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VAT reform: how MEPs intend to tackle the €50
billion a year fraud

Fraud involving VAT on goods exported to other member states costs EU tax payers an
estimated €50 billion a year. The European Commission has come up with an action plan
to clamp down on VAT fraud and update current VAT rules that have been left unchanged
since 1993. MEPs debate the action plan on Wednesday 23 November and vote on it the
following day. Read on to find out more about Parliament's position and watch our video
for an explanation of how VAT fraud works.

Parliament's position

German EPP member Werner Langen, who is responsible for steering the new rules through
Parliament., said there were two main goals: "The first is finding a definitive VAT system,
because for the last 23 years we've only had a transitional system. The second and more
important goal is fighting VAT fraud which happens on a substantial scale."

His report calls for a future VAT system based on the principle of taxing in the country that is the
final destination of the goods and services in question. It also states that the most efficient way
to tackle fraud is to have a simple VAT system with a rate that is as low as possible as well as
fewer exemptions.

Langen also calls on the Commission to carefully study the consequences of a system to make
the customer rather than the supplier responsible for paying VAT and to examine whether this
will reduce VAT fraud and simplify the situation for small and medium-sized enterprises.

How VAT fraud takes place

VAT has to be paid in the country where the customer lives so if you sell goods to someone in
another member state you don't have to pay VAT on them in your own country.

It's possible to take advantage of this exemption by creating a fictitious company that buys VAT-
free goods from another member state and then sells them with VAT in its own country before
disappearing to avoid passing on the VAT to the tax authorities.

MEPs debate the report on Wednesday 23 November at about 17.00 CET. Watch it live online
here.
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Value added tax in the EU

* VAT revenue nearly €1 trillion, corresponding to 7% of the EU's gross domestic product
(2014)

*Fraud and failure to collect VAT results in an estimated €168 billion loss in revenue (2013)

» Cross-border fraud itself amounts to an estimated €50 billion

Find out more

Procedure file

Watch the plenary debate live on Wednesday 23 November from 17.00 CET
Plenary schedule

Werner Langen

Taxation top story

European Commission action plan on VAT

Loss of VAT revenue by member state
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http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=&reference=2016/2033%28INI%29
http://www.europarl.europa.eu/plenary/en/home.html
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http://ec.europa.eu/taxation_customs/business/vat/action-plan-vat_en
https://ec.europa.eu/taxation_customs/business/tax-cooperation-control/vat-gap_en

TAXATION IN THE EU

VAT RATE

(1January, 2015)

The value-added tax is a
consumption tax that applies
to most goods and services
sold.
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DIRECT AND INDIRECT
TAXES

(2012)

Direct taxes - on income, property or capital -
are imposed on individuals or businesses and
collected directly by the government.

Indirect taxes - VAT and excise duties - target
consumption and are collected for the
government by an intermediary such as a store.
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TOTAL TAX REVENUE PER
EU MEMBER STATE

(2012)

The total tax revenue is the revenue
governments generate through the taxation of
people and enterprises. It includes taxes on
Iabour, consumption and capital.

_ Taxes
" on capital

Taxes
onlabour e
xo 12 -
on consumption

Article

TAX CYCLE
ey
TAXPAYER' {\ STATE
\J

PUBLIC BXPENDITURE

individual or legal entity 6.8% 1
- 14.2% BB 32 5%

7% & ESTONIA
#r1s%Maron
LATVIA

e
11.4% I8 27.2%
LITHUANIA

39.2% 6.1 %‘
HUNGARY 13.4% MM 28.3%
ROMANIA

@
5. 7%
1

3 @
5.3%
TIA 15.4% |I27.9*

BULGARIA
Total tax revenue -
% of gross domestic product
130
F 10.2% -
A 12.7% 08 33.7%
GROSS DOMESTIC PRODUCT GREECE
PER CAPITA IN PPS ’
(2014) L
PPS - purchasing power standard - is an artificial common currency % \
unit that eliminates the differences in price lewels between 14.8% II 3%% 13.9% ‘ 11.1% ‘
countries, allowing a meaningful comparisan of gross domestic 13% - 13.7% R 33.6% 15% BE 35.3%
product (GDP). GDP per capita in PPS is expressed in relation to the LUXEMBOURG MALTA CYPRUS
EU28 average set to equal 100.
EU28 =100 AT
Sources: &
European Parliamentary Research Service, \\1'-.-
<50 50-74 100124 125-149 > 250 Eurostat, European Commission SRR

Taxation levels across the EU. Click on it to see a larger version of the infographic.
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