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OPINION

Fair taxation package

THE EUROPEAN COMMITTEE OF THE REGIONS

welcomes the Commission's initiative to reform Eid's existing VAT system in order to bett
support a functioning internal market and ensuet YWAT rules are adapted to changes in
global and digital economy;

believes that differences in VAT rules and rategeha particularly big impact on border regic
and on the activities of SMEs in those regions, Hrad it is therefore necessary to assesg
territorial impact of the proposals with a viewélowing greater flexibility in setting VAT rate
as well as the thresholds proposed,

er
the

ns
the

n

considers that the present rules not only resud lack of fiscal neutrality between the Member

States, but prevent opportunities for technologamlelopment from being exploited since
same goods/services are taxed at different rafgsndéng on the form of distribution.

welcomes the European Commission's proposal to Miember States more scope to simp
VAT procedures for small companies. It is still ionfant to improve tax efficiency and comk
fraud so as to avoid distortions of competition aaféguard Member States' tax revenues;

he

points out that the fragmentation and complexityhaf VAT system result in major compliance
costs for businesses involved in cross-border actitns. These costs are disproportionately high
for SMEs, which form the backbone of the economg #re basis for employment at regional

level, in particular for small businesses with emtwer of up to EUR 2 million. These compan

es

make up about 98% of all EU enterprises, and dauti approximately 15% of total turnover and

around 25% of net VAT revenue;
shares the Commission's view that the costs of tongpwith the VAT system should be as Ig
as possible, and is pleased that the proposapescead to reduce SMEs' VAT compliance costg
up to 18% per year.
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Paul Lindquist (SE/EPP), Commissioner of StockhGlounty Council

Reference documents

Proposal for a Council Directive amending Directd@6/112/EC as regards rates of value added tax
COM(2018) 20 final

Annex to the Proposal for a Council Directive amagdDirective 2006/112/EC as regards rates of
value added tax
COM(2018) 20 final

Proposal for a Council Directive amending DirectR@06/112/EC on the common system of value
added tax as regards the special scheme for smatpeises
COM(2018) 21 final
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Opinion of the European Committee

value added tax (COM(2018) 20 final)

of the Regions Fair taxation package

RECOMMENDATIONS FOR AMENDMENTS

Amendment 1
Recital (4)

Text proposed by the Commission

CoR amendment

In a definitive VAT system all Member Stat
should be treated equally and should there
have the same restrictions in applying redu
VAT rates, which should remain an exception
the standard rate. Such equal treatment wit
restricting Member States' current flexibility
setting VAT can be achieved by enabling all
them to apply a reduced rate for which

minimum requirement does not apply, as wel
an exemption with the right to deduct input VA
in addition to a maximum of two reduced rates
a minimum of 5%.

b a definitive VAT system all Member Stat
faleould be treated equally and should there
chdve the same restrictions in applying redu
MAT rates, which should remain an exception
ndle standard rate. Such equal treatment wit
imestricting Member States' current flexibility
aketting VAT can be achieved by enabling all
ltbem to apply a reduced rate for which

asinimum requirement does not appily,order to
Ttake into account the beneficial social or
efivironmental effects of various goods and
services, as well as an exemption with the right
deduct input VAT, in addition to a maximum
two reduced rates of a minimum of 5%/thin
the limits set by this directive, it is possible for
Member States to maintain existing reduced
VAT rates or to introduce new rates that benefit
the final consumer and are in the general
interest, for example for labour-intensive
services or to factor in social and/or
environmental considerations.

Proposal for a Council Directive amending Directive2006/112/EC as regards rates of

s
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to
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—

(0]
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Reason

If the rules are too specific, there is a considieraisk that they may stand in the way of theifidity

sought.

Amendment 2
Recital (8)

Text proposed by the Commission

CoR amendment

While the application of different rates in certaiivhile the application of different rates in certain

remote areas continue to be possible, it
necessary to ensure that the standard rate res
the minimum of 15%.

rsmote areas continue to be possible, it
peetessary to ensure that the standard rate res
the minimum of 15%nd the maximum of 25%.

is
pects
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Amend

ment 3

Add a new () after Article 1(1)

Text proposed by the Commission

CoR amendment

Article 97 is replaced by the following: " The
standard rate may not be less than 15% or
greater than 25%."

Amend

ment 4

Article 1(2)

Text proposed by the Commission

CoR amendment

Article 98 is replaced by the following:
‘Article 98

1. Member States may apply a maximum of 1
reduced rates.

The reduced rates shall be fixed as a percern
of the taxable amount, which shall not be |
than 5%.

