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Disclaimer

Conformément au réglement (CEE, Euratom) n°® 354/83 du Conseil du 1er février 1983
concernant I'ouverture au public des archives historiques de la Communauté économique
européenne et de la Communauté européenne de I'énergie atomique (JO L 43 du 15.2.1983,
p. 1), tel que modifié par le réglement (CE, Euratom) n° 1700/2003 du 22 septembre 2003
(JO L 243 du 27.9.2003, p. 1), ce dossier est ouvert au public. Le cas échéant, les documents
classifies présents dans ce dossier ont été déclassifies conformément a I'article 5 dudit
reglement.

In accordance with Council Regulation (EEC, Euratom) No 354/83 of 1 February 1983
concerning the opening to the public of the historical archives of the European Economic
Community and the European Atomic Energy Community (OJ L 43, 15.2.1983, p. 1), as
amended by Regulation (EC, Euratom) No 1700/2003 of 22 September 2003 (OJ L 243,
27.9.2003, p. 1), this file is open to the public. Where necessary, classified documents in this
file have been declassified in conformity with Article 5 of the aforementioned regulation.

In Ubereinstimmung mit der Verordnung (EWG, Euratom) Nr. 354/83 des Rates vom 1.
Februar 1983 uber die Freigabe der historischen Archive der Europdaischen
Wirtschaftsgemeinschaft und der Europaischen Atomgemeinschaft (ABI. L 43 vom 15.2.1983,
S. 1), geandert durch die Verordnung (EG, Euratom) Nr. 1700/2003 vom 22. September 2003
(ABI. L 243 vom 27.9.2003, S. 1), ist diese Datei der Offentlichkeit zugénglich. Soweit
erforderlich, wurden die Verschlusssachen in dieser Datei in Ubereinstimmung mit Artikel 5
der genannten Verordnung freigegeben.
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Article 14 of Regulation No 2892/77 states that the Regulation should
apply from 1 Janvary 1978 for a transitional period expiring on

31 December 1982 and that the Council, acting unanimously on a proposal
from the Commission, should adopt, before 30 June 1982, the provisions
relating to the definitive uniform system for levying VAT resources and

the detailed rules for implementing this system,

I ~ THE TRANSITIONAL PERIOD AND THE CHOICE OF A SINGLE METHOD OF
DETERMINING THE VAT OWN RESQURCES BASE

1. Although the Council, when it adopted Regulation No 2892/77,
considered it necessary to arrive at a uniform system for the levying of
VAT own resources, the Member States were given the choice of two
methods of determining the own resources base for a transitional period

of five years:

(i) method A or returns method (Section A of Title III of
Regulation No 2892/77) where the base is determined by reference
to the information contained in the returns made by taxable persons

for a given year;

(ii) method B or revenue method (Section B of the same Title), where the
base is determined by applying a weighted average rafe calculated
essentially from statistical data to total revenue collected 'in a

given year,

The five year transitional period was to be used for preparing the
introduction of a definitive system; its content and the\rules for its
. application at the end of this period should have been laid down on the
basis of a Commission proposal to the Council (fourth recital of
Regulation No 2892/77).

However, most of the Member States had difficulty introducing the
Sixth VAT Directive* with effect from 1 Jamuary 1978, and only two Member
States did in fact manage to do so0. A Ninth VAT Directive¥** deferred by

one year, i.e. to 1 Jamuary 1979, the deadline by which the other seven
should implement it.

*Council Directive 78/388/EEC of 17 May 1977, 0J L 145, 13.6.1977.
##Council Directive 78/583/EEC of 26 June 1978, OJ L 194, 19.7.1978.
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For 1979 only four more Member States were able 1o complye. The last
three Member States were unable to implement the Sixth Directive until

some time in 1979 or 1 January 1980.

The derogation provided for in Article 4{2) of the Decision of

21 April 1970%* cculd be effective only if the uniform basis of assessﬁent
wéé applied in at least three Member States; +his was not the case until
1 January 1979, Effective application of Regulation No 2892/77 thus had
to0 be deferred to 1 January 1979 in the case of six Member States and to

1 Jammary 1980 in the case of the three others.

7

2e One of the consequenéés of the entry in force of the Sixth Directive
‘being staggered over three years has been to shorten — by two years in |
the case of some Member States — the five years considered necessary by
the Council and preovided for by Reguiation No 2892/77 to prepare for the

introduction of a definitive system for VAT own resources.

In addition to this delay in aciually applying Regulation No 2892/77

(two years in the case of three Member States and one year in the case of
gix Member States), it should alsc be borne in mind that the Member
States are then allcwed six months for preparing the statement of the
definitive hase for a financial year (application of Article 10 of
Regulation No 2892/77) and ithe Commission needs time to perform its

inspections (application of Article 12).

For the purposes of assessing the operation of the new VAT own resources
systém, the Commission did not therefore have full information concerning
all the Member States until it was able to check the first statements
from the three Member States which did net put the Sixth Directive in
effect until 1 Jamuary 1980. The Commission received these statements
by 1 July 1981 and checked them in the third quarter of that year, but
not all the problems could be settled.

3. Subject to the observations in peint 2, the Cowmission can already

draw some conclusions from its inspection activities.

