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EXPLANATORY MEMORANDUM

Is General

The rules governing intra~Conm&nity tax exemptions granted te
individuals have, since their inception, deteriorated scmewhat due to
the steady upward mevement of prices and to exchange rate fluctuationse.

In the first place, price rises tend gradually to érode the real value,

~aﬁd hence the impact of, Community exemptions. Secondly, as a result of

the present monetary situation in the Community, the exemption amounts

‘converted in*to the various currencies are not in fact the same. In

addition to being a source of double taxation (er nonmtaxatioh) this
sitvation opens the possibility for the application of Cemmunity rules

in tHis field to appear discriminatary.

The purpose of this proposal, the preparation of which the
Commission had announced in its Ninth General Report, is to resolve
beth sets of difficulties. It also contains various other amendments
to the provisidns of the Council Directives of 28 May 1969 and 12 June
1972 these amendments relate to intrd-Community travel involving
transit ﬁhrdugh a non-member country and to measures for tax remigsionj‘

or tax~free purchase,

II. Observations

Article 1

Article 1 provides for increases in the tax exemptions granted
to individuals pursuant to the provisions of the Council Directive of
28 May 1969, as .amended by the Council Directive of 12 June 1972 3

-~ the tax exemption fixed at 125 units of account by the latter Directive
is raised to 200 units of account ; '

=~ for travellers under 15 years cld, Member States may reduce the
exemption to 50 units of account (previously. at 30 units of account)g

./.



There  are-two. reasone.for such an. increase which is de51gned
to maintain the purchasing power. of the Community exemptioms. Ia the
first place, it is a question of counterbalancing price increases ,
incurred during recent years, and in the second, it is a quéstion of
. the consequengeof replacing the unit of account based en gold parities
declared to the IMF by the European Unit of Account (EUA), in order to
specify the exemption limit. This replacement would ctherw1se produce
in most Member States a decrease in the exemption levels at importation.

Articles 2 and 3(b

¢

Articles 2 and 3(b) set out ‘special .arrangements for persons who
undertake intra-Community travel involving transit through the territory
of a non-member country or starting from a part of another Member State

in- which turnover taxes and/or excise duties are not chargeable,

Under the proposed arrangements, ifﬁsuch persons wish to claim
the Community tax exemptions, they must, ontentering a Member State,
produce evidence that the goods contained.in their luggage have been
acquired subject te the general conditions governing taxation on the
domestic market of a Member State. Only exemptions granted in respect
‘0f relations between the Community and non~membor countries will be
granted'to travellers unable to produce such evidences (Overflying without
landing is not regarded as transit)e

This requirement is designed to prevent the fﬁssibility 6£‘
fraud (as a result of the route taken for the journey)~whereby '
:travellers would c¢laim Community exemptions in order to import into
a Member. State geods purchased in a non-member’ country duriﬂg transit
through that country or through a part of another Member State in whlch

turnover taxes and/or excise duties are not chargeable,

Evidence ﬁanennhmciﬂﬁmc! is required under article 2 of the
praposal for various goods for which the value does not exceed 200 Units
of Account and under Article B(b) fer goods hav1ng exemptions baeed on
" quantity.
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Articles 3(a) and &

For duty~free importation of still wines which Member States
must allew in intra-Community trade, article 3{a) increases the exemption

to 5 litres. The exemption was previously 3 litres.

Under Article k4, the minimum quantitylof still wines which Memher
States may allow to be impcocrted by the frontier zone residents referred )
to in Article 5(1) of the Council Directive of 28 May 1969 as amernded by
Ariicle 2 of the Cognqil Directive of 12 June 1972 is one litre. Under the

previous arrangemenfs, the minimum amount was 0,50 litre.
The purpose of these new provisions is to encourage the trade of
Community wines. ’

Article 5

‘ Article 5(a) of the proposal amends Article 6(2) of the Council
Directive of 28 May 1969 by deleting reference to the rules relating to..
sales made at airport shops under customs- control and on board aircrafté';"
The reference is superfluous since the matter of tax-free sales is dealt
w;th in paragraph 1 of the Article., The Commission has also withdrawn its

proposal cencerning this matter. The purpose of this Article is also to

make it compulséry for Member States to grant remission of turnever tax

at the request #f travellers who satisfy a number -of conditions laid down
in paragraphs 3 and 4 of the Articlee \

Under Article 5(b), which amends Article 6(3) of the Council
Directive of 28 May,1969,'Member States may no longer fix an mmount of
remission of turnover tax which exceeds that of the Community exemptions
for goods purchased at the retail trade stage and intended te be carried
in the luggage of persons whose domicile, habitual résidenceﬂor place of
work is situated in a Member State.

