Debt equity bias reduction allowance - public
consultation

Fields marked with * are mandatory.

Introduction

The objective of the initiative is to introduce an allowance system for equity financing in order to mitigate
the debt-equity bias induced by taxation, thereby reducing overall debt-leverage of companies and
supporting the economic recovery from the COVID-19 crisis. The Commission services will explore different
ways in which such an allowance could be designed and implemented as well as possible alternative
options to achieve the same objectives. It will also explore how anti-tax avoidance rules linked to such
allowance can be designed to ensure tax fairness and prevent the use of the allowance for unintended
purposes.

The questionnaire should take about 30 minutes to complete. The questionnaire is accessible in English in
the first instance, but will be made available in all official EU languages within two weeks. You can submit
your reply in any of the official EU languages.

In addition to the introduction, the consultation is structured as follows:

The second part presents some general background information on the initiative.

The third part of the questionnaire asks for some background information about you, the respondent.
The fourth part covers the causes and consequences related to the tax based debt-equity bias.

The fifth part covers possible solutions to address those shortcomings.

The final section allows you to upload a position paper or any kind of document that you think is relevant to
better explain your views.

Context

In the Communication Business Taxation for the 21st Century[1], the Commission announced a proposal to
address the debt-equity bias in corporate taxation. The initiative would support the action plan for the
Capital Market Union, which acknowledges that the corporate sector will enter the post-COVID recovery
period with higher need for equity investment.[2]

Most current tax systems across the EU accept interest payments on debt as a deductible expense,
reducing the tax base for the purpose of corporate income taxation. At the same time, the costs related to
equity financing are mostly not tax deductible. This asymmetric tax treatment of the costs induces a bias in
investment decisions towards debt financing. This debt bias of taxation is a long-standing issue.



The tax induced debt-equity bias can contribute to an excessive accumulation of debt for non-financial
corporations. Excessive debt levels make companies vulnerable to unforeseen changes in the business
environment and increase their risk of insolvency. Necessary business restructuring following insolvency
procedures often comes with considerable social costs in the form of mass layoffs. A large number of
related non-performing loans can negatively affect financial stability. Total indebtedness of non-financial
corporations amounted to almost EUR 14 trillion in 2019 or 99.8% of GDP in the EU-27.

Within the single market, excessive insolvencies and financial instability have the potential to spill over to
other Member States and affect the EU as a whole. Following the COVID-19 health crisis and in the
framework of the transition to a greener and digitalised economy, substantial equity financing is of central
importance for a fast and sound recovery. Companies with a solid capital structure are less vulnerable to
shocks and more prone to make investments and to take risks. This can positively affect competitiveness,
growth and ultimately employment.

Six Member States (Belgium, Cyprus, Italy, Malta, Poland and Portugal) already have legislative measures
in place to tackle the tax induced debt-equity bias. The measures differ in policy design but all provide for a
tax allowance on equity.

[1] COM(2021) 251 final
[2] COM(2020) 590 final: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:590:FIN
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transparency register number, are always published. Your e-mail address will never be published.
Opt in to select the privacy option that best suits you. Privacy options default based on the type of
respondent selected
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project?
[Or something similar, just to allow you to get in touch with the respondents in case
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To what extent do you agree or disagree with the following statements on the
indebtedness of non-financial corporations in the EU?

don’
strong| ) strongl
gy agree neutral disagree , gy
agree disagree
know

High levels of debt make enterprises
more vulnerable to insolvency.

High levels of debt make enterprises
more profitable.

High levels of debt are due to lack of
other financing options.

Debt levels of large non-financial
enterprises are too high.

Debt levels of small and medium
sized enterprises (SMEs) are too
high.

In your view, how high is the proportion of debt compared to equity for non-
financial corporations in your country?

Not more than 25%

25% - 50%

50% - 75%

75% - 100%

100% - 125%

125% - 150%

150% - 200%

More than 200%

In your view, how high should the proportion of debt compared to equity be for non-
financial corporations in your country?

Not more than 25%

25% - 50%

50% - 75%

75% - 100%

100% - 125%

125% - 150%

150% - 200%



More than 200%

How much do you agree or disagree with the following reasons for enterprises to
finance their investments through debt rather than equity.
Enterprises use debt to finance investments ...

don’

strongl strongl
gy agree neutral disagree , gy
agree disagree
know

... to increase the return on equity.

... because they have no or only
limited access to equity financing.

... because interest levels are low
and thus debt financing is cheap.

... to diversify risk.
... to reduce their tax liabilities.

... to avoid the dilution of voting
rights of their main shareholders.

... for other reasons (dialog box with
free text will open)

Please specify the other reasons.

500 character(s) maximum

Do you think that enterprises in the EU should be encouraged to use less debt
financing and more equity financing?

strongly agree

agree

neutral

disagree

strongly disagree

don’t know

Do you have further points you would like to raise in relation to the indebtedness of
the business sector in general or on the ratio of debt to equity specifically?

7000 character(s) maximum
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Possible Solutions

Several Member States have introduced measures to limit the ratio of debt to equity by limiting the
deductibility of interest payments. Other countries have introduced a tax allowance on equity to counter the
debt-equity bias. This is often done by allowing the deduction of a notional interest rate on equity.

How much do you agree or disagree with the following statements about existing
Member State measures to support equity financing?

National initiatives which tackle the tax debt-equity bias ...

don’
strong| strongl
gy agree neutral disagree , gy
agree disagree
know
... are preferable to an initiative at
the EU level since they can be better

targeted to the needs.

... are creating difficulties for
enterprises operating in the single
market across countries.

