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REPORT ON TAX~FREE ALLOWANCES BENEFITING INDIVIDUALS

INTRODUCTION

1. The Commission has always attached considerable imporitance to the
Community's tax~free allowances which benefit private individuwals. This
concern is evidenced by its constant efforts in past years to establish
common systems in this field. The Commission has also singled out progress
in the intra~Commuynity tax-free allowance field as a priority in its
programme for 1982, The European Parliament also has displayed great
interest in the development of the common tax~free allowances system and

the Commission has undertaken to present to 1f this general report on the
operation of the common system of tax—free allowances granted to individyals.
In addition to presenting the report to the Parliament, the Commission also

addresses it to the Council and to the Economic and Social Committee.

2 The aim of this report is

a) to describe the system in current operation;

b) to highlight underdeveloped areas and those giving rise to difficulties j

¢) to examine possible improvement to be made in the system.

The Commission's earnest hope is that this report will provide a
backdrop for a stimulating exchange of views on the issues involved between
the Commynity Institutions, the Member States and other parties concerned,
enabling further real development of the common tax~free allowances system

to take place and thus further realization ef its objectives.

3. The report covers travellers' tarx—free allowances and tax~free allo-
wances for small parcels both in the intra—Commynity and third country con-
texts. The bulk of the report is taken up by the travellers' allowances

gsection. A suymmary of the main conclusions is included at the end of the
report.



PART I -~ TRAVELLERS' TAX FREE ALLOWANCES

CHAPTER I -~ BACKGROUND

4. A common system of tax—free allowances for travellers is in force.
The relevant Jommunity instruments are the Council directives on the
harmonizgation of provisions laid down by law, regulation or administrative
action relating to exemption from turnover tax and excise duty on imports
in international travel (1). A co-ordinated text of these directives has
been published by the Commission as a booklet (2). These directives have
been supplemented by the Council Directive 81/933/EEC increasing the third
country allowances (3),and most recently, by Council Directive 82/443/EEC
increasing the intra-Commynity allowance from 1 Januvary 1982 (4).

5e The background against which the common system of allowances for
travellers was orginally proposed and discussed in 1968/69 was one in which
the customs wnion was considered virtually achieved, the elimination of tax
borders was eagerly awaited and economic and monetary union was viewed as

a real prospect on the horizon. Application of a common system of travellers!
tax~free allowances was viewed ag partial abolition of tax borders.

Its primary goal was politicale. Creation of a unified system of allo-
wances had an important impact on the ordinary citizens of the Community by
bringing its existence home to them in a tangible way every time they travelled,
Vig-d~vis third countries the Community presented a yniform treatment for
arriving travellers thus again emphasizing its own identity. The main aim
of the common system was to be achieved through the creation for travellers
of conditions similar to thcse obtaining on a domestic market, thus ensuring

the elimination of cases of double taxation or ron—-taxation.

6. Development of the common tax—free allowances system has, in general,
not been as rapid or complete as envisaged at the outset. This is partly a
result of the general slow down in the progress towards economic and mone-

tary union and the emergence of other priorities. It also stems partly from

wide divergences in the rates of indirect tax applied in the Member States

(1) Directives n® 69/169/EEC (0J n° L 133, 4.6.1969), 72/230/EEC (0J n°® L
139, 17.6.1972), 77/800/EEC (0J L 336, 27.12.1977), 78/1032/EEC and

78/1033/EEC (JO n® L 366, 28.12.1978).

Reliefs from taxes granted to imports made by private persons. 1979.

(2)
3) 07 n° L 338, 25.11.81, p. 24
0.7 Mo L 206, 1407.82 y Do 35



although it is not only differing rates of taxeg which contribute tc price
differences between Member States : distribution cycles, profit margins,
consymer tolerance are also major contributers. Lack of progress stems
also from the relyctance of the Member States to tackle the general problem
of non-taxation, i.e. the problem of goods which, through a combination

o being sold tax-free in one Member State and being admitted tax—=Ffree into
another, enter into home conswmption in the Commuynity completely free ol

taxe.

CHAPTER II — CURRENT STATE OF DEVELOPMENT

Te What follows is a summary of the main aspects of the Community's
travellers' tax~free allowances system as enacted at present, along with
a commentary on its application in the Member States.

The monetary and quantitative limits currently applied in the

system are best symmarized in tabular form.

Table I — Allowances subject to maximym values (1)

(position at 1 January 1982)

General allowances for within the Community 180 mCU (2)
travellers

from third countrics 45 BECU
Optional i7ithin the Community 50 ECU (2)
Reduced allovances for
travellers under 15 from third countries 23 ECU
years old * PoUntries -0 B

31; Up to 31 December 1981, Denmark was allowed to apply an exclusion
from the relief where the unit value of goods being imported by a
traveller exceeded 135 Beu (1050 Dkr). Ireland is allowed to apply
a similar exclusion up to 31 December 1983 in the case of goods ex—
ceeding 77 Eou (52 Irl) in unit value.

(2) 210 Ecu from 1 January 1983 for all Member States other than Denmark
which may continue to apply the 180 Scy allowance up until 31 December
1983. The reduced allowance iz to be increased to A0 Tcy.



8. Since the institution of the common travellers' allowances system,
the general intra~Community allowance has evolved on the following pattern:
from 75 UA (units of account) intra—Community in 1969 to 125 UAan 1 July 1972
and to 180 EUA (Ecu) It will further increase to

210 Ecu on 1 Januvary 1983.
remained at 25 UA from 1969, was increased to 40 EUA (Ecu)on 1 January 1979

on 1 Januvary 1979.
The general third country allowance, having

and to 45 Ecu on 1 January 1982.

TABLE 11 - Value allowances applied by Member States

(position at 1 January 1982)

Member State General allowance 1 Redyced allowance (where applied)
Commynity Third country Commuynity |Third country
Belgium BF 7,200 | ‘BF 1,800 BF 2,000 | BF 900
Denmark Dkr 1,400 Dkr 350 - -
Germany D 460 DM 115 - -
Greece Dr 11,000 Dr 2,8% Dr 3,100 | Dr 1,450
France F 1,030 e 270 FF 290 FFP 135
Ireland I 120 Irl 31 Irl 34 Irl 16
Ttaly (Lit 217,375) | (Lit 56, 939) (Lit 63,265)  (Lit 29,102)
Luxembourg L 7,200 1F 1,800 LF 2,000 L' 900
Netherlands | HF¥1 500 HF1 125 - -
g‘l’;;gm UKL 120 | UKL 28 - -

() = unrounded, calculated by the Commission departments owing to the

lack of officially fixed figures.

Remarks ¢

1. The Benelux countries operate a higher allowance of 10,000 FB/Fl or

700 HF1 for persons travelling between their countries on the basis of

the Treaty establishing the Benelux Union.

-2¢ Ireland applies a unit value limit of 52 Irl. to goods being imported
under the allowanccs system in accordance with a special derogation in

the directives.




Table III =~ Basic quantitative allowances

(position at 1 January 1982)

Product , Travellers within | Travellers from
u the Community third countries
Tobacco- products ‘
cigarettes or : 300 200
cigarillos (cigars of a maximum :
weight of 3 g each) or ; 150 100

cigars or ; 75 50
smoking tobacco : 400 g 250 g
Alcoholic beverages
distilled beverages and spirits of ‘
anoalcoholic strength exceeding to a total of 1 standard bottle
22" or 1.5 litres (0.70 to 1 litre)
distilled beverages and spirits,
and aperitifs with a wine or alcohol | to a total of to a total of
base of an alcoholic strength not 3 litres 2 litres
exceeding 22 ; sparkling wines,
fortified wines and to a total of to a total of
still wines 4 litres 2 litres
Perfymes and 75 & 5 g
toilet waters 3/8 litre 1/4 litres
Coffee or ' 70 g 500 g
Coffee extracts and essences 300 g 200 g

| Tea or 150 g 100 g
tea extracts and essences &0 g 40 g

REMARKs There are several qualifications which apply to the allowances
set oyt in these tables e.g. the tobacco and alcohol allowances are not
granted to persons under 17 years of age. Details are to be found in

paragraphs 14 and 15 describing the current system of quantitative allowances
in more detail.
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Value allowances

9. The basic intra-Community allowance of 180 Ecu(l)applies to goods con-

tained in the personal luggage of travellers coming from one Member State

to another which :

a) fulfil the conditions laid down in Articles 9 and 10 of the Treaty
(i.e. are in free circulation in the Community) ;

b) have been acquired subject to the general rules governing taxation on
the domestic market of one of the Member States;

¢) have no commercial character.

The taxes from which relief is granted are value added tax and excise duties
on imports. .

The unit value of goods being imported is indivisible for the pur-
poses of applying the allowance. In other words where a single item exceeds
180 Ecu, no relief is granted byt where several items, which in total exceed
180 Ecu, are imported, relief is granted to those items whose unit values

added together do not exceed the allowance.

Where goods, such as spirits and tobacco, which are subject to quanti-
tative restrictions are imported by a traveller, théir value is not to be

reckoned in calculation of the 180 Ecu general allowance.

