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BULL. EC 1-1959 

I<'iscal problems 

23. The services of the Commission have begun the study 

qf certain aspects of the fiscal legislation of the six count

ries which bear on the application of the Treaty. These ser

vices have established preliminary contacts with public or 

private international organizations studying similar problems. 

In this connection, the Commission is particularly 

interested in reforms of direct and indirect taxation and in 
' particular, the reform of the turnover tax already announced 

by the German Federal Republic. 

BULL· EC 2-1959-

BULL. EC 3-1959 

Fiscal problems 

37. In the fiscal field a first meeting with governmental 

experts was held during June. This meeting, which was devoted 

mainly to indirect taxation, made it clear that all delegations 

were anxious to produce practical solutions to the problems 

raised by the application of the Treaty and to establish a 

real Common Market. The experts, taking as their starting point 

a working paper prepared by the Commission, made a preliminary 

study of the drawbacks which would arise if the present dif

ferences in the systems of turnover tax were maintained. A wor

king party was instructed to make a special study of this prob

lem with a view to harmoniza~ion at a later date (Article 99). 

Other more immediate questions were raised and will also be the 

subject of special study in collaboration with experts from 

the various countries. These questions include: 

- Calculation of compensatory taxes on im~orts and 

drawbacks on export duties, several concrete cases 

of which have been laid before the Commission; the 

Commission has asked for explanations from the govern

ments concerned (Articles 95 to 97); 

- Transformation of customs duties of a fiscal nature 

into internal taxes; this has also engaged the atten-

1959 
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tion of the Comm~ssion in connection with various 

measures taken by certain Member States (Articles 17 

and 95). 

38. In a field which more particularly concerns direct 

taxation, comparative studies have been made covering, amongst 

other things, the fiscal conditions governing the foundation 

of companies, increases of capital, free' movement of securities, 

stock exchange activities, etc. The conclusions to be drawn 

from these studies in connection with the movement of capital 

will be set out by the appropriate services within the Com-

mission. 
Generally speaking, as fiscal problems are to be 

studied essentially from the economic angle, the Commission 

intends that all necessary contacts shall be maintained or 

established with the appropriate public or private institutions. 

BULL. EC 4-1959-

BULL. EC S-1959 

Fiscal problems 

27. On 29 and 30 October, tax experts of the Member 

States examined at the invitation of the Commission certain 

draft solutions worked out by the latter with a view to harmo

nising legislation on turnover taxes. The working party will 

meet again at the beginning of December to finalize proposals 

on the basis of the Commission's drafts. 

28. Another group of experts met on 27 and 28 October in 

Brussels to study· how Articles 95 and 97 of the Treaty should 

be applied. These are the articles laying down the rules to 

which internal charges levied by Member States must conform if 

they affect the products of other Member States; they also 

cover drawback on internal charges when commodities are expor

ted from one Member State to another. The experts recognized 

the need, pending harmonisation of legislation on turnover 

taxes, to fix a common method by which compensatory charges 

on imports and drawback on exports should be calculated. They 

agreed to furnish the Commission with a practical explanation 

of the methods by which this calculation is made for certain 

products in their respective countries. Prior consultation in 
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the event of any modification of compensatory charges on im

ports or drawbacks on exports was also discussed at the meeting 

of 27 and 28 October. This question will be taken up again at 

a future meeting. 
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BULL. EC 1-1960 

Fiscal problems 

33. The Commission has organized two meetings of the work-

ing party composed of its representatives and of fiscal ex

perts from the six Governments which has been instructed to 

study the problem of how turnover taxes can be harmonised (Ar

ticle 99 of the Treaty). The working party has studied the pre

sent obstacles to the good functioning of the Common Market, 

and the first steps towards removing them. The result of these 

initial studies is contained in a report which will be sub

mitted to the plenary meeting of government experts on fiscal 

matters planned for the beginning of 1960. 

34. The working party instructed to examine the con-

ditions for the implementation of Articles 95 to 97 of the Trea

ty has also met. The working party has agreed in principle that, 

pending a harmonisation of the provisions governing turnover 

tax, it will be necessary to work out common rules for the cal

culation of compensatory import duties and export rebates, in 

order to take account of the differing systems in the various 

countries. Each Member State will submit to the Commission an 

explanation of the method by which this calculation is made 

for a number of leading products selected by the working party. 

The working party will meet in the near future to 

study these explanations and will probably be able to draw use

ful conclusions for its future work. 

BULL. EC 2-1960 

FISCAL PROBLEMS 

35. The working party instructed to study the problems involved in the harmon
ization of indirect taxes other than turnover taxes held its first meeting in 
January 1960. Two questions of principle and one specific case were discussed 
in the course of the meeting. 

The meeting first attempted to work out some principles concerning the application 
of the concept of " indirect protection ", referred to in Article 95 of the Treaty. 
Though thr·y ft."' It that this concept is not rasy to define exactly, the national delega
tions drew up criteria of a general nature which might serve as a guide for dealing 
with various specific cases. 

1960 
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36. The other question of principle discussed concerned the application of Arti
cles 95 and 96 to consumer taxes. In this connection the delegations reviewed 

, the question whether the average rates referred to in Article 97 of the Treaty should 
be applied, on imports as well as on exports, for indirect taxes other than 
turnover taxes. Discussion of this question will be resumed at a later meeting. 

37. In addition to these questions of principle, the meeting examined the specific 
case in which the Benelux countries had converted customs duties of a fiscal nature 
on wine into an excise duty. Since the problem is to know whether this excise 
duty is likely to afford indirect protection to beer, and thus come under the provi
sions «?f Article 95 {2) of the Treaty, the meeting attempted to find some elements 
of appreciation which might help the Commission in the decicions which it will 
later be called upon to take in the matter. 

BULL. EC 3-1960 

BULL. EC 4-1960 

Fiscal problems 

44. The staff of the Commission has given increasing attention to the problem 
of how turnover taxes can be harmonized. 

Three working parties, set up after meetings of senior government officials of the 
Member States, have l:ccn instructed to work out the basis for harmonization. 
They will give careful consideration to the following practical possibilities: 

a) Maintenance of existing municipal legislation, the control of goods at the frontier 
being, however, abolished in view of countervailing duties on imports and the 
granting of drawbacks on exports - these checks could be transferred to the 
accounting offices of import and export firms; 

b) Adoption of a single general tax levied at the stage immediately before the 
. goods reach the retailer-. this could be combined with_ a small additional tax 

on retailers, related to the requirements of each Member State; 

c) Adoption of a common tax levied at the production stage and comhined with 
an autonomous tax levied at the distributive stage; 

d) Adoption of an added value tax combined, where necessary, with a tax levied 
at the distrihuti,·e stage. 

'•5. The Commission has recognized that, pending harmm1izatio11 of turnovc~r 

taxes, it will he necessary to settle the conditions underlying the application of 
Artide 97 of the Treaty introducing a supplementary provision to the basic rule 
in Article 96 in order to offset the internal fiscal charge, which contains the provision 
that, in States where turnover tax is calculated by a cumulative multistage system, 
countervailing duties may be levied on imports and drawback granted on exports 
on the hasis of the average rates for specific products or groups of products. 

Since the entry into force of the Treaty, several Member States have amended 
the rates of countervailing duties and drawbacks. In vie\v of the psychological 

effects, the Conunission feels that such measures are harmful to the progressive 
t~stablishment of the conunon market. 

The Enropt"an Commission considers that, so long as turnover taxes cannot be 
harmonised, there is need fur close co-opt"ration between the gon~rnments if the 
advantages gained from the initiation of the Comn1on Market .are not to be endanger-
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ed. It is in this spirit and in expectation of this harmonization that the European 
Commission has proposed to the Council a provisional solution under which the 
Member States would refrain from modifying the present situation unless they 
had convinced the Conunission by previous consultation of the particular reasons 
justifying the modification they propose. 

t.G. A working party consisting of senior government officials of the Member States 
has recently begun to study the problems raised by indirect taxes other than turnover 
taxes. These arc charges such as excise duty, where there arc often considerable 
differences between Member States and where harmonization would, therefore, 
be most important. 

The question of turning customs duties into excise duties and of the unfortunate 
psychological effects on public opinion which can result, was raised once again. 
In this connection, the. specific case in which the Benelux States turned fiscal dutie'l 
on wine into excise duties was examined. The Conunission felt that it was mainly 
a question of whether this excise duty could give indirect protection to 
other beverages. On the basis of the information gathered by its staff, the Com
mission decided that there was not sufficient evidence of a violation of Article 95 (2) 
to justify invoking the procedure under Article 169. Also the staff of the Commis
sion have been instructed to find solutions which, taking into account the proposals 
being made for the implementation of the common agricultural policy, appear to 
be economically necessary. 

47. The Commission is also studying the economic repercussions of direct taxe'l 
in the European Economic Community. It intends to prepare proposals which 
will lead to some harmonization of legislation where this is considered necessary. 
The Commission has already put in hand various studies in sectors which seem 
to be of particular interest from this angle. An example which may be quoted 
is the influence of taxation on the movement of capital, on agriculture, on public 
enterprises, on amortization and on the supply of energy. 

BULL. EC 5-1960 

Fiscal problems 

40. At the Council meeting of 20 and 21 June the representatives of the Govern
ments of Member States, assembled in the Council, approved the Commission's 
proposals for dealing with difficulties in applying Articles 95, 96 and 97 of the 
Treaty, which deal with drawbacks in respect of exports and compensatory charges 
in respect of imports (1). In view of the psychological and economic results which 
may be caused by changes in the compensatory charges and in the rates of drawback, 
the Commission put forward proposals for the adoption of ruks calculated to make 
it easier to apply these articles in a Community spirit. Member States agreed that 
in principle they would not change existing rates without first giving reasons for 
the changes proposed. It has been accepted that changes in these rates may be 
made only for technical tax reasons and not for purposes connected with economic, 
commercial and monetary policy. \Vhen a Member State intends to make changes 
in the rates, the draft amendments will be submitted to the Commission at least 
two months before they are promulgated. A simple, rapid procedure will be worked 
out to enable the Commission and the other Member States to examine the reasons 
put forward. 

(1) See Bulletin 4-60, Chapter 11, Sec. 45. 
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Finally it was agreed to speed up work already in hand by which a common method 
would be fixed for calculating drawback and compensatory c~~uges; one adv~ntage 
of this would be the simplification of supervision, which IS at present dtfficult 

because of the differences in the methods used. 

BULl. EC 6/7-1960 

Fiscal problems 

2(). In connection with the work for the harmonization of the finance and fiscal 
policies of the member countries the Commission has set up an academic committee 
under the chairmanship of Prof. Neumark and composed of eminent men of 
)earning. This committee will study : 

a) \Vhether and to what extent disparities existing at the moment between the 
fin.ancial systems of the Member States are hampering or even preventing the 
institution of a common market establishing and guaranteeing conditions corres
ponding to those of an internal market; 

b) To what extent and by what ~eans these disparities should and could be miti
gated or remedied. 

The Committee met for a preliminary exchange of views in Brussels on 21 and 
22 July. A number of points were discussed in detail, especially the question 
whether competition between the six countries could be distorted by either the 
existing differences in the total of fiscal charges or the different breakdown between 
direct and indirect taxes in each Member State. Further, the problem of 
whether direct taxation could be harmonized and, if so, to what extent, was 
discussed. 

2·7. The staff of the Commission has continued its work on the subject of the 
·harmon~zation of turnover tax. Two of the three study groups composed of fiscal 
experts of each Member State have met twice in Brussels. 

Study group B has examined in detail a number of points which are essential to 
understand the theory of turnover tax levied at the stage prior to retail trading. 
The discussion was in particular concerned with the system to be applied to invest
ment goods. 

Study group C has considered in detail the possibilities for the introduction of 
'taxation at- the final stage of production as a common system. It will shortly 
study the theories of a multistage production tax and of an added value tax. 

~he working party instructed to study the problems arising from Articles 95 and 96 
of ·the Treaty has concerned itself with elaborating a common method of calculation 
for· import and export turnover taxes. 

A comparison of the methods and techniques applied in the Community countries 
has revealed that fundamental differences exist between them and shown the need 
for a common method to facilitate the- supervisory work of the Commission anrl 
to give better guarantees to the Member States if one of them alters its existing 
rates. A certain number of common criteria have been worked out and they 
\vill be retained when the method is finalized. 

The working party instructed to study indirect taxes other than turnover tax 
has taken note of the initial studies completed by the Commission and has recognized 
the need for a certain harmonization of these taxes, with a priority for consumer 
taxes. 
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The studies must he carried out product by product and the very special structure 
of excise duties must be borne in mind. Certain excise duties such as those on 
salt, tobacco, beer, sugar, coffee and tea will be given priority consideration. 

BULL. EC 8/9-1960 • 

BULL. EC 10-1960 

Fiscal problems 

25. The joint work of the staff of the Commission and the fiscal experts of the 
six countries for the harmonization of turnover tax has made notable progress. 

Study group A has been instructed (1} to examine whether physical controls at 
the frontiers between the Member States can be abolished. On the assumption 
that they can, existing national legislation would be maintained but the checking 
of goods at the frontier for the purpose of levying compensatory charges on imports 
and export drawbacks would be replaced by checks on. the accounts of the importing 
or exporting enterprises. Group A has discussed from many points of view the 
advantages and disadvantages of such a solution, and expects to finalize its conclu
sions at its next meeting. 

Study group B, which is studying what would happen if the Member States 
introduced a system of turnover tax levied at the stage prior to retail trading, 
has almost finished its work and will soon be able to draw up its report. 

Study group C has recently finished its technical enquiry into the mechanisms of 
the various systems of taxation at the production stage, which might be adopted 
as the common system (tax levied at the final stage of production only, multistage 
production tax, added value tax). The group's report is being drafted. 

The reports of the three study groups will be laid before the Working Party for 
the harmonization of turnover tax. 

26. The Commission has continued its examination of the measures taken by the 
Italian Government in the field of compensatory taxes and drawbacks on turnover 
tax. After the discussions which officials of the Commission had had in Rome 
with the Italian authorities, a multilateral meeting was held in Brussels on 26 
and 27 October and the government experts of the six countries were informed 
of this and asked to state their opinion. 

The Commission has laid down the method by which it wishes examination of the 
matter to be resumed as soon as possible. 

This question was discussed in Brussels between the Commission and M. Trabucchi, 
the Italian Minister of Finance, on 5 December 1960, when it was agreed that a 
thorough study be made of ten items in respect of which the rates had recently 
been increased in Italy. A multilateral meeting on the matter will be organized 
towards the middle of January 1961, and will be attended by experts from the 
six Member States. 

(1) A working party was set up in May 1959 to study the possibilities of harmonizing turnover 
tax. It is served by study groups (A, B and C). 
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BULL. EC 1-1961 

BULL. EC 2-1961 

Fiscal problems 

12. As part of the work being done on the harmonization of turnover taxes Study 
Group B held its fourth meeting on 9 and 10 January 1961. The Group had been 
instructed to examine the possibility of introducing in the six countries a single 
general tax levied at the stage prior to retail trading (and combined, possibly, 
with a low tax on retailers on the basis of a national system). At this meeting the 
Group thoroughly examined the fiscal system to be applied to investment goods 
and more particularly the effects on prices that might be produced by taxes on 
these goods (cumulative effect of the tax) and on the rate of the tax (budgetary 
effect). The Group also drafted a large part of the report setting out the results 
of its work. 

Study Group A, which is examining the possibility of abolishing physical controls 
at frontiers (1), will hold its second meeting at the end of February. The Group 
expects to be able to draw the conclusions from its studies at this meeting. 

A fifth meeting of Study Group C (instructed to study a common added-value 
tax combined, if necessary, with a tax levied at the marketing stage) has been 
arranged for March. (1) 

13. On 12 and 13 January tax measures taken in Italy were qcamined by the 
multilateral meeting referred to in the last BuJletin. 

It will be remenbered that the Italian Government had taken measures in the 
field of countervailing charges on imports and drawbacks on exports affecting 
200 tariff headings. 

Analysis of the cost price of several products of the I tali an mechanical engineering 
industry was carried out to pinpoint the incidence of the turnover tax duri.ng 
their manufacture. The experts of the five countries gave their agreement in prin
ciple to the comments previously formulated by the Commission's staff, particularly 
those on the method and the calculations used by the Italian Government to fix 
the rate of drawback and countervailing charges in the mechanical engineering field 

A second discussion between the Commission and the Italian Minister of Finance 
- the first was held on 5 December - took place in Rome to discuss the results 
of the multilateral meeting. 

14. As a sequel to the complaint lodged by the Belgian Government concerning 
the abnormal prices of certain textile products imported from Italy, a group of 
experts from the six member countries met in Bn1sscls on 31 January 1961 to 
study the fiscal side of this problem. 

This complaint, which calls into question tlw rates at which the manufacturing 
tax is reimbursed when certain yarns arc exported, was <'Xamincd from th(' purdy 
technical angle. 

The Commission's staff arc of the opinion that a solution to thr~ pwbkm is likely 
to be found shortly. 

15. The Fiscal and Financial Committee, the establishm('nt of which was referred 
to in Bulletin 6 & 7/60 has continued its studies. At the second meeting, in December, 

( 1) See Bulletin 10/60, Chapter III, sec. 25. 

1961 
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the Committee discus~ed the problems resulting from 1he disparities l){'twccn the 
financial systems of the Member States and the advisability or even the necessity 
of reducing these disparities. 

Among tlte·se• prohiPms may I)(• Jtu·nfiotwcl the~ nih·ria which the• MPml)('r SfatPs 
must adopt in their ftscal and financial policy if they are not to irnp<'dc the develop
ment of the Common Market; the principles in force in the country of origin and 
in the country of destination of goods exported; the advisability of adapting the 
various direct taxes; double taxation, etc. 

A first draft report will be discussed at the next meeting of the Committee. 

BULL. EC 3-1961 

Fiscal problems 

The harmonization of turnover taxes 

2't. On 22 and 2:3 February Study (~roup B of Working Party No. 1 (harmonization 
of turnover taxes) examined the draft rq)()rt proposed by the Fiscal Problems 
Directorate as an introduction to the reports of Study Groups B and C. In this 
draft preliminary report it has been possible no deal separately with cPrtain points 
of a general nature and certain technical aspects common to the various fiscal 
systems examined in the reports of Study Groups B and C. A new draft r('port 
will be drawn up and will take into account the observations made. It will be exam
ined at a future meeting. Study Group A has finished its review made on the 
assumption that physical controls at the frontiers are abolished: A draft r<'port 

for \\lorking Party No. 1, reflecting the various opinions of the delegations, will 
be drawn up by the staff of the Commission and will be discussed at a future meeting. 

Compensatory charges and drawbacks on exports 

25. The Commission has continued its discussions with the Italian Government 
for a satisfactory settlement, in accordance with the provisions of Article 97, of the 
situation created by Italian measures concerning the raising of compensatory 
charges and those concerning drawbacks on exports. 

BULL. EC 4-1961 

Fiscal problems 

·18. On 20 and 21 Fehntary there was a meeting of Working Party No. II which 
is to study where common regulations could he drawn up for the calculation of 
con tervailing charges on imports and drawbacks on exports referred to in Articles 9f) 
to ~)7 of the Treaty. (It will be rememhf'red that this Working Party was set up 
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by the meeting of representatives of the Commission and government experts on 
fiscal matters, which was held in Brussels on 22 June 1959.) (1) 

The thorough deliberations of the Working Party have brought to light ideas 
acceptable to all the delegations, although some delegations have registered reser
vations on crrtain points. 

The results and conclusions reached by the Working Party will be laid before a 
plenary meeting to be attended by the heads of the fiscal administrations in the 
Member States. 

It has not yet been possible to solve the problems stemming from the measures 
taken by the Italian Government in the field of countervailing charges and draw
hacks on turnover taxes. (2) 

The careful examination of certain important products for which the rates have 
been raised, undertaken at a meeting on 12 and 13 January with the appropriate 
experts of the six Member States, has shown that in the opinion of the Commission 
and the five other Member States these rates exceed the limits fixed in Articles 95 
and 96 of the Treaty. 

On this basis two further conversations took place on 27 January and 8 March 
between the Commission and M. Trabucchi, the Italian Minister of Finance. After 
another multilateral meeting with the representatives of the six countries on 17 
March, at which certain possibilities of solution were discussed without leading to 
a result, it was decided to submit the matter to a meeting with the Ministers of 
Finance, which the Commission would arrange for this purpose. 

19. At a meeting of the Ministers of Finance held in Dusseldorf on 20 and 
21 March (3) some problems of fiscal harmonization within the Common Market 
were studied. It was decided that the Commission would organize a meeting with 
the senior officials concerned with this matter in the Member States in order to 
<'xamine the possibilities of harmonizing the taxes on capital movements and the 
methods employed in direct taxation to establish the basis of taxation. This meeting 
will also deal with fiscal problems concerning certain special fiscal arrangements 
applicable to holding companies. 

(
1

) See Bulletin 3/59, Chapter III, sec. 37. 
(
3

) See Bulletin 10/60, Chapter III, sec. 26. 
(
3

) See above, ·chapter IV, sec. 12. 

BULL .. EC 5-1961 

Fiscal problems 

Harmonization of turnover taxes 

25. The si:x:th meeting of Study Group B under Working Party I (harmonization 
of turnover ta~cs) w~ held on 14 April, with the support of government experts. A 
document dealmg With taxes on the supply of services was completed. The draft 
of a general introduction (first part of the Study Groups' general report) setting 
forth the objectives aimed at in harmonizing these taxes was discussed in detail. 
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BULL. EC 6-1961 

~·iscal problems 

Harmonization of turnover taxes 

31. The Study Group B (set up by \Vorking Party I on the harmonization of 
turnover taxes (2) and instructed to study the possibility of introducing into the 
six countries a single general tax levied at the stage prior to retail trading) is exa
mining certain general problems which also bear on the harmonization systems 
under consideration in Study Groups A (abolition of physical controls at frontiers) 
and C (establishment of a single general tax at the production stage and of an added 
value tax). 

At its sixth and seventh sessions, held on 1!1 April and 9 and 10 May, Study Group B 
carried out the following work: a study of the advisability of harmonizing taxes 
on the supply of services in conjunction with the systems of taxing deliveries of 
goods examined by Study Groups B and C; preparation of a general introduction 
to the report of the three Study Groups A, B and C (containing the examination 
of the main problems common to the different taxation systems studied); prepa
ration and completion of the report on the work of Study Group B. 

Study Group B is to meet again on 13 and 14 June. 

Italian measures on export drawbacks and countervailing charges on imports 

32. The problem raised by the Italian Government's measures of September 1960 
in the field of drawbacks on exports and countervailing charges on imports was 
again discussed at a meeting of the Ministers of Finance and of the Under-Secre
taries of State for Finance of the six countries, which took place in Brussels on 
8 May under the chairmanship of Mr. von der Groeben, a Member of the Commission. 

Giving the reasons for which a conciliation agreement was dcsirable, Mr. von der 
Groeben at the same time detailed the proposals which, in his opinion, would make 
such an agreement acceptable. 

If it were not possible to reach an agreement on the basis of these proposals, the 
Commission would have to resort to the procedure laid down in the second para
graph of Article 97, according to. which the Commission may address appropriatr 
directives or decisions to the Member States. 

"Transmission" tax 

33. The Belgian Government has applied to the Commission for its consent to 
an increase in the rates of the "transmission" tax on imports following the increase 
of the same tax within the country as part of the application of the statute known 
as the "loi unique". The Commission's examination was carried out by virtue of 
the agreement reached by the EEC Council of Ministers on 21 June 1960, according 
to which each Government was to consult the Commission before altering the 
rates of export drawbacks or of countervailing charges on imports. 

Taking into account that an increase in the rate of the "transmission" tax on 
imports is, as a ruk, proportional to thr incn'ase of the samr tnx within thr country, 
the Commission made no objection to th1s measure. 

(
2
) See BuJJetins 2/61, Chapter III, sec. 12, and 4/60, Chapter II, sec. 44, in wich the ohj<!ctiV<'" 

of the various 'Vorking Parties are set out. ' 
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BULL. EC 7/8-1961 

Fiscal problems 

Italian measures on export drawbacks and countervailing charges on imports 

36. All the Member States have accepted the proposal drawn up by the Commission 
for a broad settlement of the problems raised by the measures in the field of export 
drawbacks and countervailing ch¥ges on imports taken by the Italian Government 
m September 1960. 

It is useful to recall the origin and development of the matter : 

In three decrees promulgated in July and August 1960 the Italian Government 
had increased for about 800 customs items the countervailing charges on imports 
and the export drawbacks in connection with the turnover tax. Though the meas
ures were in principle consonant with the provisions of the Treaty, it was open 
to question whether they were so in practice, since the new rates seemed too high. 

As stated in previous Bulletins (1), the Commission's staff undertook the exam
ination of these measures in order to check that the rates did not exceed the ceiling 
provided for in Articles 95 and 9G of the Treaty. Meetings were held with government 
experts from the different countries at which a number of customs items were 
subjected to very thorough examination and it became clear that it was very 
difficult to prove with accuracy to what extent the new provisions went beyond 
this ceiling. 

On the basis of the calculations made, however, both the Commission's staff and 
the governmer..t experts came to the conclusion that the ceiling had been exceeded, 
particularly for the items for which the rates were fixed at about 6~~· Consequently 
the question was discussed at the political level and talks were held with the Italian 
Minister of Finance. After a meeting on 10 May 1961 at which the Member States 
were represented either by the Minister or by the Under-Secretary of State for 
Finance, the Commission made final proposals to the Member States for a broad 
settlement of the problem in questio1.1. These proposals were accepted by all the 
Member States. 

Under the terms of this compromise the Italian Government undertakes to reduce 
as soon as possible the rates affected by the measures in question. The changes 
are as follows : 

The rates of 8 and 7.5 will be reduced to 6.5; 

The rate of 7 will be reduced to 6.25; 

The rate of 6.5 will be reduced to· 6; 

The rate of 6 will be reduced to 5.5; 

The rate of 5.5 will be reduced to 5.25 

(the rates of 5 and less will remain unchanged). 

In return the Commission and the five member countries undertake not to raise 
again the question of the rates of the countervailing charges and the dr;wbacks 
covered by the above reduction fll('asures, save in important cases w~en there is 
rcaso11 to expcd that such intervention would lead to a substantial aheration in 
the rates. 

The Commission welcomes this settlement, which it considers as satisfactory, and 
which bears witness to the determination of the Member States to reach a ~olution 
in a Community spirit even in very "difficult" cases. 