The revenue method has proved extiremely complicated in practice; to
implement it, the Commission has already had to give its interpretation
of many of the relevant Community rules, and the Meii=- . ‘= have had

to devote considerable effort to interpreting statistics.

*0J L 94, 28441970, | :
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The Commission still maintains that the revenue method does not present
the same guarantees of consistency and accuracy as the returns method.
However, it must be added that the Commission's experience of the

returns method is limited to Denmark and Ireland, and some problems of

application have arisen.

In this connection, the Commission is aware that, because of the
complexity of the revenue method; some Member States are considering
gbandoning it in favour of the returns method. Should they do so, the
Commission would then acquire wider eiperience of the returns method

and could give a more authoritative opinion on its operation.

However, the Commission at present has no information which would make it
go back on the position it took initially when, in its proposal to the
Council, it declared its preference for the returns method. However,
before all the Member States could adopt this method, some of them would

have to take internal measures, which would require some time to prepare.

4, The Commission maintains that it has not been able to make use of -
the full five years envisaged by the Council for establishing the content
of the definitive system and the rules for its application. However, it
can be scen that this amount of time is in fact necessary since neither
the Commission nor the Member States have yet come to any conclusion on
the matter. The Commission therefore feels that the choice of a
definitive system should be deferred and that the transitional period
should be extended by at least the iwo years which were lost from the
original five years specified by the Council.

Three years are in fact requested to allow sufficient time to draft the
~ necessary provisions.



II — AIM OF THE PROPOSAL

5. Since Regulation No 2892/77 expires on 31 December 1982, the

Commission must send the Council a proposal for a new regulation.

The present proposal extends the existing provisions while improving

or supplementing certain poinise.

-Although, for the reasons set out in section I above; the Commission has
been unable to propose a definitive uniform systemy it has considered it
necessary, in requesting extension of the iransitional period, to propose
important amendments to specific poinfs of the existing provisions,

mainly as regards application of the revemue method and the administration

of the system by the Commissione

To date there have been no proposals under Article 28(4) for amending the
transitional provisions of the Sixth VAT Directive. The corresponding
provisions of Article 9 of Regulation No 2892/77, which deal with the
determination of the VAT own resources base where these transiticnal
provisions are applied, have therefore ﬁot been amended either, except
for the deletion of the reference to paragraph 2 of Amnnex G to the

Sixth VAT Directiveo

6o As regards the follow-up to the findings of inspections*, it may be
noted that each inspection of VAT own resources so far conducted by the
Commission has led to observations by the Commissionts officials and that
these observations have neariy always had implications for the VAT own
resources base. The Commission, which implements the revemue side of

the Community budget, must be able to administer the VAT own resourcese.

Where the Commission's inspectors make observations in their findings,

one of itwo things can happen:

(i) the Member State accepts the Commission's point of view and undertakes
to modify this aspect of the method for determining its VAT own

resources base:

.*See the report annexed,
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the Commission acts accordingly and adjusis the amount given by

the Member State in the annual statemen% of the basej

(ii) the Wember State does not accept the Commission's point of view,
in which case the Commission must take any appropriate measures

within its powers and its obligations to administer own resources.,

The new provisions proposed in this field, contained essentially in

Article 10b, would enable the Commission:

(i) to make these adjustments all together once a year;
(ii) in certain cases not covered by the existing provisions, to take an
immediate decision to safeguard its rights, without having each time

to bring a case before the Court of Justice;

Given that the Commission's inspections are annual, it is also proposed
that no corrections to the Member States' statements should be allowed

‘after three years have passede.

.8. As regards the calculation of the weighted average rate for the Membér
States applying the revenue method, the inspections conducted by the
Commission's officials have revealed just how complex are the operations
performed by the Member States' authorities to keep national statistics for

t

the sole purpose of own resourcese.

The various methods applied in the Member States to determine taxable final
expenditure and break it down by rate have one feature in common: the
general economic statistics drawn from the national accounts and presented
. in accordance with the European System of Integrated Economic Accounts must
be interpreted and broken down to reveal the actual tax situation which has
to be analysed. Furthermore, the statistics needed for this analysis are

not always available in {time or for each year.

The provisions proposed in the new Article 7 are designed to provide a better
definition of final expenditure of year n-2, which represents the Member
State's assessment base for the year ne They also amend the existing
provisions for dealing with cases where the Member States have experienced
difficulties, e.ge to adjust for a change in VAT rates during the year or to
take account of the final consump%ion,of flat—rate farmers (consumption on

the farm and direct sales by these farmers).
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IIT — DETAILS OF THE PROPOSED AFENDMENTS

The proposed amendments are presented below in the same order as in the

origihal Regulatione

'S, TITLE I -~ GENERAL PROVISIONS

The Commission is not proposing any amendments to this title.

