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Abbreviations

B2B Business to Business

B2C Business to Consumer (not VAT registered)
CJEU Court of Justice of thEuropean Union

CTP Certified Taxable Person

EU European Union

EUR Euro

FTE Full Time Equivalent

GDP Gross Domestic Product

GFV Group on the Future of VAT

MOSS Mini One Stop Shop

MTIC fraud Missing Trader Intra&Community (MTIC) fraud
0SS One StoShop

SME Small and Mediunsized Enterprises

VAT Value Added Tax

VEG VAT Expert Group

VIES VAT Information Exchange system.

Glossary of terms in their meaning within this document and for its specific purpose

Administrative costs Costs for tavxadministrations.

Administrative costs for a tax administration will inclu
costs relating to the following activities: processing V
registrations, undertaking VAT audits, reviewing V4
returns, reviewing recapitulative statements, helpline
written query handling and the implementation of n
legislation.

Business types

Large business A large business is defined as a business with a turr
exceeding EUR 50 million, having more than 250ployees
and possessing VAT registration in six or more Memn
States. For further details on the definition of a large busit
please see Annex 4.

Micro business A micro-business is a business which has fewer than
employees and a turnover or balance sheek obtkess than
EUR 2 million.

SME Type 1 An SME (Small and Mediursized Enterprises) Type

business is defined as a business with a turnover of lesg
EUR 50 million, having less than 250 employees and a s
VAT registration in its Member State of establisimie
Further details on the definition of an SME Type 1 busir
are available in Annex 4.




SMEType2

An SME (Small and Mediursized Enterprises) Type

business is defined as a business with a turnover of lesg
EUR 50 million, having less than 250 employees ¥@d

registrations in more than one (but less than six) Mer
States. Further details on the definition of an SME Tyg
business are available in Annex 4.

Compliance costs

Costs for businesses.

Compliance costs for businesses will include costs relatir
the following activities: registration for VAT, completion

periodic VAT returns, dealing with a VAT audit, obtaini
customer's VAT registration details, completing recapitulg
statement@and obtaining proof of the intlBU movement of
goods.

Crossborder trade

Refers solely to intr&U crossborder B2B trade.

The terms "trading across the EU", "trading crbesder”,
"trading in another Member State", "doing business in g
Member Sates", "doing business across the EU", "wita
transactions, "intr&EU trade" refer to any situation where
business: (i) makes supplies of goods taxable in a Me
State other than that in which he is established; (ii) acq
goods from a businesstablished in another Member Sta
or (iii) supplies goods to a customer established in anc
Member State.

EU VAT Forum

The EU VAT Forum was set up by a decision of the Euroj
Commission 2012/C198/05 of 3 July 2012 and offer
discussion platformvhere business and VAT authorities m
to discuss how the implementation of the VAT legislation
be improved in practice.

EUROFISC

EUROFISC isa network for the swift exchange of targe
information between Member State®ee information unde
following link EUROFISC

Expert stakeholders

Members of the VAT Expert Group

Full Time Equivalent
(FTE)

A Full Time Equivalent isa unit that indicates the worklog
of an employed person of a business or a Member Statg
Authority. For the purposes of this document, it is define
forty hours per week.

Group on the Future of
VAT (GFV)

The Group on the Future of VAT is an inforlh@ommission
expert group set up in 2011 in response to the need

forum where more Hiepth discussions on the topics raise
the 2010 Green Paper can be held. The Group is compo:s
delegates (VAT experts) from the 28 EU Member States
adminstrations and serves as a forum fodapth discussio
and exchange of opinions on the Commission'dggislative
initiatives and the preparation of future VAT legislation.

Treasury

A government department related to finance and taxation
particular jurisdiction (of a Member State or a third country,

VAT Committee

Under Article398 of the VAT Directive (Directive
2006/112/EC), the VAT Committee deals with the obligat
consultations required by certain Articles of that Directive
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https://ec.europa.eu/taxation_customs/sites/taxation/files/docs/body/2011-02-07_eurofisc_pressrelease_en.pdf

addition, it examines questions on the application of
Community VAT provisions raised by the Chairman on
own initiative or at the request of a Member State. The
Committee is also a forum for the exchange of views in g
to reach guidelines on a unifornmp@ication of commor
practices with regard to VAT provisions.

VAT Expert Group
(VEG)

The VAT Expert Group was set up in 2012 by Commiss
Decision 2012/C 188/02 of 26 June 2012 in response t
request by stakeholders for greater involvement in theess|
of preparing EU VAT legislation expressed during the pu
consultation launched by the 2010 Green Paper on the f
of VAT. The Group is composed of 40 membenstividuals
with the requisite expertise in the area of VAT &
organisations represeting in particular businesses, t
practitioners and academics, and serves as a bilateral for|
allow for an open, structured and transparent dialg
between the Commission and stakeholders on any n
relating to the preparation and implementatioh BU

legislation and other policy initiatives taken at EU level in
field of VAT.

VIES

Electronic means of validating VAillentification numberg
of economic operators registered in the European Unio
crossborder transactions on goodsservices.

See more info orttp://ec.europa.eu/taxation_customs/vie



http://ec.europa.eu/taxation_customs/vies/

1. INTRODUCTION AND CONT EXT
1.1. Introduction

Value Added Tax (VAT) is a general tax on consumption applied to supplies of goods
and services along the whole production and distribution process. It is a major and
growing source of tax revenue in the European Union (EU). VAT raised slightly more
than BJR 1trillion in 2015, which corresponds to 7% of EU GDP or 17.6% of total
national tax revenuésOne of the EU's own resources is also based on VAT (12.4% of
the EU budget in 2015)As a broaebased consumption tax, it is considered to be one of
the mos growth-friendly forms of taxation.

One of the key strengths of VAT is that, by allowing businesses to exactly offset the tax
incurred in previous stages of the production chain, it is much better suited than other
types of indirect taxes to operate atemal market free of tax distortions. This was the
main reason for its early adoption by the EU. It is governed by the VAT Dirdethieh

aims at ensuring that the principles underlying the functioning of this tax apply
consistently in all Member States

In recent years, however, the VAT system has been unable to keep pace with the
challenges of the global economy and the opportunities offered by new technologies.
Therefore, the Commission adopted orApfil 2016 an Action Plan on VAT
(hereinafter "Actbn Plan") setting out ways to modernise the VAT system so as to make
it simpler, more fraugbroof and businesiiendly. In this context, the Commission
announced its intention to adopt in 2017 four \\feTated proposals:

1) a definitive VAT system for intr&EU crossborder trade based on the principle of
taxation in the Member State of destinatian order to create a robust single
European VAT area (first legislative stgp

2) a modernised VAT rates policy so as to allow Member States greater autonomy on
setting the VAT rates;

3) a comprehensive simplification VAT package 8VES’;

4) a proposal to enhance VAT administrative cooperatiorEAsOFISC.

This impact assessment relates to the first mentioned proposal on a definitive VAT
system for intreEU trade (hereafter the "initiative").

Eurostat, Tax revenue statisti€srostat (gov_10a_taxag)
http://ec.europa.eu/eurostat/statiséeplained/index.php/Tax_revenue_statistics

European CommissigfEU Budget 2015, Financial Report
http://ec.europa.eu/budget/financialreport/2015/lib/financial_report 2015 en.pdf

¥ Council Directive 2006/112/EC of 28 Member 2006 on the common system of value addet! &ax
amended@®J L 347, 11.12.2006, p).1

See Communication from the Commasito the European Parliament, the Council and the European
Economic and Social Committee on an action plan on VADbwards a single EU VAT ardaTime

to decide COM(2016) 148 fingl

The principle of taxation at destination, as well as of taxation at origin, is commented under
Sectionl.4.2 below and in AnneX, Sectior?.

See Sections 1.2.2 and 8.1 for more explanations.

See Glossary.

SeeGlossary.



https://ec.europa.eu/taxation_customs/sites/taxation/files/docs/body/2011-02-07_eurofisc_pressrelease_en.pdf
http://ec.europa.eu/eurostat/product?code=gov_10a_taxag&language=en&mode=view
http://ec.europa.eu/eurostat/statistics-explained/index.php/Tax_revenue_statistics
http://ec.europa.eu/budget/financialreport/2015/lib/financial_report_2015_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02006L0112-20160601&qid=1494999281011&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016DC0148&from=EN

This initiative is part of the Commission's Regulatory Fitness and Performance
Programme (REFIT). Althe options (except baseline) of this initiative will likely have
significant impacts on simplification and will reduce administrative burden and
compliance costs. These benefits for businesses (including SMEs) would have a positive
impact on economic grav and competitiveness.

1.2. Scope of the initiative
1.2.1. Taxation of trade between Member States

The VAT Directive defines the way in which VAT is to be collected both on domestic
transactions (involving one single Member State) and on -trmsker transactions
(involving more than one Member State). As explained in Section 1.4 below, the current
system for the taxation of trade between Member States is based since 1993 on
“transitional arrangements"

These transitional arrangements suffer from numerous shortcemimgh result in the

VAT system being neither fully efficient nor compatible with the requirements of a true
single market. This has been confirmed by the large majority of stakeholders during the
broad based public consultation on the Green Paper datthe of VAT and by more
recent feedback received from business stakeholders viREHT Platforni'(see
further details in Annex 2 and Annex 5, Sect8)n The EuropearParliament, the
European Economic and Social Committee and the Tax Policy Sralsp confirmed

the need to reform the VAT system.

Further consultation ith the Member States and other stakeholders in the framework of
specialised and structured forums for discussion, respectively the Group on the Future of
VAT (GFV*®) and the VAT Expert Group (VE® (see more detailed information in
Annex 1, Section 4), letb the conclusion that the transitional arrangements are too
complex and costly for the growing number of businesses operatingbmaks. It also
showed that the transitional arrangements leave the door open to fraud.

While the reform of the taxatioof trade between Member States regarding transactions
between businesses and final consumers (hereafter*Ba@sactions”) has started to be
effective as from Danuary 201% and its further development is currently the subject of
negotiations in Coundil, the initiative that is here being assessed is focussed exclusively
on transactions between businesses (hereafter*B2Bsactions”).

See Article 402 of the VAT Directive and further explanations in the next sections.

10 COM(2010) 695Commission Staff Working Documet&EC(2010) 14551.12.2010.

1 https://ec.europa.eu/info/law/lamakingprocess/overviewaw-making process/evaluatingnd
improvingexistinglaws/reducingburdensandsimplifying-law/refit-platform/refit-platform
recommendations_en

Composed of the personal representatives of the EU's finance ministers.

See Glossary.

See Glossary.

See Abbreviations.

For telecommunications, broadcasting and electronic serviees Council Dirdive 2008/8/EC and
related legislation here: https://ec.europa.eu/taxation_customs/business/vat/telecommunications
broadcastingelectronieservices _en#new_rules

12
13
14
15
16

17" See VAT "ecommerce"” proposaD0OM(2016) 757 final
8 See Abbreviations.
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https://ec.europa.eu/info/law/law-making-process/overview-law-making-process/evaluating-and-improving-existing-laws/reducing-burdens-and-simplifying-law/refit-platform_en
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0695:FIN:EN:PDF
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52010SC1455&qid=1497591673498&from=EN
https://ec.europa.eu/info/law/law-making-process/overview-law-making-process/evaluating-and-improving-existing-laws/reducing-burdens-and-simplifying-law/refit-platform/refit-platform-recommendations_en
https://ec.europa.eu/info/law/law-making-process/overview-law-making-process/evaluating-and-improving-existing-laws/reducing-burdens-and-simplifying-law/refit-platform/refit-platform-recommendations_en
https://ec.europa.eu/info/law/law-making-process/overview-law-making-process/evaluating-and-improving-existing-laws/reducing-burdens-and-simplifying-law/refit-platform/refit-platform-recommendations_en
https://ec.europa.eu/taxation_customs/business/vat/telecommunications-broadcasting-electronic-services_en#new_rules
https://ec.europa.eu/taxation_customs/business/vat/telecommunications-broadcasting-electronic-services_en#new_rules
https://ec.europa.eu/taxation_customs/sites/taxation/files/com_2016_757_en.pdf

The purpose of this initiative is to put in place a definitive VAT system so as to pave the
way for the creation of genuine single EU VAT area for the internal market. This
means a VAT system simpler for businesses trading across the EU while at the same time
more robust to fraud, to the benefit of the Member States and also of compliant
businesses. The efficiency oketWAT system needs to be further improved, in particular

by exploiting the opportunities of digital technology and by enhancing greater trust
between business and tax administrations and between EU Member States' tax
administrations.

1.2.2. Rationale for a twestep approach

As announced in the Action Plan, the introduction of the definitive VAT system will be
made through a gradual tvetep approacfi As a first legislative step, the VAT
treatment of intrdEU B2B supplies of goods would be settled. As a secoridld¢ige

step, this treatment would be extended to all ebmsder supplies, therefore also
covering supplies of services. Only the first legislative step is the subject of the initiative
that is here being assessed.

There are several reasons for this.the first place, the introduction of the definitive

VAT system means, above all, doing away with the transitional arrangements. These
arrangements basically refer to goods. This owes to the fact that prior to 1 January 1993
only crossborder intraEU supplies of goods (and not of services) gave rise to imports
and exports. The transitional arrangements were a practical means of accommodating this
situation. Therefore any attempt to replace those transitional arrangements will have to
focus essentially ogoods.

Second, the application of the principle of taxation at destination becomes particularly
necessary when it comes to goods. As regards serviceecednber 2007 the Council
reached a political agreement on two draft Directives and a draft Regu(#te se

called "VAT package") aimed at changing the rules on VAT so as to ensure that VAT on
services accrues to the Member State where consumption Bceersaccording to the
principle of taxation at destination. Its adoption by the Council on buBey 2008 was

an important step towards simplification for busineSses

The rules regarding B2B supplies of goods remained however unchanged. Despite the
fact that, in practice, their taxation effectively occurs at destination (i.e. where the goods
arrive) the logic of the origin principle with its two transactfSrssill remains.

Third, intraEU B2B trade in goods still requires a number of obligations which do not
exist for services (e.g. proof of intE2U transport of the goods, need to register in
arother Member State for particular transactions like consignment stocks, need to ascribe
the intraEU transport to a specific supply in the case of chain transactsees further
explanation under Sectidh4). There is therefore now a particular needitaplify the

rules for goods.

19
20
21

See Action Plan.

See press release http://europa.eu/rapid/presslease |IF08-208 en.htm?locale=en

See further information on this "VAT package" on
http://ec.europa.eu/taxation_customs/business/vaterulestopic/wheretax_en

A supply of goods taxable in the Member State of origin but exempt of iARse it can be proved
that these goods have been transported to another Member State, andEd axtcauisition of goods
taxed in the Member State of destinatiosee further explanations under Section 1.4.3 below.

22
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http://europa.eu/rapid/press-release_IP-08-208_en.htm?locale=en
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Fourth, as will be seen further the preferred option for the definitive VAT s§Sberitds

on certain new technical solutions (a etepshop mechanism (OSS) which includes the
right to deduct input VAT see further explaian in box 5 below). It seems reasonable

to provide for a staged application of these solutions so that once they have proven to be
efficient on transactions in goods, they will be also extended to-Etraupplies of
services. Such an approach has theaatage of limiting to one categéfyhe number of
transactions that will be affected by the new rules and of reducing the amounts of VAT
channelled through the OSS.

In this regard, the staged approach is consistent with the one taken in VAT matters
regading the OSS. Initially a Mini One Stop Shop (MOSSee further explanation in

box 5 below) was established for B2C telecommunications, broadcasting and electronic
services provided by third country supplférsThat MOSS was later extended to intra

EU cross border supplies of those same serficéext, it is foreseen in the@mmerce
proposal for the OSS to be extended to HEtAB2C supplies of goods and services and

to supplies of goods imported from third countries or third territoriehe initiatve
means a further step in this direction targeting #EthB2B supplies of goods. Finally,

the process will be completed at a later stage with the extension of the OSS-Elintra
B2B supplies of services.

In any event, the stage embodied by the initeats an essential one since, as can be seen
from the figures below, goods remain the main elements that are being traded across the
EU as services represent only one third of the share of goods' tran€Acliofecussing

on goods, as a first step, thbjective of reducing VAT losses resulting from cross
border fraud would also be better targeted.

Cross-border transactions in the
EU single market, 2015
Intra -EU 28 trade -
(2015) In billion EUR
Goods
Export (dispatches 3.068
Imports (arrivals) 2.993
Services
Export (credit) 1.016
Imports (debit) 923

% The preferred option for the imghentation of the definitive VAT system is Option 2 (see full

description of Option 2 under Section 5.4).

Note that the VAT system relies on a fundamental distinction between supplies of goods and supplies

of services with consequences on a number leérotlements of the tax (e.g. taxable moment, VAT

rates).

% Council Directive 2002/38/EGf 7 May 2002 (OJ L 128, 15/05/2002 P. 0040044).

% Council Directive 2008/8/ECof 12 February 2008 (OJ L 44, 20.2.2008, pi 2P); Council
Implementing Reaulation (EU) No 1042/2018f 7 October 2013 amending Implementing Regulation
(EV) No 282/2011 as regards the place of supply of services (OJ L 284, 26.10.2093, p. 1

27 See VAT "ecommerce" ProposalOM(2016) 757 final

%8 Both for exports/dispatches and imports/arrivaégcording to the EU terminology for intEU trade.
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http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32002L0038&rid=1
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32008L0008
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32013R1042
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32013R1042
https://ec.europa.eu/taxation_customs/sites/taxation/files/com_2016_757_en.pdf

Source: Eurostat

In addition and with a view to accommodate the specific request from Member States in
Councif®, the initiative will also propose certaimprovements to the current VAT
legislation. These improvements (hereafter the "quick fixes") are meant to address
specific concerns with the current rules and are without prejudice to the more
fundamental reform aimed®3t

1.3. Interaction of the initiative with the upcoming VAT proposals on rates,
SMEs and administrative cooperation

The initiative on the definitive VAT system is an important step towards a modernised
VAT system. It builds upon previous initiativésand creates opportunities for the
following particular areas that will each give rise to own legislative proposals.

1.3.1. VAT rates

Although the destination principle has been progressively implemented sinc?, 2008
initiative operates a fundamental (and therefore "definitive™) change in the basioflog

the VAT system. The choice of a destinatlmased system raises the question of
whether, and to what extent, the existing legal limits on rates are still necessary. Indeed,
while harmonisation of the VAT rates is needed under an ebgsed systenotavoid
distortions of competitiofi, this is not the case under a destinatiased system. That is
what the proposal on VAT rates will address. However, even without a change in the
current VAT rates structure, the initiatiewill have consequences oretlitollection of

VAT. Therefore, the initiative will, independently from the proposal on VAT rates,
provide for a central weportal that will include information on the VAT rates
applicable in all Member States.

1.3.2. SMEs

The fundamental nature of the changesde by the initiative means that all businesses
will be impacted. While the simplification measures provided for under the initiative
would also benefit SMEs, they are not specifically targeted to help SMEs. The

29 see Council conclusions on improvements to the current EU VAT rulesdssborder transactions

of 8 November 2016 (Ndl4257/16 FISC 190 ECOFIN 1023 of\®vember 2016).
http://data.consilium.europa.eu/doc/documentlg?572016INIT/en/pdf

This followed a first reaction on the VAT Action Plan of the Council oty 2016
http://www.consilium.europa.eu/en/press/presdease/2016/05/25onclusionsvat-actionplan/

As will be explained further on, these improvements are those covered by Option 1. Although
Option1 is not as such retained as the preferred option for the implementation of the definitive VAT
system, Option has been retained to solve on a "quick" basis specific problems with the current
transitional VAT system. Since the benefit for businesses of some simplifications provided for under
this Option 1 are linked to a concept (the concept of CEee Box 4) thiawill be used under the
preferred option, this Option 1 is viewed as preparing the grounds for the implementation of the
preferred option.

Above mentioned "VAT package" concerning supplies of services and recent proposals on e
commerce.

See Sectiod.2.1 above.

Because suppliers located in lowate jurisdictions would benefit from a tax advantage.

As explained in the rest of the document, the preferred Option 2 provides that the supplierawill, as
rule, collect the VAT on his crodsorder supply at the rate applicable in the Member State of his
customer.
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http://data.consilium.europa.eu/doc/document/ST-14257-2016-INIT/en/pdf
http://www.consilium.europa.eu/en/press/press-releases/2016/05/25-conclusions-vat-action-plan/

difficulties of SMEs, in particular whenading crossborder, will be addressed through a
specific proposar.

1.3.3. Administrative cooperation

As will be explained later, one of the problems the initiative intends to tackle is VAT
cross border fraud. However, since the full operation of thetingiavill take some time,

it is necessary to already improve the mechanisms in place in order to fight this type of
fraud. Improved administrative cooperation between the Member States and a better
functioning of the VIES systeth(which will allow enhancig the quality and reliability

of the information exchanged between the Member States) are elements which, at the
same time, will in the short term improve the fight against fraud and in the medium term
will support each step of the implementation of théntkeve VAT system. Further, it

will allow building trust between the Member States, which will facilitate the proper
operation of the initiativ¥.

As can be seen, there is a direct link between the four proposals in that they together
result in a oherent reform as put forward in the Action Plan. This is why they are
planned to be adopted by the Commission this year as a package. However, although
they are logically connected, the four proposals are nevertheless technically not linked.
This means tat each proposal can work on its own independently of the others although
it would be preferable, for the sake of soundness of the reform, to have them all adopted
by the Council.

1.4. Functioning of the common system of value added tax
1.4.1. Basic principle: the frationed collection of VAT

VAT is assessed on the value added to goods and services that are bought and sold for
use or consumption in the BU It is, as a rule, collected fractionafiypy businessé8
and, as a consumption tax, is borne ultimately by tr& ionsumér.

% As explained under Section 5.4, the preferred Option 2 entails, as a rule, the necessity for the supplier

to charge the VAT of the Member &teof his customer. While the use of the OSS is in this respect a
simplification for most businesses, further simplification for SMEs will be considered under the
upcoming VAT package for SMEs (see Section 1.1.).

See Glossary.

As explained in theest of the document, the preferred Option 2 notably relies on the assumption that
the VAT due on a crodsorder transaction in a given Member State is collected by another Member
State that will also have the main responsibility for auditing the VAT due.

Further explanations on the common VAT system can be found here:
http://ec.europa.eu/taxation_customs/taxation/vat/what_is_vat/index_en.htm

The supplier ofa good or a service is considered for VAT purposes to be the person liable to pay the
VAT collected to the Treasury (Artict93 of the VAT Directive). However, under particular
circumstances (Article$94 to 199b of the VAT Directive), the VAT Directiveqvides for (or allows
Member States) the application of thecstled "reverse charge mechanism” that deviates from this
rule which is the basis of the fractioned collection of VAT. Under a reverse charge, the liability is
moved to another person, in geslehe customer.

Reference is made to Abusinesseso for simplificat
itaxable personsd. The scope of the ¢tolBofdshet of At a
VAT Directive.

A final consumer means for VAT purposes the last person in a production/distribution chain who is
not allowed to deduct the VAT he paid on his purchases (contratiTaaxable persons who can do

s0).
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http://ec.europa.eu/taxation_customs/taxation/vat/what_is_vat/index_en.htm
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02006L0112-20150101&from=EN

This system of partial payments allows the tax to be collected at each stage

in the

production and distribution chdfrand ensures the saiblicing character of this tax (see

box 1 below).

Box 1: VAT system based on fractioned payments

On each supply made by a business, VAT is charged to its customers at tl
applicable. That business then deducts from the VAT collected from its custom
amount of tax it has itself paid to other businesses on purchases used for its own [
activities. Where the customer is also a business, this system is replicated until it r
the final consumer. At this last stage of the supply chain, the VAT is no more deg
and the tax is definitively vested to the Treasury.

Example VAT rate is20%

A, B, C and D are businesses, i.e. taxable persons with a right to deduct input VAT

Price : 100 Price : 200 Price : 300 Price : 400 Final
A » B » C » D >
+ VAT - 20 + VAT : 40 + VAT : 60 + VAT : 80| consumer
VATN20 VATI: 20
VAT : 20
VAT : 20
Treasury

A sells goods to B for 100 and charges 20 VAT which is paid over to the Tre
B supplies the goods to C for a total amount of 240 (including 40 VAT). B thentsl
its input VAT of 20 from the 40 received from C and pays the difference of 20
Treasury. C sells these goods on to D for 360 (including 60 VAT). Then C dedl
input VAT of 40 from the 60 received from D and pays the difference of 20

Treasury. Finally, D sells the goods for 480 (including 80 VAT) to a final consum
deducts its input VAT of 60 from the 80 received and pays the difference of 20
Treasury.

At each stage, VAT is paid to the Treasury on the asidkak. For a giverbusiness tha
is the difference between the price paid to it by its customer and the amount paid
business to its supplier.

The seHpolicing character of the VAT system is linked to the need for each custo
pay VAT and to hold an invoice in @dto be allowed to deduct the VAT paid to

ne rate
ers the
)USiness
eaches
uctible

asury.
educ

to the
Icts its
to the
er.D

to the

[
by the

mer to
its

supplier who, in turn, is discouraged from evading taxes (as it has issued an invoice). In

case of fraud by the retailer (D) or anyone else in the chain (A, B or C),ZBURost,
but not the total amount &UR 80.

1.4.2. VAT treatment of intr&EU supplies of goods before 1993

When the common system of VAT was established in ‘f9émtra-EU crossborder

supplies of goods between businesses were treated differently as compared with domestic

42

the tax on the value added at that stage.
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The amount of tax collected at a particular stage of the production/distribution process corresponds to



transactions (see b@&in Sectionl of Annex5). They gave rise to exports exempted in
the Member State of origin (Member State of departure of the goods) and were taxed
upon import in the Member State of destination (Member State of arrival of the goods),
according to the prinple of taxation at the Member State of destinatifum {urther
explanation on origin and destination concegais Sectio? of Annex5).

However,the commitment was made already at that time to establish a definitive VAT
system, based on the principle takation in the Member State of origin, which would
therefore operate withithe EU in the same way as it would within a single Member
State.

1.4.3. VAT treatment of intr&eU supplies of goods since 1993

The abolition of fiscal frontiers between Member Statethbyend of 1992, of which the
objective and timing were set out in the Single Europeafi*Actade it necessary to
reconsider the way in which trade in goods was taxed in the EU. That was due to the fact
that exports and imports were no longer possiblevidT purposes as far as intia)
crossborder trade in goods was concerned. At that time, the goal remained that goods
would be taxed in the Member State of origin, perfectly reflecting the idea of a genuine
internal market.

Under that origin system, a bosss established in a Member State ("MS1") would
invoice its crossorder supplies of goods to other Member States ("MS2") in exactly the
same way as the domestic supplies in MS1; i.e. by charging the VAT of MS1. The
taxable customer would be allowed taddet that VAT, collected by MS1, in his VAT
return submitted in MS2. Because of that-catled crossorder deduction, a
compensation or clearing system had to be put in place for reallocating the revenues
between the Member States. This system would, rectige, create a collective
responsibility whereas under the then existing system each Member State was
individually responsible for the administration, control and collection of its own VAT. A
high degree of trust between Member States was thereforecamuition for the new
system.

Another essential element in order for the origin system to work properly was the
convergence or approximation of VAT rates (and some other technical aspects such as
exemptions). Otherwise major distortions of competitiorulddaccur since consumers
would tend to acquire goods, for fiscal reasons, from Member States applying low VAT
rates. This would run counter to the basic principle of VAT neutrality.

However, on these two essential points Member States were unable tdefgreethe
foreseen date and since the political and technical conditions were not ripe, transitional
arrangements were instead adopted and entered into forcdapmudry 1993 (see b@x
below). These arrangements split the ctomgler intraEU movemenbf goods into two
different transactions: an intE8U supply of goods exempt in the Member State of origin
(the supplier does not charge VAT on his supply) and an-Eitracquisition of goods
taxed in the Member State of destination (the customensaiints for the VAT due via

43 First Council Directive 67/227/EEC of ¥pril 1967 on the harmonisan of legislation of Member
States concerning turnover taxéxJ{1, 14.4.1967, pl301), Second Council Directive 67/228/EEC
of 11 April 1967 on the harmonisation of legislation of Member States concerning turnovedtaxes
Structure and procedures for application of the common system of value added Tax 14.4.1967,
p.1303.

4 Single European Act (SEA) signed in Luxembourg and The Hague, (OJ L 169 of 29.06.1987)
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http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:01967L0227-20070101&qid=1497527804211&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31967L0228&rid=1
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31967L0228&rid=1

a mechanism equivalent to a "reverse chHatpeWith some few exceptions, these
arrangements are essentially equivalent to the previous export/import customs system.

These rules were intended to be temporary (initially four ydaus are still in force.
Further, the currently applicable VAT legislation provides that these temporary
arrangements (hereinafter referred to as the "current transitional VAT system") have to
be replaced by definitive arrangements based on the prirafipdexation in the Member
State of origiff.

Box 2: Transitional VAT system since 1993

Transitional system since 1993
Member State 1 Member State 2
VAT = 15% VAT = 20%
VIES listing: D
Price: 100 Price: 200 Price: 300 Price: 400 Price: 500
+ VAT 15 + VAT 30 no VAT + VAT 80 + VAT 100
g > g " g Final
A B - cC r D ~ E - consumer
,1'
| VAT 15 | VAT 15 VAT 30 VAT80 ™ VAT20 |
¥ ¥ v
Treasury Exempt Taxed “q Treasury
Member State 1 intra-EU supply intra-EU acquisition Member State 2

As from L1January 1993, the fiscal frontiers and all corresponding export/import
schemes between Member States have been abolished and replaced by a system of
exempsupplies in the Member State of origin and taxed 'HEtthacquisition$” (a new
taxable event) in the Member State of destination thus mirroring, but without customs
procedures, the previous scheme. As customs documentation no longer guaranteed the
follow-up of the physical flow of the goods, a new reporting system was put in place: the
VAT Information Exchange System (VIES). Via a system of listings, submitted|by the
supplier in the Member State of origin (Member State 1) and subsequently sent to the
Memker State of destination (Member State 2), the latter is informed about the arrival of
goods on its territory destined for D, a business registered for VAT purposes in Member
State 2 and obliged to declare this irE&d acquisition in its VAT return. Preced
supplies (A to B and B to C) and subsequent supplieB)(Bre, as in the previous
system, domestic supplies taxed with VAT. Both the VAT charged on the supply made by
Ato B, by B to C and by D to E and the VAT due by D on theHtiracquisition areas
a rule deductible (as regards C through a refund since there is no output VAT pn the

4% gee footnote 39.

4 See Article402 of the VAT Directive.

47 The VAT Directive still refers to the "Community" instead oé tiEuropean Union" (EU). In the rest
of the document, it is referred to "iMHE&U acquisitions of goods" but the term used in the VAT
Directive is "intraCommunity acquisitions of goods".
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supply made by C against which the deductible VAT of 30 can be offset). With regard to
the intraEU acquisition, D will account for VAT and deduct it in the same \&Adrm;
the result is therefore nil.

2. WHAT IS THE PROBLEM A ND WHY IS IT A PROBL EM?
2.1. Problem tree

The following figure summarises the problems, the problem drivers and the
consequences as explained in the next sections.
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2.2. Evaluation of the EU VAT system and other sources attesting to the
problems

A comprehensive retrospective evaluation of the EU VAT sy¥teras conducted in

2011 and its findings have been used as a starting point for the examination of the current
transitional VAT system. This evaluation was a comprehensive exercise that covered all
important aspects for the design of an improved VAT system.

The evaluation had been carried out before the Better Regulation Guidelines were put in
place. This means in practice that the structure of the 2011 evaluation was not organized
around the five evaluation criteria (Relevance, Effectiveness, Efficiendygr@ace and

EU added value) that became mandatory later on. Nevertheless, the evaluation provided
solid analysis of the problems underlying the current transitional VAT system, the results
of which have been confirmed by further consultation of stakelwl{tgsen public
consultations, targeted stakeholder consultation through the GFV and the ¥&&
Annex?2) as well as recent studies (see Annex 6). It looked in particular into the design
and implementation of the most important elements of the current ¥ysfem,
including the functioning of the transitional VAT arrangements, and assessed their
effectiveness and efficiency in terms of results (meeting objectives they were serving)
and impacts (direct, indirect, expected and unexpected) they had creatsdo It
examined their relevance and coherence with the smooth functioning of the single market
and the requirement to avoid distortion of competition specified in Article 113 of the
Treaty on the Functioning of the European Union.

The findings of the evalti@an are therefore still valid and relevant for use in this impact
assessment. A summary of the key elements of this evaluation organised around the five
evaluation criteria mentioned above is provided in Annex 6.

According to the evaluation and furtheisearch, hiere are two fundamental problems
regarding the current transitional VAT system:

1) The existingevels of VAT fraud within the EU caused by fraudulent activities such
as Missing Trader Intt€ommunity fraud (hereinafter MTIC fraud)

This problem s referred to as "Intr&U crossborder VAT fraud".

2) The complexity of the current transitional VAT system leading to additional costs for
those businesses which engage in ttAcrossborder trade.

This problems referred to as "Complexity of the cent transitional VAT system".

The problems, their drivers and consequences are further developed below. For more
details on the reform process and the sources attesting to the existence of the problems
see respectively SectioBsand 4 of Anneb.