(1) See Bulletins N°8 3/61, Chap. III, Sec. 25; 4/61 Chap. IV, Sec. 18; 6/61, Chap. I, Sec 32. 
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BULL. EC 9/10..;.1961 

Fi8cal problems 

28. The Commission has invited the representatives of the Governments to discuss 
on 5 October next disparities between direct taxes or between taxes on capital 
transactions likely co provoke distortions which could influence trade and the movement 
of capital and investments in the Community. 

The representatives of the Governments will be invited to give their opinion on the 
advisability of setting up working parties to determine the distortions which these 
disparities may cause and suitable measures to remedy them. These working parties 
would have the further task of studying how far and by what criteria the basis for the 
assessment of direct taxes and the level of taxes on capital transactions could later be 
approximated and whether it might not be desirable tO adopt a common policy 
concerning certain special fiscal systems applying to holding companies. 

29. A third meeting of Working Party No. III, which is responsible for studying 
the application of Articles 95 to 97 to indirect taxes other than turnover tax, was 
held in Bmssels on 4 July. With one exception the Government experts accepted 
in principle the Commission's argument that Article 97 is applicable only to multi
stage turnover taxes, since it mentions no others. 

This Article, which in this case makes the provisions of Articles 95 and 96 more 
flexible, muse therefore be strictly applied for other indirect taxes. The ceiling will 
thus have to be precisely fixed and any calculation of averages forbidden. 

The Working Party then examined the way in which Article 95 should be applied. 
There was also a general discussion of the problem of harmonization of taxes on 
tobacco. 

Lastly, as regards the implementation of Article 95 (3) under which the Member 
States are to abolish or amend, not later than the beginning of the second stage, fiscal 
measures imposing on the products of other Member States taxes in excess of those 
on domestic products, the experts agreed to supply an inventory of the measures 
which might be considered as falling under this paragraph. 

8ULL. EC 11-1961 

Fiscal matters 

Belgian and Dutch measures concerning export 
drawbacks and countervailing charges on imports 

32. The Belgian and Dutch Governments having informed the Commission that they 
were planning to introduce further increases in the "transmission" tax on imports and 
drawbacks on exports ( 1 

), a multilateral meeting with government experts from the 
member countries was called on 20 September in Brusscls. The chief purpose of this 

meeting was to interpret the notion of fiscal technique as it results from the 
agreement reached in the Council of Ministers on 21 June 1960. 

(1) St.-c Bulletin 6/61, sec. 33. 



17 -

At the same rime the government experts gave an interim opinion on the calculations 
fumishcd by rhe Bdgian and Nctherbuds (;ovcrnnwnts to justify the rates envisaged; 
thl'ir fin:tl opinion w.ts to IT.llh the < :onunission hdmc '> (lttohl'r. This meeting 
followed bi Ia tcral consult at ions bet \Wen the Commission .and 1 he <. i<)vernmcnts 

concerned. 

(It will be recalled that the Commission had examined an application from the Belgian 
Government to incre,1se the rate of "transmission" tax on imports in accordance with 
the agreement reached on 21 June in the Council, and had made no comment on this 
measure.) 

Harmonization of turnover tax 

33. The fifth meeting of Study Group C (for the study of a common added-value 
tax combined, if necessary, with a taxe levied at the marketing stage) took place on 
21 and 22 September. 

The meeting was to have taken place in March, but was postponed to permi~ the 
completion of the work of Study Group B (on the possibility of introducing in the 
six countries a single general tax levied at the stage prior to retail trading : tax at the 
wholesale stage). This Group has completed its report on the system of taxation 
in question. 

Group C has drawn up its report on a single tax at the production stage to be 
charged in one operation, i.e. when the finished product leaves the manufacturing stage 
(tax on the last stage of production). 

(It will be recalled that the three Study Groups (A, B and C) were set up in April 1960 
after a meeting of high officials of the national administrations and that their task 
was to find a basis for the harmonization of turnover taxes.) 

The Fiscal and Financial Committee 

34. On 14 and 15 September the Fiscal and Financial Committee met to ,discuss the 
first part of the report drawn up by its chairman Professor Neumark. This part deals 
more particularly with the general aspects of the harmonization of public finances 
in the Member States, including disparities in overall fiscal burdens and disparities 
by tax and type of tax. 

The Commirtec discussed the recommendations to be made to the Commission on the 
harmonization of the various types of taxes. It will deal with the second part of the 
report and the recommendations in December. 

BULL. EC 12-1961 

Fiscal prohlemi' 

Harmonization of direct taxes 

25. On 5 October 1961 a meeting of the heads of the tax administrations of the 
Member States was held in Brussels under the chairmanship of M. von der Groeben, 
a .Member of the Commission of the J\Enisters of Finance. The meeting dealt 
with problems arising as a result of the establishment of the Common Market in 
connection with direct taxes and charges on capital movements. 

It was decided at the meeting to set up rbree working ·parries. One to deal with 
problems of the basis of assessment of direct taxes on enterprises, one to study the 
possibility of a common fiscal policy vis-a-vis non-member countries, in particular 
rhc fiscal treatment of inv~stments from these countries in the EEC, and the third 
to consider the harmonization or adjustment of charges on capital movements. 
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BULL. EC 1-1962 

Fiscal problems 

25. Further to the meeting of heads of taxation departments of the Member 
States, held in Brussels on 5 October 1961 under the Chairmanship of M. von 
der Groeben, a member of the Commission (1), two Working Parties were 
convened by the Commission for 12 and 13 December 1961. 

At their first meeting, the Working Parties will draw up a programme of practical 
work for 1962. Following the plan of a working document drafted by the 
Commission's staff, Working Party No. 1 will examine the problems of appre
ciation of assets, stocks, amortization and trading losses. Working Party No. 2 
will consider : 

1) The taxation of investments made within the six countries by countries out
side the Common Market, and vice-versa; 

2) Tax treatment of investments of one member country m anolher member 
country. 

Various points arise under these headings : application of the parent company
subsidiary privilege for subsidiaries abroad; utilisation of tax advantages offered 
by certain a tax haven " countries for the enterprises of the Common Market; 
abolition of double taxation by bilateral conventions or by unilateral means; tax 
treatment of investments in developing countries. 

(') Sec Bulletin No. 12/61, Chap. JV, sec. 25. 

BULL. EC 2-1962 

Fiscal problems 

Harmonization of direct taxes 

21. The first meetings of the two Working Parties set up at the meeting of the 
heads of the tax administrations on 5 October 1961 (1) were held on 12 and 
13 December 1961. The first working party has the task of studying the basis 
of assessment of direct taxes in the member countries- particularly the problems 
of amortization, of stocks, of operating deficits and of appreciation of assets. 
It settled its programme of work, which provides first of all for an examination 
of the rules applicable to amortization and to appreciation of assets. The second 
working party is to examine the fiscal problems stemming from .the investments 
made in the Common Market by non-member countries; it has decided to begin 
by assembling all useful information on this subject. 

Harmonization of turnover taxes 

22. The three Study Groups (A, B and C) of Working Party No. 1 (2), which 
are studying the various systems in connection with the harmonization of turnover 
taxes, met from 26 to 31 October and from 4 to 7 December 1961. 

The reports of each of these Study Groups have been put into final form and 
arc shortly to be submitted to the Working Party. 

(') Sec Bulletins No. 12/61, Chap. N, sec. 25 and 1/62, Chap. VITI, sec. 25. 
C) Sec Bulletin No. 4/60, Chap. II, sec. 44. 

1962 
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To make the combined report more complete, it was decided that there should 
·he ;1 chapter dealing with the problems which wil1 be raised by the transition 
from one of the present taxation systems to one of those contemplated by Study 
Groups B and C. 

The combined report wiJJ also include a comparative table of the main elements 
in the various tax systems which it is intended to harmonize. 

A .further meeting will begin on 15 January 1962. At this meeting the finishing 
touches will be put to the work of the Study Groups and the combined report 
will ·be submitted to Working Party No. 1. 

Common method of calculating countervailing charges 
on imports and drawback on exports 

23. The government experts in Working Party No. 2 met on 8 December 1961 
to .consider and finalize the technical side of a draft directive of the EEC Council 
concerning a method to be used by Community countries in calculating counter
vailing charges on imports and drawback on exports. Prepared by the Commis
sion's staff on lines approved at an earlier meeting with the same experts (1), 

this draft will be tabled later at a full session of the directors of the tax 
administrations in the member countries. 

Adjustments of countervailing charges on imports 
and drawback on exports proposed by Belgium and 
the Netherlands 

24. When, at a meeting on 20 September 1961 (!), the new Belgian and Nether
lands measures dealing with countervailing charges on imports and drawback 
on exports were examined, certain differences of opinion emerged. These con
cerned the interpretation of the decision taken by the Representatives of the 
Member .States meeting in the Council on 21 Juna 1960. Agreement on this 
question is expected at a fortcoming meeting of the heads of tax departments. 

Article 95 (third paragraph) and the Member States 

25. At a meeting on 8 December the experts of Working Party No. 3 discussed 
the obligations incumbent on Member States under the third paragraph of 
Article 95 of the Treaty, which stipulates that the Member States must, not later 
than at ·the beginning of the second stage, abolish or amend any provisions which 
impose on the products of other Member States any internal charge in excess 
.of .those applied to like domestic products, or any internal charge which affords 
indirect protection. 

(1) See Bulletin No. 4/61, Chap. IV, sec. 18. 
(')See Bulletin No. 11/61, Chap. IV, sec. 32. 
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BULL. EC 3-1962 

Fi4tcal problems 

Harmonization of turnover taxes 

22. The three Study Groups (A, B and C) of Working Party No. 1, which are 
studying the various systems of turnover taxation with a view to their harmoniza
tion, held their final meeting from 15 to 18 January 1962. They adopted a 
General Report outlining action which might be taken to eliminate, in connection 
with each of the systems studied, the disadvantages of the present situation, 
especially with respect to countervailing charges on imports and drawbacks for 
exports in intra-Community trade. The General Report also suggests, for each 
system, what could be done to abolish these compensation devices and so break 
down tax frontiers between the member countries and avoid obstacles in the way 
of development towards a true common market. This Report will be examined 
by the Directors General of national tax departments in the near future. 

BULL. EC 4-1962 

BULL. EC 5-1962 

Fiscal problems 

Italian measures relating to countervailing charges on 
imports and drawback on exports 

24. In February the Commission noted the measures introduced by the Italian 
Government to apply the compromise solution of 30 June 1961 on the reduction 
of certain countervailing charges and drawbacks in t~e matter of turnover tax 
(Presidential decree of 1 0 February 1 962, based on the law of 25 January 1962, 
delegating powers). 

As s'tated in llullelin 7-8/6 I, Chap. 5, sec. 36, the Jtalian Government, by three 
Presidential decrees, had increased these countervailing charges and drawbacks 
for a great number of tariff headings with effect from September 1960. 

After negotiations conducted by the Commission, the Italian Gov~rnment agreed, 
on 30 June 1961, to reduce the rates of these new countervailing charges and 
drawbacks as follows : 
The 8 and 7.5 rates would be reduced to 6.5 
The 7 rate would be reduced to 6.25 
The 6.5 rate would be reduced to 6 
The 6 rate would be reduced to 5.5 
The 5.5 rate would be reduced to 5.25 
(Rates of 5 or under would remain unchanged). 

These new measures have been in force since 10 February 1962. 

Harmonization of direct taxation 

25. On 26 and 27 February 1962, Working Parties IV and V set up at the 
meeting of the heads of taxation departments on 5 October 1961 held their 
second meeting in Brussels. (1) 

Working Party lV, which is studying the basis of assessment of direct taxes in the 
member countries, continued its work on rules concerning depreciation and the 
calculation of appreciation. It studied the list of assets on which depreciation can 
be allowed for and worked out a questionnaire on the depreciation systems 
authorized in some industrial sectors (iron and steel, shipbuilding, textiles, motor 

(1) See Bulletin No. 12/61, Chap. IV, sec. 25; Bulletin No. 1/62, Chap. VIII, sec. 25; 

Bulletin No. 2/62, Chap. VI, sec. 21. 
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vehicles) as well as a qm.·stionnnire ~m the tax treatment of appn:dution and 
depreciation of assets. 
Working Party V, which is dealing with questions of taxation on invest~ents. from 
non-member countries in Community countries, has drawn up a questionnaire on 
the tax system to he applied to subsidiaries or other pcrmanet~t cstab~ishmcnts 
set up in one or more member countries by a parent company situated m a non
member country. Replies to this questionnaire must cov~r both t~e trea~ent 
applied under general legislation and the treatment resultmg from mternatiOnal 
tax conventions. 
The Working Party also took up the question of the countries known as 
" tax havens". 

Harmonization of taxes on the movement of capital 

26. On 26 March 1962 the first meeting of Working Party VI, also set up 
oil 5 October 1961, was held in Brussels. It is instructed to make rroposals 
for the harmonization or approximation of taxes on the movement of capital. 

The meeting studied the general problems involved in the harmonizatio~ of these 
taxes arid laid down a programme of work. It was agreed to be~ by an 
examination of taxes on contributions of capital and al~o of s~amp dutl~s on the 
movement of capital. Taxes on stock exchange operations will be studied later. 

BULL. EC 6-1962 

Italian Law No. 103 

27. The Commission has informed the ltalian Government by Jetter of the 
progress of work concerning Law No. 103 which provides for a lump-sum refund 
of customs duties and indirect charges appUcable to exports of certain engineering 
products. It will be recalled that the Italian Government, in order to meet the 
objections raised by the Commission and Member States against the system of 
Jump-sum refunds instituted by Law No. 103, had decreed a 35 % cut in total 
refunds (2). In the above-mentioned letter the Commission noted the Italian 
Government's assent to a further study of the system of refunds as it still stood in 
order to determine how far it conformed with the fiscal provisions of the Treaty. 
The Commission also considers that if the system of refunds is maintained intact 
\vith respect to exports to non-member countries, this will constitute an aid falling 
within the scope of Articles 92 ct seq. of the Treaty and should therefore also be 
examined in that context. 

(
2
) See Bulletin 4/62, Chap. III, sec. 17. 

BULL. EC 7-1962 

Fiscal problems 

Harmonization of turnover taxes 

35. A plenary session organized by the Commission with the heads of national 
tax departments was held in Brussels on 10 May. M. von der Groeben, a 
member of the Commission, took the chair. 

The meeting examined the reports of the sub-groups of Working Party No. I 
concerning the various systems on which the harmonization of turnover taxes 
might be based. After a broad exchange of views, the Chairman announced his 
intention of asking the Commission to make proposals to the Council in the 
near future in pursuance of Article 99 of the Treaty. These proposals would 
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be based on the reports of the sub-groups and of the Fiscal and Financial Com
mittee (see below). 

Fiscal and Financial Committee 

36. On 11 May the heads of national tax departments and the members of 
the Fiscal and Financial Committee met under the chairmanship of M. von der 
Groeben (1) for an initial exchange of views on the Committee's preliminary 
draft report. The Committee had been asked by the Commission to examine 
the economic and financial aspects of the problems. involved for the six countries 
in the harmonization of taxation. 

Professor Neumark, the Chairman of the Co.mmittee, explained the main points 
of the draft report. After reminding his audience that the report still had to be 

(1) See Bulletin ll/61, Chap. IV, sec. 34. 

completed, particularly with respect to company dividends and taxes, he empha
sized the aims of fiscal harmonization, with special reference to turnover tax, 
where it is very urgently needed. 

After the Chairman's statement, there was a discussion between the various 
delegations and the members of the Fiscal and Financial Committee. The draft 
report will be finalized at a Committee meeting early in June. 

37. The IJleeting of 11 May also discussed a plan for a uniform method of 
calculating the average rates of countervailing charges on imports and drawbacks 
on exports laid down in Article 97 of the Treaty. 

This plan was approved by all the delegations except one, which expressed 
reservations in principle. Certain delegations requested textual amendments and 
these wiH be examined at a later meeting with government experts. 

Application of the decision of 21 June 1960 (Adjustments 
of countervailing charges on imports and drawback on 
exports proposed by Belgium and the Netherlands) 

38. There have been differences of interpretation on the decision taken by the 
Representatives of the Governments of Member States meeting in the Council 
on 21 June 1960 (1). The Commission has therefore thought it worthwhile to 
issue a working document examining the few most likely practical cases which 
will call for the adjustment of countervailing charges on imports and drawback 
on exports and to indicate a possible solution for each of them with due regard 
to the terms of the decision (2). 

This working document. was discussed at the meeting held on 10 May (3). On the 
whole, the delegations approved it, though some expressed reservations that will 
be examined later, after which the Commission will lay proposals for an agree
ment before the Council. 

Elimination of discriminatory provisions in excise duties 
and turnover taxes- planned adjustments of countervailing 
charges and drawback by the Netherlands Government 

39. Working Parties No. II· (calculation of countervailing charges on imports 
and drawback on exports) and No. Ill (harmonization of indirect taxes other 
than turnover taxes) set up by the Directorate of Fiscal Problems met on 17 
and 18 May 1962 to discuss the following points : 

a) Elimination of discrimination in excise duties; 

b) Elimination of discrimination in turnover taxes, as required by Article 95, 
third paragraph, of the Treaty; 

c) Adjustments to countervailing charges on imports and drawback on exports 
planned by the Netherlands Government for 1 June 1962. 

( 1) See Bulletin 2/62, Chap. VI, sec. 24. 
(2) See Bulletin 5!60, "The Council". 
(3) See previous section. 
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With respect to point (a), the Commission submitted to the delegations two 
working documents dealing with excise duties on beer and sugar. It was agreed 
that certain Member States would shortly make proposals on the basis of these 
studies for the elimination or adjustment of any provisions in their legislation 
which might put imported sugar or beer at a disadvantage with respect to 
domestic products. 

At the request of various Member States, a detailed study is to be made of other 
cases of discrimination in the matter of excise duties. Any discrimination in 
taxing wine and spirits will have to be studied at a future meeting. 

As for point (b), relating to particular cases of discrimination brought up by 
Member States or by the Commission, several Member States have declared that 
a decision in conformity with the Treaty would soon be taken. Other cases o~ 
discrimination, however, are to be examined again by the Member State~ 
concerned. 

With respect to point (c), the delegations had no major objections to the measures 
envisaged by the Netherlands Government though they reserved their judgement 
on how far such adjustments are compatible with the decision of the Represen
tatives of the Governments of Member States meeting in the Council on 
21 June 1960. 

BULL. EC 8-1962 

Fiscal problems 

Indirect taxation on insurance contracts 

26. Government experts and Commission representatives met on 25 June 1962 
to discuss for the first time indirect taxation on insurance contracts. 

The object of this meeting was to inquire how to eliminate existing restrictions 
on the freedom to supply insurance services owing to the different tax systems 
to which the sector is subject. 

For once the freedom to supply services has been established competition between 
insurance concerns of the individual Member States is liable to be distorted, and 
the situation aggravated by the· differences in tax treatment accorded to the same 
class of business in the six Member States. Double taxation in any one class can 
also amount to a restriction on the supply of services. 

The meeting examined the following points : 

i) Abolition of double or multiple taxation, 

ii) Harmonization of tax burdens, i.e. tax assessment, rates of tax and tax reliefs. 

The experts agreed to meet once more before the end of the year to study in 
greater detail the various possible ways of eliminating the drawbacks arising 
from differences in existing statutory requirements. 

BULL. EC 9/10-1962 

Fiscal problems 

Harmonization of turnover taxes 

38. The reports of the six sub-groups of Working Party No. 1, concerning 
various methods for the harmonization of turnover taxes, were examined at a 
plenary session in Brussels on 16 May 1962 (:!), when the chairman, M. von der 

(2) See Bulletin 7-62, Chap. V, sec. 35. 
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Groeben, announced that a directive on the subject would be prepared by the 
Commission's staff. 

This has since been drafted. It reflects to a large extent the views expressed by 
the heads of taxation departments present at the meeting on 10 May 1962, to 
whom it will be referred at a meeting on 13 September, before being examined 
by the Commission. 

Fiscal and Financial Committee 

39. The Fiscal and Financial Committee met in Paris on 7 and 8 July 1962, 
when Professor Neumark took the chair for the last time. The object of this 
meeting was to finalize the Committee's report, giving due weight to the 
comments made by the heads of taxation departments at a meeting on 11 May (1). 

The Committee decided, inter alia, to draw up a time-table and order of 
priority for reforms, which would be carried out in three stages. 

The Commission should receive this report by October of this year. 

Countervailing duty on wool worsted in th.e Federal Republic 
of Germany 

40. A countervailing duty of 4 % on carded or combed wool was already 
imposed in the Federal Republic of Germany before the Treaty came into force. 
Since this duty is well in excess of the charges applied directly or indirectly to 
similar domestic products, and therefore incompatible with the principles set out in 
Articles 95 and 97 of the Treaty, the Federal Republic of Germany, in accordance 
with Article 95 (3), was called upon to amend or abolish this countervailing 
duty by the beginning of the second stage at the latest. 

Since the Federal Republic had still not taken the necessary steps by 30 July 1962, 
the Commission issued a directive on that date, under the terms of which the 
Federal Republic is obliged to amend the countervailing duty in question in 
principle within three months of the date of communication of the directive. 

(1) See Bulletin 7-62, Chap. V, sec. 36. 

BULL. EC 11-1962 

Fiscal problems 

Harmonization of turnover taxes 

23. A joint meeting of the Commission and the heads o[ the national tax 
departments was held in Brussels on 13 September 1962 to study the problem of 
the harmonization of turnover taxes pursuant to Artic1c 99 of the Treaty. The 
chair was taken by M. von der Groeben, member of the Commission and President 
of the group on competition. 
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The meeting took cognizance of the draft directive prepared by the Commission 
for gradually harmonizing legislation ~m turnover taxes. 

A draft directive for submission to the Council will "Shortly be the subject of a 
Commission decision. 

Application of Articles lJ5 to 97 of the Treaty 

24. Since the Government of the Federal Republic of Germany has failed to 
conform with the provisions of Articles 95 and 97 of the Treaty with regard to 
the countervailing on import~ of worsted yarn, and has not undertaken to do so 
Within the set time-limit, the Commission has issued a directive ( 1) requesting the 
Federal Government to amend the duty on worsted yarn from EEC Member 
States within three months of the date of communication of the directive. The 
new rate of duty must be such that the internal charges directly or indirectly 
levied on imported worsted yarn arc on average no greater than those directly 
or indin:ctly kvkd on similar dom~stic products. The three months arc up 
on 14 November of this year. 

At its meeting in Brussels on 17 September Working Party No. 11, responsible 
for studying: the application of ,Articles 95 to 97 of the Treaty to turnover taxes, 
examined the current rate of the countervailing duty on worsted yarn in Germany. 

The Working Party also completed its technical review of the common method 
of calculating countervailing duty on imports and drawback on exports. It was 
again obvious that opinions on the method still differ. 

(1) See page 22 I 5 of No. ~2 of the official gazette of the European Communities of 20 Sep
tember 1962. 

The Commission has not yet pronqunced on the question as a whole nor on the 
application of the decision by the ·representatives of the government of Member 
States meeting in CounciJ on 21 June 1960 (1 ). This decision, which was also 
discussed at the meeting on 17 September 1962, limits the possibility for, Member 
States of adjusting the rates of turnover tax on imports and drawback on exports. 

(
1
) Sec Bulletin 5-60, Chap. III. The Council. 

BULL. EC 12-1962 

Harmonization of laws on turnover taxes 

27. The Commission has drafted a dirL'ctivc on the harmonization of Member 
States' Jaws concerning turnover taxes, which it has submitted to the Council in 
accorJanc~ with Article 99 of the Treaty of Rome (1). 

the Commission's draft is based on studies by the Fiscal and Financial Committee 
and working parties which have examined several kinds of single-stage turnover 
tax possibly suitable for harmonization, namely a single general tax levied at the 
stage prior to retail trade, a common tax imposed at the production stage and 
a single added-value tax. Each of these systems· might be combined with a 
retail sales tax imposed by the Member States independently. 

The Commission considers preferable and feasible a final system of added-value 
tax, down to the wholesale stage inclusive, combined if need be, according to the 
requirements and customs of the countries, with a supplementary tax imposed 
independently at the retail stage. 

( 1 l The draft is published in the supplement to this Bulletin. 
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Such a system, to be introduced in the Member States not later than the end 
of the transition period, would exclude neither the manipulation of the harmonized 
taxes in relation with an expansionary and anti-cyclical policy of the Community 
nor that of the supplementary independent taxes as part of social. economic and 
budgetary policy at national level. 
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BULL. EC 1-1963 

Tax problems 

Harmonization of direct taxes 

33. On 13 and 14 November.1962 Working Parties Nos. IV and V set up by the 
meeting of 5 October 1961 between heads of tax departments in the six countries 
met in Brussels for the third time. (l) 

Working Party No. IV, which is studying the basis of assessment of direct taxes in 
member countries, examined the delegations' replies to the questionnaires concerning 
tax arrangements for amortization in certain industrial sectors and for asset appre
ciation and depreciation. Notes from the delegations concerning measures taken to 
offset monetary depreciation and to encourage investment were also examined. The 
Commission's staff were instructed to prepare for the next meeting an overall com
parative report bringing out existing disparities and enabling their importance to be 
assessed. 

Working Party No. V, which is examining the tax problems raised by investments in 
the Community by non-m.ember countries, studied the delegations' replies to the 
questionnaire on tax arrangements for subsidiaries or permanent establishments set 
up in one or more member countries and depending on a company domiciled in a 
non-member country. The Commission's staff were instructed to draft an overall 
comparative report for the next meeting from which the effects of existing disparities 
between tax arrangements in the member countries could be appraised, particularly 
disparities arising from conventions on double taxation with certain non-member 
countries. 

Elimination of discriminatory turnover tax provisions 

34. At a meeting on 26 October 1962 the ad hoc working party of experts from the 
Commission and from the member countries once again examined possible cases of 
discrimination stemming from disparities between turnover taxes collected inside 
the country and when imports are made. 

This meeting revealed that a number of questions will have to be considered again 
in the near future, in particular taxation of solid and liquid fuels in the Netherlands. 
In addition, countries concerned are to submit to the Commission as soon as possible 
proposals for amendments to their legislation on specific points : for Belgium in 
respect of imports for government or public bodies and the taxation of imports of 
slaughtered animals and of meat and fats; for the Federal Republic of Germany 
with regard to taxation at the import stage of farm products for which counter
vailing charge rates are too high. The arrangements for imports into the Federal 
Republic of Germany carried out by the distributor using his own means of transport 
- imports which are in fact taxed twice because of the method of defining delivery 
used in Germany- were also examined at this meeting. The delegations from the 
various member countries feel that these arrangements should be tidied up. 

Harmonization of indirect taxes on capital movements 

35. The second meeting of the working party engaged on this task was held on 
26 and 27 November 1962 in Brussels, and a·number of criteria were agreed on for 
the harmonization of these taxes throughout the EEC. 