10, TITLE II -~ SCOPE

o ume mes e e v
-

Three changes to Article 2(3) should guarantee uniform application of the
Regulation and make it easier for the Member'States to determine the

correction, in their favour, of the VAT own resources base in respect of
iransactions performed by taxable persons whose annual turnover does not

exceed 10 000 ECU:
(a) this provision is made optional;
(b) a rule for converting the 10 000 ECU 1limit is proposed;

(c) a method of calculation is proposed which should put all the lenber States
on an equal footing. The correction must be celculated in such a way as
to come into line, as regards own resources, with countries not applying

the exemption arrangementse

11 TITLE III - FETHODS OF CALCULATION

Article 3

" The only proposal concerning this article is a redrafting to remove the

reference to the first year in which the Regulation entered into force.

Article £(3) -

The object.of the proposal is {0 clarify the term "estimated assessmeni™,
since this type of assessment is not used solely in cases where there is an

absence of returns, owing fo failure of the taxable person to fulfil his
obligations.



Article T

The proposals relating to this article are some of the most important.

Having conducted inspections in all the Member States, in some of them for

two

financial yéars, the Commission sees the need for amendments to the

provisions governing the determination of the weighted average rate so that

the

(2)

(o)

(c)

(d)

(e)

calculation methods used by the Member States will be as uniform as possible.

In order to produce a more accurate statistical picture of final
consumption for the year n-2, the categories of consumption to be

taken into consideration are more clearly defined.

A notional rate is applied to final consumption corresponding to
consumption on the farm and direct sales by flat-rate farmers in the

calculation of the weighted average rate (new paragraph 3).

The sources of statistics are rgnked so that preferencé can be given
to figures from national accounts prepared in accordance with the
European System of Integrated Economic Accounts (ESA) for the

penultimate year preceding the financial years

These national accounts prepared in accordance with the ESA should
be the main source of data; internal national accounts or other
sources should not be used unless adequate statistics of this type

are not available.

If the Member States have difficulties obtaining the statistics for
year n~2 in good time, they may, as in the past, seek authorization
to use data relating to a previous year under the procedure laid

down in Article 13 (new paragraphs 4 and 5).

A simpler method than the present one is proposed which would enable
Member States to avoid having to calculate a new weighted average
rate when VAT rates are changed during the reference year (ﬁew
paragraph 7).

The provision for determining the weighting of each rate is redrafted.



It is proposed that more detailed rules be laid down for the calculation
of the undercempensation of flat-farmers for their input tax charge in

some Mcmber States.

Since Article 8(2) of the Regulation refers to Article 25{3) of the

) Sixth Directive, it would be appropriate to point out that this is a

restatement of the principle of the special scheme that Member States
may undercompensate flat-rate farmers for their input tax charge. Put
from the point of view of the calculation ¢f the compensation, as with
the calcuiation of any other compensation under the own resources
arrangements, the exact effect of the siructural undercompensation must
"be found for the year in questione. To do this, it is necessary to v
calculate the difference between the flat~rate percentage applied to the
,agricultural production of the flat~rate farmers and the input VAT

"charge for that year.

~ The reference in the same article to the average of the three previous

years is of relevance only for the calculation of the flat-rate
compensation percentages which, being fixed in advance for the sales of
the coming year, must reiate to an aversge production figure in order to

eliminate annmual fluctuations, which are frequent in sgriculture.
-Article 3

It is proposed that the provision be adapted:

(i) to take into account the expiry of the three years specified in

paragraph 2 of Annex G to the Sixth Directive;
(ii) to specify the limited scope of paragraph 4 in line with the

statement entered in the Council minutes,

12, TITLE IV - PROVISIONS RELATING TO THE ACCOUNTING AND MAKING
AVATLABLE OF OWN RESOURCES

Articl 0

It is proposed that the article be adapted:

(i) to clarify the obligations of the Member States as regards the
content of the annual statement of the total final amount of the

base;
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(ii) to reflect the fact that all the Member States have chosen the

calendar year as the twelve-month periode.

Article 10a

Since most Membef States have each year supplied an estimate of the value
of the base for each category of tramsaction qualifying for financial
compensation, this article sets out, in greater detail, the provisions

previously contained in Article 10(4).

Article 10b

It is proposed that the current paragraph 3 be replaced by an article
containing the same statement of principle as regards correction of the
VAT base, while two further paragraphs be added stating how the Commission
takes into account the corrections made to the annual statement on its

own initiative from information provided either by the Commission or by -
the liember States.

The conseqﬁences of these corrections as regards the annual adjustment

of the VAT base of the Member States are dealt with in Regulation No 2891/77.

13 TITLE V ~ PROVISIONS CONCERWING MEASURFES -

Aricle 11

It is proposed that the first paragraph of this article be redrafted as

regards the provisions for the entry in force of the Regulatione.

A third paragraph is added to indicate that the checks referred to in
Article 12 give rise, in most cases, to a correction of the VAT base of

the Member States as contained in the annual statement for a given financial
years.

Article 13

Since the Commission may wish to draw conclusions from the checks rz=lating
to year n before proposing decisions relating to year n+1, it is not realistic

to allow only sixty days after receipt of the application. It is therefore

proposed that this time limit be removed.
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14. TITLE VI - FINAL PROVISTIONS

Article 14

e e ows e ovm

~**The proposed amendments should enter into force on 1 January 1983.