8 JFSetal., 2011.

% The concept of Missing Trader Intommuniy fraud (MTIC fraud) has no official definition.
However it is commonly referred to as a particular type of VAT fraud committed by organised crime
gangs which exploit the fact that, under the current transitional VAT system, trading between EU
jurisdictiors is VAT-free. The term "missing trader" refers to the fact that the trader goes missing with
the VAT. See further development under Secfidh3 below.
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2.3.  Problem 1: intra-EU crossborder VAT fraud
2.3.1. The problem and its EU dimension

The evaluation of the EU VAT systéfrunderlined the revenue losses that the Member
States face as a result of the high levels of VAT fraud. According to this evaluation,
although most ofhe VAT fraud is considered to be domestic, it has increased at EU level
because of the growth in the phenomenon of MTIC fraud following the abolition of the
EUSds i nter nal Thisipartcadr frafidrioasdodiated ® the fact that the
currenttransitional VAT system allows trading VAT free across Member State borders
(see further explanation under Secti8.3).

The size of the VAT fraud is difficult to measure but the VAT “§affers a useful and

also unique Ebide indicator. According to thlatest Commission report on the VAT
gap® which relies on data from 2014, the overall EU VAT gap in nominal terms is
estimated at almost EUES0billion in revenue losses each year or 14.06% of the total
expected VAT revenue. The VAT gap varies considgrabtween Member States. The
smallest gaps are observed in Sweden (1.24%), Luxembourg (3.80%), and Finland
(6.92%). The largest gaps are registered in Romania (37.89%), Lithuania (36.84%) and
Malta (35.32%). Overall, half of the ER7 Member Stat88recod a gap above 10.4%

(see Figure 1 below).

That VAT fraud problem has been made worse, according to views expressed by certain
Member States in the GFV and in the VAT Commitdsy the casdaw of the Court of
Justice of the European Union (CJEU). Accordioghat casdaw the exemption of an
intra-EU supply of goods cannot be refused if the material conditions for the exemption
are rré%t, even in absence of the VAT identification number of the customer acquiring the
goods”.

The problem created by this cdsev stems from the fact that the EU legislator
established the VAT identification number as the basic tool to control the proper
functioning of the current transitional VAT system for iAH trade. In fact, the
recapitulative statements and the VIES sysfewhich are also essential elements of
control in this regard, are all based on the VAT identification number and cannot work
without it.

* IFSetal., 2011.

L Abolition of intraEU border controls for the completion of the single Europesrket in January

1993.

The VAT gap is a measure of VAT compliance and enforcement that provides an estimate of revenue
loss due to fraud and evasion, tax avoidance, bankruptcies, financial insolvencies, as well as
miscalculations. The VAT gap is deéd as the difference between the VAT revenue expected (the
VAT Total Tax Liability or VTTL) and the VAT actually collected by national authorities. It is
expressed in both absolute and relative terms.

% CASE, 2016.

> The report does not include estinsfer Cyprus due to incomplete national accounts data.

5 See information about the role and functioning of GFV and this Committee in the Glossary.

% According to the CJElthe possession of the VAT identification number of the customer is a formal
condition, and not a substantive condition, for the exemption of anBhtrasupplyi see the
judgments of the CJEU in cases2Z3/11MecsekGabona C-587/10VSTR C-24/15Plockl and G
21/16Euro Tyre

See explanations under Box 10 in Annex 5, Section 6.
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Figure 1: VAT Gap as a percent of the VAT Total Tax Liability (VTTL) in EU -27
Member States, 2014 and 2013 (sour€@ASE, 2016)
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Very few Member States publish estimates of the size of MTIC fraud, supposedly
because the nature of this type of fraud makes it difficult to measure. However, a recent
study commissioned by the Commission confirmed the findings okvaduation as

MTIC fraud alone is found to be responsible for VAT revenue losses of approximately
EUR45 billion to EUR53 billion annually®,

The MTIC fraud portion of the VAT gap ranges from 12% in Bulgaria to 39% in France
(see Figure below on the share of MTIC fraud in the VAT gap). On average (weighted
average) it is estimated that 24% of the overall VAT gap is due to MTIC fraud. The rest
of the VAT gap is attributed to losses of revenue due to domestic fraud and evasion, tax
avoidance, bankruptcies, financial insolvencies, as well as miscalculations.

%8 EY, 2015.
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Figure 2: Share of MTIC fraud in the VAT gap (source "Own calculations" based
on EY, 2015 study)

MTIC fraud, as % of the VAT Gap
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M Share of MTIC fraud in VAT gap (2011 estimates)

2.3.2. Evolution of the problem

Monitoring at EU level of VAT collection by individual Membé&tates is relatively
recent as the first study on the VAT gap dates back to 2009. The methodology is
continually improved and annual updates of the study include the latest revised figures.
Although the Commission is seeking to develop methods to extedaton fraud from

the VAT gap, such information is still not available. The next VAT gap study is expected
for 2018. The above estimations on MTIC fraud were provided by one specifi¢®study
and, contrary to the VAT gap study, no further data on its egotlition is available.

The trend of the VAT gap over the period 2@ 4 is shown in Table 1 below. For the
EU-26" as a whole, the VAT gap has increased from 13.53% in 2010 to 14.06% in 2014,
which in absolute monetary terms amounts to an increasgoot EUR 25 billiorf™.

Table 1: VAT Gap estimates, 2010 2014
2010 2011 2012 2013 2014

WA REETN(=0IZ8 134 806 152 237 162 537 161 442 159 460
million)
VAT Gap (%) 13.53 14.41 14.97 14.75 14.06

% EY, 2015. Note that this study is based on the 2013 VAT Gap study (CASE, 2013) which is based on
data from 2011.

The report does not include estimates for Gaoand Cyprus due to incomplete national account
statistics.

1 CASE, 2016.
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VAT Gap 0.88 0.56 -0.22 -0.69

(change pp)

Source: CASE, 2016 and own calculations based on CASE, 2016.

Information on the VAT gap and on MTIC fraud for the period 12089 (which
followed the entry into force in 1993 of the current transitional VAT system put in place
at the time tk fiscal frontiers between the Member States were abolished) is not
available, although it is likely that MTIC fraud (which finds its roots in the way the
transitional VAT system is designed) has taken a few years to appear and to develop.

2.3.3. Problem driver:the endemic weakness of the current transitional VAT system
resulting from the break in the fractioned collection of VAT

In domestic trade, as a rédethe collection of VAT is based on fractioned payments.
VAT is collected at each stage in the productimm distribution chain and this ensures

the selfpolicing character of this tax (see bbxbove). Customers pay the VAT due on
their purchases to their suppliers who will remit it to the Treasury after deduction of the
VAT charged to them by their own suljers™. The collection of VAT on behalf of the
Treasury is therefore ensured by suppliers through direct payments received from their
customers.

In intraEU trade in goods, this fractioned payment system is broken. The rules of the
current transitional VA system split every crodsorder sale of goods between
businesses into an exempted supply in the Member State of origin (i.e. no VAT is
charged by the supplier to his customer) and a taxable acquisition in the Member State of
destination (i.e. the customis liable to pay the VAT due to the Treasury but no VAT is
actually paid as he has an immediate right of ded/fétiosee further explanation in

box2 above). It is like a customs expariport schem®, but lacks equivalent border
controls and is therefe at the root of MTIC fraud, the typical iHE&U crossborder

fraud.

MTIC fraud exploits the endemic weakness of the current VAT system (which was
meant to be transitiondl see explanation in bak above), that allows for goods to be
bought crosdorderVAT -free because of the break in the fractioned payment chain. The
basic MTIC fraud scheme (see further details in ®delow) involves a crodsorder
purchase of goods by a fraudster, followed by a domestic supply by that fraudster. The
crossborder puchase of goods allows the fraudster to make a VAT neutral purchase (no
payment of VAT, either to the supplier or to the Treasury). The subsequent domestic
supply allows the fraudster to charge and collect the VAT from his customer. Instead of
paying the wble of this VAT over to the Treasury, he takes the VAT with him and
disappears.

Another type of fraud which must be mentioned here is "diversion fraud". Although not
considered as typical intlAU crossborder fraud because it mainly happens regarding

62
63

Except in cases of reverse charge: see comment in footnote 39.

To note that the customer will also be allowed to deduct the VAT charged to him by his supplier from
the VAT due on his own supplies.

Based on the assumption that he has a full right of deduction.

Exportation of goods is VAT exempt and importation of goods is VAT taxabée functioning under
box 8 in Annex 5, Section 1.
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expatation of goods to third countri®s diversion fraud also exploits the rules of the
current transitional VAT system.

Intra-EU diversion fraud occurs when a fraudster reports anfitraupply of goods but

then "diverts" the goods to the domestic markethsit they remain in the same Member
State and are sold without leaving the territory. The VAT fraud is crystallised in the
amount of VAT charged by the fraudster to the customer, which is not accounted for to
the Treasury (since the fraudster has repottethe authorities a fake intElJ supply
exempt from the VAT) (see Sectidnbox9 in Annex5s).

MTIC fraud can be committed in many different ways and the schemes become more
elaborated every time. During the nineties of the last century, the freaidsdetied their
fraudulent activities in the simplest way. The typical MTIC fraud was committed by
three or four companies involving two Member States. The most serious form of the
fraudi known as carousel fraudinvolves a series of contrived transangowithin and
beyond the EU, with the aim of creating large unpaid VAT liabilities and fraudulent VAT

repayment claims. Similar to how a carousel goes round and round, the goods are passed

around between companies and jurisdictions, generating each tssesl|dor the
Treasuries involved.

The following scheme illustrates the typical MTIC fraud leading to carrousel fraud.

Box 3- Typical MTIC fraud leading to carrousel fraud

Member State 1 Member State 2

10.000 + no VAT Tax loss:
_____________ €2 000
" B No VAT paid
to the
missing trader Treasury

10.000
A + 2.000 VAT
C
d t Fy
conduite 11.000 b ﬁc
D + 2.200 VAT utrer

broker

Treasury Treasury

The basic mechanism usually involves the following transactions (see schemg|belo
VAT rate is 20%):

A CompanyA(se al | ed fAconduite" company), 1e
exempted intré&EU supply to company B (@oa |l | ed @A mi ssing t|r
located in Member State 2. VAT is accounted for on the acquisitiomipyany B but

Sl
o —.

For this reason, diversion frdwas such is not the focus of the present impact assessment. However, it

is mentioned because some of the further developed policy options (those that restore the fractioned
payment systerm see SectionS.4 and 5.7) would also impact this type of fraud.
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deducted in the same VAT return so that no actual payment of VAT has to be made to

the Treasury of Member State 2.

A Company B subsequently makes a domestic supply to company-oallégq

Abuffer o). Company B c¢harmpanyC,\¢dldctsibyt t h e

does not pay the VAT to the Treasury of Member State 2. Company B then
disappears.

rapidly

A Company C (which on the basis of the invoice issued will deduct the VAT charged by

B) is usually used as a means to distort VAT investigat(in a threecompany

_carrousel there is no buffer company).
A Company C resells on the domestic market the goods to company D (broker

will deduct the VAT charged on its purchases. D will eventually make anEhtra

which

supply to company A in Member ®tal in order to ask for refund of the VAT

charged on its purchases.

Following the scheme, the missing trader will not declare and/or pay the charged
the Treasury.

AT to

At the end of the chain, the broker company will claim a refund because he makes an

intra-EU supply to another Member State. At this moment money is paid out
Treasury which has not been received from the missing trader earlier in the chain.

The lossof VAT receipts can be unlimited as the same goods can be supplied

times over by including again exempt inE& supplies. The profit of the fraudulent

chain can be easily shared between all the participants.

by the

several

In practice the scheme as illustratedn be combined with all possible types of MTIC
VAT fraud and developed over the borders of several Member States and eventually third

countries.

The recent legislative proposal submitted by the Commission to Cumdiich echoes
the request from certaiMember States to be allowed to apply a generalised reverse

charge mechanism as an urgent measure to combat carrousel fraud, shows
shortcomings of the current transitional VAT system can severely affect certain M
States. It also reveals thenits of traditional measures to combat such fraud. Th

how the
ember
is is

corroborated by recent reforms implemented in several Member States (e.g. new

collection methods introduced in respect of certain transactions, compulsory ele

ctronic

invoicing transiting via the saadministration) with a view to improving VAT collection.

2.3.4. Consequences: who is affected and how?

1 Member States MTIC fraud represents a cost for Member States through losses in

tax revenue of approximately EU billion to EURS53billion annually. It isalso

likely to generate additional administrative costs through the need for additional

audits, administrative and/or judicial proceedings.

1 Businesses MTIC fraud may also generate unexpected costs for businesses that

inadvertently and unknowingly becomevolved in a fraudulent supply chain a

67

nd

SeeProposal for a Council Directivamending Directive 2006/112/EC on the common system of

value added tax as regards the temporary application of a generalised reverse charge mechanism in

relation to supplies of goods and services above a certaiholddSOM(2016) 81)
Impact assessment for the PropoSal/(0 (201§ 457) and itsExecutive summar¢S\WD(2016) 459
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https://ec.europa.eu/taxation_customs/sites/taxation/files/com_2016_811_en.pdf
https://ec.europa.eu/taxation_customs/sites/taxation/files/swd_2016_457_en.pdf
https://ec.europa.eu/taxation_customs/sites/taxation/files/swd_2016_458_en.pdf

may need to bear the unpaid VAT and any relevant penalties. Further it creates unfair
competition between compliant and roompliant businesses since fraud enables the
latter to sell goods in the market at a loweice than the formé&t Finally, it
generates extra compliance costs, since Member States in an attempt to fight fraud
impose new obligations which fall upon honest businesses. This problem was raised
on various occasions by businesses including in sulamigéVill.1.a provided via

the REFIT platform.

1 Citizens/Society By depriving Member States of tax revenues, MTIC fraudsters are
effectively robbing EU citizens of the means for governments to fund the provision of
infrastructure such as schools and hadpias well as other public serviced osses
in tax revenues might also have to be compensated by other forms of additional
taxation. MTIC fraud is associated to organised crime. Fraudsters often use their
profits to fund other forms of criminality, suchis cigarette smuggling or drug
trafficking’®. MTIC fraud also appears to be used to launder money and return a
healthy profit’. During the consultation process (see AnRgx stakeholders
concurred that MTIC fraud and other fraudulent schemes have negff¢iees on the
tax collected and the protection of the rights of the honest businesslesh@&ders
insisted that fraud must be tackled by specific long term remedies addressed only to
fraudulent businesses and the vast majority of the respondents cadnibat
antifraud measures should be harmonised to be effective. Over 74% agreed that the
current system is not sufficiently resistant to VAT fraud.

2.4. Problem 2: The complexity of the current transitional VAT system
2.4.1. The problem and its EU dimension

The estalishment in 1993 of the single market was meant to reduce compliance costs
associated with intr&U trade, chiefly through the abolition of customs procedures.
However, according to the evaluation of the EU VAT sysfethe parallel introduction

of the curent transitional VAT system resulted in a very complex system for-kira

trade in goods (as compared with the previous one) which led, as a consequence, to
higher compliance costs for businesses trading dyos$er as compared to businesses
trading ony domestically.

According to the evaluation, this complexity arises not only from the new specific VAT
rules but also from other related provisions. In this regard, the statistical requirements
that were put in place to allow identification of VAdxabletransactions and to help
record trade between Member States (the Intrastat s{%teave resulted in a substantial
burden for intraEU traders (estimated at 5% of the value of trade, with wide variation
according to size and country).

68
69
70
71

See boxX3 above Typical MTIC fraud leading to carrousel fraud.

Source: Europol.

Source: Europol.

International Tax Reviewi "UK: Missing trader intracommunity fraud: Are businesses really
prepared?”, 25une 2013.

2 IFSetal., 2011.

3 Intrastat is the data collection system, operational sintzndary 1993, for compiling statistics on
internatioral trade between the EU Member States. See for further details on:
http://ec.europa.eu/eurostat/statisgoplained/index.php/Glossary:Intrastat
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A recent stud{’ confirmed the findings of the evaluation: on average, the VAT cost of
compliance per euro of turnover is 11% higher for uiith trade compared with the
corresponding VAT compliance per euro of turnover for domestic trade.

2.4.2. Introduction and VAT notions

The nextsections describe the two main drivers leading to the complexity of the current
transitional VAT system which are (i) the additional VAT obligations associated with the
current transitional VAT system and (ii) the divergent application of the VAT rules
acoss the Member States. They make reference to particular VAT notions. To avoid
repetition, these VAT notions are explained in B0xn Annex 5.

2.4.3. Driver 1. The additional VAT obligations associated with the current
transitional VAT system

In comparison wh domestic trade, doing business across the EU triggers additional
obligations. These obligations are meant to ensure an "administrative" -ighlaf the
goods traded within the EU, in order t o
resulting from thabolition of intraEU border controls. In this regard, some stakeholders
consider that the customs controls at the internal borders between Member States that
were abolished in 1993 have been replaced by controls and administrative obligations
shifted ond the economic operators. Moreover, they are of the view that there is no
consistency between domestic and wita crossborder supplies (see Anngx

Further feedback collected from expert stakeholders and Member States (se€)Annex
allowed identifyingthe main elements triggering these additional obligations which make
trading in the EU more complex, and therefore more onerous, than engaging in domestic
trade (see list of main additional obligations and further details in Section 7,1biox
Annex5). These obligations must be fulfilled in the Member State of establishment of
the business and in any other Member State where the business performs economic
activities. This requires particular investigations and maintenance of appropriate records
and detds, in addition to normal commercial documentation, if the VAT obligations
linked to intraEU transactions are to be fulfilled.

2.4.4. Driver 2: Divergent application of EU VAT rules across the Member States.

The complexity of the current transitional VAT systas partly the result of the
divergent application of the EU VAT rules by the Member States. According to the
evaluation of the EU VAT systef differential requirements for dealing with different

tax administrations are the determinants of Hith additbnal transaction costs. The
evaluation also pointed out that so long as the application of the EU VAT rules across the
Member States varies, small businesses will undoubtedly continue to have considerable
difficulties with intraEU trade.

This further im@cts on key issues like the place of taxation, leading to potential double
taxation (to the detriment of businesses) or-texation (to the detriment of Member
States). In this regard different application of the EU VAT rules by the Member States is
seenby stakeholders as one of the most serious obstacles to benefiting from the single
market (see Sectiors 4, 5 of AnnexX). This is also the main reason why respondents

" EY, 2015.
™ |FSetal., 2011.

28



(see Section® and 6 of AnneX) considered the current transitional VAT system to be
extremely complex and creating high administrative burdens.

Such differences stem firstly from the numerous derogations and options in the VAT
Directive, secondly from the discretion left to the Member States in their implementation
and application anthirdly from divergent interpretations. These differences can affect
the scope of the tax, the scope and number of exemptions, the chargeability of the tax, the
structure of the VAT rates applied, formal obligations such as invoicing, the rules on
deductio or the organisation and efficiency of the tax authority.

However, the focus of the initiative that is here being assessed, and ofdbpthn
discussions held with the Member States and expert stakeholdelimited to the
complexities resulting from differences that are specifically linked to the functioning of
the current transitional VAT system.

The main differences can be grouped in the following two categories: (i) divergences in
obligations and mrcedures imposed on businesses by the different Member States and
(i) divergences in the qualification of certain transactions and their VAT treatment
between Member States (see list of main discrepancies and further details in &ection
boxesl2 and 13n Annex5).

2.4.5. Consequences: who is affected and how?

1 Member States Ensuring business compliance with complex rules makes
monitoring and audit tasks more difficult which results in higher administrative costs.
Although national administrative practices &dihed unilaterally by Member States
can be held partly responsible for the complexity, a greater part is due to the rules laid
down in the VAT Directive aimed to ensure the folloy of the goods circulating
VAT -free across the EU.

1 BusinessesBusinessesrading crossborder bear an extra compliance cost of 11% in
comparison to businesses trading only domestically. Further there are additional risks
associated with legal uncertainty for businesses engaged inbonakes trade. Those
costs and risks careter businesses, in particular SMEs, from trading across the EU.
The functioning of the single market is therefore affected by the VAT rules as they
influence where goods and services are produced, traded, bought and sold. This goes
against the basic primde of neutrality governing VAT, according to which VAT
must be neutral regarding economic activities.

The evidence collected through the whole consultation process (see Annex
demonstrates that the current transitional VAT system is extremely coredlieat

entails costs for businesses and difficulties for Member States when it comes to ensuring
compliance. Complexity was pointed out as leading businesses to seek specialised advice
when embarking in crodsorder activities. The added cost was refeteas high and

one which SMEs might not always have the resources to deal with. Moreover, errors
were mentioned as resulting in substantial and sometimes disproportionate pgénalties
Complexity was also found to make it difficult for businesses to haat ¢egtainty with

regards to the VAT treatment of their transactions.

% See for instance the ruling of the CJEU of 20 June 2013 in ¢856/C2RodopiM 91
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2.5. Conclusion

It results from the analysis of the problems that the functioning of the current transitional
VAT system is causing disturbance to both Member States and businesses. Téragrobl
are interrelated since complexity creates opportunities for fraudsters and increased fraud
leads to more complexity. These are problems that are exacerbated by the increase in
crossborder activity that is the result of globalisation of the economytla@aextension

of the EU VAT area (from 12 to 28 Member States) since these rules entered into force in
1993.
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2.6.

Table 2. Causes/consequencesComplexity of current transitional VAT system

Summary of main causes/consequences to the complexity oethurrent transitional VAT system

VAT Liability Consign Chain Proof of VAT returns/ | Supplies of Input
identification | rules for ment/call-off transactions | transport recapitulative | goods and deduction
number non- stocks statements/ | services
established audits
business
Main causes to the complexity
Divergent Divergent Inconsistent | Some Member No uniform No clear and | Different Inconsistent Different
application of | (des) application of| States apply rules on uniform rules | format, qualification rules on
VAT rules attribution reverse simplifications and assignment of content and exclusions
process charge others do not the transport | Different filing and
to a specific | storage periog deadlines of restrictions of
supply in the VAT returns the right to
chain deduct and or,

Different
requirements,
format and
deadlines for
recapitulative
statements

Different
audit
procedures

calculation of
deductible
proportion
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Additional Need to Need to be | Need b be Need to be Maintenance | Need to Need to Need for
VAT obliga- | validate registered in | registered in registered in | of appropriate| submit VAT | investigate the | recourse to
tions status of another another Member | another records and | returns in treatment giver| the refund
customer Member State Member State details other Member| in each procedure
State in case in case no States Member State
Need to be | no reverse simplification | Additional
registered in | charge is applies investigations| Need to add
another applicable in special
Member that Member mention in the
State/to have | State VAT return
a fiscal
represetative Need to
present
recapitulative
statements
Subject to
other Member
St at es
and need to
have a fiscal
representative|
Main consequences to the complexity (costs/risks)
Risk of being | Risk for Risk of penalties iff Risk of Risk of being | Risk of Risk of double | Refunds
denied the customers to | business applies | penalties if denied the penalties if taxation or postponed
exemption be held simplification in a | business exemption obligations non-taxation (cash flow
thus having tqg jointly and Member State applies thus having to| not correctly disadvantage
pay VAT severally which does not | simplification | pay VAT fulfilled Administrative/
without being in a Member | without being
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able to pass it
on to
customer

Costs linked
to multiple
VAT
registrations

responsible

allow it

State which
does not
allow it

able to pass it
on to
customer

No common
IT process
possible

judicial claims

Need for
recourse to tax
experts
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2.7. Evolution of the problem without action at EU level (dynamic baseline)
2.7.1. Intra-EU crossborder VAT fraud perspective

For the time being, Member States and the Commission have joined efforts to combat
MTIC fraud through the soalled "conventional measuré§" i.e. by improving
administrative cooperation between the Member States. Amthege measures are the
setup of the EUROFISC platform and the recourse to multilateral controls (i.e. controls
involving tax administrations of more than one Member State).

In order to improve their fight against irtE8J crossborder VAT fraud, it is gpected

that Member States will continue reinforcing their cooperation in omlespeed the
exchange of quality information between thehme following upcoming proposals will
soon be tabled by the Commission:

A set of 20 measur&sby which urgent actiomill be taken on the following
fronts:
- Improving cooperation within the EU and with nRBtJ countries.
- Moving towards more efficient tax administrations.
- Improving voluntary compliance and tax collection.
1 Directive on the fight against fraud to the Unicdi&ncial interests by means of
criminal law’®.
T Regulation on the establishment of a European Public Prosecutor'$Office

These measures are expected to help improve the fight against fraud in general.
Improvements to the quality of information exchanpetween the Member States and

the speed of such an exchange through the use of electronic means will be particularly
helpful in fighting against crodsorder fraud. However, these measures alone would not
be sufficient to radically reduce the level of s®rder fraud as they are not targeted at
putting an end to the endemic weakness of the current transitional VAT system leading to
the specificity of MTIC fraud.

2.7.2. Complexity perspective

Regarding the main issues linked to the complexity problem (need edairc
transactions to be VAT registered/liable, need to comply with specific rules in Member
States other than the Member State of establishment, proof of transport), any
improvement would require a change in the EU rules.

Concerning the complexity linkedo the VAT treatment/qualification of certain
transactions, Member States might continue trying to agree common guidelines in the
VAT Committee. However, this would be based on a -tgsease basis and further
guidelines issued by the VAT Committee arerehe views of an advisory committee.

" Conventional measures focus on increasing the audit and enforcement capacity of the tax

administration e.g. by improving (geegistration procgs for taxable persons, by increasing the
number of audits, via enhanced use of electronic data, by applying existing legal possibilities such as
'joint and several liability', etc.
https://ec.europa.eu/taxation_customs/sites/taxation/files/docs/bodyd2026 measures_en.pdf

Proposal for a Directive of the European Parliament and of the Council on the fight against fraud to the
Union's firancial interests by means of criminal la@QM(2012)363).

Proposal for a Council Regulation on the establishment of the European Prddecutor's Office

(COM(2013)534).
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They do not bind either the European Commission or the Member States who are free not
to follow them.

Regarding the input tax deduction, improvements to the trosker intraEU refund
procedure have been introduced2ilO (an electronic procedure for submission of the
refund applications via a web portal only in the Member State where the business is
established and not in all Member States where VAT has been incurred as under the old
rulesf*. While certain improvemes could still be made by the Member States at
national level (e.g. speeding the processing of applications, facilitating access to
information and guidance as regards national implementing rules) there is no solution to
overcome the cash flow disadvage intrinsic to such a refund procedure.

2.7.3. Limits to the effectiveness of the current transitional VAT system

The current transitional VAT system was designed to provide afbrsolution to the
abolition of the fiscal frontiers in 1993 and was a sterh practical system meant
originally for four years. This system quickly showed its shortcorfifngich the
Member States tried to address each in their own way. This has led to a fragmented VAT
system, making intr&U crossborder transactions difficult dnrisky for businesses, in
particular SMEs. The consequence is that the VAT rules have the potential to see
businesses refrain from trading across borders.

The development in recent years ofj@vernance has provided Member States' tax
administrations ng tools to improve their tax collection systems through better
efficiency in collecting, processing, controlling and exchanging information. However,
the pace of development but also the type of Information and Communication
Technology (ICT) used differ #m one Member State to another. This entails challenges
for the cooperation between Member States' tax administrations not only in terms of
technological factors but also from an administrative, legal and institutional perspective.
If no fundamental solutn is found at EU level, this might in turn entail that Member
States focus on the development of own specific measures which deviate from the normal
functioning of the VAT system.

The recent history of the VAT Directi¥eshows the spilbver effect linkedo the use of

the reverse charge mechanism in an effort to combat MTIC fraud. Requests for
derogating measures in order to introduce new methods for the collection of the VAT are
also likely to continue. The solutions sought by the Member States aralndikely to
increase fragmentation of the VAT system, but they can also lead to disproportionate or
even legally doubtful measures. All this means a high risk that businesses will be faced
with individual rules specific to each one of the Member Stdteeugyh the problem to

solve is common to all of them. For these reasons, in the REFIT Platform, businesses
called for a common solutiéh

81 Council Directive 2008/9/EC of 1Rebruary 2008 laying down detailed rules for the refund of value

added tax, providedf in Directive 2006/112/EC, to taxable persons not established in the Member
State of refund but established in another Member Sakk 44, 20.2.2008, [23).
8 SeeCOM(94) 515final of 23November 1994COM(2000) 34dinal of 7 June 2000COM(2003) 614
final of 20 O¢ober 2003.
The VAT Directive was several times modified to extent the scope of the reverse charge mechanism:
introduction of Article 199a in 2010 and of Article 199b in 2013 and proposal for a Generalised
Reverse Charge Mechanism (GRCM) in 2016,G8#1/2016/811
Submission vXVIII3.a the Danish Business Forum
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As long as an Elvide systemic solution is not put in place to counter the problems
created by the current tratignal VAT system, fraudsters and Member States will
continue the endless loop of efforts in which the former will develop more aggressive
fraud schemes while the latter will need to implement new control measures that will
increase costs for both busises and Member States.

Without action at EU level, the endemic weakness of the current transitional VAT system
will continue to be exploited by fraudsters. Fraud levels might be stabilise but this will be
to the detriment of compliant businesses that paly the price through high compliance

costs (already 11% higher than for domestic trade) or even increasing compliance costs.

The complexity of the current transitional VAT system will continue to negatively
impact the functioning of the internal markst failing to capture new business models,

new markets and technologies, which translates into losses of competitiveness of honest
EU businesses and losses in efficiency of tax administrations.

3. WHY SHOULD THE EU ACT?

According to the principle ofubsidiarity, as set out in Articl3) of the Treaty on
European Union (TEU), action at EU level may only be taken if the envisaged aims
cannot be achieved sufficiently by the Member States alone and can therefore, by reason
of the scale or effects ofdlproposed actions, be better achieved by the EU.

VAT rules for crosshorder EU trade can, by their nature, not be decided by individual
Member States since, inevitably, more than one Member State is involved. Moreover,
VAT is a tax harmonised at EU levdlhe problems identified in Secti@of this impact
assessment are embedded in the rules of the VAT Directive. Therefore any initiative to
change the current transitional VAT system into a definitive system as regardSUntra
trade requires amending tleirrent VAT Directive. This entails a proposal from the
Commission and its adoption by the Council, acting unanimously in accordance with a
special legislative procedure, and after consulting the European Parliament and the
Economic and Social Committee.

The legal basis for the present initiative is ArtitlE8 of the TFEU according to which:
"The Council shall, acting unanimously in accordance with a special legislative
procedure and after consulting the European Parliament and the Economic and Social
Comnittee, adopt provisions for the harmonisation of legislation concerning turnover
taxes, excise duties and other forms of indirect taxation to the extent that such
harmonisation is necessary to ensure the establishment and the functioning of the
internal maket and to avoid distortion of competition”.

Given the need to modify the VAT Directive, the objectives sought by the present
initiative cannot be achieved by the Member States themselves. Therefore, it is necessary
for the Commission, which has respoitil#ip for ensuring the smooth functioning of the
internal market and for promoting the general interest of the European Union, to propose
action to alter and improve the situation.

As regards the provisions to harmonise and simplify rules within the turamsitional

VAT system (the "quick fixes"), they have unanimously been requested by the Member
States which demonstrates that action at Union level is likely to be more effective as
action at national level has proven not to be sufficiently successful.
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Furthermore, the 2011 retrospective evaluation (see annex 6) already referred to the
"piecemeal” approach by Member States as an unsatisfactory way to solve the problems
of the transitional arrangements.

4.

4.1.

WHAT SHOULD BE ACHIEV ED?

General objectives

The geneal objectives of the initiative are:

T

4.2.

To contribute to fiscal consolidationwithin the EUT by ensuring that taxes due
are collected to feed national and EU budgets.

The smooth functioning of the internal marketi by reducing obstacles to
intra-EU crossborder trade.

To ensure fair taxationi so that all businesses are treated equally in order to
avoid distortions of competition.

Specific objectives

The specific objectives of the initiative are:

T

4.3.

To make the EU VAT system more robusti by addressing the enaiéc
weakness of the current transitional VAT system linked to the break in the
fractional collection of VAT.

To make the EU VAT system simpleri by addressing the complexities of the

current transitional VAT system and by providing a level playing fiedd f
businesses whether engaged in domestic or-bmster transactiofis

Linking the objectives to the problem

Table 3: Links objectives-problems-solutions

Specific objectives Link to the problems and criteria for reaching a

solution

To make the EU VAT | Addresses the problem of intraEU crossborder
system more robusti by | VAT fraud

addressing the endem
weakness of the curre| Meets the following general objectives:

transitional VAT system 1 To contribute to fiscal consolidatiorithin the

EU
I To ensure fair taxation

The assessment of possible solutions is based o

85

No specific objective is targeting SMEs as their particular needs will be addressed by thexgpcom

SME VAT package proposal (see Section 1.1).
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following qualitative criteria*:

1 Budgetary impact
9 Prevention of fraud and abuse

To make the EU VAT
system simpler 1 by
addressing the complexitig
of the current transitiona
VAT system and by providir
a level playing field for
businesses whether engag
in domestic or crosborder
transactions

Addresses the problem ofcomplexity of the current
transitional VAT system

Meets the following general objectives:
1 The smooth functioning of the internal market
1 To ensure fair taxation

The assessment of possible solutions is based o
following qualitative criteria:

1 Equality and simplicity;
9 Ease of administration and cost of collection;

*Qualitative assessment criteria

Equality and simplicity Domestic and intrEU transactions should be treated

the same so that doing business across the EU becomes as simple (reducing
compliance costsand as safe (providing legal certainty) as engaging in purely
domestic activities. Rules should not be an obstacle to the proper functioning of

Budgetary impact VAT revenues should be allocated to the Member State of
the final consumtion of the goods in accordance with its conditions in
particular its VAT rates. The impact on the cdislw of business should be
similar to that for domestic transactions to ensure a genuine level playing field.

Ease of administration and cost of callen i An increase in costs for the tax
administrations and business should be avoided in order to allow that the cost of

)l
the single market.
)l
1
collecting tax revenues is similar to that for domestic transactions.
1

4.4.

Prevention of fraud and abu$eBreaks in the VAT chain withinhe single
market should be avoided to the extent possible to ensure that the VAT system
remains robust and fratgoof.