A supplementary condition also attaches 1o the intra—Community
allowance which requires a traveller who, on his journey from one Member
State to another, has had access to a third country market or part of a
Member State's territory (2)ivhich turmover tax or excise duty is not charged,
to prove fulfilment of the acquisition condition at b) above and that the
goods have not benefited from a refund of tax or duty. Where this condition

is not fulfilled only the third country allowance is granted.

Member States may reduce the intra~Community allowance to 50 Ecu
for travellers under 15 years old. Those Member States availing of this

facility can be identified in Table II above.

10. In order to benefit from the third country allowance of 45 Ecu the

only conditions are that the goods be contained in the personal luggage of
a traveller coming from a third country and that they have no commercial
character. The reduced allowance of 23 Ecu for young travellers is optional

- and the above comments regarding unit value apply to these allowances alsoc,.

11, It is specified in the Directives that the value of persomal effects

being temporarily imported or which had been temporarily exported are not to
(T) The allowance of 180 Ecu will be increased to 210Ecu with effect from

1.1.1983 under the Council directive of 29 June 1982.
(2) Heligoland or Greenland for example.



be taken into consideration in application of the tax—free allowances.

This provision is included because of the fuyndamental difference between
these goods and thoge coming within the scope of the directives 5 the
former are the usual goods temporarily imported or exported by traveller
going on, for example, his holidays, whereas the latter are goods bought

by the traveller in one country and permanently imported into another.

The origin of the idea of personal effects being transported by a traveller

is found in intermational conventions and, in particular, the New York Con-
vention of 4 Juyne 1954.

12. The directives contain some important definitions. First, importa-
tions are considered as being without commercial character if they take
place occasionally and consist only of goods for personal or family use or
for use as gifts. Secondly, "personal luggage'" is defined as the whole of
the luggage which a traveller sybmits,whether on his arrival or later.
Portable fuel containers are by definition not considered as personal
luggage although for each wvehicle 10 litres of fuel stored in such a con-

tainer may be imported duty—free sybject to safety regulations.

13. The directives provide that lMember States may reduce the tax—free
allowances in the case of frontier zone residents, frontier zone workers
or the crew of international means of transport. In the case of intra-
Commuynity travel, the ninimym allowances are one tenth of those applied

to ordinary travellers.

These restricted limits do not of course apply where the persons
involved are not engaged in "frontier zone™ travel as such unless they are
importing the goods in the course of their work (the frontier zone is the
zone extending 15 km from the frontier of a IMember State). The usual

allowances apply in the case of normal travel.

Al]1 Member States avail themselves *o a greater or lesser extent

of this possibiliity to reduce the allowance limit.



Quantitative allowances

14. Table III, page 5 of this report shows that wnder the directives,
different quantitative allowances apply depending on whether the goods are
being imported by a traveller coming from another Member State or from a
third country. It should be noted; however, that these commen limits do not
prejudice the relevant national provisions concerning trevellers whose
residence is outside Europe (1), although a provision is included which
stipulates that under no circumstances may the total quantity of goods

exempted exceed the intra-—Community levels.

15. The several restrictions mentioned in the footnote to Table III

can be summarized as follows.

a) Restriction on travellers under 15 or 17 years of age

The tax-~free allowance for tobacco products and alcoholic
beverages is not granted to persons under 17 years of age. The allowance

for coffee is not granted to travellers under 15 years of age.

b) Restriction on frontier workers and residents and intermational

crew members

Member States may reduce the gquantity of the goods which may
be admitted dyty-free, down to one-tenth of the guantities where the goods
are imported from another Member State by persons resident in the frontier
zone of the importing Member State or a neighbouring Member State or by

frontier zone workers.

However, duty free entitlement in respect of the goods listed

below may be as follows ¢

i) Tobacco products :

cigarettes OT esevecscscsccecscsccsvccscccasoscsoscccsens 40
cigarillos (cigars of a maximum weight of

3 8 €aCh) OF eosecevesccscesccossosssccasncan 20
CiEATS OT sceessrecasecessossescecscesssacrssesssecesnsoses 10
sSmMoKing tONACCC eseoescsosssscsvsccsrscsssessrsocnsascscosssee 0 g

ii) Alcoholic beverages @

- distilled beverages and spirits, of an
alcoholic Strength eKCeeding 22 2 e06se0essvc00svsnse Oc25 litre

-~ distilled beverages and spirits, and aperitifs with
a wine or alcohol base of an alcoholic strength not

exceeding 220; sparkling wines, fortified wines and ee.. 050 litre
— Still WiNEs eesccscsvccvcvsssvsosososoccscassssssscases 0050 litre

{1) This provigion is used by all lember States to grant a higher allowance for
cigarettes to these travellers. The allowance granted is 400 cigarettes
(or its equivalent) instead of 200.
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Member States also may reduce similarly the allowance limits for

Members of the crew of a means of transport used in internatiomal travel.

there the goods are being imported from a third country by a
frontier zone worker or resident or an internatiomal crew member, Member

States are free to reduce their allowances as they wish.

c¢) Restriction on armed forces

Member States may set lower limits as to wvalue and/or quantity of
goods admitted under the tax—free allowances when they are imported from
another Member State by members of the armed forces of a Member State, incly-
ding civilian personnel and spouses and dependent children, stationed in
another Member State. Belgium, Germany, France, Luxembourg, Netherlands

and the United Kingdom avail themselves of this facility.

d) Restrictions on gold, tobacco and coffee

Member States may exclude raw or semi-finished gold (including
gold platec and the like) from the benefit of the allowances. Only Germany
applies a restriction uwnder this provision.

Also, in the case of travellers coming from third countries, Member
States have a general option to redyce the quantities of tobacco and coffee
allowed in under the tax—~free allowances. Germany avails itself of this

facility to apply a 250 g allowance for coffee imported by such travellers.

e) Danish derogation on quantitative limits

Denmark had particular difficulties in adopting the Community's
allowances system and is allowed to apply restrictions to the quantiative

allowances granted to travellers making tripns of short duration.

The current limits (1) which Denmark applies are summarized in
the following table.
Product Restricted allowances applied to Danich

residents having stayed in another country
less than 4G hours

cigareties 60

or

cigarillos 20

or

cigars 20

or

smoking tobacco (grams) 100

distilled beverages (litres) none
beer (litres) 2

This derogation expires at the end of 1982, (2)

(1) Directive 77/800/EEC - 0J n° L 336, 26.12.1977

(2) on the 29 November 1982, the Commission sent a proposal to the Council
for a phasing out of the Danish derogation within five years. The _
Council adopted this proposal on 30 December 1982 (see paragraph 50 bis).
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Remission of tax on exports

16. A significant feature of the common tax—free allowances system is

the inclusion of a scheme for regulation of the remission of tax on exporis.

One of the basic principles of the system is the avoidance of double
taxation and non-~taxation of goods being imported by travellers in intra-—
Commynity travel. To operate this, it is clear that where goods benefit
from a tax—free allowance on importation they should not also benefit from
tax remission on exportation in the country from which the traveller is
coming. Vice-~versa, where they are not entitled to benefit from a tax-free
allowance on importation the goods should be able to benefit from remission

of tax in the country of exportation.

_ This is the egssence of the tax remipsion provisions of the common
allowance system. lMember States are required to take measures to avoid
remigssion of tax on goods being supplied to intra-Community travellers who
benefit from the common ltax-free allowances., On the other hand, Member
States are required to set up a system of remission of turnover tax on
goods being exported as part of the persomal luggage of a traveller. In
the case of intra-Community travellers the remission is only to be granted
where the uynit value of the item exceeds the 180 Bey limit*, in other words,
where the item in guestion cammot benefit from the tax~free allowance on
importation into another Member State. Member States are free to fix their
own conditions regarding remission of tax for third country residents and
algo may excluyde their own residents from the benefit of the scheme. Praciti-
cally all Member States avail of the facility to exclude their own residents

(as an anti-fraud measuyre), Luxembourg and the Netherlands being the excepims.

17. The control condition attaching to remission is prodyction of the
invoice (or another document in lieu) which, for third couniry travellers,
myust be endorsed by the customs aythorities certifying exportation, and,
for intra—-Community travellers, must be endorsed by the customs or other

authorities certifying final importation into a Member State.
It should be noted that no remission may be granted in respect of

excise duty.

S ——————————

*
77 Bou for goods going to Ireland.
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18, "he remission of tax scheme described above was adopted by Council
in 1978, At that stage some llember States did not operate such a scheme and
the introduction of one undoubtedly posed serious difficulties for them.

A1l Member 3Jtates now operate the common tax remisgion scheme apart from
Ireland whose legislation on thig matter is incompatible with Community re-

quirements and will therefore have 1o be adjusted.

19. Ag for the scheme as implemented in the eight (1) other Member States
concerned serious shortcomings have been observed, The wit value limit
above which taxr remiggion should be claimaeble is the intra-Community allowance
limit, 180 Tew in the case of exports to Member States other than Ireland,
for which a 1limit of 77 Ecu operates. ilogt Membor States do not provide the
lower 1limit required in the case of goods being exported by travellers going
to Ireland. Also creating problems are the various méthods of refund of tax.
Some llember Statieg authorize the traders involved to make refunds directly
without reference to central administration while others require such a
reference. Clearly such a centralized authorization system for individual
payments can be cumbersome and can result in prolonged delays in effecting

the refund of tax.