1 4 . v - s
5 # - 2

For the reasons set out in the first part of the explanatory memorandum,

it is proposed that the itransitional period be extended by three years to

31 December 1985,

s,



ANNEX

PRELIMINARY REPORT ON_THE INSPECTION VISITS CONCERNED WITH VAT OWN RESQURCLS

Article 12 of Regulation No 2892/77 describes the objectives and procedure
}or the Commission's associated inspections of own rescurces accruing from
VAT. These rules of procedure supplement those contained in Council Regulation

Yo 16ﬁ/74 which apply to all the Communities' own resources.

A. These inspections mainly involvé the examination and final verification

of the annual siatement of VAT resources which each Member State must

gsend to the Commission; they are not intended to ensure that the Member States
are applying the provisions of the Sixth VAT Directive correctly. Nevertheless,
establishment of +the uniform VAT own rescurces base depends on the

correct application of this Dirzctive.
Article 12 of Regulafion No 2892/77 reads as follows:

"1, As regards VAT own resources, the Commission’s checks shall be carried
out with the competent authorities in the Member States. During these

checks, the Commission shall ensure, in particular, that the operations to
centralize the assessment basis and to determine the weighted averags rate
referred to in Articles 6 and 7 and also the total net VAT revenue coilected
have been carried out correctly, and shall ascertain that the data used were
appropriate and that the calculations made to determine the amount of VAT
resources resulting from the transactions referred to in Article 5 (2) and (3),

and Articles 8 and 9 (1) to (4) comply with this Regulation.

2. Council Regulation {EEC, Euratom, ECSC) No 165/74 of 2i January 1574
determining the powers and obligations of officials appointed by the Commission
pursuant to Article 14 (5) of Regulation (EEC, Euratom, ECSC) No 2/71 shall
apply to checks relating to VAT own resources. For the purposes of applying
Article 5 of that Regulation, it shall be undersiocod that the information |
referred 1o therein may be communicated only to those persons who,
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by virtue of their duties in making available and checking VAT resources,

must have knowledge of such information.®

The wording of Article 12 shows that the inspection of VAT own resources

is different in characier from the inspection of traditional own resources.
The VAT own resources base is determined as follows:

(i) under method A, the returns meihod, by raference to the particulars

contained in the returns made by taxable persons for the year in question;

(ii) under method B, the revenue method, by applying to the total revenue
collected during the financial year in quesiion a weighted average rate

calculated mainly from statistics.

Thesa VAT bases must.be corrected by applying compensation as provided in
Article 9 of Regulation No 2892/77.

Only six Member States paid VAT own rescurces for 1979, the others having

delayed application of the Sixth VAT Directive harmonizing thz VAT base.

In July 1980 the Commission received the siatemenis of the 1979 VAT base
(Articlc 10 of Regulation No 2892/77} from the six Member States concerned
and conducted tha checks referred to in the abovementioned Article 12 between

September 1580 and March 1981.

The statements of the 1980 VAT bases for azll nine Nember States were available
from 1 July 1981 and the Commiszsion inspected this seccnd batch batween

September 1981 and March 1982, beginning with the ithree Member States which had

not paid VAT own resources the previous year.

B. In these first two years of operation for the VAT own resourcss systenm,
the Commission concentrated on checking the accuracy of the base calculated

by the Member States, i.e. all the resulis of the calculations set out in



the snnual statements for 1579 and 1980.

In view of the differing nature of the operations described below for.the

entry in the accounts and centralization of revenue and for the determination
of the weighted averege rate, different national authorities generally deal
with these subjects: a special department specializing in the processing

of statictics is given the task of calculating the weighted average rate

while another department is responsible for determining the net revenue.

In some Member States, these two operations are even performed in two different

gebgraphical locations.
The following aspecis have thus been checked:

1. Centralization (revenue or returns)

The entry in the accounts and centralization of revenue (method B) or returns
(liathod A) is an integral part of the national tax accountancy systems and,
as such, is generally subject to strict internal checks. quever, it is

important for the Commission to examine the following aspects in detail:

- (i) centralization;
(ii) comparison of accounting documents at central and lodal”level;
(iii) correction procedures and their application;

(iv) analysis of the data~-processing systems and inspection of computer
output data.

Regulation No 2892/77 does not expressly state that the‘Commission, as parit
of its ordinary inspections, must check the validity and accuracy of the
individual returns made by taxable persons which determine the payment

or refund of VAT. However, Regulation No 165/74 does not rule out such checks.,

2. The weighied averare rate (method B only)

The weighting of the weighted averasge rate reflects the total value of the
categories of transaction subject of the different national VAT rateé,

themselves broken down into the five categories of consumption
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and investment specified in Article 7 of Regulation To 2892/7?. This
breakdown of final expenditure by rate is derived from national accounts
statistics drawn up in accordance with the European Systiem of Integrated
Economic Accounts; if necessary, appropriate data can be used to produce
this breakdown. The national accounts in questiion must relate to

the penultimate year preceding the financial year in question.
The object of the checks must therefore be to establish:
(i) whether the national accounts statistics used have actually
been dravm up in accordance with the Furopean System of Integrated
Economic Accounts (ESA);
(ii) whether the data used in the analysis of the national accounts actually
were appropriate data® within the meaning of Article 7(2);
{iii) whether 211 the categories of expenditufe covered by the VAT own

resources base have actually been taken into account;

(iv) wheiher the breakdown by rete and by category of expenditure has

been effected correctly.