... are a form of tax competition
among countries.

How much do you agree or disagree with the following statements about an EU
initiative to mitigate the debt-equity bias?
An EU-wide initiative which tackles the tax debt-equity bias ...

don
strongly agree neutral disagree sFroneg
agree disagree
know
... would be a useful tool to support
the recovery of companies from the
COVID-19 crisis and incentivise
investment through equity in the
transition to a greener digitalised
economy without creating distortions

in the single market.

...would reduce tax competition
among Member States.

...would be beneficial for enterprises
operating in the single market across
countries.
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...is not necessary: the tax debt
equity bias should be addressed at
Member State level.

...is not necessary: there is no such
thing as a tax debt-equity bias.

The tax debt bias could be addressed via several possible policy options. When
considering the options below, the respondent should assume that the overall
impact on the tax costs for corporations and tax revenues for Member States will
be neutral, even though the possible offsetting measures remain at the discretion of
each Member State. As an example, the policy option to mitigate the debt equity
bias could be combined with a change in the corporate tax rate to ensure that the
global impact on tax revenues of Member States and on tax costs for corporations
is neutral.

In your view, which option would be best suited to address the debt-equity bias?
Please rank the options from 1 (most suited option) to 4 (least suited option).

4
1 (most
) (least
suited 2 i
, suited
option) .
option)

Option 1: Disallow any financing costs as deductible expense.

Option 2: An allowance on equity that provides for the deductibility
of a notional interest on all equity (maintaining the existing interest
deductibility).

Option 3: An allowance that provides for the deductibility of a
notional interest on new equity (maintaining the existing interest
deductibility).

Option 4: An allowance on corporate financial capital (financial
debt+equity) that would replace the tax deduction of interests.

Option 5: other
If other, please explain shortly which type of measure should be envisaged and

how it should be designed?

7000 character(s) maximum

Following the European System of Accounts 2010, the working definition of equity
is: “equity is a financial asset that is a claim on the residual value of a corporation,
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after all other claims have been met”. Do you consider this definition useful or
would you propose an alternative definition?

Definition useful
Definition not useful, | would propose an alternative.

What alternative definition of 'equity’ would you suggest? Ideally explain your
proposal.

7500 character(s) maximum

When a tax allowance for corporate equity is granted (as in policy options 2, 3 and
4), a notional interest rate needs to be determined. The notional interest rate will be
determined based on a risk free market interest rate in order to take annual interest
rates variations into account. In addition a risk premium can be added to the risk
free rate for calculating the notional interest rate. How high do you think the
notional interest rate should be?

The notional interest rate for an equity allowance should be:

equal to the risk free interest rate + 0.5%

equal to the risk free interest rate + 1%

equal to the risk free interest rate + 1.5%

equal to the risk free interest rate + 2%

equal to the risk free interest rate + 2.5%

equal to the risk free interest rate + 3%

higher

What notional interest rate would you suggest?

50 character(s) maximum

Please explain your response and/or provide further comments.

500 character(s) maximum
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In view of better addressing financing issues for Small and Medium Enterprises
(SMEs), do you think that a more generous notional interest rate should be granted
to SMEs?

strongly agree

agree

neutral

disagree

strongly disagree

don’t know

Please explain your response and/or provide further comments.

500 character(s) maximum

How much higher do you think the notional interest rate should be for SME
compared to the notional interest rate applied to larger enterprises?

+0.5 percentage points

+1 percentage point

+1.5 percentage points

+2 percentage points

+2.5 percentage points

+3 percentage points

higher

How much higher do you think the notional interest rate for SMEs should be
compared to larger companies?

700 character(s) maximum

For a tax allowance for corporate equity (options 2, 3 and 4 above), do you agree
that such a proposal should include robust rules to protect it against being used for
aggressive tax planning?

strongly agree

agree

neutral

disagree
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strongly disagree
don’t know

You indicate that you disagree with rules against aggressive tax planning. Could
you please explain?

7000 character(s) maximum

Please evaluate the following elements in terms of effectiveness to make an
allowance for equity more resilient to tax avoidance by expressing you (dis-)
agreement with the following statements.

In order to prevent abuse of an allowance for equity for aggressive tax planning
purposes, it is necessary to ...

don’
strongly agree neutral disagree sFroneg
agree disagree
know
... add a general anti-abuse
provision that would deny notional
deduction for operations carried out
without any substantial economic
purpose or carried out with related
parties and that have the main
purpose of converting old equity into
new equity with the aim of benefiting
from the notional deduction.

... exclude cascading through intra-
group loans and loans involving
associated enterprises;

... exclude cash contributions and
contributions in kind;

... exclude capital increase
subscribed by the company or one
of its subsidiaries (own shares);

... exclude intra-group transfer of
participations;

... prevent re-categorisation of old
capital as new capital through
liquidations and the creation of new
companies;
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... exclude acquisitions of
businesses held by associated
enterprises

... exclude assets not linked to the
activity

Other (please specify)

Please explain which anti-abuse provision you would include in the proposal to
make the EU level equity remuneration allowance more resilient to tax avoidance.

7000 character(s) maximum

Final remarks

You have the option to upload a brief document, such as a position paper in case you think additional
background information is needed to better explain your position or to share information about data,
studies, papers etc. that the European Commission could consider to prepare its initiative.

Please note that the uploaded document will be published alongside your response to the questionnaire,
the latter being the essential input to this public consultation.

In case you have chosen in the section "About you" that your contribution shall remain anonymous, please

make sure you remove any personal information (name, email) from the document and also from the
document properties.

Please upload your file
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