These provisions are decigned, therefore, to avoid double
taxation which, at present, is still a possibilitye.
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Article 6
This Article € is designed to introduce a mechanismefor keeping

the real value o” Community exemptlons con=tant.

Since the Council Directive Qf 28 May 1969 fixed only the nominal
-amounts of the exemptions, the amounts had to be subsequently adjusted,
by means of a new Council Directive, in order that the purchasing power
of the exemptions should move in line with the cost of living in the
Community as a whole. This was one of the purposes of the Council.Directive
of 12 June 1972 ; similarly, the purpose of Article 1 of this proposal
for a Directive is to restore thé value of Community exemptions. This -
~latest adjustment takes place after a pericd of several years during which

the real amount of these exemptions has been gradually eradeds

Under the mechanism envisaged, the exemption amounts.expressed in
units of account will be adjusted each year in line with a Community index -
reflectlng movementa in the cost of living in the Community as a whole.

i The index chosen is that for private consumption on the economic territery
of the Community as a whole (base year = 1970), Calculated on a Community |
- basis in that it is a weighted average of the indices of the nine Member
States, ‘the index is published, for each cdlendar year, by the Statistical
Office of the European Communitiee in its "National Accounts ESA Aggregates“
-at the -end of the October of the following year.

In view of the practical conditions governing publication, the
calendar year is taken as the annual adjustment periode A period of two
months would appear te be necessary in which to perform all the operations
renging from the determination of the new amounts in Units of Account to
publication - the cSverage of which should be as wide as possible - of the
exémption amounts expreessed in the Member States' own currencies. The
' exemption amounts fixed in accordance with this procedure will be applicable,
therefore, from 1 January to 31 December. In addition, given the arrangement.
made for publication of the index, there should be an agreement to use,
for the purpose of ca}culating the amounts in Units of Aécount to apply |
during a given calendar year, the previous year's index. For instance, the
smounts expressed in Units of Account applicable during 1978 will be fixed

at the end of 1977 on the basis of the index for 1976, . '
. (
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As regards procedure, the Commission will, each year, after
publication of the index, fix the new amount of the exemptions in.Units

of Account and inform Member States of it not later, than 3O Novembers

Articlg_z'

This Article provides that the tax exemptions granted to
travellers in inyra-Community aﬁd international travel-will now be
de>ermined on the basis of the European Unit of Account (EUA), the method
of calculaticn of which is based on a composite "basket" of Member
States' currenciles and was f;xed by Council Decision No 75/250/EEC of
21 April 1975 and subsequently by Commission Deciaion No 3289/75 of
18 December 1975, Use of the Buropean Unit of Account has gradually
been extended to varigus areas of Community activity. Until now, the
emounts expressed in units of account were converted into natiomnal
curréﬁcy by Member States at a rate resulting from the respective gold
parities of the unit of account and of these currencies. As =2 result
of the present currency fluctuations, the values expressed in mational
currencies are no longer in fact equal. Hence, Member States do not
grant the same exemptions, particularly in intra-Community trade. This
situation gives rise, in some cases, to double taxation and, in others,
to non~taxation. Use of the European Unit of Account sheuld enéble the
present difficulties to be overcome, Provided the value of the Buropean
Unit of Account deviates only slightly from the free market rate, the
amounts of the exemptions expressed in national currency can be regarded
as being virtually the same. However, they will not be exactly equal
since the exemptions will be adjusted only once a year ; the exemption
amounts applicable in a given year will be converted into national
currencies at the EUA's conversion rate given in the last Official
Journal published in November. To minimise this drawback, paragraph 4
stipulates that, should the conversion rate for the EUA fluctuate
widely in a given year, the Commission may, acting on its own initiative
#r at the request bf a Member State, present a proposal adjusting the
conversion rates The Council will take a decision on this proposal,

by a qualified majority, within two months of its preseantations
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‘ As a transitional measure, Membér States are required, on the
entry into force of_this proposal, to carry out the conversion of the
tax exemtion in Units -of accounts into national currency at the EUA
rate given in the last Official Journal published during the month
before adoption by the Council of the directive. However, Member
States may retain the exemption amounts in force at the tite cf
adoption of the directive if introduction of the £UA would result in’
lower amounts.
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Proposzal for a Councii,Difective
on the haimonization of p;ovisions laid down by law,
regulation or administrative action relating to the
»ules zoveraing turnover tax and exclse duty applicedble

