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Application of the CCCTB and Safe Harbours to European
SMEs: Can the Decrease in Compliance Costs Support
better SME Performance?!
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Abstract

Small and medium-sized enterprises (SMEs) araddaternal markets with
higher taxation and transfer price compliance casdswvell as cross-border loss
compensation problems. With respect to the taxati@nsfer pricing) compli-
ance costs that are borne by SMEs, the possiblgigns for decreasing those
costs were suggested to be safe harbours and corfounsolidated) corporate
tax bases. This paper includes an evaluation ofstiggested approaches and
their impacts on the SMEs’ economic performanceaddition, this evaluation
accounts for the selected economic variables thatctassified by industry and
firm size, assuming decreased compliance costxafion and the fulfilment of
the long-term goals of the EU2020 agenda, suchhartsand inclusive growth
in the EU. Based on the results, it can be condutiat safe harbours and the
CCCTB system are able to improve SMEs’ performaiite. most important
economic variables supporting the increase in bessrperformance are current
assets, value added, enterprise value and, finalpgrating revenues. In re-
searched countries, the highest impact on the legsiperformance would result
from the created added value.
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Introduction

The European Commission (2016a) stated that Sarall medium-sized
enterprises (hereinafter SMEsjomprise almost 99% of all firms in the EU,
i.e., just under 24 million SMEs in 2017. SMEs,tls economic backbone of
the European economy, contribute significantly ational and global economic
growth. They generate almost 57% of the total vaddded and account for
a large proportion of the total employment (i.beyt provide 93 mil. jobs), mainly
in the service sector (European Commission, 20¥/@nBhough the contribu-
tions of SMEs to employment differ by sector, asltele, SMEs create at least
67% of the jobs in the EU. SMEs are also involvedjiobal value chains as
partners, suppliers and distributors of large anttimational companies.

The surveySof the European Commission have revealed tha8MEs face
the same obstacles, mainly tax systems that genexatessive compliance costs.
Certain features of the tax system may disadvan&lg€&s relative to large
enterprises, even though many tax requirements ap@gar to be relatively
“neutral” for businesses with respect to size. Eh&sx requirements include
higher fixed costs that are associated with tax @wdpliance regimes. Due to
this, governments are taking many measures to ecth&se impacts by provid-
ing preferential tax policies, special provisiospgcific tax rules and simplifi-
cation measures that are targeted at SMEs. Oreeof that can be considered
is safe harboufswith respect to transfer pricing issues. If theseasures are

2 SMEs are categorized according to the number gfl@yees and their turnover or balance
sheet total, as following: micro, small and medisized enterprises. Medium-sized enterprises are
defined SMEs as “enterprises which employ fewentB&0 persons and which have an annual
turnover not exceeding EUR 50 million, and/or anwatrbalance sheet total not exceeding EUR
43 million”. Small enterprises are defined as “gptises having less than 50 employees and turn-
over or balance sheet total of less than EUR 1damjlland microenterprises as a firm with less
than 10 employees and a balance sheet or turn@ewEUR 2 million.” For more details see
European Commission (2003).

3 European Commission (2001), Company Taxation inltkernal Market (COM(2001)582
final), and also in Internationalisation of SME9{®) or Modern SME policy for growth and
employment (COM(2005)551 final), European CommisgR005). Furthermore European Commis-
sion in Annual reports on European SMEs 2011/20022/2013; 2013/2014; 2014/2015; 2015/2016
and 2016/2017.

4 OECD (2013; 2017): TP Guidelines, Chapter IV, secEodefines a safe harbour as follows.
“A safe harbour is a provision that applies to &irsel category of taxpayers or transactions and
that relieves eligible taxpayers from certain oftigns otherwise imposed by a country’s general
transfer pricing rules. A safe harbour substitigiesple obligations for those under the general
transfer pricing regime. Such a provision could,dgample, allow taxpayers to establish transfer
prices in a specific way, e.g. by applying a sifigydi transfer pricing approach provided by the tax
administration. Alternatively, a safe harbour coet@mpt a defined category taxpayers or transaction
from the application of all or part of the genetr@nsfer pricing rules. Often, eligible taxpayers
complying with the safe harbour provision will believed form burdensome compliance obliga-
tions, including some or all associated transfaripy documentation requirements.”
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carefully designed, i.e., if they do not increasenplexity, they can address the
disproportionately high tax compliance burdens dabg SMEs. Another one

