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By letters of 14 September 1987 and 24 July 1990 the President of the Council 
consulted the European Parliament, pursuant to Article 99 of the EEC Treaty, 
on Commission proposal COM{87) 322 and amended proposal COM{90) 182 final for 
a Council directive supplementing the common system of value added tax and 
amending Directive 77/388/EEC {removal of fiscal frontiers and transitional 
arrangements for taxation with a view to establishment of the internal 
market). 

On 12 October 1987 and 10 September 1990 the President of Parliament referred 
these proposals to the Committee on Economic and Monetary Affairs and 
Industrial Policy as the committee responsible, and to the Committee on 
Transport and Tourism and the Committee on the Environment, Public Health and 
Consumer Protection for their opinions. 

At its meeting of 23 June 1990, the Committee on Economic and Monetary Affairs 
and Industrial Policy appointed Mr Fuchs rapporteur. 

At its meetings of 26-28 June, 19-21 September, 25-27 September and 
29-30 October 1990 the committee considered the Commission proposal and the 
draft report. 

At the last meeting the committee decided by 21 votes to 2 to recommend that 
Parliament adopt the Commission proposal subject to the following amendments. 

The following took part in the vote: Beumer, chairman; Fuchs, vice-chairman 
and rapporteur; Barton, Beazley, Bofill Abeilhe, Cassidy, Cuadron, 
Colom I Naval, de Donnea, Hoff, Metten, Patterson, Pinxten, Read, Roumeliotis, 
Sis6 Cruellas, Falconer {for Christiansen), Martinez {for ~egret), Porto {for 
Visentini), Randzio-Plath {for Mattina) and Turner {for Stevens pursuant to 
Rule 111(2)). 

The opinion of the Committee on Transport and Tourism (PE 144.436/fin.) is 
attached; the Committee on the Environment, Public Health and Consumer 
Protection decided on 29 October 1990 not to draw up an opinion. 

The report was tabled on 7 November 1990. 

The deadline for tabling amendments will appear on the draft agenda for t,he 
part-session at which the report is to be considered. 
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Commission text1ll 

A 

AMENDMENTS 

Amendments 

Preamble and recitals 1 to 4 unchanged 

Amendment No. 1 
Fifth recital (new) 

Whereas, in view of its economic and 
budgetary implications, the passage 
to definitive arrangements will only 
be possible when all the provisions 
necessary for the complete abolition 
of fiscal frontiers, and notably the 
harmonization of the number and 
levels of VAT rates and the basis of 
assessment of VAT, and the 
establishment of effective 
arrangements 
evasion and 
checks are 
adopted; 

Amendment No. 2 
Sixth recital (new) 

for preventing tax 
tax fraud when border 
abolished have been 

Whereas the Member States have 
undertaken to abolish all 
restrictions on travellers' 
purchases by 1 January 1993; 

Amendment No. 3 
Seventh recital (new) 

Whereas the Member States have 
already undertaken to bring about a 
convergence of VAT levels; 

Amendment No. 4 
Eighth recital (new) 

Whereas an equitable compensation 
mechanism must also be set up before 
definitive arrangements can be 
introduced; 

Cl) COM(87) 322 final/2 (OJ No. C 252, 22.9.1987, p.2) 
(COM(90) 182 final (OJ No. C 176, 17.7.1990, p.B 
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Amendment No. 5 
Ninth recital (new) 

Whereas, while attempts must be 
made to ease the administrative and 
statistical formalities facing 
undertakings, efforts are also 
needed for both economic and fi sea 1 
reasons to maintain the quality of 
the Community's statistical 
machinery; 

Amendment No. 6 
Tenth recital (new) 

Whereas the transitional period must 
be used to take measures to offset 
the social repercussions in the 
professions concerned and to prevent 
problems ari si n9..L_ notably in intra­
Community frontier regions, as a 
result of the abolition of fiscal 
frontiers; 

Twelfth recital 
(initial fifth recital unchanged) 

Amendment No. 7 
Eleventh recital (new) 

Whereas the 
implications 
the i nterna 1 

economic and social 
of the completion of 

market for tax-free 
sales have to be determined; 
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Article 1 

Directive 77/388/EEC is hereby amended as follows 2 : 

Amendment No. 8 

Paragraph 1(a) (new) 

Title IV 
Article 4(5) 
States, regional and local government 
authorities and other bodies 
governed by public law shall not be 
considered taxable persons in respect 
of the activities or transactions in 
which they engage as public 
authorities, even when they collect 
dues, fees, contributions or 
payments in connection with these 
activities or transactions. 

However, when they engage in such 
activities or transactions, they 
shall be considered taxable persons 
in respect of these activities or 
transactions where treatment as non­
taxable persons would lead to 
significant distortions of 
competition. 

Unchanged 

Delete the word 'significant'. 

Paragraphs 2 to 7 unchanged 

Tit 1 e IX, Rates 
Article 12 

Amendment No. 9 
Paragraph 7(a) (new) 

Article 12(6) (new): 

Where the rates are amended by a 
Member State, it sha 11 notify the 
Commission and the other Member 
States as soon as possible and 
provide the Commission with all the 
information the latter considers 
necessary; 

Paragraph 8 unchanged 

2 The paragraph numbers refer to proposal for a directive COM(90} 182 final 
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Amendment No. 10 
Paragraph 9 

Article 13 C. Options 

Member States may allow taxpayers 
the right of option for taxation in 
cases of: 

(a} letting and leasing of immovable 
properties; 

(b) the transactions covered in B 
(d), (g) and (h) above. 