Consistency with other EU policies and with the Charter for fundamental

rights

The creation of a simple, modern and frgurdof VAT system is one of the fiscal
priorities set out by the Commission for 2017 (Annual Growth Survey ®d0tvhich
should contribute to deepening the single market and making national markets bigger.

86

ttps://ec.europa.eu/info/publications/28ddropearsemesteannualgrowthsurvey en
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The main objectives of the initiative of reducing crbssderVAT fraud and lowering
compliances costs for businesses trading across the EU by using new technologies are in
line with this priority. The initiative would prompt Member States to put in place modern

tax systems that can support growth and fairness betwasinesses and bring a new

level of cooperation between Member States and between Member States and businesses
to improve tax collection.

MTIC fraud is also one of the niBMPACT®’ priorities the European Uni on
crime areas, under the 202817 EU Policy Cycle of Europol.

Reducing administrative burdens, particularly for SMEs, is also an important objective
hi ghlighted i n the eEdhihgdecpdedBurode 202@ strategye gy f or
for smart, sustainable and inclusive grotth

The proposed initiative and its objectives would be consistent with the EU SME policy as
set out by the Small Business Act (SBA)n particular principle VII on helpig SMEs

to benefit more from the opportunities offered by the Single Market. It would be
consistent with the Single Market Strategy (SRISyhich referred to the single
European VAT area mentioned in the Action Plan. It would also be consistent with the
EU objectives under REFFY.

The objectives envisaged do not affect fundamental rights.

5.  WHAT ARE THE VARIOUS OPTIONS TO ACHIEVE T HE OBJECTIVES ?
5.1. Selection of options

When looking at possible options to tax B2B transactions at destination, two fundamental
issues have to be considered, namely:

1 theplace of taxatior{whether it will be based on the physical flow of the goods
or not); and

1 theperson liable for payment of VA{whether the supplier charges the VAT of
the Member State of destination and pays the VAT via the One Stop Shop or if
instead the customer accounts for the VAT through the reverse charge).

The following qualitative assessment criteria were suggestecagasdd by both the

GFV and the VEG: (i) equality and simplicity; (ii) budgetary impact; (iii) ease of
administration and cost of collection; and (iv) prevention of fraud and abuse (see Section
4.3 above).
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European Multicsciplinary Platform Against Criminal Threats (EMPACT). See
https://www.europol.europa.eu/crirageasandtrends/etpolicy-cycle-empact

8  http://eurlex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF

8  http://ec.europa.eu/growth/smes/busirEndly-environment/smalbusinessact_en

% http://ec.europa.eu/growth/singiearket/strategy _en

1 Regulatory Fitness and Performance programme:
http://ec.europa.eu/info/law/lamakingprocess/overvievlaw-makingprocess/evaluatingnd
improving-existinglaws/reducingourdensandsimplifying-law/refit-makingeulaw-simplerandless

costly en
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On the basis of the outcome of a series of teehuiiscussions in the GFV and the VEG
on the possible optioffs, in addition tothe Baselinethe five options discussed in the
next section were selected (out of thirteen different options initially identified in close
collaboration with stakeholders ihg VEG and representatives of Member States in the
GFV) to be assessed-depth in an external study.

5.2. Baseline

The baseline option assumes that no legislative action will be taken at EU level as
regards the VAT treatment of crekerder transactions antat the current transitional

VAT system will continue to apply. The functioning of the current transitional VAT
system as such is described in SectighFunctioning of the common system of value
added taxandBox 2: Transitional VAT system since 1993

The baseline takes into account the current applicable rules and not those which are
contained in proposals currently discussed in Council or which might be adopted by the
Commission in the future. However, it seems appropriate to dwell on the impact that

those proposals might likely have in case they would be adopted.

A reference is needed, in the first place, to the VAT proposals-camenerce, on a
Generalised Reverse Charge Mechanism (GRGBE footnote 83) and on reduced VAT
rates on @ublications thaare currently under discussion in the Council. While once
adopted the -.eommerce proposal should have positive effects on the baseline as it is
expected to raise Member States' VAT revenues and decrease compliance costs to
businesses, the effect of theoption of the other proposals is uncertain, especially
concerning the GRCRA which might pending its final design result in further
fragmentation of the VAT system and have negative impact on compliance costs of
business.

Finally, it is appropriate to nka a reference to the impact that in the baseline might
entail the adoption of the three other VAT legislative proposals (rates, SMEs and
administrative cooperatiot) which, according to the VAT Action Plan, should be
adopted by the Commission in the nkaure.

The VAT rates proposal could be adopted even in the absence of an adoption of the
initiative on the definitive VAT system. The current transitional VAT system is indeed
de factobased on the destination principle which limits the distortions opetitton due

to the differentiation of VAT rates between the Member Statess the current
transitional VAT system would continue to apply, the business customer will also

%2 See Section 9 of Annexfor more details in relation to the selection of the options anihweatory

of all the thirteen options identified and discussed in the GFV and the VEG.

See impact assessment:

https://ec.europa.eu/taxation_customs/siteattan/files/swd 2016 457 en.pdf

The assumption is that the initiative on the definitive VAT system that is here being assessed is not
adopted while the other three are adopted.

The "origin principle" enshrined in Article 402 dfet VAT Directive would however be at odds with

the change in the VAT rates rules but these rules will be in line with the current transitional VAT
system which remains unchanged.
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contér;ue to selhssess the VAT due on his crdswder purchases in his own Member
State”.

The proposals on the SME VAT Package and on administrative cooperation could also
be adopted even in the absence of an adoption of the initiative on the definitive VAT
system. Only the specific parts of these proposals linked to the initiative aefinitive

VAT system would need to be adapted. Both proposals should on their own have positive
impacts on administrative and compliance costs once adopted. Further the proposal on
administrative cooperation should also have a positive impact regatdirnproblem of
crossborder VAT fraud.

The baseline option will serve as the benchmark against which the other options will be
assessed.

5.3.  Option 1: Limited improvement of current rules

Optionl consists in improving the current rules for ifEd B2B supfies of goods
without modifying them fundamentally. This means that the underlying principles and
functioning of the transitional VAT system for itEJ supplies of goods would remain
unchanged (see also Diagram 1 in Section 10 of Annex 5 for its fuimgfjon

The improvements that would be made to the current system under this option cover very
specific set of rules that have been identified by national tax administrations and
stakeholders, in particular during the consultation process, the discussibesGfV,

the VEG and by way of feedback from the REFIT platform, as the main areas of the
existing legislation where legal clarity and certainty need to be enhanced. As requested
by the Council in its conclusions on "Improvements to the current EU VAES ridr
crosshorder transactions" adopted oiN8vember 2016, the following four issues will

be addresséd

1) The legal value of the VAT identification number of the customer as regards the
exemption for the intra-EU supplies of goods in the Member State afeparture
of the goods

Providing a valid VAT identification number of the purchaser would become a
substantive condition (and not merely a formal condition, as stated by the CJEU with
regards to the current VAT rules) for applying the exemption of-lBUasupplies of
goods. This modification would be proposed in reply to the demand made by
Member States to amend the current VAT Directive in order to allow for better
monitoring of the flow of goods using the recapitulative statements and the VIES
system.

% Therefore the implementation of a OSS as provided for in the initiatiibe definitive VAT system

is not a necessity. Note also that each Member States is responsible for providing accurate information

on the applicable rules and therefore the VAT rates to its taxable persons. The absencepiréalveb

as provided for byhe initiative on the definitive VAT system should also not cause problems to the

suppliers in other Member States (as they will not be liable to pay the VAT due), except for very

specific transactions where the supplier could be liable to pay the VA{nthiely B2C transactions

outside the scope of this initiative).

See EY study 201b mp |l ement i ng t he 0deBUB2Bsugplienaigogdmitheci pl ed t
EY study of 2015 additional simplifications were examined as part of the possibtevénmnts to the

current system but after consultation with expert stakeholders and Member States some had to be
excluded due to lack of agreement on the steps forward.
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2)

3)

4)

The VAT treatment applied to calloff stock arrangements

Call-off stock refers to the situation where a supplier moves stock to a Member State
where he is not established, in order to sell it at a later stage to an already known
buyer. Currently this givesise to (i) a (deemed) intBU supply made by the
transferor, (i) a deemed inti&UJ acquisition in the Member State of arrival of the
goods made by the transferor (who has to register there), (iii) a domestic supply. The
proposed amendment under Optionwbuld consist in treating the crebsrder
transfer of goods and subsequent domestic sale as a single exemptirsupply,

with an intraEU acquisition of goods made by the buyer (thus avoiding any
obligations for the transferor in the Member Staterofal of the goods).

The VAT treatment applied to chain transactions

Chain transactions refer to cases where multiple parties are involved in one
commercial transaction: compaAysells to B, who sells to C, who sells to D and the
goods are transportedrectly from company to D, so B and C are simply
intermediaries. Under the current VAT rules it is difficult to determine which supply
involves the intreEU movement of goods (which will be the only exempt supply in
the chain). The proposed amendment ur@etion1 would consist in establishing a
legal presumption in this regard, which would bring legal certainty to tax
administrations and businesses.

The rules on the proof of transport or dispatch of goods sold crodsorder

That proof is necessary order to justify, before the tax authorities of the Member
State of departure of the goods, the application of the VAT exemption of thé&lntra
supply of goods.

A legal presumption would be proposed establishing that when the supplier holds a
certain numbr of noncontradictory commercial documents to certify the transport or
dispatch made to another Member State, the goods will be presumed to have left the
Member State where the supplier has declared an exemptEldtrsupply. This
presumption will be relittable by national tax administrations providing evidence to
the contrary.

The benefit of the last three simplification measures -@alstock, chain transactions
and proof of transport) would be limited only to Certified Taxable Persons (se& box
below).

Box 4: Certified Taxable Person (CTP)

The concept of Certified Taxable Person does not currently exist in EU VAT legislation
but would be introduced as part of the definitive VAT system. It would be relevant|for all
options (except Option 3) examinadthis impact assessment with however different

practical implications.

This new concept would apply only to taxable persons trusted by the tax adminigtration

and not to final consumers. It would create a new category of taxable persons (CTPS)

who wouldbenefit from certain simplifications.

Under Option 1, it will allow CTP suppliers to benefit from simplifications as regards

their call off stocks and chain transactions and the proof of their-Btdasupplies, with
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a reduction of administrative burdemelated to these supplies. The cost of complia
will therefore be reduced.

Under Option 2 and Option 5, it will allow CTP customers to continue purchasing ¢
free of VAT in other Member States and applying the reverse charge on these s
For the Member States, the introduction of the CTP status will reduce the amol
VAT channelling through the OSS (since liability will take place through re
charge), while at the same time ensuring that the application of the reverse charg
not gve rise to fraud, given that only reliable traders are allowed to apply the re
charge.

Under Option 4, a simplification measure would be introduced whereby supplies t
customers would not require a recapitulative statement.

Taxable persons would be certified at their request by the Member State where t
established and this status would be recognised by all other Member States. In @
obtain the status of CTP, a taxable person would need to meet a set of cg
objective, harmonised at EU level, criteria (see description below).

Not all the categories of businesses would become eligible to apply for this stat
only those which meet certain criteria since the objective is to ensure that only re
taxpayes are certified. Further the certification would not be granted to-taxable
persons, flarate farmers, exempt SMEs, other exempt taxable persons without th
to deduct and occasional taxable persons since they do not have the obligation to
VAT (or that obligation is purely occasional).

The criteria to grant the status would be similar to those used to certify trade
customs purposes (Authorized Economic Operator or’AEe.:

- the absence of any infringement or repeated infringgsnef taxation rules an
customs legislation, as well as of any record of serious criminal offences relating
economic activity of the applicant;

- the demonstration by the applicant of a high level of control of his operations and
flow of goods, either by means of a system managing commercial and,
appropriate, transport records, which allows appropriate tax controls, or by mean
reliable or certified internal audit trail ;

- evidence of financial solvency of the applicant, Whsball be deemed to be prov
either where the applicant has good financial standing, which enables him to ful
commitments, with due regard to the characteristics of the type of business i
concerned, or through the production of guaranteesvided by insurance or othe
financial institutions or by other economically reliable third parties.
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% See further information on the AEO helettp://ec.europa.eu/taxation customs/geriefarmation

customs/customsecurity/authorise@conomieoperatoraeo_en The proportion of AEO businesses

has been usedsa proxy of the CTP simplification to evaluate the cash flow impact of two options,
namely Option 2 and Option 5. The cost/benefit of the CTP simplification for businesses and Member
States has been assessed as a component of compliance costs/adveirdesttiof the options (see

methodology in Annex 4).
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Except for the categories specifically excluded, the certification would thus be open to all
businesses. The implementation of the criteria by the MeBitlées would need to be
proportionate so as to be capable of encompassing smaller busitiesses

Therefore, compliant businesses could apply for such certification and obtain it after due
control by the national tax authorities.

5.4. Option 2: Taxation following the flow of goods

Option2 consists in modifying the current rules whilst still following the flow of the
goods (see also Diagrams 2 and 3 in Section 10 of Annex 5 for its functioning).

When the goods sold are transported chussler, VAT is due inlte Member State
where the goods arrive at the end of the transport or dispatch (i.e. the place of supply for
VAT purposes is in the Member State of destination of the goods). If the goods are not
transported or dispatched, the place of supply is in theldeBtate where the goods are
located when the supply takes place.

The person liable for collecting the VAT due in the Member State of destination is, by
default, the supplier of the goods. When the supplier is not established for VAT purposes
in the Membe State of taxation, VAT on that particular supply would be accounted for
using a OSS in the Member State of establishment. The OSS would allow offsetting
output VAT due on supplies made against input VAT incurred on purchases made within
the EU.

Owing tothe use of the OSS under this option and contrary to the rules of the current
VAT system, a single VAT registration in the Member State of establishment would be
sufficient for the supplier to report and account for all VAT due on sales made within the
EU. Thus the supplier would no longer need to be registered in all Member States where
he sells goods.

However, certain crodsorder supplies of goods would continue to be subject to the
reverse charge. This means that the place of taxation would still remi@ie Member

State of arrival of the goods but the person liable for collecting the VAT due would be
the business customer rather than the supplier as explained above under the default rule.
This would be possible only when the customer has requestedbaaided the CTP

status (see bok above). If the certified customer is not established in the Member State
of arrival of the goods, VAT due on this transaction will then have to be reported and
accounted for by the customer using the OSS in the Memlse Sthere he is
established.

In this option, the supplier will not have to submit a periodical recapitulative statement.
However, in order to combat fraud, the customer will be required to report his purchases
from suppliers established in Member Statdseotthan that where he is established
(except those for which the reverse charge is applied) and to mention the supplier's VAT
identification number. When the transport of the goods is not organised by or on behalf
of the supplier, the customer will have provide the supplier with the name of the
Member State of arrival of the goods within ten working days following the month in
which the supply took place.

% Those that are not exenipSee further explanation in Annex 3, Section 1.4.
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For this option to apply in a simpler and more consistent manner across the EU, it would

be desirable to standardise the definitions of products eligible for reduced’tated
provide such information via a central web portal.

Box 5: One Stop Shop (0OSS)

A Mini One Stop Shop (MOSS) has been operating since 1st January 2015 for a
number & services and only with regard to businéssonsumer (B2C) transaction
The MOSS is an optional scheme allowing taxable persons to account for the VAT
those supplies via a waiprtal in the Member State in which they are identified. S
B2C suplies are taxable in the Member State of the consumer.

limited
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This possibility has been introduced as a simplification measure following the change to

the VAT place of supply ruf® for telecommunications, television and rag
broadcasting, and electronicallyupplied services. This scheme allows busine
supplying such services to final consumers in Member States where they &
established to avoid having to register for VAT purposes in each Member St
consumption.

The MOSS that already exists faglecommunication, broadcasting and electro
services is due to be extended to atbenmerce B2C transactioiié

Some of the policy options examined in this impact assessment rely on a OSS
which would build upon the existing MOSS and extend @stasupplies of goods
businesgo-business (B2B) operations.

This could simplify the obligations of business operators who would then not n
register in all the Memér States where they sell goods to other businesses but
instead use a single registration point in the Member State where they are establi
report, pay and deduct VAT. This would also allow them to be subject to home ¢
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audits and have as main contact point the tax administration of that Member State.

5.5. Option 3: Reverse charge following the flow of goods

Option 3 consists in adapting the current rules whilst still following the flow of the goods

and applying the reverse charge for thdection of the VAT (see also Diagram 4
Section 10 of Annex 5 for its functioning).

190 Note that although the application of standard rates by all Member States could be seen,

in

from a

conceptual point of vig, as an interesting approach (notably in terms of simplicity for businesses) it is
not a realistic one. Options referring to a uniform rate for iBtdasupplies, such as VIVAT, CIVAT

101

102

and SEVA (see explanation in Section 9 of Annex 5) were discardeceatlgrstage because Member
States opposed to it. In addition, the mandatory application of standard rates would not be in line with
the favourable views expressed by the Member States in Council (Council conclusions of 25 May
2016 on the Commission 2016&#on Plan on VAT) on the intention of the Commission to present a
proposal for increased flexibility concerning the VAT rates setting by the Member States. It is worth
noting in this respect that Member States that so wish would nevertheless contiadie#otb impose

the standard rate to all supplies (or parts thereof) since the application of reduced rates is always an
option and not an obligation for Member States.

Since 1January 2015 the supply takes place in the Member State of the custotheqtan the
Member State of the supplier as it used to be the case previously.

See eCommerce proposaCOM(2016) 757 fingl
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The current transitional VAT system splits every crbealer transaction into an exempt
intraaEU supply and a taxable intE&lJ acquisition. Under Option 3, the two seyia
concepts of intrdeU supply and intrdeU acquisition are abolished and replaced by one
single transaction, the intiaU supply, taxable in the Member State of destination. This
means that from a practical point of view there will be no significantgds compared

to the current system: goods sold and transported to another Member State will continue
to cross borders free of VAT but from a conceptual and legal point of view, there will be
only one rather than two int&U transactions.

When goods areigpatched or transported from one Member State to another the place of
taxation will be in the Member State of arrival of the goods. If the goods are not
transported or dispatched, the place of supply is in the Member State where the goods are
located wherthe supply takes place.

Since this option involves a collection method based on the reverse charge, the person
responsible for accounting for and collecting the VAT due will be the customer receiving
the goods supplied rather than the supplier of the gjodde customer will therefore
declare and deduct simultaneously the VAT relating to the -trasker supply in his
domestic VAT return.

This option does not make use of a OSS for the reporting and collection of the VAT due.
In any event, the customer wible obliged to provide the supplier with his VAT
identification number attributed by the Member State of taxation. Further information
would be exchanged via the recapitulative statement to be submitted by the supplier.

5.6. Option 4: Alignment with the place d supply of services

Option 4 consists in aligning the placesupply rules for goods with those governing

the place of supply of services and using the reverse charge for the collection of the
VAT. Therewill be only one taxable transactidrthe supplyof goodsi meaning that the
concept of intreEU acquisition of goods will be abolished (see also Diagrams 5 and 6 in
Section 10 of Annex 5 for its functioning).

Irrespective of whether or not goods are dispatched or transported, the place of supply
will be where the customer has his main place of business and VAT will accrue to the
Member State where that main place of business is located. This is also valid if the goods
are transported to a Member State where the customer has no presence at all (neither in
the form of his main place of business nor in the form of a fixed establishim#ém)

VAT due on that supply will still be due in the Member State where the main place of
business of the customer is located.

However, where the goods are provided to »edi establishment of the business
customer, and this is in a Member State other than that where he has his main place of
business, the place of supply will be where the fixed establishment is located. If the
taxable person has neither a place of estabbsiimor a fixed establishment, then his
permanent address or usual residence will serve as the place of supply.

In any event, to be subject to VAT the goods must be located within the EU. If a
transaction involves goods located outside the EUtrémesaction will not be taxable. On

the other hand, if goods are in the EU, VAT will always be due, even if the customer is
not established in the EU.
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This option does not allow to completely disregarding the physical flows of the goods. In
cases where #éhgoods are provided to a fixed establishment of the business customer,
and this is in a Member State other than that where he has his main place of business, the
actual destination of the goods will remain the essential element to take into account.

Whenthe supplier is not established in the Member State of taxation, the customer will
be liable for the payment of VAT by applying the reverse charge.

The customer will be obliged to provide the supplier with his VAT identification number
attributed by the Mmber State of taxation. In order to combat fraud, the location of the
goods will need to be mentioned on the invoice/recapitulative statement and information
would be exchanged via the recapitulative statement to be submitted by the supplier.

A simplification measure would be introduced whereby supplies to G3&s box 4
above)would not require a recapitulative statement. Given that the reverse charge will be
applicable in all cases where the goods are supplied to a customer established in a
Member Statether than that of the supplier and that in those cases the supplier will not
have to charge VAT, a fully extended OSS is not required under this option. A limited
OSS would however be needed for goods supplied to €&booustomer where those
goods are loated within the EU.

5.7. Option 5: Taxation following the contractual flow

Option5 consists in aligning the placd-supply rules for goods with the contractual
flow and having the supplier charge the VAT of his customer (see also Diagrams 7 and 8
in Section10 of Annex 5 for its functioning)

This means that the supplier will have to charge the VAT of the Member State of
establishment of the customer which has contracted the supply of the goods, irrespective
of whether or not the goods are transported ebosder.

If the supplier is not established in the Member State of taxation, he will report the VAT
due using the OSS.

If the contracting party reallocates the cost to another establishment of the contracting
party, that will be treated as a deemed supply this entity will be required to account

for and report the VAT due, once again using the OSS if the entity is not already
registered for VAT in the Member State of taxation.

In any event, to be subject to VAT the goods must be located within the EJ. If
transaction involves goods located outside the EU, the transaction will not be taxable. On
the other hand, if goods are in the EU, the VAT will always be due, even if the customer
IS not established in the EUh this last case, the place of supply via# the Member

State where the supplier is established, or the customer will have the obligation to
register in a Member State of the EU and all the supplies made to him will be located in
this Member State.

A simplification measure will allow supplies mado CTPs to be subject to the reverse
charge with the customer accounting for and paying the VAT.
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For this option to apply in a simpler and more consistent manner across the EU, it would
be desirable to standardise the definitions of products eligibledaiced rate$®

In order to combat fraud the customer will be required to report all purchases frem non
established businesses (except those for which the reverse charge is applied).

5.8.  Summary: main features of the options
5.8.1. Place of taxation

In addition tothe baseline, the five alternative policy options ensure taxation at
destination of crosborder B2B supplies of goods. However, they differ as to the actual
place of taxation (see Table 4 below). Similar to the baseline, Ohti@ption2 and
Option3 deem the place of taxation to be the Member State of arrival of the goods
(follow the flow of goods), whilst Optio# and Optiorb deem the place of taxation to be
where the customer is established (follow the contractual flow). This distinction is
important from a Member State's audit perspective (e.g. impact on administrative costs,
efficiency of VAT collection) as following the flow of goods means that the movement
of goods is monitored by the Member States. Such control instrument does not exist
when txation follows the contractual flow.

5.8.2. Person liable for the payment of VAT

When considering the way VAT would be collected, the options can be further classified
in two main models (see Takbdebelow): the "taxation model” (Opticghand Optiorb)

and the "everse charge model" (baseline, Optlo®ption3 and Optior). The taxation
model, with the supplier charging the VAT to his customer, is based on fractionated
payments. It ensures the splilicing character of the VAT systéffi and is also the
system that applies in domestic trade. The reverse charge model, with the customer self
assessing the VAT due, suspends the collection of VAT until the final consumption stage
(it allows VAT-free purchases by businesses) and therefore differs from domestic trade
treatment. This is an important element as regards equal treatment but also more
particularly with regard to MTIC fraud.

Table 4: Classification of the options

_ Taxation model Reverse charge model

Flow of goods Option 2 Baseline
"Taxationfollowing the flow of
goods" Option 1
"Limited improvement of current
rules”

Option 3
"Reverse charge following the floy
of goods"

Contractual flow Option 5 Option 4

103 See also footnote 100 on thiscarding of standard rates.
104 See Section 1.4 above.
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"Taxation following the contractua "Alignment with the place cfupply
flow" of services"

5.8.3. Technological dimension

Option 2, Option 4 and Option 5 build on the existing MOSS (in excess of EUR 3 billion
was collected through the MOSS in 2015. This is estimated to account for 70% of total
crossborder B2C sales of electrongervices). These options would extend the use of
such system which has shown to be successful in collecting VAT as a central point of
contact.

Option 1 builds on the existing VIES system. Through the introduction of the CTP
concept and the mandatory esfnce of the VAT identification number of the customer,
it is expected to improve the quality of data exchanged between Member States.

5.8.4. Summary table

As can be seen from the summary Table 5 below, the five options have a number of
similarities and differences. The summary table shows the scope of the obligations under
each option and the applicable rules. It further outlines whether specific legislative
issue$® identified with the current transitional VAT system are addressed under each
option.

195 See Section 2.4 above: treatment of-offlistock and chain transactions, as well as the means of proof
of intraEU transport of goods.

49



Table 5: Main features of the optiong®

Implementation of
Destination Principle

Utilises existing
reverse charge mode

Supplier in Member
State 1 does not
charge VAT

Customer self
accounts for VAT in
Member State 2
(where goods are
located at the time
when transportation
ends ) using the
reverse charge

Supplier in Member
Statelcharges VAT of
Member State 2 (where
goods are located at the
time when transportation
ends

If customer is a CTP he
will account for VAT via
the reverse charge

Supplier in Member
Statel does not charge
VAT

Customer seliccounts
for VAT in Member
State 2 (where goods
are located at the time
when transportation
ends ) using the revers
charge

Supplier in Member
Statel does not charge
VAT

Customer seliccounts

for VAT in Member State
2 (place of establishment
using the reverse charge

Supplier in Member
Statel charges VAT of
Member State 2 (place of
establishment of the
customer)

If customer is a CTP he
will account for VAT via
the reverse charge

Equal treatment with
domestic supplies

No

Yes

No

No

Yes

Place of supply

Follows actual flow
of goodsi where the
goods are located at
the time when
transportation ends
(Member State 2)

Follows actual flow of
goodsi where the goods
are located at the time whe
transportation ends
(Member State 2)

Follows actual flow of
goodsi where the
goods are located at th
time when
transportation ends
(Member State 2)

Follows customer's place
of establishment (Membe
State 2)

Follows where the
contracting party
(customer) is established
(Member State 2)

Mechanism used to
account for VAT

Customer's VAT
return in Member
State 2" acquisition
tax

Supplier's One Stop Shop
return in Member State 1

Customer's VAT return
in Member State 2
reverse charge

Customer's VAT return in
Member State 2 reverse
charge

Supplier's One Stop Shoy
return in Member &ite 1

1% Table 4 based on the outcome of EY study 28dflementh gt

he

6dest i nattEUB2B supplids ofgaogsl e 6 t o
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Input VAT for each
Member State of taxation
offset via deduction on
VAT return in Member
State 1

Input VAT for each
Member State of taxation
offset via a deduction on
VAT return in Member
State 1

Reporting

Existing VAT return

One Stop Shop return

Existing VAT returni

If not already
registered, customer
will have an obligation
to register for VAT in
the Member State of
taxation

Existing VAT return

One Stop Shop return

relating to main legislative

number of the

One Stop Shop for goods

Recapitulative statements Required Obligation to submit is Required Required (unless the Obligation to submit is
removed customer is a Certified removed
Taxable Person)
Additional reporting N/A Customer required to repo| N/A Location of goods to be | Customer required to
obligations purchases from nen mentioned on report all purchases from
established businesses invoice/recapitulative non-established business
(except if the customer is ¢ statement (except if the customer is
CTP and reverse charge is a CTP and reverse charg
applied). is applied).
When transport of goods i
not organised by or on
behalf of the supplier, the
customer shall provide the
supplier with the name of
the Member State of arriva
of the goods within ten
working days.
Simplification measures | VAT identification Rates simplification: N/A Introduction of a limited | Rates simplification:

51




issues and additional
consideations

acquirer made
compulsory for the
exemption of the
intra-EU supply of
goods.

Harmonisation of the
call-off stock, the
treatment of chain
transactions across
EU and the means of
proof of intraEU
transport of the
goads™”.

Definitions of products
eligible for a reduced rate
would be standardised anc
provided via a web portal

Reverse charge for supplie
to Certified Taxable
Persons.

supplied tca nonrEU
customer but staying
within the EU.

Definitions of products

eligible for a reduced rate
would be standardised an
provided via a web portal

Reverse charge for
supplies to Certified
Taxable Persons.

197 Note that under Option 2, Option 4 and Option 5 the problem of complexity linked to the VAT treatmenbtffstaltks and chain transactions across EU and the means of proof

of intraEU transport of the goods is intrinsically solved by the change in the system provided under each of these options. Ingthiee pablem of complexity is solved
independently from the implementation of Option 1.
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5.9. Discarded option: Option 3

The changes proposed under Opfoare of a technical legislative nature. Instead of
having two transactions (exempt intEd) supply and taxed intBU acquisition),
Option3 provides for one single transaction, the wEta supply taxable in the Member
State of destination. There is no significant difference between this option and the current
transitional VAT system. In both situations, the place ohtiax is the Member State of
arrival of the goods and it is the customer that pays the VAT.

Even if the legislative changes are minor, their implementation is expected to have some
impacts on different elements as compared to the baseline (see furtlisriddiax 6

below). However, their magnitude compared to other options (in particular Qption
Option4 and Optiord) is negligible. Although, when compared to Optignt might

seem to have slightly more positive impacts (mainly due to complianceredsistion

for large businesses), it does not address any of the legislative issues raised by the current
transitional VAT syster?®. Moreover, it does not address MTIC fraud. Therefore this
option has been discarded as an alternative option for futucy peform.

Box 6: Main impacts of Option 3 compared to the baseline
MTIC fraud - No changes expected to the scale of VAT fraud

This option is unlikely to materially affect the occurrence of VAT fraud as goods will
continue to circulate crodsorder VAT free as currently the case.

Administrative costs of Member Statef’® - Increase

Member States' administrative costs would increase by @&JRillion in the year of
implementation and by EUR3 million annually after the year of implementation.

Compliance coss of businessé$’- Reduction

The average ongoing cost reduction for all businesses would be 5% although thel impact
would vary depending on the entity size and trade profile. For SME Type 1 businesses,
the average ongoing cost reduction would be 3%; for SWBe 2 and for large
businesses it would be 7% In aggregate, this option is estimated to result in a |cost
reduction of EURB18million and EUR952million in the year of implementation and
annually respectively.

Cash flow- Neutral for businesses and Member States

VAT on intraEU purchases of goods continues to be declared and recovered (to the
extent the business is entitled to do so) by businesses in the same VAT return.

Macroeconomic impacti Slightly positive but welbelow other options

198 gee Section 2.4 above: treatmentall-off stock and chain transactions, means of proof of -itda
transport of goods.

Two areas of VAT administration are expected to be impacted: VAT return audit and compliance
checks as a result of (i) a new VAT accounting mechanism and (ii) themaetlfy businesses about

the new policy requirements.

The following aspect is expected to result in a reduction in compliance costs: application of the reverse
charge. Conversely, the following aspect is expected to have an additional cost implatioesses

must update the format of their invoices to state that their supplies are subject to the reverse charge.
111 See Glossary and Anndxfor a description of the classification of business types.

109

110
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The 3year cumulative real EU GDP growth is estimated to be 0.005% higher than the
baseliné* This corresponds to a net impact of EQRbillion in EU GDP.

6. WHAT ARE THE IMPACTS OF THE DIFFERENT POL ICY OPTIONS AND WHO WILL BE
AFFECTED?

6.1. Methodology

A specific study™ has been commissioned to assess the impacts of the implementation
of each of the policy options on tMTIC/VAT fraud, the administrative cost§ and the

cash flowof Member States, and on tlwmpliance costs® and the cashldw of
businessesThe macroeconomic impacts and in particular the effects on macroeconomic
variables such agross domestic product (GDP) are also asseSd®#l.impact of the
policy options from an internal market perspective, in particular the overasistency

in the VAT treatment of domestic and crdssder supplies of goods, is also covered.

A range of methodological tools are used to analyse the various impacts. In particular,
the study relies on primary and secondary data (business survey amekuge tax
experts' survey, Member States' survey and interviews) collected across all 28 EU
Member States to inform the analysis of compliance costs for businesses, administrative
costs of Member States, cash flow impacts on businesses and MemberaSdathe
economic impacts. The data collected has been used to develop useful qualitative
(technical, legislative, etc.) and quantitative insights, and inform also the assumptions
and the parameters in the macro econometric Vector Autoregressive (VAR) usedel

for analysing the economic impacts.

The findings are therefore sensitive to the opinions of a sample of business respondents,
tax officials and tax experts on questions that do not cover every possible element that
might be required in order to fyllassess the implications of the current and proposed
policy options.

A detailed description of the overall methodology, the variety of data collection tools, the
VAR model used, the key assumptions, and the limitations and caveats of the study is
presentd in Annex4.

Finally, the environmental and social impacts of all policy options should be negligible
or even zero and are not therefore covered in the below analysis.

6.2. Analysis of the impacts of each of the options
6.2.1. Baseline

Section2 outlines in detail ta problems and the problem drivers of the baseline. In
summary, the situation is as follows.

112 See Section 6.2.1 Baseline belobaseline forecas based on a-@ear period (2012016).

113
EY, 2015

114 See Glossary for definition.

115 See Glossary for definition. For a description of the classification of the business types (Type 1 SME,
Type 2 SME and Large businesses) for which the assessment id oatrisee Glossary and Anngx
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MTIC fraud - Ranges from EURS5 billion to EUR53 billion annually*®.