2. By way of derogation from paragraph
Member States may in addition to the t

Article 98 is replaced by the following:
‘Article 98

wilo Member States may apply a maximum of {
reduced rates.

tdgpe reduced rates shall be fixed as a percer
pe$ the taxable amount, which shall not be |
than 5%.

P. By way of derogation from paragraph
vblember States may in addition to the t

WO

tage

£SS

1,
VO

reduced rates apply a reduced rate lower than tbduced rates apply a reduced rate lower than the

minimum of 5% and an exemption wi
deductibility of the VAT paid at the precedir
stage.

3. Reduced rates and exemptions applied purs
to paragraphs 1 and 2 shatily benefit the final
consumer and shall be applied to pursue,
consistent manner, an objective of gens
interest.

The reduced rates and exemptions referred fosénvices.
paragraphs 1 and 2 shall not be applied to g¢

or services in the categories set out in An
la.';

thminimum  of 5% and an exemption wi
ngleductibility of the VAT paid at the precedir
stage.

uainReduced rates and exemptions applied purs

ncensumer and shall be applied to pursue,
prebnsistent manner, an objective of general inte
that takes into account the beneficial social or
environmental effects of various goods and

pods
néke reduced rates and exemptions referred t
paragraphs 1 and 2 shall not be applied to gq
or services in the categories set out in An
la.’

th
g

uant

to paragraphs 1 and 2 shall benefit the final

n a
rest

0 in
pods
nex
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Reason

Limiting the exemptions so that "only" the finalnsumer benefits could be difficult to implement|in

practice because many goods and services arecsbluth individual consumers and companies. [The
recitals state that the basic thinking behind theppsal is among other things to preserve [the
functioning of the internal market, avoid unnecegsamplexity and thus avoid a rise in busingss
costs. The word "only" should therefore be delétenh the text of the directive.

b) Annex to the Proposal for a Council Directive amenithg Directive 2006/112/EC as regards
rates of value added tax (COM(2018) 20 final)

Amendment 5

Number 5
Text proposed by the Commission CoR amendment
(5) Supply of| 11.01 None | None (5) | Supply of| 11.01 None | None
alcoholic | 11.02 alcoholic | 11.02
beverages| 11.03 beverages 11.03
11.05 11.04
47.00.25 11.05
47.00.25
Reason

There is no reason to allow alcohol made of othen-distilled fermented beverages, such| as
vermouth, to be taxed at a reduced rate.

Amendment 6

Number 7
Text proposed by the Commission CoR amendment
(7) | Supply, | 29 Supply, 30.92 (7) | Supply, |29 Supply, 30.92

hire, 30 hire, 33.17.19 hire, 30 hire, 33.17.19
mainten | 33.15| maintenanc| 47.00.45 maintena| 33.15 | maintenanc| 47.00.45
ance 33.16| e and repaif 47.00.75 nce and 33.16 | e and repaif 47.00.75
and 45 of bicycles,| 77.21.10 repair of| 45 of bicycles| 77.21.10
repair of| 47.00| baby 77.29.19 means off 47.00. | (including | 77.29.19
means | .81 carriages | 95.29.12 transport | 81 e-bicycles), | 95.29.12
of 77.1 | and invalid| 29.10.24 77.1 e-scooters, | 29.10.24
transpor | 77.34| carriages | 45.11.245 77.34 | baby 45.11.24
t 77.35] .... A11.3 77.35 | carriages | 5.11.3

77.39 77.39. | and invalid

13 13 carriages
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Reason

It should be spelled out that Member States mag afsply a reduced tax rate to e-bikes ang

scooters. E-bikes and e-scooters play an importdgin mobility.

1 e-

Amendment 7

Number 10
Text proposed by the Commission CoR amendment

(10) | Supply of| 26 None | None | (10) | Supply off 26 Irradiation, 26.60
computer,| 47.00.3 computer, | 47.00.3 | electromedical | 32.50.
electronic| 47.00.82 electronic | 47.00.82| and 4
and 47.00.83 and 47.00.83| electrotherapeu
optical 47.00.88 optical 47.00.88| tic equipment;
products; products; spectacles and
supply of supply of contact lenses
watches watches

Reason

Member States should be able to apply reducedatas to spectacles and contact lenses, as wgll as

pacemakers and hearing aids.