- in 1nternatlona1 trave-

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Havzng regard to the Treaty establishing the European Economic Community,
and in particular Article 99 thereéf ;

Having regard to the Council Directive No 69/169/EEC of 28 May 1989 (1),
as amended by the Council Directive No 72/230/EEC of 12 June 1972 (2), on
the harmonization of provisions laid down by law, regulation er admini=
strative actien relating to exemption from turnover tax and exclse duty

on imports in intgrnational travel ; .

Having regard to the proposal ef the Commission H

Having regard to the Opinion of the Buropean Parliament' ;.

Hav1ng regard to the Opinien of the Economic and Social Committee ;

Whereas it is appropriate to persue the aﬁtion undertaken in respect of
tax exemptlons granted to individuals in inﬁernational travel so that
the pepulations of the Member States should become more strongly
conscious of the reality of the common market ;

Whereas travel between Member States should be facilitated by an increase
in exemptions from turnover tax and excise duty, the amounts of which,

as fixed by the Council Directive of 28 May 1969, as amended by the
Directive of 12 June 1972, have been reduced, in real ferma, by the rise
in the cost eof living in the Community as a whole ;

Whereas, so as to safeguard thes real value of the concessions, the¢ amount
of the exemptions granted to travellers should be reviewed each year j

Whereas, in order to reduce the difficulties and instances ef double

taxation resulting from fluctuations in Member States' currencies and
from the present provisions governing tax remission, it is désirable,
firstly,to draw as close as possible to economic reality by using the
European Unit of Account, as defined by the Commission Decision of

(1) CedJe No L 133' 4.6.1969 '
(2) 0uJe No L 139, 17.6.1972 o
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18 December 1975 (3), for cdnv%rtiﬁg anits of account into Member

States!? ourrenaies and, secondly, to harmonize the rules governing
tax remission at 'the retail stage §

HAS DECIDED AS FOLIOWS s
Article 1

- Article 2 of the Council Direotive of 28 May 19 9 as amended

by Article 1 of the Council Directive of 12 June 1972 shall be

amended as follows ¢

(a) in paragraph 1, the words "two hundred unite of account™ shall
be substituted for "one hundred and twentyUfive units of

account”

(b) in paragrabh 2, the words "fifty units of account®’'shall be
substituted for "thirty units of aooount" H

(¢) in paragraph 3 the words ™wo hundred units of aeccunt' shall

" be substituted for "one hundred and twenty~five units of
account™. '

Article 2

Article 2 of the Council Directive of 28 May 1979 as

. amended by Article 1 of the Council Directive of 12 Juns 1972 ahall :

be amended as follows g

. (a) 1in paragraph 1, the sentence : "This ‘exemption shall be

granted also where the trawel includes transit. through ..

‘territory other than that of s Member State" shall be deleted §-

(3) 03 No L 327, 19.12.1975
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(b) the following paragraph shall be added s
"4, Where the travel referred to in paragraph 1

- involves transit through the territory of a non-member country,
for which overflying without landing shall not be regarded as .
transit within the meaning of this Directive,

- begins in a part of the territory of another MgmberlState in

which turnover tax and/or excise‘dﬁty is not chargeable, " =2

the traveller must be able to establish that the goods transporte&
in his luggage have been acquired subject to the general con-
ditions governing taxation on the domestic market ef a Member
State and do not qualify for any‘refunding of turnover tax and/or
excise du#y, failing which,the provisions of Article 1 shall applye

However, the total value of the goods exempted from turnover tax
and/or duty may not exceed the amounts provided for in paragraphs
1 or 26"

Article 3

Article 4(1) of the Council Directive of 28 May' 1969 as. amended by
Article 2 of the Council Directive. of 12 June 1972 shall be amended as

follows 3

(a) at 1(b), at the line beginning "still wines", column "II, Travel between
Member States'", the words 'to a total of 5 litres" shall be substituted
for "to a total ef 3 litres" ;

{b) the following paragraph shall be added :

"}, Where the travel referred to in grticle 2(1) :

- involves transit through the territery of a non-member country,
for which overflying without landing shall not be regarded as

“transit within the meanihg of this Directive, .