The aim must be to enable capital to move freely and to eliminate any tax discrimina
tion or double taxation arising from differing laws. The Commission's staff considers 
that where stamp duty is levied on capital subject to registration tax, it could be 
incorporated into the latter. -

As for the registration tax itself, the Commission's technical staff considers that it 
might be collected according to the following principles : 

( 1) See Bulletin No. 12-61, Chap. IV, sec. 25. 

1963 
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The country in which the tax is collected would be the one in which the company is 
domiciled. In principle all companies, whatever the nature of their operations, 
would be subject to the tax. Capital subscribed on the incorporation of a company 
or subsequently would be liable to tax, as would both company mergers and reserves 
capitalized. 

- ' 

The tax basis would be net subscriptions, it being understood that a conveyancing 
tax could be levied on land or buildings by the country in which they were situated. 

These criteria will be further examined at another meeting of the Working Party 
which is likely to be held early in 1963. 

The Fiscal and Financial Committee winds up its work 

36. The Fiscal and Financial Committee consisting of leading specialists from the 
six countries under the chairmanship of Professor Neumark, was set up by the Com-

. mission at its meeting of 5 April 1960 to study the_ impact of differences in taxation 
systems on the integration process. It finished its work recently and reported back 
to the Commission. 

The Commission will shortly publish the report as a brochure in the four Community 
languages. It will be obtainable from the Community's agents or the central sales 
office of the publ~shing services of the European Communities. 

The report outlines the general principles which the Committee considers should 
govern the tax harmonization generally agreed to be indispensable. The Committee 
also recommends a number of reforms which are summarized below (1) : 

The same type of general tax on all income combined should be introduced in all the 
Member States; the structure of tax scales would be the same even if the actual rates 
were different. 

Company tax should be uniform in type and rate in all the EEC countries and 
undistributed profits taxed more heavily than distributed. The rate applicable to 
undistributed profits should be roughly equal to the maximum income tax rate 
(about 50%). Distributed profits should be taxed at about half this rate, with a 
minimum of 15%. 

Dividends and interest of all kinds should be taxed at source. In the case of the 
former this would really be no more than a sort of advance payment of the income 
tax due by a shareholder in his capacity as a private person. The tax on dividends 
distributed to EEC residents owning nominal or bearer shares and, in the latter case, 
disclosing their identity would be from 10% to 20 %, and would not necessarily be 
the same in all Member States; a uniform rate of at least 25% should be applied to 
dividends distributed to other persons. 

Special regulations should be issued for dividends accruing to companies, so as to 
prevent double taxation unwarranted from the economic point of view. 

To supplement income tax, a general net value tax based on uniform principles, 
should be charged. Only the personal fortune of individuals should be taxed in this 
way, and the rate should be modest. 

The structure, and possibly also the levels, of death duties should be harmonized. 
At present these are levied at different rates and according to more or less different 
principles in the six countries. 

The following is proposed with regard to turnover tax : any existing cumulative 
gross turnover taxes levied at all stages should be abolished; a tax on added value 
with deductions corresponding to the taxes paid on previous purchases should be 
levied as a basic tax in an the Member States at all stages save the retail stage. Both 
the structure (particularly with regard to exemptions) and the rate of this tax should 
be uniform. It would be supplemented by a tax on retail trade~ which could differ 
from country to country. When all these reforms have been completed, fiscal frontiers 
will have to be abolished in respect of turnover taxes. 

As for special consumer taxes (excise duties), three groups should be distinguished : 

(1) Prepared by M. Neumark. 
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a) Certain consumer taxes in the strict sense of the term, which do not exist in all the 
Member States and whose effect on the budget is very limited, should be abolished. 

b) Taxes which do not come under a) and which are genuine consumer taxes will, 
for the time being, continue to be levied by the various Member States on different 
terms and at different rates. Tax frontiers and the present system for refunding taxes 
and levying countervailing charges will be maintained for such imposts as long as the 
abolition of these frontiers is not thought desirable or necessary. 

c) For taxes on goods which can be used either for consumption or as means of pro
duction, one of the folJowing solutions could be applied when the turnover tax has 
been reformed : 
i) They could be embodied in the new added value tax. 
ii) They could be deducted from this added value tax. 

Such taxes on capital movements as are an obstacle to the free movement of capital 
will have to be eliminated : where they are considered useful for other than fiscal 
reasons they could be replaced by dues, in the strict sense, at moderate rates. If it 
proved impossible to abolish certain types of tax on capital movements, an effort 
should be made to unify them. 

With regard to the motor vehicle tax, it will probably not be possible to avoid an 
alignment of the actual tax burden, which differs considerably at present in the 
different countries, even if complete unification is not an overriding necessity. For 
the tax on mineral oils, the Fiscal and Finance Committee has not been able to make 
detailed proposals, since the nature and the rate of this tax will depend to a great 
extent on the general energy policy chosen for the Community. The same is true to 
some extent of transportation taxes, for which the Committee considers harmoni
zation measures absolutely necessary for reasons given in detail in the report. 

Existing double taxation conventions will have to be amended to conform with the 
OECD standard convention. Subsequently the aim should be a multilateral con
vention in this field. At the final stage, it will be appropriate to introduce a collective 
arrangement for settling disputes amicably and common jurisdiction for double 
taxation cases. 

A number of supranational measures of financial compensation are indispensable if 
only because the tax reform measures proposed will have an uneven, and to some 
extent divergent, impact on the budgets of Member States. Apart from this, it is 
proposed to set up a fund reserved for the Community as such which will be main-

tained, after the completion of the customs union, by reven~e from the common 
customs tariff and possibly from other sources. 

The measures of tax harmonization proposed are only part- albeit a very important 
part- of a financial policy to meet the requirements of a genuine common market. 
In addition to these measures, some co-ordination and harmonization of the funda
mental principles guiding the Member States' financial poljcies will be necessary. For 
this purpose an agreement will have to be reached on the main economic and social 
objectives the Community intends to pursue and on how far the attainment of these 
objectives can be fostered through certain financial measures and institutions. 

BULL. EC 2-1963-

BULL. EC 3-1963 

Fiscal problems 

Harmonization of turnover taxes 

25. In January the draft directive on harmonization of turnover taxes was 
discussed for the first time in the European Parliament's Internal Market Com
mittee, which appointed M. Deringer as rapporteur. 
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Elimination of discriminatory provisions in indirect 
taxation 

26. The experts from the Commission and the Member States have continued 
their .w~rk on elimin~ting provisions discriminating between home products 
and smillar products Imported - in respect of turnover and other indirect 
taxes. 

In. ~onnection with this work the Italian Government has advised the Com
mission that the discriminatory taxation provisions in Italy were withdrawn as 
from 1 January 1963. 

BULL. EC 4-1963 

Taxation 

19. Meeting in Brussels on 25 February, the Working Party on countervailing 
charges on imports and drawback on exports discussed the following matters 
relating to turnover taxes. 

a) Discrimination resulting from the rate of countervailing charges on imports 
of farm produce into Germany. The Fede.ral Government proposes to reduce 
the rate of these charges from 4 % to 2 % and 2.5 %. To enable the Working 
Party to assess the tax burden on these products the Federal Government sub
mitted calculations made by the Management Institute of the Agricultural Research 
Centre at Brunswick-Volkenrode. A general discussion on these calculations 
ensued. 

b) Instances of discrimination in the taxation of oil products in the Member 
States. The Working Party found that there were discriminatory aspects in Dutch 
legislation. No such discrimination of a strictly fiscal nature could be observed 
in the other countries. However, the Working Party considered that their legisla
tion might be re-examined in the general context of energy policy. 

c) Progress report on legislative or administrative measures taken by Member 
States to abolish discriminatory practices falling under Article 95, third paragraph, 
of the Treaty. 

d) Prior consultation of the Commission by the Belgian and Dutch Govern
ments under the decision of 21 June 1960 ·concerning the modification of counter
vailing charges on imports and drawback on exports of certain classes of products. 

BULL. EC 5-1963 

Taxation problems 

Meeting of Ministers of Finance 

28. On 25 an~ 26 March t~e C?m.munity Ministers of Finance met in Baden
Baden to exa!lune a dr~t directive for harmonizing Member States' laws on 
tu~?ve~ taxatlon_. In the bght of the comments and suggestions made, the Com
mts~t~n s staff will prepare further studies to assist the Ministers in reaching a 
deCISIOn. 

J 
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Application of Articles 95 and 97 of the Treaty 

29. Drawback of tax on exported goods and particularly of turnover tax where 
this is collected by the cumulative multistage method is a problem which the 
Commission has been studying in recent years and which has. once again been 
brought to the fore in connection with the plans now being discussed in Federal 
Germany regarding countervailing charges on imports. 

In accordance with the Commission's directive of 30 July 1962 ('), the Bundestag 
has passed a law cutting the countervailing charge on worsteds from 4 % to 1 %. 
The Bundestag has also decided to lower the countervailing charges from 4 % to 
2.5 % or 2 % for certain farm products. However, reductions for certain pro-

ducts have been rejected by the Bundestag, and for these the Commission pro
poses to continue examination of the question in the light of the Treaty. 

On the other hand, the Bundestag has decided to increase the countervailing 
charge on imports of certain products - mainly of the textile, leather, paper 
and steel industries - from 4 % to 6 % or, where appropriate, from 6 .% to 
8 % . In accordance with the decision taken in the Council on 21 June 1960, 
the Commission and the other member countries will be consulted before these 
adjustments are promulgated. The Commission had drawn the Federal Govern
ment's attention to the need for such consultation. 

Abolition of discrimination in turnover taxation 

30. In pursuance of Article 95(3) of the Treaty, Belgium and Italy have in 
recent months abolished certain discriminatory practices noted by the Commis
sion in conjunction with Government experts or have tabled legislation to this 
effect. 

(1) See official gazette of the European Communities, No. 83, 20 September 1962. 

BULL. EC 6-1963 

Tax problems 

Harmonization of direct taxes 

23. On 1 and 2 April, Working Party No. 4 of the Fiscal Problems Directorate 
completed its work of comparing regulations on depreciation, on appreciation 
of assets, on the valuation of stocks and the carrying forward of losses. 

The Commission's staff is to elaborate the preliminary draft of a report from 
the Working Party in which the various measures considered will be analyzed 
and those which are neutral in their effects will be distinguished from those 
which are not quite neutral and which for this reason are liable to exert an 
influence on the proper functioning of the common market. It was also agreed 
to stress the provisional nature of the report's conclusions : it will not be possible 
to reach final conclusions till all the taxes payable by firms and companies have 
been reviewed. 

Jbe draft report will be submitted to the Working Party before transmission to 
Government tax authorities. 

Federal Republic's Turnover Equalization Tax 

24. On 19 April the staff of the Commission had a preliminary discussion with 
representatives from the Member States concerning the Turnover Equalization 
Tax in the German Federal Republic. The Federal Parliament had on 15 March 
approved increases in the rate of tax. 
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The meeting was attended by representatives from the High Authority of ECSC, 
and dealt with two main points : 

a) The compatibility of the increases with the decision taken on 21 June 1960 
hy the representatives of the Governments of Member States, meeting in the 
Council. This decision laid down the principle that countervai1ing charges and 
drawbacks could be changed only for technical reasons, and not in pursuance 
of economic, monetary or commercial policy; 

b) The question whether the increases might not lead to distortions of . 
competition. 

Discussion of these points was to be resumed on 10 May, though the main item 
on the agenda will be an examination of the various rates of Turnover Equaliza
tion Tax and their compatibility with the principles of Articles 95 and 97. This 
will be done on the basis of figures which the Federal Government will by then 
have submitted in support of its case. _ Reductions in the rate of Turnover 
Equalization Tax on certain farm products - approved at the same time by 
the Bundestag - will also be considered. 

BULL. EC 7-1963 

Taxation problems 

Harmonization of direct taxes 

28. Working Party No. V of the Directorate for tax problems is studying certain 
fiscal problems arising from investments by non-member countries _in the Com
munity (1). On 20 May it examined -papers submitted by the Commission's staff 
which discussed, inter alia, the effects of conventions between Community coun
tries and certain non-member countries designed to eliminate double taxation. 
The Working Party decided to add examples expressed in figures, with an inven
tory of individual cases noted by the authorities of how profits were attributed 
to companies with international links. 

I tali an Law No. 103 

29. Examination has continued of the problem raised by flat-rate drawbacks puid 
to Italian exporters of certain mechanical engineering products under Law No. 103. 

The Commission has formed the opinion that the method for computing the 
incidence of indirect taxes on products of the Italian mechanical engineering 
industry as described by the I tali an Government is not compatible with Article 96 
of the Treaty. Noting that the principles on which this method is based have 
also been used to determine the tax component of the drawbacks granted under 
Law No. I 03. the Commission has decided to initiate the procedure provided 
for in Article 169 against the Italian Government alleging infringement of 
Article ()6. 

Since under the terms of Law No. 103 flat-rate drawbacks on exports arc allowed 
only for the Italian mechanical engineering industry, and since these drawbacks 
disturb competitive conditions in the Common Market and therefore cause 
distortions in the meaning of Article 101 of the Treaty, the Commission has 
decided also to take action as provided for in that. Article. 

Modification of turnover equalization tax in the Federal Republic of Germany 

30. As a result of steps taken by the Commission the Bundestag on 15 March 
1963 lowered the equalization tax from 4 % to 1 % for worsteds and from 

( 1) Sec Uullctin 1-63. sec. 35. 
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4 % to 2 Y2 or 2 % for numerous agricultural products. The 4 % rate 
remains unchanged for certain important tariff headings (cattle, pigs and dairy 
produce). 

At the same time the Bundestag increased from 4 % to 6 % or from 6 % to 
B % the turnover equalization tax on a considerable number of products of 
the leather, paper, textiles and steel industries. All these modifications came 
into force on 1 June 1963. 

Some of the considerations underlying these increases were discussed in accordance 
with the consultation procedure between the appropriate offices of the Commis~ 
sion and experts from the Member States (see Bulletin No. 6, sec. 24). 

Prior consultation. - It was agreed that under the decision of 21 June 1960 the 
Governments are obliged to consult the Commission and the other Member 
States before changing their equalization taxes, even if the initiative for such 
changes in tax legislation comes from their Parliaments. 

Reasons for the increases. - Gonside'ration was given to the question whether the 
increases had been made for technical reasons. The Commission formed the 
opinion that there were good grounds to assume technical reasons in the cases 
where changes in equalization taxes resulted from changes in domestic taxation 
or from changes in the conditions under which goods were produced whereby 
a modification had been brought about in the tax burden on domestic products. 
According to another view all changes can be regarded as technical which are 
intended to balance taxes on domestic and imported goods. 

Economic effects. - There was some discussion on the question whether these 
tax increases could lead to distortions of competition in the sectors concerned. 
It was pointed out that similar structural difficulties existed in the same industrial 
sectors in the other Member States. However, a close study will be needed 
before any conclusion can be reached, in particular as regards the applicability 
of Article 101. 

At 'the second consultation meeting on 10 May the main subject studied was 
whether these measures arc compatible with Articles 95 and 97 of the Treaty. 
The Member States and the Commission raised a number of objections to the 
method of calculation and to some of the individual calculations submitted by the 
Federal Government. Not all these points could be settled, and a further meeting 
was called for the beginning of June. 

In a letter dated 30 May the Commission informed the Government of the Federal 
Republic that with regard to the disputed term " technical considerations " it 
considered there were strong arguments for the interpretation according to which 
changes in equalization taxes were permissible only if they resulted from changes 
in domestic tax rates or in the conditions under which goods were produced. 

Pending further studies the Commission reserved its position on the question 
whether, because of their economic effects, the increases were ·compatible with 
the provisions of the Treaty. 

The Council also discussed these matters at its session of 30 and 31 May, after 
the French Government had requested that its memorandum on the increases 
of German turnover equalization tax be placed on the agenda. The Council 
took note of the Commission's lette.r to the Federal Government and decided to 
consider at one of its coming meetings in what way the decision of 21 June 1960 
should be interpreted. 

BULL. EC 8-1963 

Taxation 

Harmonization of turnover taxes 

29. An " ad hoc " panel attached to the working party on the harmonization 
of turnover taxes has been set up to work out the basic principles for a common 
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system of added value taxation that will· meet the requirements of the draft 
.directive on the harmonization of turnover taxes in the Community. 

This panel of Commission representatives and government tax experts met for the 
first time in Brussels on 13 - 14 May. They examined closely some of the 
basic principles proposed and studied the definition of " added value tax ", 
" transactions liable to tax ", " goods " ~d " deliveries ". A Community stand
point was worked out on these points and on the question of how deductions 
will be made under the common system ("tax from tax" deduction). 

At the second meeting, held on 24 and 25 June, the panel considered the· definition 
of " persons liable to tax ". A discussion pook place of the problems which would 
arise if farmers and farm workers were brought within the scope of the Com
·munity turnover tax. The panel will endeavour to reach agreement on this 
important question as well. 

BULL.EC 9/10-1963 

Taxation problems 

The Standing Committee of heads of revenue departments, which was set up 
<>n the initiative of the Finance Ministers, met for the first time on 16 July 1963 
in Brussels under the chairmanship of M. von der Groeben, member of the 
Commission and President of the Competition Group. The Committee discussed 
problems connected with the directive on the harmonization of turnover taxes now 
before the Council. The Committee instructed the ad !toe panel attached to the 
Working Party on the harmonization of turnover taxes (1) to study and work 
out in coming months the details of the common added-value tax system planned. 
Attention will be paid to budgetary and business repercussions and the impact 
on soci~ policy of such a new system. 
International double taxation, methods of collection and supervision and special 
consumption taxes were also discussed. The Committee decided that the work, 
·now well advanced, on taxes on capital movements should be speeded up and 
if possible completed by the end of 1963. In association with the relevant govern
ment departments, the Commission's staff will ·prepare material to enable the 
COmmittee at its next meeting to decide on priorities and draw up a programme 
of work. ' 

Modification of the Federal Republic's turnover equalization tax 

32. Multilateral consultation on the compatibility of increases in the Federal 
Republic of Germany's turnover equalization_ tax with Articles 95 et seq. con
tinued in Brussels on 4 and 5 July. At this, the third of such meetings, the 
Commission's experts and the Member States' representatives found that, b'roadly 
speaking, the increases were in fact compatible with the Treaty in so far as the 
increased rates had been fixed so that they sti11 fell below the effective burden, 
.as calculated by the Federal Republic, borne by the various products. The 
examination of the other rates will be continued at a later date on the basis 
of further calculations to be submitted by the Federal Government. Consideration 
of the economic or other reasons which have Jed the Federal Republic to increase 
the rates was also resumed on the basis of a decision of 21 June 1960 taken by 
the mcmhcr countries' representatives meeting in the Council. 

The Commission's staff has prepared a memorandum on the interpretation of 
this decision which has been submitted to the Council and will be studied at one 
of its forthcoming meetings. 

(1) See Bulletin No. 8-63, Chap. III, sec. 29. 
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Harmonization of turnover taxes 

33. On 5 November I 962 the Commission laid before the Council a proposal 
for a directive on the harmonization of turnover taxes (1

). In accordance with 
Article 1 00 of the Treaty, the Council referred the proposal to the European 
Parliament and the Economic and Social Committee. 

The Parliament will examine the draft on the basis of the Internal Market 
Committee's report (Rapporteur, M. Arved Deringer). This Committee, which 
has competence as regards the substance of the directive, itself consulted the 
Parliament's Economic and Financial Committee and its Social Committee. 

The Internal Market Committee's report proposes that the draft be approved 
subject to certain amendments, the most important of which are as follows : 

a) "The Member States shall introduce not. later than 31 December 1967" 
(instead of 31 December 1969) " a common system of added-value taxation 
embracing all stages up to and including wholesale trade ". (The Committee feels 
that the two stages proposed in Article 1 of the draft for transition to the 
common system arc not needed.); 
b) " The structure and implementing procedure of the common system of added
value taxation shall be agreed by the Council not later than 31 December 1964, 
on a proposal of the Commission"; 
c) "Before the end of 1967, the Commission shall submit to the Council pro
posals on the way in which, and within what period, the harmonization of turn
over taxation must attain its final objective, namely elimination of taxation fron
tiers and the absolute neutrality of taxation in respect of the origin of goods and 
services. The Council shail take a decision on these proposals before the end 
of the transition period. In its proposals the Commission must take into account 
not only the relationships, varying as they do from Member States to Member 
State, between direct and indirect taxes, and the impact of any change in taxation 
systems on budgetary and fiscal policies, but also the influence of taxation systems 
in general on competitive and social situations in the Community ". 

On 2 July the Economic and Social Committee rendered an opinion on the draft, 
containing the following main points : 
a) It endorsed the proposal to abolish the present multistage cumulative taxes 
and to replace them by a Community added-value tax system; 
b) It adopted no definite standpoint on the way in which this tax should be 
collected, that is to say on whether the tax should be paid fractionally or not; 
c) The Community system should be settled as quickly as possible and should 
be brought into force not later than the end of the transition period (31 Decem
ber 1969); 
d) The Committee feels that the first paragraph of Article 1 should be amended 
so that the single-stage tax which is to be substituted for the present cumulative 
multistage taxes should be ~ased on the proposed Community added-value tax, 
so as to avoid the adaptation measures chosen by the Member States conflicting 
on essential points with the Community system; 
e) Lastly, the Committee takes the view that Article 4 of the directive should 
give priority in the immediate future to the problem of eliminating physical 
controls at frontiers, without prejudice to the elimination of countervailing charges· 
on imports and drawbacks on exports in trade between Member States. 

Discussion of the directive will begin shortly in the Council, and a resolution 
adopted by the German Bundestag on 24 April and transmitted to the Commission 
is of interest : 

" 1. The Bundestag has taken note of the draft, prepared by the EEC Commis
sion, of a directive to be adopted by the Council of the European Economic 
Community on the harmonization of Member States' legislation on turnover 
taxation. 

(1) See Bulletin No. 12-62, Chap. V, sec. 27. 
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b) That there be published before 30 June 1964 a document explaining the 
main features ami scope of the future common added-value taxation system. 

The change should be made in a single operation, since a series of changes would 
be injurious to the economy and to administration and would also bring with it 
the danger that even wider disparities might develop between the taxation systems 
in force in the Member States. 

4. The Bundestag calls on the Federal Government to facilitate the implementa
tion o~· the EEC Commission's proposals having due regard to the amendments 
proposed in paragraph 3. 

The Bundestag strongly urges aU the committees and institutions of the European 
Economic Community to take energetic steps to eliminate any obstacles to the 
creation of an economic union having the features of a domestic market. " 

A similar resolution was adopted by the Bundesrat (Upper House). 

An ad hoc panel, comprising tax experts of the Commission and of the Member 
States, which is attached to Working Party No. 1 on the harmonization of turn
over taxes (see Bulletin No. 8-63), met in Brussels on 9-10 July 1963. The 
panel, which is working out the basic principles of a common system of added
value taxation, discussed definitions of several elements in this form of taxation . 

. The next meeting of. the panel is scheduled for O~tober. 

BULL .EC 11-1963 

BULL.EC 12-1963 

Taxation problems 

Modifcation of turnover equalization tax and export 
refunds in the Federal Re_public of Germany 

25. At a meeting of Government expcrlc; in Brussels on 30 September and 1 
October 1963 the consultation concerning increases in turnover cquali7.ation taxes 
in the Federal German Republic was in its essentials concluded (1). 

The Government experts fr:om the Member States also studied the increases w.hich 
the Federal Republic intends to introduce. in. rates of export. refunds. The ~al
culations submitted by the Federal Republic m accordance wtth the consultatiOn 
procedure were fully discussed and a second meeting on these measures is planned 
for early November 1963. . 

( 1) See Bulletin 7-63, Chap. IV. sec. 30 and 9/10-63, Chap. IV. sec. 32. 

Harmonization of direct taxes 

~6. Working Pa:ty No. IV of the Fiscal Problems· Directorate which was 
mstructed to examme bases of assessment for direct (1) taxes devoted ·t ti 
o.f 8, October 196.3 to the ex~ination of a draft report prepared by th~ 5c~~em~~ 
s1on s staff. At 1ts next meetmg the Working Party will r· 1· th. t · · th . rna .LZe ts report and 
ransm~t tt to e Standmg Committee of heads of National Revenue Departme t 

for thetr approva~. . . n s 

(
1

) See Bulletin No l-63, Chap. IV, sec. 33 and Bulletin No. 6-63, Chap. III, sec. 23. 
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Harmonization of turnover tax 

27. At its plenary session of 17 O.ctobcr 1963 the European Parliament passed 
a resolution embodying its formal opinion, drafted by the Internal Market Com
mittee, on the turnover tax directive (2). Before the vote M. von der Groeben, 
a member of the Commission, stressed the importance which the Commission 
attached to the abolition of tax frontiers between . the Member States (:1). On a 
proposal from M. Dichgans (Germany, Christian Democrat) mention was made in 
the preamble that the Parliament hoped to see tax controls at internal frontiers 
disappear at the same time as customs frontiers. 

28. The ad hoc Working Party of tax experts from the Member States and 
Commission officials, which is working out the principles and details of a common 
system of added value tax (4), held a further meeting on 15 and 16 October 1963. 
The Working Party will transmit a progress report to the Standing Committee 
of heads of Revenue Departments. 

(2) The most important proposals concerning amendments to the EEC Commission's draft 
directive have already been given in Bulletin 9/ I 0-63. Chap. IV, sec. 33. 
(3) Extracts from M.. von der Groeben's remarks are published in the editorial to this 
Bulletin. 
(4) See note (1) above. 
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BULL. EC 1-1964 

Taxation 

Standing Committee of heads of revenue departments 

47. This Committee met again in Brussels on 29 .ocro?er 19f63, when it was 
chiefly concerned with preparing the. ground for dtscussw~ o the turn<;>ver-t~x 
directive in the Council. It was deCided to set up a worktng party on ftnanc!al 
statistics. The Commission also informed the Committee of the prog_ress of studtes 
relating to taxes on capital movements, direct taxes borne by compames and double 
taxation among the member countries. 

There was another meeting of the Standing Committee in Brussels on 22 November, 
when discussion centred on various aspects of the common added-value tax proposed 

by the Commission in its draft directive on the harmonization of turnover taxes. 
k. " s Before the Committee was a report by the competent wor mg party on ~orne 

important problems relating to the structure and implementation of a common 
system of a<..kled-value tax". There was detailed discussion of the problem~_ arising 
from the definition of the concept and nature of an added-value tax and its field 
of application, from the various possible tax-on-tax deduction methods (particularly 
with respect to the tax burden on investment goods), from . tax exemptions and 
differentials and from the taxation of services, agriculture and very small businesses. 
The results of the discussion will be embodied in a reporr to member Governments 
and dealt with at the next meeting of Finance Ministers in the middle of January 
1964. 