Annyal adijustment of national currency equivalents

20, Cne of the main developments of the common system wiiich took place
in 1978 was the introduction of an annual fixing of natiomal currency

equivelents of the Ecu expressed allowances.

Bach year lMember States arc to calculate their own currency squiva-—
lents of the Bou allowances by referance to the exchange rate in force on
first working day of October., This newly calculated allowance ig then to
apply for the following calendar year. However, for administrative ease,
Member States have the opltion of maintaining the existing figure where the
newly calcoulated one varics by less than 5 ¢ from that calculated the pre-
vious year. In fixing their allowances in national currency Member States

may round off within a limit of the equivalent of 2 Ecu.

(1) Greece is not obliged to introduce the scheme uyntil it introduces the
common VAT syctem (i.e. 1 Jampary 1984 at the latest) in accordance
with Article 128 of and Annex VIII to its Treaty of Accession to the
TEC,.



CHAPTER III : EXPERIINCE, DIFFICULTIES AND SCOPE
FUR IMPROVEMENT OF THE COMMON SYSTEM

21 One of the general reasons prompting the Commission to draw up
this report is the prolonged discussion in Council on its proposals for
directives in the travellers' allowances field. In these discussions the
Council has shown itself particularly unwilling to make the effort to

proceed with the necessary development of the common system.

The Commission's proposal for a Fifth Council Directive (1) on
traveliers allowances was the subject of many discussions at the various
levels in the Council over a period of two and a half years and has only
just been adopted in a much watered down form vis—d-vis the Commission's
and Parliament's original intentions. Clearly, the reasons behind this
reluctance on the part of the Council to continue with the logical and

much needed development of the system nced +to be analysed.

22 Drawing on experience in the operation of the system to date, thisg
chapter discusses areas of difficulty and underdevelopment, suggests means
for improving the Commynity's travellers' allowances system and considers

its possible evolution in the future.

Although there is a degree of interaction between the various
aspects of the system and development of one area itends to have repercussions
or to depend on other areas, this chapter is divided into five main sections

to facilitate the analysis. These are :

A. The real value of allowvances and derogation valuye limits.
B. National currency cquivalents of allowances.

C. Quantitative allowances.

D. Remission of tax scheme.

e Tax—frec ghops

S ————

(1) 0.J. No. C 218, 19.12.1979, ps Do



A. TG REAL VALUE OF ALLOWANCES

23, The current allowances (see Table I, e 4) for intra-Community
travel have been in force since 1 January 1979 and, in accordance with the
Council decision of 29 Ime 1982 (1),will be next increased on 1 January 1983.

Those for third countries came intc operation on 1 Janvary 1982,

The date cf 1 Jenuary 1979 is talen as the base date in this report
for purposes of comparison of real valuyes. Previously,allowances were
expressed in terms of the unit of account (UA)(which reflected exchange rate
parities in operation at the date of inception of the common allowances
system 1969). This maltes comparison with the current situvation difficult.
The primary purpose of the dcvelopment of the common system which took
place in 1978, when the Guropean wnit of account (EUA) was introduced into
the directives, was to eliminate the disparities caused by the use of the UA.
One of the objectives at the time was to maintain the allowance limits in
all Member States at least at their preceding levels in terms of national

currencies.

24, However, no mztter what the base date talien, it is clear that, in
recent years, a significant erogion of the valuc allowances has taken place
in real terms. Over the past three years the average annual Community in-
crease in the consumer price index was more than 10 % : 10.2 % (1979),

14.1 % (1980) and 12.6 % (1981)s The cumulative effect insofar as intra-—
Community limits are concerncd is that at the end of 1981 the common values
allowances had fallen in real terms to 58 % of thosc obtaining on 1 Januvary
1979. The recent action talen by the Council to increase the allowance to
210 By does tend to ease the situation. However,despite this a considerable
erosion has taken plece, particularly when the implementation date of 1
Janyary 1983 is borne in mind. In fact, an intra—-Commuynity allowance of
approximately 280 Ecu would be necessary on 1 January 1983 in crder to

restore the average purchasing power of the 180 Ecu allowance in operation

on 1 January 1979.

(1) Direciive 82/443/EEC, 0.J. L 206, 14.7.82, p. 35
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This type of evolution was foreseen by the Commission whenm it
made its proposal for a third Council Directive on travellers' tax-free
allowances in 1977 (1). At that time the Commission proposed to adjust
the allowances annually itself in the light of changes in the private con-
sumption index for the Commynity and to notify the new levels ito Member
States for implementation the following year. However the Council failed
to include any provision for auytomatic or semi-eauntomatic future increases

in the allowances in the directives adopted in 1978.

25, The Commission was given a mandate at the relevant
Council meeting to carry cut an annuval examination of the operation of the

intra~-Community tax-free allowances system. Having done so for 1979, the
Commission proposed an increase in the intra—-Community allowance to 210 Ecu
in its proposal for a 5th Council directive on travellers' tax—free allo-
wances (2). The Commission made this proposal in order to maintain ©n

1 January 1980) the real value of the allowance set in 1978 and to achieve

a modest real increase.

The Buropean Parliament, in its opinion on this proposal (3), called
on the Commission to be more ambitious and tc propose a programme of in-
creases in the allowances over a number of years so that a real step forward
could be made. The Commigsion proposed such a programme in its amendments
to the original proposal. The idea was to achieve by 1982 an intra-Commynity

value allowance of 300 Ecue

In discussions the Council has sco far rejecied the idea of
a programme. Discussion on the proposal for a 5th directive in Council
simply centred on the possibility of increasing the limit from 180 to
210 Ecu, and, as mentioned above, the proposal has only now been adopted
for implementation on 1 January 1983 viz. three years after the original

date envisaged by the Commission,

26. Despite the efforts of the Commission, the Parliament, and the
Econemic and Social Committee, the lack of political will on the part of
the Council is manifest and, indeed, discouraging. The Commission is well
aware of the difficulties and problems experienced by Member States ard addresses

JJe 0 C 31, 8.2.1977, v 5
«Jo n® C 318, 19.12.1979, p. 5
J

(1) o
(2) o
(3) 0.J. n° ¢ 117, 12.5.80, 83
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itgelf to these subsemently inthis report. Hiwever, it is seriocusly disturbed
by the Council's neglect of the Community system of tax—free allowances
system in this regard and expresses the wish that a renewal of political
motivation be found and development of the system allowed to progress. At
this stage it would be opportuyne to examine in some detail the actuwal
reagsons for the Council's reluctance to progress. What are the concerns
of the Member States which lead them to refuse fo allow the system develop

ag degired by the Commission and the Parliament ?

27 Some Member States put forward as their primary concern the loss

of revenue through erosion of the tax base resulting from imports by
travellers displacing normal domestic sales. Wember States with high levels
of indirect taxes fear the exploitation by travellers cf the allowances
system in order to buy goods,which are heavily taxed in their own country,

in Member States with lower levels of indirect taxes. They also fear that
high allowances lead tc travellers yndertaking their journey for the sole
purpose of achieving a tax saving cn the items bought abroad and to buy
certain types of consumer goods not, in the normal way, carried by travellers

(e.g. domestic appliances).

The Commission is sensitive to the Member States' concerns regarding
erosion of revenuye, particulary in current economic circumstances. But
price differences do not result solely from differing tax tates. Differences
in many other factors, such as profit margins, intensity of competition,
distribution/manufacturing cycles can result in wide differences in price
independent of tax rates. In regard to these elements, allowing a traweller
tc buy in the country with lower prices is economically advantageous as it
exercises a downward pressure on price levels generally and thus combats
inflation. Member States' problems must also be seen in the overall con-
text of the Cevelopment of the internal market, in which the allowances
system plays a significant rale. In such a glcbal approach there is, as
often as not, a swings and roundabouts situvation with regard io purchases
made by travellers. Particular Member States are attractive to travellers
for purchases of particular goods but, in general, there is a two way flow
and it is rare that = single Member State maintains an advantage in respect

of all goods.



In addition it should be ctressed that such problems as may arise,
tend to be transitory. Changes in tax rates, in currency exchange rates
and in the relative cost of living commonly lead to alteration of travellers!
preferences for purchases so that a Member State or a particular area with
a trade displacement problem can often find itself in the inverse situation

with a net trade outflow shortly afterwards.

28. Another argument advanced by certain Member States against increases

in the value allowances concerns the supposed adequacy of the existing
allowances. It is suggested that the intra-Commynity limit of 180 Ecu

is already sufficiently high to cover the needsaf most, if not all travellers.
The Commission douybts the adequacy of the existing intra—Community allowances
in the context of a common market and would point out that it is very quickly
reached in the case of a traveller importing, for example, a suit of clothes
and a pair of shoes bought while abroad in ancther Member State. On the
general point of the adequacy of the limit level, it has been pointed out
earlier in this chapter (see paragraph 24) that a serious erosion of the

real value of the allowance has been allowed to take place.

Clearly, such an erosion should not have been permitted. Nor
should the Community be content with simple maintenance of real values of
allowances. Rather, the aims already enshrined in Community legislation
that travel between Member States shoyld be facilitated by increases in allo~
wanceg and that exemption benefiting individpals should be progressively

extended (1) are those which should be pursued in this context.