that can be considered is a Common Consolidategotaie Tax Base (hereinafter
CCCTB), which is mainly directed towards large eptises (hereinafter LES),

but SMEs can voluntary opt for this corporate taxatsystem. Moreover, the

European Parliament report on the CCCTB suggedigcaease in the con-

solidation threshold from EUR 750 mil to zero wittspect to the mandatory
obligation of the CCCTB for all eligiblecompanies; i.e., SMEs would also be
eligible for this corporate taxation regime afteg fulfilling the conditions. There-

fore, researchers have addressed whether both stadgapproaches (CCCTB
and Safe harbours) are able to improve businegsrpemce by decreasing the
compliance costs of taxation.

The aim of the paper is to research the impacthefCCCTB system and
Safe harbours on both the business performanceeaodomic indicators of
SMEs operating in the Czech Republic and SlovakuBkp which are classi-
fied via industry, with respect to the decreasadm@nce costs of taxation under
the CCCTB system and the application of Safe hasdde research whether
decreased compliance costs of taxation throughapipdication of CCCTB sys-
tem or Safe harbours are able to improve the bssiperformance of SMEs and
identify the most important economic variables thapport improved business
performance with the emphasis on the fulfilmenth® long-term goals of the
EU2020 agenda, such as smart and inclusive grawitiei EU.

1. Theoretical Background of the Issue

SMEs are strongly heterogeneous, specifically ssciend within industries
and sectors, in their innovation behaviour, profiitty and growth potential.
They significantly differ from LEs in many aspecssich as their size, activities,
needs, resources, labour productivity, employeeslifications and skills and
capital intensity. Thus, they cannot achieve thmesaconomies of scale as LEs.
From the international perspective, the most ingurissues that SMEs face
when operating in Internal Markets are ttempliance costs of taxatiomhich
are generated due to the lack of a unified taxasygstem for SMEs (there are
28 different tax systems in the EUjansfer pricesand problems witlcross-
-border loss compensatioBMEs face specific problems and have specificisee
since they do not have comparable resources tad.Bandle the high taxation

5 An eligible company is a company fulfilling twody cumulative conditions for a group
taxation scheme and consolidation based on thelérd of the CCCTB proposal, which are as
follows: at least 50.01% of ownership rights anderttvan 75% of voting rights.
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compliance costs. In 2007, the European Commig&0@7a; 2007b) highlighted
that a big company spendsie euro per employe® comply with regulatory
duties, a medium-sized enterprise might have tmdpeound four eurosand

a small businessp to ten eurasWith respect to the compliance costs of transfer
pricing issues, Solilova and Nerudova (2018) deieenthem to be between
EUR 3,090 and 5,564 annually per entity for Europ8&Es, which represents
1.32% to 2.38% of the overall corporate taxes @natcollected.