Amendment 8

Number 15
Text proposed by the Commission CoR amendment
(15) | Supply off 64 None| None | (15)| Supply qf64 | None | None
financial and | 65 financial 66
insurance 66 services
services
Reason

Under Article 135(1)(a) of Directive 2006/112/E@tMember States are required to exempt insur
and reinsurance transactions, including relatedces performed by insurance brokers and insur:
agents, from tax.

ance
nnce

The Commission proposal thus contradicts the teERtire@ctive 2006/112/EC.

c)

of value added tax as the special scheme rfosmall enterprises

(COM(2018) 21 final)

regards

Amendment 9
Recital (13)

Text proposed by the Commission | CoR amendment
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Furthermore, in order to ensure compliance V
conditions for exemption granted by a Mem
State to enterprises not established there,

necessary to require prior notification of th
intention to use the exemption. Such notificat
should be madéy the small enterprise to the
Member State where it is established. That

Member State should thereafter, based on

viurthermore, in order to ensure compliance
beonditions for exemption granted by a Mem
tSkte to enterprises not established there,

eitecessary to require prior notification of th
antention to use the exemption. Such notificat
should be madérough an online portal set up
by the Commission. The Member State of

information declared on the turnover of thabformation declared on the turnover of th

enterprise, provide that information to the ot
Member States concerned.

nenterprise, provide that information to the ot
Member States concerned.

vith
ber
tis
eir
on

#stablishment should thereafter, based on the

nat
ner

Reason

This amendment goes with the amendment to

Arti€l@)1- it reproduces the proposal set out in

draft report presented to the European Parliameiit Wandenkendelaere (EPP/BE).

the

Amend

ment 10

Article 1(12)

Text proposed by the Commission

CoR amendment

Article 284 is replaced by the following:
‘Article 284
1. Member States may exempt the supply]

goods and services made within their territory,
small enterprises established in that territ

Article 284 is replaced by the following:
‘Article 284
bf Member States may exempt the supply|

l;pods and services made within their territory|
pogmall enterprises established in that territ

whose Member State annual turnover, attribu
to such supplies, does not exceed a thre

fixed by those Member States for the applicatidixed by those Member States for the applicat

of this exemption.

Member States may fix varying thresholts
different business sectors based on objectiv
criteria. However, those thresholds shall be
higher than EUR85000 or the equivalent ir
national currency.

2. Member States that have put in place
exemption for small enterprises shall also exe
the supplies of goods and services in their ¢
territory made by enterprises established
another Member State, provided that
following conditions are fulfilled:

ZPMose Member State annual turnover, attributs

mdsuch supplies, does not exceed a thres
of this exemption.

Member States may fix varying thresholds bal
con objective criteria. However, those threshg
sball be no higher than EUROO 000 or the
1 equivalent in national currency.

2. Member States that have put in place
te@emption for small enterprises shall also exe
npe supplies of goods and services in their ¢
varritory made by enterprises established
amother Member State, provided that
[Hellowing conditions are fulfilled:

of
by
ory
able
hold
ion

sed
Ids

the
mpt
DWN
in
the

all

a) the Union annual turnover of that sm
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a) the Union annual turnover of that sm
enterprise does not exceed EUR 100 O
the value of the supplies in the Memi
State where the enterprise is

established does not exceed the thres

b)

applicable in that Member State for t
granting of the exemption to enterprig
established in that Member State.

3. Member States shall take appropriate meag
to ensure that small enterprises benefiting fi
the exemption satisfy the conditions referred t
paragraphs 1 and 2.

4. Prior to availing itself of the exemption ir
other Member States, the small enterprise shall
notify the Member Statein which it is
established.

Where a small enterprise avails itself of

exemption in Member States other than tha
which it is established, the Member State
establishment shall take all measures necessa
ensure the accurate declaration of the Ur
annual turnover and the Member State ant
turnover by the small enterprise and shall infg
the tax authorities of the other Member Stz
concerned in which the small enterprise car

mnot established does not exceed the thres
nold applicable in that Member State for
he granting of the exemption to enterprig

all
DO; b)
er

enterprise does not exceed EUR 100 O
the value of the supplies in the Meml
State where the enterprise is |

es established in that Member State.
3. Member States shall take appropriate meas
wesensure that small enterprises benefiting fi
dime exemption satisfy the conditions referred t
D [r@ragraphs 1 and 2.

4. The Commission shall set up an online portal
through which small enterprises wishing to avail
themselves of the exemption iranother Member
Statecan register.