29. Member States also invoke as a reason for not increasing the general
intra~Community value allowance the continued existence of tax—free

shops: they explain their reluctance to increase the allowance on the
grounds that the goods being imported tax—free by travellers may have been

acquired totally tax—free in one of these shops.

(1) cf. Council Directive 78/1032/EEC, 0.J. L 366, 28.12.1978 and Council
Resolytion of 22 March 1971 on economic and monetary union, U0.J. C 28

of 27.3.1971.
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The Commission cannot accept this as an argument for not increasing
allowances, particularly as the bulk of tax—~free sales is accouynted for by
salec of alcoholic drinks and tobacco. The major interest of both operator
and traveller is in them. The Commission, recognizing this interest
and the generally wide divergence in the tax treatment of thege goods
throughout the Commuynity, has not in fact proposed any increase in the
quantitative allowances for these goods since the establishment of the
common system in 1969. Consequently it would contend that the tax~free
shop aspect does not represent a real obstacle tc a general increase in

valuye allowances.
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30, The Cominission recognizes that,at the current stage of development,
automatic adjustment of value allowances is not acceptable to the Member
States. But it cannot accept the sitwation that has arisen following the
Council's tardiness in adopting the fifth Council Directive on travellerg!
allowances and the inadequacy of the provisions therein. It is in favour
of a regular increase in the allowance levels and to this end proposes
that the Council plans the development of the intra—-Commuynity allowances
some years in advance. Increases should be determined on two bases @
the need to maintain purchasing power and the need to continue with the
development of the system. This approach ig the same as the pluriammual
programme, favoyred by the Parliament in its opinion on the proposal for
a fifth directive on travellers' allowances (see paragraph 25) and

subsequently adopted by the Commission.

31. The Commisgsion services have also considered the problem of the
maintenance of real values from the viewpoint of purchasing power parities
(PPP). There is a Community meacure of these : the purchasing power stan—
dard. This measure is used to make comparisons in real terms between
purchasing powers in the Hember States. The Commission's Statistical Office
calculates and pyblishes these data on an annval basgsis. Therefore a suit-—
able vehicle exists for translating a given allowance initc natiomal currency
levels that reflect the varying average price Jevels in the liember States.
What advantage would this have ? Basically, it would result in allowances
which would, in terms ofa nmational currency, be pitched at levels which
realistically reflected the price levels obtazining on the domestic markcei

of the relevant liember State. It would also have the advantage of auyto-

matically reflecling price changes at national level on an annuel basis.

However, the dissdvantages weuld be manifold. First, reflection
of national price levels in an allowance applied at importatlion is not
logical. The purchases involved have necessarily been made abroad and so
it socems morce appropriate that price levels in the other HMember States be
reflected in the allowance applied by a given liember State. Also, application

of a PPP factor would effectively destroy the urnity of the ocommon allowances



which arc currently directly comparable from one national currency to
another. Such a sygtem would caure confusion among the travelling public.
Finally, there would be uwntold administrative difficulty in relation to the
tax remission scheme, as cach lMember State would have to apply a different
tax remission limit depending on the degtination of the traveller, giving

a minimym of nine possible remiscion levels.

Consequently, the examiration has led the Commission to the con-
clusion that application of a PPP based factor to ithe value allowance would
not be a viable solution to the problem of maintenance of real valuyes and
would result in complicating a system specifically designed to be simple in

order to minimise border controls,

Derogation from valye allowarice

32, Irelond's unit walue derogation (sec footnote to Table I, page 4)
was agreed because of that HMomber State's particularly scerious problems in
adopting the common allowance fixed in 1978. This derogation expires at
the end of 1983. A similar derogation permitted Demmark not to grant the
taxz—free allowance tv geods exceeding 135 icu. However, this expired on
31 December 1981 and Denmark now applies the normal allowance of 180 Ecu
without restriction{l) .

It is clear that any meacure taken to ease particular problems being
experienced by a Member Sitate automatically reduces the need for a special
derogations Also, the svolution of the general economic situwation has
generally lessened, and in relation to some goods, totally eliminated the

need for a special derogation for Ireland.

On a practical level, the existence of a special limit creates con-
fusion among travellers and administrative difficulties particularly in

respect of the common scheme for remission of ftax on exports.

33, For these reasons, the Commission looks forward to the expiry of
the derogation on 1 January 1984 when a uniform allowance can once again

apply throughout the Communitye.

(1) It should be noted that, by derosation from the recently adopted 210
Bey intre~Community allowance, Demmark may continue to apply the
180 Ecu allowance during 1983 (see footnote (2), p. 3).



Third coyntry allowances

3. The above comments are essentially confined to the intra—Commynity
allowance. The gquestion of increases in the third country allowances is
cbviously closely linked with action on the Commumity's customs duty-free
allowances and with international obligations. Also, a particular problem

ariges for countries bordering the Community.

35. Recent increases in the wvalue of the US dollar mean that the
Community's third country allowance no longer respects its obligations with-
in Customs Co-operation Council (CCC) to grant an allowance of @ 50 to
travellers from contracting countries. Many other countries are presumably
in the same position and it seems that a soluytion would best be found withe—
in the CCC framework, rather than throygh unilateral action on the part of
Commynity.
36, In view of the particular geographic and socio~econcmic ties which
exist between the Community and several neighbouring countries, it would
perhaps be advisable to consider special treatment under the allowances
system for these countries. The Commission favours opening discussions with
the neighbouring countries concerned on means to improve the situation
relating to cross border conirol of travellers between it and these countries.
Such a move was requested by the Parliament in its previously mentioned
opinion on the Commission's proposal for a fifth Council Directive on
travellers' allowances. These negotiations would have to be joint customs/
tax ones and, of course, the Commission would require a mandate from the

Council to embark upon them.

37 In relation to thind country allowances in gemeral, the Council,
acting on a proposal from the Commission, has recently adopted a directive
increasing these allowances by a small amount with effect from 1 January
1982 (1). The zim of these increases was not 0 achicve real increases but
simply to avoid reductions in national currencies because of currency
fluctuations. A full discussion on this problem is found in the following

section of the report.

"ATTONAL CURRENCY EQUIVALSNTS OF ALLOWANCES

38. The gystem of adjustment of national currency equivalents of Commy—
nity allowances described in paragraph 20, is common to all directives
(1) Directive 01/933/EZC, 0.J. L 338, 25.11.81, p. 24.



containing values allcwarces expreszed in Beu. Consequently the comments -inthig
section are applicable in all cases, and in particular to the tax—~free

allowances for travellers as well as those for small consignmentse.

39. The objective of the system is to maintain strict equivalence
between the allowances expressed in national currencies,in order to avoid
cases of double taxation or non-taxation such as existed in the intra-

Commynity system with the previous unit of account (UA) based system.

Prior to 1978, the UA allowances expressed in terms of Member States®
currencies were calculated on the old fixed gold parities declared to the
International Monetary Fund in 1971.Thus,while a common level of allowance exis-
ted in UA terms, the concordance was destroyed when the allowances were trans-
lated into national currencies. The introduction of the European Unit of
Account (subseguently replaced by the Ecy or European currengy unit),based ona
basket of Eyropean currencies and the expression of allowance limits in
terms of it enabled realistic parities to be re-introduyced into the tax~free

allowances system.

Ideally,allowances expressed in terms of national currency shouyld
be allowed to float on a daily basis to ensure their strict equivalence. This
is clearly impractical from an administrative viewpoint and the solution
adopted ~ ammual adjustment — much more satisfactory. To further facilitate
administration, Member States may round the limits in national currency
terme and need not adjust if the fluctuation from one year to the next is
less than 5 %e.

10, As mentioned above the main concern of this system of adjustment
is to avoid cases of double taxation or non~taxation. Consider the case
of a Member State {"A") whose currency during the course of a year appre-—
ciates strongly vis-&-vis the currency of another Member State ("B").

At the begimning of the year, a traveller can buy goods in Member State A
to a value of, say, A 100 {being taken as the equivalent of 180 Ecu) and
import them tax~free into liember State B where a limit of, say, B 1,000
applies. If he bought goods valued at more than A 100 he could obtain tax
remigsion on export and woupld be charged tax on entry into B as the goods

would be valued at mocre than B 1,000,

However, problems may arise where during the course of the year
the situation evolves so that A 80 = 180 Ecu = B 1,000, but A's allowance

level remains at 4 100. 4 traveller buys goods of unit value A 90 which,



being below the allowance limit in 4 do not qualify for tax remission on
exportation. However on entry inio B the goods which,at the current ex—
charige rate are valued at B 1,129, arc above B's limit of B 1,000 and do
not qualify for tax-free importation. The result, double taxation.
Similarly non-taxation could in theory occur, although the cendition re~
lating to acquisition subject to general rules governing taxation and the
requirement to have the relevant document endorsed by customs of the
Member State of importation (see deseription of tax remission scheme -

paragraph 17 ) shouyld combine to avoid thisz in practice.

41, Before continuing with an analysis of the operation of this currency
adjustment mechanism to date it should be recalled that the entry in the
Council minutes already referred to in paragraph 25, which requirss the
Commission to carry cut an annual examination of the operation of the tax-
free allowances system, also calls on the Commission to submit proposals

to ensure, in particular, that the intra-Community exemptions do not diminish
in terms of national currency. The idea was that no Community citigens,
whatever their country, should see allowances being reduced in terms of their
own currency as a result of the cperation of a Commynity mechanism as this

would engender negative feelinge against the Community.