The measurement of compliance costs is very pnudttie in the economy
since they represent the complexity of the taxesystwhich is influenced by
many factors (Pavel and Vitek, 2015). The Europgeammission (2007b) high-
lights some of those factors, such as the numbgaxais that must be complied
with, the frequency of changes to the tax laws ctraplexity of the tax system,
the existence of different tax administrations, diféculty associated with inter-
preting unclear tax laws, multiple deadlines fox fmyments throughout the
year, the costs of external tax service providdrs, compliance costs for the
internal staff or owner, and the tax registratisagedures. Moreover, tax com-
pliance costs involve a large fixed component angdose a relatively higher
burden on SMEs than on Les, which can benefit femonomies of scale. Gene-
rally, when compliance costs are measured as a&m@ge of turnover or in-
come, then, as Cressy (2000) states, these cosltsade regressive with regard
to firm size. The same conclusion was reached lygifded (1995) who further
states that this regressive effect is cumulative the excessive burden of these
costs can generate a prohibitive effect. Nerudaval.e(2009) further mention
that compliance costs are significantly highertia tase of SMEs with foreign
branches or subsidiaries in comparison with SME&s déine not internationalized.
A European Commission study (2007a; 2007b) foundtbat, “on average,
a company with fewer than ten employees has todaegulatory burden that is
about three times higher than the burden of a cognpéth more than twenty but
fewer than fifty employees. For LEs, the burden gmployee is only one fifth
or one tenth of that of SMEs.” Other research thas performed by Coolidge
(2012) proved that compliance costs of taxation5&e of turnover in case of
SMEs, whereas for LEs, they are less than one tdtho. In case of the Czech
Republic, the corporate and individual taxation pbamce costs were deter-
mined by Vitek and Pavel (2008) to be 42.9% andPbgil et al. (2004) to be
35.9% with respect to the corporate and individaaes that were collected. In
case of the Slovak Republic, as Nemgizmarik and Sagat (2017) stated, the
Slovak tax administration is significantly more ergive than the Czech tax
administration since the compliance costs are byl in comparison with the
other developed countries and Slovakia’s neighharsording to research on
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period from 2004 to 201Xizmarik (2013) further adds that the corporate and
individual taxation compliance costs are 73.4% wébpect to the corporate and
individual taxes that were collected. Based on dhalysis of Paying taxes
2014/2015, Solilova and Nerudova (2016a) state ttitat taxation compliance
costs of medium sized enterprises in the Czech Iitiepare 50.4% of profits,
which correspond to 24th position out of°2®untries. Furthermore, with re-
spect to the time that is needed for preparinggibnd paying the three major
taxes’ those companies spend 51 working days (28th o@9ofountries). In
case of the Slovak Republic, the total taxation giiance costs of medium sized
enterprises are 51.2% of profits (25th out of 28ntdes) and, with respect to
the time that is needed for preparing, filing armyipg the three major taxes,
they spend 24 working days (18th out of 29 cous}riBurthermore, labour tax-
es and contributions are increasing the compliaoses. In the Slovak Republic,
it has reached 39.7% of profits plus 1% of profiis other taxe§,and in the
Czech Republic, it has reached 38.4% of profits [@5% of profits for other
taxes. With respect to all countries for 2014/20th&, Czech Republic ranked
122, and the Slovak Republic ranked 73 among tBeah@lysed countries.

However, if we look at the transfer pricing corapite costs issue as a fulfil-
ment of the arm’s length principlehe compliance costs are extremely high. In
accordance with the research performed by SoliémdNerudova (2018), trans-
fer pricing usually requires tax consultancy (iggimarily in the form of transfer
pricing documentation and country-by-country rejpgX, which increases the
compliance costs of taxation and thus the trarmiemg compliance costs. Par-
ticularly, these costs range from EUR 4,341 to ElJJRO4, and the time spent
ranges from 18 to 35 working days/year in the cdtbe Czech Republic. In the
case of the Slovak Republic, the costs range froiR 2,121 to EUR 4,857 and
the time ranges from 19 to 33 working days/yeae &bthors further highlight
that when taking into account the assumed numb&MIEs in the Czech and
Slovak Republics and the overall corporate taxasdhe collected in these coun-
tries, the compliance costs of transfer pricingrespnt between 26.8% and
98.9% of the corporate taxes that are collectethenCzech Republic and be-
tween 16.6% and 43.4% of the corporate taxes tleatallected in the Slovak
Republic according to the indicators that are usedhe determination of the
compliance costs (i.e., time or costs indicator).

5 Analysis covers all EU Members plus Norway.
7 Corporate Income Tax, VAT and Personal Income Tax.

8 Property and property transfer taxes, dividengjtahgains and financial transactions taxes,
waste collection, vehicle, road and other smaks$aor fees.

® Under this principle, associated enterprises msefstransfer pricing for any intra-group transac-
tion as if they were unrelated entities and aleotispects of the relationship were unchanged.
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Based on this research, it is possible to sayttieatrm'’s length principle is
a resource-intensive process because it imposeawy ladministrative burden
on taxpayers and tax administrations. These comqdi@osts may be dispropor-
tionate to the size of the firm, its functions, @hd transfer pricing risks that are
assumed in its controlled transactions. The TP @imeds (OECD, 2010; 2017)
state that the application of the transfer pricings may be more complex for
SMEs in several places and therefore too burdensome

Therefore, simpler tax compliance and transferipgi are essential, especial-
ly for SMEs. Currently, there are available two m@zhes in the EU, namely,
Safe harbours and CCCTB, which should be considasetbols for the im-
provement of the efficiency and effectiveness apoaate taxation and for the
elimination of the size disadvantages of SMEs, fgaiith respect to their com-
pliance costs of taxation.