The officials of ths Statistical Office (SCEC) have the statistical documents
required :nd the speciszlist knowledgs and the necessary experience of national
accounts to conduct inspeciions in this fisld in a competent manner.

Officials from the Oifice have therefore taken part in these inspections.

3. Adjusiments and cowpensation provided for by Regulation Ne 2892/77

Some articles of the Regulation provide for adjusiment of revsnue or the

base for various reasons.

. Article 9 of Regulation No 2892/?’7s vhich refers to Article 28{3) of the

Sixth VAT Directive and the lists of exceptions fo the uniform basis of
assessment {Annexes E, F and G) provides that the Member States' VAT bases

should be adjusted to offset these exceptions during the iransitional period laid
dovn by the Sixth Directive, Any Member State which makes use of the possibility
of taxing, during this transitional peried, certain Categofiea of transactions

axenpted under the Directive is required to calculate the VAT own resources base
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as if thsps trauvastions were exempied (Annex B); on the other hand, eny
Member Siaie exempting certain categories of transactions which should
be taxed must calculate the VAT own resources base as if these transactions

were taxed {Annex F).

panex C allows Member States to opt between exemption or taxation for
certain resiricted categories of taxpayer, dbut only for three years when

it does not concern transactions listed in Annexes E and F.

The object of the inspection was to ensure that the data sources and methods
of caculation proposed by the Member States for finding these parts of

tlis base could be considered appropriate.

C. The Vember States were very cooperative and posifive in their responses

:; the Commission's requests in the three areas covered by the inspection

(soe above). The degree of participation with the competent national authorities
- varied from one Member State to another, There can be no criticism whatsoever

of the Mewber States, which have provided all the cooperation required for

the inspections to be performed correcily.

The Member States recosgnized the major difference between inspections of VAT
own resources and those of traditional own resources, in that the officials
designated by the Commission assume an administrative responsibility for

VAT own resources which requires them to find solutions with the national
euthorities to the problems encountered in all ihe areas of inspection in
accordance with the complex procedures laid down in Articles 9 and 13 of
Regulatioh No 2892/77 and elsewhere. The inspectors were concerned with all

corrections, whether to the advantage or the disadvantage of the Member States.

The six stataments for 1979 and the nine statements for 1980 which hav? 80

far besn inspected have all needed changes following inspsction. These

changes related to all aspects of the statements, including the accuracy

of the various calculations. The errore occurred even though the Commission

ing beforehand producing a standard form for the statement
detailed annexes and arranging briefings before the actual

In each Member State, the Commission officials were able to
vaeck each stize of the centralization process.,

had gone to great po
togather with

inepsctions,

P 3 » ) »
ihe errors found in centralization mainly concerned marginal aspects

of the calculations, such as the adjustments or compensation
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for which clear rules are laid down in Regulation No 2892/77 (e.g.
Article 2(3) or Article 8(1)) but for which the calculations in the

statements were approximate or incompletee.

Requests by Germany and Luxembourg to reduce their nei{ revenue for

reasons not allowed by the Regulation were not accepted.

The errors established in the determination of the weighted average
rate were mainly to do with the incorrect breakdown of transactions
by VAT rate, in particular where a large mumber of rates exist, or
a "distortion" caused by a change in the VAT rate at the begimming
of or during a year. Since the existing breakdown of statistical

series is not sufficient in such cases, appropriate data had to be

used (Article 7(2) of the Regulation).

The weighted average rates of several Member States had to be adjusted
following inspection; in one cass the Commission rejected the calculation
comnpletely, the Netherlands being then required to determine a new
weighted average rate. Despite this recalculation, mno major difference

is expected to vesult in this Membhepr State®s VAT own resources base.

Ancther aspect of the weighted average rate which pro%ed unsatisfactory

on inspection was the breakdown of transactions into the catcgories laid
down in Article T7{1) of Regulation No 2892/770 The breakdown given in the
Regulation was not applied in its entirety by any lMember State. Lach Member
State used its own definition of the categories depending on the extent to
which its national accounts are harwonized with the BEuropean System of
Integrated Econcmic Accounts (ESA}; they did, however, attempt to make .

this breakdown for the total value of itranssctions which are taxable

under national legislation and constitute final expenditure.

The imperfections found in some aspecis of the procedure for determining the
woighted average rate, such as the treatment of the final consumption of
flat-rate farmers (direct sales and on-the—farm consumption) or changes

in VAT rates during the year, are due to the inadequacies of

Regulation No 2892/77 itself.

%t wes found that the methods used by some Member States for calculating

the compensation and other adjustments provided for by Regulation No 2892/77
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(Article 5(2) and Article 9(3)) were more accurate than those used bj

others. The Commissgion's inspectors asked for many corrections to be

made s

D. In most of the cases where points were contested, the Member States and
the Commission were eventually able to agree on a revised calculation and
the Commission made a corresponding adjusiment to the VAT bases of the
Member States concerned. But there are still a number of issues unresolved.
Many of these issues concern matters of principle arising from the Member

States' interpretation of the provisions of the Sixth VAT Directivee.