42. What has experience of the operation of the adjustment mechanism
shown 7 Most Member States have made use of the possibility of rounding the
sums in their national currencies. The Italian situation is not clear as
the allowance limits do not appear to have been converted officially into
the national currency. Also,in the three adjustments to date,Member States
which were not obliged to adjust, being within the 5 % tolerance, did notdso.
No adjustment was obligatory when the calculations for 1960 were made, then
the 1981 allowances were set two Member States (Italy and Denmark) were
obliged to increase their allowances and the United Xingdom was obliged to

reduce its allowances. No new ad justments were dictated by the 1982 exercise.

43. In fixing the 1981 lévels, the question of non-redyctiocn of the allo-
wances in national currency terms came into play. The United Kingdom did

not wish to reduce its allowance and the Commission shared the view that this
would be politically undesirable. In relation to the intra-Community allo-
wance there was a proposal already on the tablé to increase the allowance

in Ecu terms by an amoynt sufficient to offset the required reduction in

the U.K. As far as the other allowances were concerned, the Commisgsion



promptly proposed increases sufficient to offset the reduction which were

subsequently adopted by Council (see paragraph 4).

44. The Commission has long held the view that from a political and
psychological angle, reductions in terms of national currencies should not
be countenanced. Until now it has felt support for this view by the Member
States in Couyncil. TIudeed, the Council manifested this support in the
minuytes of iils meeting when it adopted the third Council directive on
travellers' allowances in 1978, when it undertook to act promptly on pro-
posals from the Commission aimed at avoiding reductions of allowances in
national terms. The Commission considers that, in order to avoid lengthy
and often wnfryitful discussions, that a simplified decision making proce-—
dure should be established to enact common allowances sufficient to offset
reductions (1). Such a procedure woyld eliminate one of the major drawbacks
of the current situation which is the time factor. The date for establishing
exchange rates for the fixing of national currency equivalents of the allow-
ances is the first working day of October of the year preceding thai in
which the allowance is to apply. So there is a three-month lag between the
establishment of the national currency equivalents and their application.

If a reduction of the allowance in a national currency is.noted, an amending
directive is necegsary which, with consultation of the Parliament and the
Economic and Social Committee, would require an absolyte minimum of 6 months
from date of inception to applicaticon by the Member States and a mere normal
time scale of 9 months. This leaves a 3 to 6 months period during which the
allowance shoyld legally be reduced in national currency terms by the Member
State concerned only to be increased shortly afterwards or during which the
Member State does not reduce in infraction of the directive, giving rise to

the potential doyble or non—~taxation described above.

45, In oxder to eliminate this undesirable feature the Commission envisages

a semi-aytomatic system of adjustment. It is proposed that the Council em-—

power the Commission to operate a system on the following lines for intra-

Commynity allowances:
215 See point 34 of the Commission'®s programme for the simplification of
valye added tax procedyres and formalities in intra-Commuynity trade.

0.J. C 24-4, 24.9081, Do 40
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The Commission would calculate, on the basis of the exchange rates
in force on lst October, whether or not any Member States would be
required to reduce its allowances in national currency terms. The
Commigsion would then notify Member States as to whether an adjustment
wag necessary or not and proceed by decision to adopt a new allowance at
a level high enough to avoid the foreseen reduction or reductions.

This decision would be taken before 1lst November, published officially,
and notified to the Mewmber States, the Council and Parliament. Member
States would have one month in which to request if necessary, that the
matter be discussed in Council. Where a discussion was requested, this
would have to be held as soon as possible and the Council would be
enabled to overturn the Commission's decision. In the event of such an
overturn the Council would be required to give the Commission guidelines

on the on the measures which it considered necessary to cater for the then

current situatione.

46, A further problem in relation to the fixing of national currency
equivalents of Ecu limits arises when there is a re-adjustment of parities
within the European Monetary System (EMS) after the ammual fixing of

the allowances .

On the question of principle, the Commission's attitude is the same
as for the annual adjustment exercise; it considers that reductions of
allowances in national terms should not be countenanced and the comments
made above in this respect apply mutatis mytandis. From the procedural
angle the problem is, of course, different. If significant changes in
parities were to occur overnight with a re-adjustment in the EMS, there
would be a need to respond quickly and the Commisgion wonld propose the
application, immediately after any such re-adjustment, of a semi-automatic
gystem of increases in Ecu allowance levels, if necessary, on the lines

described in paragraph 45 above.



C. QUANTITATIVE ALLOWANCES

47, The travellers' allowances system provides for quantitative
limits to be applied to tohacco products, alcoholic drinks, perfumes and
toilet waters, coffee and tea to take account, in particular, of the
significant difference in the excise duty rates applied to these goods

in the variouys Member States. Development of the dyties in question de~
pends on the economic and budgetary policy of the Member States concermed,
which often results in increasing tax divergences and widening price

differences.

48. On the harmonization front, the Commynity will at some time
establish, as provided in the Commission's 1972 proposal (1), the same
excises in all Member States. In addition, if neuytrality of competition
is to be ensured the structures of these excises need to be harmonized.
Finally, some convergence of excise rates is also considered essential in
the context of the general longer term development of the Commynity.
Clearly, once excise rates were firmly set on a convergent irend, signi-
ficant increases in quantitative allowances could be implemented without
the risk of disryption and this remains the Commission's long term objective.
In the shorter term, in view of the revenpe importance of the tobacco and
drink excises the Commission considers, that the quantitiative allowances
for the main excise goods cannoi be increased across the board so long as
present divergences in excise rates persist. However, it is considered
that progress should be made on the wine allowance (see paragraph 53 below)
and the allowances for coffee and tea (paragraph 51), independently of

harmonization of excise rates.

Danish derogation
49. Annex VII, Part V (Taxation) of the Act of Accession to the

Buropean Commynities of the Kingdom of Demmark, Ireland and the United

Kingdem of CGreat Britain and Northern Ireland auythorised Demmark, until
31 December 1975, to exclyde from the tax allowances relating to furnover
taxes and excises applicable in international passenger travel, the

following goods:

(1) On 7 March 1972, the Commission sent to Council a proposal for a
directive on excise dyties and indirect taxes, other than valye added
tax, which are levied directly or indirectly on the consumption of
products (OJ no C 43, 29.4.72). This proposal remains before the Council.
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— tobacco prodycts;

- distilled beverages and spirits, of an alcoholic strength exceeding
22 % vol j

~ beer, only for quantitites exceeding 2 litres.

The need for this derogation arose from considerable differences in

the excise rates applied to these goods in Denmark and Germany.

On the expiration of this period, in accordance with paragraph 1 (c)
of part V of the Annex concerned, the Council prolonged the aythorisation

on two occasions (1), firgst until 31 December 1976 and then 31 December 1977.

The Danish Government subsequently reguested a further period in
order fylly to adapt to the Commynity system of dllowances. In conirast to
the two previous derogations, which were limited to one year, the Council,
on 19 December 1977, adopted a Directive granting a further derogation to
Demmark uyntil 31 December 1982 (2). This derogation, which allows Denmark
to apply the restrictions summarized in paragraph 15 (e) above to travellers
making trips of short duration, provides for a progressive alignment of the
Danish system with the Commynity rules. In accordance with these provisions
the restictions applicable to non-residents of Denmark were abolished from
1 Janyary 1980 and the quantity of cigarettes admitted for Danish residents
was increased from 40 to 60 on 1 Januvary 1982. Also the minimym period for
the application of the restriction, expressed in terms of the length of stay
of the traveller abroad, was reduced in Denmark uynder the terms of the

derogation from 72 to 48 hours cn 1 January 1981.

50. When the directive granting the derogation was adopted, the Commission
undertook to draw up each year, starting in 1978, a report om evoluytion of
the prices of alcoholic drinks and tobacco products in Denmark and Germany,
on the evolution of fares for travellers in Denmark, and on the fiscal po-
licy of the Danish Govermment. Five such reports have been prepared to date.
While the first four reports showed little ar no reduction in price differen-
tials between Denmark and Germany during the first four years of the derogation,
the fifth report, covering the period from September 1981 to June 1982, notes
substantial reductions in retail price gaps between the countries. Tax level
differences have also been redyced during this latter period, althongh pro-
jected increases in Danish excise duties will offset this movement to some

extent. Also particularly for expensive alcoholic drinks, the mixed speoific/
ad valorem excise on alcohol continues to havea negative influence.
(1) Directive 76/134/FEC of 20.1.1976 (0J no L 21 of 29.1.1976);
Directive 77/72/EEC of 18.1,1977 (0J no L 23 of 27.1.1977)
(2) Directive 77/800/EEC of 19.12.1977 (0J no L 336 of 27.12.1977)
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50 bis. On 29 November 1982 the Commission, on a request from the Danish
Government, sent a proposal to the Council for a phasing out of the Danish
derogation within five years. The proposal offered the Danes a period of two
years with only very modest alignments on products for which the Danish and
German retail prices are very much the same. After three years all these
products should be in line with the Community rules. For the more semsitive
products, such as cigarettes and spirits, a phasing out is proposed to take
place in the last three years of the five years derogation period. Due to
the difficult economic situation in Denmark it was further proposed that
after one and a half years - in the light of the prospects of the Danish
economy at that time -~ the time-table can be re-examined if need be. On

30 December 1982 the Council adopted this proposal with some minar modi-
fications. (1)

(1) Directive 83/2/EEC of 30.12.1982 (0.J. L 12 of 14.1.1983, p. 48)



Coffee and Tea

51. The amended proposal for a fifth Council Directive on travellerg!
allowances, referred to in maragraph 25, provided for increases in, and eventyal
abolition (from 1 January 1982) of, the quantitative limits on tea and

coffec, The excisge duties on these goods are, in general, minor in terms

of revenue and are only appliel by certain of the lMember States.

