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Conclusions and recommendations

The EESC considers that the current EU Value Adided(VAT) system is highly fragmented
and complex and subsequently reduces and distoate tand investment by creating
unnecessary and extensive administrative burdeshgrate barriers for businesses.

The EESC believes that the VAT system should beaiat facilitating the proper functioning
of the internal market. In particular, the VAT ®mst needs to be less fragmented and more
efficiently administered, especially with regardctoss-border trade, and should be modernised
in the light of increasing globalisation and diggation of the economy.

The EESC welcomes the European Commission's detationm to close the VAT gap, as well
as the recent Directive No 2017/1371 on the figj#iast fraud to the Union's financial interests
by means of criminal law, which provides for thevatvement of the European Public
Prosecutor's Office in cases of VAT fraud above El0Rmillion.

The EESC considers that tax authorities shouldsitiyate how upcoming technologies can
contribute to the fight against VAT fraud. Digitechnologies can also be a helpful tool for
simplifying the administrative burden on both besises and tax administrations, bringing the
necessary transparency. In particular Member Statasuld create appropriate fora for the
exchange of best practices in revenue collecti@haamnhow to develop technologies to facilitate
proper tax collection in cross-border trade sitwadi An in-depth analysis on the possibility of
implementing higher VAT rates on luxury goods skiobé taken into consideration. Efficient
refund VAT systems and tax forms and processesldghmidiscussed along with streamlined
systems for the exchange of information on fraudst&he European Commission should
contribute to setting up such institutional fotaereby enhancing growth and reducing revenue
losses.

The EESC believes that a functioning one-stop-gtiG/S") is a vital part of a destination-
based system. The Commission's initiatives, sucthe@proposed extension of the Mini One-
Stop-Shop to all B2C services as well as B2C safl@pods, both intra-Community and from
outside the Community, is therefore welcome.

The EESC calls on all the institutions involvedte process of reforming the VAT system to
explore how a common system for both services ayatlg can be rolled out as quickly as
possible, thereby alleviating the foreseeable grmolslarising from the existence of two systems,
one for goods and another for services. Such da@went would be considered positive by the
EESC insofar it is consistent with the tax neutygdrinciple.

The EESC underlines the importance of tax neugrdldtween different companies, pointing
out that VAT payments should not be allowed to askly affect the liquidity of some
businesses. In this respect, importers of goodsildhbe required to pay VAT when the
products are actually put on the market and notmgwech products are merely imported and
deposited.
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With regard to the certified taxable person ("CTRe EESC notes that the Commission deems
this concept to be important for the transition aoss a VAT system based on the destination
principle and agrees that businesses whose taabil@y is proven should be able to benefit
from appropriate simplification measures.

The EESC draws attention to the fact that sineelittake some time for the Member States to
agree on CTP and for the majority of companies @ocértified, and since the quick fixes
outlined in the proposal are so important for thactioning of the VAT system, the EESC
would therefore encourage the Member States totademuick fixes for all businesses before
CTP is fully developed.

With reference to certain exemptions for intra-Camity transactions included in the proposal

amending Implementing Regulation No 282/2011, tlSE notes that the Council's request
asking the Commission to simplify and clarify tlegal framework on exemptions appears to be
a useful tool for reducing fraud and limiting comapice costs for SMEs.

The EESC considers it important for the Commissmiarry out a comprehensive regulatory
impact assessment aimed at ascertaining — incluginguantitative terms — the practical
implications of the action plan on VAT as a wholar findividuals, businesses and tax
authorities.

The EESC would again point out that all effortsidbdobe made to implement the definitive

VAT system within a reasonable timeframe; otherviisere is a risk that the stated objectives
could be compromised or only partially achievedth detriment of the internal market and of
European companies and consumers.

Introduction and background

With its communication entitlefiowards a single EU VAT area — Time to decjuléblished on
7 April 2016, the Commission presented its actitanpaimed at modernising the EU VAT
system, and announced a number of specific proptsdhat end.

In particular, the action plan provides formodernising the VAT system, adapting it to the
new digital technologiesii) making VAT compliance easier for SME8i) developing an
appropriate policy for setting VAT rates;) reducing the VAT gap in the Member States and
tackling tax fraud.

Since cross-border trade in the EU amounts to ntbam EUR 4.1 trillion (exports) and
EUR 3.9 trillion (imports), a functioning VAT systeis paramount for all European citizens.