Article 13 C. Options: 

Member States shall allow taxpayers 
the right of option for taxation in 
cases of: 

unchanged 

Paragraphs 10 to 12 unchanged 

Paragraphs 13 to 27 unchanged 

Amendment No. 11 
Paragraph 27(a)(new) 

Title IX Article 17, Origin and scope 
of the right to deduct 

7. Subject to the consultation 
provided for in Article 29, each 
Member State may, for cyclical 
economic reasons, totally or 
partially exclude all or some 
capital goods or other goods from 
the system of deductions. To 
maintain identical conditions of 
competition, Member States may, 
instead of refusing deduction, tax 
the goods manufactured by the 
taxable person himself or which he 
has purchased in the country or 
imported, in such a way that the 
tax does not exceed the value 
added tax which would have been 
charged on the acquisition of 
similar goods. 

7. Subject to the consultation 
provided for in Article 29, each 
Member State may, for a limited 
period and for cyclical economic 
reasons ... 
(rest unchanged) 

Paragraph 28 unchanged 
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Amendment No. 12 
Paragraph 28(a)(new) 

Title XIII, Obligations of persons 
liable for payment, Article 22(4): 

4. Every tax ab 1 e person sha 11 submit 
a return within an interval to be 
determined by each Member State. 
This i nterva 1 may not exceed two 
months fo 11 owing the end of each 
tax period. The tax period may be 
fixed by Member States as a month, 
two months or a quarter. However, 
Member States may fix a different 
periods provided that these do n6t 
exceed a year. 

The first subparagraph of Article 
22(4) to read: 

Every taxable person shall submit a 
return within an interval which may 
not exceed three months following 
the end of each tax period; from 1 
January 1993 the tax period shall be 
two full months. 

Paragraph 29 unchanged 

Amendment No. 13 
paragraph 29(a) (new) 

Article 22(9): 

9. Member States may release taxable 
persons: 

from certain obligations, 
from all obligations where 
those taxable persons carry 
out only exempt transactions, 

from the payment of a tax due 
where the amount is 
insignificant. 

The third indent of Article 22(9) to 
read: 

from payment of the tax due 
where the amount is 1 ess than 
100 ECU. 

Article 2 

Amendment No. 14 

Article 28 of Directive 77/388/EEC is 
hereby replaced by the following: 

DOC_EN\RR\98471 - 8 -

Article 28 of Directive 77/388/EEC, 
with the exception of paragraphs 2 
and 3, which shall remain in force 
until the adoption of prov1s1ons 
concerning the r~tes of Value Added 
Ja~ is hereby replaced by the 
following: 

PE 143.204/fin. 



Article 28 

Notwithstanding the other provisions 
of this Directive and without 
prejudice to Article 32, the 
following prov1s1ons shall apply 
until 31 December 1996 at the latest: 
(rest unchanged) 

Article 28 

Notwithstanding the other 
provisions of this Directive and 
without prejudice to Article 32, the 
following prov1s1ons shall apply 
until 31 December 1996 at the latest 
subject to the provisions of Article 
28(a): (rest unchanged) 

Amendment No. 15 
(Article 28(a), first indent 

the supplies comprise goods other 
than private vehicles that have 
been dispatched or transported to 
another Member State; 

To read: 

the supplies comprise goods 
other than vehicles, referred to 
in Article 28(b), first indent, 
that have been dispatched or 
transported to another Member 
State; 

Amendment No. 16 
Article 28(b), introductory section and first indent 

supplies of private vehicles 
forming part of the seller's stock 
in trade and dispatched or 
transported to another Member 
State by the seller for his 
account or by a person not 
established within the territory 
of the country by whom the goods 
are acquired or for his account; 

DOC_EN\RR\98471 - 9 -

To read: 
Under conditions which they shall 
lay down for the purpose of ensuring 
the correct and straightforward 
application of the exemptions 
provided for below and of preventing 
any evasion, avoidance or abuse, and 
without prejudice to other Community 
provisions, Member States shall, by 
analogy ... 
(rest unchanged) 

supplies of vehicles other than 
new commercial vehicles or those 
so 1 d by a tax ab 1 e person other 
than a taxable dealer as defined 
in Article 32, subject to an 
obligation for registration, 
dispatched or transported to 
another Member State by the 
seller or for his account or by 
a person not established within 
the territory of the country by 
whom the goods are acgu i red or 
for his account. New vehicles 
shall be those which have not 
been acquired by an end consumer 
for his own needs. 

PE 143.204/fin. 