- begins in a part of the territory of another Member State in

which turnover tax and/er excise duty is not chargeable,

/s
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‘the traveller-must be able to establish that the goods
transported in his luggage have been agquired subject to

the general conditions governing taxation on the domestic
market of a Member State and do not qualify for any refunding
of turnover tax and/or duty, failing which, the quantities '
set out in paragraﬁh 1, Column I, shall be applicable.

However, the total quantity of goods exempted from turnover
tax and/or duty may net exceed the quantities provided for
in paragraph 1, Colum II," ' ‘

/

Article 4. ‘

Artlclq 5(1) of the Gouncll Directlve of 28 May 1969 as amended
by Article 3 of the Council Directive of 12 Junme 1972 shall be amended
as follews : At (b), under the headlng "gtill wines" the words "1 litre"
‘shall be substituted for M0,50 litre', ‘ |

Article 2,

Article 6 of the Council Directive of 28 May 1969 as amended by
Article 4 of the Council Directive of 12 June 1972 shall be amended as
folloWs H

(a) the following shall be substituted for paragraph 2 s

"2. As regards sales at the retail trade stage, travellers, léaving |
a Member State, may reqﬁest, in the cases and under the con= '
ditions provided for in paragraphs 3 and 4, the remission of
turnover tax on goods to be carried in their personal luggage
outside the territory of that Member State. No remission may be
granted in respect of excise duty."

(b) the following shall be substituted for the third subparagraph ef
‘paragraph 3¢ . - .

"Member States may exclude their residence from the Benéfit of this
tax remission," | | .

./.
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Articlé 6f

There shall be -added after Artitzle 6 of Directive 69/169/E3c
the following Article ¢

"Article 6a

1e¢ The Commission shall: adjuat ‘each year the amounts of exemption referred
to in Article 2 in the light of any change in the index of the prices ‘

.- of private consumption on the: economic tbrritory of all the Member ’
States as recorded during the’prevzous year by the Statlstical Office -

of the European Communities, - '

2¢ The Cnmmission shgll inford Ménbek. States by 30 November of each year
of the amounts referred to in paragraph 1", ' ‘

Article 7 -

Article 7 of Directive 69/169/EEC shall be amended to read as
follows @ ‘

Ve A : - ,
"1. For the purposes of this Direcéive. "unit of account" shall mean the
European Unit of Account (EUA) as defined in Decision 3289/75/EESC.

2+ The equivalent in national currency which shall apply from 1 January ,
of each year shall be that obtaining on the last day of the precédipg:‘
October on which the equivalents of the European Unit of Agcount in .‘&
all the currencies of the Community are available. On the entry into
force of the measures adopted by Member States to implement this .
Directive, the equivalent in national currency which shall apply
shall be that obtaining on the last day of the month preceding the
adoption of the Directive by the Coumcile

3+ Member States may rouad off the amounts in national ourrency
resulting from the conversion of the amounts in European Units of
Account provided for in Articles 1 and 2.
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Jbe_Should the ponversion rate -for the Furepean Unit of Account fluctuate
widely during a given year, the Commission may, acting on its own
initiative or at the request of a Member State concerned, propose
to the Council that the conversioen rate be adjusted. The Council
shall také a deeision on this préposal by a qualified majority within
two months of receiving it. o

5« Menber States may retain the exemptien amount in forece on the date
of adeption of the Direetive 1f jatpoduction of the Furepean Uit
of jJceount yauld entail isnnu» exemption gmounts when expnaﬁseﬂ~&g
gational eurrency,"

Article § .
Hember Stgte@‘ghaa&,ﬁrins intg fopee not later thap three

monthg following #ts motification the measurgs necessary teo cogply with
this Direetive and shall ipfprn the Commissian thereof.

Article 3

This Directive 3s addressed to the Member 8tate§.
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