Unfortunately, it must be recorded yei agnin that the Council failed
to adopt this aspect of the proposal, thus naking a eventual decision on
these matters more difficult as Belgium has recently been added to those

Member States which lewvy a duty on coffee.

52, liovever, thigs docs not reduce the argument that, besides the fact
that the excise duties on coffec and tea arc levied only by five and three
Hember States respectively, the budgetary consequeires of the abolition of
the travellers' quantitative allowance for these goods could only be of
minimal significance. Iurthermore since these arc produycts coming from
developing counttriec, the maintenance of these restrictions runs counter
to the resolution of 18 September 1970 of the United Mations Council on
Trade and Developuent (UNCTAD) since the existing allowances can hardly en-—

courage the consumplion of these goods.
Wine

53 The initial traveller's allowance directive of 238 May 1959 fixed
the tax-free allowance for still wine at 2 litres for intra—-Community
travellers, This limit has since been increased on 2 occasions : first in
1972 to 3 litres and subsequently in 1978 to 4 litres (although Demmark was

allowel to retain the 3 litre limit until 31 December 1983).

Besides general considerations in faveur of increasing tax—free
allowances, the Commission favoured in particular an increase in the wine
limit in crder to encourage consumption of wine in the Community and to
respond to the wishes of the Parliament, expressed in its opinion on the
Commission's proposal for a fifth Coyncil Directive on traveller's alle-
wances, Accordingly, in its amendments to this proposal it proposed a
5 litre intra-Commuynity allowance (4 litres for Demmark). This aspect of

the proposal was also not adopted.



In this regard, the difficulties caused by the level of wine taxes
in Demmarl: are ncet withouyt relevance and contribute to a ma jor extent to
its relyctance to increase the wine limit. Once again the excise rate
relative to that in Germany is the determining factor as the latter country

applies no excise dyties at all to still wines.

Tobacco

54 It was mentioned carlier (paragraph 14) that the Commuynity quanti-
tative léamits apnlied without prejudice te the relevant national provisions
concerning travellers whose residence was outside Hyrope. This provision
was incluyded to take account of the Community's customs legislation on
duty-free allowances which provides for a higher tobacco limit for trawllers
whose residencec is outside Europe (400 as opposed to 200 cigarettes (1).
However, as pointed out previously, a clause was included, stipulating that
no more favourable allowances than those applied in intra—~Community travel
shoyld be grated in any case. Currently the intra—Community allowance is
300 cigarettes.

Historically, this higher cigarette allowance was granted by some
Hember States on the basis of an OLCD Council decision of 20 July 1965
concerning administrative facilities in favour of intermational tourism,
and was incorporated into the Community customs scheme for duty-free
allowances for travellers. The situation has, of course, now changed
somewhat and the Commission has difficulty in finding a continued justifi-
cation for this measure. Also, it is of the opinion that the notion of
Community preference requires Member States not to accord a higher allo-

wances to third country residents than to their own citizens.
D. RUEMISZSION Or TAX SCHELNDR

55. Az described earlier, the remission of tax scheme requires control
1o be effected by endorsement of the invoice or other decument in lieu
therecf, BSongc lember 3tatez are content to control simply by the invoice
while others rcquire special forms which must be c¢btained in addition to
the invoice wvhen the goodg are bought, thus complicating the operation of
the ccliemc., The schieme asg applied in the llember States has also been
criticized becouse ¢f ito genercl administrative complexity and the long

elay in actually obtaining reogyment cf the tax involved. Some Member

(1) Regulation 1544/C% - 0J L 191 of 5.8.1969
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States allow the trader to refyund the tax whereas others process
the applications centrally.

Clearly, therefore nore yniformity could be introduced and

improvements made to the gystem.

56 Hith a wview 1o reducing tre administrative complexity of the

cr

p,

schenic and ghortening the repeyment delays mentioned abowve the tra
himself could be allowed,at the minimum to processapplicaticns for refyndes
from travellers without rcference to the anthorities and make the repayment
in all cases vhere a relatively mmoll gwn of tax is involved. This sum
shoulé be fixed at a common level by the directives. Murthermcre a maximym
time delay for refund o»f the tax should be incorporated in Community legis—
lations This could be set at, for example, 3 months, to be exceeded only
in a case vhere documentation is incomplete or force majeure intervenes
Such a provigion would eliminate the sometimes cmbarrassingly long time

delays which have come to the notice of the Commission.

57 » Algo there is a problem of marginality in the operation of the
remission scheme and the tar—free allovances system. Double taxation coyld
vccur where a traveller is refused tax remission in the case of an itenm
which ig marginally wnder the taz~free allowance limit in the Member 3iate
of exportation. Thigc oocurs where on importation into a.sother MHember State
the itenm des not quelifly for tax cxemption as it morginally exceeds the
allowance level as laid down in the latter liember State's currency. This
could happen because of the rounding facility granted to liember States when
fixing the allousnces (and hence tax remission limits) in national currencies.
Given the impracticability of arranging matters in the country of exportation
after the traveller has left the country, the most satisfactory solution would
appear to be for the aythorities of the Member State of importation to have

a flexible attitude and to allow the item in question to be imported tax-—

free when it is established that it has borme tax in the country of origin.

L. TAX~FREL SHOPS

58 Tax~free {or duty-free as they are sometimes kmown) shops are a
widespread phenomenon throughout the Community. They are for the most part
situvated at ports and airports or on board international means of transport.
In the case of shops at portg and airports their status is essentially that

of a customs/tax warehouse. Sales made in thesc tax—free shops are confined
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to persons leaving the country concerned.

Clearly tax—free outlets are economically important as is evidenced
by the reliance laid on.them by port and airport aythorities and inter~
national transport companies. Their attractiveness for the traveller
stems from the operation of the country of destination principle for taxes
along with the tax—free allowances system. Taxation in the couniry of
destination ensures that goods may be bought by travellers in a tax~free
outlet and exported free of tax whereas the tax—free allowances scheme
engures that these goods, within limits, may ve imported tax—free into the
country of degtination. The goods in guestion can thus enter into home use

in the Commuynity completely free of taxe.

Commuynity law and itax-—free shops

59 « The only legal provigion in Commynity law governing iravellers'
tax~frec allowances in which a particular reference to tax~free shops is
made in Article G(2) of Directive 69/169/HEC. This provision obliges the
Hember 3tates to tale the necessary steps to permit remisgion of tax for
travellers leaving their territory under certain specified conditions
and is proceeded by a clause drafted as follows "without prejudice

to rmules relating to sales made at airport ghons uynder customs and on

board aircraft™.

This clause, which was inserted into the &irective when it was
amended for the first time, in 1972, to introduce on an optional
basisg, a remission of tax-scheme, has been invoked
by Member Stated authcrities as authorizing the existence of tax-~free
ghops in intra—-Commynity travel. It is notewortsny that a reservation with
respect to tax—free shops ig not included in the basic rule, namely
Article G{1) of the Directive, obliging the Member States io take appropriate
measures to avoid remigsion of tax being granted for deliveries to Commynity

residents who benefit from the common tax-free allowances .

60 . The only other provision of the directive which can be considered
to have a bearing on tax—fres shops or rather goods bought therein ig that
condition (mentioned in paragraphs 9 and 29) requiring goods berefiting from the
intra—Community allowance to have been acquired subject to normal tax con-

ditions on the domestic market of one of the Fember States. As previously



remarked, this condition does not cxist in relation to the third country
allowance.

6l In case Ho. 158/80, the Eyropean Court of Justice had, for the
first time, to deal with the Directive 69/169/EEC.

This case concerned cryises operating from Germany, mainly on the
Baltic Sea, on board of which were offered for sale goods normally sub-

ject 1o high duties and taxes, for example, alcoholic drinks, tobacco
products, butter, meat, cheese. The agricultural goods involved also
benefited from export restitutions under the common agricultural policy.

A wholesale trader and a retailer together instituted proceedings before
the Hamburg Finance Court claiming that the butterbuying cruises were in
breach of Cummuynity law. The Pinance Court referred the matter to the
¥uropean Court for preliminary ruling which was delivered in the latter
Court's judgment of 7 July 1981. The Court's conclusion was that the
practice of allowing these butter-snips to continue to operate was illegal.