Taxation of tobacco products 

On 13 November 1963 there was a meeting of Government experts in Brussels, 
;tt whirh tlw LIX:\1 ion of tobacco products was discussed. After commenting on 
thl' disnimin.11ion within dw nwaning of Anide 9') of the Treaty that can occur 
under certain tax procedures currently applied, the meeting had a broad exchange 
of views on the harmonization of the consumer taxes on these products. 

More concrete proposals on this question will be discussed at another meeting. 

1964 
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BULL.EC 2-1964 

Taxation problems 

Modification of turnover equalization tax and 
refunds in the Federal Republic of Germany 

export 

26. At the end of multilateral consultations which, because of the sco-pe of the 
modifications -and divergent interpretations of certain essential principles, lasted several 
months C), the Commission transmitted to the Federal Government in December 1963 
its opinion concerning changes in the rates of turnover tax and in the rates of export 
refunds in the Federal Republic of Germany. It informed the Federal Government 
that, apart from certain products the examination of which was not yet completed, it 
had found nothing in the course of consultations on the new rates of turnover tax and 
export refunds to indicate that they did not comply with Articles 95 to 97, though 
there were some reservations as to the method used for computing them. 

The Commission also examined from the angle of Articles 101 and 102 the measures 
taken by the Federal. Republic of Germany to increase the turnover equalization tax 
and the measures contemplated for an increase in export refunds. 

As to the increase of turnover equalization taxes, the Commission has deemed it 
desirable, before deciding whether the procedure of Article 101 should be applied, to 
request the Federal Government and the other Governments to submit their comments. 

With respect to the changes contemplated in the rate of refunds, the Commission has 
drawn the Federal Government's attention to the faa that Article 102(1) lays upon it 
an obligation to consult the Commission, since these measures, in the Commission's view, 
appear liable to cause distortions. 

Under the 1960 Agreement the Commission also takes the view that the measures are 
inadequately motivated and has therefore asked the Government to reconsider those 
which have not yet been put into effect. 

Italian Law No. 103 

27. In June 1963 the Commission initiated the procedure of Article 169 against the 
Italian Republic, alleging that Law No. 103 constituted an infringement of Article 96 
of the Treaty (2). 

In September 1963, the Italian Government informed the Commission that in view of 
the disequilibrium of the Italian trade balance it intended to adopt new measures to 
replace Law No. 103, which was to expire on 31 December 1963. At the same time 
it requested the suspension of the procedure opened under Article 169. 

The conversations which had in the meantime been held between the Italian 
Government and the Commission had not yielded satisfactory results, and the 
Commission therefore decided in December 1963 to continue the procedure opened 
against the Italian Republic under Article 169. 

Apart from this procedure the Commission also drew the attention of the Italian 
Government to its obligations under Article 102 of the Treaty in respect of the 
measures which may be taken to supersede Law No. 103. 

(1) See Bulletin Nos. 5-63, Chap. II, sec. 29; 6-63, Chap. II, sec. 24; 7-63, Chap. IV, sec. 30; 
9/10-63, Chap. IV, sec. 32; 12-63, Chap. Ill, sec. 25 and 1-64, Chap. IV, sees. 47 and 48. 
( 2 ) See Bulletin No. 7-63, Chap. IV, sec. 29. . 

BULL.EC 3-1964 

BULL.EC 4-1964 

Taxation problems 

Scandin.~ Committee of heads of revenue departments 
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28. Ar irs meeting of 20 February 1964 the Committee discussed the amendments 
proposed by the Finance Ministers, at their meeting in Rome on 9-10 February 1964, 
to the Commission's draft directive on the harmonization of turnover taxes. In 
accordan~e with these proposals and those of the European Parliament and the Economic 
and Social Committee, the two stages of harmonization previously planned were co be 
combined in one. 

The Standing Committee discussed the principles of a common added-value t~ which 
were to be submitted to the Council with the amended draft directive. It also 
established the broad lines for further work in the sphere of direct ra.xes and double 
taxation among the member countries. Finally it discussed the Commission's studies 
on the taxation of means of transport and transport services. 

New Italian measures to replace Law No. 103 

29. On 28 January 1964 the Commission informed the Italian Government by letter 
that the new Bill which had been communicated to the Commission and which would 
grant drawbacks of internal taxes on exports of the mechanical engineering industry, 
was essentially an extension of Law No. 103 and therefore incompatible with the 

obligations of Article 96 of the Treaty. The Commission therefore asked the Italian 
Government to withdraw the Bill or, at least, to rake the necessary measures to prevent 
rhe granting of drawbacks until the Court of Jllc;tice had given a decision on irs 
compatibility with the Treaty (1

). 

The Italian Government replied to the letter stating that it could nor accept the 
Commission's view. It proposed, however, gmdually to reduce the drawbacks provided 
for in the Bill. 

The Commission once more informed the Italian Government, in answer to this 
proposal, that it could nor give its assent, since such drawbacks were incompatible with 
che provisions of Article 96 of the Treacy, but that it was ready co consider, as in the 
past, any other possibility offered by the Treaty. 

Harmonization of taxes on capital movements 

30 Working Party No. VI on indirect taxes on capital movements met in Brussels on 
27-28 January and examined a draft directive on the harmonization of these taxes. 
The directive would abolish stamp duty in the Member Stares on owner's and loan 
Cclpital and harmonize company taxe {droit d'apport). A draft amended in the light 
of -the various delegation's commenrs will shortly be submitted to the Standing 
Committee of heads of revenue departments. 

Harmonization of taxes on Insurance contracts 

31. On 31 January 1964 Working Party No. VII on taxes on insurance contracts met 
in Brussels to examine certain points in a proposed arrangement co avoid, in the sphere 
of taxes on insurance contracts, distortion and double taxation, which may arise in 
insurance through the introduction of freedom to supply services. The solution 
consists in harmonizing the rules on territorial divisions and on taxable contracts and 
the basis of assessment. A draft directive will be submitted in the next few months 
to the Standing Committee of heads· of revenue departments. 

32. On 30 January Working Parry No. Von inrernational taxation matters examined 
the terms of reference for irs future work. 

Rules applicable to undertakings 

Proposal for a regulation concerning exemption by 
classes 

)). The Commission proposed to the Council that 1t Issue a regulation empowering 
the Commission to absolve from the ban of Article 85(1) of the Treaty certain classes 
of a_grcemenrs between undertakings, decisions by associations of undertakings or 

(I) See Bulletin 2-64, Chap. V, sec. 27. 
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concerted practices. Exc:mpt.ion would be allowed by a Commission regulation and 
would apply from the time the regulation came into force. It would be for the firms 
concerned to ascertain whether their a.~recments were affected. The Commission 
would no longer need to take a large number of separate decisions. Moreover, many 

firms would adjust their agreements co the standard conditions laid down in the 
Commission's regulation or would draw up new agreements on this model. In this 
way the Commission would be relieved of a considerable amount of administrative work 
and firms would obtain prompt decisions. Until such time as the Council has issued the 
proposed regulation, the existing procedure remains unchanged. 

BULL. EC 5-1964 

BULL. EC 6-1964 

Taxation questions 

Harmonization of turnover taxes 

37. The Ministers of Finance of the Member States, meeting on 2-3 April 1964 in 
Luxembourg, discussed among other things the problem of harmonizing turnover taxes. 
They expressed their determination to press forward the harmonization of turnover tax 
systems. The discussion bore mainly on the draft prepared by the Commission's staff 
of a directive amended in the light of the comments made by the bodies consulted and 
the progress made during the studies. The main lines and the implementing proce
dures for a common added-value tax system, as proposed by the Commission, are given 
in the annex to this directive (see also Bulletin 1-64, Otapter IV, section 47). The· 
Commission will now proceed with the final drafting of the amended directive, which 
it will submit in the near future to the Council. 

International taxation questions 

38. Working P~rty No. V on international tax questions met on 9-10 April. It 
considered the question of how far the provisions of the OECD Standard Convention 
for the avoidance of double taxation with respect to direct taxes could be embodied in a 
mnlrilateral convention planned by the EEC Member States. The Working Party 
is unanimotts that the new convention must depart from the provisions of rhe Standard 
Convention as little as possible, for the sake of good relations with the other OECD 
countries and with other non-member countries. It is only where economic and 
fiscal alignment in the Member States is such as ro allow of major simplifications char 
any departure from the text of the Standard Convention can be envisaged. 

The Working Party studied first of all the provisions on "Personal scope", "Taxes 
covered", "General definitions" and "Fiscal domicile". 

BULL. EC 7-1964 

Tax problems 

Standing Committee of heads of revenue departments 

.1H. The Standing C<~mmittcc of ·heads of revenue dcpartmcnrs met in llrusscls at the 
end of May, after an Interval of three months, under the chairmanship of M. von der 
Groc:bcn. a member of the EEC Commission. 

The first p~inr or:t the agenda was harmonization of turnover taxes in the Common 
Markee.. ~~ollowmg the favourable reception given ro the Commission's amended 
draft dtrecttvc on turnover. taxes by t~e Minist~rs of _Finance at their meeting in 
L~x.embourg on 2 and 3 Aprtl, the Stan_dmg Commtttee dtscussed in detail the problems 
anstng from a change of the system m five of the six Member States, especially in 
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connection with the ultimate object of the harmonization of turnover taxes, which is the 
abolition of tax frontiers. The point was raised that the far-reaching alignment of 
rates of turnover tax and exemptions which would inevitably ensue from such abolition 
would prod ucc a state of affairs the consequences of which for national budgets and 
fiscal systems would call for very careful scudy. In order co carry our rhis study as 
quickly as possible the Standing Committee sec up an ad hoc Working Party co 
examine the effects of abolishing tax front~ers on the proportion of direct to indirect 
to.lXes, budgets and taxation systems in the Member Scares, the terms of competition 
and social conditions in the Community. 

The Standing Committee then took note of the interim results of Working Party IV on 
harmonization of direct taxation, which has completed the first part of its study of the 
bases for assessment of corporation taxes and proposed that the detailed, descriptive part 
of this Working Parry's first report should be published. 

After a brief exchange of views regarding continuation of the work on company profits 
tax, the Committee discussed the harmonization of capital transaction taxes and 
insurance taxes, for which the Commission is shortly to submit draft directives. 

BULL. EC 8-1964 

Taxation 

Tax on added value 

Amended proposal for a Council directive 

30. On 12 June the Commission submitted to the Council an amended proposal for 
a directive on the harmonization of Member States' legislation on turnover taxes (1). 
The initial proposal was sene to the Council on 5 November 1962. The amend
ments take into account recommendations made by the Parliament and the Economic 
and Social Committee and progress made in studies on the subject carried out with 
government tax: experts. The most important amendments relate to the following 
points: 

a) The common added-value tax system is to be introduced not in rwo phases but 
in a single operation, and the appropriate laws must be promulgated by the Member 
States before 1 January 1968 to enter into force at the end of the transitional period. 

The Commission for its part will submit to the Council before the end of 1968 
proposals showing how and when the final objective of the harmonization of turnover 
taxes is to be reached: the abolition of import charges and export refunds in trade 
among the Member States, w.hile guaranteeing in the meantime the neutrality of 
such charge as regards the origin of goods and services. 

b) The time-limit for submitting a second directive on the structure and implemen
tation derails of the common added value system has been brought forward to 
1 April 1965. 

\ 
c) Some of the major characteristics of the system have been clarified: 

i) The tax on added value will be in the nature of a general tax on consumption 
exactly proportionate to the price of goods and services; 

ii) It will be levied according to the system of "fractional payment"; 

iii) The value added will be determined by means of "rax-on-rax deductions". 

In order co stress that the scope of the added-value tax should be extended as widely 
as possible, the Commission worded Article 2 of the amended draft in such a way 
that taxation extends in principle up to the retail trading stage inclusively, though 
~his does not prevent the Member Scares from making it operative if need be only 
up to the wholesale stage inclusively, nor from providing certain facilities for small 
businesses. 

(1) See supplement to Bulletin 7-64. 
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Opinion addressed to the Member States 

31. The Commission also sent the Member States a formal opinion ( 1) informing 
them in broad outline of the structure of the common system and procedures for 
applying it so that they can decide on the draft directives laid before the Council 
with the full knowledge of the general principles involved. 

Harmonization of direct taxes 

32. Working Party No. IV, which deals with the basis of assessment for _direct raxes 
-particularly those on the profits of enterprises - held its 6th and 7th meetings in 
Brussels on 22 April and 8 June. 

After finalizing its report on the basis of asssesment for profit taxes, the Working 
Party adopted its new programme in conformity with the instructions given by the 
Standing Committee of Heads of Revenue Departments. The Working Party 
decided to study taxation of retained and distributed profits, the procedure for deduc
tions at sources of tax on distributed profits, procedure on parent companies and 
subsidiaries and investment companies, procedure relating to directors, capitalization 
of reserves and mergers. 

International taxation matters 

. 33. Working Party No. V met on 9 and 10 June to continue its examination of 
the OECD draft convention on double taxation on income and property with a view 
to the conclusion of a multilateral convention among the Six. 

To this end the Working Party adopted a first group of articles. on persons and 
taxes to be covered by the convention, general definitions, the concepts of fiscal 
domicile and permanent establishment, without any important amendments having 
to be made. 

In particular, as regards the application of the convention to any new taxes that may 
be introduced in the member countries, and as regards the settlement of conflicts 
between definitions in the convention and in national legislation, the possibility of 
including in the text the concept of a "Standing Committee of Heads of Revenue 
Departments" as a consultative and co-ordinating body was discussed. This proposal 
is now being studied. 

The Working Party also began to investigate the problem of "triangular" relations 
in the matter of industrial or commercial income. This is a completely new problem 

· that has never been examined in traditional bilateral conventions; it will therefore 
have to be studied in the context of multilateral relations in the light of fiscal 
domicile and of permanent establishment. · 

Changes in countervailing charges and drawbacks m the Netherlands and Belgium: 
Working Party No. II 

34. At a meeting of Working Party No. II held in Brussels on 15 and 16 June in 
the framework of the prior consultation procedure laid down by the decision of the 
Representatives of the Member States' Governments on 21 June 1960, Belgium and 
the Netherlands made proposals, with supporting reasons, for changing or abolishing 
certain countervailing charges and drawbacks and introducing others. The compati
bility of the proposals with the Treaty and with the above decision was discussed. 
The results of the examination were afterwards submitted to the Commission, 
which informed the Belgian and Dutch Governments of its decision on 1 July. 

The same meeting concluded the technical examination of measures recently taken 
in the same field by the Federal German Government in respect of worsted yarn, 
oil products and boats. 

e> See official gazette of the European Communities, No. 111, 13 July 1964. 
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Indirect taxation of insurance contracts 

35. Workin~ P~rty N~. VII met for the fourth time on 22 June. It will be 
~ec~lled that. us mstruc~wns .are. to cr~ate the conditions necessary in the field of 
mdtrect taxauon for the hberaltzatton of msurance services. 

Th~ Working Party. exam~ncd the d~aft directive comprising rules on territoriality 
whtch should make tt posstble to avmd double taxation in the field of indirect taxes 
affcccin~. insurance contracts and to reduce considerably the risk of distortion of 
co!Dpetm~:>n. The proposed rules will mean that the taxing country will be deter
mtned wtt~out referenc~ to t~e place where the contract is signed or to the place 
~here the tn~urer has hts busmess. Consequently, tax considerations will no longer 
tnfluence the msured parry in the choice of his insurer. 

BULL. EC 9-1964 -

BULL. EC 10-1964-

BULL. EC 11-1964 

Taxation questions _ 

Standing Committee of heads of revenue departments 

7. The Committee held its eleventh meeting in Brussels on 17 September 1964, 
under the chairmanship of M. von der Groeben, member of the EEC Commission. 

It approved a report concerning assessment of a common tax to be applied m the 
member countries if tax frontiers are abolished. The Committee proposed to the 
Commission that this report should be laid before the Council of Ministers. 

Its purpose is to give the Council a general picture of the foreseeable financial and 
budgetary repercussions of the application of a common added-value tax system. The 
implementing details for this system are now being examined by an "ad hoc" panel, 
whose task is to prepare the draft of a second directive which the Commission should 
be submitted to the Council before 1 April1965 (1). 

At the same meeting, the Standing Committee decided to set up a working party to 
"compare the differing tax burdens borne by certain economic sectors". 

Harmonization of indirect taxes on capital movements 

8. Working Party No. VI met in Brussels on 3 July 1964 and finalized a draft 
directive on the harmonization of indirect taxes on capital movements. After exam
ination by the Commission this draft will be laid before the Council before .the 
end of the year. 

(1) See Article 3 of the first directive on the harmonization of -Member States' legislation on 
turnover taxes, Bulletin No. 8-64, Chap. I, sees. 30 and 31. 

BULL. EC 12-1964 

Taxation 

International taxation 

j30ct~:~.Pany No. V ("International taxation") met in Brussels on 6 and 

!!x!.ti::~i~ts r::~t 0~ ~~tE~~~ moc;:I. c~~:~~~n for the avoidance of double 

at the 24-25 November meeting, exc~£t _for ~!~des ~on~=:~e d~hl:!d:, =:s~ 
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and royalties, which will be considered in more detail after the points uising in all 
the other articles of the convention have been examined. 

Harmonization of taxes on capital contributions 

14. At a m.:eting in Berlin (1), the EEC Mio.istets of Ftnanee studied a report on 
the harmonization of ta.us on capital contributions to limited companies. It also 
considered the Ha11stein Plan to speed up European CUStOms and economic uni011. 

Proceedings against Italy concerning Law No. 639 

15. On 9 October the Commission filed a suit in the Court of Justice cOncerning 
Italian Law No. 639 of 5 July _1964. · 

This law supersedes Law No: 103 (2) of 10 March 1955, relating. to standard-rate 
refunds on the exportation of engineering products. The new law, like its prede
cessor, provides that certain engineering products. shaJl qualify on exportation for a 
flat-rate refund of custOmS duties and internal indirect charges and taXes other than 
turnover tax. The list of items in question has 473 headings. 

For products· exported to EEC member countries, these refunds are to be gradually 
scaled down: . · 

i} By 60% from 1 January 1964 to 30 Jupe 1964; · 

ii) By 65% until 31 December 1964; 

iii) By 75% until31 December 1965; 

iv) By 80% from 1 January 1966 onwards. 

The Commission had already initiated procedure under Article 169 in respect of Law 
No.103 (8). 

(1) See also sec. 21. 
( 2) See Bu1l&n 4-64, <:;hap. m, sec. 29. 
(') Ibid., 2-64. Clap. V, sec. 27. 
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BULL. EC 1-1965 

Taxation 

Profit taxes. 

1 7. Working Party No. IV, which is studying profit taxes, met in Brussels on 
10 November 1964. 

It continued its examination of the structure and rates of company taxation, considering 
in particular the taxation of distributed profits and the problem of taxing at source 
the yield on capital. . · · · 

Methods were discussed of reducing the total taxation on dividends, either by applying 
two different rates of tax on company profits or by granting shareholders tax credits. 
The studies made by the Working Party will be summarized in a report to follow 
that on the basis of assessment, which is already complete. 

Harmonization of tax legislation (comparison of tax 
burdens) 

18. Working Party No. VIII (Comparison of tax burdens in the Member States), 
set up by d1e Standing Committee of heads of revenue departments at its meeting of 
17 September 1964, held its first meeting ?n 12 November 1964 in Brussels. 

It discussed various methods that might be used to bring out clearly disparities between 
the tax burdens borne by different branches of industry and commerce. 
The Working Party considered making a macro-economic comparison by economic 
sector and by "standard" enterprise. With respect to the standard enterprises, it 
was felt that a distinction should be made between the various legal forms of enterprise, 
and also by size and type (amount of capital, turnover and number of persons employed). 

A plan concerning methods to be used is t~ be submitted to the Working Party at its 
next meeting. It will be drawn up with the ~elp of specialists in the field. 

The Statistical Office of the European Communities will co-operate in preparatory work. 

Harmonization of turnover taxes 

19. The draft directive for the harmonization of turnover taxes; now before the 
Council, provides in Article 3 that the Commission should submit the draft of a · 
second directive by 1 April 1965, and a panel of experts from the national revenue 
departments and from the O>mmission has met several times for this purpose to work 
out the structure of a common added-value tax system and the relevant implementing 
procedures. · 

Good progress has been made in . this technical field on the basis of texts drawn up 
by the Commission. In particular. problems in defining the concepts of deliveries of 
goods, supplies of services, tax domicile and tax scales have ~een thoroughly examined. 

Several other meeting of this ad hoc panel will be held in on.ler to press forward 
the work undertaken and complete the examination of the documents presented. The 
. CommissioJ?- will then be in possession of the necessary background information for 
the second directive,· in the drafting of which the observations of the Member 
States will be bo:rne in mind. 

BULL .EC 2-1965 

1965 
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BULL .EC 3-1965 

Taxation 

Harmonization of turnover taxes 

12. At its meeting of 12-14 January, the panel of experts from the national revenue 
departments and from the Commission ( 2) again considered the draft of a second 
directive on implementing procedures for a common added-value tax system. 

The panel concluded its examination of the draft and attached .commentaries. Both 
parts of the directive, together with a report, will be laid before the Standing 
Committee of heads of national revenue departments, which will meet on 25 February 
1965 in Brussels to discuss the directive so that it can be submitted to the Council 
by the Commission before 1 April 1965. 

·International taxation matters 

13. Working Party No. V on international taxation questions, which is studying 
the possibility of concluding a multilateral double taxation convention between the 
six member countries in the field of direct taxes met again in Brussels on 25-26 Jan
uary 1965. 

Using the OECD's Standard Convention for the avoidance of double taxation as a 
basis, the Working Party contiimed its discussion of the various kinds of income for 
which rules could be worked out and incorporated in the convention. 

The mains items discussed were the taxation of dividends and interest. Referring 
to the principles in the Standard Convention, the Working Party considered whether 
the right of taxation should go to the State of source or the State of residence and 
examined the question of privileges to be accorded to holdings at international level. 

Abolition of tax frontiers 

At one of their regular meetings, held on 25 January 1965 in Antwerp, the Ministers 
of Finance of the member countries considered the section in "Initiative 1964" 
dealing with the elimination of tax frontiers in the Common Market. Most of the 
Min~ters took the view that the elimination of tax frontiers was a necessary objective 
if a true common market was to be created. The Netherlands delegation stated, how
ever, that they could adopt no firm position on this matter until the economic and 
social consequences could be assessed. 

(
1

) See Bulletin 1-65, Ch. IV, sec. 19. 

BULL.EC 4-1965 

BULL.EC 5-1965 

Taxation 

· 7, M e e t i n g s o f t h e S t a n d i n g C o m m i t t e e 
0 

f 
revenue departments heads of 

RllNRoniuliolz of ntise dnties: The Standing Committee of heads of revenue depart
ments met on 2 Fdxua·ry 1965 to consider the question of excise duties within the 

JE~· It ag~eed that the _Commission's staff, assisted by government experts, should 
. : •ne 

1 
the atms to be ach~eved by the harmonization of excise duties, and that these 

~'ns s lOUld then be_ examaned by Working Party No. III. The Standing Committee 

of
as haskedd tl~e Working Party to establish an order of priority tor the harmonization 
t~~~ . 
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8. Harmonization of turnover taxes: At its meeting in Brussels on 25 February 1965, 
the Standing Committee of heads of revenue departments gave its opinion on the 
draft of a second directive on implementing procedures for a common added-value 
tax system (1). The draft was submitted to the Council by the EEC Commission on 
14 April 1965, as stipulated in Article 3 of the draft first directive for the har
monization of turnover tax legislation. (2) 

Revision 
Belgium 

of 
and 

countervailing charges 
drawbacks on exports 

on imports into 

9. In accordance with the decision on prior consultation taken by the representatives 
of the member Governments in the Council of Ministers on 21 June 1960, the Belgian 
Government informed the Commission of the changes it proposes to make in its 
increases of transmission tax on imports and in drawbacks on exports. 

These modifications were examined by Working Party No. II at a meeting in 
Brussels on 18 March 1965. The Working Party considered whether the new Belgian 
measures were compatible with the decision of 21 June 1960 and with Articles 95-97 
and 102 of the Treaty. The discussion will be continued at a later meeting .. 

Ptrofit taxes 

10. Working Party No. IV, which is studying profit taxes, met in Brussels on 
24 :March 1965 to resume its examination of the taxation of distributed profits.· 
With a view to possible reduction of the total taxation on dividends, the Working 
Party made a detailed comparison of the system of dual rates with that of tax credits. 
A document has been prepared and will be incorporated in a more general report on 
company taxation. 

International taxation 

11. Working Party No. V ("International taxation"), meeting on 16 and 17 March 
1965, completed the first part of its study of the feasibility of a multilateral convention 
on the basis of the OECD's model convention for the avoidance of double taxation with 
respect to direct taxes. 

The experts reached complete agreement on a large number of special problems that 
will arise when the present bilateral agreements on double taxation with respect to 

( 1) Sec Bulletin 3-65, Ch. II, sec. 12. 
(2) See Supplement to this Bulletin. 

direct ta.-xcs arc replaced by a multi-lateral convention. Certain problems in this 
transition that the Working Party was not able to solve, or at least not completely, 
will be considered at the next meeting, which is to be held at the end of May 1965 
to prepare a report to the Standing Committee of heaJs of revenue departments. 

BULL .EC 6-1965 

BULL.EC 7-1965 

Taxation 

Indirect taxation 

6. Cormtertlui/;,Jg charge.r 011 imporl.r and drau'back.r on exporl.r. The working party 
responsible fo these matters met in Brussels on 3 May to continue its discussions on the 
changes made by Belgium in countervailing charges and drawback5' on exports. It 
considered whether or not these measures were compatible with Articles 95 to 97 of 
the Treaty. Before they can adopt a final position on the subject, appropriate depart-
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ment& m the Commission will need a certain amount of technical information to be 
supplied by the Belgian experts. Since the measures concerned had already been put 
into effect, the consultation provided for under Article 102 of the Treaty did not 
take place, so that this aspect of the question could not be dealt with at the above
mentioned meeting. 

A certain amount of economic information wa~ .nevertheless collected in order to make 
it easier for the departments concerned to discuss these measures later in the light 
of Article 101 of the Treaty. 

7. Excise dt1ty: meeting of Finance i\1inisters of the Six. The Finance Ministers of 
the six Member States met in Cannes on 3 and 4 .May. They approved the terms of 
reference given by the heads of national revenue departments, during their meeting 
on 9 February, to a working party attached to the Commission (Directorate for Fiscal 
Matters), which will be responsible for harmonizing excise duties. One of the working 
party's tasks will be to distinguish between: 

a) duties that can be harmonized; 

b) those for which harmonization does not seem absolutely necessary; 

c) those that can be abolished; 

d) those that can be incorporated in the common added-value tax system. 