Amendment No. 17 
Article 28(b) 

Second indent and first subindent 

supplies other than those referred 
to in (a) to a taxable person or 
to a non-taxable person within the 
meaning of Article 4(5) of goods 
other than private vehicles as 
referred to in the first indent 
which are dispatched or 
transported to a taxable person or 
a non-taxable person within the 
meaning of Article 4(5) in another 
Member State by the seller or for 
his account or by a person not 
established within the territory 
of the country by whom the goods 
are acquired or for his account. 
However, where the person by whom 
the goods are acquired 1 s a 
taxable person whose activity is 
fully exempt or a non-taxable 
person within the meaning of 
Article 4(5), this provision shall 
apply only from the moment during 
the calendar year when the total 
amount of corresponding purchases 
ex cl us i ve of value-added tax 
exceeds the equivalent value in 
national currency of ECU 35 000 at 
the conversion rate ruling on the 
day this Directive is adopted. 
This amount shall be increased to 
ECU 70 000 with effect from 
1 January 1995, at the conversion 
rate applicable on that date. 
The thresho 1 d for purchases wh i eh 
applies for the purposes of these 
provisions consists of the amount 
of purchases exclusive of va 1 ue­
added tax wh i eh have been 
dispatched or transported from a 
Member State other than the Member 
State of arrival of the goods, 
with the exception of: 

DOC_EN\RR\98471 - 10 -

supplies other than those 
referred to in (a) to a taxable 
person or to a non-taxab 1 e 
person within the meaning of 
Article 4(5) of goods other than 
vehicles referred to in Article 
28(b) first indent which are 
dispatched or transported to a 
taxable person or a non-taxable 
person within the meaning of 
Article 4(5} in another Member 
State by the seller or for his 
account or by a person not 
established within the territory 
of the country by whom the goods 
are acquired or for his account. 
However, where the person by 
whom the goods are acquired is a 
taxable person whose activity is 
fully exempt or a non-taxable 
person within the meaning of 
Article 4(5), this prov1s1on 
shall apply only from the moment 
during the calendar year when 
the total amount of 
corresponding purchases 
exclusive of value-added tax 
exceeds the equivalent value in 
national currency of ECU 35 000 
at the conversion rate ruling on 
the day this Directive is 
adopted. This amount shall be 
increased to ECU 70 000 with 
effect from 1 January 1995, at 
the conversion rate applicable 
on that date. 
The threshold for purchases 
which applies for the purposes 
of these provisions consists of 
the amount of purchases 
exclusive of value-added tax of 
services which under the 
provisions of point (f) have 
been supplied by a person 
providing services established 
in another Member State and of 
purchases wh i eh have been 
dispatched or transported from a 
Member State other than the 
Member State of arri va 1 of the 
goods, with the exception of: 

PE 143.204/fin. 



purchases of private vehicles the 
supply of which is covered by the 
provisions of the first indent 

purchases of vehicles referred 
to in Article 28(b} first 
indent 

rest unchanged 

(Article 28(c} to (e) unchanged 

Amendment No. 18 
Article 28(f} 

The place where services specified in 
Article 9(2} (e) are supplied when 
performed for customers established 
outside the Community or for taxable 
persons established in the Community 
but not in the same country as the 
supplier shall be the place where the 
customer has established his business 
or has a fixed establishment to which 
the service is supplied or, in the 
absence of such a place, the place 
where he has his permanent address or 
usually resides; 

To read: 

The place where services specified 
in Article 9(2} (e) are supplied 
when performed for customers 
established outside the Community 
or for taxable persons or non­
taxable persons within the meaning 
of Article 4(5} established in the 
Community but not in the same 
country as the supplier shall be the 
p 1 ace where the customer has 
established his business or has a 
fixed establishment to which the 
service is supplied or, in the 
absence of such a p 1 ace, the p 1 ace 
where he has his permanent address 
or usually resides; 

Amendment No. 19 

Article 28(g} 

(g) Member States may grant taxable 
persons the right to opt for 
taxation of the transactions 
referred to in Article 13(B}(d}; 

Article 28(g} 

(g) Member States sha 11 grant 
taxable persons the right to opt 
for taxation of the transactions 
referred to in Article 13(B}(d}. 
The Commission shall, before the 
end of the transitional period, 
submit a report on conditions of 
taxation or exemption of these 
operations; 

Article 28(h} to (j} unchanged 

Amendment No. 20 
Article 28(k}(3)(b), second subparagraph 

The invoice shall also state in 
respect of transactions referred to 
in point (b) of this Article 28 the 
VAT registration number of the 
taxable person supplying the goods 
and that of the person by whom they 
are acquired. 

DOC_EN\RR\98471 - 11 -

To read: 
The invoice shall also state in 
respect of transactions referred to 
in point (b) and (f) of this Article 
28 the VAT registration number of 
the taxable person supplying the 
goods or services and that of the 
person by whom they are acquired. 
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Amendment No. 21 
Article 28(k)(6) 

Add at the beginning of 6: 

Where regu i red by Member Sf:a ~_!_<!._x 
or stat i st i ea 1 authorities, _ fi!V~r:_y__ 
taxable person must be in a pc~itio~ 
to submit: 

- 12 -

a declaration for all the 
supplies referred to in point?_ 
(a) and (b) of this Article~ 
and for a 11 the services 
referred to in point (f) of this 
Article 28, supplied during the 
preceding month to tax_abl~_or 

non-taxable persons within the 
meaning of Article 4(5) 
established in the Community but 
not in the same country as the 
supplier of the services; 

a declaration for al-l 
transactions referred to in 
point (c) of this Article 28_~~d 
all services referred to in 
point (f) of this present 
Article 28, performed duri~ the 
previous month for the perso~ 

liable for the declaration by a 
supplier of services 
established in another country 
in the Community. 