Administrative costs of Member State§'” - The monetary value of the labour costs
associated with VAT administration is estimated at approximately EZZ million

in the EU. In addition, Member States' Aabour costs associated with the
administration of VAT (including external consultancy,dyfistems and staff training
costs) are on average EZRmillion per Member State or EURA5million for the
EU.

Cash flow of Member State' - Neutral as VAT on intrdEU purchases of goods
continues to be declared and recovered (to the extent the busieesiied to do so)
by businesses in the same VAT return.

Compliance costs of businessThe intraEU VAT compliance cost of businesses is
estimated to be 0.62% afrnover from intraEU tradé’®. On average, the VAT cost
of compliance per Euro of turnavés 11% higher for intlEU trade as compared
with the corresponding VAT compliance per Euro of turnover for domestic trade.

Cash flow of businessé4’ - Neutral as VAT on intrEU purchases of goods
continues to be declared and recovered (to the extertiusiness is entitled to do so)
by businesses in the same VAT return.

Internal market perspective - Non-equal treatment domestic/crassrder supplies
of goods.

Macroeconomic forecast The EU28 per capita real EU GDP is estimated to grow
at a cumuléve rate of 4.465% over an estimateger period. In absolute terms,
the baseline real EU GDP at 2005 prices in 2013 was ELURS8billion.

Box 7: Cash flow impacts of the different options
Impact on business cash flow
Cash flow implications are likgto occur under some of the policy options.

Under Option 1, the implementation of the aaffi stock simplification across all

Member States may result in a positive cash flow impact for some businesses. This is due

to businesses no longer beingguired to account for VAT on the deemed irita

acquisition and subsequent domestic sale to their customer. Instead, when the gpods are

moved, the customer in the other Member State willasdbss the VAT on their local

116

117
118
119
120
121

Diversion fraud has not been quantified because, as such, it is not the focus of the present impact
assessment (see footnote 66). However, the impact on diversion fraud of the alternative options to the
baseline has bedaken into account because some of these policy options would have implications on
this type of fraud.

See further explanation of labour and flabour administrative costs in Annéx

See further explanations on cash flow impact in box 7 below.

Business survey data, EY, 2015.

See further explanations on cash flow impact in box 7 below.

EY, 2015. The baseline has been calculated foy@aB period (20142016) and the forecast is based

on the VAR model. The estimated baseline forecast of GDRtlgr(4.465%) is not substantially

di fferent from the EC6és spring 2015 forecast whict

20142016 periods.
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VAT return. Under Optior, a $milar impact is expected. However, this particular ¢

ash

flow effect will only impact a small population of businesses since at most 13% of

businesses engage in eaff stock transactions. As a result, the overall effect of the
flow implications undeOption1 and Optiord is assumed to be negligible.

Cash flow implications are however expected under Ofiand Optiorb as these tw(
options will affect all intraEU sales of B2B goods (under these two options the sug
will charge the VAT to higustomer), and not just specific transaction types such as
off stock.

Impact on Member States cash flow

The baseline scenario for Member States is cash flow neutral, on the basis that {
assessed VAT on intBU purchases of goods can be dexdaand recovered (to th
extent the business is entitled to do so) in the same VAT return. This is also the ¢
Option1 and Optiord.

However, as a result of the clearing system to be implemented as part of the OSS

cash

D
plier
call

he self
e
ase for

system

under Optior2 and Optiorb, cash flow has been identified as either a particular cost or

benefit for Member States.
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6.2.2. Option 1: Limited improvement of current rules

Member States
1. No significant changes to the scale of MTIC fraud
2. Limited administrative costs increasealhMember States (around EBBmillion)
3. No cash flow implications
Businesses
4. Compliance costs decrease for all businesses (aroun@.BbiRtion annually)
5. No cash flow impact
6. Nonequal treatment domestic/crogsorder supplies of goods
7. Netincrease of ER0.4 billion in EU GDP over ay8ar period

1. MTIC fraud and other fraud aspects

No significant changes are expected to the scale of MTIC fraud.

Providing evidence of transport for an intElU supply of goods is not designed to combat V
fraud®?> and therefore the proposed legislative changes should not materially positive
negatively impact the current level of fraud carried out through MTIC or divéfSion

2. Administrative costs

In monetary terms, an increase of administrative costs HyR79million in the year of
implementation and by EUBS million annually post implementation is expected across
Member States.

This increase is mainly driven by increased-tadoour costs both in the year of implementatic
(increase by EUBB million) and annually in the years post implementation (increase
EURL2 million) associated with IT systelis

3. Cash Flow of Member States

Cash flow neutrdf®.

4. Compliance costs

The impact of the changes on compliance costs varies dependitigeoantity size and trade
profile of businesses.

122 Although this evidence may have some implications for the perpetrators of diversion $emiiox 9

in Annex 5, Section 5.

Although diversion fraud as such is not the focus of the present impact assessment and as therefore not
been quantified (see footnotes 66 and 116), the likely impact of the different options on this type of
fraud has also be takénto account.

More detailed figures on the changes of administrative costs are available in the specific study EY,
2015 (see in particular table 21 on page 99 of the study).

See box 7 above.

123

124

125
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SME Type Ihe average annual ongoing cost reduction would be 5%.
SME Type Zhe average annual ongoing cost reduction would be 29%.
Large businesst could result in an average annual cost reductidmp to 37%.

Although large VAT compliance costs savings are expected, these will only impact a
number of businesses; an estimate of the maximum percentage of businesses po:
impacted is 13%. In addition, it may result in reduced benefitsase Member States that hayv
already implemented elements of this option. Therefore, for all businesses, the mon
impact of the implementation is estimated to reduce business costs byS5EURIllion in the
year of implementation and by EUR2 million annually after the year of implementatitii

5. Cash flow of businesses

Negligiblé®’.

6. Internal market perspective

Domestic vs crosborder transactions

No equal treatment between domestic and crdssrder supplies of goods as domedigpplies
follow the taxation model while crogsorder supplies follow the reverse charge model.

Overall consistency in the VAT treatment of transactions
Divergent place of supply rules for supplies of goods and supplies of services (less sim

crossborder supplies of goods follow the same reverse charge model astooodsr supplies
of services.

7. Macroeconomic impact

The 3year cumulative @al EU GDP growth is estimated to be 0.004% higher than the bas
This corresponds to a net impact of EQRDbillion in EU GDP.

126 More detailed figures on anticipated net percentage asmetary costs changes expected for each

business type as well as an fAall businesso
particular table 14 on page 82 of the study).
127 See box 7 above.
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6.2.3. Option 2: Taxation following the flow of goods

Member States
1. Reduction of MTIC fraud by EWRbillion
2. Administrative costs increase in all Member States
3. Cash flow benefit for the majority of Member States

Businesses
4. Compliance costs decrease for all businesses (close tb lEliéh), except for SME type
5. Either a cash flow benefit or a cash flow cost depending on trade pattern and filing
deadlines/remittance timeframes
6. Equal treatment domestic/crodsorder supplies of goods
7. Netincrease of EURB.5billion in EU GDP over ay8ar period

1. MTIC fraudand other fraud aspects

Although there will still be an opportunity for MTIC fraud to be perpetrated, it will
significantly reduced in scale. This is because a fraudster who is intent on perpetrating
fraud will only be able to abscond with théAT on the markip (markup is the difference
between the cost of a good and its selling price) on the purchase price of the goods rathe
the VAT on the entire sales value of the goods as is currently possible with the VAT free
border purchasesThis has the effect of significantly reducing the scale of VAT frauc
transaction.

According to estimatéé®and assuming a uniform madip on crossborder goods by businesse
across the EU, the MTIC gap (which ranges from Z8Ubillion to EURS3.2billion™%) will
shrink to an estimated EUR2 billion, a reduction of EURL billion (83%). This is equivalent
4.5% of the total VAT revenues and 0.31% of the GDP in the EU.

These estimated reductions in MTIC fraud are deemed conservative because dhegt (
consider the further reduction in VAT fraud that a less attractive VAT fraud value per u
transaction create$s”.

2. Administrative costs

In monetary terms, an increase of administrative costs by ZE2%illion in the year of
implementation ad by EUR82million annually post implementation is expected across
Member States.

This increase is mainly driven by increased labour costs both in the year of implemer
(increase by EURD1million) and annually in the years posnplementation (increase b
EURL21 million).

128 EY, 2015.
129 See estimates under Section.2.8bove.
130 More detailed figures on the VAT gap for each Member State and the impact that Dpilbhave

on the scale of the reported magnitudes of MTIC fraud are available in the specific study EY, 2015

(see in particular table 33 on page 118 ofdtuely).
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Increase in noflabour costs is mainly driven by IT system cost increases, especially in th
of implementatiort*”.

In addition to these costs, where Member States would be asked to standardize theidefir
of products eligible for reduced VAT rate and to establish a central web portal, an incre
administrative costs by EUR6 million in the year of implementation and by EWEImillion

annually post implementation is expected across all EU MerShaes.

This increase would be mainly driven by increases in labour costs in the year of impleme
and annually in the years post implementation, while the IT system is estimated to hay
biggest noHabour costs impact in the year of implementait2

3. Cash flow of Member Staté¥

Cash flow arising from acquisitions

Where a Member State has a filing period that is less thada4@>*, it will suffer from a cast
flow cost. This is due to businesses that incur VAT on intra EU purchases oftting amount
on their domestic return prior to the Member State receiving this VAT from the OSS cli
systent®>.

Where a Member State has a filing period that is more thama\ss, it will have a cash flo
benefit. This is due to the Member State radeg the VAT due to them from the clearil
system prior to the businesses in their Member State accounting for this on their domesti
return.

Cash flow arising from supplies
As Member States will be holding VAT that they would not under the currdas,rthis will
always result in a cash flow benefit.

Overall impact on Member States

The majority of Member States will have an overall cash flow benefit. As there is li
asymmetry between countries based on trade patterns within the EU, the owaash flow
benefit for Member States arises as a result of either having a filing period that is greate
40days (Member State is in a positive cash flow position in relation to acquisitions) or th
that the cash flow benefit on dispatches (Memb8tates are always in a positive cash fl
position in relation to dispatches) outweighs the cash flow cost incurred on acquisitions.

4. Compliance costs

131 More detailed figures on the changes of administrative costs are available in the specific study EY,

2015 (see in particular table 30 on page 100 of the study).
More detailed figures are available in the specific study EY, 2015 (see in artiable 24 on
pagel02 of the study).

132

133

More detailed figures on the individual and aggregate cash flow impact for each Member State based

on their trade levels with every other Member State are available in the specific study EY, 2015 (see in

particulartable 31 on pagéll of the study).
Refers to the VAT return filing deadline which can vary, depending on the Member State, from
10days to 54lays following the reporting month.

The supplier has 2flays from the end of the period to remit the VATt Tiax Authorities who will
hold the VAT for 20days before remitting it to the Tax Authorities of the Member State of
consumption (i.e., a total of 4ays). See EY, 2015 (@07 to 112) for further details on the
calculation.

134

135
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The impact of the changes on compliance costs varies depending on the entity size an
profile of businesses.

SME Type lthe average annual ongoing cost increase would be 6%.
SME Type 4t could result in an average annual cost reduction of up to 17%.
Large businesst could result in an average annual cost reduction of up to 11%.

Forall businesses, the monetary impact of the implementation is estimated to increase bu
costs by EUB57 million in the year of implementation, but results in a net business decrea
costs by EUB38million annually after the year of implementatit®.

5. Cash flow of businesses

Cash flow implications are expected due to the requirement for businesses to levy and |
VAT on transactions where previously no cash may have been received or paid. Impac!
depend on whether a business is innat payment or a net repayment position in its O

return*®’.

Net payment position on OSS

Where a business is in a net payment position on its OSS return (it receives more VA’
sales of goods to other Member States than it incurs VAT on purchasesod$ gn those
Member States), and it has received payment from its customer, it will benefit from a po
cash flow due to receiving VAT from its customers and holding this VAT until the OS
deadline.

Net repayment position on OSS

Where a businss is in a net repayment position on its OSS return (it incurs more V/
purchases of goods in other Member States than it receives from sales of its goods ir
Member States), the business will experience a negative cash flow position due to paidr
VAT to its supplier and not being able to benefit from an immediate repayment of this
(repayment will take place after OSS filing deadline).

Overall impact on businesses
Businesses are likely to either have a cash flow benefit or cash flowTtistwill depend on the

trade profile of businesses, filing deadlines and, in the case of net repayment tre
remittance timeframes.

6. Internal market perspective

Domestic vs crosborder transactions

Equal treatment between domestic armtossborder supplies of goods as both domestic &
crossborder supplies of goods follow the taxation model.

136 More detailed figures orheé anticipated net percentage and monetary costs changes expected for each
business type as well as an fAall businessdo aggrega
particular table 15 on pa@é of the study).

137 See EY, 2015 (R0 to 93)for further details on calculation.
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Overall consistency in the VAT treatment of transactions

Divergent place of supply rules for supplies of goods and supplies of servicesinipks and
crossborder supplies of goods follow the taxation model while crossder supplies of service
follow the reverse charge modéf.

7. Macroeconomic impact

The 3year cumulative real EU GDP growth is estimated to be 0.157% higher thansilenba
This corresponds to a net impact of ELBRSbillion in EU GDP. It is estimated that EU#llion

of this impact is due to compliance cost reduction, while EBRbillion is due to the reductior
in VAT fraud.

138 However, this model dissimilarity would only be temporary as the taxation model would further
extend to crosborder supplies of servicésee Action Plan.
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6.2.4. Option 4: Alignment with thplace of supply of services

Member States
1. No significant changes to the scale of MTIC fraud with risk of new types of fraud
2. (Limited) administrative costs increase in all Member States (aroun@&kiRion)
3. No cash flow implications

Business
4. Compliance costs decrease for all businesses (close 8. EhlRon)
5. No cash flow impact
6. Nonequal treatment domestic/crodsorder supplies of goods
7. Netincrease of EURbillion in EU GDP over ay8ar period

1. MTIC fraud and other fraud aspects

An increase in the level of fraudulent activity could occur since in addition to the possibi
commit MTIC fraud as under current rules (under Op#orthe customer is still in a position 1
buy goods crosborder VAT free), new fraudulent schemes anade possible. That is becau
the VAT could be se#fssessed in a Member State (payment and immediate deduction of
there) while the goods are effectively used in another Member States (possibly for prival
although VAT has been deducted ad ivere for business purposes). Also, diversion frau
facilitated due to the fact that taxation of the supply is disconnected from the movement o
goods.

The antifraud measures proposed consisting in reporting obligations (obligation to mentiol
location of the goods on the invoice and the recapitulative statement) would help to cot
these forms of fraud but only to the extent that Member States would exchange
information from recapitulative statements submitted by the supplier on a rieaktbasis anc
have the capacity to effectively utilise the data to identify incidences or potential incidenc
fraud.

Therefore, Member States have a reduced ability to identify and reduce the occurren
fraud.

2. Administrative costs

In monetay terms, an increase of administrative costs by BEB®Rmillion in the year of
implementation and by EU8 million annually post implementation is expected across
Member States.

This increase is equally driven by increased labour costsxandbbour costs associated to |
systems in the year of implementation (increase by EUR 50 million). Increase of adminis
costs in the years post implementation is mainly driven first by labour costs (increa
EUR32million) and then noHabour costs associated with IT systems (increase
EUR34 million)***,

139 More detailed figures on the changes of administratogts are available in specific study EY, 2015
(see in particular table 21 on pa@ of the study).
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3. Cash flow of Member States

Neutraf“°.

4. Compliance costs

The impact of the changes on compliance costs varies depending on the entity size ani
profile of businesses.

SME Type lthe average annual ongoing cost reduction would be 5%.

SME Type Zhe average annual ongoing cost reduction would be 20%.

Large businesst could result in an average annual cost reduction of up to 23%.

For all businesses, the monetary iagh of the implementation is estimated to reduce busing

costs by EUR620million in the year of implementation and by ERB90million annually
after the year of year of implementatioft.

5. Cash flow of business$

Negligible.

6. Internal marketperspective

Domestic vs crosborder transactions

No equal treatment between domestic and crdssrder supplies of goods as domestic supp!
follow the taxation model while crodsorder supplies of goods follow the reverse chal
model.

Overallconsistency in the VAT treatment of transactions
The place of supply rules for supplies of goods and for supplies of services are aligned (

as both are at the place of the customer) and both ciogsler supplies of goods and cres
border supplieof services follow the same reverse charge model.

7. Macroeconomic impact

The 3year cumulative real EU GDP growth is estimated to be 0.017% higher than the ba
This corresponds to a net impact of ERJRIlion in EU GDP.

190 See box 7 above.

141 More detailed figures on the anticipated net percentage and monetary costs changes expected for each
business typebusi nveed d06 asg garne glaatld ar e available in
particular table 17 on pa@® of the study).

142 See box 7 above.
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6.2.5. Option 5: Taxatiorfollowing the contractual flow

Member States
1. Reduction of MTIC fraud by EWRbillion with some risk of new types of fraud
2. Administrative costs increase in all Member States
3. Cash flow benefit for the majority of Member States

Business
4. Compliance costs decrease for all businesses (above EUR 1 billion) , except for SM
5. Either a cash flow benefit or a cash flow cost depending on trade pattern and filing
deadlines/remittance timeframes
6. Equal treatment domestic/crodsorder suppliesf goods
7. Netincrease of EURB.5billion in EU GDP over ay8ar period.

1. MTIC fraud and other fraud aspects

Similar impacts to those of Optidhare expected concerning MTIC fraud. However, Offiic
may be susceptible to a different type of frasinilar to that under Optiod. Under Optiord
(like under Optiort) the VAT is chargeable in the Member State where the custom
established. This could increase fraud on the basis that the goods can be shipped to a d
Member State than that wére the customer is established. Therefore, as under Optjathe
customer may use the goods for exempt or private/Aausiness purposes in another Memb
State and incorrectly recover in its Member State of establishment the VAT incurred.

The antifraud measures proposed consisting in reporting obligations (obligations for
customer to report all purchases from nastablished businesses, except those for which
reverse charge is applied) would help to counter these forms of fraud but only toxieste
that Member States would exchange the information on real time and have the capac
effectively utilise the data to identify incidences or potential incidences of fraud.

2. Administrative costs

In monetary terms, an increase of administraticests by EUR30million in the year of
implementation and by EUER36 million annually post implementation is expected across all
Member States.

This increase is mainly driven by increased labour costs in the year of implementation (in
by EUR2 million) but also annually in the years post implementation (increase
EURL73million).

Increase in noflabour costs is mainly driven by IT system cost increases, especially in th
of implementatiort*®

In addition to these costs, where Memb8tates would be asked to standardize the definitic
of products eligible for a reduced VAT rate and to establish a central web portal, an incre

143 More detailed figures on the changes of administrative costs are available in specific study EY, 2015
(see in particular table 27 on pab@b of the study).
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administrative costs by EURS8million in the year of implementation and by EW&RLmillion
annually posimplementation is expected across all EU Member States.

This increase would be mainly driven by increases in labour costs in the year of impleme!
and annually in the years post implementation, while the IT system is estimated to hay
biggest mn-labour costs impact in the year of implementatith

3. Cash flow of Member States

Similar impacts to those of Option 2.

4. Compliance costs

The impact of the changes on compliance costs varies depending on the entity size an
profile ofbusinesses.

SME Type lthe average annual ongoing cost increase would be 5%.
SME Type 4t could result in an average annual cost reduction of up to 17%.
Large businesst could result in an average annual cost reduction of up to 11%.

For allbusinesses, the monetary impact of the implementation is estimated to increase bus
costs by EUR60million in the year of implementation, but results in a net business decrea:
costs by EUR 008 million annually after the year of implementatiti

5. Cash flow of businesses

Similar impacts to those of Optidh

6. Internal market perspective

Domestic vs crosborder transactions

Equal treatment between domestic and crdssrder supplies of goods as both domestic &
crossborder supplieof goods follow the taxation model.

Overall consistency in the VAT treatment of transactions
The place of supply rules for supplies of goods and for supplies of services are aligned (

as both are at the place of the customer) but crbssder supplies of goods follow the taxatio
model while cros$order supplies of services follow the reverse charge métel

7. Macroeconomic impact

144 More detailed figures are available in specific study EY, 2015 (see in particular table 29 d®page
of the study).

145 More detailed figures on the anticipated net percentage and monetary cogisscigpected for each
business type as well as an fAall businessdo aggrega
particular table 18 on page 88 of the study).

146 However, this model dissimilarity would only be temporary as the taxation maded further extent
to crossborder supplies of servicésee Action Plan.
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The 3year cumulative real EU GDP growth is estimated to be 0.158% higher than the ba
This correspond® a net impact of EUR8.5billion in EU GDP. It is estimated that EU#llion

of this impact is due to compliance cost reduction, while EBRbillion is due to the reductior
in VAT fraud.
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7. HOw DO THE OPTIONS COMPARE ?
7.1. Summary assessment of thienpacts
A summary assessment of the options against the baseline is presented below.

The Table6 below gives a summary of the net impacts on Member States and the
impacts on MTIC fraud, administrative costs (in the yieaf implementation and annual
ongong post implementation) and cash flow under each policy option.

Table 6: Summary impacts on Member States in net monetary terms (EUR
147

millions)
- 41,130 - 41,130
Year 1 Implementation -79 -385 -154 -388
Annual ongoing -35 -311 -82 -377
- 2,397 - 2,397
-35 43,216 -82 43,150

Source: Based okt Y, 2015.
7.1.1. Impact on MTIC fraud and on oth&aud aspects

Under Optionl, the proposed legislative changes should not impact the current level of
fraud carried out through MTIC or diversion. Under Optdora new exposure to fraud

may arise. This is due to the fact that the Member Stadesifination of the goods may

be different to the Member State where the VAT is required to be reported. As such,
Member States have a reduced ability to identify and reduce the occurrence of fraud.
Although under Optio2 and Optiorb there will still be a opportunity for MTIC fraud

to be perpetrated, it will be significantly reduced in scale. The magnitude of this
reduction will be influenced by the level of the mank applied by businesses on their
purchases. A notable observation under Odias thatsince the VAT is chargeable in

the Member State where the customer is established, this could (similarly to ©ption
increase fraud on the basis that the goods could be shipped to a different Member State
from where the customer is established.

In the piblic consultatio*’, almost all tax advisors and academics (94%gressedhe

opinion that taxation of B2B intrBU supplie$® would improve fighting fraudwhile
businesses seem to be less persuaded as only 43% of"*5MAEsS 39% of large
businesses agreedtkw this view. This important difference could be explained by the
fact that academics and tax advisors have usually more global approach and a wider
understanding of the key elements of the VAT system as such. In the context of the
proposal on the definite VAT system the understanding of the importance of the self

147
148

A negative figure provided in this table refersatoost increase

The net impact only considers annual ongoing administrative costs hence excludes the year of
implementatio administrative costs.

More detailed information collected during the public consultation on responses provided by identified
groups of stakeholders on fraud aspects can be found in Annex 2 and part 11 of Annex 5 (replies
relevant are under questions, 21, 22 and 37).

This refers to the taxation models under Opfiand Optiorb i see Tablel above.

SMEs are businesses with turnover of 50 million or less, employing less than 250 people.

149

150
151
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policing character of fractioned payments is very relevant for the assessment of the
proposed options. On the other hand it should be pointed out that businesses are open to
changes but at theame time they are more cautious in respect of possible additional
costs that could be generated in this respect.

Further it is worth to note that over 74%of the respondents agreed that the current
system is not sufficiently resistant to VAT fraud witlire EU.

In addition, the reverse charge mechanism as applied currently was recognised by 67% of
all the stakeholders (within the group this position was held by 64% of SMEs and by
68% of larger business) as an effective, but rather costly measure todight

7.1.2. Impact on administrative costs

Option 1 has the lowest cost impact from a VAT administration perspective in the year of
implementation and annually post implementation. This may be due to the fact that some
Member States have already implementedneints of this option. With regards to labour
costs, under OptioB, Option4 and Optiorb, some additional FT£® requirements are
expected in the year of implementation. However, only O@ievould require notable
additional FTEs in the years post implertsion. With regards to nelabour costs, the
implementation of IT systems is associated with the most significant cost increase
expectations under Optid) Option4 and Optiors™*.

7.1.3. Impact on cash flow of Member States

For Optionl and Optiort there shold be no material impact on cash flow of Member
States. Optio2 and Optiorb will result in the majority of Member States having a cash
flow benefit. This is due to Member States receiving and holding VAT for a period of
time before businesses in theicéd Member State seek to recover the VAT on their
domestic VAT return.

7.1.4. Impact on compliance costs

Table7 below presents a summary of the impacts on compliance costs of businesses
(both as percentage change and as change in monetary terms, in compdrésmiirie)

under each policy option for each type of business (SME TypME Type2 and Large
Business) as well as for an 'all businesses' aggregate.

Table 7: Summary impacts on compliance costs of busines$gs

Yearl Ongoing Yearl Ongoing Yearl Ongoing Yearl Ongoing

152 Replies "strongly agree or agree" to Question "do yoeethat the current taxation system is not

sufficiently resistant to VAT fraud within the EU": 67%the whole business, 79%SMEs, 64%i

large businesses , 68Pobusiness associations, tax advisors and acadén8d8o, members of the
publici 100% and @0%7 public authority.

See Glossary.

Information received come from the EY study. Feedback received via the public consultation is not
sufficiently representative.

A negative figure provided in this table refers twoat reduction.

The overall isiness impact is calculated as weighted average of SME Type 1 (39.8%), SME Type 2
(18.3%) and Large Business (41.9%) in the EU in 2013. The percentage of businesses in the EU in
terms of gross value added (GVA) is reported in brackets. Source: Euroséaprise and Industry.
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-4% -5% -36% -29% -40% -37% -25% -23%

15% 6% -1% -17% -5% -11% 3% -5%
-4% -5% -20% -20% -23% -23% -15% -15%
14% 5% -1% -17% -4% -11% 3% -6%
-36 -46 -151 -121 -383 -355 -571 -522
1,051 420 -225 -548 -369 -811 457 -938
-280 -350 -644 -644 -1,696 -1,696 -2,620 -2,690
981 350 -225 -548 -295 -811 460 -1,008

Source: EY, 2015.

As the above Tablé shows, Optionl is estimated to result, in percentage terms, in the
largest VAT compliance cost savings for all types of businesses analysed and for all
businesses. However, this optiovill only impact a limited number of businesses:
approximately 13% of the business community would benefit which is also likely to be
an over representatitfl. Therefore, the positive monetary impact of this option is
significantly less than the other amtis. Optio4 is estimated to generate in monetary
terms the highest compliance cost reductions for all types of businesses analysed. A
notable observation is that the implementation of the OSS under @pgind Optiorb

could result in cost increases ME Typel businesses in the year of implementation
and annually post implementation. However, with respect to SME Zyged large
businesses cost reductions are expected in the year of implementation as well as on an
ongoing basis.

Feedback from the opepublic consultatiofi® showed that for 47% of the stakeholders

the change that would introduce only one taxed transactismuld reduce business
compliance costs whereas for 16% such costs would increase. Others believed that they
will not be affected (17% or had no opinion on this question (19%). The above
information should be read together with the reply indicating that more than 89% of the
respondents confirmed that businesses are confronted with some or many additional
compliance costs linked with thapplication of the current VAT rules to intE2J
supplies of goods in comparison with the domestic supplies. None of the respondents
replied that there are no additional compliance costs for the current situation. It is worth
to note that more than 79% tife stakeholders believe that because of the additional
compliance costs linked with VAT rules small companies do not engage inbonakes
supplies.

57 The implementation of this option would only affect approximately 13% of businesses across EU. The

estimates in the table are not adjusted for this.

The cost impact reported in the table reflects the fact that only 13% of §sesnbenefit from the
implementation of this option.

The percentage of businesses operating as-Rémident Traders (NRTS) has been used as a
reasonable proxy to use as an indicator of the percentage of businesses that undeuéike call
consignment ochain transactions. This is on the basis that NRTs may be operating in another Member
State because of such transactions. Analysis of NRT data produces a proxy estimate of 13% of
businesses engaged in these transaction types within the EU. However liltgly ito be an over
estimate as there are likely to be a number of other reasons as to why an NRT is operating in other
Member States.

More detailed information collected during the public consultation on responses provided by identified
groups of stkeholders on business's compliance costs can be found in Annex 2 and part 11 of Annex 5
(replies relevant are under questions 17, 19, 35, 39, 43 and 44).

This concerns all options except Option 1.
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80% of the stakeholders supported the extension of the OSS which would remove the
obligation from the bsiness to register in Member States in which it is not established
and in this way reducing the compliance costs.

31% of the stakeholders believed that the introduction of the CTP would reduce the
compliance costs of the suppliers while 45% indicated padential increase.

Further it is important to note that the final assessment of the level of compliance costs
linked with the CTP measure highly depend on whether the criteria to apply it would not
be too burdensom®. 44% of the stakeholders would wish request for such a status
only if its application would not be too burdensome in practice. Only 8% would apply
regardless of the level of difficulty linked with the requirements.

The feedback received from some business stakeholders via the REFITnPItdar
Annex 2), shows nevertheless support to meagarescorrect VAT collection based on

the concept of CTP (provided that the criteria used to define a CTP are easy and that
information on CTPs is accessible to businessetineh and an extended OS&s
provided for under Option 2.

7.1.5. Impact on cash flow of businesses

There should be no significant impact upon cash flow of businesses under Datidn
Option4. Under Optior2 and Optiorb, businesses are likely to either have a cash flow
benefit or a ash flow cost. This will depend on the trade profile of businesses, filing
deadlines and, in the case of net repayment traders, remittance timeframes. Where there
is a cash flow cost, it is expected that this will be offset by the compliance cost savings
the business would enjoy as a result of the implementation of these options.

In respect of the possible impacts on the cash flow, the stakeholders in the public
consultation®® had a visible preference for the customer being liable for VAT 56% in
comparison \th the supplieri 25%. Further, in the context of the cash flow the
stakeholders had a strong preferen@8% - for including in the OSS the possibility to
deduct the input VAT.

7.1.6. Internal market perspective

For over 50% of the respondents of the publiostdtatiort® the fact that domestic and
intrac.EU supplies of goods are currently treated differently for VAT purposes can be

182 1t is however important to note that the grantingtbg Member States of the CTP status to their
businesses overall equates in maintaining the current reverse charge in place, therefore limiting the
amounts of VAT being collected by other Member States. This means that the CTP status should in
practice onlybe denied in very limited cases, i.e. when there is a risk that their businesses would
commit fraud or be involved in a fraudulent scheme. The certification would be open to all businesses
(except those specifically excluded) and the implementation afritegia for its granting would need

to be proportionate to also encompass smaller businesses. The process of certification remains optional
for businesses.

More detailed information collected during the public consultation on responses providedthiedle

groups of stakeholders on cash flow of business costs can be found in Annex 2 and part 11 of Annex 5
(replies relevant are under questions 34 and 40).

More detailed information collected during the public consultation on responses providedtifiei

groups of stakeholders on internal market perspective can be found in Annex 2 and part 11 of Annex 5
(replies relevant are under question 15).
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discouraging when making a decision about clomsler supplies which hampers the
functioning of the internal market.

Although the pecific legislative issues identified for the current transitional VAT
system® are adequately addressed by Optidfi, Option2, Option4 and Optiorb, only
Option2 and Optiorb would ensure equal treatment between domestic and lwoodsr
supplies of gods. In addition, under these two options, the single VAT registration
through the OSS allows simplification for businesses as they would only have to comply
with the VAT obligations (reporting, payment and deduction of VAT, including VAT
due and incurredn other Member States) in the Member State in which they are
established. This means that the tax administration of that Member State will also be their
main contact point for practical issues (seeking information, etc.) and for audit purposes.

7.1.7. Macroe®nomic impact

Figure 3below represents a summary of the estimated net impact of each policy option
on the 3year cumulative real GDP growth, distinguishing between impact due to the
effect of the compliance costs reduction and the effect of fraud reductio

Figure 3: Differences of the EU 3year cumulative per capita real GDP growth from
the baseline under each policy option

0.18%
0.16%
0.14%
0.12%
0.10%
0.08%
0.06%
0.04%
0.02%

Option 1 Option 2a Option 3 Option 4 Option 5a

0.00% —_—

m Effect of compliance cost reduction m Effect of fraud reduction

Source: EY, 2015.

As illustrated in Figur& above, on the basis that Optibrand Optiort would reduce
compliance costs but thttere will be no material reduction in the level of MTIC fraud,

the economic analysis shows that these options would have a relatively small but positive
effect on the EU economy. On the basis that Oftiand Optiorb assume a reduction in

VAT fraudinaldi ti on to businessesd6 compliance
shows that these options would create a further boost to the EU economy. Either of these
two options is expected to increase EU GDP by BBFbillion over a 3year period,
compared tahe current situation.

185 VAT identification number (legal value for int#BU exemption, multiple VAT registrations), VAT
treatnent of consignment/cabff stock arrangements and chain transactions, evidence of transport
required to exempt B2B intBU supplies of goods.

186 See footnote 97 (some additional simplifications envisaged initially could not be proposed due to the
lack of consensus of expert stakeholders and Member States).
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However, it must be emphasised that the favourable economic forecasts of 2gtidn
Option 5 are primarily due to the assumption that the expected additional VAT revenues
from a reduction in the scale of VAT fraud are used to fuMRAT rate reduction. When

the implication of the fraud reduction on the economic outcome is disregarded, B)ption
Option4 and Optiorb are estimated to generate similar impacts on real EU GDP (about
EUR 2 billion)*®”.

