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- EXPLANATORY MEMORANDUM

on 19 Juns 1890, the Commisslon presented to the Councii the proposal for an
amendmentl to the proposal for a Councll Directive supplementing the common
system of value added tax (VAT) and amending Directive 77/388/EEC2 which it

had laid before the Council on 4 August 1987.3 The amended proposal for a.

Directive sets out the process by which tax frontiers are to be abolished: it
provides for transitional taxation arrangements with a view to establishment of
the (nternal market and defines the definitive arrangements.

The Economic and Social Committee delivered favourable Qp!nlons on this amended

proposal on 19-September 19904 and 7 July 1988.5

¥
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proposal on 20 November 1990 and suggested a number of éhendments.6

The Commlission has taken up the following suggested ameadments:

%
iy

(a) Five new recltals have bsen added (point 1). Tﬁey relate to:

{1} the abolitionh of restrictions on travellefs' purchases,
(ii) the convergence of rates, _ 3
(111) the clearing-house system to bs incorporéted into the definitive
arrangements, .1
(iv) maintenance of the aquality of the memunlty's statistical
machinery; g
(V) ways to take account of the social and regional repercussions of
the abolltlon of tax frontiers. =

Geﬁeral!y speaking, these amendmants have been»lﬁcorporated In order io
place the Commisslon’s amended proposal In an overall {framework and to
clarify the conditions under which the transitional and definitive
arrangements are to apply; ‘

1 0J No € 176, 17.7.1980, p. 8: COM(90)182.
04 No L 145, 13.6.1977, p. 1.

0J No C 252, 22.9.1087; COM(87)322.

0J No C 332, 31.12.1990, p. 121.

0J No C 237, 12.9.1988, p. 19:; Doc. ESC 740/88.
0J No. € 324,726.12.1990, p. 97.
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‘The European.Parliament..also dellvered.a favourable opinion. on this . amended.



(b) Amendments of a general nature have been made to the Commisslion proposatl

and will be -applicable as from 1 January 1993 (point 2). They are
intended:
(i) 'to clarlfy the scope of the provisions governing the VAT treatment

(ki) to  reduce the dangers of misuse of the existing derogations
permitting the exclusion of caplital goods from the system of
deductions for cyclical economlic¢c reasons;

(1) to I'itmit the differing assessments which prevail as to the threshold
"below whlich payment of VAT due may be walved by setting that

threshold at ECU 100;
(c) . Other amendments are envisaged as a precautlon and will .come Into effect. on

‘of transactions carried out by institutional non-taxable persons;

1 January 1993. They concern:

N

Retention of the current derogation provided for in .Article 28(2),
under which Member States applying reduced rates and exemptions with
refund of the tax paid at the preceding stage and satisfying the
condltlions stated in the last indent of Article 17 of the Second

Councii Directive of 11 April.1967 are authorized to mainta.in -those

rates and- exemptions. -1t . should be clearly. understood that this . .

amendment is of a precautlionary. nature and has to be seenlagalnst
the background of the declisions to be taken with regard to the
appro;lmatlon of VAT rates on the basls of the Commission’'s proposal
in this field! and in the light of the commitment which the
Commission, In adopting a more flexible stance, subsequently gave in
Its June 1989 communication and the precise wording of which was as
follows:

0J No C 250, 18.9.1987; COM(87)321 and COM(87)324.
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(i

"{t would be necessary, In the framework of a final compromise, to
authorize Member States who so wish, to maintain zero-rating for a
very I|imited number of producfs currently subject to the reduced
rate, provided thls did -not posé any risks of distortion of
competition for the'other Member States. Such a Measure could only
be envisaged by the Commission if the Councllfreaghed‘an agreement
on the respective coveragebof ihe standard rate and the reduced
rate".? - a | -

Retentlon of derogations from the normal arrahéements of the common
VAT system which are still applicable under~Ar£ﬂcle 28(3) (following
adoption of the Eighteenth VAT Directive), Itibelng understood that

‘these deroga;lons_w]]l‘be the SUDJ¢¢?,°f speclf|c proposals designed

a4

to settle thelr fate once and for all;

o

(d) Finally, the ' last amendments relate speclflcally;;to the transitlonal

arrangements. The aim here |s:

(i) to render automatically applicable all ‘existing or future

harmonization provisions on the movement of goods which will affect
the practical appllcatlon of the condltions under which
intra-Community supplies will be exempt 'duFlng the transitional
pertod; ) v

(1D to use the transitional period to draw up a réport on_ the conditlions

under which financlal transactlons‘are faxed ér exempted in order to
examine the posslibillty-of implementing, within the framework of the
definitlve arrangements, a genéra] . schemé for' taxing such
transactions. The Commlsslén uhdertakes to réportlon this matter by
1996. | ‘

COM(89)260 (not published in the Officlal Journal of the European

Communities).