The declaration shall state for each 
supply referred to in point (b) of 
this Article 28, for each 
acquisition referred to in point (c}_ 

of this Article 28 and for each 
service referred to in point (f) of 
this present Article 28, the date 
and the number of the transaction 
and the VAT registration number of 
the taxable person who has performed 
it and that of the person by who'!!_ 
the goods or services .ilX~~__9_!!__i_r_~j 
~~11 as th~ ___ amou_!l__!:__ __ ~L th_e 
transaction as shown __ _Q!l_ __ t~_ 

invoice. 
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Member States may require a taxable 
person to submit a statement 
including the information specified 
in paragraph 4 and concerning all 
transactions carried out the 
preceding year. This statement shall 
also provide all the information 
necessary for any adjustments. 

rest unchanged 

Amendment No. 22 
Article 28(k) (9) 

With the exception of the obligation 
to issue invoices in respect of 
supplies specified in point (b) 
Member States may release taxable 
persons: 

from certain other obligations: 
from all other obligations where 
those taxable persons carry out 
only exempt transactions; 
from the payment of the tax due 
where the amount is insignificant. 

With the exception of the 
obligation to issue invoices in 
respect of supplies specified in 
point (b) and in respect of the 
services referred to in point (f) 
of this Article 28, and in respect 
of the declaration referred to in 
paragraph 6, first subparagraph, 
first indent of point (k) of this 
Article 28 ... the Member States 
may release taxable persons: 

rest unchanged 

Amendment No. 23 
Article 28a (new) 

DOC_EN\RR\98471 

By 1 July 1995 the Commission shall 
submit to the Council and Parliament 
a report on the operation of the 
transitional prov1s1ons and on 
preparations for the introduction of 
the definitive arrangements. The 
report shal.l consider: 

the impact of the abolition of 
restrictions on travellers' 
purchases; 
the degree of actual convergence 
of the common VAT rates of the 
Member States; 
the level of preparation for the 
establishment of a fair system 
of compensation. 

Should the situation described in 
the report be considered 
unsatisfactory by the Council or 
Parliament, the Commission shall 
propose that the Council, acting by 
a qualified majority, decide to 
extend the transitional period. 

Articles 3 to 7 unchanged 

- 13 - PE 143.204/fin. 



A 

DRAFT LEGISLATIVE RESOLUTION 

embodying the opinion of the European Parliament 
on the Commission proposal and amended proposal 
for a Council directive supplementing the common system of 
value added tax and amending Directive77/388/EEC- removal 
of fiscal frontiers and transitional arrangements for 

taxation 
with a view to establishment of the internal market 

The European Parliament, 

having regard to the Commission proposal and amended proposal to the 
Council (COM(87) 322 final/2 and COM(90) 182 final) 2 , 

having been consulted by the Council pursuant to Article 99 of the EEC 
Treaty (C3-0026/89), 

having regard to the report of the Committee on 
Affairs and Industrial Policy and the opinion 
Transport and Tourism (Doe. A3-0271/90), 

Economic and Monetary 
of the Committee on 

1. Approves the Commission's proposal subject to Parliament's amendments and 
in accordance with the vote thereon; 

2. Calls on the Council to notify Parliament should it intend to depart from 
the text approved by Parliament; 

3. Asks to be consulted again should the Council intend to make substantial 
modifications to the Commission proposal; 

4. Instructs its President to forward this opinion to the Council and to the 
Commission and to the Parliaments of the Member States for information. 

B 

EXPLANATORY STATEMENT 

I. THE OBJECTIVE OF REMOVING FISCAL FRONTIERS 

1. The choice of a transitional system 

If internal frontiers are to be removed and the Single Market attained by 
1992, all the physical, technical and fiscal barriers dividing the Community 
must be eliminated. It is therefore necessary to align VAT, a major tax on 
goods and services (accounting for some 20% fiscal revenue in the Member 
States) 3 the collection of which is the main purpose of the present border 

3 See Annex I 
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controls. If unacceptable deflections of trade and distortions of competition 
and an increase in fraud are to be avoided, comprehensive harmonization of 
VAT is necessary, covering not only the arrangements for applying VAT but also 
the amount and number of rates and the basis of assessment of VAT. 

The Commission's initial 1987 proposals took such a global approach. 
Essentially, these proposals provided for a system of payment of VAT at the 
rate of the country of origin and a reduction of the number of rates to two -
a reduced and a standard rate within bands of 4 to 9% and 14 to 20% 
respectively. 4 The Commission also proposed that the VAT collected by the 
Member States should be paid into a compensation fund which would restore the 
balance of the amounts due so as to ensure that the removal of internal 
frontiers would not affect revenues for the various national budgets. 