7.2. Overall feedback of stakeholders onhe options

Taking together the feedback received from stakeholders through the different
channel¥® Option 1 appears to be the preferred option of both businesses and Member
States. The reason is that Option 1 does not imply fundamental changes to éhée curr
transitional VAT system and as such is considered by both as a reasonable means to
settle, at least in the short term, the most "easy" problems (reason why it is referred to
these improvements as "quick fixes"). However, apart from Option 1, and asedan
reaching option, Option 4 is the preferred option of businesses because it is more close to
the treatment of services. However, Option 4 is not acceptable for the Member States
because it does not solve the MTIC fraud problem and because theapHgsicof the

goods is not followed anymore. Option 2 is, among those which solve the fraud problem
(Option 2 and Option 5) the preferred one of Member States because it allows following
the flow of the goods and therefore ensures better control ofit&attions.

7.3. Comparison of options

The following comparison assesses the options against the following criteria
effectiveness, efficiency and coherenres defined below.

Options are compared to the baseline (0) by rating them as neutral/no signii@age c
(0), slightly positive (+), positive (++), very positive (+++), slightly negatiyer(egative
(--) and very negative{).

7.3.1. Comparison of effectiveness

As far aseffectivenesss concerned, Table 8 below assesses how the options achieve the
two objectives.

1) Making the EU VAT system more robust The rating takes into account
whether and to what extent current MTIC fraud can be reduced. It also takes into
account whether occurrence of a new type of fraud is likely to happen under each
option and to whiaextent additional anfraud measures could eventually counter
such new types of fraud.

2) Making the EU VAT system simpler. The rating looks at whether and to what
extent current burden of obligations is reduced and to what extent new obligations
are likdy to contribute to further reducing compliance costs for businesses while

87 To note that the economic impact estimated is considered to be conservative as compliance cost

savings and the reduction in VAT fraud could well be higher; this is because the compliance cost
estimatesdo not consider further cost savings that may occur in subsequent years due to increased
compliance efficiencies while the VAT fraud reduction estimates do not include reduction in diversion
fraud.

188 Open public consultation, REFIT Platform, spontaneous contributions, work in the VEG and GFV,
Fiscalis seminar, business and Member States surveys, Council (see Annex 2).
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maintaining administrative costs for Member States at an acceptable level. The
rating also takes into account the simplicity and level of harmonisation of EU
rules with the aim toresure better compliance by business and legal certainty to
the benefit of both businesses and Member States. Moreover, it takes into account
whether and to what extent the VAT treatment of domestic and-bovdsr
transactions in goods are aligned.

7.3.2. Compaison of efficiency

As far asefficiencyis concerned, Tabl@ below assesses the costs and benefits to both
Member States and businesses. It takes into account the implementation costs of the
policy options and their egoing costs expected for Member t8saand businesses. It
looks in particular to the benefits in terms of VAT receipts for the Member States
(including cash flow) and how the variation in compliance costs for businesses and the
variation of VAT revenues for Member States (including adnrimiise costs) would
translate into the economy.

7.3.3. Comparison of coherence

As far ascoherenceis concerned, Tablg below assesses how the options fit with the
previous legislative proposal oncemmercé®® and with future legislative proposals
announced in & VAT Action Plan as regards VAT rates, the VAT package for SMEs
and administrative cooperation.

1) As regard previous legislative proposals, for the record, the receommmerce
proposal includes simplifications such as the extension of the use of the MOSS
(introduced in 2015 to deal with B2C transactions on ebmsder electronic
services) to all crossorder B2C ecommerce supplies. While thecemmerce
proposal focusses on B2C transactions, the rating takes into account whether the
options for reformingcrossborder B2B transactions are coherent with and to what
extend build on the existing simplification provided under the MOSS.

2) As regards future legislative proposals, the rating takes into account the following
considerations:

1 Rates whether the opdn for reform is compatible with more flexibility to be
given to the Member States in setting their VAT rates. It takes into account the
impact that such flexibility might have on compliance to business and the extent
to which simplification measures (e./AT due by the CTP customer,
standardisation of definitions of VAT rates rules) would facilitate the application
of possible more divergent VAT rates rules;

1 SMEs package whether some aspects of the option could negatively impact
crossborder trade foSMEs and to what extend this can/would be addressed by
the targeted proposal on SMEs;

1 Administrative cooperation: how each option is capable of taking stock of
improvements envisaged at the level of exchange of information (quality and
speed of exchangd mformation) and cooperation between the Member States.

189 CcoM(2016) 757 finall.
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To what extent technological developments (OSS, CTP concept) under certain
options would build on current MOSS and VIES systems.

75



Table 8: Summary analysis of impacts

Keyimpacts Option 1 [ Option 2 Opt|0n4 Option 5
1- Effectiveness ++ ++++++ 44+

Making the EU VAT 0 0 +++ == ++
system more robust

Making the EU VAT 0 ++ #4470 — AR T2
system simpler

2- Efficiency 0 + ++++++++ + bttt

MTIC fraud/fraud 0 0 +++ - +++
reduction

Administrative costs 0 - -- - -
Cash flow 0 0 +++ 0 +++
Compliance costs 0 + ++ +++ ++
CaSh ﬂOW 0 0 + Oor- 0 + or-

B0 0 O ¢

G Coherence 0 0 ++++++ +++++ +++++

E-commerce proposa, 0 0 +++ +++ +++

Future initiatives 0 0 +++ ++ ++
(rates, SMEs,

Administrative

cooperation)

7.4. Identification of the preferred option: Option 2 (combined with Option 1)
7.4.1. Option 2 and final target

The analysis above indicates that Optrand Optiorb are the options that can best
address altogether the specific objectives of making the EU VAT system more robust and
simpler. By reestablishing the fractionated payments system in dyosder suppliesfo
goods, their collection model based on the "taxation model" remedies the great flaw of
the transitional arrangements that leads to MTIC fr&uhd to complexity/>. In doing

170 An extra point is given foproviding a level playing fiel for businesses
71 An extra point is given foproviding a level playing field for businesses
172 Because they allow VATree crossborder purchases.
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so they also fulfil the key objective of providing a level playing field for esses as

both Option2 and Optiorb ensure that crodsorder supplies of goods are taxed within

the EU in the same way as domestic supplies. In addition, they could both further extend
the taxation model to all cros®rder B2B supplies in goods (and tHere extend to

B2B supplies of goods made to CTPs) and ebmssler supplies of services. This would
then make the VAT system for intE8U transactions fully coherent.

Option2 and Optiorb would broadly provide comparable effects. However, Ofion
appeas to score slightly better in terms of administrative costs for the Member States and
with respect to making the VAT system more robust (conversely, Optappears to
score slightly better in terms of compliance costs for business but includes a risk of
developing new types of fraud) as it allows continuing to follow the flow of the goods.
As such an approach is prioritised by most Member Sf4t&ption 2 has been retained

as the preferred option for reform.

Option2 allows for a gradual implementatidnof the taxation model to all supplies of
goods and services, being it domestic or clmssler. By providing, as a first legislative

step, that the taxation model would only apply to clussler B2B supplies of goods

made to nofCTPs, it ensures a smabotransition for businesses and Member States. It
would allow testing the functioning of the OSS before its further extension. Only where
all necessary conditions would be met (i.e. Member States and businesses are legally and
technically ready for it) wdd the second legislative step extend the taxation model to all
businesses and to supplies of services so that the definitive system is fully implemented.
It is to note that the changes envisaged under the second legislative step are not covered
by Option2 as described and analysed in this impact assessment.

7.4.2. A staggered and balanced implementation: combining Ogtiand Optior2

The implementation by the Member States of a proposal based on @pitictuding its
negotiation in Council, is expected tequire several years. Therefore, it would make
sense to meet the request of Member States and businesses by also including in that
proposal swift improvements to the current system ("quick fixes") as a short term
measure. The right balance would therefoomsist in combining in one proposal the
benefits of two options:

1 Option 2 as the preferred option for implementing the definitive VAT system (of
which the entry into force of the different elements would be gradual);

1 Option 1 allowing in the short termwift and limited improvements to the
current transitional VAT system.

Improvements such as those contained under Oftiare realistic as the concrete
solutions it includes result from long discussions with the stakehdfger in line with

the contibutions received through the REFIT platform (particularly relevant in this
respect are submissions XVIIl.2.a, and XVIII.7’4) and should therefore easily get
consensus. The entry into force of these improvements at an earlier date would already be

173
174

Because of additional and divergent obligations imposed on businesses tradifigpiess

See Sectiort of Annex 1 on the selection of options and Vienna Fiscalis results and Section 9 of
Annex 5.

The VAT Action Plan announced a gradual tstep reform of the current transitional VAT system.

See Section 4 of Annex 1 for the work carried out by the GR&/VEG and ofpurpose sugroups.

See Section 5 of Annex 2
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benefcial for both Member States and business in the meantime the first step of the
definitive VAT system is put in place. With limited administrative cttsMember

States would gain legal certainty as regards the VAT treatment offbtransactions

in goods. Although Optiorl is not expected to have a significant impact on tax revenues,
as it does not address the endemic weakness of the current transitional VAT system
leading to MTIC fraud, it would however contribute to enhancing the quality of
informationexchanged between the Member States. Further, it is expected to bring some
simplifications which should reduce compliance costs at least for some businesses.

The implementation of Optioh should further not be seen as an additional layer but as
complematary to Optior2. Indeed, the simplifications envisaged under Optievould

be based on the new concept of CTP. The introduction of this concept and the
simplifications linked to it are in line with the request formulated by stakeholders (see
Sections 2and 6 of AnnexX and the REFIT initiatives reported in the same annex
Section 5) to limit burden on compliant businesses. It would further allow testing the
process of certification by the Member States and also its practical functioning and
scope. On thlE basis adjustments might still be done if needed before the implementation
of Option 2.

In order to ensure a smooth transition for business and allow all Member States to reach
higher levels of cooperation and administrative capacity, a staggeréemeation
(divided into two suksteps) of the first legislative stép is therefore envisaged as
follows.

The substep 1 will consist of a first Directive and two Regulations. In the Directive the
legal cornerstones of the definitive VAT system (cormerss of the preferred Option 2)
are introduced together with the shtatm improvements to the current transitional VAT
system ("quick fixes") requested by the Member States (Opjiomhis first Directive
therefore comprises the following elements:

Comerstones of Option 2:

1 Modification of Articles402 to 404 of the VAT DirectiV€®. The new wording of
these articles would state, in connection with the definitive VAT system, the
following:

(i) the definitive VAT system will be based on the principle of taxaof the intra
EU supplies in the Member State of destination;

(i) the supplier will be liable to VAT unless the customer is a CTP, since in this later
case the customer would be liable to VAT,

(i) where the supplier is not established in the Member Statestihdi&on he will
declare the VAT through the OSS;

(iv)the OSS will allow not only declaratiggayment of the VAT due but also
deduction of input VAT.

178 As previously mentioned, Option 1 is reported to have the lowest costs of administration, as this has

the lowest cost of implementation.
179 See Section 1.1.
180 Article 402 currently statethat the definitive VAT arrangements will be based in the principle of
taxation in the Member State of origin.
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Option 1:

Legal value of the VAT identification number of the customer;

Concept of Certified taxablegerson (CTP);

Special scheme for catiff stocks arrangements between CTPs;

Har moni sation and simplification of the
CTPs are involved;

1 Simplification where CTPs are involved of the rules as regards the evidepoz/ée

the transport of goods to another Member State.

= =4 =4 =4

The substep 2 will consist of a second Directive (which will be likely accompanied by
an Implementing Regulation), currently scheduled for adoption by the Commission in
2018 but with a later entrynio force (2022). There the detailed implementing rules
related to the following issues would be addressed (remaining elements of Option 2):

1 Place of taxation in the Member State of arrival and single supply (abolition of the
intra-EU acquisition concept);

Taxation of intraEU supplies (with reverse charge if the customer is a CTP);
Technical functioning of the OSS and extension of the OSS forestablished
taxable persons;

1 Abolition of recapitulative statements.

il
il

7.5. Subsidiarity of the preferred option

The preferred Optior2 is considered to be consistent with the principle of subsidiarity as
the main problems which have been identified (MTIC fraud leading to lost VAT
revenues, complexity leading to high compliance costs) are triggered by the rules of the
existing VAT Directive. Given that VAT is an Edarmonised tax, Member States are
currently not allowed by themselves to set different rules and therefore any further
improvements require a proposal by the Commission to amend the VAT Directive.
Therefore Opbn 2 will clearly offer value over and above what can be achieved at
Member State level.

The same is valid for the combined implementation with OgtioAlthough some
improvements could already be introduced by the Member States by themselves without
a reed for an EU action the fact is that even where this has been done in some Member
States, the measures differ from one Member State to another. Without mandatory and
uniform improvements (contrary to what would be the case with the implementation of
Option 1) complexity and legal uncertainty would not be solved.

7.6. Proportionality of the preferred option

The preferred OptioB is considered to be consistent with the principle of proportionality
i.e. it does not go beyond what is necessary to meet the obgedctivthe Treaties, in
particular the smooth functioning of the internal market.

1. There is an overall positive impact on the revenues for EU Member States through a
reduction in the VAT fraud and a positive cash flow impact which together more than
compenste administrative costs changes.
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2. There is equal treatment between domestic transactions in goods anBUntra
transactions in goods (in a second legislative step, there will be also equal treatment
with transactions in services).

3. The main legislative issseleading to complexity of the current transitional VAT
system are addressed.

4. There is an overall reduction in compliance costs to busir&sses

The CTP status will be open to all businesses (including the smallest oneap start

businessé&) but will reman optional for them. The certification would allow

businesses to maintain existing arrangements until the implementation of the second
step of the definitive VAT system. In the short term, it provides simplification for
businesses (see Optitnbelow). One granted by a Member State, the CTP status
will be valid in all EU Member States.

6. The OSS would build upon the existing MG%Sand therefore will be integrated
into the web portal of each business' tax administration.

o

Prior implementation of Option 1 &so consistent with the principle of subsidiarity as it
provides Member States and business with limited but nevertheless quick solutions for
the most straightforward problems. It maps out the way to the implementation of
Option2 as simplification ruleswould be linked to the new concept of CTP, a
cornerstone under Optich

1. Member States have more legal certainty with respect to the current exemption of
intraaEU supplies of goods. Exchange of information between Member States about
goods circulating acss the EU is improved.

2. Certain businesses will benefit from simplification measures once they will be
recognised as CTP. Such certification could already be requested by all business (and
be granted by Member States) so that they would be ready ®p&on2 is
implemented.

3. Administrative costs for Member States are relatively small due to low cost of
implementation and compliance costs reduction is expected for all businesses
(although it will only be of benefit of a maximum of 13% of the businegsijation
due to the limited scope of the simplification envisaged).

As outlined in SectioR.7, a soft law approach, such as a Member State volunteering to
introduce new antfraud measures or further simplification rules, is either not feasible or
wouldlead to an even more fragmented VAT system.

As with the subsidiarity test, it is not possible for Member States to address the problems
and problem drivers without a proposal to amend the VAT Directive.

7.7. Impact on SMEs

The initiative is not specifically tgeted to SMEs as it does not foresee a preferential
VAT treatment for SMEs. It addresses the problems of fraud and complexity of the
current transitional VAT system and related compliance costs for all businesses.

181 See however next Secti@n7 on SMESs.

82 To note that businesses that are exempt from charging VAT (e.g. charities, financial institutions),
businesses that have opted for certain special VAT schemes (e.g. farmers, small enterprises) and non
taxable legal persons (e.g. public bodies acting as such) are excluded because they do not have the
obligation to declare VAT.

183 MOSS is soon expected to Werther extended (see proposal COM(2016) 757 final currently in
negations in Council).
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Simplifications such as the use of the O8Xhose linked to the granting of the CTP
status, including the granting of such status, would also be available to SMEs.

In this context, it is however important to underline that SMEs, which currently benefit
from the VAT exemption scheme for smaltterprises (see Chapter | of Title XIlI of the
VAT Directive which encompasses Articl282 to 294 of the VAT Directive) will
continue to be exempt. Concerning their iffftd acquisitions of goods, they would no
longer have to report them as their suppliemild instead charge and be liable for the
payment of VAT in the Member State of arrival of the goods (see more details in
Annex3). As for their intraEU supplies of goods the new rules would theoretically
imply the need for SMEs to charge to their custsrthe VAT in the Member State of
destination®. However, the Commission will in parallel come forward with a proposal
in the form of a comprehensive VAT simplification package for small enterprises which,
inter alia, will address this probléfii

The impat of the various options on smaller businesses has nevertheless been taken into
account through the definition of two specific categories, to take account of differences
in the extent to which SMEs engage already in iftthtrade and have to deal with VAT
obligations in other Member States: SME Tylpand SME Typ&'®°,

The benefits/costs of the preferred Optibto both types of SMEs can be summarized as
follows:

1. The extended use of the OSS could result in cost increases for SME Tiypke
year of implenentation and annually post implementation. However, with respect to
SME Type2, costs saving are expected in the year of implementation as well as on an
ongoing basis.

2. The main legislative issues linked to the complexity of the current transitional VAT
system are addressed and would benefit to both categories of business.

As regards Option 1, the reduction in compliance costs is expected to benefit all
businesses, thus including SME Typand SME Typ& as confirmed by the stulfy,.
However, as already meoned, the maximum percentage of businesses positively
impacted would be 13%.

8. HOw wOULD ACTUAL IMPA CTS BE MONITORED AND EVALUATED ?

8.1. Indicators for monitoring and evaluation

In line with the VAT Action Plan and following, inter alia, the views of stakedsld
from the VEG, the definitive VAT system for intaJ trade is to be introduced

184
185
186

See further explanation in Annex 3.

See Sectiod.1 above.

Both SME Type 1 and Type 2 are businesses with a turnover of less than EUR 50 million and having
lessthan 250 employee&rom a crosshorder trade perspective whilst SME Type 1has a single

VAT registration only in its Member State of establishment, engages predominantly in domestic trade
and has begun trading outside its Member St&8ME Type 2 has VATregistrations in up to 6
Member States and is engaged in both domestic and-kdrarade. See Sectio? in Annex 4 for

further explanation on the definition of these business categories.

187 See information reported in Section 3 of Annex 2.
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progressively via two main legislative st&fslt is recalled that the initiative that is here
being assessed only covers the first legislative step.

The results of thenonitoring will be used as a basis for deciding on the feasibility and
timing of the second legislative step which would imply the extension of the system to all
B2B supplies in goods (no distinction any more between CTP and€€hBncustomers)

as well ago supplies of services.

Table 9 below gives an overview of the main policy objectives, the indicators to measure
whether they will be achieved, the tool for measuring these and the operational
objectives. A specific indicator meant to evaluate the pagenplementation and the
readiness for the second legislative step is provided.

Table 9: Monitoring and evaluation framework

Objectives Indicator Measurement tool Operational
objectives
To make the EU VAT MTIC fraud EU VAT gap study and | Very substantial decreag
system more robust VAT gap possibly other studies | of MTIC fraud
Target: 80% decrease a
EU level

Positive trend inVAT
gap

Target: EU average
lower than 14%

Administrative Data provided by the Stabilisation of increase
costs for tax Member States in administrative costs
administrations through improved

efficiency in monitoring
VAT compliance
Target: At least EUR
40 billion net positive
impact on EU VAT

revenues
To make the EU VAT Compliance costs | Study to estimate the Reduction of
systemsimpler for businesses compliance costs compliance costs in
crossborder trade
Data and feedback Target: Reduction by 59
provided by the businesg (all businessé&’)
(VEG)
To provide a level Compliance costs | Study to estimate the Substantial reduction of
playing field for for businesses compliance costs compliance costs in
businesses crossborder trade
Data and feedback Target: Compliance cost
provided by the businesy gap domestic/cross
(VEG) border below 11% and

gradually close to zero.

Implementation process

188 See Sectiof.4 on identification of the preferred option.

189 For SMEs, compliance costs reduction will be monitored in the framework of the structures and
according to the criteria to be put in place in the upcoming SMEs VAT package proposal (see Section
1.1 above).
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The flow of VAT Real time reports in OSY Correct redistribution of
revenues through VAT revenues between
the OSS Member States

The number of Data providedy the
taxable persons Member States
recognised as CTP

8.2. Monitoring structures

The VAT Committee, an advisory committee on VAT issues in which representatives of
all Member States participate and which is chaired by Conwnissfficials from

DG TAXUD, will monitor the implementation of the definitive VAT system for inEd

trade and discuss and clarify possible interpretation issues between Member States
regarding the new legislation. It is also envisaged that the Standingniftee on
Administrative Cooperation (SCAC) will deal with all possible issues regarding
administrative cebperation between Member States resulting from the new rules on the
taxation of intraEU trade. In case new legislative developments are reqtived;FV

and the VEG might be further consulted.

8.3. Evaluation

Member States and the Commission shall examine and evaluate the functioning of the
definitive VAT system provided for in the new legislation. To that purpose, Member
States shall communicate to t@®mmission any relevant information as regards the
level and the evolution of the administrative costs, MTIC fraud and number of businesses
recognised as CTPs necessary for the evaluation of the effectiveness, efficiency,
coherence with other intervent®mwith similar objectives, and continued relevance of
the new legislationThe evaluation should also seek to collect input from all relevant
business stakeholders as regards the level and the evolution of their compliancéhepsts.
Commission will prepa a retrospective evaluation of the functioning of the new
legislation five years after its entry into force.
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ANNEX 1: PROCEDURAL INFORMATIO N
1. Agenda planning and Wak Programme References
The proposal for a definitive VAT system is linked to the VAT Action Plan.

TAXUD is the lead DG for this initiative. The Agenda Planning Reference is
[201Z£AXUD/OO6]. The Inception Impact Assessment was published on 22 December
20167,

2. Inter -Service Steering Group (ISSG)

The meetings of the Int&ervice Steering Group have taken place on 5 December 2016,

6 April 2017, 14June 2017 and 27 July 2017. The following Director&eserals (DG)

and services were part of the group: 8tamiatGeneral, Legal Service, DG Agriculture

and Rural Development, DG Budget, DG Competition, DG Communications Networks,
Content and Technology, DG Environment, DG Energy, DG Justice and Consumers, DG
Financial Stability, Financial Services and Capitrkets Union, DG Internal Market,
Industry, Entrepreneurship and SMEs, and Europeanatid Office. The feedback
received from these directorates and services has been taken into account in the final
public consultation document.

It has to be notedhat the ISSG as such had beenugeback in 2010 and had been
consulted on all the main issues relating to the reform of the VAT system (Green Paper
on the future of VAT, EY study (2015) on implementing the destination principle, Action
Plan).

3. Consultation of the Regulatory Scrutiny Board (RSB)

The Regulatory Scrutiny Board was consulted on 12 July 2017. On 14 July 2017, the
Board gave a positive opinion on the report. The recommendations made by the Board to
further improve the report were taken intzaunt. The main changes introduced concern
the following aspects:

1 Under the policy context (Section 1), clarification on the-st&p approach to the
initiative and its rationale is provided. The interrelations and sequencing of the
initiative with recentproposals and upcoming VAT proposals on rates, SMEs and
administrative cooperation is explained.

1 Expected evolution of the baseline as well as risks are further described under the
"dynamic baseline" (Section 2.7). Under the options section (Sectionh®), t
components of the baseline are further explained, with specific clarification on its
scope in relation to recent and upcoming proposals. Options are streamlined and
differences between them are better described and illustrated (Section 5 and Annex 5,
Section 10).

1 The concept of Certified Taxable Person and its application in practice is explained in
more details (Box 4). Clarification is given on the eligibility of this concept under the
various policy options.

1 The REFIT dimension of the analysis is strengthened by making more explicit
reference to the feedback received from stakeholders under the problem definition,

199 http://ec.europa.eu/smartgulation/roadmaps/docs/2017_taxud_006_taxud_definitive_vat_en.pdf
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the selection of options and the impacts sections. Annex 2 on stakeholders
consultation is furthestrengthened with detailed analysis of feedback received from
the REFIT Platform.

Other specific changes were also made in the report in order to take account of more
technical recommendations made by the Board.

4. The Group on the Future of VAT (GFV) and the VAT expert Group (VEG)

Following the publication of the 2011 Communication on the Future of VAT, the
Commission started idepth technical discussions with Member States in the *&FV

and stakeholders in the VE® A total of 12 meeting®f the GFV and 14 meeting®f

the VEGtook place to discuss different issues related tgptssible ways to implement

the destination principle in intBU trade of goods, in particular in the process of
identifying the possible options and the criteria for theuralgative assessment,
examining how they work, their pros and cons. Both groups had several occasions to
comment on the findings of the various studies discussed and presented to the groups
which served to feed the debate on possible options (see S&etiohAnnex 6).

A Fiscalis seminamwas organised in June 2015 in Vienna which brought together both
the GFV and VEG to discuss the results of the EY's studyinglementing the
destination principle to intr&U B2B supplies of goods$n addition, both ta GFV and

the VEG had already an opportunity, earlier in the process, to express their views on the
draft terms of reference for the study on the selected options.

Moreover, both GFV and the VEG discusseddapth during several meetings the
shortcomings bthe current VAT system and identified the priority areas in which
improvements to the current rules could be undertaken. In this respect, following the
request of many delegates in GFV and VEG, the Commission services creagtwo
groups composed ofmembers from the VEG and the GFV, to examine the VAT
treatment of consignment stocks and chain transactioAs regards the burden of proof

to exempt intreEU supplies, a third mixedsubgroup™* was established in the
framework of the EU VAT Foruni. Each sb-group had to examine the precise
problems faced by business and tax administrations, look at practical examples and

191
192
193

See Glossary.

See Glossary.

The sub-group on chain transactionswas made up of 4 individuals, 6 organisations and 7 Member
States (AT, BG, DE, HU, LU, NL and UK). Thaub-group on consignment stockvas made up of
3individuals, 6 organisations and 3 Member States (BE, Fl and IT). Eachraub heldfive
meetingsin Commission premises with their first meeting taking place respectively on 18 dndd 9
2013. In both groups a rapporteur from the Member States and another from the stakeholders were
nominated by consensus. The membership list of thegmups is available as annex to GFV42

and VEG N 26 B2B supplies of goods Taxation at destination SubGroupsi Overview of the
outcome

The sub-group on the proof of exemption of intraEU supplieswas made up of 9 organisations and
15 Member &tes (AT, BE, BG, DE, DK, ES, EE, IE, HU, IT, LT, PL, PT, NL and SK) members of
the EU VAT Forum. The subroup heldhree meetingswith the first meeting taking place on 3dly
2013. The report was presented by two rapporteurs (one from the tax aditidmstand one from the
business members) in a plenary meeting of the EU VAT forum Dec@mber 2013. The report was
then finalised and sent to the GFV chair. The membership list of thgreup is available as annex to
GFV N°42 and VEG K26 B2B suppks of good$ Taxation at destination SubGroupsi Overview

of the outcome.

See Glossary.
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identify possible ways to address these problems. All threeggsulps reported back
with their recommendations to both the VEG and &gV

During two rounds of discussions in 2016 both the GFV and the VEG were given
opportunity to examine and express their views on the main features of the definitive
VAT system as well as to identify and analyse the issues which would arise and to
develop he ways to tackle them with a view of preparing the legislative proposal to be
tabled in 2017. Among others the concept of Certified Taxable Person (CTP) was
examined®’.

Finally, in January 2017, the GFV and the VEG met to discuss a series of questions
prepared by the Commission servit®which dealt with the issues of the VAT
identification number, chain transactions, a#fl stock and proof of intrk&EU supplies, in
respect of which in its conclusions oN&vember 2016 the ECOFIN Courtéllinvited

the Conmission to present a legislative proposal on improvements to the current EU
VAT rules for crossborder transactions. Both groups were once more also asked to
provide feedback on the suggested list of conditions for granting the status of Certified
TaxablePerson (CTP).

19 All these documents are publically available in CIRCABC, see

GFV N° 041 and VEG N° 023ubGroups report Proof of intraEU supplies
GFV N° 039 and VEG N° 028ubGroups report Consignment stocks
GFV N° 040and VEG N° 028ubGroups report Chain transactions

197 See GFV N° 054 and VEGN57 Definitive VAT regime for intr&EU tradei First stepi Issues to be
examined.

1% See GFV N56 and Veg N 60 Elements for the 2017 propogaDefinitive VAT regime for intrEU
trade.

199 http://data.consilium.europa.eu/doc/documenti8@P572016INIT/en/pdf
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ANNEX 2: STAKEHOLDER CONSULTAT ION
1. Introduction

The consultation with stakeholders on the best possible solutions for the definitive VAT
system included several different elements and started as early as 2010. It was organised
around seeral main axes:

1) Open public consultationon theGreen Paperon the future of VAT (2010) which
took place between December 2010 and May 2011 and resulted in around
1 700contributions providing a detailed view of problems linked with the application
of VAT in Member States;

2) An in-depth, targeted andn-going mnsultation process with key stakeholders
(from 2012 until 2017)via the GFV (representing Member Statésl2 meetings)
and theVEG (representing business, academics and accounting profe$sibhs
meetings);

3) Consultations with stakeholders (businessas,professionals and Member States)
through online surveys and direct interviews undertaken by an independent
consultant (EY) as part of the study on 6
intceEU B2B supplies of goodsdé (2015) ;

4) Contributions receiwé via theREFIT platform and as a spontaneous feedback from
business;

5) Open public consultation which took place between Zlecember 2016 and
20 March 2017.

The consultation strategy had two main purposes. The first was to identify the problems
of the currat transitional VAT system and the possible ways of solving them. The
second was to get the views of the stakeholders on how to shape the definitive VAT
system.

This approach, developed in line with the Better Regulation Guidelines, allowed the
public to gve valuable input at all stages of the preparatory work of the initiative over an
extended period of time (from 2010 until 2017). Stakeholders were given the opportunity
to provide feedback on all key elements, including the problems experienced, thre desi

of regulatory alternatives and possible impacts. Thanks to the various instruments used,
all stakeholder groups (Member States, general public, businesses and tax experts) were
consulted in the process and the outcome of the whole consultation preseses mgh

quality. Further it provided a valuable input for the proposal.

Tables 10 and 11 Overview of the consultation strateqy

Table 10: Stakeholders consulted

Stakeholders Assessment of th{ Assessmant of the| Assessment of thy

consulted current VAT system| possible elements ¢ possible quick]
the future policy| improvements to the
options current VAT system

Businesses V V V
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Business Association

Practitioners
advisors)

(tax

Academics

Members of the
public

Member Stateg

(administration)

<l <l < < <

<l <l < < <

<l <l < < <

Table 11: Consultation activities

Consultation activities

Assessment of
the current
VAT system

Assessment of the
possible elements of
the future policy
options

Assessment of the
possible gick
improvements to the
current VAT system

Open public consultation o
the Green Paper (204(
2011)

\Y

\Y

The conference in Milan ol
the Green Paper in (2011)

The GFV (2012017)

The VEG (20122017)

<

The EY study  on
61l mpl ementin
6destination

intraaAEU B2B supplies ol
goodsdé (2015

<| < < <

<| < < <

The Fiscalis seminarin
Vienna (for GFV and VEG)
- the results of the EY"
study discussed (2015) ar
the way forward

The REFIT platform anc
spontaneous contributions

The open public
consultation (201:2017)
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2. Open public consultation: the Green Paper on the future of VAT

The open public consultation on the 'Green Paper on the future of VAdWwards a
simpler, more robust and efficient VAT systéff" resulted in around

1 700contributions. On ®/ay 2011, the European Commission organised a one day
conference in Milan on the Green Paper which brought together policy makers, experts,
businesses and other stakeholders and the general public from alEwugre, and
beyond.

The results of the public consultation were endorsed by the Commission in the
Communication on the future of VAT adopted on ®ecember 2011. The main
problems identified in the document could be summarized under two key headings:

1) The VAT fraud, and
2) The complexity of the VAT system.

1) VAT fraud

VAT fraud has negative effects on: (i) the tax collected by each Member State, (ii) the
EU own resources and (iii) the protection of the rights of taxpayers (the honest traders).

The sakeholders consulted noted that carousel fraud and other fraudulent schemes must
be tackled by specific remedies addressed only to fraudulent taxpayers, rather than
measures that could involve indirectly compliant taxpayers creating a disadvantage for

them The vast majority of the respondents commented that antifraud measures should be
harmonised to be effective.

Improving the administrative cooperation between tax authorities and a faster exchange
of information were mentioned as the first step towarfilawad proof system. This should

be combined with the improved efficiency of VIES in order to protect bona fide traders.

A few respondents suggested, as possible measures to combat fraud, the generalised
(domestic) reverse charge on individual transactexteeding specific value thresholds,

the targeted reverse charge or the exemption of B2B transactions.

Destination principle and One Stop Shop

A considerable group of respondents stressed that the destination principle should be
applied together with Orgtop-Shop arrangements (OSS) as an alternative to the reverse
charge mechanism. Some stressed that an OSS mechanism like the one introduced for the
e-commerce sector in 2015 would be a significant improvement. The establishment of a
comprehensive OSS systefaspecially one including the possibility of crdssrder
deductions) would allow the fulfilment of all VAT obligations in the Member State of
establishment. However, several respondents were worried that the Member States would
not be ready to cope witlh major change in the system for the collection of VAT given

the limited amount of public finance available for further technological advancement.

200 COM(2010) 695 final
21 COM(2011) 851 final
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Certified Taxable Person

Some respondents thought the model of certification of taxable persons is pramsising

tax collection method. It would be the easiest system in the short term and would require
the lowest initial investment as there are no real changes to the collection system.
However amongst all the proposals recorded, this would seem to be theffieasit in
preventing carousel fraud. To be truly attractive to businesses, it should provide the
certified business with incentives e.g. the possibility of benefitting of reduced
obligations, fewer audit queries, reduction of penalties, faster refurnds oredits and
greater legal security and reliability. Some respondents insisted that the conditions of the
certification process should be the same and recognised in all Member States.

