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Steps towards a definitive VAT system 
Harmonisation of domestic provisions on value added tax – VAT – dates back to 1967 because of the potential 
distorting effect of this consumption tax on the single market. The transitional VAT arrangements, departing 
from the destination-based principle, have applied in the single market for more than two decades. Since 2016, 
the VAT framework is being reviewed and updated, moving to a destination-based framework that also includes 
a revision of the VAT rate provisions. Parliament is due to vote on two Commission proposals on VAT during its 
October I plenary session.  

Background 
The VAT legal framework consists of the VAT Directive (2006/112/EC)), additional specific directives, the 
implementing regulation (282/2011) and the VAT administrative cooperation regulation (904/2010). It was 
set up before the boom in the global, digital and mobile economy. The ongoing review of the VAT 
framework means amending those instruments. 
The current rules date back to the creation of the single market, when transitional VAT arrangements were 
set up until a definitive destination-based system could be established. They departed from the 
fundamental principle in international taxation that indirect taxes on consumption are charged in the 
country in which the goods and services are consumed. They are generally found to be complex and to 
have significant compliance costs, as well as generating room for fraud.   
The European Commission's April 2016 VAT action plan sets out the modifications to be adopted to review 
and update the VAT framework. The 'rebooting' of the VAT system involves: setting up the definitive VAT 
regime for cross-border trade; tackling VAT fraud; updating the framework for VAT rates; simplifying and 
modernising VAT rules for e-commerce; and updating the VAT rules specific for SMEs. 
A total of 11 legislative proposals amending the VAT legal framework have been put forward, in several 
instalments between December 2016 and May 2018, to implement the VAT action plan. Three of them are 
already adopted (the two directives on the VAT Digital Single Market package adopted on 5 December 2017 
and the directive on a minimum standard rate adopted on 22 June 2018); while another (amendment to 
the VAT administrative cooperation regulation as part of the intra-trade definitive system package) is 
expected to be adopted shortly. 
The change to a definitive VAT system operating within the European Union in the same way as it would in 
a single country was not deemed possible until recently, where such advances were made possible, drawing 
on the experience of the electronic services regime, the 'mini-one-stop-shop' (MOSS) as from 2015.  
The framework for VAT rates, set by the VAT Directive, basically includes standard rates and reduced rates. 
It follows the principle that standard rates apply for all goods and services, and that one or two reduced 
rates can be applied only to goods or services listed in the VAT Directive (positive list).  
The introduction of a destination-based definitive system for intra-EU trade allows for more flexibility in 
setting VAT rates, and makes it possible to ensure that all Member States can resort to derogations legally 
applied. This is why the application of the amendments to the VAT Directive as regards rates is dependent 
upon the transposition and application of the provisions of the directive introducing detailed technical 
measures for the operation of the definitive VAT system. 

European Commission proposals 
Proposal on the definitive system for intra-EU trade  
The introduction of the definitive system for taxation of trade (B2B) between Member States is envisaged 
in two steps. The 4 October 2017 single VAT area package put forward two legislative proposals amending 
the VAT framework regarding the intra-EU trade supply of goods, as a first step. The Commission indicated 
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in its communication of the same day that cross-border supply of services would be proposed after 
monitoring of the implementation of the first step (by the Commission, five years after its entry into force).  
On 4 October 2017, the Commission adopted proposals to amend the VAT framework. The proposal for a 
Council directive amending the VAT Directive (2006/112/EC) introduces the 'certified taxable person' (CTP), 
by analogy with the 'authorised economic operator' (AEO) in the EU Customs Code, allowing a taxpayer to 
be considered as reliable when meeting certain conditions. It also provides remedies to shortcomings as 
requested by the Council. Finally it introduces the legal cornerstone of the definitive VAT system: the 
destination principle, with the one stop shop (OSS) through which suppliers need to register once for their 
transactions in the European Union, based on the extension of the existing MOSS for electronic services.  

Proposal on VAT rates  
On 18 January 2018, the Commission adopted a proposal for a Council directive amending Directive 
2006/112/EC as regards rates of value added tax, as part of the 'Fair Taxation package (III)'. The change is 
connected with the establishment of the destination principle, which implies that the providers of goods 
or services to consumers would not derive significant benefit from establishing themselves in a low-rate 
Member State. 
The proposal provides that a minimum standard VAT rate of at least 15 % will continue to apply. Yet, each 
Member State would be allowed to apply up to two reduced rates which are not lower than 5 %, another 
one with no lower limit and an exemption with deductibility of the VAT paid at a previous stage. The 
benefits of reduced rates would be transferred to consumers.  
The principle is that they could be applied to all goods, except those for which they are excluded (negative 
list). The negative list includes 16 categories of goods and services where the application of a reduced rate 
could distort competition or which are excisable (alcohol, tobacco and energy), and its scope is monitored 
by the Commission.  
This would complemented by the minimum 12 %-weighted average of all VAT rates applied in a Member 
State. Finally the Commission proposes to allow lower regional rates for Madeira and the Azores. 

European Parliament position  
Definitive system for intra-EU trade 
On 3 September 2018, Parliament's Committee on Economic and Monetary Affairs (ECON) adopted its 
report on the proposal, under the consultation procedure. The amendments aim at clarifying the CTP 
(namely specifying further the grounds for refusal) and ensuring consistency with the AEO, providing for a 
VAT dispute-resolution mechanism between Member States, introducing an automated notification 
mechanism to taxpayers on changes and updates in applicable VAT rates of Member States, ensuring that 
specificities of SMEs are taken into account and strengthening monitoring and reporting under the 
directive. 

VAT rates 
On 6 September 2018, the ECON committee adopted its report on this proposal, under the consultation 
procedure. The amendments add a maximum of 25 % for the standard rate, the revision of the negative list 
by the Commission through an implementing act (when necessary and related to distortion of 
competition), and the creation of a Union VAT Web Information Portal for businesses and information on 
VAT rates. 
Both reports are due to be voted during the October I plenary session. 

Consultation procedures; Committee responsible: 
ECON; 2017/0251(CNS), Rapporteur: Jeppe Kofod, 
(S&D, Denmark); 2018/0005(CNS), Rapporteur: Paul 
Tang (Tibor Szanyi, Hungary, S&D). See also our 'EU 
Legislation in progress' briefings on Definitive 
system for cross-border trade and VAT rates.  
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