On 1 December 2016, the Commission published twpgsals: one on VAT for cross-border
e-commerckand the other on VAT rates for e-publicati%)ns

COM(2016) 757 final
COM(2016) 758 final
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On 21 December 2016, in order to reduce VAT frand eesponding to requests from some
Member States in the Council, the Commission phbblisa proposal on a temporary generalised
reverse charge mechanism in relation to suppliesgamdds and services which exceed

In October 2017, the European Commission publigshdther package of measures in the area
of VAT. This package comprises) a proposal to amend the current VAT Directive
2006/112/EC, introducing the notion of a CTP, adlves some corrective measutes
i) measures to lay the foundations for a graduakitian to the principle of taxation in the
Member State of destination and the responsibditythe supplier as a general rA[JIdzii) a
proposal amending Implementing Regulation No 28212 harmonise and simplify the rules
on proving the intra-Community transport of goods WAT exemption purposés iv) a
proposal amending the regulation on administratv@peration between national authorities on

Specifically, the Commission has presented fourickquixes" in order to decrease the
administrative burden on businesses in the curssistem. These four quick fixes are:
i) simplification of VAT rules for companies movingaps from one Member State to another
where they are to be stored before being suppbed tustomer who is known in advance;
i) simplification and harmonisation of rules regagdinchain transaction situations;
iif) simplification of the proof of transport of goodetween two Member States. These
simplifications are limited to CTP businesses. Artb quick fix, regarding the VAT number of
commercial partners recorded in the electronic EAIT\Aumber verification system (VIES),
will be available to CTP and non CTP businesses.

Looking ahead, the Commission intends to graduabylace the current transitional
arrangement for the taxation of trade between MerSketes with a definitive agreement based
on the principle of taxing the goods in the courtthydestination through a series of legislative
measures and progressive adjustments.

General comments: combating fraud, and cooperatiobetween national authorities

The current VAT system is highly fragmented and plax and subsequently reduces and
distorts trade and investments by creating unnacgssid extensive administrative burdens and

The EESC believes that the EU VAT system shouldalmed at facilitating the proper
functioning of the internal market. In particuldhe EU VAT system needs to be less
fragmented and more efficiently administered, eslgovith regard to cross-border trade, and
should be modernised in the light of increasindglsation and digitalisation of the economy.

2.5
EUR 10 000 in value.
2.6
VAT,
2.7
2.8
3.
3.1
trade barriers for businesses.
3.2
3 .
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At the same time, the Committee shares the Comom'ssview that VAT fraud constitutes a
significant problem — as shown by the figures eating the loss of revenue due to fraud at
EUR 151 billion — in respect of which practical aimtreasingly effective measures must be
taken to reduce illegal practices, without howewedermining the consolidation of the single
market.

The EESC welcomes the European Commission's detation to close the VAT gap, as well
as the recent Directive No 2017/1371 on the figj#iast fraud to the Union's financial interests
by means of criminal law, which provides for thevalvement of the European Public
Prosecutor's Office in cases of VAT fraud above El0Rmillion.

It is therefore important to prioritise the objeetiof ensuring a truly internal market and
combating fraud by delivering tangible results histarea without delay through closer
cooperation between tax authorities with regardtite exchange of information and the
development of databases and platforms for theasgsh of data between the various national
authorities in support of an efficient enforcemehthe tax rules. In particular, the EESC urges
the Commission and the national tax authoritiesdoperate more closely and intensely on a
daily basis to ensure that the requirements of raarnal market are met and to reduce
administrative costs for both businesses and takhoaties. Additionally, the European
Commission and tax authorities should, in coopenatiith organised civil society and other
stakeholders, investigate how upcoming technologés contribute to the fight against VAT
frauds, since new technologies can be a helpfulfayosimplifying the administrative burden
on businesses and tax administrations, as wedirdsringing the necessary transparency.

The EESC underlines the need for Member Statesetiec appropriate fora for the exchange of
best practices in revenue collection and on hodeteelop technologies to facilitate proper tax
collection in cross-border trade situations. Intigafar, efficient refund VAT systems and tax

forms and processes should be discussed along effittient systems for the exchange of

information on fraudsters. The European Commissibauld contribute to setting up such

institutional fora, thereby enhancing growth andue@ng revenue losses.

Destination principle and rates

As stated in its opinion on th&ction plan on VAY, the EESC believes that the overhaul of the
current system should result in a definitive VATstm that is not only clear, robust and
comprehensive, but also proportionate in relatmbusinesses, and adapted to the fast pace of
change in the economy and markets.

In this context, the Committee endorses the prdptsapt for the country of destination
principle as the basis for the definitive VAT synieas it is expected to create a more level

See EESC opinion oAT — Derogation — reverse chargearticularly points 1.2 - 3.20J C 288, 31.8.2017, p. 52.

0OJ C 389, 21.10.2016, p. 43.
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playing field for all suppliers in the same natibmearket and result in less distortion of the EU
market.

A functioning OSS is a vital part of a destinatimsed system. The Commission's initiatives,
such as the proposed extension of the Mini-One-Stuogp to all B2C services as well as B2C
sales of goods, both intra-Community and from aletshe Community, is therefore welcome.
Without a fully functioning OSS, based on home-dopaudits, scalable simplifications and the
ability to offset incurred input VAT from all Membé&tates, any destination-based system will
dramatically increase the administrative burdepeeslly for SMEs.

The EESC underlines the importance of tax neurdlgtween different companies, pointing
out that VAT payments should not be allowed to askly affect the liquidity of some
businesses. In this respect, importers of goodpduific national markets should be required to
pay VAT when the products are actually put on therkat and not when such products are
merely imported and deposited waiting for theirseduent commercialisation.