2) Complexity of the system

The complexity of the system leads ighhadministrative costs both for taxable persons
(which have to understand and to comply with the individual requirements of up to 28
different VAT systems) and for tax administrations. It further leads to a lack of legal
certainty.

With regards to thisssue the main areas of concern are: (a) the evidence needed for the
exemption of intreEU supplies; (b) the rules on chain transactions; (c) the rules on
consignment stocks; (d) certain rules on tax compliance that create administrative
burdens.

a) Theevidence needed for the exemption of thsupplies

There are no clear and uniform rules about the evidence to be provided by the supplier to
prove that the conditions for the exemption for irita supplies of goods are met. Many
issues are related the proof of crosdorder transport. The main problems derive from

the mismatches between national forms or documentation in different languages and the
different procedures in force in each Member State.

For that reason the majority of respondents regdeBUwide harmonised forms of
proof. Some respondents mentioned the need to introduce also supporting or alternative
means of proof in cases where the main proof is unavailable.

b) The rules on chain transactions

The VAT Directive provides a simplificatiofor triangular transactions but this is not
applied in a uniform way by Member States and it is the only simplification provided by
the current rules. There are no common guidelines on the treatment of chain transactions.

c) The rules on consignment sksc

Rules for consignment stocks are not applied uniformly. Some Member States allow for
certain simplifications (not provided for in the current rules) while others do not.

d) The rules for tax compliance that create administrative burdens

Rules for VAT raistration should be standardised with the aim to clarify and make
uniform the requirements in each Member State in respect eéstablished businesses.
Further a standardisation of the recapitulative statements and Intrastat reporting
obligations is ne#ed. Some respondents requested the abolition ofeitepitulative

Sstatements.
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3. Targeted consultation with key stakeholders (GFV and VEG)

The Commission has organised afdepth, targeted, technical and-going consultation
with key stakeholders: bustsses, academics, accounting professions and Member
States. It started in 2012 and lasted until the beginning of 2017.

It took the form of regular meetings of the two groups. One composed of representatives
of national tax administrations (GFV) and théet composed of businesses, academics
and tax practitioners (VEG).

Both groups discussed on several occasions the shortcomings of the current transitional
VAT system and th@ossible ways to implement the destination principle in iBtda

trade of goods.n parallel, they also discusseddapth the priority areas in which
improvements to the current VAT rules could be undertaken.

In June 2015, &iscalis seminawas organised in Vienna which brought together both
the GFV and VEG in order to discuss theocmme of the EY study on "Implementing the
‘destination principle' to intr&U B2B supplies of goods". Thdiscussion showed that
views diverge as regards the five possible options to implement the destination principle.
For almost all Member States follavg the physical flow of goods remained
fundamental. Therefore, options which do not follow the goods appeared not acceptable
(options4 and 5) . Among those Member Statesd r
there was a preference for optidngiven itspotential to combat MTIC VAT fraud. Very

few delegations advocated for optidnMitigation measures, such as the certified taxable
person (CTP), were considered very important to alleviate the negative cash flow impact
on businesses for options under whibe supplier charges the VAT of the Member State

of destination. It was concluded that a phased entry into force of the definitive regime is
needed.

At the same time, members of both groups underlined the need of introducing short term
improvements of th cur r ent VAT system (Aquick fixes
call-off stock and proof of transport of inteelJ supplies. Additionally Member States

requested that the role of the VAT identification number for the exemption forkhlra
suppliesbeats addressed in the scope of the fAquicl

4. EY study on 61l mplementing th€UBBestinat
supplies of i @&onsuttatiods of gakehdders (businesses and
Member States) online surveys and direct interviews relevant elements

The EY study focused on the assessment of the current VAT environment and the
possible impacts of the analysed options to change the existing VAT system. As part of
the analysis businesses, Member States and tax experts were consulted.

In respectof the stakeholder consultation the following instruments were used: (1) a
business survey addressed to stakeholders in 28 Member States on compliance costs and
monetary and nemonetary impacts of the presented VAT policy options; (2) a tax
experts' suregy addressed to tax experts in 28 Member States on compliance costs and
technical information on the proposed policy options; (3) a Member States' survey
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addressed to tax authorities in the 28 Member States on administration costs and the
VAT Gap problemii the context of the policy optiofi&

The feedback received through the consultation, performed within the scope of the EY
study, concerned: (i) compliance cd&t§identified as a fundamental issue for business);
(i) impact on VAT fraud (identified as a fundamental issue for Member States); (iii)
legal certainty; (iv) administrative co&t$ (v) cash flow implications.

The current VAT situation

The businesses' p@ective

Business representatives were asked about: (1) the structure and the scope of their current
trade activities; (2) the way in which they deal with fulfilling VAT obligations,
separately in the domestic and irEB supplies contexts; (3) the estimat of the

detailed costs (increase, decrease, no change) under the proposed changes.

Based on the data collected from the business survey it was estimated that on average for
the current VAT system, the VAT cost of compliance per Euro of turnover is idgt%rh

for intraEU trade as compared with the corresponding VAT compliance per Euro of
turnover for domestic trade.

The Member States' perspective

In order to assess the current state of administrative labour addboaur costs, Member
States were askeitb provide an average cost per hour for employees responsible for
dealing with VAT. Based on the survey results, the monetary value of the labour costs
associated with VAT administration was estimated at approximately ELER million

in the EU. In addib n, Me mb er -ldbdua tosts @ssomatedh with the
administration of VAT were also considered. These included external consultancy, IT
systems and staff training costs.

Assessment of the possible VAT options

Different taxation policy options wermnalysed with a view to reducing compliance costs
(making EU crosborder trade as simple and safe as domestic trade); reducing the VAT
fraud and assessing the possible shift in burdens with which tax administrations could be
confronted. Detailed descripti of the impacts of the options and on how they compare

is included in Section8 and 7 of the Impact Assessment.

5. Contributions received via the REFIT platform

Stakeholders disclosed their position also through the Refit Platform where it is possible
to participate actively in the law making process by providing an overview with the aim

to evaluate and improve existing laws. Some stakeholders submitted their contributions
along 2014, 2015 and 2016 regarding specific issues they are facing and the way to

202 25 Member States replied to the survey.
203 See Glossary for definition.
204 see Glossary for definition.
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overtake them. All the submissions on taxation provided up to date can be found under
the followinglink®®>.

VAT registrationi CTP'status

One of the contributors (DIK) provided some proposals to improve the VAT system, in
particular on the simplification of chain transactions by the extension of the rules on
triangulation, avoiding the registration of the intermediate businesses in the transactions.
Further input waselated to the extension of the MOSS to avoid multiple registrations
which are expensive for businesses, and for improving the cross border refund process.

In 2015 Business Europe complained about the negative effects of unjustified geo
blocking due to exessive administrative burdens related to VAT on companies involved

in cross border trade. The same association with its position paper on the VAT Action
Plan stated that the current systenexempting crosdorder supply and taxing cress
border acquisitiorr should be changed and simplified. Amongst the detailed measures
for a correct VAT collection, providing a single online service was mentioned which
could be used by businesses to easily determine if their customer is a Certified Taxable
Person, and ensng that the criteria used to define a Certified Taxable Person do not
increase current administrative burdens on business. Further, there must be equal
treatment of both domestic and crdggder suppliers and of goods and services as this
supports the wpply chain. They supported the destination principle and its
implementation via improvement of the MOSS.

Fraudi Reverse charge mechanism

The Ministry of business and growth in Denmark with the Danish business forum
mentioned that the problem of VAT frd should be addressed with long term solutions
limiting the use of the reverse liability (the reverse charge mechanism) which requires
changing sales and accounting systems thus increasing administrative burdens for
businesses. Another contributor cleaskpressed the need for EU support with respect to
honest businesses, avoiding the increase of administrative burdens. They are affected in
particular by the increased burden of proof related to dyoeger supplies which hinders

the development of thergjle market. Effective tools against VAT fraud should be used

in combination with simplification measures, like the possibility for small business to use

a VAT reporting threshold on B2C sales across EU.

In 2016 Confcommercio in its contribution statedttheAT fraud generates unfair
competition. At the same time VAT obligations should be reduced, amending the current
rules without introducing new systems like the Generalised Reverse Charge that will
entail very heavy reporting obligations. The OSS shoeldised in order to reduce the
burdens for companies. It has to be noted that such a system would be affordable for
middle and big companies but the charges would be still high for small businesses.

Stakeholders presented in the Refit Platfotheir positon regarding the application of

the reverse charge mechanism applicable to all the domestic transactions. The message
from the economic operators reported by one business forum is that it would be worth to
“replace that measure with a simpler and morechdAiT regime in the EU".

2% https://ec.europa.eu/info/sites/info/files/taxation_and_customs_union.pdf
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In fact, according to operators the reverse liability has as a disadvantage since it obliges
businesses to "operate different sales and accounting systems for different business
transactions"”, notably increasing the administrabuedens. In their opinion the same
results could be achieved by enhancing the administrative cooperation between Member
States and businesses.

In the same context another group stressed that the reverse charge is very important when
it comes to combatiny AT fraud at cross border level. Also the application of that
measure in certain sectors has given satisfactory results.

Reference should also be made to the opinions adopted by business federations as well as
to input received from academics in scientgigblications. All these contributions are
mentioned in detail in the impact assessment related to the General Reverse Charge
Mechanism proposhl

6. Contributions received as spontaneous feedback from businesses

The Commission also received spontaneoastributions from experts, academics,
members of the VEG and delegates of Member States.

Regarding the current system, it was pointed out that the exemption feEutsapplies
should be conditional only upon the possession of a valid VAT number bgdbee.

At the same time the identification procedure and the control of registered taxpayers
should be harmonised at EU level to be reliable. Recapitulative statements should be
considered only as an additional piece of evidence.

Regarding the CTP statug could be used to improve the current rules during the
passage to the definitive regime but the criteria to provide the status should be common
for all Member States, like the AEO certification for customs. However the CTP should
not be a condition fothe application of the rules on burden of proof in order to ensure
legal certainty for all the businesses, not only for the certified. Further the CTP status
could be a useful tool for the simplification of complex transactions like chain
transactions.

Academics expressed their position that the VAT identification number is totally
inadequate to ensure effectiveness of the VAT regime for-kltrarade.Regarding the

CTP they believe that this status can be defined as effective only if the requirements and
the procedures are harmonized.

The simplification of the VAT system and the introduction of some quick measures (for
chain transactions, califf stock and use of the VAT number) were deemed necessary. It
is believed that new measures should not be mam@elbsome than existing ones.

With regard to the extension of the OSS it is necessary to balance the need of simplicity

for stakeholders and the duty of the tax authorities to ensure revenues. It is questionable
whet her a system des hane ésdcapabke ofaadaptghanyto onl y C
incorporate refunds of VAT or deductions.

7. Open public consultation

The open public consultation for the initiative was held for 13 weeks between
21 December 2016 and A@arch 2017 using the EU survey tool. The Commission
received 121 submissions therefore the results of this open public consultation should be
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read taking into account this rather limited number of responses. Nevertheless business
community was much better represented than Member States (only two répliess
especially true having in mind that 37 business associations provided their input to this
consultation. All public submissions are available on the DG TAXUD website under
following link [https://ec.europa.eu/taxation_customs/consultatimtinvolved/tax
consultations_en].

The profile of the participants is presented below:

Answers | Ratio
a Business 48 39.67%
a Business Associatio] 37 30.58%
a Tax advisor 13 10.74%
a Public authority 2 1.65%
an Academic 4 3.31%
a Member of the publi¢ 5 4.13%
Other 12 9.92%

In terms of the Member States where the contributors indicated where they were based
most replies came from Germany (almost 30%), Belgium (almost 15%), United
Kingdom (10%), Sweden (6.6%), Netherlands (5.8), Italy (almost 5). No reply was
received from 10 countri€¥.

The purpose of the consultation was to seek feedback on the following issues:

() the problems linked to the current transitional VAT system;
(ii) the main elements constituting different options:

- optionl1i 'quick fix measres to the current system;

- options2-5 based on the combination of 2 factors: the place of supply (the
destination principle following the flow of goods or the contractual arrangements)
and the person liable to account for VAT (the supplier or theomes),
accompanied by the concepts such as OSS + CTP.

The current transitional VAT system

Complexity/costs

The current transitional VAT system is burdensome because of its complexity and costs
incurred. Almost 90% of the contributd?s confirmed that ther are additional costs
linked with intraEU supplies of goods in comparison with domestic ones.?%9%
indicated that small businesses are deterred from-barsier supplies for those reasons.

Fraudi Reverse charge

Over 749%% agreed that the current system is not sufficiently resistant to VAT fraud.
More than 67%° believed that the reverse charge mechanism is an effective measure to

206
207

Bulgaria, Croatia, Cyprugstonia, Finland, Greece, Lithuania, Malta, Romania and Slovenia.
The whole business95%, SMES 85.5%, large businessed00%, business associatidn89%, tax
advisors and academits00%, members of the publicl00%, Member Statés100%

The whole busines$ 71%, SMEsi 71%, large business&§1%, business associatiohs’8%, tax
advisors and academit94%, members of the public80%, Member Statés100%

The whole business 67%, SMEsi 79%, large business&s64%, business association$8%, tax
advisors and academit94%, members of the public100%, Member Statés100%
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combat fraud. But at the same time 54%admitted that the current application of the
reverse chrge increased the compliance costs. 30% respondents were of the view
that these costs decreased.

Quick fix measuresi Option 1

Over 909%™ confirmed that a VAT identification number is a reliable proof of the status
of the customer regarding intEU sipplies. But only 55%* believed that the lack of a
VAT number of the customer should deprive the supplier from the possibility to exempt
intra-EU supplies.

There was strong support for the need to improve the rules on chain transactions
(839%™, proof requied to demonstrate that the goods were moved from one Member
State to another (almost 86%) and simplification of calbff stock situations (758%").

Elements of the possible future option$ Options 2 to 5

More than 68%° of the respondents stated that thelieuld be only one taxed intEU
transaction as it is currently the case for the domestic supplies. Howevér? b9%he
respondents disagreed.

Compliance and administrative costs

For 47%% of the stakeholders the change to only one taxed transactiomedilte
compliance costs. 25% of the respondents believed that administrative costs for
Member States will be reduced but 584lid not have opinion on that.

219 The whole business 60%, SMEsi 64%, large business&s68%, business associationg0%, tax

advisors and academit88%, members of the public60%, MembeStates 100%

The whole business 60%, SMEsi 50%, large business&s61%, business association®1%, tax
advisors and academit$3%, members of the public20%, Member Statéds50%

The whole business 21%, SMEsi 14%, large business&s29%, business associatioiis38%, tax
advisors and academit24%, members of the public60%, Member Statéds50%

The whole business 92%, SMEsi 87%, large business&s93%, business association®5%, tax
advisors and academit94%, members of theublici 80%, Member Statds100%

The whole business 63%, SMEsi 86%, large business&s54%, business associations82%, tax
advisors and academits 6%, members of the public80%, Member States50%

The whole business 90%, SMEsi 79%, lage businesseis 93%, business association$8%, tax
advisors and academic88%, members of the public80%, Member States100%

The whole business 90%, SMEsi 79%, large business&s93%, business association$8%, tax
advisors and academit82%, members of the public 80%, Member Statés50%

The whole business 88%, SMEsi 71%, large business&s93%, business association®4%, tax
advisors and academit82%, members of the public40%, Member Statéds100%

The whole business 69%, SMEsi 64%, large business&s68%, business association$2%, tax
advisors and academit94%, members of the public80%, Member Statéds50%

The whole business 23%, SMEsi 21%, large business&s25%, business association®4%, tax
advisors and academit$%, members of the public20%, Member Statés0%

The whole businesk 44%, SMEsi 64%, large business&s32%, business association80%, tax
advisors and academit94%, members of the public40%, Member Statés50%

The whole business 19%, SMEsi 21%, large business&s21%, business associationsl4%, tax
advisors and academit$9%, members of the publicd0%, Member Statégs0%

The whole business 48%, SMEsi 50%, large business&s54%, business assoda@isi 73%, tax
advisors and academit29%, members of the public20%, Member Statégs100%
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Place of taxation (the flow of goods or the contractual arrangements)

As for the place where goodhould be taxed, 53% believed that it should be the place
where the goods arrive and 48%that it should be the place where the customer is
located.

Liability rules (the supplier or the customer)

In relation to the question of the liability for VAT duen 2B intraEU supplies of
goods 569 indicated the customer and 25%the supplier.

(OIS

809%%" supported the extension of the OSS to taxable-EttaB2B supplies of goods
seeing it as a simplification measure eliminating the need for multiple registrations.
889%%° of the respondents agreed that the OSS system should also allow for the
deduction of input VAT.

CTP status

There was no clear cut majority in relation to the introduction of the Certified Taxable
Person (CTP). Aimost 44%5 of the respondents indicatéuat they would be interested

to apply for CTP if the criteria were not too burdensome?*8%ere ready to apply
regardless of the difficulty. 14%% informed that they are not interested in using this
measure and more than 33% did not provide any answéri®mssue. However there

was clear support for the idea that the criteria for obtaining the CTP status should be
harmonised at EU level (79% of the suppBjt

22 The whole businesk 46%, SMEsi 64%, large business&s36%, business association$4%, tax

advisors and academits6%, members of the public60%, Menber State§ 50%

The whole business 62%, SMEsi 57%, large business&s68%, business associations82%, tax
advisors and academit85%, members of the public40%, Member Statés50%

The whole business 69%, SMEsi 50%, large business&s79%, business associationss4%, tax
advisors and academits11%, members of the public60%, Member Statés50%

The whole business 25%, SMEsi 43%, large business&s14%, business associationsl1%, tax
advisors and academit$3%, members of thpublici 40%, Member Statéds50%

The whole business 81%, SMEsi 64%, large business&s89%, business associationg0%, tax
advisors and academit88%, members of the public60%, Member Statéds100%

The whole businesis 94%, SMEs 79%, brge businessés100%, business associatidn84%, tax
advisors and academit82%, members of the public80%, Member Statéds50%

The whole businesis79%, SMEsS 71%, large business&s36%, business associationdNo answer
68%, tax advisors aratademic$ 35%, members of the public20%, Member Statés0%

The whole businesk 13%, SMEsi 7%, large businessés11%, business associatiohndNo answer
68%, tax advisors and acadeniick2%, members of the public0%, Member Stateis 0%

The whole busines$ 8%, SMEsi 21%, large businessé&s4%, business associatiohdNo answer
68%, tax advisors and acadeniicd4%, members of the public40%, Member States50%

The whole business 94%, SMEsi 93%, large business&s93%, business assiationsi 68%, tax
advisors and academits 6%, members of the public100%, Member Statés100%
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Fraudi taxation options/reverse charge

In relation to improved fraud fighting thanks taxation of B2B intraEU supplies,
509 of respondents believed it would be helpful and $4%were of the opposite
opinion.

On the optional application by Member States of a generalised reverse charge mechanism
on domestic transactions 46%agreed that such measure would help fighting fraud,

while 4296% were of the opposite opinion. More than 58%of the contributors
indicated that such a solution would increase compliance costs.

23 The whole business38%, SMEsi 43%, large business&s39%, business associationst3%, tax

advisors and academit94%, members of the public80%,Member States 50%

The whole business 33%, SMEsi 21%, large business&s36%, business association®4%, tax
advisors and academit$%, members of the public0%, Member Stateis50%

The whole business 50%, SMEsi 64 %, large business&s43%, business association®24%, tax
advisors and academits11%, members of the public40%, Member Statés0%

The whole business 38%, SMEsi 21%, large business&s46%, business associationgl1%, tax
advisors and academit$9%, members ohe publici 40%, Member Statés100%

The whole business 67%, SMEsi 43 %, large business&s75%, business association$4%, tax
advisors and academit$3%, members of the public60%, Member Statégs100%
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ANNEX 3: WHO IS AFFECTED BY TH E INITIATIVE AND HOW

The initiative will diredly impact businesses and Member StaBssinesses in the way

they comply with their VAT obligations and Member States in the implementation of the
new rules and the audit of their application by businesses. Citizens should not be affected
by the changed hey will continue to purchase goods and services with payment of VAT

in exactly the same way as is currently the case. Thigiht be indirectly impacted
through lowerconsumer prices although these are not expected to be substantially altered
by the initative.

1. Businesses

The scope of the initiative is limited to irtEU transactions in goods that take place
between business@$ Therefore it will only affect businesses that sell or buy goods
crossborder within the EU. Businesses carrying out onlgndstic transactions (i.e. only

in the Member State in which they have established their business) will not be affected.

No distinction is made between types of businesses trading-lmvodsr since the
changes proposed are of a general nature. They conaishange in the VAT collection
principle which will be applicable to all businesses (see however below exception for
CTP businesses and special scheme for SMES).

The quantitative impacts on businesses have been measured in terms of changes in
complian@s costs and cash flow in the year of implementation of the initiative and in the
years after (for more details on such quantification see Section 6 of this impact
assessment).

1.1. CTP

Businesses that are granted the CTP status will continue to purchase goodi®icless
in the same manner, i.e. they will buy without the payment of the VAT due and will
instead selaccount for the VAT in their VAT return via the reverse charge.

When tley supply goods crodsorder, they will benefit from VAT obligation
simplifications in respect of certain transactions (o#fllstocks, proof of transport).
Further when acting either as a buyer or as a purchaser simplifications regarding chain
transactios will also be applied to them.

The certification would be open to all busine$¥eghe implementation of the criteria
for its granting would need to be proportionate to encompass small businesses but also
startups.

The process of certification will geire some administrative procedures but remains
optional for businesses.

238 |n VAT terms, the wording "businesg&fers to a taxable person or a ftarable legal person acting as
such and identified for VAT purposes. It therefore does not include businesses that only carry out
exempt transactions or SMEs that benefit from the special exemption scheme.

239 To note thasince the CTP certification entails VAT reporting and payment obligationstaable
persons will not be eligible. For the same reason, the proposal excludeseflérmers, exempt
SMEs and exempt taxable persons from the possibility of obtairenG TR status.

99



1.2. OSS

Instead of having to register in multiple Member States and resort to different tax
administrations, businesses trading crossder will use a single point of registration
(the one that currently have in their Member State of establishment) to comply with their
crosshorder VAT obligations.

Technical changes in the accountancy systems (e.g. invoices, listings, VAT returns) are
expected.

1.3. VAT identification number

The proposed change in the VAT Directive makes the mentioning in the invoice of the
valid VAT identification number of the customer compulsory for the supplier to be
allowed to exempt his intr&BU supplies. This means that businesses will need to check
in theVIES system the validity of the "taxable" status of their customers. For businesses
having a great number of transactions combined with a large number of customers this
can be cumbersome.

Although the change might appear as important, it is however netvdassue. Indeed,
under the current rules, the mentioning in the invoice of such a valid identification
number is already required (penalties can be imposed on the supplier if such an
obligation is not fulfilled). The difference with the proposed changeaitsthe exemption

for the intraEU supply that today cannot be questioned on grounds that the VAT number
of the customer is lacking (according to the CJEU) will in future be refused where this is
the case. Compliant businesses trading with other compiaginesses should not be
affected at all by the changes. Compliant suppliers may however not be aware that they
are trading with customers that do not possess a valid identification number (to note that
the reason might be due to the fact that the VAehidication process of the customer is

not yet completed or that information/updates put by tax administrations in the VIES
system are delayed). Therefore, the functioning of the VIES system needs to be improved
(this will be the purpose of another legisve proposal on administrative cooperation

see Introduction in Section 1.1 and Action Plan) so that it can provide easy access to up
to-date information.

1.4. SMEs

Under certain conditions and optionally, SMEs may currently benefit from the special
exemption scheme for small enterprises (see Segtioh Chaptet of Title XIl of the

VAT Directive which encompasses Articl282 to 294). When they are covered by such
special scheme, SMEs are relieved from practically all the VAT obligations imposed on
businesses. In particular they should not charge VAT to their customers on their supplies
and are, as a consequence, also not able to deduct their input VAT. In this respect, they
are not much different from private individuals who sell personal goods.

SMEs that currently benefit from the VAT exemption scheme for small enterprises will
continue to be exempt. However, according to the current rules (A288lg)(b) of the

VAT Directive), the exemption scheme only applies to supplies made in the Member
Stak where the SME is established. Given that under the current rulesthsapplies

are technically located at the Member State of origin the exemption for SMEs also
applies to their intr&U supplies of goods, so that SMEs are currently not charging any
VAT on such supplies. Once the move to the destination principle takes place, the fact
that intraEU supplies will be located at the Member State of destination would mean that
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SMEs would have to charge the VAT due in that Member State of destinatibairto t
customers. In theory the situation would be as follows:

- Concerning their domestic supplies, they will continue supplying their goods
without having to charge the VAT.

- Concerning their intrieU purchases of goods, their suppliers will charge and be
liable for the payment of VAT (through the OSS) in the Member State of arrival
of the goods.

- Concerning their intr&EU supplies of goods the new rules would theoretically
imply the need for SMEs to charge to their customers the VAT in the Member
State of degbation. However, the Commission will in parallel to the current
initiative come forward with a proposal in the form of a comprehensive VAT

sim%ifci)cation package for small enterprises which, inter alia, will address this
; 4
iISSue™.

2. Member States

All Member States will be impacted by the changes proposed. They will need to

implement the new rules and ensure their correct application by the businesses. In
particular, they will need to introduce and control the new concept of CTP and make
changes in their I'Bystems (provide for an OSS, adapt the current VIES system).

The quantitative impacts on Member States have been measured in terms of changes in
administrative costs, cash flow and tax revenues in the year of implementation of the
initiative and in the yars after (for more details on such quantification see Se@tain

this impact assessment) .

240 gee Section 1.1 above.
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ANNEX 4: ANALYTICAL MODELS USE D IN PREPARING THE | MPACT ASSESSMENT
1. Overview of the methodology

A specific stud$?* has been commissioned to assess the impacts on Member States and
on businesses that would result from the implementation of each of the policy options for
reforming the EU VAT rules applicable to cressrder supplies of goods.

In particular the impacts o the MTIC/VAT fraud the labour and norabour
administrative costé? and thecash flowof Member Statess well as on theompliance
cost$** and thecash flow of businesskave been examined

The macroeconomic impactnd in particular the effects on maeconomic variables
such agross domestiproduct (GDP) have also been covered.

The assessment is carried out in comparison with what is currently applicable under the
current tax rules (baseline), from both a qualitative and a quantitative perspective.

The methodology described here underpins the approach to estimating the impacts of
each policy option and is based on the following steps:

1 Primary and secondary data collection across all EU Member States
(businesses, tax expéftsand EU Member States' tathorities) to inform the
technical, legislative, compliance cost, administration cost and economic analysis;
and

1 Analysis of data collectedto develop usefutualitative (technical, legislative,
etc.) andquantitative insight@nd inform theassumptiongnd theparametersn
the macro econometric Vector Autoregressive (VAR) model used for the
economic analysis

The above approach has been selected in view of the nature of the information available
and the appropriate analysis techniques. It has Beeeloped specifically for the study

and tailored accordingly to ensure that each element of the analysis is suitable for the
particular study objectives.

Full details on the methodology are available in the various annexes of the above
mentioned study. Tése are specifically referred to, where relevant, in the various
sections that follow below.

2. Data collection tools for the analysis of the impacts
2.1. Primary data collection

As part of the specific study, a set pfimary dat#*> have been collected fm
businesses, tax experts and Member States' tax authorities across the 28 EU Member

241 EY, 2015

242 See Glossary for definition. Further explanation about labour andabonr costs is available under
section 2.4 below.

See Glossary for definition.

This is a network of EY indirect tax experts iretBU Member States which provide tax compliance

and tax advice services to hundreds of small, medium and large businesses and which participated in
the EU indirect tax experts' survey.

A survey is an example of primary data collected by a researcher.

243
244

245
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Statesto carry out the assessment and also inform variables and assumptions in the
economic model.

The objective has been to gather information from businesses angpertseon VAT
compliance costs and from Member States on administrative costs and on the size of
MTIC fraud (and the share of the MTIC fraud gap) associated with the B2B trade of
goods across the EU under the baseline, as well as the expected likelyschadge

each reform policy option.

Table12 below presents a summary of the primary data instruments used as well as their
purpose.

Table 12 Primary data collection instruments

BusinessSurvey Issued to businesses across all 28 Member States to determi
cost of compliance relating to the baseline scenario, as well ¢
monetary and nemonetary impact of the various policy optior

Tax experts' survey Issued to tax experts acroai 28 Member States to obta
technical and compliance cost information as it applies to
policy options.

Member State Survey Issued to Tax Authorities in all 28 Member States to unders
potential impact of the policy options on costs of admirtisina
and certain activities, as well asderstandhe makeup of the
VAT Gap.

"As 1s"/"To Be" Legislative Matrix Issued to tax experts across all 28 Member States with the a
illustrating the VAT treatment of a selection of goc
transactions undethe current rules and under the propo:
policy options.

Source: EY, 2015

2.2. Business Survey

A survey of businesses across all 28 Member States has been conducted in order to
establish the compliance obligations and costs of businesses regardaséfiae, as

well as how these obligations and costs would change under each policy option. The

survey has also provided data used for the calculation of the potential cash flow impact

on businesses under some of the optins

The survey has been publishéitrough the online survey todburvey Monkey It
consisted of a total of 32 questiéHsvhich were categorised as follows:

1 Sectionl: Trade related information. This section involved basic questions about
the business profile of theespondent and certain specific questions about the
VAT profile with regard to the sales and purchases, as well as trading partner
information. The information was required and used to calculate the cash flow
impact on businesses under some of the options

246 Cash flow implications are likely to occur under Optiand Optiorb due to the requirement for
businesses to levy and collect VAT on inEl transactions.
247 The survey template is available in Annex B of the 2015 EY Study.
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1 Section2: VAT information. This section requested information in relation to the
costs businesses incur in order to comply with the VAT legislation. The
information was required to gain an understanding of how the business managed
its VAT compliance oligations and the associated current compliance costs both
as regards domestic and iniE&) B2B trade.

1 Section3: Estimation of detailed cost informationhi$ section sought to obtain
information in relation to how certain VAT compliance cosfsr busineses
might change under thbfferentpolicy options

The Business Survey responses cover both implementation and ongoing annidl intra
B2B compliance costs. The focus is on four categories of costs in relation to the policy
options, namely (i) employeeosts; (ii)) training and retraining costgiii) system
(software) related costand (iv)consultancy fees.

Against this background, the elements of the cost changes that the five proposed policy
options may create through more compliance requireffehisve been analysed. This
analysis sets out a number of statistical measures to further undeelimepacof policy
optionsto businesses. These measures include:

1 A frequency distribution of cost estimates to identify the compliance cost change
rangeghat were most or least prevalent amongst business respondents;

1 The mean and median cost differences outlined by the survey respondents with
respect to how costs will change under each of the alternative policy options.

As part of the process of verifyinghe data receivedrom the survey, additional
information via direct interviews has been collected from businesses which had
completed the business survey. Interviews were held with seven different businesses:
three based in the UK, one based in Germang, based in Poland and one based in
Sweden.

The purpose of the interviews was to discuss in detail the expected benefits and costs of
each policy option. The business representatives were asked to comment on whether they
associated each option with averall cost or benefit and, where possible, to quantify the
value of these costs or benefits. They were also asked to provide comments on any
further costs/benefits that they foresaw under each &ption

Due to the low response rate overall to the surveyf (46 responses) and to limited or
no responses in some Member States, reliance placed on the results was limited to
understanding the current compliance costs for busirfé$ses

Cash flow

Cash flow implications are expected under Opfaand Optiorb for which the supplier
will charge the VAT to his customeFhe extent of these cash flow implications, whether

248 guch requirements includexdditional documentation to prove transport of goods, business cost
increases related to the establishment of the®ap Shop, the additional requirement of obtaining
the name of the Member State on arrival of the goods within ten working days, aasstigated
additional cost related to the charge of VAT in the Member State of contracting party establishment.

249 Details are available in Annex D of the 2015 EY Study.

20 The detailed results, analysis and findings of the Business Survey are availabfeinDA\of the 2015
EY Study.
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positive or negative, depends on a number of factors, such as (i) the average remittance
time for payments to businesses from their local Rakhority; (ii) applicable VAT

rates; (iii) the value of VAT payable to other Member States by the business; and (iv)
interest rates applicable to businesses on saving/borrowing. In calculating the cash flow
cost or benefit, a number of assumptions werederas regards the above factotsTo

qguantify the cash flow implications for businesses, the study has examined three different
examples, based on different trade profiles of three businesses, assuming a set value of
EUR 100000 of VAT per return. To estiate what impact the concept of CTP would
have on the overall cash flow, a proxy was used, namely the proportion of businesses that
have applied for 'Authorised Economic Operator' (AE®3tatus compared with the
number of businesses that have an 'Econonpier&or Registration and ldentification'
(EORIP>* number used in the area of customs. It is anticipated that if a business registers
for CTP status, the business would benefit from simplifications in relation to the
purchase and sales of goods within #ld. Applying the AEO proxy, approximately

0.3% of businesses within tf#J would potentially register for CTP stafti’. Therefore,

whilst this would reduce any cash flow benefit or cost, it is likelygdimited.

The analysis identified that where a business is in a net payment position on-8sopne
Shop (OSS) return, and it has received payment from its customer, then it will benefit
from a positive cash flow due to receiving VAT from its EU custanand holding this

VAT until the OneStop Shop filing deadline. On the other hand, where a business is in a
net repayment on its OSS return, the business will experience a negative cash flow
position under this option; this is due to paying VAT to its &lpplier and not being

able to benefit from an immediate right of deduction.

2.3. Tax experts' survey

Further to the business survey, to quantify how compliance costs for businesses will be
impacted as a result of the implementation of the proposed mglityns, a tax experts'
survey has been carried out across alERBViember State€s®. These tax experfgovide

tax compliance and tax advicgervicesto hundredsof small, medium and large
businesses.

