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MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION

on co-ordinated strategy to improve the fight against fiscal fraud
(2008/2033(INI))

The European Parliament,

– having regard to the Commission communication concerning the need to develop a co-
ordinated strategy to improve the fight against fiscal fraud (COM(2006)0254),

– having regard to the Commission communication concerning some key elements 
contributing to the establishment of the VAT anti-fraud strategy within the EU 
(COM(2007)0758),

– having regard to the Commission report on the use of administrative cooperation 
arrangements in the fight against VAT fraud (COM(2004)0260),

– having regard to the Council Presidency conclusions of 7 June 2006, 28 November 2006 
and 5 June 2007,

– having regard to the Court of Auditors’ Special report No 8/2007 concerning 
administrative cooperation in the field of value added tax,

– having regard to the Commission communication on the contribution of taxation and 
customs policies to the Lisbon Strategy (COM(2005)0532),

– having regard to the Commission communication on measures to change the VAT system 
to fight fraud (COM(2008)0109),

– having regard proposals from the Commission for a Council Directive amending Directive 
2006/112/EC on the common system of value added tax to combat tax evasion connected 
with intra-Community transactions and for a Council Regulation amending Regulation 
(EC) No 1798/2003 to combat tax evasion connected with intra-Community transactions
(COM(2008)0147),

– having regard to Article 8 of the Charter of fundamental rights of the European Union,

– having regard to Rule 45 of its Rules of Procedure,

– having regard to the report of the Committee on Economic and Monetary Affairs
(A6-0000/2008),

A. whereas tax fraud has serious consequences for national budgets and the EU's resource 
system, leads to violations of the principle of fair and transparent taxation and is liable to 
bring about distortions of competition, thereby affecting the operation of the internal 
market,

B. whereas the growth of cross-border trade triggered by the establishment of the internal 
market means that there is an increasing number of transactions where the place of 
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taxation and the place of establishment of the person liable to pay the VAT are located in 
two different Member States,

C. whereas combating fraud, whilst being for a large part a Member States’ competence, is 
not a problem that can be solved at national level alone,

D. whereas when examining options, the Commission and the Member States should not 
contemplate measures that could lead to a disproportionate administrative burden on
businesses and tax administrations or that could discriminate among traders,

E. whereas both the Commission and the Court of Auditors have consistently stated that the 
system for the exchange of information between Member States on intra-Community 
supplies of goods does not provide relevant and timely information for tackling VAT 
fraud efficiently; whereas this calls for clearer and more binding rules on cooperation 
between Member States, and the European Anti-Fraud Office (OLAF)

F. whereas traders can often obtain only very fragmented information on the VAT status of 
their customers,

G. whereas the strengthening of the means of detecting tax fraud should be accompanied by a 
reinforcement of the existing legislation on assistance in the recovery of taxes, equality in 
tax treatment and practicability for businesses,

The EU Fiscal Fraud Strategy

1. Notes that the purpose of the EU fiscal fraud strategy must be to tackle tax losses due to 
fiscal fraud by identifying the areas where improvements both to EU legislation and to the 
administrative cooperation between Member States can be made, that effectively promote 
the reduction of tax fraud, without creating unnecessary burdens both for tax 
administrations and tax payers;

General issues: extent of fiscal fraud and its consequences

2. Acknowledges that estimates of overall (direct and indirect) tax losses due to fiscal fraud 
range from EUR 200 to 250 billion, which is equal to 2 to 2,25 % of GDP in the European 
Union, EUR 40 billion of that being due to VAT fraud, estimated to comprise 10 % of 
VAT receipts, 8 % of the total excise duty receipts on alcoholic beverages in 1998 and 
9 % of the total excise duty receipts on tobacco products; regrets, however, that no real 
figures are available because national reporting standards vary so widely;

3. Regrets, consequently, that neither can the real extent of the problem be properly 
recognised, nor the monitoring of changes, whether positive or negative, be properly 
evaluated, due to the lack of data collected at national level;