In spite of Commission efforts to introduce more flexibility in its 
proposal s6 , the Council made the point that a general agreement on the tax 
arrangements in the country of origin proposed by the Commission could not be 
concluded before 1 January 19937 • The Commission has therefore submitted a 
new proposal establishing transitional arrangements, providing notably for the 
application of the system of taxation in the country of destination, while 
ensuring that this does not in any way impede the removal of border controls 
in 1992. However, the Commission's objective is still to establish a 
definitive system of taxation in the country of origin by 31 December 1996 at 
the latest in order to ensure identical treatment in each Member State of 
nationals and nationals of other Member States, thereby giving concrete 
expression to the removal of fiscal frontiers. 

Although this approach is unsatisfactory- since it does not lead to the 
immediate removal of these frontiers - it forms the basis of the only possible 
compromise. To reject this approach would be tantamount to maintaining 
existing fiscal controls beyond 1992 or eliminating them under conditions 
liable in effect to lead to deflection of trade and downward fiscal 
harmonization which would be unacceptable for a number of Member States for 
budgetary reasons. 

4 See Annex II 
6 

7 
Commission communication COM(89) 260, 18 May 1989 
ECOFIN Council of 9 October 1989 
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This does not, however, mean that the transitional system in question can be 
endorsed in every respect. 

2. The general conditions of application of the transitional system 

If the ultimate objective of removing physical ba.rriers is to be ~ttained, the 
proposed transitional arrangements. must not only be amended and improved in 
certain respects, they must also meet a number of general conditions. 

(a) The irrevocability of the passage to definitive arrangements 

The length of the transitional period must be clearly fixed irt order to ensure 
that the process leading to the equal fiscal treatment of all Gommunity 
nationals from 1 January 1997 is irreversible. However, given the economic 
and budgetary consequences of the definitive arrangements, the passage to the 
definitive arrangement must involve an agreement on the number and level of 
VAT rates and the compensation system. 

(b) The transitional period as a dynamic process 

The transitional period must acquire a momentum of its own, paving the way for 
the establishment of the definitive arrangements. The transitional period 
should not be used merely to establish the transitional VAT system which is in 
itself insufficient to ensure th·a.t the passage to the definitive removal of 
fiscal frontiers is irreversible. This transitional period should be 
conceived as a dynamic process characterized notably by: 

the progressive and complete abolition of tax relief and qualitative 
restrictions for travellers between now and· January 1993, despite the 
problems this will create for a certain numbEW of Member States (Belgi·um, 
Denmark, Ireland and Portugal) 

the approximation of the number and level of VAT rates. Recent efforts to 
achieve a convergence of the number and levels of VAT rates (notably recent 
reductions in the normal rate in Ireland and in the Netherlands and in the 
higher rates in France) 8 must be continued and stepped up so as to achieve 
a convergence towards the middle ofl the tax· bands adopted. 9 The Member 
States will have to make commitments to this end. 

If certain Member States are to maintain the zero rate of taxation it is 
clear that a number of conditions must first be met, notably regarding the 
social and non-movable nature o·f the goods and services attracting a zero 
rate of taxation. This problem concerns notably the United Kingdom, 
Ireland and Portugal and a reasonable compromi·se should be possible, 
respecting the fi sea 1 and soci a"l tradi t i'ons oi" these countries ort the one 
hand and the need to prevent deflections o.P trad~ on the other. 

Moreover, convergence must also 1 nvolVe harmonization of cl ass·i fi cations 
of goods and services in the two rate bands. 

8 See Annex Ill 
9 See Annex IV 
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The main problem to be tackled is how bring about a sufficient alignment of 
VAT rates; this is an important economic and budgetary matter and the key 
to the establishment of the definitive VAT arrangements and the genuine 
removal of fiscal frontiers (most of the Member States concerned consider 
that the total abolition of restrictions on travellers' purchases is linked 
to an alignment of VAT rates although it might equally be seen as a lever 
to bring about such an alignment). 

taking into account the social and regional repercussions of the abolition 
of fiscal frontiers 

The abolition of fiscal frontiers will have profound social repercussions 
for one profession in particular, notably customs officers and clearing 
agents. 

The professional and geographic redistribution of customs administrations 
is the subject of the Mattheus programme which is progressing 
satisfactorily and efforts must be continued in this direction. Plans must 
also be made to integrate customs services in the fiscal administration 
authorities in those Member States where this is not yet the case. 
Governments must also hold a wide-ranging social dialogue with all the 
trade union organizations representing the employees concerned. 

Special attention should be given to the case of clearing agents. These 
are private intermediaries between the customs authorities and the 
interested parties and currently they deal with between 50 and 80% of total 
consignments, depending on the Member State in question. Small 
specialized agencies will be most affected by the reduction in customs 
clearance operations after 1993. 50 000 persons may lose their jobs 
despite the redeployment of customs at the Community's external frontiers 
and in the Community's main commercial centres. The position with regard 
to duty-free sales, and the persons employed in this area, will also have 
to be examined to ascertain whether specific action will have to be taken. 

A Community programme is ~herefore necessary to stagger job reductions and 
to facilitate the retraining of specialized staff; it should be financed 
notably from structural fund resources. The transitional period should be 
used to undertake these measures. 

Finally, restaurants, hotels, petrol stations, etc., situated near 
Community frontiers are obviously threatened, and measures must therefore 
be taken in the frontier regions concerned. 