Insofar as Directive 69/169/FEC is concerned it ruled as follows :

"In the case of travel between non-member ccuntries and the
Commynity, the exemptior provided for in Council Directive o 69/169, of
28 lay 1969 on the harmonization of provisions laid down by law, regulaticn
or administrative action relating to exemption from tyrnover tax and excise
duty on imports in international travel may be granted only to travellers
who arrive in the customs territory of the Community from a non-member
country and in this case the circumstances in which the goods have been

acquired are irrelevant to the grant of the exemptions.

In the case of travel within the Commuynity, where the journey
Trom one llember Siate to another invwlves transit through the territory
of a non-member country or begins in a part of the territory of the other
Hember State in which the taxes to which the directive refers are nnt
chargeable on goods which are consumed within that territory, the traveller
must be able to egtablish that the goods transported in his luggage
were aquired gubject to the general conditions governing taxation on
the domestic market of a Member State and do not qualify for any refund
of turnover tax and/or excise duty. If the traveller is unable to provide
the aforementioned proof he may enjoy only the more restricted exemption

provided for in the case of travel between non-member countries and the

Community.
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In adopting Directive No. 69/169, and the Second and Third
Directives of 12 June 1972 and of 10 December 1978 respectively which
supplement it, the Couyncil intended gradually to establish a complete
system oif exemptions from turnover tax and excise duly for goods contained
in travellers' personal luggage. Consequently in this field the

Member States are left with only the restricted power given to them by

the directives to grant exemptions other than those specified in the
directives."

Commission's attityde to tax—free shops

62. The Commission has always recognized and contimyes to recognize
the political sensitivity of the tax-free shops issue. In making its
proposal for gradyal suppression of tax—free sales within the Commynity
in 1972 (1) and in subsequently withdrawing this proposal in the face
of the impossibility that Council woyld agree it was conscious of this.
It was equally consciouys of the political angle when in 1979 it took

a decision not to press for the abolition of tax—free shops but to

continme its efforts to bring order into the system.

63. Pollowing the Court's judgement in the case described above the
Commission has naturally reconsidered the situwation and, in February 1982,
came to the broad conclusion that the Court's judgement implied that the
practice of allowing sale of goods free of customs dyties and agricultural
levies to travellers in intra-Commynity trade was not compatible with
Commynity law. It notified the Member States accordingly.

(1) 0J No C 113, 28.10.1972, p. 15.



PART IT

SHiLL PARCELS OF A WON COMUGRCIAL NATURE

Baclkground

€4 »

The Community hag

ingtituted a2 common system of tax—free allowances

for small parcels (called omall "consignments" in the direcctives) of a

non—-commercial natuyre sent from one Member JState to another or from a third

country to a Member 3Statc.

as that fer third countries was Tirst adopted in 1978.

The intra-Commuynity scheme dates from 1974 where—

The primary mwtivation behind this system of allowances is similar

tc that behind the trawvellers' allowances System : removal of obgstacles to

the development of the internal market for the intra—-Community allowance

and adoption of a unigque Community approach for the third country alloiance.

e intra-Commynity allowance also aims at facilitating perscnal and family

contacts between priwvate pcrsons

in Jlifferent Member States. This facili-

tation of family contacts is of particular importance in c3rtain cases such

as that of migrant wor<ers where exchange of parcels can be of greatl persomal

and sometimes economic importance.

Current state of developnent

65.

applicable to small narcels.

The following table gives details of the current tax—free allowances

These were adonted by the Council on 17 ¥ovember 19381 and apply in

the Member States since 1 January 1982.

Table: Allowances for small parcels of g non-—commercial

character applied by the lember States

Member State Intra—CommuEity allowances | Third C?untry allowancel
(70 Ecu) (35 Beu)

Belgium BI* 2900 B 1400

Denmark Dkr 5% xr 275

Germany 175 M Q0

Greece Dr 4300 Dr 2150

TFronce I 420 R 210

Ireland Irl 43 Irl 24 g

Ttaly Lit (83571) Lit (44206) |

Luxemboeurg LT 2800 LP 1400 i

Yetherlands Hm 200 HM 100 '

United Kingdam Ui’ 40 UKL 20 :

( ') = unrounded

national currency equivalents calculated by the Commission

departments owing to the lack of officially fixed figures.
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66 ‘‘he following table shows the quantit ative allowances wiich apply

to certain goods if they arc sent in a small parcel frem a third country.

Table - Quantivative allowances

Goods Allovances

Tobacco prodycts

B o &3
Q
]
B
H
4]
o

Alcoholic beverages 1 bottle of spirits (not exceeding

cne litre) or

AP

bottles of still wine

Perfymes X0 grems of perfume or

0.25 litres of toilet uater

Coffee 00 grams or
200 grams of coffce extracts or essences:

Tea . 100 grame or
grams of tea cxtrocts or cscences
67 It ig important to note that ilamber States may reduce these

quantities or, indeced, altogethier exclude the gools mentioned from the

benefit of the allowance. Dermark excludes tobacco products, alcoholic

beverages and rerfunes from the allowances. Ireland excludes tobacco
1

products anl alconolic bevcrages and the United ¥ingdom reduces the

allotance for gpirits to Q.25 litre.

In relation to small parcels from another lember State, it is also
open to liember States to regtrict the guantiiies of the goods mentioned in
the Table III (see page 5) for the intra—-Commuynity allowance and
to exclude these goods if they so wish. However a provision is included
in the directives obliging Member Statec to apply an intra-Community riégime
at least as faveurable as that applied by them to third countries. All

l{ember States, apart from Italy and Luxembourg, apply differing quantitative



allowances to these poods and those mentioned above as applying special
estrictions or exzclusions (Denmari:, Ireland and the United Kingiom) alao

apply these in the intra—Comnunity contest.

68 . The most important conditions attaching to the small parcels scheme
are

a) the omall consignment muot be of a non—commercial character, and

b) it st be sent from onc private person to another,

69 « T2 criteria determining non-commercial character. differ =lightly

in the intre-Community scheme and the third ccuntries sch:eme. Both schemes
require thot no wajyment on the part of the recinicnt be involved. Both
also require that the gooids be for personal or family usce and not for
commercial usc, thc nature and guantity of the goods being used as the
yardsticks The difference occurs in regard tc occaszionality. Parcels
from third countries must te of an occasional natuyre while there is no

such requirement in respect of intra—-Commynity parcels. However for intra—
Commynity parcels to qualify for the tax-Lroc cllowance the goods involved
nust have borne normal tares and duties or the domestic market of one of

the Member Statese.

70 . One Turther provigion in the third country small parcels directive
stipulates that where goods, such as tobacco arl spirits, which are subliect
to cuantiiative allowances, are contained in a parcel in quantities excece-
ding the rclevant allowances then no relief at all is given for the parcel

in cuestione.

T1. Community law alse provides for the suppression of customs clearance
fees for intre—Cormunity parcels vihichi qualify for cxemption from taxecs

and duticoe

2., "inally there is an armmual fixing of the nationzl currency eguive-—
't O [ -
lents of the common allowances, the governing provisions of which are the

samc as lhose for travellers' zllowances {(see naragraph 20).

develonment of 1lhe gysten

73, In genceral the zmall parcels tax~frec ollowances system works
smoothly and hag nct encountered many problemse. The allowances have oeen
rceently increased and appear adequate Tor the time being. lowever, as in

the case of travellers allowancez, the Commissilon ig consclous of the
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the potential for erosion of the rezl value of thege allowances and will
propose increascs at appropriate times. As to the translation of the
commen levels into navienal currencies, the problems here are common o
beth the small parcels an! other tazn-free allounnces Jirectives. Thercefors

the Jdiscunrion contained arnl the improvements proposed in paragraphs 30

to 48 21so broatl; applicable here,
T4, Cr the guantitativwe allovwances it is apporent ithat there is a nced

Tor iefinive common limitc to be establiched, narticularly in the intra-
Community contert. e current cituation is offectively completely dis-

ariaonized ard the Comnigsion favours and will propose common minimum

Timits betiveen licmper Siatcs.

b

T5e The Commisscion has leng concidered that an arse in which the ccmmon

o

alloiornecs for small narcels copld e “eveloped is that of snles to indi--
vifunle of boolrz, reviews or newsgnaners invelving digpatceh from one Member
State to another. Thease transactions are in principle subject to goncral
VAT ryules as regards Doth imporiation and exportiation.

Apnlication of thoge rules ¢ trancactions which mere often than
ot involve only small amounts ic regarcded as veing particularly onerous
beth by buyers in the casz of imporis and sellers in the case of exportc.

Inferration available tc the Commnission shows that firims sometimes consider

it czpedient either not to remit tex on geods, thereby exposing the byyer

to double taxation, or Yo dicregerd oxders nlaced with them, and this amounts

to a legelly duyblous refusal to sell
e liy

Some tax relief applicable to these transsactions should soon be
enshrincd in Commynity legislation when the Commigsion's proposal for a
directive covering general exemptions from VAT on the permanent importation
of certain goods (1), currently under discussion at Council, is adopted.
Thic proposal will provide for, infer alis, an exempiion for imperis of
simall consismments 2f minimal importance whether or not they be commercial.
The provisions zre framed on the one hand, in terms of value and, on the
other (for intra-Community traffic), in terms of tax due. The levels
proposed are 10 Lecu in value and 2 Ecu, with an cption to increace to
6 Tcu, in taxe It is reclioned that a large prenortion of imports of books

etc., Uill be ahle to benefit from evempiion wider these provisions.