4. Urges Member States to establish a system of national data collection and reporting on 
fiscal fraud, if none is already in place, and to communicate the procedures and outcomes
to the Commission so as to enable recommendations for the method of collection to be as 
similar as possible across Member States;
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The current VAT system and its weaknesses
5. Notes that VAT-related tax fraud is a matter of particular concern for the functioning of 

the internal market in so far as it has a direct cross-border impact, involves substantial 
amounts of loss of revenue and directly affects the EU budget;

6. Reiterates that the current VAT system, established in 1993, was intended to be a 
transitional system only and that Parliament has requested that the Commission put 
forward proposals aimed at making a final decision on the definitive VAT system by 
2010;

7. Asserts that the free circulation of persons, goods, services and capital within the internal 
market since 1993, as well as advances in new technology of small, high-value goods,
have combined to make it increasingly difficult to combat VAT fraud, this being 
exacerbated by the complexity and fragmented nature of the current system which makes 
transactions difficult to track and thus most open to abuse;

8. Notes the increasing occurrence of missing trader fraud and the deliberate abuse of the 
VAT system by criminal gangs who set up such schemes to take advantage of the failures 
in the system;

9. Supports the Commission in its efforts to bring about a fundamental change to the current 
VAT system; welcomes that Member States do now regard this matter of some priority 
and urges Member States to be prepared to take substantive measures in this context;

10. Considers the current system to be outdated and in need of radical overhaul without over-
burdening honest businesses with red tape; believes that maintaining the status quo is not 
an option;

Alternative systems to the current VAT system

Reverse Charge mechanism
11. Notes that in a reverse-charge system VAT is accounted for by the taxable customer 

instead of the supplier; recognises that that mechanism has the advantage of removing the 
opportunity to engage in the missing trader fraud, by designating the taxable person to 
whom the goods are supplied as the person liable for the VAT;

12. Notes that the creation of a double-VAT system would run against the efficient operation 
of the internal market and would be the source of a more complex environment that could 
discourage business investment, which would be overcome in the long term only by a 
generalised, mandatory reverse-charge system, as opposed to an optional or selected 
supplies only system;

13. Notes, furthermore, that the reverse-charge system does not allow for fractionated 
payment and total VAT is paid only at the end of the supply chain, removing the self-
policing control mechanism of VAT; warns that new forms of fraud may appear including 
increased tax losses at the retail level and the misuse of VAT identification numbers, and 
that combating such fraud through the introduction of additional verification could result 
in additional administrative burdens for honest traders; consequently, urges caution and 
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serious consideration before the introduction of a reverse-charge system; notes,
nevertheless, that the application of a threshold in order to limit the risk of untaxed final 
consumption does help; considers that the EUR 5 000 limit suggested by the Council to be
reasonable;

Pilot Project
14. Though remaining wary, accepts that a pilot project may help Member States to better 

understand the inherent risks of the reverse-charge mechanism, but urges the Commission 
and the Member States to lay down appropriate guarantees to ensure that neither the 
Member State volunteering nor any other Member State is exposed to major risks during 
the operation of the pilot project;

Taxation of intra-community supplies
15. Believes that the best solution to tackle cross-border-related VAT fraud is to introduce a 

system in which the VAT exemption for intra-Community is replaced by taxation at the 
rate of 15 %; notes that the operation of that system would be better served if the variety 
and complexity of reduced rates were substantially simplified, minimising the
administrative burden on both businesses and tax authorities;

16. Recognises that with variation in VAT rates, the taxation of intra-Community supplies 
would require rebalancing payments between Member States; considers that such 
rebalancing should be made through a clearing house that would facilitate the passing of 
revenue between Member States; stresses that the operation of a clearing house is 
technically feasible;

17. Believes that a decentralised clearing house system may be more appropriate and could be 
developed more rapidly, in so far as it opens the possibilities for Member States to agree 
bilaterally details of importance, taking into account their individual balance of trade, 
similarities of operating the VAT system and their control mechanisms, and mutual trust;