Where a small enterprise avails itself of
hexemption in Member States other than tha
[ which it is established, the Member State
ektablishment shall take all measures necessd
Irgrisure the accurate declaration of the Urn
iannual turnover and the Member State ani
nwatnover by the small enterprise and shall infg
rthe tax authorities of the other Member Sta
itesncerned in which the small enterprise car|
riest a supply.';

out a supply.’;

DO;
Der
not
hold
he
es

ures
om
D IN

he

[ in
of
\ry to
ion
nual
rm
ites
ries

Reason

The subsidiarity principle would require the na@ibthreshold to be a matter of national compete
which means that a threshold other than the praposexmon EU threshold of EUR 100 000 sho
not be introduced. It is good to allow differentional thresholds because this increases flexjbi
but limiting the option to different business sestoould make it difficult to know where to dravet

line.

hce,
uld
lit

Amend

ment 11

Article 1(15)

Text proposed by the Commission

CoR amendment

the following Article 288a is inserted:

'Article 288a

the following Article 288a is inserted:

'Article 288a
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Where during a subsequent calendar year
Member State annual turnover of a sm
enterprise exceeds the exemption thresl
referred to in Article 284(1), the small enterpr
shall be able to continue to benefit from
exemption for that year, provided that its Mem
State annual turnover during that year does
exceed the threshold set out in Article 284(1)
more tharb0%.";

thehall be able to continue to benefit from 1

thMimere during a subsequent calendar year
dlember State annual turnover of a sn
n@dterprise  exceeds the exemption thresl
seferred to in Article 284(1), the small enterpr

pexemption for that year, provided that its Mem
1Bihte annual turnover during that year does
lexceed the threshold set out in Article 284(1)
more thar83%.";

the
all
nold
se
he
ber
not

by

Reason

The provision reduces "cliff-edge" effects, butcduld distort competition for companies that

are

unable to benefit from the exemption. The amountvbych the threshold may be exceeded should

therefore be reduced from 50% to 33%.

POLICY RECOMMENDATIONS

THE EUROPEAN COMMITTEE OF THE REGIONS

welcomes the Commission's initiative to reform Bid's existing VAT system in order to better
support a functioning internal market and ensueg YPAT rules are adapted to changes in the

notes, however, that it is important for the pr@dda®s avoid distortions of competition and
increased red tape and higher business costs fil and medium-sized businesses (SMESs), not

1.

global and digital economy;
2.

to mention local and regional authorities;
3.

believes that differences in VAT rules and rategeha particularly big impact on border regions
and on the activities of SMEs in those regions, t@rad it is therefore necessary to assess the
territorial impact of the proposals with a view abowing greater flexibility in setting VAT
rates as well as the thresholds proposed,;

Common rules on VAT rates

4.

endorses the Commission's proposal that goodsawteas should be taxed on the basis of the
destination principle, since this involves lesk 0§ distorting competition;

supports Article 98(1) and (2) of the proposal foDirective whereby Member States may
apply a maximum of two reduced tax rates of att|B&s and one reduced tax rate for which no
minimum of 5% is required, as well as an exempiutth the right to deduct input VAT,

welcomes the Commission's proposal for a list (Anihia) of products on which the VAT rate
may not be reduced, rather than, as hitherto, gasitist (also including various temporary
derogations) of products on which the VAT ratelioveed to be lower than the standard rate.
The proposal provides greater flexibility for indiual Member States and eliminates the lack

COR-2018-02180-00-00-AC-TRA (EN) 9/13



10.

11.

12.

13.

14.

of tax neutrality due to the fact that certain M@msStates cannot replicate the reduced VAT
rates that other Member States apply to certaidymts. It is important to point out that the
purpose of the list is to avoid distortions of catifion and that it should not be used to achieve
other political aims;

considers that the present rules not only resudtlecck of fiscal neutrality between the Member
States, but prevent opportunities for technologa=lelopment from being exploited since the
same goods/services are taxed at different ratpendiéing on the form of distribution. A
striking example of this is the prohibition of redd VAT on digital publications such as
newspapers, audio books and music streaming. Hsisibtably hit the newspaper industry at a
time when it is undergoing major structural changesh the increasing digitisation of media
consumption, and when the significance of newsmaptar democracy cannot be
underestimated;

assumes that Article 98(3) will apply for goods asetvices that are typically bought by
individual consumers. When this has been estaldljsheshould be possible to sell goods and
services with a reduced tax rate even if the tretimas involve both businesses and private
individuals;