After the relaunching of the safe harbSwrovision in the Transfer Pricing
Guidelines for Multinational Enterprises and Taxmidistrations (hereinafter,
TP Guidelines), the application sfe harbours for SMEs available and justi-
fied. The safe harbours’ arm’s length ranges atermdned by the industry in
which the enterprise operates and the size of tivergrise follows the funda-
mental principle of the arm’s-length standard ofmparability. Generally, the
standard of comparability is based on the theoat the profit rates that are
earned by enterprises operating under similar ¢ondi in the same market and
industrial sector are equalized in broadly simpasduct markets. Furthermore,
the standard is also based on the general anatsgiting from the generality of
a simplified approach. For taxpayers and tax adstratiors, the application of
safe harbour$' arm’s-length marginal ranges can reduce compliaosts and
administration costs, increase certainty for taxpsayand improve the effective-
ness of tax administration, mainly by decreasirgyribmber of transfer pricing
disputes, audits, and MAP cases for tax admin@isatVith respect to SMEs,
they would not be required to perform time-consumaomparability analysis
resulting in the determination of the arm’s-lengiifofit margin or mark-up.
They could apply for publicly presented safe harbpthus saving time, finan-
cial capital and human resources and reducingdimpliance costs of taxation.

10 pefinition of Safe Harbours, see note 3 above.

11 safe harbours are also classified by the EU Jomsfer Pricing Forum (2011a) (hereinaf-
ter EU JTPF) as a means of providing a simplifieghsure for SMEs that saves administrative
resources and reduces compliance costs. MoredwerEt JTPF (2011b) uses a safe harbour
approach for the valuation of low value added sew; particularly in the range of 3 — 10% and
often around 5%. A similar approach is in the ne®v Guidelines where the mark-up of 5% is
applied in the case of low value added servicesQDE2017). In addition, it is important to men-
tion that the current UN Transfer Pricing Manuaoatontains a comprehensive and pragmatic
discussion of safe harbour provisions.
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With respect to the corporate tax system, as wasgiomed above, there are 28
different tax systems in EU, thus resulting in haggimpliance costs of taxation.
Therefore, there have been many attempts to caadior harmonize them in
the EU. The first concept was the Neumark Répart1962, which is very simi-
lar to the Proposal for a Council Directive on a@J® (European Commission,
2011; 2016b; 2016c) that was introduced in 2011 206. However, the last
two proposals from 2016 introduced the C(C)CTB #&soh for fighting tax eva-
sion and tax fraud. Initially, the Commission sugjgémplementing the C(C)CTB
system in two steps, aware of the fact that thet missussed and controversial
issue is the consolidation regime and mechanisratfaring the tax base. There-
fore, only the common rules for the corporate tasdis (hereinafter CCTB)
construction should be implemented as a first atepthe full CCCTB should be
implemented only in the second step. Under@@CTB systemthe profits of
multinational groups in the EU will be consolidatied corporate tax purposes.
Consequently, the profits of multinational groupsl Wwe allocated to the EU
Member States in which the group is active usinfgranulary apportionment
that replaces the current transfer pricing ruleghBf the proposals are manda-
tory for all multinational groups with consolidateslenues of at least EUR 750
million. Thus, the micro and SMEs are exempt frdra obligatory application
of the C(C)CTB system, but they can opt for thistegn since both proposals
include motivations for entering the C(C)CTB systammely, the enormous
deduction for R&D and allowances for growth andeistyent. Since the most
attractive part of the project, as representechbycbnsolidation scheme, is miss-
ing in the first step, the Commission is also s@tjgg the introduction of cross-
border loss offsetting as a possible temporarytiewiu

Regarding the legal procedure of the proposalthenEuropean Parliament,
both proposals were assigned to the ECON, whigaseld its report on 21 Feb-
ruary 2018. The report suggests amending the pabpafsthe C(C)CTB di-
rective from 2016 by changing the threshold of ii@ndatory application of the
directive from EUR 750 mil. to zero over a maximyn@riod of seven years.
Furthermore, it takes into account the digital deim the business environment
as the digitalization of the world economy, e-comreeand new business mod-
els offer significant opportunities for businessi&s.a result, the formula appor-
tionment for the consolidated tax base comprisas égually weighted factors,
i.e., sales, assets, payrolls and the new colleeia use of the personal data of
online platforms and service users (hereinafter,'data factor’). Lastly, taking