18. Emphasises that it should be the responsibility of the tax administration of the Member 
State of supply to collect the VAT from its supplier and to make a transfer via the clearing 
system to the tax administration where the intra-Community acquisition has taken place;
recognises that it is necessary to build mutual trust between tax administrations;

Administrative cooperation and mutual assistance in the field of VAT, excise duties and 
direct taxation
19. Stresses that Member States cannot combat cross-border tax fraud in isolation; believes 

that exchanges of information and cooperation between Member States and with the 
Commission have been insufficient to combat tax fraud effectively in either substance or 
speed; considers that direct contact between local or national anti-fraud offices is not 
developed nor implemented sufficiently, leading to inefficiency, under-use of the 
arrangements for administrative cooperation and delays in communication;

20. Welcomes the Commission's proposals for the amendment of the VAT Directive and the 
VAT Administrative Cooperation Regulation to speed up the collection and exchange of 
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information on intra-Community transactions from 2010 onwards; recognises that the 
proposed reporting rules of one month will add an administrative burden to businesses that 
provide only services which are presently not subject to that rule, but accepts that this is 
necessary in view of the possibility of carousel fraud in some services;

Tax Evasion
21. Welcomes the Commission's announcement relating to the reform of the Savings Tax 

Directive and urges Member States to give priority to that reform;

22. Invites the Council and the Commission to leverage EU trade power when negotiating 
trade and cooperation agreements with the governments of tax havens, in order to 
persuade them to eliminate tax provisions and practices that favour tax evasion and fraud;

23. Instructs its President to forward this resolution to the Council, Commission and the 
governments and parliaments of the Member States.
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EXPLANATORY STATEMENT

Extent of fiscal fraud

Tax fraud has serious consequences for national budgets, leads to violations of the principle of 
fair taxation and is liable to bring about distortions of competition, thereby affecting the 
operation of the internal market. Distortions caused by VAT fraud affect the overall balance 
of the resource system which has to be fair and transparent in order to guarantee the well 
functioning of the Community.

Though investigations into the magnitude of VAT evasion and fraud have not been carried out 
in all Member States, several estimates have been published. The International VAT 
Association quotes estimates of VAT losses ranging from 60 billion to 100 billion euro per 
annum across the European Union. In the United Kingdom alone, HM Revenue and Customs 
(HMRC) estimate that in the tax year 2005-2006 VAT revenue losses amounted to 18,2 
billion euro. In Germany, the Ministry of Finance published the results of a study which 
estimated, for 2005, VAT losses of 17 billion euro. Furthermore, as the Court of Auditors 
recalls, VAT evasion and fraud also impact on the financing of the EU budget, resulting in an 
increased need to call from Member States own resources based on gross national income.1

VAT fraud

By way of reminder, the current "transitional" system, which dates back to 1993, is the result 
of a compromise between the decision to create a single market without border controls, on 
the one hand, and the fact that Member States did not agree to a degree of VAT harmonisation 
such as to achieve a completely homogeneous internal market, on the other. The Commission 
initially proposed the adoption of the origin system (i.e. the taxation at the rate of the 
exporting Member State). The Council adopted the so-called "transitional system", which 
enabled controls at the Community’s internal borders to be abolished whilst allowing tax to 
continue to be collected in the Member State of destination.

Under the transitional system, VAT (as a consumption tax) is charged at the place of 
consumption as a percentage of the cost of the actual product. As a product moves from one 
company to the next (between VAT registered traders) VAT is charged and collected and 
remitted to the domestic fiscal authority.

As regards intra-Community transactions, which are currently zero-rated, an exporter does not 
charge VAT, but is able to claim a refund of input VAT; conversely, a purchaser does not pay 
VAT, but has to charge it on subsequent sales and remit the VAT income to its fiscal 
authority.

Problems

Credit and refund mechanism
                                               
1 Court of Auditors’ Special report No 8/2007 concerning administrative cooperation in the field of value added 
tax, paragraph 2.