The following examples can be given:

- Gefménzz Exemption of the services of Federal Post Office carriers

(Article 13A(1)(a) of the Sixth VAT Directive

Such an exemption is not covered by the Sixth VAT Directive since

this is possible only for the services performed by the post office
itself.

- gnifgd_Kingdgm: Exemption of certain services carried out by the
medical and paramedical professions: supply of
_ corrective spectacles (Article 134(1)(c) of the

Sixth VAT Directive)

Under the Sixth VAT Directive only the supply of services in this

sector can be exempteds

- Italy: Procedure for calculating the flat-rate compensation percentages

for flat-rate farmers: pigmeat and beef
The Sixth VAT Directive does not allow overcompensation of the input tax.

Other disputes involving application of Regulation No 2892/77:

- Dermark:s Taxation of certain services which the State and the local

authoritics supply to themselves (first paragraph of Articles 6
of Reguiation No 2892/77

Since these transactions are subject to VAT, Dermark must include them in
its calculation of the bases It has in fact now done so.
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Dermark: Exemption of {ransactions relating to builldings and building
land (Article 9{3) of Regulation No 2892/77)

The Commission finds the method of calculating the compensation

provided for in Article 9 of Regulafion KNo 2892/77 unsatisfactory.

France: Exempiion of the domesiic section of international passenger
transport operations (Articles 9 and 11 of Regulation No 2892/77)

France may exempit operations of this type under point 17 of Annex F to
the Sixth Directive provided that they are included in the French VAT

own resources basey; which is not the case.

France: Exclusion of passenger transport between Corsica and France

from the scope of VAT (Articles 9 and 1l of Regulation o 2892/77)

France may exempt operations of this type under point 17 of Annex F to
the Sixth Directive provided that they are included in the French VAT

own resources base, which is not the case.

Exciusion of these operations from ihe scope of VAT, instead of exempiion,

is in itself a presumed infringement of the Sixth Directive,.

United Kingdom: Refusal to allow deductions for the use of company cars
(Article 9(4) of Regulation Yo 2892/77 and Article 7(6)
and. (7) of the Sixth VAT Directive)

The Commission finds the method of calculating the compensation provided

for.in Arficle 9 of Regulation Fo 2892f77 unsatisfaciory-

¥

* x

Article 6 of Regulation No 165/74 states that the Member States may submit

observations on the results of the Commission's inspection measures; this

rocedure is still in progress for the 1980 base. Whatever the outcome of
brog y

current contacts with the Member States to try and settle the problems

outstanding it would be desirable for the Commission {0 present a more

definitive version of the report as soon as it has drawn all the conclusions

from its inspection of VAT own resources for 1979 and 1320,

I’
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The conclusions outlined above may be summed up as follows:

- The rirst checks revealed imperfections in the system; to remedy this,

the Commission is proposing amendments to the current provisions of
Regulation No 2892/77.

- After the first checks the Commission had to ask for many corrections
to the statements presented by the Member States for 1979 and 1980.
In most cases the Member States accepted these corrections and the VAT

bases have already been adjusted accordingly.

- less frequently the Member States have refused the corrections requested
by the Commission in cases where there is disagreement about the
interpretation of the Sixth VAT Directive and Regulation No 2892/77.

In these cases the Member States' figures for their VAT bases are too
lows The Commission is endeavouring the resolve the disputes, where

necessary by initiating the infringement procedure against the Member States.



n
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PROPOSAL FOR A COUNCIL REGULATION (5CSC, EEC, EURATOM ) AMENDING AND EXTENDIM
THE TER®M uF VALIDITY UF REGULATIUN (EEC,"EURATOM,'ECSC) No 2892/77
IMPLEMEWTING IN RESPECT OF OWN RESOURCES ACCRUING FROM VALUE ADDED TAX THE
DECISION OF 21 APRIL 1970 ON THE REPLACEMENT OF FINANCIAL CONTRIBUTIONS FROM
MEMBER STATES BY THE COMMUNITIES' OWN RESOURCES

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard io Touncil Becision 70/243/ECSC, EEC Euratom of 21 April 1970
on the replacement of financial contributions from Member States by the Com-
munities' own resources1, nereinafter referred to as "the Decision cf 21 April

1970, and in particular Article 6(2) thereof;

Having regard to the proposal from the Commiesion,
X . . . L2
Having regard to the opinion of the Furopean Parliament™,

Having regardi t¢ the opinion of the Court of Auditors3,

Whereas .the conciliation procedure provided for in the joint deciaration of

4 lzrch 1975 by the European Parliament, the Council and the Commission4 has
taken place in the Conciliation Commitiee;
Wheress Article 14 of . Regulation (EEC, Euratom, ECSC) No 2892/77

states that that Regulation shall apply from 1 January 1978 for a transitional

pericd expiring on 31 December 1982;

Whereas; because of the delay in the entry into force in the Member States
of the Sixth Council Directive 77/388/EEC of 17 May 1977 on the harmonization

of the laws of the Member States relating to turnover taxzes = Common system

1
2

OJ L 94, 28.4.1970, pe 19

3
gwc 89, 22.4:1975, pe 1
OF L 336, 27.12.1977, pe 8s



. % . 1 . .
of value added tax: uniform basis of assessment™, the Commission has not
nau tne pbenefit of the five-year transitional perioa laid duwn by the Council for
eatablishing provisions relating to the definitive uniform system for

levying VAT own resources and the detailed rules for its implementation;