To ensure representation of dlusiness sizes, the assessment covered three distinct
business typé¥® Type 1 SMEType 2 SMEand Large BusinessesThe criteria for
defining the three business types are outlined in Table 13 below.

Table 13: Criteria for defining business types

1. Annual Turnover Less than EUR 50 million Less than EUR 50 millior

251
252

For full details, see section 6.3 Cash flow analysis of the EY Study.
http://ec.europa.étaxation_customs/generizformationcustoms/customsecurity/authorised
economieoperatoraeo_en
http://ec.europa.eu/taxation_customs/business/cugbtoncedures/generalverview/economic
operatorgegistrationidentificationnumbereori_en

This figure is based on thproportionof businesses that have been issued certificates to verify their
AEO status (1834 as of 19anuary 2015) to the number of businesses currently registered in the
EORI scheme (486452). Source: European Commission.

Full detailsof the survey template are available in Annex B of 2015 EY Study.

Defining typicalbusinesses for analysis and survey purposes is a reliable approach that had been used
in several reports in the past such as the "Paying Taxes" report published for several years by PwC and
the World Bank Group.
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http://ec.europa.eu/taxation_customs/business/customs-procedures/general-overview/economic-operators-registration-identification-number-eori_en
http://ec.europa.eu/taxation_customs/business/customs-procedures/general-overview/economic-operators-registration-identification-number-eori_en

More than EUR 50
million

More than 250

2. Employees Less than 250 employees Less than 250 employee: employees

3. Establishment ~ Only 1EU MemberState  Only 1 EU Member State gltuartréesroufu Member

- ; .. VAT registration in more ; -
Single VAT registration in than 1 (but less than 6) VAT registrationin 6 or

4. VAT Registration Member State of more Member States
establishment Member States

5 Trade Predominantly domestic  Domestic and intrEU Domestic and intrEU
' trade and has begun tradil trade trade
outside itdMember State

Less than 50 Accounts  More than 50 Accounts

Less than 50 Accounts Payable and Accounts  Payable and Accounts

Payable and Accounts

6. Invoices ; e Receivable invoices per Receivable invoices pel
2%%%"%;'2;%0\'}:2? per month for each VAT month for each VAT
registration registration

registration

Source: EY, 2015

These business types have been identified by the survey respondents as being the three
company types to consider in determining the scale of any cost changes under each
policy option. In addition, these company types are also likely to be the ones engaged
crossborder trade and thus impacted by the proposed policy options. Micro busiesse
have been excluded given that they are unlikely to engage intlwodsr trade hence
rendering them irrelevamor the purposes of the analysis.

Specific areas which will have implications for businesses' compliance costs were
identified. The tax experts' survey assessed, on average, how each of the business types
would be impacted by the policy options from a pdiance cost perspective. The tax
experts were asked to provide an estimate of the percentage change in the annual number
of hours spent dealing with VAT compliance of these areas. They were asked to provide
this percentage for both the initial year of ieypentation ('Year 1) and for the years

after that ('Ongoing') for each of the three types of business.

In estimating compliance costs impact, the study adopted the arithmetic average of the
estimates provided by the respondents to the tax expertsysareeder not to assign
weights to the views of respondents.

For the analysis of the collected data the following statistical measures have been used:

1 A frequency distribution of the compliance cost estimates to identify the range of
cost estimates thatere most or least prevalent amongst respondents; and

§ The mediaf"® compliance cost estimates outlined by the survey respondents with
respect to how costs will change under each of the policy options.

%7 SMEsare defined in th€U recommendation 2003/36A micro-business is defined as one which has
fewer than ten employees and a turnover or balance sheet total of leE&JR@million. The study
has mae the assumption that these micro businesses do not engage-tmocdessrade

28 Median is the number separating the higher half of a data sample, a population, or a probability
distribution, from the lower half.
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The tax experts' survey was also used to collect teghaid legislative information in
relation to the 'As Is/ 'To B&° Legislative Matrix.This matrix was prepared with the
aim of illustrating the VAT treatment of a selection of common types of transactions in
goods both under the current VAT rules ("AS énalysis), and from the perspective of
the five policy options (“To Be" analysf&).

2.4. Member State survey

A Member State survey, distributed to all 28 Member States' tax authorities across the
EU, has been carried out to collect data on the current VAT administrative costs of
Member States and how these costs would change under each of the proposed policy
options®’. In addition, Member States had been asked to provide estimates of the share
of VAT fraud in the VAT gap, the share of MTIC fraud in the VAT fraud gap, etc. These
estimates have been used to assess the impacts of the policy options on MTIC fraud.

Prior to the design and circulation of the Member State suriwegrviews were
conducted withtax authority representatives from six Member States (Belgium, France,
Italy, Poland, Sweden and the UK). The purpose of these interviews was to gain a clearer
understanding of what data could be expected to be received in relation to questions on
VAT administration activities, VAT administrative costs and potential impact of changes
to VAT legislation on certain activities of the Member States.

The Member State survey consisted of a set of 34 questions in relation to:

the current VAT fraud gap that arisesm intraEU B2B trade;
the current labour and ndabouf®? administrative costs associated with irfd
B2B VAT administration;
1 how administrative costs are expected to change under each policy option; and
1 how each Member State intends to resoargeadditional labour requirements.
Survey responses were received fronERBMember States Tax Authorities.

1
1

Labour and nodabour administrative costs

The scale of administrative costs depends on a wide range of factors, including the
number ofbusinesses registered for VAT, the complexity of the tax, the structure of tax
rates, the frequency of reform and the efficiency of the tax authority. In order to estimate
the impact the policy options will have on the magnitude of Member States'
administative costs, the current and expected levels of the costs were assessed.

To assess the current level (baselinelabbur coststhe Member States' tax authorities
were asked to provide:

f an estimate of th€ull Time Equivalents (FTES) currently employedn all of
their tax offices and the number of FTEs employed dealing specifically with VAT

259
260

'‘Baseline' / 'Reform policy options'

The types of transactions analyses include domestic supply of goodsklhtsapply of goods,
transfer of own goods between Member States,offitock and consignment stock, triangular supply
of goods and chain transaction involving four or moreigait the supply of goods.

The survey template is available in Annex B of 2015 EY Study.

Non-labour costs refer to consultancy costs, IT systems, staff training and other costs.

See Glossary for definition.

261
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administration, including a percentage breakdown of the number of FTEs
employed who deal with domestic, iMEd) and other VAT administration;

1 an average cost per ho(compensation) for employees responsible for dealing
with VAT. In the context of this study, average cost is the aggregate of the
average wage cost and other employee benefits excluding training costs.

To assess the current level mbnlabour costsasociated with the administration of
VAT, the Member States' tax authorities were asked to provide the annual total non
labour costs, including a percentage breakdown of the total costs asxtpenal
consultancy, IT systems, sta#ining costs and othecosts

To assess the impact of each proposed policy option, the Member States' Tax Authorities
were asked to report estimates of changes (in %) in administrative labour aladbown

costs under each policy option for both the implementation phase (Yeand the
subsequent ongoing annual administration. The responses were then grouped in the
following ranges:

No change 0% impact
Increase 1%%

Increase 6%20%

Increase 21935%

Increase 35%1.00%

Increase of more than 100%.

= =4 =4 4 a8 -9

MTIC Fraud

The impact of theolicy options on MTIC fraud has been estimated using primary data
from the Member States' survey resultine Member States' Tax Authorif* were

able to provide the level of detail required. Qrer@age, according to the Tax Authorities
36% of the VAT gap is due to VAT fraud. Three Member States' Tax Authorities
explained that the fraud portion of the VAT gap is enticdiyenby MTIC fraud, while

the other sixrespondentsonsidered that only argportion of the VAT gap is due to
MTIC fraud. On average, 20% of the overall VAT gap was considered to be due to
MTIC fraud, while the estimated weighted average (based on overall VAT gap
proportion) is 286°°>. For countries where no data was available, MTIC fraud was
estimated using 3 different approaches:

9 arithmetic average of the data provided (20%);
1 weighted average of the data provided (24%);
1 using proxies based on similarities of size of VAT gap.

Cash flow

Cash flow has been identified as either a particular cost or benefit for Member States due
to the clearing system to be implemented as part of the OSS system under Option 2 and
Option 5. This is due to Member States receiving and holding VA& feeriod of time

264 Austria, Bulgaria, Czech Republic, CypriFinland, France, Slovakia, Slovenia and United Kingdom.
25 These estimateare based on eight responses, as ®ag Authority did not provide a MTIC fraud
specific estimate.
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before businesses in their local Member State seek to recover the VAT on their domestic
VAT return.

In order to calculate the net cash flow position of Member States, Eurostat data for the
calendar year 2013 on the value of iffid sugplies and acquisitions have been used.
Based on the 2013 trading levels between each Member State, it was identified that the
majority of Member States will have an overall cash flow benefit under Optamd
Option5°°®. Thee is limited asymmetry between Member States based on trade patterns
within the EU. Instead, the overall cash flow benefit for Member States arises as a result
of either having a filing period that is greater thardd9s or the fact that the cash flow
benefit on its dispatches outweighs the cash flow cost incurred on its acquisitions.

Finally, the same assumptions as regards (i) the average remittance time for payments to
businesses from their local Tax Authority; (ii) applicable VAT rates; (iii) the evali

VAT payable to other Member States by the business; and (iv) interest rates applicable to
businesses on saving/borrowing applied for calculating the cash flow impact on business
hold here as wéft’.

2.5. Limitations and assumptions ialationto theprimary data collection

There are a number of difficulties associated with the collection of detailed compliance
costs information for businesses and administrative costs of Member States' Tax
Authorities in general. Such methodologitsséueshave becomepparent in previous
studies on compliance ceSt. As such, there are inherent limitations in gathering this
information.

Similarly, for the purposes of the 2015 EU study, there are a number otibmstahat it
is pertinent to draw the attention to as these may impact the results and conclusions.
Thesdimitations include:

1 the findings are highly sensitive to the opinions of a sample of business
respondents, tax officials and tax experts on questibat do not cover every
possible detail and element that might be required in order to fully assess the
implications of the current rules and the proposed reform policy options;

1 the implementation of Optiorza and 5a is considered to have similar impact
terms of compliance costs of businesses and administrative costs of Member
States' Tax Authorities and therefore any differences between these two options
may be due to a perception bias;

1 technical and legislative implications of the proposed poligtjoos have been
identified based on the literature provided in relation to the details and
mechanisms for each proposed option. Any legislative implications arising from
factors not explicitly stated in the narrative for each option are not considered;

1 the study focuses predominantly on the economic impact of each of the policy

%6 geeTable31 of the 2015 EY Study for details of the individual and aggregmsh flow impact for

each Member State based on their trade levels with every other Member State.

Fora full description, see sectign2 Impact on Tax Authorities cash flow of the 2015 EY Study.

The European Commission's publication ‘Compliance coslsted to crosborder activity' (2014)

sought to quantify compliance costs related to tax on individual -barser activities. Local tax
experts were surveyed in order to obtain this information. Another European Commission's
publication,'A review aml evaluation of methodologies to calculate tax compliance costs' (2013),
reviewed and analysed a variety of methodologies used to measure tax compliance costs borne by
businesses and individuals within the EU.
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options. Political implications of implementing the options in different Member
States are not considered,

1 legislative conditions beyond those of the immediate tax legislationtedfdxy
the alternative policy options are not considered;

1 certain aspects of the policy options may shift the legal, political or economic
patterns within thd&eU in a manner which goes beyond the specific scope of the
study;

1 data provided by Eurostat inlagon to intraEU trade statistics is subject to
specific limitations, namely that the calculation and reporting method used by
Member States to report figures may differ throughou&tde

3. Secondary data collection and literature review
3.1. Seconday datacollectiorf®®

The specific 2015 EY study undertook a comprehensive review of relevant publicly
available economic and business data which was used to complement the primary data
collection exercise.

The relevant economic data on the EU has been tadlgorimarily from Eurostat,
covering the period 206R013. For data not available on Eurostat, alternative resources,
such as the World Bank, OECD, UNECE, National Statistics Office Databases as well as
Bloomberg were explored.

In addition to theesultsfrom the primarydata collection which inform the poliggputs,

the macroeconomic analysis relies sacondary dataabout the historical levels of
macroeconomic indicators. The macroeconomic variables on which the impact of the
policy options have been alysedare per capitareal GDP growth, per capita real
consumption growth, per capita real exports growth and employment growth. The
econometric method, as detailed in the next section, requires goidenrter growth

rate of these variables as inpéiso, two intermediary variables through which the
policy inputs affect macroeconomic indicators, namely, aggregate inflation (GDP
deflator inflation) and the export price inflation were needed.

The quarterly data was collected over the 20003 period fom Eurostat. Reliable EU

28 data on employmerior periods earlier than 2000 was imprecise as some Member
States haveot been EU members long enoughprovidedata or data was not collected

at the required frequency. Deseasonalised data on GDP, expdrtsoasumption for
period beyond 2013 for a number of Member States, Hebc28 in aggregate, wasot

yet available.

3.2. Literaturereview

A literature review was conducted which encompassed: (i) a review of literature screened
by the Commission serviceand (ii) a desk top literature research exercise to identify
any additional studies/reports which will help to complement the approach adopted in
this study.

29 gSecondary data is data collected by somesther than the user (for example data published by
Eurostat).
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Based on diteraturereview and after considering the specific objectives of the study,
two ecanometric modelling approaches were identified.

1 Structural/General equilibrium models

General equilibrium models fully specify the structure of the economy, and hence reduce
the need for lengthy time series data. These models are adequate for evsiuattogal
changes to the economy, as they make use of more detailed data and relate to different
economic sectors.

However, within the context of the specific EY study, these models do not allow the
gains arising from the policy options to be linked oatcsingle activity within the
economy. This is because, within the general equilibrium framework, the government
and firms in the economy dynamically decide on how to allocate these savings across
different activities.

1 Reduced form/Vector AutoregressiMAR) models

Vector Autoregression (VAR) models do not attempt to specifgtailedstructurefor
the economy, which makes them less prone to the risk of imprecise structural
assumptions regarding the economy.

VAR models aim to capture the dependencieswben current and past levels of
macroeconomic indicators using simple linear forms. Although these models do not
allow structural interpretation of results, using appropriate additional assumptions, they
can be used to assess the response of the macooeicoindicators to a shock that
affects one or more of them.

4, Econometric modelling in relation to the macroeconomic analysis

The econometric modelling methodology followed in the 2015 EY study focuses on
modelling the dynamic macroeconomic impact of VM#aud and VAT compliance costs

on macroeconomic variables such as real GDP growth, consumption geyptbrt
growth and employment growth. The impact is modelled for each of the policy options
and has been obtained as the difference between the 'Baselihthe 'To Be' forecasts

for each policy option of the selected macroeconomic variables. These forecasts have
been estimated usiragVector Autoregression (VAR) model.

The VAR modelling approach relies on the assumption that the current levels of the
macroeconomic variables can be predicted using the past history of these variables.
Based on this approach, the movements in the variables can be explained by the past
growth rates as well as the changes inatygregateconsumptiorprice andexport price

levels The current level of the macroeconomic variables is assumed, in the 2015 EY
study, to be dependent on the magnitude of these indicators from the past four quarters.
The choice has been influenced by the quarterly frequency of the data and validated
using statistical measufé$

As regards the changes in the consumption price and export price levels, the results of the
primary data analysis were used as the input.

2’0 see Annex E of the 2015 EY Study for more details.
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In particular, the link between the policy options and the macroeconomic variables is
translated into the econometric model via:

1 the effect of the compliance cost savings on the export prices, and
1 the effect of the VAT fraud reduction on the VAT rate.

In this respect, it is assumed that:

1 the savings made by busindssm the reduction inhte intraEU B2B compliance
costs due to the implementation of the policy options will improve the
competitiveness of the supplieemd would be passed on tioe intraaEU B2B
exports apricereductions; and

1 the additional VAT collected resulting frothe reduction of the scale of VAT
fraud will be returned to the consumers in the form of a tax rate cut, decreasing
therefore the overall price levels in the future.

The above two assumptions provide one of a number of plausible scenarios for how
governmentsand businesses will react to increased VAT revenues and reduced
compliance costs respectively.

In this respect, & AR model, unlike a general equilibrium model, allows the savings
from the VAT compliance costs to be passed solely onto-Eitrarade activties and the
proceeds from the fraud reduction to be used to fund a VAT rate reduction. For these
reasons, the VAR modelling approach has been adopted. The model addpéstudy

has also beedesignedo compare thdifferentpolicy options.

The ecoometric modelling approach consisted of three stages. A brief summary
overview of the process is presented béldw

In order to estimate the likely impact of the proposed policy options, several economic
variables are forecast using the VAR model to outiingaseline scenario. The baseline
forecasts are calculated for ay&ar period (201£016) and indicate the cumulative
growth of the macroeconomic indicators. Subsequently, new scenarios are run for each
policy option which produces forecasts of the sammgables. Finally, a comparison is
made of the scenarios for each proposed policy option with the baseline, which
establishes the magnitude of tlmpact of these policy options on the selected
macroeconomic variables over 12 quarters.

Table 14below shows the estimated forecasts for the macroeconomic variables under the
baseline. Table 15 shows by how much the-yar cumulative growth of the
macroeconomic variables under each of the five policy options differ from the baseline.
According to the/AR forecasts, th&U 28 per capita real GDP is estimated to grow at a
cumulative rate of 4.465% over they8ar period. This estimate is higher than the
estimated growth of real consumption in the same period (3.5%), but lower than the
estimated real expts growth at 13.4%. In absolute terms, the baselineeldabDP at

2005 prices in 2013 was EUR 768billion®? It is worth mentioning thathe baseline
forecast of GDP growth 4.465% produced by the/AR model is not substantially

21 Eyll details are available in Annex E of the 2015 EY Study.
272 Eurostat.
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different from the European Commission's spring 2015 forecasts which indicates a
cumulative growth of 5.3% during the 20142016 period$”,

Table 14: Forecasts of the macroeconomic variables under the baseline-y@ar
cumulative growth)

Macroeconomic variables Baseline
Per capita real GDP 4.465%
Per capita real consumption 3.536%
Per capita real exports 13.455%
Employment rate 1.897%

SourceEY, 2015.

Table 15. Difference in % of the 3year cumulative growth of the macroeconomic
variables under each of the five policy options differ from the baseline

Macroeconomic variables  Option 1 Option 2 Option 3 Option 4 Option 5
Real GDP growth 0.004% 0.157% 0.005% 0.017% 0.158%
Real consumption growth 0.003% 0.130% 0.004% 0.014% 0.130%
Real exports growth 0.000% 0.010% 0.000% 0.001% 0.010%
Real employment growth 0.002% 0.101% 0.003% 0.011% 0.101%

Source: EY, 2015.

Macroeconomic data arapproach to addressing data issues

In addition to the results from the primary data analysis which inform the policy inputs,
the analysis relies on the secondary data about the historical levels of the macroeconomic
variables (percapita real GDP growth, per capita real consumption growth, per capita
real exports growth and employment growth). The econometric method requires-quarter
onquarter growth rate of these variables as input. Also, two intermediary variables
through which tke policy inputs affect macroeconomic indicators, namely, aggregate
inflation (GDP deflator inflation) and the export price inflation were needed.

The quarterly data was collected over the 20003 period from Eurostat. Reliable EU

28 data on employment rfgeriods earlier than 2000 was imprecise as some Member
States have not been EU members long enough to provide data or data was not collected
at the required frequency. Deseasonalised data on GDP, exports and consumption for
period beyond 2013 for a numbaf Member States, hence EU 28 in aggregate, was not
yet available. Due to the limited number of data points for several Member States, the
economic analysis has not been carried out for individual Member States as the results
may have been influenced blyese data limitations. However, based on the hypothesis
that the effect of aggregation is likely to overcome these challenges, the economic
analysis was carried out for the EU 28 as a single éftity

The complete list of the data used in the economitysisa along with Eurostat codes
and descriptions, is given in Table 49 in Annex E of the 2015 EY Study.

273 http://lec.europa.eu/economy_finance/eu/forecasts/2015_spring/eu.html
2% sSee Annex E of the 2015 EY Study for further details on the modelling approach.
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The dataset used in the study covers the 20@® period, during which the economic
indicators showed significant drops. In particular, the intergdd/leen 2008 Q3 and 2009

Q2 constitutes the period during which the growth rates deviated most significantly from
their long term averages (0.4%, 0.1% and 0.1% for GDP deflator inflation, real GDP
growth rate and the real consumption rate respectivelypréeent bias in the estimates
due to outliers, it has been assumed that during this perie2DP& Q3 trend continued

to hold. Thus, the growth rates for the 4 quarters from 2008 Q3 to 2009 Q2 were
obtained by extrapolating the data from -@®8 Q3 perid, using the same VAR
methodology.

Modelling strategy: Compliance costs reduction

During the primary data analysis stage, a reduction of business VAT compliance costs
related to intreEU B2B trade has been identified as one of the two main impacts of the
proposed policy options.

The assumption made in this respect is that any savings made by businesseskdh intra
VAT compliance would be passed on to export price reductions. It is assumed that the
discountoverintraEU B2B export prices driven by a corigsice cost reduction comes

into effect gradually. The passhrough occurs initially at a rate of 25% in the first
quarter (which was assumed to occur at the end of 2013 Q4, the last period in the
historical data sample) to 100% in the Q4 and beyond.

The nodified data facilitated an analysis of the impact of the resulting competitiveness
gain on macroeconomic indicators. The export price index is a compositgaefand
extraEU exports. In order to evaluate the effect of the proposed policy optionghenly
intra-EU proportion of the index was adjusted. This was done using the share -&Uhtra
VAT compliance costs within aggregate export prices as the scaling factor. Then, using
Member States' 2013 real GDP as weights, a weighted average of the inslex wa
calculated to represent the competitiveness gain fdgth28.

To determine the percentage change in ongoing costs of businesses in response to the
policy option changes, a combination of the responses from the Business Survey and
Eurostat data was usémicalculate the change in the export price deflator.

Step 1:The proportion of net sales of the surveyed businesses that were related to B2B
intra-EU trade for each Member State was calculated.

Step 2:The VAT labour and notabour costs that related totraEU B2B compliance

within the business sample were calculated. Average hours spent on VAT activities per
year, average hourly wage rate, the business split of B2B and B2C activities, the business
split of domestic and intrBU activities and third p&r costs were used. Third party costs
were assumed to be attributed to wage costs elsewhere in the economy.

Step 3:The proportion of intr&eU B2B VAT compliance costs to intiaU B2B net
salesof the businesses

A
_ Hours spent on B2B intra EU VAT compliance activities * Wage rate + 3rd party costs

Net sales * Percentage of intra EU B2B sales

was calculated for each responddntsiness. The number of respondents was not
sufficient to calculate this number individually for each Member State. Therefore, the
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responses were collated across Hi¢ 28. Within the sample of Elide aggregate
responses that was received, the HEth VAT compliance cost for businesses is
calculated to be 0.62% of inteaJ trade.

Step 4:The percentage reductions in compliance costs were obtained from the tax
experts' survey for each business type (SME Type 1, SME Type 2 and Large Business),
for each polty option and each Member State. The aggregate costs reduction percentage
implied by each policy option for each Member State was then calculated as the weighted
average of the percentage costs reductions of each business type, using the Gross Value
Addedof the business types as weights.

Step 5:The percentage cost reduction obtained in step 4 were translated into percentage
export price changes for each Member State and policy option by multiplying them with
the factor obtained in step 3.

Step 6:The perentage export price change from step 5 was averaged across Member
States using the real GDP from 2013 of each Member State as weights. This is done for
each policy option.

Step 7:Finally, for each policy option the export price changes were downscaled to
reflect the share of intrBU exports within total exports of the Member States.

Modelling Strategy: VAT Fraud Gap

The other model component that would be impacted under two of the proposed policy
options (optior2 and optiord) is the VAT fraud gap. Thernpact of these options on the
magnitude of VAT fraud in thEU was analysed.

The assumption is that the government is revenue neutral. Thus, the increase in the VAT
collection arising from reducing the VAT gap is compensated by a proportional reduction
of the VAT levied on consumers. The reduction in the VAT rate is the consumer prices,
leading to an overall decrease in the consumer price deflator (inflation).

The approach that was adopted can be summarised in the following steps:

Step 1:The change in thenagnitude of VAT fraud in intEU B2B transactions is
calculated for each policy option. It is assumed that the size offtitrB2B transactions
is equivalent to the level of intfaU exports.

% decrease in VAT gap % Share of VAT gap within VTTL (VADtal
Liability) x
% Share of MTIC fraud gap within VAT gap x % Decrease in Fraud

Step 2:The approach was based on the VAT baseline gap estimates from the EC study
"2012 Update Report to the Stutty quantify and analyse the VAT Gap in the -EU
Member States" and the standard VAT rates from each Member State as at the end of
2013. The revenue neutrality assumption implies that:

(1- % VAT baseline ggp* Pred policy Standard VAT rate
=(10 % VAT mstd policy gap * Postd policy standard VAT rate
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Step 3:A weighted average pogblicy VAT rate is calculated by applying 2013 real
GDP for each Member State as weights.

Step 4:Lastly, the consumer price deflator (inflation) trend identified was fieadfrom
the VAR (4) analysis at the rate of change implied by the new tax rate.

Postd policy Standard VAT rate

Pred policy Standard VAT rate

It is assumed that this impact is felt gradually, that isratenof 25% in the first quarter
following implementation to 100% in the 4th quarter and beyond.

Finally, it has to be noted thatcaveat to the resultss that the compliance cost savings

and the reduction in VAT fraud could well be higher; this is beedhe compliance cost
estimates do not consider further cost savings that may occur in subsequent years due to
increased compliance efficiencies while the VAT fraud reduction estimates do not
include reduction in diversion frauds a resultthe economic impact is estimated to

be conservative
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ANNEX 5: BACKGROUND INFORMATI ON ON VAT

1. VAT treatment of intra -EU supplies of goods before 1993

Box 8: VAT system before 1993

Export - import schemes before 1993
Member State 1 Member State 2
VAT = 15% Border Border VAT = 20%
Price: 100 Price: 200 Price: 300 Price: 400 Price: 500
+ VAT 15 + VAT 30 no VAT + VAT 80 + VAT 100
> > g " s Final
A ] B ] € [l D p] B ] o
¥
| VAT 15 | VAT 15 " VAT 30 VAT80 ™ VAT20 |
. v R
Treasury | Exempt export Taxed import | N Treasury
Member State 1 Member State 2

Before 1993, intreEU crossborder transactions in goods were subject to customs
procedures and controls meaning that the payment of the VAT due was controlled at the
time of import of the goods. IntAU crossborder supplies of goods (in the figure the
transaction between Cnd D) were exempt (in Member State 1, which is the Member
State of origin) because they gave rise to an export. The introduction of the goods (in
Member State 2 that is the Member State of destination) gave rise to an import and was
taxed (either at the lvder or via deferred payment in the VAT return). Preceding
supplies (AB and BC) and subsequent supplies-H) were taxed with VAT. Both the
VAT charged on the supply made by A to B, by B to C and by D to E and the VAT |paid by
D at import were as a ruleatluctible (as regards C through a refund since there would

be no output VAT on the supply made by C against which the deductible VAT of 30 could
be offset). To prove import/export, customs documentation was required and checked by
the customs administratio

2. Destination-based versus origiAdbased VAT system

A "destinationbased" VAT system means that goods traded across borders are taxed in
the country where they are consumed (the destination country) rather than where they are
produced (the origincoustr) , and at the destination count
with VAT being conceived of as a tax on consumption, rather than on production. It
helps ensuring that households and firms face the same tax rate on their purchases
regardless of where thdyuy the goods, and therefore should not distort trade patterns.
But applying the destination principle can be problematic, leading to distortions in trade
(e.g. because of deduction limitations in the country of origin) and potentially higher
compliance osts. An "originbased" system is in principle more in line with a common
market functioning as a domestic market.
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3. Historical background of the reform: from the Green Paper to the Action
Plan

Since the basic requirements for an origased system proglenot to be achievable,
despite several attempts, the Commission decided in 2010 to focus on this issue in the
framework of its broad public consultation based on the "Green Paper on the future of
VAT?"™ (hereinafter "2010 Green Paper").

This consultatioff® showed that many businesses consider that the complexity,
additional compliance costs and legal uncertainty generated by the current VAT rules
governing cros®order intraEU supplies of goods often prevent them from engaging in
crossborder activities andeaping the benefits of the single market. Stakeholders also
expressed the need for MTIC fraud to be tackled through specific remedies targeting
fraudulent taxpayers rather than measures that could affect indirectly compliant
taxpayers, creating a disaatage to them.

The European Parliaméhf the European Economic and Social Commftfeand
stakeholders such as businesses, tax practitioners and academics also recognised the
deadlock™. They therefore favoured a new system based on the principle of maaatio
destination as a realistic solution. On this basis, the Commission adoptddearrGber

2011 a communication "On the future of VATTowards a simpler, more robust and
efficient VAT system tailored to the single maft (hereinafter "2011
Communicabn®).

Discussions with Member States confirmed that the objective to implement a definitive
VAT regime for intraEU trade in goods based on the principle of taxation in the Member
State of origin was still politically unachievable given in particularapproximation of
rates it would require. This was confirmed by the Council in May 2812

275 COM(2010) 695 Commission Staff Working Documer@EC(2010) 14551.12.2010

2’® To note that the Commission received 1,726 espfrom businesses, academics, citizens and tax
authorities, a record response to a tax consultation (see for more information in Annex 2).

277 European Parliament Resolution of 13 October 2011 on the future of VAT (P7_TA(2011)0436):

http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&referendé=R0@1 1

0436

European Economic and Social Committee Opinionoful#y 2011 on the O0Green Pap

of VATiTowards a simpler, more robust and effic

http://eurlex.europa.eu/legadontent/EN/TXT/?uri=celex:3211AE1168

On 6 May 2011, the European Commission (Directorate General for Taxation and Customs Union)

organised a one day conference in Milan on the Green Paper on the future of MAilards a

simpler, more robust and efficient VAT system (see AnneX Bijs conference was an important part

of the consultation process associated with the 2010 Green Paper. It brought together policy makers,

experts, businesses and other stakeholders and the general public from all over Europe, and beyond.

See for more iformation on:

https://ec.europa.eu/taxation_customs/business/vat/gadorvat/communicatiofuture-vat/green

paper_en

Communcation from the Commission to the European Parliament, the Council and the European

Economic and Social Committee on the future of VVATlowards a simpler, more robust and efficient

VAT system tailored to the single market (COM(2011) 851, 6.12.2011):

http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/key docum

entgdcommunications/com_2011 851 en.pdf

Council conclusions on the future of VAT3167" Economic and Financial affairs Council meeting,

Brussels, 15 May 2012 (see in particular point B 4):

http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/130257.pdf
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http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52010SC1455&qid=1497591673498&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-TA-2011-0436
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-TA-2011-0436
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:52011AE1168
https://ec.europa.eu/taxation_customs/business/vat/action-plan-vat/communication-future-vat/green-paper_en
https://ec.europa.eu/taxation_customs/business/vat/action-plan-vat/communication-future-vat/green-paper_en
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/key_documents/communications/com_2011_851_en.pdf
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/key_documents/communications/com_2011_851_en.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/130257.pdf

After the adoption of the 2011 Communication, the Commission services entered into a
broadbased and transparent dialogue with Member States and with stakeholders to
examine in detail different possible ways of implementing the destination principle. This
took place in particular via the GFV and the VEG.

Following intense and idepth analytical wor#? five options, each one with their own
merits and shortcomings, habeen identifietf (further details on the selection of these
options are available in Secti®n'Selection of optionsbelow). In order to assess the
impact of each of those five options in comparison with the current situation, a study was
commissioned anfinalised by mid2015%* The results of this study were discussed in a
Fiscalis seminaf® which brought together both the GFV and the VEG.

On 7April 2016, the Commission adopted the Action Plan which sets out the measures
envisaged in order to moderniseetBU VAT system. In this context, the Commission
announced its intention to adopt in 2017 four \fA€lated proposals:

1 a definitive VAT regime for intrdEU crossborder trade based on the principle of
taxation in the Member State of destination of the gaodsrder tocreate a
robust single European VAT area,;

1 a modernised VAT rates policy so as to allow Member States greater autonomy

on setting the VAT rates;

a comprehensive simplification VAT package 8MES

a proposal to enhance VAT administratoaoperation and EUROFISC.

= =4

4. Sources attesting to the existence of the problems
4.1. The2010Green Paper

The contributions received from stakeholders during the public consultation on the 2010
Green Paper allowed a first identification of #tertcomings of the current transitional
VAT system (see Annex 2).t&keholders mentioned problems such as disproportionate
compliance costs, legal uncertainty, cash flow disadvantages and distortions of
competition.

The causes of the shortcomings wenenfb to be the lack of harmonisation of the VAT
rules in the EU, the complexity of the rules applicable to {iBttaactivities and the
additional VAT administrative obligations and risks associated with-Eitfaactivities.
Stakeholderpointed out that thee shortcomings can constitute dstacle, in particular

for small businesses, preventing them from engaging in-Eitrarade. They further
underlined thathe current transitional VAT system is not suitable for the single market

282
283

See details in Annex 1.

Commission staff working document on the inmpéntation of the definitive VAT regime for intialJ

trade (SWD2014) 338, 29.10.2014):
http://ec.europa.eu/taxation_customs/sitestion/files/resources/documents/taxation/vat/swd_2014

338.pdf

| mpl ementing the 0deBEJtBRBisappliescohgoqusFeasibility and ecénontico i nt r a
evaluation study Final reporti 30 June 2015:
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/common/publications/st
udies/ey_study_destination_prina@gbdf

Organised in June 2015 in Vienna (see for further details in Annex 1).