PR\719564EN.doc 9/13 PE404.725v02-00

EN

Whereas most of the VAT evasion is linked to the shadow economy, a growing share of VAT 
evasion can be seen as a side-effect of the VAT arrangements described above, that were put 
in place 1993, in particular in the case of zero-rated intra-Community transactions, where 
traders do not charge VAT but still can claim a refund of input VAT. Since intra-Community 
transactions are zero-rated, such transactions can give rise to VAT evasion either in the 
supplier country (because the supplier, after having declared an intra-Community delivery, 
retains goods for sale in the domestic market without VAT) or in the country of destination 
(because the recipient fails to pay VAT due on arrival) or by operating the so-called missing 
trader fraud. 

Missing trader fraud

Under this type of fraud (also known as "Carousel fraud"), fraudsters import goods that are 
zero-rated, charge VAT when selling the goods on in the supply chain but pocket the money 
instead of handing it over to the tax authorities. The 'carousel' continues if the goods are 
repeatedly exported and imported. Losses multiply. This entails a deliberate abuse of the 
system by criminal gangs who set up such schemes to take advantage of the system. 
Advancements in technology and the development of high value, low weight goods has made 
it easier for fraudsters to conduct carousel fraud. Mobile phones and chip technology are 
where fraud has been most prevalent.

Zero-ratings

The zero-rating of exports (which entails the refunding of VAT to exporters) has been 
identified as the main factor allowing carousel fraud to happen. 

Possible alternative systems

Reverse Charge
In a reverse-charge system, VAT is accounted for by the taxable customer instead of the 
supplier. As the customer, in so far as they are entitled to full deduction, deducts this VAT on 
the same VAT declaration, the net result is nil and no payment is to be made. The reverse 
charge is not applied to supplies to private individuals and the supplier has, in that case, to 
charge and pay to the authorities total amount of VAT. There is no fractionated payment in a 
reverse-charge system as the total VAT is paid only at the end of the supply chain. In other 
words, a generalised reverse-charge mechanism would take away the main feature of VAT, 
namely the payment of VAT on supplies and the deduction of VAT on purchases, which 
provides for a self-policing control mechanism.

During its Presidency Germany proposed the application of a reverse charge mechanism but 
this was met with limited enthusiasm. Suggestions have also been made for a Member State to 
undertake an across the board reverse charge pilot project.

The reverse charge does have critics, that as with sales tax, the collection of VAT rests on the 
end trader who is responsible for paying all the VAT to the authorities. Also with the reverse 
charge new types of fraud can arise in the form of increased tax losses at the retail level and 
the misuse of VAT identification numbers. To overcome this, the system could be 
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accompanied by the introduction of checking measures, but this would constitute an 
additional burden to business.

As a first checking measure a threshold could be applied in order to limit the risk of untaxed 
final consumption. The Council has suggested that this threshold be set at 5000 EUR. The 
system would thus work as follows:
 when the customer does not qualify for the application of the reverse charge (mainly
private persons but also non-taxable legal persons and fully exempt taxable persons) the 
supplier will have to charge VAT to his customer;
 when the customer is a taxable person qualifying for application of the reverse charge, the
supplier will have to verify the amount of the transaction;
 when the taxable amount of the supply is less then €5 000, the supplier would have to
charge VAT to his customer. The business customer can deduct this VAT under the normal 
rules;
 when the taxable amount of the supply is equal to or above €5 000, the supplier will not
charge VAT on the supply. The business customer will account for the VAT on this supply 
and will be able to deduct this VAT under the normal rules.

The Commission, based on several studies, considers that the correct application of the 
threshold is the most costly element for businesses.

Finally, the question arises whether the proposed reverse-charge system should be optional or 
mandatory. The Commission and a large majority of Member States have made clear that an 
optional generalised reverse charge system would imply the creation of a double VAT system 
that would run against the efficient operation of the internal market and would be the source 
of a more complex environment that could discourage business investment.