In this connection, the working party will have to pay special attention to the budget 
requirements of Member States and to the need to do away with tax frontiers at 
some time in the future. 

Some of the ministers stressed the budgetary and social difficulties which might arise 
from the harmonizatiof.l of excise duties. They urged the working party to bear in 
mind the requirements of economic policy. 

The Finance Ministers also held a brief exchange of views on how tax monopolies 
would affect the harmonization of excise duties. 

Indirect taxes on capital contributions 

8. The Economic and Social Committee approved on 25 May a proposal for a 
Council directive to harmonize indirect taxes on capital contributions and thus facilitate 
the free movement of capital within the Community (1). 

After recommending the Council to define rapidly the main lines of the Commun.ity's 
financial and tax policy, the Committee stated that it would hke to see these taxes 
disappear completely, since they were hardly compatible with the demands of the 
modern economy and no longer fitted into a rational tax system. 

It therefore expressed its satisfaction at the elimination of stamp duty and hoped 
that capital duty would be abolished soon; however, if this proved impossible, for 
budget reasons, capital duties should be harmonized at as low a level as possible, in 
order to obviate disparities between yield from shares and yield from debentures. 

Direct taxes 

9. Profits taxes. The working party dealing with these matters met in Brussels on 
2Q May. It continued discussions on taxes levied on distributed profits and on the 
possibility of relieving double taxation on company and shareholder. The working 
pa.rty devoted sp(."Cial <tttention to thl' problem of parent companies and subsidiaries; 
;tt its next m<.·cling, it will endeavour t<) reach conclusions with a view to drawing up 
definite proposals on the harmonization of direct taxes on company profits. 

(
1
) See Supplement to Bulletin 2-65. 
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BULL .EC 8-1965 

Taxation 

International taxation 

9. The working party on international taxation held a meeting in Brussels on 24, 
25 and 26 May 1965. During this meeting, the working party continued its discussions 
on the possibility of concluding a multilateral convention between the six Member States 
for the avoidance of double taxation in respect of llircct taxes. 

A list of certain fundamental problems and technical questions was drawn up and 
will shortly be referred to the Standing Committee of Heads of Revenue Departments. 

Harmonization of indirect taxes other than turnover 
taxes 

10. The working party· on excise duties held a meeting in Brussels on 14 June 1965. 

The working party discussed a Commis~ion proposal for harmonizing c:xcise duty on 
manufactured tobacco, priority being accorded to this problem on account of the fact 
that, in certain member countries, customs duties and taxes were linked. 

The proposal did not meet with unanimous support. A draft directive .will be prepared 
by the Commission and discussed by the working party at a later sess10n. 

BULL.EC 9/10-1965 

Taxation 

Harmonization of excise duties 

8. The working party on excise duties met in Brussels on 5 July 1965 to discuss the 
Commission's proposals regarding future harmonization in this field. A report dn 
these discussions will shortly be submitted to the Standing Committee of heads of 
revenue departments. 

The working party met again on 6 July to discuss the technical details of a Community 
charge on fats, concerning which the Commission has• already submitted a proposal to 
the Council of Ministers. The majority of delegations present were in favour of the 

. charge being collected at the manufacturing stage, where proper assessment and 
collection would be easier. 

Harmonization of· direct taxes 

9. On 12 and 13 July 1965, the working party on the basis of assessment for direct 
ta.xc..os on e--nterprises discussed a Commission document containing a dra.f programme 
for lhc harmonization of Jin.."lt taxc.-s. 

This programine makes provision for the alignment of amortization methods and for 
prior consultation on measures to encourage industrial investment 

The document also raises the question of taxes deducted at source and profits tax on 
joint stock companies. 
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in t~ t national tax at ion matt c r s 

7. Workit\g \'arty N0. V (international taxation) held a meeting in Brussels on 7 

iWd ~ September !1. 965. . 

Ar ~:s i'epert ha:S been -drawn up and will ·be submitted to. the S~anding Committee 
'Of ~5 of ·Re'Vemle -Departtne:nts. Appended to the report IS a ltst of fundamental 

~· ·: 'nts on which 'the Working Party wishes: to elidt opinions and d.irectives wit~ a view to 
-~fting ·8. h'lultitat~ convention 'to ·eliminate double taxation as regards dtrect taxes. 

'lfo. ·~ ,jOif:lt: 1tieet~. of Working Parties lV (direct tMCes) .and V (international tax 
'~00&.) --~ :}Ugd 'tn 'Brussels on 5 and '6 October -to examine, on the basis of a 
'~~ ·-d.mftoo by the 'Gomtnisslori's staff, the question of the taxation of interna
~dbil. ~ers ·of <Ofitparties. A progress report drawing on memoranda sent in by 
r~, 'variOus ·-~~Hiom 'to_ 'the sec:retatiat 6f W-otking Parties IV and V is now being 
~t~ ·,aaa \"flffi ;pt6bably 'be discuss~ tc~w-ards the -end of 1965. 
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BULL .EC 1-1966 

Taxation 

International taxation 

11. Working Party No. V ("International taxation") held its 15th meeting in 
Brussels on 16 and 17 November 1965. 

The meeting was devoted to final discussion of the interim report and annexes on 
the still outstanding questions of principle and to technical questions with a view to 
a multilateral convention for the avoidance of international double taxation with 
respect to direct taxes. 

This report is now ready and it will be submitted to the standing Committee of 
heads of revenue departments. 

The meeting resumed discussion of certain points in taxation methods and practices 
including the treatment of cases where the right to tax was claimed by several 
contracting states and the question of whether to include in the draft convention 
a clause concerning mutual assistance in the exacting of payment on fincil tax 
demands. 

An agreement at present in force between the Benelux countries served as a basis 
for the discussions on this last point. 

BULL .EC 2-1966 

Taxation 

Harmonization of turnover taxes 

19. At its meeting of 25-26 November 1965 in Brussels, the ad hoc panel of experts 
from the national revenue departments and from the Commission, assisted by agri
cultural experts, studied matters relating to the inclusion of agriculture in the field 
of application of a common added-value tax. The panel discussed the system 
that should be established in accordance with Article 12(2) of the draft second 
directive on implementing procedures for an added-value tax system. 

Italian export rebates for engineering products - EEC 
Commission v. the Republic of Italy (1) - (Case 45-64) 

20. The Court of Justice of the European Communities gave its ruling on 
1 December 1965 in Case No. 45-64, brought by the EEC Commission against the 
Italian Republic over "drawback" payments on exports of engineering products. 
A very large range of products of interest to almost all branches of Italian engineering 
(precision instruments, electrical machinery, steam locomotives, jet aircraft, etc.) 
are eligible on export from Italy for a payment described as a "drawback" of taxes 
on production; this is computed at a flat rate per kilogramme of the various products 
or classes of products concerned. 

In October 1964 the Commission asked the ·court of Justice for an interpretation 
of the Treaty on this point. The Commission held that Italy was violating 
Article 96 of the Treaty by accepting as eligible for drawback certain charges which 
could not be considered as imposed on the products,- and by fixing the amount 
on a flat-rate basis, which was equivalent to adopting average rates. 

In its ruling, the Court first rejected the procedural objections raised by the Italian 
Republic and confirmed that the application by the Commission of Article 169, 
at the stage prior to judicial proceedings, was valid and proper. On the substance 
of the :case, the Court found that Article 96 allows the payment of "drawback" 
only in respect of taxes imposed directly (i.e. on finished products) or i~directly 

(
1

) See bulletin 12-64, Chap. III, sec 15. 
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{ie. on raw materials or semi-finished products entering into the _process ot ~anu
facwre). This condition is not satisfied in the case of the ltahan taxes obJected 
rp l>y rhe Commission, such as company registration charges, stamp. duty, mortgage 
dlaf:ge, charg~ on government .concessions, and taxes on motor vehtcles and adver
tising. On this poinr therefore, Italy has infringed the Treaty. 

As regards the refund of other taxes effectively imposed on produc~, as is also 
provided under the Italian drawback system, it is necessary to establish t~at the 
amount of the refund does not exceed the equivalent of the taxes borne m each 
~- · Accordingly, it is for the Italian Republic to show, by precise particulars 
for the various productS, that this second condition. is satisfie~: Proceedi!lgs may 
therefpre be resumed on this matter after the Italian Repubhc has submuted t~e 
particulars required of it by the Court; it has been allowed three months for thts 
purpose. 

BULL ·EC 3-1966 

Tax~tion 

Harmonization of turnover taxes 

18 .. The .ad hoc study _group preparing a draft directive for the system of value added 
tax m agnc~lture held tt~ 24th meeting in Brussels on 12 and 13 January 1966. The 
group exammed a ~or~mg ~ument prepared by the Commission setting out certain 
proposals for taxataon m agnculture under a .c;:ommon TV A system. 

~-era broad exroa~g(! of views it was concluded that a feasible and practical solution 
m•ght be the adoptton of a standard rate of taxation. 

Th~ ~eneral feeling w-a~ ~hat .the taxati~ should be as accurate as possible while 
avosdtng too many admmastrat1ve formalmes and possible inconsistencies. 

it wns clear that the establishment of the list of farm products to be taxed at a special 
rate would present certain difficulties. . 

Opinion of the Economic and Social 
proposed second directive for the 
turnover tax 

Committee on the 
harmonization of 

19. During its plenary session of 26 and 27 January 1966, the Economic and Social 
Committee rendered an opinion on the "proposal for a second Council directive for 
d1e harmon.i.zation among. M:mber States of turnover-tax legislation concerning the 
#orm and methods of appltcatton of the common system of taxation on value added". 

The Committ-ee approved this draft directive subject to certain suggestions, comments 
and amendments. 

1a J"Zt!CWal' the Committee proposed the introduction of a new procedure - "tax 
~s~s.ion'~. Exceptionally, and in a limited number of cases, Member States could, 
uniformly and under the supervision of the Commission, exempt certain undertakings 
or activities from the tax. Such a suspension w.ould presuppose that the untaxed 
~ration was part of a later operation which itself would attract tax and that the 
beneficiar-ies of the system would be able to transfer or obtain refund of taxes charged 
on their purchases. 

A.IJ\Ong the further amendments proposed and comments mf!de, were the following: 

11) A proposal to harmonize taxation on passenger transport at a low rate; 

b) T~ introduction of a simple system to exempt international transport; 

c.) The possibility of applying the suspension system to imports; 

d) Coocerfl to avoid a multiplicity of differentiated rates; 
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e) Abolition of the right to apply, in a transitional period, the system of deductions 
pro rata temporis for capital goods; · 

f) The possibility of refunding before the .end of th~ year to ne~ firms .. ~nd to _those 
carrying out rcsc•uch the amount of tax p:ud on thctr purdt&tscs m cxn ss of th.lt on 
their sales. · 

The opinion was carried by 69 votes to 12 with 6 abstentions. 

BULL .EC 4-1966 

Taxation 

Comparison of fiscal burdens in EEC 

f f . I btlrdens) held its second meeting in l 0. \'VI orking Party VIII (comparison o tsca 
Brussels on 17 February 1966. 

Professor Zeitel of Mannheim, who was instructed by the Cof!lmission to study t.he 
possibilities of comparing the f~s~al burdens on firm~ in the dtfferenc EEC countnes 
spoke on possible methods of arnvmg at such a companson. 

After a broad exchange of views in which experts from the ~inance Ministries and 
· · 1 ff' of the Member States took part Professor Zettel undertook to draw 

stat1sttca o 1ces v' II . · t' g fixed for up a report for discussion by Working Party at Its next mee m 
September. 

BULL .EC 5-1966 

Taxation 

International taxation 

14. The Working Party on international taxation· held its 16th meeting in Brussels 
on 22 and 23 February 1966. 

Problems relating to the proposed preparation of a multilateral convention for the 
avoidance of double taxation were once again examined by experts from the national 
revenue departments. · 

The following questions were discussed: 

a) The definition of the concept of personal partnerships or associations of persons; 

b) Determination of the profits of permanent establishments; 

c) Definition of the concept of dividends; 

d) Double taxation cases including more than two Member States. 

The examination of technical questions still pending will be continued at the next 
meeting, which has been fixed for 24 and 25 May 1966. 

Harmonization of direct taxes 

15. The second joint meeting of the Workin,:.; Parties on harmonization of direct 
taxes and on international taxation was held in 'Brus.-,cls on 21 February 1966 to 

·examine the problem of taxation on national and Community company mcr~crs. The 
new working document, drafted by the Commission's departments at the request of 
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the Member Scates, was· discussed and the feeling of the meeting was th<4.t the right 
approach to the problem had been found and that the solutions suggested were suitable 
for further discussion. 

In view of the complexity of the technical questions to be solved, it was however 
agreed that the problem should be furth<.·r studied in the .light of the replies by the 
Member States to a questionnaire which the C..ommission is to send out shortly. 

Compensatory charges on imports and export drawbacks 

16. The Working Party on problems relating to the application of Articles 95 to 97 
in respect of turnover taxes met in Brussels on 9 March 1966. 

The agenda included the following: 

a) A prior consultation as provided for in the Resolution of 21 June 1960 C). 
The consultation was requested by the Italian Government and concerned a draft 
amendment to the present rules governing Italian compensatory charges on imports 
and export drawbacks. 

Further to the consultation, the Commission will inform the Italian Government of its 
views regarding the compatibility of the measures contemplated by the Italian Republic 
with the Resolution of 21 June 1960 and wi~h Articles 95 to 97 of the Treaty. · 

b) An. examination of Italian law No. 1309 of 4 December 1965, concerning 
turnover tax on woolen yarn. 

The ltaf_ian delegation replied to the many questions and comments submitted by the 
Commission's departments and by delegation from the other Member States concerning 
this law. After studying a memorandum on controversial points, which is to be drafted 
in the near future, the Commission will make known its views. 

Harmonization of turnover taxes: opinion of the 
European Parliament 

17. On 8 March 1966 the European Parliament rendered an optmon both on the 
amended proposal for a fus1 directive ( 2

) on turnover tax harmonization and on the 
proposal for a second directive, concerning the form and methods of application of 
the common system of taxation on value added e>. 
The discussions in the European Parliament of these proposals were based on a report 
made on behalf of the Internal Market Committee of the Parliament (rapporteur, 
M. Seuffert). This Committee had also consulted the Economic and Financial 
Committee (rapporteur, M., Bersani) and the Agricultural Committee (rapporteur, 
M. Klinker). 

The amended proposal for the first directive was approved. In its resolution, the 
European Parliament suggests, however, a number of amendments to the Preamble. 

18. The proposal relating to the second directive, concerning the common system of 
taxation on value added, was also approved. Nine amendments were suggested. 

In its resolution on the proposed second directive, the European Parliament: 

a) Welcomes the EEC Commission's proposals as an essential step forward to the 
establishment of the Common MMket and to the harmonization of tax legislation; 

b) Stresses that when the Member States go over to the common arrangements they 
must take action to counter any ill-effects the transition may have in the economic and 
social fields and must co-ordinate their policies in this respect; 

c) Stresses once more the need to complete without delay the dismantlement of tax 
frontiers ~ to establish as soon as possible absolute neutrality of taxation in respect 
ol the ongm of goods and services, and calls on the Commission to speed up, if 
pass~, the drafting of the relevant proposals; 

(
1

) "''be B..esolution is a "standstill" agreemenr, under which the Member States have agreed a:r to ~se ~sting r•es with<?tJt first giving reasons for the change proposed. 
{ ) See Bulletm 8-64, Ch. I, sec. 30, and Supplement to Bulletin 7-64 
{ 2 ) See Supplement to Bulletin 5-65. · 
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d j Feels strongly chat when the tax-on-tax deduction system w apply w Investments 
is being worked our, a thorough study should be made of its repercussions on the 
conditions of competition and on the economic trend; and that care should be taken to 
ensure that the principle set our in Article 2, second paragraph, of the first directive 
is properly complied with, so as to obviate any aggravation of the charges borne by 
consumers and the emergence of further disparities between the Member States in the 
fields of competition and short-term economic policy. The European Parliament has 
endorsed the Commission's proposal to adopt the method of immediate deductions 
for investments whilst leaving it ro the Member States co decide whether w apply 
deductions pro rata temporis during a specified transition period; 

e J Approves the implementation of the TV A system in the agricultural sector with 
certain reservations (see amendment to Article 12 mentioned below); 

/) Believes that in so far as the entry into force .of the directive entails a limitation 
of the legisla:rive powers of the national parliaments, equivalent powers muse· be 
conferred on the European Parliament, particularly if the rules laid down are to be 
amended; 

Among the amendments proposed which concern the actual text of the directive, the 
following should be mentioned: 

tJ j No. 21 of the "Detailed Provisions" (Annex A) should be supplemented by a 
rule granting the Member Stares the option co apply deductions for the tax attracted 
by capital goods and stocks existing at the time of the entry inco force of the common 
TVA; 

b l Banking transactions carried out on behalf of a taxpayer should be deleted from 
the list of services to which the directive is applicable (Annex B, No. 8); 

c J The procedures for the application of the TV A w farmers which the Commission 
is to propose co the Council (pursuant to Article 12(2) should give farmers a choice 
between the standard-rate deduction of the tax paid at previous stages &tnd the normal 
<lpplicarion of the 1V A system according to a simplified method. In particular, the 
accounting requirements laid down in Article 10 should be simplified. 

19. In the course of the debate in the European Parliament on the harmonization 
of turnover taxes, M. Hans ·von der Groeben, member of the Commission, made a 
. statement concerning EEC taxation policy. He also rook this opportunity to outline 
the Commission's intentions with regard to harmonization measures in fiekls other 
than that of the turnover tax. 

The alignment of indirect taxes, i.e. turnovt·r taxes and consumer taxes, which was 
essential if tax frontiers were to be abolished, concerned, he said, the Member States' 
tax systems in their entirety. Because of the interdependence of taxes the 
harmonization of turnover taxes and consumer taxes had effects on direct taxes as 
well. Some measure of adjustment in this field could therefore not be avoided. The 
aim was certainly nor harmonization for the sake of harmonization. Where, 
however, differences between tax legislation hampered the success of the Common 
Market, inducing firms to move their headquarters and engendering distortions of 
competition, something would have to be done. Consequently, the question must be 
considered whether taxation on company profits should not be aligned. 

In particular, with the growing integration of the Community economy and the 
increasing alignment of other factors determining investment, tax considerations were 
gaining importance in management decisions. Firms would set up and lay out 
capital where the most favourable investment conditions obtained. Precisely for 
this reason, it seemed of wear importance that the taxation factor should be neutralized 
within the Community. 

The harmonization of direct taxes, however, would nor only neutralize taxes on 
production and trade but also those on capital movements-. High international 
mobility of capital was making a most important contribution to the integration of 
the separate economies. This sector, which was particularly sensitive to competition, 
was therefore also one in which harmonization was urgently required. For this reason 
the arrangements - which varied widely from country to country - for taxing 
income from capital at source should be aligned as soon as possible. 

T~ere were many cases in which the economy could not be made more competitive 
wtthout company mergers.. If . this kind of industrial combination at Community 
level were to be made posstble, It would be necessary to set aside existing obstacles in 
the field of taxation. At present, c_omP.anies_ wishing to amalgamate were hampered 
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by heavy taxation, which - where the turns belonged to different countries - would 
hie undisclosed reserves. They were thus forced to resort co other forms of 
combination, such as the reciprocal purchase of shares, the sening up of joint 
research establishments, etc. These expedients did not, however, always meet the 
needs of the enterprises concerned. 

Finally, M. von der Groeben spoke of the effectiveness and yield of taxes, a question 
which, he said, was relevant for both direct and indirect taxes. The most thorough
going alignment of taxes in the Common Market would be pointless if the revenue 
authorities in ~act administered tax rules along widely differing lines. Consequently, 
the Commission had sent out a questionnaire on the mechanism of taxation to the 
Member States' finance departments and these had sent detailed replies. A working 
party was now drafting a collective report which would be available, it was hoped, in 
the course of the year. 

BULL.EC 6/7-1966 

BULL.EC 8-1966 

Taxation 

Standing Committee of heads of revenue departments 

11. The Standing Committee of heads of revenue departments met in Brussels on 
16 and ~ 7 June 1%6 unde.r the chairmanship of M. von der Groeben, member of the 
Commission. 

The Committee decided that harmonization work on excise duties must be speeded up. 

It then held a thorough discussion of principles, choices and methods for the 
harmonization of direct taxes. Certain specific problems were raised for the first 
time, including double taxation of company profits an~ dividends. paid to private 
shareholders and the role and form of tax at source on mvestment mcome. 

Questions of principle in· connection with a multilateral conventi<?n for the avoida~cc 
ot double taxation, which the Working Party concerned had submt~tcd t~> the Standmg 
Committee, were dealt with, and the Working Party can now contmuc tts task. 

International taxation 

12. The Working Party on international taxation held its 17th meeting in Bmssels 
on .24 and 25 May 1966. 

The _main item on. the ~genda was a discussion of the possibility of establishing a 
mul_ulateral convention for the avoidance of double taxation. The experts began with 
Artt~!e ~1 of t_he OEC_D standard convention ("income not expressly mentioned"), 
deahng m. partiCular ~1th :ways and means of applying this article to trilateral and 
other multilateral relatiOnships. Speakers referred both to cases in which all the States 
conc:;erned are members of the Community and to cases in which one of the States 
mvolved - whether as country of origin or host country - is not. 

The e~perts_ elea:mined ~n detail arrangements for a "mutual agreement" procedure for 
cases m whtch mternat10nal double taxation is not fully eliminated by the convention. 

An amended version of Article 25 of the OECD standard convention which deals with 
th~ same subject, will probably be propos~. ' 

Most of the delegations have rc:commended mutual assistance between the Member 
States in the exacting of payment on final tax demands. No such administrative 
assistance is provided for in the standard convention. 

r~. arrang:ments for officials of diplomatic and con,sular services in the country of 
ortgtn and m th~ host country were also discussed in detail (Article 27 of the OECD 
standard convention). · 
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Harmonization of excise duties 

13. The Working Party on indirect taxes other than turnover taxes held its 
13th meeting in Brussels on 6 June 1966. The main item on the agenda was the 
abolition of measures of discrimination ·relating to excise duties on coffee and sugar. 

With regard to the excise duty on coffee, a number of administrative and technical 
measures whereby the desired result could be achieved were compared; a "short list" 
of three measures was agreed, and these are to be examined by the departments 
concerned in the Member States. The Working Party requested that it be kept 
informed so that it could decide_in favour of one of the measures at its next meeting, 
planned for October 1966. 

With regard to the excise duty on su~ar, the chemistry experts from the other member 
countries explained for the benefit of the Italian delegation the general and special 
methods they had adopted for calculating real sugar content; the ltaJian authorities 
intend to introduce an ancillary arrangement for the imposition, according to this 
criterion, of excise duty on imported sweetened products. 

Countervailing charges on imports and drawback on exports 

14. The Working Party on problems relating to the application of Articles 95 to 97 
of the Treaty in respect of turnover taxes met in Brussels on 13 June 1966. 

At this meeting, further examination took place of the changes contemplated by the 
Italian Government with regard to countervailing charges on imports and drawback 
on exports. 

The measures introduced by Italy in the wool indus_try,. und~r La~ No. 1309 of 
4 December 1965, were also discussed; the results of thts drscusstOn wtll be referred to 
the Commission. 

Changes in countervailing charges and drawback which the Ne_therlands Governm~nt 
is proposing to introduce in the near future were. _also exammed, under. the pnor 
consultation (standstill) procedure laid down by dectston of the representattves of the 
Member Governments meeting in the Council (21 June 1960) .. 

BULL.EC 9/10-1966 

Taxation 

H a rm o n i z a t i o n o f d i r e c t t a x e s 

16. The third joint meeting of the Working Parries on direct taxes and international 
taxation was held in Brussels on 30 June 1966. 

The business of the meeting was the tax aspects of mergers i.e. of concentration in 
the form of groups of companies. 

Transfers of profits from company to company which, in ordinary law, are generally 
taxed at both company and shareholder level can escape this twofold charge by 
certain national tax relief systems where participation is large (system of parent and 
subsidiary companies, holdings, etc.). 

The two Working Parties taking part in the meeting concluded that to eliminate all 
obstacles to this type of merger at Community level these same favourable arrange
ments should apply systematically to all intra-Community relations, an objective 
already largely achieved moreover. . 

The Working Parries also considered that to avoid certain distortions some approxima
tion of national laws would also be desirable and that other studies would be 
necessary before precise proposals could be made. 
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Harmonization of turnover taxes 

17. The Working Party's study group on the harmonization of turnover taxes met in 
~tu~ls o~ 23 and 24 June 1966. It continued to examine the application of the 
cbtnriion TV A system at the production stage in agriculture and its possible conse
tttiertces. Problems which might arise in the taxation of production co-operatives 
and groups were also discussed. 

Moreover, as_ agreed at the previous meeting, a list of farm requisites and products 
td which a reduced rate will probably apply was examined. 

SULL.ec 11~1966 • 

~Ull.Et 12-1966 

international tax questions 

7. The Working Party on international tax questions held its 18th meeting on 4 
and 5 October 1%6 in Brussels. 

·Questions concerning unit trusts were discussed in detail. From the point of view 
of double taxa:~ion these problems arise because, on the one hand, such trusts draw 
irtcome not only from the country where the trust fund has its head office, but 
also from the other EEC Member States and non-member ·countries and, on the other 
hand, there a-re holders of certificates resident not only in the country of the trust but 
also in other .£EC member countries. 

It was agreed that from the taxation angle unit trusts should in principle be regarded 
a~ non-existent, but that this treatment should not be unrestricted, particularly wih 
r6pect to possible'da-ims to tax refuncl. These studies are continuing. 

An eoilt•avour was also made to establish, on the basis of the national regulations, a 
tmiform definition of dividends for the purposes of a possible multilateral convention 
l'o avoid imernat1om\l -double taxation. 

A 'Sta.rt 'was made on working out a preliminary draft of a convention of this kind. 
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BULL.EC 1-1967 

Taxation 

Standing Committee of Heads of Revenue Departments 

7. The Standing Committee of Heads of Revenue Departments met in Brussels 
on 8 and 9 November 1966 under the chairmanship of M. Verloren van Themaat, 
Director-General for Competition. 

The meeting was concerned mainly with the avoidance of double taxation in the 
EEC. It was agreed that a multilateral convention would be a suitable means of 
regulating this matter. However, the novelty of this method means that it is not 
yet possible to obtain a complete picture of its consequences, which arise chiefly 
from the very fact that the proposed convention is multilateral. The Working 
Party on International Tax Questions is to go into this particular aspect more 
thoroughly. 