Whereas this transitional period should be extended to 31 December 1985

and the provisions of Regulation | (EEC, Euratom, ECSC)Y No 2892/77 should

remain in force for the time being so that the Commission can draw up these
measures;

Whereas the practical application of Regulation (EEC, Euratom, ECSC) No 2892/77
since its entry into force has revealed the need to adapt and supplement several of
its provisions, even before a definitive uniform system is chosen;
Whereas, in particular, it is necessary to eliminate the difficulties in

establishing a weighted average rate encountered by the Member States which
apply the revenue method;

Vhereas provisions must be added to Regulation: (EEq; Euratom, ECSC) No 2892/77
for the correction of the annual summary accounts of VA3 own resources;

HAS ADOFTED THIS REGULATION:

105 L 145, 13.6.1977, pe 1.
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Article 1

Regulation (EEC, Euratom, ECSC) No 2892777 is he}eby amended as follows.

1, Article 2 (3) is replaced by the following:

"3, By way of derogation from paragraph 1, Member States shall have t*e option of
leaving out of account, for the purpose of determining VAT cwn resources,
transactions performed by taxable persons whose annual turnover,

determined according to the rules laid down in Article 24(4) of

Directive 77/388/EEC, does not exceed 10 000 ECU converted into the

national currencies at the average rate for the financizal year.

¥ember States may round upwards or doﬁnwards by up to 0% the

equivalent sun in the national currency.

Member States which exercise this option shatl calculate the . "

own resources basis as though taxable persons who
may be eligible for exemption wnder Article 24(2) of the said

Directive were subject to the normal rules laid down therein for the

application of wvalue added tax".
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2., Article 3 1is amended as follows:
(a) The following is added to the first paragraph:

" .., informing the Commission of the method they propose to apply."

(b) The second paragraph is deleted.
(c) Tne Llast . paragraph is replaced by the following:

“"The Commission shall communicate the information referred to in the first
and second paragraphs to the Member States."

v 3. In Article 4(3) the  words:
", eey in the absence of any such returns, owing to failure of the
taxable person to fulfil his obligations, from the estimated assessment
made by the competent authority of the Member State are replaced by the

yords: "...derived from the estimated assessment made by the competent authority
of the iember State'.

]
'

4. Article 6 is replaced by the following:

"Article 6

For a given year, and without prejudice to Article 9, the VAT own
resources basis shall be calculated by reference to the total net VAT

revenue collected and the rate at which VAT is levied during the same
yeare

If several VAT rates are applied in a Member State, the VAT own resources
basis. shall be calculated by reference to the total net VAT revenue
collected and the weighted averzze rate of VAT, In this case, the Nember
“iute shall determine +the weighted average rate per hundred currency
units by applying the common method of calculation defined in Article 7,
the resuli being rounded off to four decimal places,”

5. Article 7 is amended as follows:

Tho second subparagraph of paragraph 1 is replaced by the following:

"The VAT rates used for the purposes of such calculation shall be those in

force in the Member State for the year in question®,



(h) Paragraphs 2, 3 and 4 are replaced bty the following paragraphs
2 to 7: '

"2, The breakdown by rate of VAT shall be applied to the following
statistical categories: '

L.

(a) the following categories of transaction subject to non-deductible VA,
= final consumption of households, including consumption on the
farm and direct sales by flat-rate farmers, on the territory
referred to in Article 3 of Directive 77/388/EEC for the Member

State in question;

- intermediate consumption of general government, private non-profit

institutions, insurance enterprises and credit institutions;

= gross fixed-capital formation of general'government, private
non-profit institutions, insurance enterprises and credit
institutions;
(b) the following categories of transaction where they are subject to

non-decductible VAT:

- intermediate consumption of non~financial corporate and

quasi-corporate eniterprises; f

-~ gross fixed—-capital formation of mon-financial corperate and

quasi~corporate enterprises;

(c) trangactions corresponding to the sale cf building land.

3. For the purposes of the breakdown by rate of VAT referred to in the
preceding paragraph, transactions relating to consumption on the farm

and direct sales by flai-rale farmers which are not subject to VAT shéll
be classified at z notional rate which would froduce revenue equivalent to

the value added tax charge on inputs.

4. The breakdown of transaciions by statistical category shall be effected
by means of data teken from national accounts prepared in accordance with
the European system of integrated economic accounts (ESA). In order to
calculate the V1T oun resources basis for any given financial year reference
shall be made to the nationzl accounts relating to the penultiimate year

preceding that financial year.
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Member States may be aufhorized under the procedure laid down in Article 13°

to use data relating to an earlier year.

' 5. For the purposes of identifying transactions subject to non-deductible
VAT and effecting the breakdown by rate of VAT Member States may in
addition refer to data taken from sources other than the ESA, and in
particular from internal national accounts if they provide the necessary
breakdown, or in the absence of such accounts, %o any other appropriate

source.