12 Report ,Tax Harmonization in the European Econo@inmunity* of the Fiscal and Fi-
nancial Committee chaired by prof. Fritz Neumark thas established by the European Commis-
sion in 1960. Available at the following: <http:imw.steuerrecht.jku.at/gwk/Dokumentation/
Steuerpolitik/Gemeinschaftsdokumente/EN/Neumark pdf
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into account the future international economic ewnent in the post-Brexit
period, adopting both proposals in one step instéable previously announced
two-step approach is suggested. The European faritaadopted its opinion
in its plenary on 15 March 2018 and the proposalaw in the hands of the
Council. If approved, the CCCTB would be enactedamuary 1, 2020.

2. Data and Methodology

Based on our research (Solilova and Nerudova, 2018 was performed
from 2015 to 2016 on European SMEs, we determihedcompliance costs of
transfer pricing issues to be between EUR 3,0905%864 annually per entity
for European SMEs, which represents 1.32% to 2.88®erall corporate taxes
that are collected for the 2015 tax year. Thoseptiamce costs of transfer pric-
ing issues cover only the management of the tranmieing documentation,
including the consideration of the most approprimemnsfer pricing methods
and their update. Other issues such as Advance@Agreements, Country-by-
Country Reporting and corresponding adjustmentsairégaken into account.

As a means of decreasing compliance costs, Safeina were determined
by accounting for the industry and the firm sizeéhaf SMEs. The EBIT margih
and Mark-up on costSwere applied as profitability indicators. Bothtbém are
not influenced by financial losses and are relabetthe operating activities of an
enterprise. Therefore, they are considered to dappropriate profitability indi-
cators in the transfer pricing area. GenerallySaklova and Nerudova (2016b)
state, in the case of small entities, the propsséel harbours range between 1 and
11%, and in the case of medium-sized entities thege between 1 and 13%,
depending on the profitability indicator that iedgEBIT margin or Mark-up on
costs) and the industry in which the SME operdtesddition, with respect to
the second approach (i.e., CCCTB), under this sydtee transfer pricing issues
will be eliminated through the consolidation regjmesulting in decreased com-
pliance costs, which are also due to the unifiedrtde for the construction of
the tax base in the EU.

To research the impacts of the introduction oé $&rbours and the CCCTB
on SMEs’ performance and other economic varialdes (Table 1), with the
emphasis on the fulfilment of the long-term godishe EU2020 agenda, such as
smart and inclusive growth in the EU, the elagésitof the selected economic
variables with respect to the operating profitdosses (EBIT) were determined
and analysed.

13 Operating profits or losses/Sales or Operatingmee x 100, which is known as the EBIT margin.
14 Operating profits or losses / total operatingE®st00, which is known as the Mark-up on costs.
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Table 1

Economic Variables that were used in the Analysis
Variables Variables
Fixed assets Enterprise value
Intangible fixed assets Number of employees
Tangible fixed assets Operating rev. Turnover
Current assets Added value
Stock Working capital
Total assets Capital

Source Amadeus (2015) for 2014.

The elasticities were determined based on theysisabf the median value
(see Table 2) of the selected variables of SMEsicro entities, small entities
and medium-sized entities) across industries, wiaich classified using their
NACE codes (NACE A up to NACE S) in the Czech Rdjpuand Slovak Re-
public in 2014.

Table 2
Economic Variables and their Median Value in EUR
Total for Industry
Country Czech Republic Slovak Republic
Micro Small Medium Micro Small Medium

Intangible fixed assets 3,18p 928 269 3,580 496 111
Tangible fixed assets 68,6411 469,323 1,698,654 686,2 269,893 1,770,594
Current assets 64,256 513,188 3,302,492 47032 0997, 3,710,417
Stock 8,931 57,481 322,31P 6,560 56,764 285,621
Total assets 143,006 1,316,303 6,321,429 86,882 75034 7,218,695
Capital 7,214 16,811 724,328 6,553 52,955 262,023
Working capital 7,546 74,617 523,360 2,657 65,324 472,159
Enterprise value 11,402,251 n.p. 51,385,383 183,332,135,216| 80,294,17¢
Number of employees 3 15 83 2 16 1
Operating turnover 133,39% 1,028,827 5,997,930 @O0 1,136,649| 7,493,052
Added value 62,742 351,468 1,940,466 51,783 369,65P,324,082

Source Amadeus (2015) for 2014; own processing.