There was full discussion of the substantive content of the convention. The Working 
Party had already done the necessary preliminary work, and had drafted some of the 
articles of the convention, following the OECD model convention. 

A number of problems that could not he solved at expert level were dealt with 
by the Heads of Revenue Departments; these included several specific items such as 
definition of "permanent establishment", treatments of dividends received from sub
sidiary companies, royalties, interest and dues. 

Some of the problems still outstanding were thus clarified. 

Harmonization of excise duties 

8. The Working Party on indirect taxes other than turnover taxes met in Brussels 
on 14 and 15 November 1966 to consider fiscal problems in the Member States 
concerning wine and spirits. 
The Working Party examined the tax systems applicable to wines of over 14° m 
Germany and to natural sweet wines and liqueur wines in France, differences in 
alcohol content in Italy, and the tax system for Benelux wines. 

It was found that some of these systems have a considerable effect on agriculture, 
and that in certain cases they provide an instrument of government policy in agri
cultural matters. These agricultural requirements should therefore be taken into 
account when the various tax reductions arc abolished. 

The Working Party also discussed the problems raised by the alcohol monopolies. 
It fdt that in the modification of these monopolies account would also have to be 
taken of the future common agricultural policy with regard to alcohol. 

BULL .EC 2~196 7 

Approximation of turnover tax legislation 

10. At its meeting of 20 December 1966, the Council examined the Commission's 
proposals for the first and second Council directives on the approximation of the 
legislation of Member States concerning turnover taxes. The Council discussed the 
broad lines of fiscal harmonization, and agreed to resume this discussion at a forth
coming meeting. It instructed the Committee of Permanent Representatives to 
continue the work on the first and second directives for the harmonization of turnover 
taxes. The Committee will present a memorandum on the work that should be done 
to harmonize excise duties and taxes affecting capital movements. 

In addition, the Council discussed qul'stions connected with drawback on exports and 
countervailing charges on imports in rdation to turnover taxes. 

1967 
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BULL .EC 3-196 7 

Taxa~ion 

tlarmonization of excise duties 

6. The Working Party on indirect taxes other than turnover tax met in Brussels on 
· 16 and 17 January 1967. 

Problems arising in the harmonization of excise duties on beverages were reviewed 
from the angle of competition between the different beverages and substitution which 
might occur if some of them were taxed more ·heavily than others. Harmonization 
of excise duties on alcohol was also studied. 

The same Working Party met in Brussels on 20 January 1967 to study, as instructed 
by the Standing Committee of heads of national revenue departments, harmonization. 
of the criteria used by Member States in fixing the basis of assessment of annual or 
periodical road tax on private (:ars. 

Taxation 

Harmonization of turnover tax 

4. A~ its session of 9 February 1967, the Council adopted the two directives (1) 
proposed by the Commission on the harmonization of turnover tax systems in the 
six Member States. 

The first dire,tive provides that the multi-stage turnover tax systems at present in 
~orce in Belgium, Germany, Italy, Luxembourg and the Netherlands will be replaced 
by a value-added system and that the 1V A system already existing in France will 
be aligt;ted on the common system. It also lays down the main principles of the 
latter. The second directive is concerned with the details of the common system. 

The introduction of the value-added tax system in all the Member States now decided 
by the Council is of great economic significance. In the first place, unlike the multi
stage turnover tax it ensures the neutrality of the tax as regards competition between 
l;uge integrated concerns and the -~enerally small and medium-size firms in the 
Coll}mon Market which are not integrated. Secondly, specialization of production 
by firms is no longer artificially hindered, and this is of special importance for ancillary 
industries and those supplying services. Thirdly, it will now be possible in international 
t·rade to equalize with precision the burden of turnover taxes. The presenc multi-stage 
systems only allow of a rough and ready equalization which leaves much room for 
distortion of competition between firms in different Member States and allows of 
manipulations in favour of certain branches of industry. As customs union nears 
c:;ompletion these dist()rtions become increasingly important from the economic stand
point. Lastly, the common system has the practical advantage that in international 
tiade businessmen will have to cope with only one turnover tax system instead of 
tb~ six. w.hich exist at present. 

The introduction of the common TV A system is a decisive step towards the esrablish
menc qf a single imernal market. It creates the necessary precondition for a common 
market wi1hout internal tax frontiers, i.e. without tax remission on exports, taxation 
on imports, and, consequently, without the accompanying formalities at frontiers. 
This obj~ive cannot be reached until the rate of TV A has been equalized in all the 
Wember· States, which will be the subject of a later directive. 

In e~nc::e the first directive embodies the following principles: 

a) The. common TVA system will come into force by 1 January 1970 at the latest. 
The, necessary municipal legislation must be promulgated early enough for this time
limit to be observed; 

( 1) See official gazette No. 71, 14 April 1967. 
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b) Before the end of 1968 the Commission will submit to the Council proposals 
laying down how and within what time the harmonization of turnover taxe should 
acrain its main objective, which is the total abolition of countervailing charges at the 
frontiers between Memhcr States. The Council will take a decision on these proposals 
hdore 1 January I <J7() if possible. 

The second directive lays down the implementing details of the common TV A system 
which each Member State must introduce into its tax legislation. The following 
points may be noted: 

i) Value-added tax is a general consumer tax which is charged in principle at all 
stages of production and distribution in such a way that only the increment in the value 
of the product at the stage considered, i.e. the value added at this stage, is taxed. 
The amount of tax is calculated on the total turnover, the tax paid on the products 
bought at the preceding stage being deducted. The difference then goes to the revenue 
authorities; 

ii) The value-added tax is charged on supplies of goods and services in the countries 
in question and also on goods imported; 

iii) The tax applies in principle to all supplies of goods j(_lown to the retail stage. 
However, for a period extending at latest until t<lX frontiers are abolished, the Member 
States are free to apply the system down to the wholesale stage only. 

As regards the supply of services taxation is only compulsory if the services have an 
appreciable direct or indirect influence on the prices of goods. The services subject 
to the tax are given in a list, which mentions in particular the transfer of patents 
and trade marks and the transport and stocking of goods. It does not mention banking 

operations. The tax regulations concerning the large group of services which do not 
figure on the list (for example doctors, hairdressers and others who generally supply 
services only ro private individuals) an: ldt to the Member State. 

The place where the supply of a service is taxed is the place when: the service rendered 
is used or exploited. However, on a proposal from the Commission, the Council may 
agree to special arrangements waiving this principle. 

Tax paid at earlier stages on supplies or services to persons subject to the tax or on 
imports is deductible from the tax chargeable on the turnover of the taxpayer. In 
principle such deduction can be made immediately and in respect of all tax paid at 
the earlier stages. However, in order to mitigate the difficulties of the changeover 
to the new system, Member States may for a certain transitional period apply the 
deductions in respect of capital goods by annual fractions (deductions pro rata tern
paris) or exclude capital goods from the system of deductions in whole or in part. 

Furthermore, Member States are entitled to exclude deductions for capital goods in 
whole or in purt for reasons connected with business trends and after consulting the 
Community. 

Although Member States are entitled until such time as tax frontiers are abolished 
to lay down rates of tax and tax exemptions autonomously, the directive contains 
certain restrictions in this matter. In the event of exemption it is strictly forbidden 
to permit deduction of the tax paid at earlier stages. A compulsory minimum is 
fixed for the rates reduced. It is however possible until such time as tax frontiers 
have been abolished to waive these two rules in favour of final consumers and for 
specific social reasons. Buc the total effect of such exceptions may not be greater 
than the aggregate effect of the facilities previously granted in the context of social 
policy. 

The directive lays down a special procedure should a Member State think fit in certain 
exceptional cases to take special measures to simplify the collection of the tax or co 
prevent fraud. 

In dealing with small firms for which the normal TVA system would meet with 
difficulties, every Member State is free to apply the special system best suited to 
national requirements and possibilities. 

The Commission is instructed to submit proposals to che Council as soon as possible 
on common procedures for applying the tax to operations concerning agricultural 
products. 
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Tax harmonization 

5. On 8 February 1967 the Commission transmitted to the Council a ,general pro
gramme for the harmonization of taxes up to and after I July I 968, the Jate at which 
customs duties will have been abolished and the common agricultural market will 
hav~ been fully established. 

As regards indirect taxes the Commission memorandum mentions between now and 
1 July 1968 the removal of discrimination in excise duties on wines and spirits, sugar, 
cocoa and yarns and the harmonization of various excise duties (manufactured tobacco, 
beer, sugar, wines and spirits). This harmonization is to take place in liaison with 
th~ proposals shortly to be worked out in connection with agricultural policy and the 
modification of monopolies. Harmonization will also have to cover excise duties on 
petroleum products. 

/-..s far as possible proposals will be submitted for the harmonization of the structures 
and later the rates of .annual road tax on motor vehicles. Finally, a transitional solution 
will have to be found to harmonize the rules on the territorial application of indirect 
taxes on insurance contracts. 

After 1 July 1968 a fourth directive will have to be submitted concerning the Com
munity vaJue-added tax and the new proposals in the field of excise duties and 
indirect taxes on capital movements. 

The pr.ogramme concerning direct taxes first mentions, among the studies to be 
completed before 1 July 1968, taxes on capital movements. The aim is the complete 
r~moval of international double taxation of dividends and interest and, in general, 
the removal of all the causes - distortions or discriminations - likely to cause 
abnormal capital movements, to keep capital markets segregated from each other and 
to curb the expansion of savings. With this in view it is imporcant a) ro work out a 
harmonized system for the retention at source of taxe on interest on negotiable bonds 
and on dividends which would provide in particular for the amount retained to be 
set a$ainst _the beneciary's. taxes, b) to reorganize tax _credit, c~ to find a single method 
for -hgh·temng the total f1scal burden, d) to harmomze the ftscal consequences of the 
epetations of investment companies and e) to harmonize the tax arrangements appli
cable to holding companies. 

The_ programme also includes provisions to facilitate the reorganization and merger 
of firms (acceptable tax system for mergers and contribution of assets between 
com,pa-nies in different Member States) and incentives to investment (prior consultation 
otl all fiscal measures concernin~ the basis of assessment of the profits of representative 
firms and alignment of the components of profits tax assessment). 

Aft-er 1 July 1968 the approximation should concentrate on schedular taxes, the method 
of computing the taxable profit of businesses, rates of company taxes, co-ordination 
and methods of control and collection. 

Io.ternational tax questions 

6. The Working Party on international tax questions held its 20th meeting 10 

.BrYssels from 29 January to 2 February 196 7. 

The study -of -the draf.t multilateral convention for the avoidance of double taxation 
·was continued ( 1). 

The discussions covered: 

Ar-tide 6 - System for income from property. 

Att-ide 7 - Taxation of business profits. 

Article 8 - Special provisions applicable to maritime, inland waterway and air traffic. 

&tkle 9 - T-ransfers of profits between associated companies. 

Article 10 - Taxation of dividends at source. 

Since there was a consensus on the essential points, ir will be possible tO maintain 
the broad lines of the OECD model convention. 

(I) See Bulletin No. 1-67, Ch. IV, sec. 7. 
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llow1·vn it h;ls hvuHIH' .1pp.m·nt that thl' l.tck of harmonization of the rules in the 
M!'rlllll'r SLII!''i for dl"ln111ining pwfit 1 .liiS<"S diffirulr ics as r<'gards the part which 
l<lll he apponronnl to a p.trltutLtr L'SLthh~hnwllt or plant (Art. /). 

The same applies to the fixing of a uniform maximum rate for retention at source 
on the dividends (Art. 10). ln this case too harmonization of direct tax systems 
would help towards a solution. 

Taxes on insurance contracts 

7. The Working Party on indirect taxes on msurance contracts met 10 Brussels on 
31 January 1967. 

The main purpose of the meeting was to determine whether it was desirable and 
feasible to bring insurance operations into the scope of Community TV A. It emerged 
from the discussions that most delegations thought that for technical and budgetary 
reasons TVA would hardly lend itself to the taxation of insurance services. 

It was agreed that the studies on the harmonization of structures and on the rates 
Member States' specific taxes on insurance contracts should be continued without 
further delay. 

Countervailing 
exports 

charges on imports and refunds on 

8. The Working Party on problems in the application of Articles 95-97 of the 
Treaty to turnover taxes met in Brussels on 16 February 1967. 

The purpose of this meeting was to examine the changes in countervailing charges 
on imports and refunds on exports contemplated by the Netherlands Government 
for 1 March 19d7. 

These measures were examined by virtue both of the prior consultation procedure 
laid down by the decision of the member Governments' Representatives meeting in 
the Council on 21 June 1960 (standstill) and of the prior consultation provided for 
in Article 102 of the Rome Treaty. 

Meanwhile the Commission has informed the Netherlands Government its views. 

9. The meeting continued the technical examination of the changes in countervailing 
charges made in the meantime by the Federal Republic of Germany. After certain 
further information had been supplied at the request of the other delegations this 
examination was considered to be concluded. 

At the request of the Netherlands delegation a discussion began on the taxing of 
processed products rcimportcd in the course of processing traffic. 

The German delegation described the background to the change introduced in Germany 
a ~ew months previously and explained the legal reasons for it. e) 

(1) On 1 March 1967 the Commission decided to hold the consultations with the Member States 
provided for in Article 101(1) of the Treaty. 
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threrrtatiori:tl rax questions 

t!}., )'11~ W~rJtitig Farcy on international tax questions met: in Brussels on 16 and 
11 M:\rdi 1967~ . 
tfie WSrkil\g Pntij C'OntiriU'ed the 5ecdnd reading. of the draft multilo.cera1 conven
H;Oii fQr the aVOidaiice of double tttxntion. It discussed the articles on the taxation 
nt, tlividends. and. inrer~t. tt: . source (Articles 10 and 11) and of income from 
~lf:~P.f'Ofed idivities (Article 14.). As regards the system to be applied to 
't:li~idetrd~ ~tid iiWci"est when. the COtintry of the compan·y paying these is not the 
~t}j~ .. rts ttmt. of the bencfidary, rhe ~ain Jines of the relevant provisions of the o:Een ifirldd eoilvei\HO'n on ~which the Working Patty's. studies are based were 
·adOprect However, a few special points remain f<>r later ex1lmination. 

Double taXa.n·pn Of incomes from self-einplt?Yed activities will also be avoided by 
F.i~ rlVer d\c relcviln't p-rovision of m¢ 'OECD model convention. Under this 
pt'O~ol\ ~h itl'COtrte m~}' onty be m·xed in the oountty of domidle, unless "there 
-~ i tiXCd esttbt&hment irt the other country where the activity is exercised. . 

·~W'-'!1!. 
1'1:DtfOU 

i\ii-Wlon i:zt 1:\ ~i\ "()f e·x c1 s·e duties 

>6 'f!re ~it ~ t;il •ittd:irea ~s 'other 'than turnover tax f!'Ct .: n Brussels on 
\2 ~ !fOr 1m :mffiM ~mdn ·df the ptOblems of barmoni!tng taxes on beer . 

. ntc \VdrKi-fig ·party enmrncd 'r'hc 'fono·wing passible approaches to ·the problem: 

b) ~~Htioo of e~cise ·dt.iries a·hd :levying of TVA (at a normal rate only); 

:[,) ·:rncorpor:lridn 'of the ·excise duties ·in TvA (TVA ar a higher race 'for ·beer); 

'c) I(ttcntiop ~ :barmdnizad6n of the excise dudes, charged along with TV A at 
n<frndtl '<Yr 1itd~ ·rllre. . 

Jf~rd1l(;>'\r'e·r :.e:q:.u:a.ti·z:a·"ti'·o·h ·ea:x: recomm·endarion ro rhc Ger
:fu:arn. ·'G1o'·v·e··r.-h<rn--e·0:.c (rc±ply to a 'written parliamentary question) 

11t1. '·()iJ :9 <ltptil )·%7 ··~itirteh ·q~~rion N~. 26 1
_ ~as put t? .rhc Commission -~y 

ll+f. ·vrea:enng i.(:)f ~t'he ;·European i'arhrtihcht (Netherlands, Chnsrtan-Dcmocrar). Hts 
~iOn. =ttan ;as i'foUows: · . 

'~{1. 1fs ·'ft ·-ci)ff¢a :ro ·~ay ~that: .at tb,c, .-end, of. 1966 ·the Commi~sion recom~endc~ the 
~tntfiliit ~f :file ·Fed~.ral Republic of Geri:n~~Y. noc co 1mplemcnc. u~medHuely 
~fihfh •its ;frontiers 'the 'la\v ··o·n ,·turhov·er :equalization rax (UmsarzatlsgleJChsteuer)? 
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2. If so, what were the Commission's reasons for making this recommendation? 
Has the Government of the Federal Republic of Germany acted upon che recommenda
tion? If not, for what reasons?" 

The Commission's reply, given on 27 June 1967, was formulated in the following 
terms: 

"1. It is correct chat on 20 December 1966 the Commission addressed ro the Federal 
Republic of Germany a recommendation concerning the draft of a Sc~d1teench Law 
amending the turnover tax legislation. The Commission m;1dc rhc following recom
mendations to the Federal Republic of Germany: 

a) That it should take suitable measures to ensure that the Seventeenth Law amending 
turnover tax legislation should not come into force in the form then proposed; 

b) That it should re-examine the draft from a particular point of view. 

2. In irs recommendation based on the second sentence of Article 102(2) anJ on 
Article 155 of the EEC Treaty, the Commission stated that it considered there were 
grounds for fearing that the provision in the draft Bill of higher countervailing 
charges on 263 headings and sub-headings of· the customs tariff might provoke new 
distortions of competition or aggravate existing ones. The grounds referred to by 
the Commission ar~ discussed below. 

Article 95 is based on the concept char levels of countervailing charges applicable 
to products imported into other Member Scates muse not be higher than the ~ax 

burden on similar domestic products; the maximum charge is therefore 100% of 
the turnover tax figure. Nevertheless, in countries with cumulative tax systems, 
full compensation is generally not provided, if only because the States do not in 
many cases manage to calculate the domestic tax burden exactly. A graph illustrating 
the countervailing charges on imports would show that the charge represented from 
0% to 100% of the corresponding domestic charge, depending on the product. These 
differences are the underlying causes of distortion of competition, as they are one 
reason why the pressure of competition exerted by imported products on like domestic 
products varies from one sector to another. · 

When they endeavour to improve their compensatory measures, the Member States 
should in compliance with Articles 95 and 97 make a special effort to avoid raising 
rheir levels so far that the countervailing charge made at the frontier raises the 
average race nearer co the permissible maximum. Since, according to the calculations 
made by the Commission, this average is approximately 60% in the case of the 
Fedcr:1l Republic of Germany, the Federal Government was requested in the recom
mendation co re-examine the Bill in order to ensure that no increase in countervailing 
charges should exceed 60% of the permissible maximum. In the opinion of the 
Commission, the same percentage of the maximum charge permissible in the light 
of Articles 95 and 97 should, if possible, be applied in all cases by -uniformly applying 
co all products the same methods of calcubcing the internal tax burden. In doing so, 
the Member State concerned can either bring any disparate countervailing charges 
more into line with the present average rate or of fixing a new average rate which, 
in the case of Germany, should be between 60 and 100% and on which all charges 
diverging from ic should be aligned. 

3. The Seventeenth Law amending the law on turnover tax was published _on 
23 December 1966 (BGBI. I, p. 709), wirhout any amendments having been introduced 
as :1 result of rhe recommendation; nor did the Federal Government initialy make 
any observations on this recommendation. · 

The Commission then consulted the Member States in accordance with Article 101(1); 
during the consultations, the representatives of the Federal Republic declared that, 
owing to the conditions of German legislative procedure and the extent of the powers 
the Federal Government may exercise, as delimited by constitutional law, the recom~ 
mendacion could not be complied with and that,_ on the point of principle, the 
conclusions of the recommendation, particularly with regard to the existence of distor
tion of competition, could not be accepted either. 

The consultations did not lead to the abolition of the distortions. Therefore, in 
accordance with Article 101(2), the Commission, on 12 June 1967, submitted a 
proposal to the Council that a directive be addressed to Germany. 

The Commission will in due course inform the honourable member of the result 
of the procedure under Article 101." 
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Co u h t e r ·v a i1 i t1 g char 8 t! s on i m t' o.r t s and 
e::tptHts: the Commission's positiOn with 
dH:asuies corttemplated by the Netherlands 
(tepty to a written question) 

tefunds on 
regard tO 

Government 

i2: _Ol:1 19 .Mrty 19<17 written question No. 72,1 also asked by M. Vredeling,_ was 
put to the C-ommissiofi: 

"At*'td1ttg to pa~ 29 of the April issue of the Bulletin of the Eutopean Community, 
th~ ComtrHssiott ttifottned the Netherlands Government of its views on the changes 
hi tt:Jtititer,vaiiing thlitgeS. ott i~pott~ attd refunds on exports contemplated by the 
Neth~tbtfi& Goiedunertt for 1 March 1967. 

fs the O;tn~issiori ready to tnrtke its views available to the public in the form of a 
tt!f'ly to this written question?'' 

tln 28 June 1967 the Commissiort rnade the following reply: 

'ltd its letter of 21 December 1966 tile Nethedands Government, availing itself of 
rlle p~io~ ~ons~l.t~t!oti )'rocedure for which p~vision had been m~de h_Y the decisio~s 
of the representatives of tht Member States Governments meetmg m the Councrl 
ott 21 June 1960, informed the CommissiOn of a number of proposed changes in 
ttl~ comperi.'iatc:>ty charges on imports and the refunds on exports which it proposed 
td irttroduce with effect from 1 March 1967. 

At a irleet:ing arranged by the COmmission and with the co-operation of the govern
ment. ~xperts of the Member States, these measures were examined in the light of 
the deci~ion taken irt the COuncil and of Articles 95, 96, 97 and 102 of the Treaty. 

As 'tt result of this etaltlination the Commission informed the Netherlands Govern
ment that, in its vie~, certain of the contemplated changes did nor seem to correspond 
\Vi'th the spirit of the decision 'of 21 Juhe 1960 which provided that changes in 
('(jui\l~rvailing chatg~s and refunds should, in principle, be made only for technical 
mx reasons. 
011 ~he _subject of the cortf()rmity of the contemplated amendments with Articles 95-97 
of the Trei.ty, the ·commis5iort. informed the Netherlands Government th:u, when it 
fit~t 'Wertt irtro the mAtter, t~ rtW'difications did not appear to be incompatible with 
the provisions of these Articles. 

lt ~6\lld be t'l()ted dult the ~rtkulttr measures were also examined at the meeting 
jmt ~ferr¢t:! tO fr<fth t"e -st~rtd.point of Article 102 of the Treacy, sine<:' there was 
~6n tO feat certai~ ~isrortions of competition. In this connection the Commission 
~ informal the Netherlands Government that it had not yet come co a defi nice 
'~lusit>l\.\' 

lO. 'On 30 June 1967 the EEC Commission laid before the Council a proposal for a 
·t:Hrective ro im·roduce .a common method for calculating the average rates referred to 
.·in Arri~le 97 df 'the Tteaty. The draft directive ·coitesponds to the wish expressed 
:by the. -Nrember St~fr~s. which hope for greater clarity and certainty with regard to 
i"ke ·co}lecrion ·of count-ervailing charges on imports and the grant of export refunds. 

·r~. ·objrtt of chi~ common method is to enable better appraisal co be made of the 
1t'd~pfti~ibmcy. ·of. _rhe ·average rates with the provisions of Article 97 of the Treaty 
'e~tttbti'Shing the EJ!C. Under Arride 97 of the Treaty, any Member State which levies 
'h :tur·ft()'Ver 'rinc ·cakula:red by a -ctimulative multi-stage sysrein may, in respect of intethal 
charge'S on imported ptoducts or of draw~acks on exported products, establish avera~e 
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rates for specific products or .groups of products, provided this docs not infrin~e 
certain printiplcs laid down in the Treaty (Articles 91 and <J(J). As the metl~ods 
wl1ilh. Mcrllllt'r Stat~·s ll~lw employ to dt·tt'rlllinc .these cornJK'Ilsarory arn<HIIlls are very 
rornpiKated and varr<"d, 111spcuron l'IKounrcrs tonsrdnahlc difficulties. 

Th<: proposed common method of calculation, which is bas<:d to a large <:xtcnt on 
present practice, unifies the plans of calculation and specifies how the various com
ponents of the cost prices of products may be taken into account. The method 
provides three possibilities, from a detailed calculation to a simple assessment. 

This directive will cover only the period up to l January 1970, the deadline by 
which a common value-added tax will be introduced in all the Member States. 

BULL.EC 11-1967• 

BULL. EC 12-196 7. 
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BULL.EC 1-1968 

Taxation policy 

The burden of taxation in the EEC: country-to-country 
comparison 

6. Working Party No. VIII held its 3rd meeting on 18 October 1967, in Brussels. 

Professor Gerhard Zeitel of Mannheim presented to the experts his "Report on ways 
and means of comparing the actual burden of taxation borne by enterprises in the 
different :Member Sutes of the EEC". 

It was emphasized that the many difficulties hampering comparisons within the coun
tries were even greater when it came to making comparisons between them. The 
experts felt that further studies should be made, and . that it was undesirable to use 
only one method, the value of a method of comparison being closely related to the 
objectives chosen. 

According to the experts, comparisons based on actual tax liabilities must be given 
absolute priority over comparisons of tax liabilities of notional, imaginary companies, 
designed to determine the burden of taxation borne by an enterprise or by a specific 
product by data established arbitrarily, though as realistically as possible. When a 
sufficient number of different types of company were included, these comparisons of 
notional companies were, however, always of value in connection with the choice of 
location of industrial operations. Again, if it was planned to repeat the comparison 
at intervals, national comparisons could be useful to monitor changes towards, or away 
from, a Community average due to measures of tax harmonization. 

The Commission will work out proposals for notional companies, and draft a question
naire aimed at establishing, with the aid of a statistical comparison, what statistical 
data could usefully be provided by the Member States. 

Professor Zeitel's report will be published by the Commission. 

BULL.EC 2-1968 

Fiscal policy 

17. On 6 December 1967 the Italian Government norified the Commission of a 
proposed law amending the refunds of turnover tax on exports and rhe counren·ailing 
charge on turnover for imports of certain iron and steel products. This law, which was 
published in the Italian official gazette on 12 December 1967, came imo force on 
13 December 1967. 

The measures concerned are being studied. 

BULL.EC 3-1968 

Fiscal policy 

The European Parliament 

Debate tmd resol11tion on the proposal for a directive concerning tbe average rates 
referred to i11 Article 97 of the EEC Treaty 

5. At its session of 22 to 26 January 1968, the Parliamenc held a debate on the 
proposal for a directive concerning the average rates referred to in /u:lcle 97 of the 
EEC Treaty. 