Amendments to the

—proposal for a Council Dlrective
supplementing :the -common system .of value .added stax ‘(VAT)
- «and .amending ‘Directive 77/3887EEC. -

Abolitlon iof tax frontiers and . transltlonal arrangements for taxation.

wWilth-.a view to establdilshment -of the .Interna’l :market

‘THE COMM:.SS1ON '"HEREBY :AMENDS TS .[AMENDED] :PROPOSAL AS FOLLOWS: - -

1. The followlng recitals are inserted between :the fourth:and fifth recitals:. - -

‘New fifth recital

(a) The followingfifth recital. s ‘added:
- - . "Whereas ‘the "Member ‘States ‘have undertdken to abodish all restr.ictions
< -..-onh travel'lers’ :mpurchases by 1 January -1993;"-

‘New silxth recital
(b) The following sixth recltal iIs added:
"Whereas . the Member States have. ailready undertaken 'to .bring "about &
convergence.-of VAT rates appllcable “from 1 January 1993."
New seventh recital
- (¢c) The following seventh reclital Is added:

-"Whereas .an equltable clearing-house system must.also be set up when’

definltive arrangements :are introduced;"
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(d)

(e)

(f)

New elghth recltal

The following eighth reclital Is added:

"Whereas, whlle ‘attempts must. be made to ease the administrative and
statistical formallties that. have to be completed by firms, efforts are
also needed for both economic and tax reasons tb*malntain the quality

of the Community’s statistical machinery;" N

New ninth recital R
: S,
The ‘followlng ninth recital is added:. S

s

"Whereas the transitional period must be,uuseélitb take measures to

offset .the soclal repercussions In the occupailons concerned and to

prevent-regional problems arising, notably In-[fﬁans]—frontler regioéns,

B)

from the. abolition of tax frontiers;"
Tenth recital
The fifth recital reading : "Whereas consequdntly Council Directive

77/388/EEC (3), last amended by the. Act .of .Aécession of Spain and

Portugal, should be amended, and the Dlrectlvesﬁdealing with exemption -

-at Importation should. be modified;", becomes théftenth recital. .

2. Article 1 is amended as follows:

(a)

A new point 2 Is added after point 1: i

"2. At the end of the 'second subparagraph‘of;Artlcle 4(5), the word
"signiflcant" is deleted from the expressloﬁ "where treatment as
non-taxable persons would lead to slgnlflcant distortions of

competltloh"."

Pojnt 2 becomes point 3.
Point 3 becomes point 4.
Point 4 becomes point 5.



(b)

(c)

(d)

Point 5 becomes point -6.
Point 6 becomes point 7.
Point 7 becomes point 8.
Polnt 8 becomes point 9.
Point 9 becomes point 10.
Polnt 10 becomes.point-11.
Point 11 :becomes point 12. .
Point 12 becomes point 13.
Point 13 becomes polint 14.
Point 14 becomes point 15:
Point 15 becomes point 16.:
Point 16 becomes polnt 17.
Point 17 becomes point 18.
Point 18 becomes polint 19.
Point 19 becomes point 20.
Point 20 becomes point 21.
Point 21 becomes point 22.
Polint 22 becomes polnt 23.
Polnt 23 becomes polnt 24.
Point 24 becomes point 25.
Point 25 becomes point 26.
Polnt 26 becomes point 27.
Point 27 becomes point 28.

A new polint 29 Is added:
"29. In Article 17(7), the words "for a I|imited period and" are added
after the words "Subject to the consultation provided for |In

Article 29, each Member State may, ...".";

Polnt 28 becomes polnt 30.
Point 29 becomes point 31;

A new polint 32 Iis added: )

"32. The third indent of Article 22(9) is replaced by the following:

- "from payment of- the tax due where the amount Is less than 100 ECU
at the rate of sexchange In national currency of the day on which
this Directive is adopted"." -

Ll
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Article 2 ts amended as follows:

(a) The Introductory part of Article 2 which reads :- "Artlcle 28 of
DLrecthe 77/388/EEC .Is hereby replaced by thev}ollowing:“ Is replaced
by the following: v

- “Article 28 of Directive 77/388/EEC, with the exééptlon of paragraph 2,

which will contlnue to apply until the Councll ué?njmously adopts, on a

proposal from the Commisslion, provisions reilating the approximation..of

VAT rates, and with the exception of para Vph 3 'as amended by
Dlrectlve:89/465/EEC51i which will continue to aibly until the Council.

funanimous]y adopts;‘ on a proposal from the /Commission, definitive

arrangements for the dérogatlons concerned herey subject, however, to
»wderetlon~ﬁo£m3the-mwords»~9Durlngw:thewwtransltldnaL
paragraph‘4“ at the beginnlng:of-sald‘paragraph 35 Is hereby replaced by
the following:"; ‘

(b)Y In point (b) of Article 2; the words -"Wifh preJudice. to other

~

Community provisions and" are Inserted before the words "Under

ks

condlitions which they shall lay down for the %urpose of ensuring the

exemptions provided for

--correct and -straightforward application of the*

below ...";

(c) Jn point (g) of Article 2, the following subparagraph |s added:

“The” Commission shall, before the end of tﬁe -transitional period,
submit-a report on the conditions of taxatlo&ﬁor exemption of these

transactions."

0J No L 226, 3.8.1989 (Elghteenth Councjl " VAT Directive of
18 July 1989). '
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