Entities with no data for a particular variableravexcluded from the dataset.
To determine elasticity of each variable, a regoeswas applied, and both sides
of the equation are in logarithms:

IN(EBIT)=4+AIn(x,)+e (1)

15 SMEs were classified in accordance with the Eumop€ommission (2003) as follows.
Medium-sized enterprises are defined as enterptfisesemploy fewer than 250 persons and have
an annual turnover not exceeding EUR 50 million andh annual balance sheet total not exceed-
ing EUR 43 million. Small enterprises are defineceaterprises having fewer than 50 employees
and turnover or balance sheet totals of less thaiR EO million. Microenterprises are firms with
fewer than 10 employees and a balance sheet averrbbelow EUR 2 million.
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where S, is a constanty, is a set of variables of interest (see Table &) sine
counted for every NACE code 3 are the regression parameters, ans the
error term. The terng can be directly considered as the elasticity obex .

Through the determined elasticities, it is possitol indicate how much the
EBIT (in our case, it represents the business pedoce of an entity) and the
other economic variables will increase/decreasieeifcompliance costs of trans-
fer pricing/taxation decrease after the introductmf safe harbours and the
CCCTB, respectively.

Furthermore, the first and the last centiles & thsults were excluded to
remove outliers that may affect the quality of #stimation. Altogether, 117,316
SMEs were analysed, including 61,613 from the CzZRepublic and 55,703
from the Slovak Republic (see details Table 3).

Table 3
Number of SMEs

SMEs — Czech Republic SMEs — Slovak Republic
Micro entities 40,450 45,001
Small entities 16,178 8,645
Medium-sized entities 4,985 2,057
Total 61,613 55,703

Source Amadeus (2015) for 2014.

3. Results

Through the below mentioned results, we would tikeanswer the question
of how decreased compliance costs of taxation tiraine application of the
CCCTB system or Safe harbours are able to incréeesbusiness performance
of SMEs and identify the most important economicalaes that support this
increase.

As is obvious from the Table 4, the elasticitiésibresearched variables for
both countries are positive and range from 0.20.92. The highest impacts on
the EBIT are changes in the current assets, tetatts, enterprise value and added
value for Czech SMEs and changes in the value aaldgéshumber of employees
for Slovak SMEs. The smallest impact on the EBIThis change in intangible
fixed assets for both countries since those assetsisually very low in SMEs.
An interpretation of the results can be as follolivihe selected variable increases
by approximately 1% as a result of decreased taxati transfer pricing compli-
ance costs, then the EBIT will increase by about X& example, if the current
assets of a Czech SME increase by approximatelythés the EBIT of the
Czech SME will increase by approximately 0.92%.
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Table 4

Elasticities of the Variables with Respect to the BIT for SMEs in the Selected
Countries

Variables/Country cz SK Variables/Country Ccz SK
Fixed assets 2014 0.44 0.36 Enterprise value 2014 .87 0| 0.39
Intangible fixed assets 2014 0.30 0.21 Number gfleyees 2014 0.69 0.81
Tangible fixed assets 2014 0.43 0.41 OperatingTanover 2014 0.82 0.77
Current assets 2014 0.92 0.64 Added value 2014 0|870.86
Stock 2014 0.33 0.27 | Working capital 2014 0.4b 0.48
Total assets 2014 0.87 0.6 Capital 2014 0.44 0.46

Source Amadeus (2015); own processing.