During the passage to the implementation of the definitive VAT 
arrangements, account must be taken of the regional impact of changes in 
VAT rates in respect of certain goods: for instance the VAT rate applied 
to transport services in peripheral regions of the Community. 
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the maintenance of the statistical machinery. 

The entry into force of the transitional arrangements will be accompanied 
by an easing of the administrative and statistical burden on undertakings. 
For all customs documents and controls will be abolished and replaced by a 
single administrative form. Regular VAT declarations will be the main 
instrument for collecting VAT and controlling intra-Community 
transactions. Only 20% of undertakings - the largest ones in the Community 
which account for 80% of transactions - would be required to complete 
statistical forms. The overwhelming majority of SMUs will be released from 
the obligation of submitting any declaration or required to fill in 
simplified forms which will serve as a basis for extrapolations. 

Measures should, however, be taken to ensure that this easing of 
formalities does not affect the reliability of Community statistics. The 
Community's statistical machinery is an indispensable instrument of 
economic policy and essential for combating tax fraud and evasion. 

11. THE TRANSITIONAL ARRANGEMENTS PROPOSED BY THE COMMISSION 

1. A transitional system 

After the Council pointed out that it was impossible to conclude a general 
agreement on tax arrangements in the country of origin before 1 January 1993, 
the Commission added new transitional prov1s1ons to its initial proposal 
(COM(87) 322 final, amending the sixth Directive 77/388/EEC. 

As the two additional recitals and the new Article 2 show, the aim of this 
transitional period is to facilitate the passage to the definitive system of 
taxation in the country of origin in line with the initial objective of the 
complete removal of fiscal frontiers. The transitional arrangements which 
seek to replace the present transitional arrangements set out in Article 28 of 
the Sixth Directive 77/388/EEC are due to expire on 31 December 1996 at the 
latest and are based on the principle of taxing taxable persons in the country 
of destination. 

2. The taxation of taxable persons in the country of destination 

Despite this principle, the transitional arrangements mean that intra­
Community trade in goods will no longer be controlled at frontiers. For the 
supply of goods to taxable persons shall be exempt from tax in the country of 
departure of the goods in question (Article 2b) and generate an acquisition 
transaction in the country or arrival which shall be taxable under Article 2c. 
The two operations of supply and acquisition are based on the same legal 
events, notably the establishment of a supply/acquisition contract which is 
independent of the passage across the frontier. The chargeable event and 
chargeability coincide and occur at the time the acquisition transaction is 
carried out. The taxable amount of the acquisition is the same as that which 
would be applicable within the country concerned to the supply of the same 
goods, including expenses incidental to the acquisition (Commission, 
packaging, transport and insurance costs) in accordance with Article llA(l) 
and (2) of the Sixth Directive. 
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During the transitional period the existing prov1s1ons regarding deductions 
shall be applicable to the VAT payable or paid on acquisitions. However, this 
tax does not give any right to deductions in another Member State. 

The initial rules of territoriality in respect of deductions (Article 17(2) of 
the Sixth Directive) are reintroduced. The extension of the right to 
deductions to the whole of the Community is suspended during the transitional 
period. 

Taxation itself involves a minimum of formalities. The principle amendments 
to Article 22 of the Sixth Directive concern the invoice which is given an 
important role to play. Every taxable person must return such an invoice for 
supplies of goods and services undertaken on behalf of another taxable or non­
taxable person. The invoice must contain the VAT registration number of the 
taxable person supplying the goods or services and that of the person 
acqu1 r1ng them. Intracommuni ty transactions will be subject to controls 
identical to those at present carried out on internal operations, i.e. they 
will be based on the usual commercial documents, notably invoices. The VAT 
will be calculated and paid on an intra-Community basis when periodic tax 
returns are made as occurred under the previous arrangements. 

3. The specific arrangements 

If taxable persons will be liable to taxation in the country of destination 
during the transitional period, non-taxable persons, and notably travellers, 
will be able to make acquisitions in any of the Member States at the rates and 
under the conditions obtaining within the country of origin of the goods 
without restriction (the present tax-free levels and quantitative restrictions 
on travellers' purchases will be abolished in 1993). In proposing that the 
purchases of non-taxable individuals should continue to be subject to 
taxation at the rates and under the conditions obtaining in the country of 
origin FROM 1993 TO 1996 the Commission has introduced a significant new 
element. 

However, in a certain number of cases non-taxable individuals and non­
taxable institutions and persons shall be liable to taxation in the country of 
destination in respect of a certain number of goods in order to minimize the 
risk of a geographical redistribution of trade linked to divergences in tax 
rates between Member States. 

This applies to: 

mail-order sales to non-taxable persons and non-taxable institutional 
persons or to taxable persons exempt up to a ceiling of 35 000 ECU; 

sales of new private vehicles to a taxable person from a Member State 
whatever the VAT status of the purchaser; 

sales to non-taxable institutional persons and taxable persons totally 
exempt beyond a threshold of 35 000 ECU (total annual amount of tax­
free purchases. 
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4. Extension of previous tax exemption arrangements 

Small and medium-sized undertakings whose entire transactions are exempt 
under the tax exemption provisions laid down in Article 24 of the Sixth 
Directive are excluded from the arr'angements concerning taxation in the 
country of destination. These undertakings which were exempt under the 
domestic tax system will thus continue to be exempt under the intra­
Community arrangements. 