284

285

119


http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/swd_2014_338.pdf
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/swd_2014_338.pdf
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/common/publications/studies/ey_study_destination_principle.pdf
http://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/common/publications/studies/ey_study_destination_principle.pdf

and prevents them fronulfy benefiting from its advantageBor these reasommost of
them were against the idea of making the current rules the definitive VAT $5tem

4.2. The work in the GFV and in the VEG

On the basis of this first analysis of the shortcomings of the cumamitional VAT
system and their causes, the Commission services engageddefatindiscussions with
the Member Staté¥ and expert stakeholdéf&in order to identify more precisely the
problems caused by the current transitional VAT system.

At the VEG the expert stakeholders widely agreed that the list of shortcomings and their
causes outlined by the Commission was complete and correctly reflected the problems
faced by businesses. They emphasised that problems are hiotketb legal uncertainty

(in particular regarding the means of proof of the uiikh transport of the goods to be
provided in order for the supplier to justify the exemption of an-Btdasupply) and to
compliance costs due notably to the complexity of the current rules, the fattetinales

are not adapted to all current business models and the divergent application of the rules
by the Member States.

At the GFV the Member States also generally confirmed the list of shortcomings and
their causes as described by the Commission. Mieshber States generally reiterated

the need for greater harmonisation and simplification of the existing rules and some also
stressed the importance of the problems related to fraud and tax evasion.

4.3. The evaluation of the current system

A comprehensig retrospective evaluation of the EU VAT syst&thas been carried out.

That evaluation made it possible to conclude that the current transitional VAT system is
too complex. This results in higher compliance costs for businesses trading across the EU
as conpared with those operating only at domestic level and in legal uncertainty for both
businesses and tax administrations. As a consequencekEuhtcaossborder trade and

the functioning of the internal market as a whole are disrupted. Further, the evaluati
also mentioned that the current transitional VAT system has generated a significant level
of crossborder fraud that hampers the functioning of the internal market.

5. VAT fraud schemes

Box 9: Basic schemes
MTIC fraud example involving two Member States

The customer of a crodmrder transaction purchases goods V#de and in the
subsequent domestic sale charges VAT to his customer without remitting it [to the

286 The contributions are available together with a report summarising their main elements at

http://ec.europa.eu/taxation_customs/common/consultations/tax/2010 11 future_vat en.htm

More detailed information can be found in Annex 2.

As of the 8' meeting of the GFV which took place on 29 November 2012. See further atfomin

Annex 1.

As of the %' meeting of the VEG which took place on 24 October 2012. See further information in
Annex 1.

IFS et al., 2011. The key elements of this evaluation have been integrated into the different parts of
this impact assessment.
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Treasury. The rules applicable to intElJ supplies are not abused but allow t
acquirer (the"missing trader") to commit MTIC fraud in the subsequent domestic su

In this case, the acquirer in Member State 1 purchases goodd$r®@dirom a supplier ir]
Member State 2 and charges VAT to his customer in Member State 1 without rem
to theTreasury. Before the tax administration is able to audit the acquirer he would
disappeared. The customer might not be aware of this fraud and when he is a bus

he
pply.

itting it
have
ness he

might also be able to deduct the VAT charged to him (as he received a valid im¥oice

remains in principle entitled to a tax deduction).
Diversion fraud example involving a single Member State

The supplier pretends to have transported the goods to another Member State

goods are in fact consumed locally (goods are divertenh fcoossborder to domestic

trade). The rules applicable to intAU supplies are abused by the supplier.

In this case, the supplier in Member State 1 charges and collects VAT from his cu
in Member State 1 but reports this supply in his VATrreas an exempt intr&U
supply of goods and therefore does not transfer the VAT collected to the Treasury,

but the

stomer

Before

the tax administration can hold up information received from the tax administration of

the Member State where the goods are supposed to e transported to wit
information obtained during an audit of the supplier, this supplier would |
disappeared. The customer might not be aware of this fraud and when he is a bus
might also be able to deduct the VAT charged to him by theisupgs he received
valid invoice he remains in principle entitled to a tax deduction).

6. VAT notions

Box 10: VAT notions
VAT identification number

The VAT identification number serves several purposes, both with regard f
declaration/paymentfo/AT and for audit/statistical reasons.

Declaration/payment

As a rule, businesses making taxable transactions within the EU must register fq
purposes and be allocated a VAT identification number in each Member State in
they are liable to pathe VAT. Thus:

- when making supplies of goods taxable in a particular Member State, the supj
liable to VAT in that Member State and must register and pay the VAT there;

- when acquiring goods from another Member State, the acquirer is liable the@&3/AT
due on the intreEU acquisition to the tax authorities of the Member State in whick
goods are acquired and must obtain a VAT identification number there.

Through this VAT registration, businesses will comply with all their VAT obliga
(e.g. the VAT identification number will have to be mentioned in the invoices isst
the VAT returns submitted to declare VAT, as well as in the recapitulative state

h
nave

ness he
A

o the

or VAT

which

nlier is

1 the

tions
ed, in
'ments

submitted see details below).
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Businesses might need to be registered not onlhe Member State where they are
established (and where they carry out habitually their activities) but also in any |other
Member States where they are liable to VAT even without having a fixed establishment
there.

Audit/statistical reasons: proof of tletatus of the acquirer to whom an itEdJ supply
of goods is made

In case of an intréEU supply of goods, the supplier must provide sufficient evidence that
the goods have been supplied to a "taxable person acting as such in a Member State
other than thain which transport of the goods begafin order to justify, before the
tax authorities of the Member State of origin, the VAT exemption and therefore the fact
that he did not charge VAT on such supply. This is because only where thEUntra
supply is mde to an acquirer having that status the inEl supply will be exempt; in
any other case the supply will be taxed and the supplier will have to charge the VAT of
the Member State of origin to the acquirer.

In order for the intraEU supplier to determineshether his customer is a business ar a
final consumer (only in the first case the exemption will apply and the business customer
will be liable to pay the VAT due on the infed) acquisition of goods) he needs|to
obtain the customer's VAT registration ai&t and check the status in the VIES sy&tem

Further in the recapitulative statements (see below) an-B&tdasupplier should mention
the VAT identification number of his intElJ acquirer. By crosshecking the
information contained in these listingdember States are informed of goods circulating
(VAT free, since the intrBU supply is exempt from the tax) from one Member State to
another. This allows for the administrative follap of the goods necessary in order| to
ensure that VAT is paid in the Méer State of destination of the goods.

Liability rules for non-established business&é

As a rule, suppliers of goods are liable to pay VAT to the tax authorities of the Member
State where the tax is due. However, when they make supplies of goot#embear
State in which they are not established, there are cases in which the person liable| for the
payment of VAT will be the custorfidr(reverse charge for supplies made by npn
established businesses).

Consignment and calbff stocks

Consignment stock rexfs to the situation where a trader transfers business goodg to a
Member State where he is not established, in order to sell them there at a later stage and
in any case after arrival. Calbff stock is a specific category within the general notioh of
consgnment stock and refers to the situation where at the time the goods are transferred

29 Article 138 of the VAT Directive.

291 VIES (the VAT Information Exchange System) is an electronic mean of validatingitéiFification
numbers of economic operators registered in the European Union forboross transactions on
goods or services. 8enore info onhttp://ec.europa.eu/taxation_customs/vies/

A nonestablished business refers to a "“nesident" business with regard to a particular Member
State, thus a business establishednie Member State which trades with another Member State where
it does not have any fixed establishment will be considered to be se&taolished business" in this
later Member State.

2% See Articlel194 of the VAT Directive.
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the trader already knows the identity of the buyer to whom the goods will later be

supplied.

According to EU rules, the transfer of the goods entails

() a deemed intrd&EU supply of goods in the Member State of origin made by the

transferor;

(i) a deemed intreEU acquisition of goods made in the Member State of destination also
by the transferor, who will have to get registered for VAT purposes and declare the intra

EU acaquisition there;

(i) a subsequent domestic supply made in the Member State of destination
transferor to his customer.

To be exempt from VAT, the deemed supply of goods needs to fulfil the condition

intra-EU supply of goods in the Member t8taf origin. The transferor will have to be

by the

s of any

registered and declare the transfer in the VAT return submitted in the Member State of

origin and will further have to furnish the proof of the inE&) transport of the goods to

the tax authorities of that MerabState.

In the Member State of destination, the deemed-BWaacquisition of goods entails
number of obligations on the transferor (e.g. registration, declaration of the-kitk:
acquisition). Further obligations will be imposed on him on accournh®fsubsequen
domestic supply (e.g. declaration and payment of VAT unless reverse charge appl

Crossborder chain transactions

a

—

es).

This refers to the case where multiple parties are involved in successive sales of the same

goods which are the object afsingle transport: A sells to B, who sells to C, who sel
D and the goods are transported directly from A to D, so B and C are
intermediaries.

When this situation happens, according to the daseof the CIEZ the intraEU
movement of the gosatan only be ascribed to one of the supplies, and only that s
will benefit from the VAT exemption provided for an iffitd supply. All the othe
supplies in the chain will be domestic supplies, taxed and not exempt.

Proof of transport of intraEU supplies of goods

In case of an intréEU supply of goods, the supplier must provide sufficient evidencs
the goods have been transported from one Member State (Member State of of
another (Member State of destination) in order to justify, befadah authorities of thg
Member State of origin, the VAT exemption and therefore the fact that he did not
VAT on that supply.

VAT returns

294 Judgment of the CJEU ofpril 2006 in case @45/04,Emag Handel.
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Businesses registered for VAT purposes must periodicaiybmit VAT returns to
declare the value of their trsactions and the corresponding VAT due. Through|this

VAT return businesses also exercise their right to deduct the VAT due on their
acquisitions (see below).

Businesses might need to submit VAT returns in more than one Member State, meaning
having to comly with rules of Member States other than that in which they have
established their business.

Recapitulative statements

This refers to an obligation specifically linked to intEd crossborder trade that
requires businesses to report periodic&lfithe vdue of their intraEU supplies and th
identity of their intraEU customers.

11%

Businesses supplying goods to other Member States must submit petiodical
recapitulative statements (and add a special mention in their VAT return) of|their
exempted intrd&EU suppiles of goods. Those supplies will in the Member State of
destination give rise to taxable intEaU acquisitions of goods for which the customer is
the person liable to VAT.

Further the VAT Directive gives the option to the Member States to also require a
recapitulative statement for intBaU acquisitions of goods made by businesses on ftheir
territory.

Dealing with VAT audits

Businesses registered for VAT purposes or liable to pay the VAT due in Member States
other than the Member State in which they araldisthed are also subject to VAT audits
in these Member States.

VAT treatment/qualification of certain transactions

The VAT Directive makes a distinction between supplies of §6adsl supplies of
serviceé®™ The VAT treatment of intBU supplies of goods and int&aU supplies of
services is different and therefore the delimitation between both concepts is crycial to
avoid double or nottaxation.

Input tax deduction

2% EU rules allow for time frames (tax period and deadline for submission of the VAT return) to be set by

the Member States. Tax periods may be set at one month to a maximum of one year and deadline may

not be morethan two months after the end of each tax period. Member States have implemented

different rules. Most require monthly returns although for some it is quarterly reporting. Nearly all

Member Stateallow micro enterprises to file at longer periods than imgniguarterly, halyearly or

yearly). In most Member States the VAT return should be submitted with a deadline of the end of the

month following the tax period. See PWC, 2013.

EU rules allow for time frames to be set by the Member States at one aramttuarter. Periodicity

depends in each Member States upon a certain amount eEldtsapplies.

297 According to Articlel 4 of the VAT Directive 6Supply of goodsbé
dispose of tangible property as owner.

According to Article2 4 of the VAT Directive 6Supply of servic
does not constitute a supply of goods.
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As a rulé®® a business carrying out VABxable transactions has the right, in the

Member State in which it carries out these transactions, to deduct the VAT whig
liable to pay upon its purchases of goods and services. This is done by subtract

h it is
ing the

deductible amount from the VAT due (AT collected from his customer) in the

regular VAT return submitted to the tax authorities.

However, when a business acquires goods and services in a Member State in which it is

neither established nor registered, the right of deduction has to be e through
compensation with any VAT due by the business but through a refund procedure.

To this

end the refund request will have to be submitted to the Member State of acquisition of the

goods and servicd®. Such refund procedure has a cash flow iotfmn businesses since

VAT will only be refundable after several moriths

7. The additional VAT obligations associated with the current transitional VAT
system (driver 1)

Box 11: Additional VAT obligations

Depending on whether a business acts asplier or as an acquirer and depending

on

the supply chain (transaction involving one, two or more parties), it might haye to
comply with the following main additional obligations when trading in another Member

State.

VAT identification number

To ensurehat his intraEU supply of goods is exempt from VAT, the supplier needs to
validate the status of his customer. This means checking in the VIES system that the VAT
identification number is valid and collecting information about the customer's
compliance Businesses have to prove that they have acted in good faith and exercised
due diligence ( bec a’*sThey mistkeep eritteh kenoods/tb thid g e

end.

29 gee Articlesl 68 of the VAT Directive.

30 gSee Articlesl70-171 of the VAT Directive and Directives 2008/9/EC (refund to &atlers) and
86/560/EEC (refund to neBU traders). Further details on
http://ec.europa.eu/taxation _customs/business/vatemlestopic/vatrefunds en

301

302

According to Directive 2008/9/EC, refunds of the approved amount shall be paid by the Member State
of refund at the latest within ten working days of the expiry of the deadline for refund (either within
four months of receipt of the refund applicatlopnthat Member State where no additional information

is requested, or within six months where additional information is requested, but in any case at the
latest within eight months from receiving the refund application). In 2015 fe2%E(As informations

not available for three Member States), an average of 65% (about EUR 2 billion) of total handled
crossborder refund applications were refunded within the four month deadline, an average of 18%
(about EUR 663 million) of total handled cressrder refunchpplications were queried and refunded
within six or eight months; and an average of 3% (about EUR 139 million) were refunded after more
than 8 months (the remaining 14% are rejected applications). It has to be noted though, that the above
figures are awage figures and differences exist between Member States, with a number of Member
States refunding more that 90% of all applications within 4 months, whilst others refund more than
50% of the total applications within 6 or 8 months,

The "knowledge tebtrefers to the reiterated criterion of the CJEU according to whicthei tax
administration can prove that a taxable person knew or should have known that he was participating in
a transaction linked to VAT evasion, the tax administration can refugetti¢o deduct VAT or the

right to exempt from VAT an intt€ommunity supply, to that taxable person. See for instance the
judgment of the CJEU in case439/04,Axel Kittel.
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When trading in other Member States businesses acting either as suppliers

or as

customes might be required to ask for a VAT identification number to report their
transactions and possibly pay the VAT due. This could mean obtaining additional VAT

registrations in Member States in which these businesses are not established.

There is an obligadbn to be registered in a Member State for exports, domestic sup
intra-EU supplies or transfers of own goods even if the supply is exempted
Registration is required although in those cases there is no VAT to be paid to {
authorities.

Liability rules for non-established businesses

In case a Member State does not provide for a reverse charge (i.e. the customer
for payment of the VAT due) for supplies made byasablished busines$&$these

plies,
there.
he tax

s liable

businesses might be obliged to chaMA&T to their customers and pay it to the tax

authorities of the Member State where they are not established.
Consignment and calbff stocks

Businesses transferring own goods from one Member State to another might have

to fulfil

specific declaration oblig#gons in the Member State of arrival of the goods even if those

goods are calbff or consignment stocks (i.e. later on giving rise to a taxable supp
VAT registration and related reporting obligations in the Member State of arrival @
goods mighbe required.

Crossbhorder chain transactions

The VAT Directive provides a simplification for triangular transactions but this doe
cater for all chain transactions, in particular not for situations involving more than t
parties or norREU intemmediaries.

y). A
f the

S not
hree

The absence of simplification measures leads to the need for multiple VAT registrations

of nonestablished businesses and related reporting obligations.
Proof of transport of intraEU supplies of goods

To be able to prove the transport of godalsnother Member State, the supplier must
addition to normal commercial documentation, keep appropriate records and detg
the transport.

In particular for businesses which are not directly responsible for the trans
additional investigatios would be needed and permanent resources allocated to ¢
sufficient proof of transport from transporters and/or customers.

VAT returns

When acting either as the supplier or as a customer, businesses might be reqt
report their transactions in &/AT return and pay the VAT due in Member State
which they are not established. This will be in addition to the VAT return they ha

,in
ils on

port,
btain

lired to
S in
ave to

submit periodically in their Member State of establishment.

303 Article 194 of the VAT Directive provides for an option for Member Statesply reverse charge to

supplies made in their territory by nestablished taxable persons.
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In some cases (transfers of own goods across the EUg tisem need to repot
movements of goods although similar domestic transfers are not reported. Furtk
statistical purpose8® businesses might also be required to add a special menti
their VAT return concerning the intBU movement of goods (ethwhen supplied t
another Member State or, in some Member States, when acquired from another N
State). This means having to complete a box with the value of these supplies/acqu

Recapitulative statements

For intra-EU supplies of goods

Businesses supplying goods to other Member States must submit peri
recapitulative statements of their exempted ita supplies of goods (which will giy
rise to a taxable intréEU acquisition of goods in the Member State of destination).

For intra-EU acaquisitions of goods in some Member States

In some Member States, businesses acquiring goods from other Member Stat
submit periodical recapitulative statements of their iffd acquisitions of goods
Filling in those statements does not fit well witbrmal commercial and accountir
practices as reporting only covers certain transactions, that is-4Btdaacquisitions.

Dealing with VAT audits

Businesses registered or liable to pay the VAT due in a Member State other than
which they areestablished are subject to tax audits also in any such Member State
might necessitate the appointment of a fiscal representative who knows the prg
and language of the Member State.

VAT treatment/qualification of certain transactions

In case ofdifferent interpretation of one and the same transaction by different Me
States, businesses might face double taxation. This can result in administrative (
judicial) claims against the business.

Input tax deduction

Businesses incurring inputAT in a Member State in which they are neither establis
nor registered can only exercise their right to deduct that VAT by means of a
request to be submitted to this Member State. To this end, they must make U
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8. Divergent application of EU VAT rules across the Member States (driver 2)

Box 12: Divergences in obligations and procedures
VAT identification number

The process for attributing VAT identification numbers, the amount of informatiof
operabrs must make available to the tax authorities in order to have such a nt

n that
umber

assigned, the reasons for which a tax authority may refuse to register or decide

304 Intrastat requirement statistics.
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register a business and the date from which registration eredestration will produce
effect are all matters which vary across the EU.

Liability rules for non-established businesses

There is no consistent application of the option under which Member States may |
for special liability rules for norestablished businesses. Therefore, ddpey on the
Member State, reverse charge or registration apply for businesses making suppli
Member State in which they are not established with considerable divergences
the rules are applied across the EU. This has an impact on how dedatiigout VAT
can be exercised: in some Member States (where registration applies) VAT is red
through local VAT returns yet in others (which apply reverse charge) VAT can o
recovered through a claim under the refund procedure. The latter bgsotiential to put
the nonestablished supplier at a competitive disadvantage compared to dof
suppliers®.

Proof of transport of intraEU supplies of goods

There are no clear and uniform rules regarding the evidence to be provided |
supplier to jwtify the exemption of the intEaU supply of goods. Documentati
requirements instead depend on and vary within each Member State. The requirer
the supplier to provide proof where an inEdJ supply of goods is made under-H
Works delivery tern&, or where no thireparty transport carrier is involved, can &
particularly problematic.

The period throughout which businesses must ensure the storage of the
documentation attesting the transport also deseon each Member State which a
extra complexity.

VAT returns

The format, content and level of data to be included in the VAT returns diverge frg
Member State to the other. For audit and/or statistical reasons, some Member
require extremly detailed VAT return contefif.

There are also differences in the time frame (tax period can be set by the Membe
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r States

from one month up to a maximum of one year) and filing dedtfline

305

(Directive 2008/9/EC andmplementing Regulation 79/2012), refund procedures are slow

Despite a recent comprehensive reform regarding droster VAT refunds for EU businesses

(and

formalistic (input VAT incurred can be lost when certain formal requirements are not met) and can

trigger audits by the tax authorities. This results in cash flow disadvantage due to sifiatidn

when paying VAT on purchases and selling to customers in other Member States. There can also be
problems with reclaiming preegistration input VAT in a Member State where the business is not
established. See for more information ltips://ec.europa.eu/taxation_customs/business/vatfeu

rulestopic/vatrefunds_en

306

Ex Works (EXW) is an international trade term that describes an agreement Umclethve seller is

required to make goods ready for pickup at his or her own place of business. All other transportation
costs and risks are assumed by the buyer. In that case the supplier is not in charge of the transport and

to prove the transport, heettefore has to rely on items of evidence provided to him by the buyer.

397 The proposal for a standard VAT return (COM(2013) 721, 23.10.2013) represented an important area

for simplification for businesses. However it did not meet unanimous agreement ricilCou the
Member States and was therefore withdrawn by the Commission.
3% See box 6 above.
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Recapitulative statements

The format, procedure and filing deaddm of these listings diverge from one Mem
State to the othé?¥.

Since the obligation to also submit a recapitulative statement for-Eitracquisitions of
goods results from an option left by EU legislation for the Member States to apply
is no unform application across the EU.

VAT audits

Audit is a matter that rest entirely in the hand of each individual Member State
might imply the need for businesses to have a local tax representative.

Box 13: Divergences in the qualification of cein transactions and their VAT
treatment

Consignment and calbff stocks

Some Member States provide simplification measures by whickestanlished
businesses holding a stock of goods are allowed not to register for VAT purposes
to declare any ima-EU acquisition in their territory.

This situation may give rise to problems where a trader established in a Membe
which applies the simplification transfers goods to another Member State where n
simplification is applied. The trader, thimg in good faith that the simplification als
applies in this later Member State, will neither get registered nor declare anyBghir
acquisition there, thus risking heavy penalties in that Member State.

Crossborder chain transactions

The problem withcrossborder chain transactions is determining to which supply
intra-EU transport of the goods should be attributed.

The VAT Directive provides a simplification for certain crossder chain transaction
(known as "triangular transactions but the simplification is applied unevenly &
Member States in particular in terms of assumptions made as to who is transport
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goods. In some Member States, the simplification can also be applied when mollre than

three parties are involved. Further some MemSBeates allow for the simplification
apply where the intermediate party is already registered in the Member State of th
customer while others do not.

VAT treatment/qualification of certain transactions

Some Member States treat supplies involhthng installation of goods as a supply
goods, others as a supply of services. Such a divergence in the qualification

0
e final

of
of the

transaction leads to differences in VAT treatment as the rules governing goog

399 See box 6 above.
310 While as a rule businesses making taxable transactions in a Member State in which they

Is and

are not

established should register in this Membeteétnd declare their transactions (and possibly pay VAT

which could however be deducted), simplification measures aim at avoiding such registration.

129



services are not the same (e.g. different platcsupply, VAT rates). This may lead|to
double or nortaxation. In case of double taxation, businesses might need to| have
recourse to local tax experts.

Another example of this type of situation is leasing, which is treated by some Member
States as a suppof services and by others as a supply of goods. The result is doyble or
nontaxation and such inconsistent treatment can be used for tax planning pdtposes

Input tax deduction

Different rules on input tax deduction apply in the Member States (e.dctiest of the
right to deduct, calculation of recoverable VAT for companies engaged bath in
transactions opening the right to deduct input VAT and in transactions which do nat).

9. Selection of options

After the adoption of the 2011 Communication, them@ussion services started
technical discussions with Member States in the GFV and with other stakeholders in the
VEG to identify possible options to achieve a simpler and more robust VAT system
based on the principle of taxation at destination for B2BiBty supplies of goods.

When looking at possible options to tax B2B transactions at destination, two fundamental
issues had to be considered, namely:

1 theplace of taxatior{whether it will be based on the physical flow of the goods
or not); and

1 theperson liable for payment of VA{whether the supplier charges the VAT of
the Member State of destination and pays the VAT via theSoeShop or if
instead the customer accounts for the VAT through the reverse charge).

The various combinations of thedwo issues would lead to substantially different
taxation regimes for intr&U trade.

To carry out the work, the Commission services proposed a-stepeworking
methodology which was adopted by both the GFV and the VEG. In particular:

The first stef this work was to make an inventory of the various options for taxation at
destination, to identify their main possible advantages and disadvantages and to
determine the criteria for a future comprehensive assessment of these options. To this
end, the @mmission services established a +gohaustive preliminary list of eleven
possible options each with their main features, advantages and disadvantddmes
following qualitative assessment criteria were suggested and agreed: (i) equality and
simplicity; (i) budgetary impact; (iii) ease of administration and cost of collection; and
(iv) prevention of fraud and abuse.

311 Judgment of the CJEU of 22 December 2010 in ca8T09RBS Deutschland Holding

312 Seven main optionsfour of which each has two variants, full details are available in working
documents GFV N14 and VEG R 4 B2B supplies of goods Taxation at destinatioii Identifying
options and criteria for a qualitative assessmenailablehere
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Two rounds of discussions took place in the GFV and the VEG during this phase. It was
suggested that two other options be added to thalihgt, resulting in an inventory of
thirteen possible optiofis (Table 16 below).

313 See working documents GFV°NMI6 and VEG R 5 B2B supplies of goodsTaxation at destiation i
Optionsi Examining how they work, and their pros and ¢arsd GFV N 22 and VEG N 13 B2B
supplies of goods Taxation at destinatioin Additional Optioni Improvement of current rulesr the
option 13 improving the current rules without modifyithem fundamentally.
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Table 16: Inventory of possible options

Initial options

No 1 Maintaining the status quo

No 2 Adaptingcurrent rules whilst still following the flow of the goods wi
the supplier charging the VAT of the Member State of destination

No 3 Adapting current rules whilst still following the flow of the goods w
the reverse charge mechanism

No 4 Aligning with the rules governing B2C sales with the supplier char
the VAT of the Member State of destination

No 5 Aligning with the rules governing B2C sales with the reverse ch
mechanism

No 6 Aligning with the rules governing the place of supply of &g with
the supplier charging the VAT of the Member State of destination

No 7 Aligning with the rules governing the place of supply of services
the reverse charge mechanism

No 8 Aligning with the contractual flows with the supplier charging \t#er
of the Member State of destination

No 9 Aligning with the contractual flows with the reverse charge mechan

No 10 Viable Integrated VAT (VIVAT)
No 11 Compensating VAT (CVAT)
Additional options

No 12 The Single European VAT Area (SEVA)
No 13 Improving the current rules without modifying them fundamentally

The second stepf the working methodology consisted in refining the workings of the
thirteen options identified during the first step and in further analysing their pros and
cons with a view to preparing a selection of some of those options which deserved further
analyss and for which the Commission would launch an external study to provide
sufficient material for an impact assessment.

At the end of this phase, the Commission services asked both the GFV and the VEG to
indicate the options which could already be puteasidd the options which would merit
further analysis. At that stage, the following first conclusions were dfawn

1 As regards the possible place of taxation at destination: following the physical
flow of the goods remains a valid criterion to be used fterd@ning the place of
taxation for intraEU B2B supplies of good¥ Nevertheless, in both groups
there was sufficient interest in further exploring systems for which a different
criterion would be used,

1 As regards the person liable for the payment of \O&TintraEU supplies: strong
reservations were expressed about the charging of VAT by the supplier en intra

314 As well as with the place of supply of gas, electricity and heat or cooling to a taxable dealer
(Article 38).

315 See GFV N 21 and VEG R12: B2B supplies of goodsTaxation at destinatioin State of play of the
discussions on theptions.

3% The physical flow of the goods remains a determining factor with optiods3, 4, 5, 10, 11, 12 and
13. With optionss, 7, 8 and 9, the physical flow of the goods is no longer the driving force for
determining the place of taxation for B2Bpglies of goods.
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EU supplies. However, a number of members expressed an interest in further
pursuing options including this element. The @aission services took ¢hview
that it would be premature to put completely aside at this stage the idea of the
supplier being the person liable for the tax given the restoration of the integrity of
the EU VAT system and the consistency between drosger and domestic
transacins it could achieve;

1 Options 4 and 5 could be discarded as thagfurther complexity to the current
rules;

T Options 10, 11 and 12 could also be discatded

During the third step further technical discussions were held looking at the options
where liablity for the payment of the VAT would fall on the supplier, examining in
particular the issues related to the functioning of a large ®opShop® and possible
mitigation measuré¥’ to tackle some of the difficulties which could occur with these
options.

In addition, the areas of priority where improvements of the current rules could be made
were also identified, namely the (i) proof to justify the exemption of-lBtdasupplies,

(ii) the VAT treatment of chain transactions and (iii) the VAT treatmenbakignment
stocks. Following the request of many members in GFV and VEG, the Commission
services created two sigvoups, composed of members from the VEG and the GFV, to
examine the VAT treatment of consignment stocks and chain transactions. As regards the
burden of proof to exempt intBU supplies, the EU VAT Foruiff decided to create a
mixed subgroup to examine that issue. All three gyrbups reported back with their
recommendations to both the VEG and G&v

On the basis of the outcome of these disaumssithe Commission services proposed to
put aside options 4, 5, 10, 11 and 12. This was agreed by the members of both the GFV
and the VEG.

As regards théinal selectionof the options to be assesseelgpth in an external study,
in addition to option 1Maintaining thestatus quo,the following five options were
selected:

317 In the GFV there was no support for options 10 and 11 mainly because (i) they require the existence of

a clearing mechanism as the VAT will be paid to the Member State of origin and deducted in the
Member State of destination and (il¥@ because adjustments will be needed in the Member State of
destination where the VIVAT/CVAT rate, which will be common for all Member States to apply to
intraaEU B2B supplies of goods, differs from the national rate of the Member State of destination.
Option 12 was considered politically unacceptable as it will require the application of a harmonised set
of tax rates in all 28 EU Member States. In the VEG, a large number of stakeholders took the view that
these options should not be further examinederyithat they are not politically acceptable for the
Member States.

318 See GFV N 023 and VEG Ri14: B2B supplies of goodsTaxation at destinatioih One StopShopi
Functioning & Possible issues

319 See GFV N° 028 and VEG N° 01B2B supplies of goods Taxation at destinatioii Options based

on VAT being charged by the supplie¥itigation measures

See Glossary.

All these documents are publically available in CIRCABC, see

GFV N° 041 and VEG N° 02%ubGroups report Proof of intraEU supplies

GFV N° 039 and VEG N° 028ubGroups reporfi Consignment stocks

GFV N° 040and VEG N° 028ubGroups reporti Chain transactions

320
321
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1 Option 2i Adapting current rules whilst still following the flow of the goods with
the supplier charging the VAT of the Member State of destination

1 Option 31 Adapting current rules wist still following the flow of the goods with
the reverse charge mechanism

1 Option 77 Aligning with the rules governing the place of supply of services with
the reverse charge mechanism

1 Option 81 Aligning with the contractual flow with the supplieharging the VAT
of the Member State of destination

1 Option 13i Improving the current rules without modifying them fundamentally

In the view of the Commission services, these options broadly cover the range of
combinations resulting from the two fundaménssues that need to be addressed: the
place of taxation (based on following the physical flow of the goods or not) and the
person liable for payment of VAT (the supplier charges VAT or the customer accounts
for it via reverse charge).

Moreover, the choseoptions reflected to the extent possible the different views of the
members of the GFV and the VEG and the need to concentrate on the most ambitious
and promising options given the limited time and resources at hand. The requirement of
continuing to folow the flow of the goods, an approach prioritised by most Member
States, was met with options 1, 2, 3 and 13.

The possible extension of existing digital solutions (for instance by extending the current
MOSS? has in particular been taken into account.

In the selection of the options, care has been taken to ensure that simplification measures
also target SMEs.

10.  Diagrams of the options

322 Since 2015, a mini One Stop Shop (MOSS) allows businesses supplying telecommunication services,
television and radio broadcasgi services and electronically supplied services tetagable persons
in Member States in which they do not have an establishment to account for the VAT due on those
supplies via a webortal in the Member State in which they are identified. See fuddnglopments
under Box 5 of the main report.
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Diagram 1: Option 1 - Limited improvements of the current rules

Member State 1 (MS1)
15% VAT

Treasury

0 € VAT %

Supplier

Exempt intra-EU supply

Member State 2 (MS2)
20% VAT

Goods

Price 10 000 € + 0 € VAT

<

(1)Intra-EU supply in MS1

Treasury

I

Customer

+2000¢€
-2000€
0 € VAT

Taxed intra-EU acquisition

Place of taxation: Member State of departure of the goods = MS1
Person liable: Supplier, but no VAT is due because intra-EU supply is exempt (proof of

transport necessary)

(2) Intra-EU acquisition in MS2
Place of taxation: Member State of arrival of the goods = MS2
Person liable for the payment of VAT: Customer via reverse charge in MS2. The VAT due

(+2 000 €) is paid to Treasury of MS2 and simultaneously deducted (-2 000 €) using traditional

VAT return

Diagram 2: Option 2 - Taxation following the flow of the goods

Where the customer is NOT a Certified Taxable Person

' 2000 € VAT (0SS) .

Member State 1 (MS1)
15% VAT

Treasury

|

Supplier

2000 € VAT
(0s8s)

Goods

Member State 2 (MS2)
20% VAT

Price 10 000 € +2 000 € VAT

£

Treasury

% -2 000€ VAT

Customer
Non - CTP

Place of taxation: Member State of arrival of the goods = MS2

Person liable for the payment of VAT: Supplier via OSS. The VAT due (+ 2 000 <€) is
paid to Treasury of MS1 and Treasury of MS1 remits the VAT due (+ 2 000 €) to Treasury
of MS2. Customer deducts in MS2 (-2 000 €) using traditional VAT return
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