However, individual results vary between the Cz&wdpublic and Slovak
Republic across industries, as is presented inegdbland 6. Generally, the elas-
ticities of Czech SMEs range between —1.49 and, Wéch is contrary to the
Slovak SMEs that range between —3.98 and 1.74hé&umbre, the highest im-
pact on the EBIT (values higher than 1) would beegated by the following
industries in the case of Czech SMEs: AAgficulture C — Manufacturing
D —Electricity, gas, steam and air conditioning supfby—Wholesale and retail
trade; repair of motor vehicles and motorcy¢l&— Financial and insurance
activities L — Real estate activitiedM — Professional, scientific and technical
activities O —Public administration and defence; compulsory sosgeurity and
R — Arts, entertainment and recreatigeee black highlighted values, Table 5).
In case the Slovak SMEs, the highest impact ore®& (values higher than 1)
would be generated only by the following industrids- Mining and quarrying
D — Electricity, gas, steam and air conditioning supy— Financial and in-
surance activities O— Public administration and defence; compulsory sbcia
security and Q -Human health and social work activitiésee black highlighted
values, Table 6). Moreover, changes in the numbemployees, operating rev-
enues and value added would generate negative impache EBIT in the case
of the Czech SMEs operating in industry ®ublic administration and defence;
compulsory social securityn comparison with the Slovak SMEs operating in
industries® L, M, P and S with negative changes to their EBAFen the enter-
prise value and intangible fixed assets changeddtiition, it is obvious that an
emphasis on increasing the value added of SMEsatipgrin both countries
would generate one of the highest positive impanctthe EBIT.

Further, Figure 1 presents a visualization of tégults for both countries
across industries. It is seen that almost all éegmfor Czech SMEs have higher
elasticities than the Slovak SMEs.

18 For an explanation of the NACE code, see Table 5.
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Fi

Elasticities of the Variables with Respect to the BIT across Industries’’ for SMEs

gure 1

(black — Czech Republic, and grey — Slovak Repblic
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Source:Amadeus (2015), own processing.
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Elasticities of the Variables with Respect to the BIT across Industries for Micro

gure 2
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17 See explanation under Table 5.
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Figure 3

Elasticities of the Variables with Respect to EBITsacross Industries for Small

Entities (black — Czech Republic, and grey — Slovak Repbli
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Figure 4
Elasticities of the Variables with Respect to the BIT across Industries

for Medium-sized Entities (black — Czech Republic, grey — Slovak Republic)
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The other Figures, 2 — 4, present a visualizatibthe results of both coun-
tries across industries via a classification of 8Es as micro entities, small
entities and medium-sized entities, respectivenéally, based on the results,
is possible to say that the positive impacts ofdhenges of the variables on the
EBIT slowly increases as the firm size increaseerédver, as was mentioned
above, the highest impacts on the EBIT would beegged by the changes in
value added, enterprise values, current asseteferdting revenues.

4. Discussion

From an international perspective, more than 449%MEs (on average in
the EU) are active in many forms of internationetiaties, such as exporting,
importing, foreign investment, international coadém, or having international
subcontractor relationships, within the EU (Eurap&ommission, 2010). The
European Commission (2016a) adds that only 1.2amilEMEs are exporters
while 1 million of them export within the EU. Alhbse entities face compliance
costs of taxation, which are significantly higherthe case of SMEs. Therefore,
any suggestion that is able to improve the efficyeof the corporate taxation
system and decrease compliance costs of taxatibesised, and the CCCTB and
Safe harbours represent such a suggestion.

Both suggested tools are based on simplificatibhs. CCCTB system inclu-
des both a unified tax rule for the constructionaaf base in the EU and one-stop-
-shop approach for tax governance. The safe harisoarsimplified approach
that utilizes the arm’s length range, and its chkead simplified application can
decrease transfer pricing compliance costs in ts&-BEPS period.

Our research proved that the business performah@&MVEs would be in-
creased under the CCCTB system or in case of tplecapon of Safe harbours.
The most important economic variables supportimgiticrease in business per-
formance are current assets, value added, entenmlge and finally operating
revenues. In both countries, the highest impacthen business performance
would be the value added.