Farmers who opt for the flat-rate scheme (Article 25 of the 6th Directive) are 
also excluded from the system of taxation in the country of destination. 

Ill. PROBLEMS RAISED BY THE APPLICATION OF THE TRANSITIONAL ARRANGEMENTS 

Although transitional VAT arrangements are undoubtedly necessary, the present 
proposal involves a number of difficulties. For the arrangements will only be 
acceptable if they prepare the way for the adoption of the definitive 
arrangements, if they contain sufficient guarantees to prevent fraud and if a 
number of individual points are fleshed out, improved and supplemented. 

1. Preliminary steps in the passage to definitive arrangements 

The fixing of the date of expiry of the transitional period on 
31 December 1996 as provided for in Article 2 of Directive COM(90) 182 is in 
itself desirable. 

However, the automatic entry into force of the definitive arrangements is 
only acceptable if a number of preliminary steps indicated above have been 
taken, and notably the realignment of VAT rates and the setting-up of a 
compensation system. 

For on 1 January 1997 prices which will then include VAT will suddenly 
reflect the differences between national VAT rates, leading to a competitive 
si tu at ion. This is bound to have an impact on flows of transactions between 
taxable and non-taxable persons who do not reclaim VAT. To be sure, limited 
divergence is not incompatible with completion of the internal market - the US 
being a case in point 10 - but excessive divergence could lead to geographical 
shifts in economic activities and unacceptable budgetary losses for certain 
Member States. 

The conclusions of the ECOFIN Council meeting on 9 October 1989 on the need 
for harmonization of VAT rates as soon as possible were not specific enough: 
real economic integration of the internal market will only be possible with an 
alignment of VAT rates. 

Taxation in the country of origin and the movement of goods with VAT included 
presupposes the creation of a compensation mechanism. The entire VAT receipts 
must continue to be allocated to the country of fi na 1 consumption. A 
compensation mechanism should then intervene to restitute to Member States 
the balance of the VAT paid. The Commission has, of course, submitted two 
successive proposals on this matter: the first - controversial - one on the 
basis of auditing, and the second based on a micro-economic approach using 
trade statistics. 

10 See Annex IV 
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For these reasons, the passage to definitive arrangements should not be 
absolutely automatic. The Commission should draw up a report considering all 
aspects of the application of transitional arrangements and progress achieved 
in aligning rates of taxation, compensation and controls and submit this 
report to the Counci 1 and the European Parliament by 1 July 1995 at the 
1 a test accompanied by whatever proposa 1 s 1 l judges necessary. Depending on 
the findings of this report, the date of 31 December 1996 could be brought 
forward, confirmed or postponed. 

2. Guarantees against fraud and declaration requirements 

The ECOFIN Council meeting of 9 October 1989 also stressed the need to 
implement effective anti-fraud measures. The proposal for a regulation 
COM(90} 183 final on administrative cooperation in the field of indirect 
taxation is a step in the_ right direction since it creates a new legal 
instrument of mutual administrative assistance. 

During the transitional period particular care must be taken to ensure that 
the tax paid by traders on purchases made in other Member States are 
calculated correctly. For there is a risk that goods destined for 
exportation may be deflected to the domestic market by means of false 
invoices or registration numbers or, even more easily, by the failure to make 
delivery declarations. Close cooperation between the competent authorities of 
the Member Slates is necessary to prevent this and steps must be taken to 
ensure that, in response to a request for checks to be carried out, all firms 
are in a position to submit supporting documents to the authorities 
responsible. 

3. Specific problems 

Even in the transitional period the Commission proposal means that goods 
purchased by non-taxable persons will be taxed in the country of origin (at 
least when restrictions on travellers purchases are eliminated. However, 
because of the absence of a system of compensation and divergences between 
existing rates, the transitional arrangements include specific measures 
applicable to various categories of sensitive transactions. 

(a} Mail-order sales 

Since VAT rates are still not sufficiently harmonized, tax must continue to be 
applied in the country of destination in respect of mail-order transactions so 
as to avoid geographical shifts in economic activity. However, the scope of 
application of this specific arrangement is restricted to mail-order sales to 
individuals meeting the criteria of mail-order sales contracts (the contract 
must be concluded on the basis of a trader's catalogue, there must be 
continuity of contact between the trader and the consumer and the consumer 
must be entitled to return goods to the trader within a period of not less 
than seven days of receipt}. Moreover, only undertakings whose annual 
turnover, exclusive of value added tax, in connection with mail-order selling 
to Member States other than that from which the goods are dispatched or 
transported exceeds 1m ECU are covered by the special arrangements governing 
mail-order sales. Mail-order undertakings whose annual turnover is less than 
1m ECU shall, however, have the right to opt for the present system of 
taxation in the country of destination. 
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(b) The sale of new, private vehicles 

In order to avoid the possible distortions resulting from divergencies between 
VAT rates which are still very considerable, sales of new, private vehicles by 
a professional taxable person, i.e. an agent (suppliers of private vehicles 
forming part of the seller's stock-in-trade) are liable to taxation in the 
country of destination on the basis of their acquisition in the Member State 
of consumption where they are first registered. 