1968 
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In his introductory remarks, the rapporteur, M. Wohlfarc (luxemh?urg-Socialisc group) 
wondered whether, in view of the "standsdll" which rook place m June 1960 bet\,:een 
the .Member States and also of the fact that, as from 1 January 1970,. the generahz~d 
S\'Stem of tax on value added will come inro use, a directive for Amcle. 97 was sull 
required. The pr?J?OSal. for a direct~ve. does after all bring about an tmproven~cnt 
in the present posmon tn as far as 1t mtroduccs a srandard method of calculauon. 

Seeing th•lt the tax on value added will not be introduced until 1 January 1970, 
M. Coppe, member of the Commissi.on, stated that t.he latter sa": no reason. for 
opposing the v.•ish of certain Member States ro have a untform S}'Stem 111 the mcanumc. 

The Parliament chen adopted a resolution endorsing the Commission's proposal. 

BULL. EC 4-1968 

Taxation policy 

Proposal 
on value 

f o r a d i r e c t i ,. e o n 
added to turnover 

the application of the tax 
in agricultural products 

9. On 26 February 1968 the Commission of the European Communities submitted 
to the Council a proposal for a third directive on the harmonization of the legal 
provisions of the Member States on turnover tax. The proposal deals with the 
(ommon rules on application of the tax on value added to turnover in agriculcural 
products, which are to be brought into force by Member States with effect from 
1 Janual')' 1970 at the latest. The intention is to make it easier for agriculture 
to integrate itself inm the general economy, to facilitate trade in agricultural products 
within the Community and to aYoid differences in the impact of the tax at the 
stages where agricultural prices in the Member States are, in principle, formed. 

The proposed directi\·e starts from · the assumption that the common added-value 
tax system must be extended to agriculture so that this sector shall be subject to 
the same competitive conditions as the other sectors of the economy and discrimi
nation benveen producers in the Community avoided. As not all agricultural under
takings keep adequate accounts and therefore cannot comply with the provisions 
oi the normal syscem of tax on nluc added, they are made subject to an arrangement 
aUowin& the deduction of previous taxes at a flat rate. There is, however, the 
provision that every farmer is to be free to ope for application of the normal tax 
on value added. · 

h-cluded from the flat-rate deduction arrangement are associations of agricultural 
produ«f's and, more particularly" agricultural co-operatives, producer associations and 
other producer organizations, combinations of these and so-called mixed establish
ments if their non-agriculnual turnover exceeds an amount to be fixed by each 
Member State. Member States are at liberty to exempt from these arrangements 
certain groups of agricultural producers (for instance farmers growing special crops) 
and also those who can be made subject to the normal srstcm without special 
3dministrative difficulty. 

Under the new proposed directive, deli\'eries and imports of agricultural produces 
"'·iU b«ome subject to a common., reduced rate fixed by the Council, acting 
\W.animously on a Commission pxoposal, by 1 July 1969 at the latest, with half 
the arithmetic mean of the normal tares of tax on value added to be applied in 
tt:ae M¢mber St.'\teS on 1 Jamury 1970 serving as a basis. Where deliveries by 
prodtl(e-rs '9.·h:i:ch come under the flat-rate deduction arrangement are concerned, it 
is th't ~~~-er who will pay to the tax amhorities whatever constitutes the tax liability 
of the farmers, while the price he p.1ys to the latter includes the previous taxes 
~ ~- them~ tbe Council, acting unanimously on a Commission proposal, will, 
h,· l July 1969 at the lateSt, fix the flat rate at which these previous taxes are 
oo be cakulated. \Vith the macroeconomic data available serving as a basis, this 
t.lltt wiH be determined in such a way that global adjustment can be ensured for 
~ oi~tl'ble tax oo value added weighing on the purchases made by all farmers 
<:ot!l:ting m1de·r the flat-rate deduction arrangement, and on the services rendered 
h; them. · 

As .the common agricultural. market will have to be completed by 1 January 1970, 
'it .. ~J:I also be tte~ary to reliev~ intra-Community trade in agricultural products 
.a:s tat as poss.i:bte of t.ax formalities and controls at the frontiers becween the Member 
:St~. The common tax rate proposed is an essential step on the road to this 
a;i.m. Until rues on. impo~ and tax refunds on exports are abolished, that is until 
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the cax frontiers are removed, rhe intention is to abolish, as a transitional measure, 
the le,Ting of taxes when goods cross the frontiers and to collect these taxes 
only ac the stage of the first delivery after importation. Although this means 
th:u intra-Community trade in agricultural products will continue to be subject to 
tax adjustment, this adjustment will be effected by a procedure which is as free as 
possible from all formalities and controls at the frontier. Adjustment will then, 
incidentally, no longer be the result of differing races, bur will merely serve to 
maintain the principle of taxation in the consumer country. 

The agriculrural products co which chis directive applies compulsorily are sec out 
in a lise appended as Annex A to rhe proposed directive and based on Annex II 
ro Article 38 of the Treacy of Rome. This list contains in principle all agri
cultural "ex-farm products", including certain processed produces. In addition to 
agricultural products, it includes a number of means of production, such as seeds 
and plants, fertilizers, insecticides and plant protection produces. The common 
reduced rate for means of production is intended to reduce and equalize the burden 
of tax paid at previous stages. Lastly, the list also contains certain groups of 
Jgricultural products which are considered as substitution products for others on 
the list. 

"Agricultural producers" are defined as persons exercising, in an agricultural, forestry 
or fishery establishment, producer activities of the type listed in Annex B ro the 
proposed directive. The lise includes agriculture proper, livestock breeding and 
animal husbandry as well as freshwater fishing, fish farming, clam and oyster 
cultivation and frog breeding. It is based on a study made by the Statistical 
Office of the United Nations. 

The common reduced rate of tax on nlue added for agricultural products is applicable 
up to and' including the wholesale stage; the Member States are, however, free 
to increase or reduce the rate of tax to be paid at the final stage. To ensure 
that the effects of the discretionary powers thus remaining with the Member States 
do not run counter to the aims pursued, the Commission proposes a procedure 
calculated to lead as far as possible to an alignment of the tax burden at the final 
trading stage. 

BULL. EC 5-1968 

Taxation policy 

Common method of calculating countervailing charges on 
imports and refunds on exports 

11. At irs meeting on 25 March 1968 the Council issued a directive introducing 
a common method for calculating the average rates referred to in Article 97 of the 
EEC Treaty. A proposal to this eff~ct had been submitted to it by the Commission 
on 28 June 1967.2 

· 

The pr~senc systems of turnover taxes are based on the principle of the country to 
which the goods are exported. States are therefore led to ensure in the framework 
of this tax the competitiveness of domestic products as against foreign products 
both in their own territories and in the councries to which these products are exported. 
When their turnover tax is based on a cumulative multistage system they apply two 
types of measures: the levy of countervailing charges on imports and the grant of 
refunds on exports. Article 97 of the EEC Treaty authorizes them to employ for 
these compensations average rates for specific products or groups of products but it 
specifies that these may nor be higher than the ceiling fixed by Articles 95 and 96, 
i.e. the actual charge on similar domestic products. 

In practice, the fixing of an average race for a product or a group of products 
results from two series of investigations: 

i) Ascertainmenc of the cumulative tax burde~ resulting from all the commercial 
tra~sacrions directly or indirectly ~elated to the manufacture of the product in question. 

ii) Possible weighting of this bwden to make allowance at national level for the 
various degrees of integration of the enterprises manufacturing this product 

l!EC Bulletin No. 9/10-1967, Ch. VI, sec. 10. 
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In fact, sinte 1960, the .Member States, when fixing or modifying a rate, puc forward 
~upporting calculations; experie~ce shows, howev~r, thar the ~erhods used by each 
Stdte to a5tettltih the cumulattve burden are d1fferenr. . .Th1s does not help rhe 
eitahiination of the supporting calculations. Furthermore I It IS hard t~ ~nsure that .the 
teiling fix:ed by Articles 95 to 97 will not be exceed~d: By establtshtng a. common 
iHHhoJ of crtlculrttiur1 the directive should make the ftxlhg of the rates of compcnsa
tltin dearer and more certain. Making very consid~ra.ble allowanc~ .for present pr~'"
Het·s it unifi~s the methods of calcttlation by spectfymg rhe condmons under v.·~•ch 
the \·arious iacters in the formation of cost prices of go~s. I?~>· be n:ken mto 
aaount. .Moreover, the common method offers three poSSibJimes, rangmg from 
detiiilat tnkttlation to a purely lump-sum estimate. 

BULL.ec 617-1968• 

8\JL L. e'C 8-;.:.1968 

M ·e a s \U e s p r o p o -s e d b y. t h e C om m i .s s i o n o n t h e o c c as i o n 
:0 I 't h e en t t 'y i t'1 to f o r c.e of t be c l1 s toms u n ion on 1 J u 1 y 1 9 6 8 

i'O.. ·nee -tneasutes, ·mainly of a fiscal nature although sometimes closely linked 
\Vim .srriccly cusroin5 proposals, are, briefly, a:s follows: 

l) A proposal to ·~he CounciJ for the exemption of all travellers from non-member 
\:0\ln'cn~. e'nreri·f18 :the Community from custQms duties on merchandise up co a 
\ilttre ·Of 2~5 u.a.·; · 

.:2) A ;proposal to tbe ·coondl for the exemption of all travellers from taxes ·on 
·~cha~. up to a. 'Value of 100 u.a. when crossing the Community's internal 
1Ft<Sru·im, 1lild up 'co 25 u.a. when entering the Community from outside; 

·3) A 're&>mmebdirion ·co 'the Metnbe'r ·stafes:'1 

JiJ To ~k :t!rliV"~Uers and their vehicle-s .ac ·internal .fronriets only in exc~prional 
'cit~; 

fb) . T'o :telnOve ·bartiers -at custOms offices on internal frontiers. 

'¥he -~ils :.of dre Commission's 'propOsals on the first point are as follows: 

lt:~) ~litipdtts of 'merchandise in travellers'. personal lugga.ge would be exempted from 
r«ifoo~er rilX and excise -duties, provided the value of the merchandise did not exceed 
•100 ·-u.a. :per :pemn in ·t·ravel ~tween Member States and 25 u.a. in travel between 
'tilih·lnember counuies and the Community; . 

:~) :·From :1 July 1968 onwards travellers from non-member countrieS' would no 
'·~er ;~ charge<t .. -duties :for gOods whose total. value does not exceed 25 u.a. Where 
::me Ct()ta~. 'ValUe, Of ·goods brought ~~ by a traveller .from OUtside ·the Community 
~~e~s 2) ·~:'a. but 'OOt ·so u;.a., in addition ·to the taxes, only a flat-rate duty .of 10% 
-WJ !fiafrifem ~hOwa ·be &atg~. 

·'3) 1Fb -~pplf. ~to 1 iqipo~~ in ·small consigrun't~nts from non-member countries,. a flat· 
t.tafe (eust&rts ·<luty :of ·t-o% .. titJ valorem ·when :rhe total value of the consignment does 
~not f-e2aed ~60 ~ u.<a. 

{fn ~taaditipn ·to 'these -exemptions, 'heavily taxed merchandise such as coffee and tea, 
2ik-Gbo!k ~be~rages, .:perfumes, toilet waters, and tobaccos could be imporred free of 
.:..CtHmins · .. dUty, turnover titx ·and ··excise up to the following quantities: 

~f) ,)\k~lic ·:·~erages, -sutb iis 'spirits, aperitifs,· sparkling wines: 1 litre; or ·omer 
'wfues·it'lcludiug·aesserc·'Wines: 2 Ucres; .. 

:::1) :·PerfUmes -and ·toilet waters: ;50 :g; 

33) <al~e: :~2-so ;g; 

·!4) ·:rea: ~'50 ·:g; 

1 Official gaZette No. L 167, 17 July 1968. 
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5) Tobacco goods: travellers with permanent residence outside Europe: up to 
400 cigarettes or 200 cigarillos or 120 cigars or 500 g of tobacco. Travellers with 
permanent residence inside Europe: up to 200 cigarettes or 100 cigarillos or 60 cigars 
or 250 g of tobacco. 

It must be noted that tax exemption does not apply to goods imported in small 
consignments. Customs exemption does, however, apply to them, except in the case 
of manufactured tobacco. Products listed in Chapter 24 of the Common Customs 
Tariff (tobacco) may not benefit from the application of the flat-rate duty. 

In any event only non-commercial imports of goods can qualify for tax and customs 
exemptions or for the flat-rate customs duty. The reliefs therefore apply solely to 
occasional imports solely of goods for personal use of a traveller or his family, or 
for gifts. As to persons resident near and frequently crossing frontiers, each Member 
State will be free to adopt more restrictive regulations. In addition the Member 
States will prevent tax reliefs being granted (for example 'through tax-free shops) 
to travellers who can make use of the tax privileges accorded to tourists. 

BULL. EC 9-1968 • 

BULL. EC 10/1968-

BULL. EC 11/1968• 

BULL. EC 12/1968 

Taxation policy 

Application of TVA to agricultural products 

7. At its session from 30 September to 3 October 1968, the European Parliament1 

discussed the Commission proposal for a third directive on the harmonization of 
Member States' legislation on turnover taxes. This proposal refers to the joint 
arrangements for the application of · tax on value added to transactions involving 
agricultural produce. In the resolution which it adopted at the end of the debate, 
and by which it approved the Commission proposal subject to a few amendments, the 
European Parliament expressed satisfaction that the Commission should have been 
so prompt in submitting- a directive to include· agriculture in the common TV A 
system by arrangements which take account of its special nature. It declared, 
inter alia, that it was "in favour of the application, in one single stage, of a common 
reduced rate and a flat rate•. 

1 See "The European Parliamedt" in this Bulletin. 
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BULL. EC 1-1969-

BULL. EC 2-1969 -

BULL. EC 3-1969 

TAXATION POLICY 

Amalgamations, etc. of firms from different Member States 

10. As part of the ~ork unde~taken.to re.move the ta:c obstacles which prevent or 
impede amalgamatiOns, etc., mvolvmg hrms from dtf!ere~t Mem?er. States •. the 
Commission adopted on 15 January 1969 two proposed directives which 1t submitted 
to the Council. The first proposal relates to the common taxation arrangements 
applicable to mergers, the splitting up of companies and the transf~r of assets, 
and the second covers the arrangements applicable to parent compames and sub
sidiaries. 

Mergers, splitting up of companies and transfers of assets 

11. The main tax obstacle to mergers, the splitting up of companies and transfers 
of assets between companies of different Member States lies in the cost of the 

operation. The preferential tax treatment granted in the various Member States 
if the amalgamation involves domestic companies does not apply if the assets are 
transferred to a foreign company. In such a case the absorbed company is held 
to be wound up completely or partially, and this usually entails a very heavy tax 
liability. · 

The proposed common arrangement rests on three basic principles: no tax is :to 
be levied at the time of merger; the interests of the State of the absorbed company 
are not to be prejudiced, and its rights are to be safeguarded for the future; the 
tax system applicable to companies with permanent establishments is to be im
proved. The merger must in practice result in the transform~tion of the absorbed 
company into a permanent establishment of the absorbing company; there is 
therefore a need for satisfactory arrangements in respect both of the taxation of 
companies with permanent establishments abroad, and of the cost of the merger. 

To observe the first two principles, the Commission has proposed various measures. 
As regards the taxation of capital gains .(i.e. the difference between the real value 
and the book value of the assets acquired), the Commission adopted a single and 
simple solution in the form of a general tax deferment. Under this system, which is 
already being operated by most Member States at national level, the payment 'of 
tax on capital gains is deferred until they are actually converted into cash. This 
means that capital. gains do not attract tax at the time of merger. 

To prevent tax evasion and safeguard the right to impose taxation of the state of 
the absorbed company, the Member States will be required to grant tax deferment 
only where the assets acquired are entered in the books of a permanent establish
ment of the absorbing company located in the state of the absorbed company. 
In this case the absorbing company must calculate, in the framework of this per
manent establishment, the new rates of depreciation and subsequent capital gains 
or losses, in respect of the assets acquired, on the value at which they were shown 
in the tax statement of the absorbed company. In case of subsequent conversion 
of these capital gains into cash, tax will thus be levied by, and accrue to, the state 
of the absorbed company. 

The Commission also proposes that the absorbing company should be allowed to 
claim in its turn, in the framework of the permanent establishment formed as a 
result of the merger, tax exemption in respect of the tax-free reserves built up for 
specific or general purposes by the absorbed company, provided they are still to 
be justified, and in respect of losses of this company which for tax purposes have 
not yet been written off; it further proposes that the assets brought in, particularly 
where real pro~erty is involved, should be exempted from transfer duty and that, 
in line with the proposed directive concerning indirect taxes on capital contributions, 
only a low rate of capital duty should be levied. In addition it is proposed that 
there should be tax exemption for capital gai~s r~sulting from the cancelling or 

1969 
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exchange of securities if one of the two companies involved is a shareholder ?f the 
other, and that allotment to the absorbed company's shareholders of shares m the 
authorized capital of the absorbing company should normally be deemed not to 
involve a tax liability. 

As regards permanent establi.shments, t!1e prime consider~ti~m must be to avoid 
double taxation of their profits. To this end, the CommissiOn proposes that for 
the titne being the "territoriality" principle should b~ maintai~ed, i.e. the principle 
of taxation solely in the country where the estabhshme~t IS located. For t~e 
longer term, the aim is to have a company taxed solely m the country where It 
has its registered office; as a first step in this direction companies are to be allowed 
to opt, under certain conditions, for the "world profits system"; under this system, 
a company may deduct from its taxable profits a:ny losses made by one of its per
manent establishments abroad. Arrangements are also envisaged to ensure that 
for tax purposes a permanent establ~~en~ is not placed at a ~isadvantage co~
pated with a company actually domiciled m the country, but 1s accorded panty 
of treatment. 

Tax arrangements applicable to parent companies and sub
sidiaries 

tl. While for mergers or transfers of assets the main tax obstacle lies in the cost 
(){ the operation, the acquisition of holdings leading to the formation of groups of 
interconnected companies in general raise no tax problems at the time of acquisition. 
Subsequently, however, the situation may change; at international level in particular 
it can happen that profits already taxed in the hands of a subsidiary are again 
tax:ed with the parent rompany when it receives them from the subsidiary. This 
.. economic" double taxation has the effect of discrimination against the formation 
of groups of companies and constitutes, by this very fact, an obstacle to this form 
of totnbination. 

To -solw the problem, not only must this type of double taxation be eliminated 
but taxation must be rendered truly neutral as regards the final use (allocation to 
reserves or redistribution) made of dividends acruing to a parent company from 
ibi subsidiaries, so that the parent company is treated as if the profits had been 
earned by it directly. This mils for a modification of the current withholding-tax 
8f$~em, which: provides . an in~~i~ to the parent company to redistribute the 
dividends r-ecerved from 1ts subs1dianes. 

t-o attain this twofold objective for reorganizations involving companies from 
differe~t Member States, the Commission proposes that it should be admissible to 
deem dividends received by a parent company from its subsidiaries as not forming 
part of its taxable profits, at least where the holding is not less than 20%; a:t the 
same time it proposes that, except for special cases, no dividends distributed by 
a subsidiary to the pa:rent company should attract withholding tax. Lastly, 
where a parent company has major holdings (i.e. amounting to 50%) in other 
~panics, it will be given the right to opt at a later stage for the system of con
solittated profits. This system ·means that in practice a parent company and its 
wbsidjaries, Urough separate legal persons, are treated as a single entity for tax 
purposes; it "Offers the same advantages as the world profits system. The date of 
entry into .force of the provisions implementing this system will be fixed by the 
C<>tmcii '00 a -proposal of the Comtaission. 

l3 .. On 22 Janllary 1969 the Economic and Social Committee 1 adopted an opinion 
M'l the Commission proposal for a third directive on the harmonization of Member 
States'' .legislation on turnover taxes (application of tax on value added to trans
actions involving agricultural produce). It asked for certain amendments to the 
~missi~ pro~, which had already been discussed by the European Par
~a-ment at 1ts sess1on from 30 September to 3 October 1968. 2 

\ 'See ·,.~mic tmd Social Committee". 
'11 Stle BuJletin No. f.2-88, Ch. V, sec. 7, and "European Parliament". 
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BULL. EC 4-1969 

TAXATION POUCY 

Application of Italian turnover tax 

Refined oils from oilseeds and oleaginous fruits 

6. On 11 Februaxj.1969 the Commission decided to call upon the Italian Govern
ment to modify the turnover tax arrangements providing for a countervailing 

charge on imports and a refund on exports of refined oils from oilseeds and olea
ginous fruits. In the directive it addressed on this subject to the Italian Govern
ment in accordance with Article 97 of the EEC Treaty, 1 the Commission invited 
Italy to reduce the average rate of the charges and the refund, which were increased 
from 3.6 to 7.0% on 21 NoYember 1967, so as to ensure that Italian products are 
not granted more favourable treatment than similar products imported from or 
exported to the other .Member States, a discrimination which is contrary to the 
principles laid down in Articles 95 and 96 of the Treaty of Rome. 

Imported wool 

7. On 12 July 1966 the Commission instituted against Italy the procedure under 
Article 169 in respect of several infringements of Articles 95 and 96 of the Rome 
Treaty resulting from the application of the Italian turnover tax (IGE) to Italian 
imports of wool and wool products from other Member States. On represeRtations 
from the Commission, the Italian Government agreed to put an end to some of the 
infringements, in particular by applying Law No. 370 of 16 May 1967~ 

The provisi~ns of Article 95 of the Treaty are, however, still being infringed in 
two ways: stripped wool imported from the other member countries is taxed more 
heavily than like domestic products, and carded or combed wool imported from 
the other member countries is also taxed more heavily than the corresponding 
Italian products. 

This being a ca.Se of failure to comply with the obligation which Article 95 imposes 
on the Member States, the Commission h~ continued the procedure under Article 
169 by addressing to the Italian Government on 17 July 1968 the reasoned Opinion 
provided for under this Article. In its Opinion, the Commission called upon 
Italy to terminate the infringements still persisting, within a specified period. 

The Italian Government took no steps to this effect, and on 4 February 1969 the 
Commission therefore referred the matter to the Court of Justic~. asking the-Court 
to find that Italy has failed to comply with the requirements of the law.~ 

Adjustment of the national systems of commercial vehicle taxation· 

8. At its meeting of 26 and 27 February 1969; the Economic and Social Committee 
discussed the adjustment of national systems of commercial vehicle taxation. By 
67 votes to 6 with 5 abstentions, it adopted, on the basis of a report by M. Canonge 
(France, general interests group), an Opinion on the proposed directive worked out 
by the Commission on this subject. The Committee noted that the directive 
covered only part of the field and that an overall solution to the problem, in the 
form of the introduction of common. financial arrangements for infrastructure use, 
could not be elaborated until the studies and surveys currently being carried out 
by the Commission with the assistance of the Member States were roncluded. 
The Committee stressed· the importance attachin~, from the competition angle, 
to the introduction of equal treatment of the vanous modes of transport; it also. 
expressed the wish that the Member States should not use the change in the tax 

. structure as an excuse for raising the overall tax yield if this were not justified by 
a change in infrastructure costs. 

·s Official gazette No. L 52, 3.4.1969. 
• Sec "Court of Justice ... 
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Lastly, the Committee proposed that the directive be extended to cover so-called 
cc;munercial vehicles with a laden weight of from two to three tons; it also called 
for the exemption from the tax of -=ommercial vehicles used in passenger transport. 

1.3ULL. EC 5-1969 

TAXATION POUCY 

CApital market and tax harmonixation 

t(). On ·5 }larch 1969, the Commission submitted to the Council a Memorandum 
on adjustment measur~s in the field of direct taxes with a view to facilitating the 
develppment ~nd interpenetration of capital markets in the Community.t· 

T~ ~empriQn on gift c;:onsignments within the Community 

U. Following a written question from M. Dichgans (Christian-Democrat, Germany), 
th4! Comptission has again shown that it is concerned to lighten and, as far as possible, 
elhninate from intra·Community trade the tax equalization measures at frontiers 
and the forma,Iities and controls connected with them. \Vith this in Yiew, it has 
~\gain investigated the question as to whether proposals should be made to drop 
import taxation on gifts dispatched from one Community country to another. 
The Commission observes that this type of exemption appears to be intrinsically 
d~imhle with rt"gard to tbe sending of ~fts with no commercial purpose by private 
indi\Yjduals. However,· it would requtrt considnable tightening of the control 
m~UUfC$. {n particul<~r. such exemption would make it indispensable to distinguish 
~tw-een these gifts and other small consignments, as the latter may also comprise 
CQOd$ dh;patched on a not inconsiderable scale by commercial enterprises and for 
which import exemption cannot be entertained. firstly in view of the high and also 
v.ry different levels of the fiscal charges in the various countries and secondly 
because, in certain countries; tax• are remitted on these commodities on export. 
Eveu if measures of this kind could be effectively implemented they would involve 
cx~ive administrative charges and expeJlS(..--s. 

' * Ch. HI. 

~he Co~ission therefore consi~e~s · it expedient for the question of exempting 
rtft ~ollS1gnme.nts to be ~Qlved w1t~m th.e fram~work of Community rules applying 
to ~a,ll_ Conslgllments. m. gene.ral. · Th1s solution should be provided under the 
rules. wh1~h the Comml$Slon · will propose to the Council for the abolition of tax 
frontlet'S m accordance with Article 4 of the first directh·e on harmonization of 
turnover taxes.l 

• Fm. C.U.cU I»-teetav. of 11 April 1967 QD bannonization of Member States' legislation 
eo~~~ ~\let ta.Qa (Qfticial p~ette No. 71, 14.4.1967). 

SVl.L. EC 6-1969 

TAXATION' POUCY 

ln4it~u:·t taxes other than turnover taxes 

S.. bt t964 tae Com.miuion appealed to the Court of Justice of the European 
O>mmunities (Case No. 45-64) atleging that Italy had infringed A!ticl~ 96 of the 
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EEC Treaty. The case concerned the drawback paid under Italian Law No. 639-64 
on exports of the national mechanical engineering industry. 

In its ruling handed down on 1 December 1965, the Court allowed the Commission's 
claim on the first plea (drawback on taxes not in fact charged on the products them
selves (Article 96 of the EEC Treaty)} and reserved its decision on the second 
(illegality of the flat-rate refunds system applied by the defendant). In the same 
adjudication, the Court also ordered Italy to show that the drawback paid to offset 
taxes imposed on the products and thus refundable under Article 96 d1d not exceed 
the tax burden whlch the products had actually borne in this respect. The parties 
were given the option of requesting at a later date the re-opening of the proceedings 
on the point still to be decided. 