6.' In order to determine the weighting of each rate, Member States shall
'calculate the ratio between the value of the transactions to which that

rate applies and the aggregate value of all relevant transactions.

T« Should a Member State during a financial year amend the VAT rate
.applicable to all or some transactions or the tax treatment for certain
transactions in such a way as %o affect the VAT revenue collected during‘
the calendar year in question, it shall calculate a new weighted average
rate, The new ﬁeighted average rate shall be applied to the revenue

derived from application of the amended rate or tax treatment.™

By way of derogation from the foregoing subparagraph, the Member State
may calculate a single weighted average rate; <transactions in respect"
of which the rate or treatment has been changed shall then be allocated -

to the old and new rates or to the old and new treatments pro rata

temporis, account being taken of the

' average period of time elapsing between eniry into force of the new

rate or ireatment and the collection of revenue resulting there’ romd

6. Article 8(2) is replaced by the foLtowing:'

"2 The revemue actually collected by a Neﬁber State shall be reduced
by an amount corresponding to the total input tax, with the exception
- of that relating to consumption on the farm and direct sales to final
consumers, which flai-rate farmers have not'recouped by virtue of the

application by that llember State of the option to reduce the flat-rate



compensation percentages,calcuiated in accordance with Article 25(3) of
Directive 77/388/EEC, appLicabLe'to transactions carried out by flat-

rate farmers.

The amount of irnput taxes and the amount of ccempensaticn shall be those

relating to the year in question.

This provision may be applied only where the flat-rate percentages fixed
in accordance with Article 25(3) of Directive 77/388/EEC do vot provide
full compengation in respect of a three-yoar average of the value added
tax charge on inputs expressed as a percentage rounded down to the nearest
half-point, calculated in accordance with the method described in Ammex C

of the said Directives

7. Article ¥ is amended as follows:

(a) In the third indent of paragraph 2 the words “paragraphs 1{a) and (2)" are

replaced by the words "paragraph i(a)m

{b) The second subparagraph of paragraph 3 is deleted.

-

() mpe following second subparagraph is added to paragraph &:

"The preceding subparagraph shall apply in relation to the seccnd subparagraph of
Article 17{6) only in respect of the purchase of pefrcleum products

and passenger cars used for business purposes,®



8. Artiele 10 is amended as follows:
(a) fne second subparagraph of paragraph 1 is replaced by the following:

"The summary account shall contain all the data used to determine
the basis which are required for the checks referred to in Article 1l2.

It shall indicate separately " the basis

resultiing from the transactions referred to in Article 5(1), (2)
and (3) and Articles 8 and 9(1) to (4).n

(b) fThe third subparagraph of paragraph 1 is deleted.

(¢) In the first indent of the first subparagraph of paragraph 2, the
words "... or any other continuous l2-month period to be determined

by the Member States™ are deleted.

(d) In the second indent of the first subparagraph of paragraph 2,
| the words "... or any other contimais 12-month period ito be determined

by the Member States" are deleted.

(e) The third subparagraph of paragraph 2 is deleted.

() Paragraph 4 is deleted.

9. The following new Articles.10a and 1Ub are inserted:

*article 10a

Member States shall forward to the Commission by 30 April each

year an estimate of the VAT own resources basis for the following
financial year. They shall inter alia give an estimate of the basis
of assessment for each of the categofies of transaction referred

to in Article 5(2) and (3) and Articles 8 and 9{1) to (4).".
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Corresctionge to the summary acoouny eevereed o in Artigle 10T
shall be made by ¢the Commission and shall be Vncorporated in @
sumtsary estimate adonled on 30 Junea.

The Commission may, however, by ressonsd decision, call on Member

States to make such corrections within three months.

Ho further corrections way be wode to the annual suansry sscount
reYerred to in Article 10¢1) a¥ter three yesrs have elspsed trom
the end of a given financial year, unless they concera points
previcusly notified either by the Cowmission or by the Rewber

State concerned.”

The first and second subparagraphs of Article 11(1) are replaced by fhe

following:

" Member States shall inform the Commission by 30 April of each financial
year of the solutions they propose to adopt in order to determine the VAT
own resources basis for each of the categories of transaction referred to
in Article 5(2) and (3) and Articles 8 and 9(1) to (4), indicating, where
applicable, the natufe of the data which they consider appropriate and
an-estimate of.the value of the assessment basis for each of these

categories of transaction.

They shall * inform the Commission: of the modifications
they intend to make to the solutions adopted under Article 13 for previous

financial years, subject to the same conditions".
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11. The following paragraph 3 is added to Article 12:

"3. Following the checks referred to in paragraph 1 the annual summary

account for a given financial year shall be corrected by the Commission
in accordance with Article 10b."

12. In the second subparagraph of Article 13(2), the words '"... and not Llater

than 60 days after receipt of the application ..." are deleted.
13. Article 14 is amended as follows:
(a) In the second paragraph, "1982" is replaced by "1985".

(b) In the third paragraph, "1982" is replaced by ''1985".

Article 2

This Regulation shall enter into force on the day following that of its publi-

cation in the Official Journal of the European Communities. It shall apply
from 1 January 1983.

This Regulation shall be binding in its entirety and directly applicable in
all Member States. '