Pilot project  In view of the lack of empirical evidence, a pilot project could provide a more 
substantive reply to the questions regarding the feasibility of the proposed system. Care 
should be taken that neither the Member State volunteering nor any other Member State are 
exposed to major risks.

Origin system According to this system, VAT is charged at the rate of the exporting Member 
State. As explained above, the Council decided to adopt a "transitional system" so the option 
to introduce an origin system would go back to the original idea envisaged by the 
Commission. Member States were not at that time, and are still not willing to cede their 
sovereignty as regards setting the level of VAT rates. Therefore, for this system to have any 
chance of serious consideration by the Council, it should not require rate harmonisation.

One solution would be to reassess the proposals for the setting up of a clearing house as
proposed in advance of 1992 but for reasons outlined above Member States were not 
supportive. With the rise in fraud and technological advance it is well worth raising again. To 
retain the founding principle of VAT, that is being a consumption tax, VAT would be charged 
at the rate of the exporting country, and a clearing house would facilitate the passing of 
revenue amongst Member States. The Member State of supply would have to forward the 
VAT collected to the importing Member State. Where the Member State of arrival of the 
goods applies a rate of more than 15%, that additional VAT will accrue to that Member State; 
where the Member State of arrival of the goods applies a rate lower than 15% because of the 
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application of one or more reduced VAT rates or the zero rate in certain Member States, the 
Member State of the purchaser will allow a credit to the taxable person making the intra-
Community acquisition. In the same vein, the Member State of arrival will be able to collect 
VAT that results from any limitation applicable to the acquirer’s right to deduct input VAT. 
In this way, distortions of competition which might otherwise arise from different national 
levels of VAT rates would be avoided.

The main difficult issue, which is a political one, would be that of making individual Member 
States's tax receipts dependant on transfers made by other Member States. In other words, two 
groups of Member States would emerge, i.e. net receivers (i.e. those where the amount of 
intra-Community acquisitions exceeds the intra-Community supplies) and net contributors 
(i.e. those in which the total amount of intra-Community supplies exceeds the total amount of 
intra-Community acquisitions). As it is shown in the annex, and depending on their respective 
bilateral trade balance, 16 Member States, under a system of taxed intra-Community supplies 
would be "net receivers", whereas the rest would be "net contributors".

Destination system- Another option could be to charge VAT at the rate of the importing 
member state (where the buyer is). There would be no need for clearing but this would have 
to go together with a "one stop shop" system whereby a trader could fulfil all his VAT 
obligations for EU-wide activities in the Member State in which they are established.

Administrative cooperation and mutual assistance in the field of VAT, excise duties and 
direct taxation

Combating fraud, whilst being largely a Member State competence, is not a problem that can 
be solved at national level only. The fight against tax fraud should be a priority for the EU and 
should call for close cooperation between the administrative authorities in each Member State 
and with the Commission.

Exchanges of information between the respective administrations as well as between 
administrations and the Commission are not sufficiently intensive and fast in order to combat 
fraud more effectively. Direct contact between local or national anti-fraud offices is not 
sufficiently developed and implemented, which leads to inefficiency, under-use of the 
arrangements for administrative cooperation and delays in communication. To solve this 
requires more cooperation between Member States, and raises the question of whether binding 
rules need to be made. Easier understanding of each other's systems or common basis, such as 
through CCCTB, would also help. Unfortunately, some see common bases as a step to 
encroachment on tax rates.
The use of all available technologies, including the electronic storage and transmission of 
certain data for VAT and excise duties control purposes is indispensable for the proper 
functioning of the tax systems. The conditions for the exchange of, and direct access of
Member States to, electronically stored data in each Member State should therefore be 
improved. In particular, real time transactions using an electronic system to log and validate 
transactions would give authorities greater opportunities to identify and combat fraudulent 
behaviour. Care would need to be taken to ensure proper data protection regimes.
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Annex - Trade Balance between Member States (source: Eurostat)
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