance to Member States on how to implement R&D measures into their general taxation system. 
· The Communication would be a simple tool and not a legally binding instrument. It would provide Member States with a clear view of the relevant constraints in Community law.

· I am fully aware of the fact that currently those EU Member States with the highest R&D spending do not operate targeted R&D tax incentives
· But this does not necessarily mean that tax incentives are useless. Interestingly, business interest in such incentives seems to be rising over recent years. Moreover, R&D tax incentives can play a very beneficial role in those countries which currently have comparatively low R&D investment but are keen to increase it. 
· Finally, the idea of the framework is to analyse all relevant tax aspects. In the Member States with high R&D expenditure the general features of the tax system appear to be very research-friendly. Such common patterns could also serve as a model for Member States which are willing to catch up.

· In addition to presenting the Communication, the Commission services will continue to work closely with Member States. There are existing R&D working groups in the framework of the Open Method of Coordination that touch on tax issues. There will probably also be more specific expert meetings and workshops on tax issues, managed by the Commission's taxation and research departments.

(Common Consolidated Corporate Tax Base for EU business)
· The most direct tax contribution to the promotion of knowledge and innovation is tax incentives for Research and Development.  But other tax measures can contribute indirectly by creating a climate which fosters entrepreneurship and competitiveness.

· Let me now turn, therefore, to other important tax initiatives in the context of the Lisbon strategy and making Europe a more attractive place to invest and work.

· The Commission in 2001 launched the idea that Member States should work towards agreement on a common EU-wide corporate tax base for companies.

· Today, there are 25 different methods of calculating the corporate tax base. If companies were allowed to apply a single EU-wide set of rules for calculating the corporate tax base, this would eliminate or reduce most of the current problems such as the administrative burdens and high compliance costs that they currently face when they do business across borders in the EU.

· It would solve many of the double taxation and other problems linked to cross-border activities and restructuring of groups of companies.

· The Commission is currently working with experts of Member States on this idea. 
· The aim is to present a legislative measure within 3 to 4 years.

· Let me be clear: the purpose of the Commission is to harmonise only the corporate tax base. Tax rates should remain in the competence of the Member States. 
· A couple of weeks ago, there was an interesting public hearing in the European Parliament on corporate taxation. An economist invited as an expert to the hearing suggested that a difference of 6 to 8 percentage points in tax rates between Member States could be sustained in the long run simply due to differences in proximity to markets and transport costs. 
· This points at the fact that harmonisation in this area does not seem desirable.

(Targeted company tax initiatives to remove cross-border tax barriers)

· Pending the implementation of this common consolidated corporate tax base in the EU, the Commission is also working on a number of more specific and shorter-term company tax initiatives aiming at facilitating businesses. 
(Home State Taxation)

· The Commission will adopt a Communication later this year on a pilot scheme that would, if implemented by interested Member States, allow small and medium-sized enterprises to use the tax rules of their home state for computing their EU-wide taxable profits. SMEs in particular have difficulty with tax compliance complications when carrying out cross-border activities. This measure would not imply any harmonisation of rates which would continue to be set and applied by each Member State.

(Transfer Pricing)

· I should also like to stress our work on transfer pricing. 
· In a company with subsidiaries or branches, there are a number of transactions such as supplies of services or sales of goods between the different parts of the company.  
· As for any transaction, a certain price is set.  However, when the transaction occurs between related entities, it is possible to set prices that are not in line with the real economic value of the transaction.  This has an impact on the profits concerned. 
· If the entities are located in different countries the transfer pricing could lead to a reduction of taxable profits reported by the various entities.  In order to avoid losses of taxable profits through these transfer pricing mechanisms, the Member States tend to set specific and sometimes complex rules.  
· The Commission, along with representatives of the Member States and from business, are working together in a Joint Transfer Pricing Forum. The aim of the Forum is to achieve a more uniform application of transfer pricing tax rules within the EU and I have to say that its results to date have been quite successful.
· Bringing together all parties concerned to discuss the issues at stake has led to better common approaches. The objective is non-legislative solutions to practical problems.  This should reduce compliance costs and prevent disputes between taxpayers and tax administrations. 
(Cross-border loss relief)

· The third and last targeted company tax action that I wish to mention concerns cross-border loss relief for groups of companies.  
· The Commission aims to adopt a Communication in 2006 on this issue. 
· Most Member States allow the cross-border losses of a foreign branch to be set off against the taxable profits of the head office. But very few allow a company to off-set losses of a foreign associated company. 
· This difference of treatment results in distortions in the Internal Market. The Marks and Spencers case that is currently before the Court of Justice concerns this matter and the Court's decision may provide some useful guidance.

(Conclusion)

· I have endeavoured to describe to you the Commission's views on the tax policies can promote competitiveness and particularly knowledge and innovation in Europe. 

· I have, in this context, described to you some of the important existing and forthcoming actions that the Commission has announced in its recent Communication.

· The European Commission is convinced that taxation and customs policies are an essential element of the Lisbon strategy. With globalisation and increasing cross-border activity, a Community approach on some tax and customs issues would be of considerable benefit to business and trade.

Thank you for your attention.
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