As regards the first phase of the action plan, WwHacuses on certain supplies of goods, the
Committee calls on all the institutions involvedtire process of reforming the VAT system to
explore how a common system for services and goad<e rolled out as quickly as possible,
thereby alleviating the foreseeable problems agifiom the existence of two systems, one for
goods and the other for services.

This is particularly relevant given that in the ithtyeconomy, the dividing line between goods
and services has become increasingly fuzzy andylike change further in the current
environment in which technology is evolving at acmgreater pace than the rules developed by
the relevant institutions. The EESC therefore cafisthe European Commission to take into
consideration and possibly address this matterinmvitte ongoing reform of the VAT system.

The EESC considers that the VAT rates policy putdnethe Commission and aimed at giving
Member States greater flexibility on reduced ratesuld, in principle, be compatible with the
country of destination principle, given that untl@s system there is likely to be less distortion
of trade.

Giving Member States greater freedom to set them cates must not, however, lead to the
system as a whole becoming fragmented or excegsogghplex. Therefore, a proportionate
approach needs to be taken, leading to a cleaptadictable implementation framework, in the
interests in particular of SMEs and in order touea compliance costs for economic operators
in generzﬂ.

It follows that the number of exceptions allowedwld be limited to specific and properly
justified cases, so as to ensure a uniform andqiedade regulatory framework.

With regard to possible exceptions, the Committeesiers that the objective of supporting
social innovation and strengthening the Europeamabk@illar embraced by the Commission

See the EESC opinion on tAetion plan on VATOJ C 389, 21.10.2016, p. 4%ints 3.1.6 and 3.1.7.
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could justify reduced rates for social enterpriaed the social services sector, based on the
specific initiatives that Member States will decideundertake to this end within the new legal
framework regulating VAT.

It is important that an online information tool et up to allow businesses to keep track of the
different rate systems of the 28 Member Statess Tl has to be easily accessible, reliable and
preferably in all EU languages.

The certified taxable person

With regard to the CTP, the EESC notes that the r@ission deems this concept to be
important for the transition towards a VAT systeaséd on the destination principle and agrees
that businesses whose tax reliability is provenukhdoe able to benefit from appropriate
simplification measures.

While the CTP and its use of reverse charge mag tiaey potential to offer substantial relief for
businesses, we believe that in order for businesses SMES in particular, to be able to apply
for this concept, it is essential that harmonisgdar and proportionate criteria and rules be
implemented across the Member States to facilitetdroadest possible access to CTP status.

Since it will take some time for Member States goea on CTP and for the vast majority of
companies to be certified, and since the quicksfixetlined in the proposal are so important for
the functioning of the VAT system, the EESC woultt@urage Member States to adopt the
quick fixes for all businesses before CTP is fdlgveloped.

The EESC also agrees that, in order to make the usss of the status of CTP properly
developed electronic storage systems need to bblissied, which should be easily accessible
to national tax authorities.

However, given the current wording of the Commissigproposal, it is not possible to put
forward a more thorough and detailed assessmehtso€oncept, since it is still vague, and it is
not clear what the practical implications of imphkamting it will be.

At this stage, the EESC would thus simply point thdt the instrument of CTP should be
backed up by clear and transparent implementatiberie. In this respect, it is worth noting
that setting criteria similar to those regulatihg Authorised Economic Operator might result in
reduced access to the CTP system and the quick, fimeolving only a tiny minority of the
business community. The CTP system risks beingsadude to very few businesses.

This concept must be subject, particularly in thst fphase of implementation, to careful

monitoring by the European Commission, to preveet henefits generated by the use of the
CTP concept in terms of tax simplification and easeompliance being outweighed by a loss
of legal certainty and regulatory uniformity in timeernal market.

With reference to the proposal amending ImplemgnfRegulation No 282/2011 as regards
certain exemptions for intra-Community transactjaghe EESC notes that the Council's request
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that the Commission clarify and simplify the led@mework on exemptions appears to be a
useful tool for reducing fraud and limiting compice costs for SMEs.

Next steps and final comments

In general, the EESC considers it important for @mnmission to carry out a comprehensive
regulatory impact assessment aimed at ascertawingluding in quantitative terms — the
practical implications of the action plan on VAT asvhole for individuals, businesses and tax
authorities.

Finally, the EESC notes — with reference to itsvjm@s opinion on thé\ction plan on VAT -
that it is important to implement all of the varfoparts of the action plan as an indivisible
whole.

The Committee would again point out that all eBoghould be made to implement the
definitive VAT system within a reasonable timefrgrogherwise, there is a risk that the stated
objectives could be compromised or only partialbhiaved, to the detriment of the internal
market and the European companies operating witthin

Brussels, 14 March 2018

Georges DASSIS
The president of the European Economic and Sodiair@ittee
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0OJ C 389, 21.10.2016, p. 43.
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