With respect to the value added, it should be Ilggted that the CCCTB
system is based on the establishment of fair taxaiiminating tax competition
and profit shifting opportunities. The formula appmnment comprises four
equally weighted factors (i.e., sales, assets,qflayand the data fact8), which
help to split the CCCTB between the individual Elériwber States in which the
entities of the group operate and where the maitofa affecting the creation of

18 The data factor was suggested as a new alloctior by the European Parliament through
its report on February 2018.
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value are based. Thus, an implementation of the TBCiS able to support the
business performance of entities and can be caeside a suitable approach for
the internationalized SMEs. However, the explanafmwer of the allocation
formula’s factors in the prediction of the corperéax base provides a different
view on this issue. Mintz (2008) sees that payrafks the most easily measured
allocation-formula factor that could have differémipacts on the allocation of
the CCCTB based payroll costs. l.e., countries wéherally lower payroll costs
could be disadvantaged against those countries kwgher payroll costs, as
Eberhartinger and Petutschning (2014) state. ColdnaanLoretz (2014) high-
light that the allocation formula’s factors, suchtangible assets and the number
of employees, are beneficial for low-income cowdriwhile sales and payroll
represent the more beneficial factors for high-meacountries. Roggeman et al.
(2012) highlight that hard-valuated intangible grdp is a critical aspect in the
knowledge-based economy resulting in the underasitim of the CCCTB for
some entities and consequently some countriegifrttangible property would
not be added as a factor in the allocation form@Glabally, all three allocation
formula factors (sales, payrolls and assets) tagedhe able to explain almost
35% of the variability in profitability of Czech ogpanies (Krchniva and Neru-
dova, 2015) and almost 28% of the variability of ttorporate tax profits of
EU28 (Roggeman et al., 2012), which is in conttasbeing able to explain
almost 50% of the variability in the profitabiliof U.S. firms if the same alloca-
tion formula factors are used (Hines, 2008). Thig explanatory power of the
formula apportionment in the prediction of the tase provides similar results
as the research by Domonkos et al. (2013) on tpadis of the CCCTB imple-
mentation on the Slovak Republic. Based on the aofpthe 11 biggest com-
panies in the Slovak Republic, the authors condutat the implementation of
a CCCTB would lead to a 31.9% decrease in tax i@®ifor the Slovak Repub-
lic in 2009 and a decline of 14.6% in 2010. In cak¢he Czech Republic, de-
tailed research was undertaken by Nerudova ando@®l{2015a; b), Solilova
and Nerudova (2016a) and Nerudova and Solilova®@2pWho predicted that
the Czech Republic would gain 3.39% higher corgotat revenue compared to
the current situation with the system’s obligatamyplementation. However,
from the fiscal point of view, if the CCCTB featstéwould be attractive for
SMEs and result in them entering the CCCTB systéen) the total tax base
of SMEs in the EU would decrease by between 4668.6% compared to the
current situation (i.e., SMEs would pay lower cogie income taxes), as shown
by Nerudovéa and Solilova (2017b).

19.e., a significant reduction in R and D, crossdaorloss offsetting, fair tax competition,
the elimination of tax obstacles to mergers andusiipns mainly in the areas of capital profit
taxation, and the elimination of transfer pricisgues
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Conclusion

The SMESs’ tax preferences or SME-specific taxgwdee often justified ac-
cording to the important role of SMEs in the ecogpparticularly in terms of
their contributions to employment, job creation amgovation. Moreover, with
respect to the transfer pricing issue, SMEs perfagntransfer pricing analysis
based on the same principles as LEs encounterogisgiionally huge compli-
ance cost of taxation mainly due to their lower harand financial capital.

The aim of the paper was to research the impétte @pplication of a CCCTB
system and Safe harbours on both the businessparice and economic indi-
cators of SMEs in case of decreased compliance odgbixation with the em-
phasis on the fulfilment of the long-term goalstlod EU2020 agenda, such as
smart and inclusive growth in the EU.

Based on the results of our research, we can ededhat both the CCCTB
system or Safe harbours can increase businessiparfoe (represented by the
EBIT) of SMEs and that the most important econowaigables that are able to
support this increase are current assets, valuedagaterprise value, and/or the
number of employees since those variables reflexthighest positive impacts
on the EBIT. In general, the positive impacts oa BBIT are reflected across
industries and further increased as the size oétiigy increased; i.e., the highest
impact was for medium-sized entities compared tworentities. In addition, lower
elasticities, i.e., the impact on the EBIT, weragpally shown in the case of
Slovak SMEs in comparison with Czech SMEs. Gengraksed on the results,
we can conclude that safe harbours and the CCC¥t&rmsyare able to support
SME’s performance with an emphasis on smart ardsive growth in the EU.
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