notes that the expression "final consumer" coudd I certain implementation problems. The
final consumer in the context of VAT might be avatee individual, a non-taxable legal person
or a taxable person conducting an activity thaéxempt without the right to deduct VAT.
However, the explanatory memorandum indicates timatfinal consumer is the person who
acquires goods and services for personal use. Givenlegal persons can also be final
consumers, the CoR believes that the requirementdialso include such persons;

supports the proposal to allow the weighted average (WAR) to exceed 12% in order to
ensure that Member States' revenues are protected,;

points out that greater flexibility in setting VA&tes could make things complicated, especially
for SMEs, which do not have the resources and systevailable to large companies to enable
them to manage a number of different tax ratebeir tross-border transactions;

urges the European Commission to set up an eleéctioortal, for example by further
developing the existing TEDB web portal, to allowslmesses to keep track of the different
VAT systems in all the EU Member States and, in fitsanework of the conditions for
exemption granted by a Member State to enterprisats established there, to provide
notification of their intention to avail themselveSthe exemption. This tool should be easy to
access, reliable and available in all the offi&bl languages;

also calls on the Commission to extend the scop&dimg the Mini One Stop Shop (MOSS)
scheme when this proposal is implemented. The M&3®me will be particularly important
for the administrative processing of VAT in the nboy of destination;

believes that greater flexibility in setting VATtea could make it more difficult to determine
how a transaction involving several supplies shdwddtaxed. This affects the applicable tax
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rate, the taxable amount, the type of invoice, thiedcountry considered the country of taxation.
It can lead to problems with invoicing and generateertainty, costs and disputes, as the issue
may be dealt with in different ways in different Meer States. The Commission should
therefore provide clear guidelines on how transastiinvolving several supplies are to be
managed;

Simplifying the rules for small enterprises

15.

16.

17.

18.

19.

20.

21.

22.

welcomes the European Commission's proposal tolgember States more scope to simplify
VAT procedures for small companies. It is still ionfant to improve tax efficiency and combat
fraud so as to avoid distortions of competition aaftguard Member States' tax revenues;

endorses the proposed definition of a "small emisgp as a business with a Union annual
turnover in the single market of less than EUR Rioni;

points out that the fragmentation and complexityhaf VAT system result in major compliance
costs for businesses involved in cross-border aatimns. These costs are disproportionately
high for SMEs, which form the backbone of the ecopaand the basis for employment at
regional level, in particular for small businesgeth a turnover of up to EUR 2 million. These
companies make up about 98% of all EU enterpresas contribute approximately 15% of total
turnover and around 25% of net VAT revenue;

points out that in relation to the supply of elenic services it can be difficult to establish in
which Member State the customer is located. In soawes the red tape involved for small
companies to determine this to the satisfactioth@ftax authorities can be such as to deter them
from doing business with customers in other Mentbiates. To reduce the regulatory burden
for small businesses with a turnover of less theiRE2 million within the Union, these should
be able as an alternative to charge the highesicapfe VAT rate within the Union for a given
service;

shares the Commission's view that the costs of bengpwith the VAT system should be as
low as possible, and is pleased that the propesskpected to reduce SMEs' VAT compliance
costs by up to 18% per year,

supports the proposal to make the exemption addessd all small businesses that are
established in another Member State, on conditianhtheir annual turnover within the EU does
not exceed EUR 100 000, but thinks it is necessargssess the risk of growth-hampering
effects. Exceeding the ceiling could represent rsiclerable business cost for a company that
has been exempt from tax and has therefore hadsidesably lower administrative burden;

welcomes the proposal to allow small businessessiee simplified invoices, as well as the
proposal not to require businesses that are exgomtVAT to issue invoices;

endorses the proposal to allow small businessesubbonit VAT returns for a period of one
calendar year;
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23. wonders why VAT-exempt businesses are released ditbactcounting and storage obligations.
There is a risk that such a concession could bseabbecause it will be difficult for Member
States to check whether a company is exceedinipteghold,;

24. notes that in several Member States measures g th&en to simplify the registration of new
companies, with the aim of improving the businessirenment, although this could also
increase the risk of so-called carousel fraud. iA014 alone, the VAT leakage from carousel

fraud was estimated at EUR 50 billion. It is impmoit to improve tax efficiency and combat
fraud so that leakage decreases.

Brussels, 10 October 2018

The President
of the European Committee of the Regions

Karl-Heinz Lambertz

The Secretary-General
of the European Committee of the Regions

Jiti Burianek
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