Consignments of commercial vehicles by a taxable person from one Member State 
to another Member State sha 11 be exempt from these provisions. The same 
applies to used vehicles covered by the seventh VAT Directive. However, 
efforts will have to be made to provide, a precise definition of 'new 
vehicles' and to ensure that no distribution chains of used vehicles are set 
up between non-taxable individuals with the help of intermediaries, because 
this would mean that countries with low rates would benefit and attract 
geographical shifts in trade. Moreover, it is not clear why the Commission 
has failed to take account of other conveyances (private aircraft, yachts, 
etc.). 

(c) Sales to non-taxable institutional persons and taxable persons exempt 
from taxation 

Final consumers such as non-taxable institutional persons (public 1 aw and 
equivalent organizations) and taxable persons subject to exemption (banks and 
insurance companies) may account for a significant portion of sales in certain 
productive sectors, and notably investment goods. Spec i a 1 arrangements have 
therefore been drawn up to avoid the risk of a geographical shift in economic 
activity due to divergency in the rates of VAT. Taxation in the country of 
destination applies only where the total amount of purchases excluding VAT by 
these categories of non-taxable persons or taxable persons exceeds 35 000 ECU 
per year, which will be increased to 70 000 ECU from 1 January 1995. 

4. The uniform application of VAT 

The Commission document fails adequately to stress the need to use the 
transitional period to ensure that VAT is uniformly applied. As long as tax 
deduction and exemption arrangements vary so widely between Member States 
there will be distortions and inconsistencies incompatible with the emergence 
of a single market. 

For example, the present arrangements for taxing passenger transport st i 11 
vary enormously between Member States (levels of taxation) according to the 
various forms of transport (certain categories of sea and air transport are 
exempt while railways are not). A Commission proposal is therefore necessary 
to introduce more consistency in this area (all passenger transport services 
should, for example, be liable to a reduced rate of taxation). 

If VAT is to be uniformly applied it is essential that the following 
directives be adopted between now and 31 December 1992 at the latest: 

DOC_EN\RR\98471 - 22 - PE 143.204/fin. 



the 7th Directive on special arrangements to be applied to used goods 
and works of art (Article 32, Directive 77/388/EEC}, 

the 12th Directive on arrangements regarding expenses which do not give 
any right to VAT deductions, 

the 18th Directive on eliminating certain derogations provided for in 
Article 28(3} of the 6th Directive; to be supplemented, 

the 19th Directive on amendments to the 6th Directive with a view to 
improvements in the uniform application of a VAT system, 

the 22nd Directive harmonizing legislation on VAT as regards the 
particular arrangements applied to SMUs 

a new proposal for a directive on ships stores (amending that of 
21 January 1980} 

a proposal for a directive on passenger transport 

a proposal on the taxation of gold transactions. 

Finally, the Commission should consolidate the text of Directive 77/388/EEC, 
updating it and making it more readable. 

IV. THE DEFINITIVE ARRANGEMENTS 

It should be stressed that the advantage of the definitive arrangements is 
that they will establish a uniform tax status applicable to all Community 
nationals. 

However, if this system is to function properly, a compensation mechanism 
must be set up to ensure that the tax paid in one Member State on export 
transactions is transferred to the Member State in which the goods and 
services provided are ultimately consumed. For even if the VAT rates are 
aligned, existing imbalances in trade between the various Member States of the 
Community show that such a measure is necessary . 11 Once rates had been 
approximated, a macroeconomic compensation mechanism might be simpler to 
operate as well as less controversial. It would require the maintenance of 
reliable statistical machinery in the Community. 

11 See Annex V 
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(Rule 120 of the Rules of Procedure) 

of the Committee on Transport and Tourism 
for the Committee on Economic and Monetary Affairs and Industrial Policy 

Draftsman: Mr Jean-Louis BOURLANGES 

At its meeting of 28 September 1990 the Committee on Transport and Tourism 
appointed Mr Bourlanges draftsman. 

At its meeting of 22 October 1990 it considered the draft opinion and adopted 
the conclusions by 5 votes to nil, with 1 abstention. 

The following were present for the vote: Amaral, chairman; Bourlanges, 
draftsman; Denys, Joanny, Porrazzini, Sarlis, Simpson and Visser. 
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1. The aim of this proposal is to establish transitional arrangements for 
collecting VAT between 1 January 1993 and the final introduction of the 
principle of 'taxation in the country of origin' proposed by the Commission in 
1987 (COM(87) 322 final). 

2. Reservations were expressed by the Committee on Transport concerning the 
latter proposal, since it provided for the introduction of new methods of 
taxation for goods and passenger transport within the Community. In 
particular, the Commission's plan to make air and sea transport services 
between Member States, which had so far been exempt, subject to VAT aroused 
serious reservations as regards policy on transport and tourism. 

3. While these reservations must be borne in mind, the transitional 
arrangements covered by the present proposal do not entail any changes for the 
carriage of goods and passengers within the Community and there are thus no 
grounds for any objection in this respect. 

4. Conclusions 

For the above reasons the Committee on Transport and Tourism approves the 
Commission proposal. 
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