(1) 0.d. C 171, 11.7.80
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T6. Hewever the Commission feels that the situation could be further
improved by introducing tax relief in respect of the importation of booke,
reviews or mwspapers addresszed by a taxable person established in a Member
State to an individual in another Member Stotc provided that tax has been
paid on the goods in the country of consignment and — possibly - the value
of the goods does not ezceed an amount fixed at such a level (higher than
the 10 Bcy mentioned above) so as to avert any serious risk of distortions
of competiticn arising out of differnces in VAT rates hetween Member States.
This risk would seem to be small however, since the goods in question are
normally subject to a low rate of tax in Member States, since postage off-
sets the differences in tex rates and the goods sent are not always avai-

[

lable from taxable persons in the country of importation.

17 A guestion which alsc arises in the common system of allowances
for parcels is that of marginal relief for parcels exceeding the normal
allowance limits in value terms or in terms of the quantities of tabacco
products or alcoholic drinks contained therein. As mentioned in para. 70,
such parcedls woyld not berefit from any relief at all ynder current provisions.
Undoubtedly, it could appear anomalous in the eyes of an individual
receiving a parcel valucd a2t, say, G0 Ecu or containing 60 cigarettes that
the parcel should be tazed on iis total walue whereas a parcel of a walue
of 70 Zeu or containing only SC cigerettes is completely free of tax. The
argunent for maintaining such an arrangement ig essentially administrative
as the procelures necessary to exempt the first 70 Jcu value of a parcel or
tie first C cigeretites wonld be cumbergome an' costlys. Tor exanmple, whick
goods would e allowed in under the 7C Zey linit 7 In a parcel containing
cigars and cisaretteq, which wopld be allowed in free of duty 7 However
these nroblems chould not be over—cztimated and in the centext of an acce-

lerated clearance proscdure (digcussed below) could well be overcome.

78.. Another possible colytion to the problem and one which appears admi-
nigtratively more accepiable would be to give marginel relief in termgs of
tax due on a given consignment. Tor example, it may be worth while consi-
dering a provigion which prowvides that, in the cose of an intre~Community
parcel exceeding the 70 Zcuy limit marginally but fulfilling all the other
criteria Tor exemptior from taxes, no tax is nayable by the consignee where
the fotal taxr duc is less than § icu and where it exceeds 5 Beu the total
amount due is reduced by | Deouwe Similarly,in the case of a parcel con-—
taining aoods in excess of ths relevant quantitative limit, it is considered
that tax-free admission could be envisaged up tc the common limits to be Laid

down (see paragraph 74).



PART III

CLBARANCE PROCEDURLES APPLIZED TO INDIVIDUALS

79. The Commission has long been concerned about the way in which indi-
viduals experience the reality of the common market. In this context one
of the most striking expericnces (negative or positive as the case may be)
an individpal can have is the clearance vrocedyre anplied to him when he
cronses an intra-~Community border or when he moes to collect a parcel sent
to him from another Commynity country. Unforitunately all too often the
manifold controls still applied ir intra—Community traffic of this nature
leal 40 severe frustration of the individuyal and disillysion him as to the

By

real impact of the Cormunity at nis level.

80. Tor trzvellers, the controls vary widely as between the various

o

IHember Stotes and the method of trancport uscde Certainly, these conirolys
orginate from reasons othor than taxation arl as such f2ll outside ithe ambit
of this repori. However, even licoking to the tax~related controls only,
these represent an area worthy of critical analysis which could be ripe

Tor some action at the Commnunity level. It should be noted that this aspect
for clearance procedures hes to some cxtemt been noted in the travellers
allowances directives where i1 ie provided that Member States arse required
to enable travellers to confimm tacitly or by simple oral declaration that
they are within the limits and fylfil the relevant conditions. This require-
ment was adiled to the gystanr in 1972 and aimed at oncouraging some real
simplification of cross—-border controls for the normal travelling public.
The idea was to generalicze the use of the "rei/green" or "dyal-chamnel®

or analogous gyotens of pagsenger centrol vhich enable the itraveller 1o
choose for himself whether he is within the allowance limits and, if go,

to e a3s through the border control subject only to gpot checit as oppoged

1o gystematic control.

81. Hovever, whether or not the traveller has feil a genuine simplifi-
cation iz onen to question. In the case of car travel, considerable
differcnces w111l exint in the cross-border controls applied between the

fa

Hember Ziatoes. some apply sysicms vhere the actual contrels applied are



minimal whereas others control clmogt on a systematic bhagis with conceruential
leng delays at berder pastc. As far baclh as 1963, the fomnigsion recommendted
to the lember Siates that horder econtrol of normal private cars shceuld be

carried out only in excentional circumstances and tc remove the actual

nkysical barricrs at customg oo q/ ) Clearly the

(]
“4
[}
¥

s a need to review the
impact of this recommendation and perhans incorporate a reé—~iteration of

objectives in Communit: law.

82. Also, hours of cpening of crogss bherder control noints can be a
gource of my h frustration to a travellor ILCUkrln” orn2cifin customs or tax
contrels e.ge iu the cace of puyment of ftar on goods for which tax renission

ig veing claimed in the countyy ¢f Jerarture. Meny orocs border noinds

opcrate wrat are effeciively office hours wiiich are hardly rclevani to the
normcl traveller who may Tind himsell crossing the borler late at night.
3. some Member Stotos for which car traffic is eczontially maritinme

(i. e arriving by Terry) /;reen syovem of control ‘o this

traffic which appear: {2 worl: satisfactcerily. GOf course the numbers of

cars involved are considerably smaller than in ihe case of normal traffic

crossing a land border. Conscguentially gencrezlization of the zystom to
such traflic would need careful cxaminaticn as o practicability on the
groynd, However, the Comaisgion iz of the ovinion that it is necessary

1o eagse cross border coniicls applied to car traffic in the direction indi-~
cated by the directive vis. tacit doclaration by the travellers and occa—

sional checics only.

84. As to air passengers, thec controls applied are usually more formalized
anl generally are modelled oun the tacit declaration idea in the directives.
Tt may be that further relaxation of the general tzx—related controls
merited and this requires further study on practical level. It is considered
that the general comment con pariicular administrative facilities for

travellers alsc applics here albeit 1o a lesser extent.

S In the case of small parcels, sometimes the clearance procedures
L

involved can be particu'arliy burdensome and time consuming for the indivi-

dyal involved. Obviously this comment applices wherc the allowance

is exceeded or the coniitions not fulfilled. In some Member States it is

(1) Commission Reccrmendation Wo. 60/263/779C of 21 June 1968, 0J Wo L 147,
17.7.68" p. 1_)
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necessary to go to a clearance depct to obtain the parcel, comply with
various administrative procedures and pay, in addition to the relevant tazes
and duties chargeable, a cuctoms clearance fee. In others, a morc simpli-
fied system applies whereby the postman brings the parcel to the consignee's

home and collects the relevant charges, whnich have already been assessed.

8¢ . In general,the Commission considers that the clearance procedures
applied in intra-Community trade to goods belonging to or sent to indivi-
dupals where taxes or duties are payable coyld be simplified and streamlined.
It envisages a clearance procedyre which would enable the person involved
to make his declaration and pay the neccessary duty and/or tax with the
ninimun fuss. The authorities' reqguirements and the persons's obligations
would be laid down in Commuynity ITegislation which would incorporate, inter
alia, guidelines on the procedyres fc be used, the caleculation of taxes due
and the mecthod of payment, the genernl aim being to facilitate the indivi-

dval involved.
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PART IV

SUMMARY OF MATH CONCLUSIONS

67 . This part of the repert outlines the main conclusions which the
Commission has drawn from its examination of the Commuynity's system of
tax-free allowances benefiting individuals. TFollowing publication of the
report and in the light of {he ensuing discussions amengz the various
interested parties,the Commission intends to preseni t¢ Council a
proposal for a directive on tax—free allowances which will incorporate

provisions based on this report.

88. The Report's main conclusions are as fcllows :

a) the current intra-Oommpnity travellers' allouance is not adeguate and

increascs in real valuc must be made ;

b) the Council should approve a pluriannual programme for development

of the system j;

¢) discussions on third country travellers allowances should be opened

with neighbouring countries j;

allowances should not be reduyced in natiornal currency terms and a

Q.
-

-

semi-automatic increase procedure should e established ito prevent tais

happering .

e) realignment of naticnal currency parities should be reflected in the
allowanccs on the bagis of d) above ;

f) across the board increases in quantitative allowances for tobacco and

alcoholic drinks are a long term objective dependent on convergence in
excise rates being achieveds;

&) the winc allowarce ghoyld be increased and the allowances for tea and

coffee abolished independently of harmonization of excise rates;

h) the granting of a higher tcbacco allowance to non-Community residents

than o Gbmynity resilents is inconsistent with the concept of Commuynity

preference and should be discontinyed;

i) common procedural niethods for the tax—remission scheme should be estah-

lishe? in order to «impliify ite operation j



j) the small parcels allowance scheme broadly operates satisfactorily

but could be developed :

— to facilitate traffic in books etc. -and
—~ to provide some marginal relief for parcels almost within the

normal allowances j

k) the clearance procedures applied to individuals should be simplified.