Further to an examination of the documents suomitted in compliance with the 
ruling and after the verifications since carried out with the co-operation of the 
Italian authorities, the Commission decided to apply for the re-opening of the hearing 
on the second plea. A request to thls effect was accordingly being filed with the 
Court of Justice. · 

Excise 

6. On 27 March 1969 the Commission filed a suit against Italy under Article 169 for
infringement of Article 95 of the Treaty of Rome in respect of the charges imposed · 
on spirits imported from other Member States. 

The Italian Government imposes charges on imported spirits for a standard alcohol 
content of 70%, whereas home-produced spirits are charged according to their 
actual alcohol content. This situation infringes the obligation of Member States 
under Article 95 not to impose on the products of other Member States any internal 
charges in excess of those applied directly or indirectly to like domestic products. 

On 7 May 1968 the Commission therefore instituted the procedure laid down in Arti
cle 169 by issuing a reasoned opinion calling on Italy to put a stop within a stated 
period to any infringements still existing. 

As no steps to comply with the reasoned opinion were taken by the Member State 
concerned either within the period stated or subsequently, the Commission instituted 
proceedings in the Court of Justice, on 27 March 1969, asking the Coutt to find that 
Italy had in fact failed to fulfil the obligation in question.• -

1 Bulletin 6-69, Court of Justice. 

BULL. EC 7-1969 

TAXATION POLICY 

Tax exemptions in international travel 

6. On 12 May 1969 the .Council adopt~d · th~ text of a directive on exemption 
froin the turnover taxes and ex.cise dut!es leVIed by the Member States on goods 
imported by tourists and other mternational travellers .. 

The checks and formalities which must be coml?lied. with at present because of 
the existin differences in Member States'. legislation. on turnover taxes and 
excise duti:s will be eased once the directive. enters •I? to force. The Member 
S-tates will have to implement the measures reqmred to this end by 1 January 1970 
at the latest. 

• 
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t:'nder the directive, exemption is granted for non-commercial imports of mer
chandise in travellers' luggage up to a total ,·alue of 75 u.a. per person. 1 

Travellers from non·mcmber cpuntries entering the Community are allowed to 
import 25 u.a. worth of goods free of tax. 

Anicle 4 of the directive fixes for certain products the quantitative limits up to 
which goods can be imported free of tumo,·er tax and excise duty. These 
quantities are as follows: 2 

a) ·Tobacco 1oods 
200 cigarettes or 100 cigarillos or 50 cigars or 250 g of tobacco; 

b) Alcoholic bn•eragBS 

1 standard bottle of 0. 70 to 1 litre of distilled beverages and spirituous beverages 
of an alcoholic strength of more than 22°, 

or 

2 litres of distilled beverages and spirituous beverages, aperitives with a basis 
of 'Nine or alcohol, of an alcoholic strength of 22o or less, sparkling wines, dessert· 
wine$ 

a.ud 

2 litres of non·sparklin8 wine; 

c) Per/ltmes 
50 g, and 1/4 litre of toilet water; 

d) Co/lee 

500 g, or 200 g of coffee extracts and essences; 

e) Tu. 

100 g, or 40 g of tea extracts and essences. 

The exemptions under a), b) and d) cannot be claimed by travellers under 15 
years of age. 

Application of the TV A in the Member States 

7. Accofding to the first Council Directive adopted in this field on 11 Apri11967. 
the common system of tax on value added must enter into force on 1 January 1970 
at the latest. 

The Commission havin' learnt of the intention of the Italian Government to ask 
for an extension of this deadline until 1 January 1972 in respect of the entry 
into force of the common TVA system in .Italy. President Rey wrote to the 
Italian Government on 7 May 1969 pointing out that the two· Council directives 

on the harmonization of Member States' legislation on turnover ta.x constitute 
an important political act and are also legally bindinEZ on all Governments of the 
Member States. - .. 

l 1 uait of llCC®Ilt (u.a.) eqaals: US $1; Dll 4; FF 4.9S~ Lit. 6!6; Fl. 3.62; Bfrs. 60; 
t.fn.. ~ * Official cuette No. L 133, 4.6.1901. 

BULL. EC 8-1969 

TAXATION POLICY 

. .-\pplication of TVA in the Member States 
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t>. On 30 l\Iay 1969 the Standing Committee of heads of re\·enue departments held 
it'- IRth meeting in Brussels. It di~~\l~Jod a note, prrp<\rcd by the Commission's 
"taff, on thr progress made on harmonizatiou in the field of tax on value add('d. The 
note conccrnPd the elimination of import charges and export charge exemptions in 
intra-Community trade. It was studied in the light of two aims: free movement of 
goods and the establishment, in the sphere of indirect taxation, of identical condi
tions of competition throughout the Community. 

-·- Va::r_ious ways of achieving the two aims were considered, with regard both to 
technical implementing details and the gradual alignment of national tates< -by 
111eans of rate brackets. A procedure was also examined for allocating TVA 
re\·enues to the Member State where consumption actually takes place in- the 
event of this tax having been collected by another Member State. The results of 
this meeting will influence decisions on the further action to be taken on curreot 
work, both as to their substance and to the procedure to be adopted. . . " .-~-~ 

r' 

A,ualgamations, etc., of firms from different Member States 

9. The Economic and Social Committee endorsed the proposed-directives, submitted 
by the Commission to the Council in January 1969, on the elimination of certain 
ta.x obstacles to amalgamations, etc., of firms from different Member States. 1 The 
proposal relating to the common taxation arrangements applicable to mergers, the 
~plitting up of companies and the transfer of assets was approved by 4S \·otes to 21, 
with 17 abstentions; however, the Committee also put forward a number of suggQ~T 
ti(')n-;. The proposal covering the common EEC arrangements for parent compa,illfi~ 
and subsidiaries was adopted by 44 votes to 20, \Vith 15 abstentions. ' . 

1 
_: 

Italian excise duty on products derived from cocoa beans 

10. Some time ago the Commission noted that the Italian legislation governing 
excise duty on cocoa was creating a situation incompatible with Articles 95 and 96 
of the EEC Treaty. More particularly, the combined effect of Decree ~o. 206 of 

H October '1!.)46, Decree No. 50 of 11 March 19~0 and Law No. :291 of :25 ;\lay 1%'1, 
which are still in force, was to discriminate against processed cocoa bean products 
imported from the other ).!ember States in comparison with like !talian products; 
In addition, a refund on exports of home-produced products was claimable exceeding 
excise duty actually paid. 

The attention of the Italian authorities was drawn to this situation on several occa
sions with the support of statistics, and the procedure of Article 169, first paragraph, 
of the EEC Treaty was initiated. Under this procedure, which was opened by a 
letter dated 19 July 1966 and followed up by' thE' despatch of a reasoned Opinioh 
dated 17 January 1967, the Italian l{epublic wa:; called upon to terminate th~ in
fringement resulting from its fiscal provisions i~1 this field.. On several occ~?IOPS 
rectifying legislation was announ.ce~. but a considerable .renod has elapsed\rtf~~ut 
action being taken. The Commission has therefore dec1ded to refer the matter. to 
the Court of Justice of the European Communities. 

The Commission asks the Court, in an appeal lodged on 24 June 1969, to find that ~he 
Italian Republic is committing the following infringements: · 

(i) An infringement of Article 95 of the I~EC Treaty ?r reason of the higher ir1ciderice 
of the excise duty on cocoa powder Imported directly from the other .Member 
States cqmpared with like products obtained in Italy from e;ocoa beans wlu~~ ef\tGr 
the country under the temporary import system and are not subsequently re-
exported; · 

(ii) A second infringement of Article 95 due to the higher incidence of exci~ dH.tY 
on cocoa powder, cocoa butter and cocoa husks imported directly from the other 
:Member States compared with like products obtained in Italy from cocqa be,~ns 
which enter the country under the permanent import system; 

(iii) Infringement of Article 96 due to the ad\·antage re:::erved fur Italian products 
obtained from cocoa beans and intended for export, in that refund of excise duty is 
granted on them in excess of the amount of duty actually paid. 

1 See Bulletin 3/1969, Ch. IV, sec. I 0. 
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aULL. EC 9/10-1969 

TAXATION POLICY 

.I,nd.h-ect lUe$ OQ the raising of capital 

16. At its session of 17 July 1-969 the Council adopted a directive on the 
harmonization of indirect taxation on the raising of capital, 1 after the Luxembourg 
qelegation had expressed a reservation. The directivefrovides mainly for the abo
lition of stamp dqty on securities and the charging o a harmonized capital duty 
in tne M~ber States. Stamp duty on the issue of securities is currently charged 
~-certain Member States, while capital duty e.xists in all six and is charged mainly 
op. the constitution and increase of company capital. 

The re&$ons for this directive are the existence of double taxation, discrimination 
tnd. distortions in the taxation systems of the Member States, which therefore 
hamper the fr~ movement of capital. Thus, the application of the stamp duty 
by certain Member States when foreign securities are issued or brought into 
c;trculation. on their own market has the same financial effects as coWltervailing 
duti,es in the turnover tax field. The retention of these countervailing duties 
between the Member States is incompatible with the idea of a free capital market. 
In order to establlsh a single internal market, it therefore appeared necessary to 
~bolWl these· duties, i.e. to abolish stamp duty on securities. 

Paqllel with the abolition of stamp duties, it has also proved essential to levy 
tl,le ~e in~t f~ eharge on companies' oWil capital in the Member States. 
To UUs ~d. the directi,ve provides for the levy of a harmonized capital duty and 
defin~ the joint-stock companies subject to this duty (mainly incorporations of 
CQD;lpanies, transf9rmations and increases of capital), the basis of assessment and 
the rat~ of the tax. The basis of assessment is the real value of the assets 
contributed to the company after d.eduction of charges borne by the company as 
a conseq1.1ence of these contributions. 

On a Conuni$sion proposal. the CoWlcil is to determine by 1 January 1972 at the 
~te~t the common rates of the capital duty. Howe\·er, the Member States have 
t9, apply a rat~ Qf not mote than 2% or less than 1% until the introduction of 
tll.e COJJlDlOn rates. In the case of mergers, the rate is reduced by 50% or less. 
There are also special rules for holding companies whose sole purpose ts participation 
~n other enterprises, ~d the administration and exploitation of such participation. 
Fw ~companies. the rate of the capital duty may, without prejudice to the 
fiJdng by the Council of common rates, be reduced to 0.5% until 1 January 1973 
~ after that date increased to 1%. Apart from the TV A and certain taxes of 
~ special nature, no other tax or duty can be charged on operations subject to duty 
on. assets brought in. 

When this. direct,ive comes into force, capital duty will be charged under the 
$flllle conditions as in a single internal market. Thus, the transfer of the registered 
offices. of a company from one Member State to another will not be subject to this 
~ty, as is usual at present. A$ far as taxation is concerned, this directive is the 
first Community measure harmonizing both the structures and the rates of the tax 
apd th~efore having direct effects on the fiscal revenue of the Member States. 
"fhe. revenue accruing to the Member States from the taxes to which the present 
4il'ective applies w~ 1l4 million u.a. for capital duty and 21 million u.a. for stamp 
duty ill ~967-. . . 

!Jl~· ~bel; ~tates. ~e. required to adapt their legislation to the provisions of this 
q.ii.~t,i~~ by. i Janual)( i972. at the latest. 

t;·. OUicial gazette .No. L 249. 3.10.1969, •. 

A~.f1li~Qn of TV A, in the Mem~r States 

$.1:~ In accordance, with the first Council directive adopted on H April 1967, the 
~mon system of tax on value added (TV A), whose structure and implementing 
prqc~ur~ are-laid d.own in the second directive adopted on the same date by the 
~neil,~ 1$ to. come m~o fore~ by 1 January 1970 in ~e six Member States. The 
r,~A. ~bas. been muse m France and Gennany smce f January 1968 and in 
tne Netherlands. since f January i969. · 

The. Italian GQvenunent, following the letter sent to it on 7 May i969,• officially 

1 Official gazette No. 71, 14.4.1967. 
1 See Bulletin 7-69, Ch. V, sec. 7. 
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informed the Commission that Itafy is unable to meet the 1 January 1970 deadline 
for the introduction of TVA. It pointed out that on 20 June 1969 the Italian 
Cabinet approved a draft law, submitted to the Parliament on 1 July last, for the 
introduction of an extensive tax reform. The procedures for this reform are to 
be adopted by the Government by 31 October 1970 in the form of a series of 
instruments to be implemented simultaneously on 1 January 1972. 

The Italian reform overhauls the direct and indirect tax systems; instead of the 
turnover tax (Imposta generate sull'entrata - IGE) currently in force, it will 
introduce nr A, which in its basic principles and technical structure will conform 
to the Community system envisaged in the two Council directives mentioned 
above. Unlike the system in the other Community member countries, the 
Italian TVA will be applied, at least temporarily, up to and including the whole
sale stage, ana will be accompanied by an additional tax on consumption, levied 
at the stage preceding retail trade, the proceeds of which will go to the local 
authorities to offset the present consumption taxes, which will be abolished. 

The Italian Government points out that the TV A system envisaged is in accordance 
with Community commitments, but will have to be discussed with the Commission 
and the other Member States, in pursuance of Article 5 of the first directive. It 
regrets the need to postpone the 1 January 1970 deadline, for various reasons 
which it gives, and therefore requests an extension until 1 January 1972. At the 
same time, the Italian Government promises that everything will be done to 
ensure that this delay does not cause the turnover tax harmonization process to 
slow down .. 

In Belgium the law creating the TVA. Code is dated 3 July 1969 and was published 
in the "Moniteur Beige" on 17 July 1969. It was due to come into force on 
1 January 1970. However, about mid-September 1969, the Belgian Government 
asked the Council and the Commission for an amendment to the first directive in 
order to fix a new final date for the introduction of the system. In a memorandum 
explaining the reasons for its request, the Government states that it is not in a 
position to apply TVA before 1 January 1971. 

The Luxembourg TV A law was adopted on 5 August 1969 and its wording 
published on 26 August 1969; this law also provides in principle for the application 
of TV A as from 1 January 1970. 

The Commission intends shortly to submit proposals to the Council for decisions 
following its current examination of the Italian and Belgian applications. 

BULL. EC 11-1969 

TAXATION POLICY 

Application of TV A in the Member States 

2. It \\ill be remembered that on 14 July 1969 the Italian Government advised 
the Commission that it was not in a position to comply with the 1 January 1970 
deadline fixed by the first Council directive of H April 19671 for the introduction 
·of the common TV A system, and asked for a two-year extension. On 12 Septem-

. ber 1969, the Belgian Government in its turq informed the Commission that it 
was unable to keep to the date fixed by the directive, mainly for reasons connected 
with the current economic and budgetary situation, and was therefore forced to 
request a one-year extension.• 

Faced \\ith these new facts, the Commission considered that a general extension 
· could be granted only on the condition that it did not exceed one year and that 

action would be taken to offset the disadvantages entailed by such postponement. 
In a proposal for a directive on the introduction of TV A in the Member States, 
which it submitted to the Council on 1 October 1969,1 the Commission has therefore 
suggested tbat'the deadline should be postponed to 1 January 1971 and at the same 
time the requisite measures adopted to limit the drawbacks entailed by post
ponement, both as regards conditions of competition and work on the harmoniza
tion of taxes.:-

1 Official gazette No. 71. 14...4...1967. 
See Bulletin 9/10-69, Ch. V, see. 17. 
Official gazette No. C 129, 10.10.1969. 
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One of the essential aims behind the introduction of the common TVA system in 
the six member countries is the establishment of conditions which preclude a 
distortion of competition through turnover taxes. This aim cannot be achieved 
by 1 January 1970 because the States allowed to put off the effective date until 
1 January 1971 will continue to use aver~ge rates to compensate for domestic 
taxation. However, being calculated on a standard basis, these rates entail 
disparities in tax treatment to the advantage of certain exports and to the detri
ment of certain imports. In order to reduce this tax advantage as far as possible, 
the proposed directive lays down that the averages rates in force on 1 January 1970 
shall be reduced progressively by fixed amounts. 

As postponement of the introduction of TV A in certain countries is liabl~ to delay 
the adoption of the measures necessary if intra-Community trade is to be rid of 
levies on imports and refunds on exports, the Commission thought it indispensable 
to lay before the Council a time-table for the implementation of a harmonization 
programme. This would cover not only the abolition of phvsical checks at the 
frontiers but also the establishment, at Community level, o( conditions that are 
neutral in their effect on competition. The studies of this subject by the Com
mission's staff show that for these objectives to be attained it will be necessary; 
on the f;me hand, to continue harmonization of the national systems for ap:plyin~ 
the tax and, on the other, to reduce the differences in rates of tax applied 1n the 
Member States~ 

To expedite this programme, the proposed directive lays down that the Member 
States shall assume certain additional obligations. Accordingly, they are required 
to extend the sphere of application of TVA to include retail trade not later than 
1 January 1971, and to reduce, as soon as possible, the number of TVA rates applied 
in each country to two. The European Parliament and the Economic and Social 
Committee rendered their opinions on 9 October and 15 October 1969 respectively. 

Indirect taxes on capital contributions 

3. The directive on the harmonization of inclirect taxes on capital contributions, 
approved by the Council on '17 July 1969,1 .. has been .finally adopted, as the 
Luxembourg Government withdrew the reservation it had made at that seSsion. , 

1 See BuUetin &/10..69, Ch. V, sec. 16, and official gazette No. L 249, 3.10.1969. 

BULL. EC 12-1969 

TAXATION POUCY 

Application of TV A in the Member States 

~A:. its1 ses::ol!- of 17 October 1969, the Council examined the proposed Council 

!If~':;..: ~~ .,Z.,!thh, ~::St~t~to'fir~~!::'J::: 
matioB at 1ts s~on of 10-11 November. The directive drafted by the Co · · 

:J~ =~=~ ibe
1 Jdill~ 1tim~71 the ?zne-limit allowed for the intr~~~~~~ 

ments. ' on e reqwred by the Italian and Belgian Govern-

iO • C?n 9 October 1969 ~h~ European Parliament approved the proposed directive =y o?Tv~n:::dn ~o £bJe Council. but ~ed that ~e time-limit for the 
invited the Com . . "t k ulf 1971. In Its resolution on the subject it 

mtsston o eep a strict watch on the fulfilment f · 
Ultdertaken bv the Member States", but also "to follow attentivefy ~=:!: 

1 ~ paette No. C Itt, 10.10.1989, and Bulletin 11-89 Cb IV a • . , sec. o~~~. 
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which will be~ adopted in 1970 on the basis of the present directive by the Belgian 
and Italian Governments in order to conform, from 1 July 1971 onwards, to the 
Community legislation on tax harmonization". The Parliament, like the Commis
sion, also considers that it is essential that this extension "be accompanied by 
conditions designed to prevent the maintenance of multi-stage taxes in the llember 
States from distorting competition and having an unfavourable influence on trade". 
It therefore agreed to the conditions concerning this point contained in the proposed 
directive.' 

11 . The Economic and Social Committee for its part held an extraordinary plenary 
session on this matter on 15 October 1969. In its Opinion (adopted unanimously, 
apart from 5 abstentions), the Committee recalls the commitments entered into by 
the Member States when they adopted the first two TVA directives and deplores 
the requests for deferment submitted by the Belgian and Italian Governments, 
however without commenting on the reasons which these countries give in support 
of their requests. The Committee trusts moreover that the period allowed in the 
proposed directive will enable the Commission to carry out the necessary consulta
tions with the two Governments concerned. W'ith regard to the article on the 
reduction of the average rates, the Committee considers the proposal for reducing 
the rates from 1970 onwards as unjustified and asks the Commission to negotiate 
with the Belgian and Italian Governments certain tariff headings which. in its 
view, give competitive advantages taking into account the average rates applied 
to them.• 

1 See '!European Parliament" below. 
1 See "Economic and Social Committee" below and Official gazette No. C 144, 8.ll.1969. 
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BULL. EC 1-1970-

BULL. EC 2-1970 

TAXATION POLICY 

Tax har1nonization 

Application of TV A in the ~1ember States 

10. At its meeting on 9 December 1969, the Council approved the text of a 
third directive on harmonization of turnover taxes, dealing with the introduction 
of the tax on value added in the Member States.1 

The directive puts back the date indicated in Article 1 of the first directive 
to 1 January 1972, in deference to pleas by Italy and Belgium to be allowed a 
two-year and a one-year extension respectively to get the new tax on to their 
statute books. Accordingly, both countries will continue for the time being 
to apply average rates of import levy and export drawback to offset domestic 
taxation, as permitted by Article 97 of the Treaty of Rome. To avoid distor-

1 Official gaz.ene L 320, 20.12.1969. 

tion of competition, however, it is provided that the average rates as at 1 October 
1969 are not to be increased; by "average rate" is meant the extra charge over 
and above the general rate on import, or the rate of drawback on export. 

In adopting the directive, the Member States agreed to reduce the ·average 
rates as follows: · 

1 April1970-31 December 1970, 10% reduction in average rates between 
101% and 150% of the general rate of turnover tax, and 13% reduction 
in avera·ge rates of 151% or over; 

1 January 1971-31 December 1971, 10% reduction as before, and 15% 
reduction instead of 13%. 

The Council also requested1 the Commission to submit the proposals 
referred to in Article 4 of the first directive of 11 April1967, making the point 
once more that the sphere of application of TV A must be extended to include 
retail trade, and that only a very small number of tax rates must be applied. 

1 Official gazette C 163, 23.12.1969. 

BULL. EC 3-1970 -

BULL. EC 4-1970 • 

BULL. EC 5-1970 • 

1970 
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BULL. EC 6-1970 

TAXATION POLICY 

Tax har1no11ization 

8. At its session of 9/10 April 19701 the European Parliament approved, 
subject to a few amendments, the two proposed directives submitted by the 
Commission to the Council to eliminate tax obstacles to the establishment 
of new groups by companies of different Member States. 

One of these proposed directives concerns the common taxation arran
gements applicable to mergers, the splitting up of companies and the transfer 
o.f assets hetwcen companies of different Member States. The second deals 
with the taxation arrangements for parent and subsidiary companies of different 
Member States. 

The two proposed directives nrc to he discussed by the Council, which 
has to take a unanimous decision under Article 100 of the Rome Treaty. 

1 See "European Parliament" (Part Two, Ch. IV}. 

BULL .EC 7-1970 

TAXATION POLiCY 

Tax harnJ011izatio11 

10. The Standing Committee of heads of revenue departments held its 19th 
meeting in Brussels on 17 April 1970. 

Measures were decided on with regard to the pursuit and intensification 
of work on harmonization. Four main points were considered: 

(i) Supplementary studies with a view to VAT har~oni~ation~ wit~ spec~ a I 
reference to the problem of aholishing tax frontiers m conJunction w1th 
a clearing system for the allocation of receipts to the consumer country; 

(ii) Proposed studies analysing the budgetary, economic and social implications 
of the harmonization of VAT rates; 

(iii) Further harmonization of excise duties: 

(iv) Possible harmonization and co-ordination of tax collection and vetting 
methods. 

BULL .EC 8-1970 

TAXATION POLICY 

lntroductiotJ of VAT in Italy and Belgium 



- 93 -

20. On 2 June 1970 the Commission presented to the Council a report on the 
state of implementation of the agreement concluded on 9 December 1969 
between the representatives of the Governments of the Member States - meeting 
in the Council - concerning reductions of certain average rates charged on 
imports and refunded on exports under the heading of turnover tax.2 In pursu
ance of this agreement, the Member States which do not yet apply the system of 
the value-added tax undertook to reduce, as from 1 April 1970 and according 
to a given schedule, average rates of countervailing charges on imports and of 
export refunds in force on 1 October 1969 under the heading of turnover tax 
which exceed 100% of the general rate of this tax. 

A clause providing for exceptions has, however, been incorporated in this 
agreement so that the Commission may authorize a Member State to maintain 
these rates. The State concerned must then provide specific proo£ that, in the 
case of certain products and for the most integrated enterprise in a given branch, 
the linear reduction referred to above distorts the fiscal neutrality determined 
by means of the common method of calculation provided for by the Council 
directive of 30 April1968. The Member States concerned are Italy and Belgium. 

Italy complied with the provisions of this agreement on the specified date 
of 1 April, first of all at administrative level and then by decree law of 1 May 1970 
with retroactive effect. This decree must be transformed into a law by the 
Parliament within 60 days of its publication in the official gazette. 
2 Builetin 2-70;Part-Two, sec. 10. 

The reductions made by Italy concern all the average rates referred to in 
the agreement; the exception clause was not invoked. 

In the case of Belgium, the average rates referred to by the agreement 
concern 222 products for increases on imports and 206 for refunds on exports. 
In a letter of 31 january 1970, the Belgian Government informed the Commission 
that it intended to apply the reductions specified for 19 products and invoked 
the exception clause for all the others: i.e. 203 with regard to increases on imports 
and 187 with regard to refunds on exports.1 It pointed out that the products 
for which it requested the maintenance of the existing rates are manufactured 
by industries of the same structure, integrated or not, according to the case. 

In a letter of 18 March 1970, the Commission informed the Belgian Govern
ment that the information communicated did not constitute the proof specified 
by the e~ception clause in the agreement. If a Member State •asks to benefit 
from this clause, it must provide the Commission with specific proof that fiscal 
neutrality would be distorted for the most integrated enterprise in a given branch 
if it put into effect the linear reduction specified in the agreement. 

In other words, proof must be provided that as a result of the linear 
reduction the rates of increase on imports and refunds on exports descend 
to a level lower than that of the effect of the internal transmission tax noted 
in a single enterprise by branch of products. As this enterprise Is the one 
which shows the highest level of integration in the branch no calculation of an 
average may be accepted. However, 'in its request, Belgium merely referred to 
!Jle old calculations made to fix the average rates in question according to the 
common method of calculation specified by the Council directive of 30 April 
1968. These calculations were made on the basis of a weighting of the fiscal 
burdens according to sector and not on the basis of the fiscal burde~ on the most 
integrated enterprise within each sector, as prescribed by the agreement of 
December 1969. · 

1 With regard to the refunds, 134 of the 187 rates c:oncemed have been temporarily reduced 
by one point for reasons connected with the economic trend by the ministerial order of 
24 December 1969, issued outside the framework of the. agreement of 9 December 1969. 
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Following the Commission,s communication, the Belgian Govemment 
contacted the Commission and informed .. it of its intention to provide fresh 
calculations to motivate its request. The Commission reserves the right to give 
a definitive opinion on the question after examining the new evidence to be 
submitted to it. . "·· · .. ·.··. 

BULL .EC 9-1970 -

BULL.EC 10-1970 -

BULL.EC 11-1970-

BULL.EC 12-1970 • 
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BULL EC 1-1971 

TAXATION POLICY 

Tax hannonizatio11 

Excise duties on manufactured tobacco 

6. On 20 November 1970 the Commission submitted to t1v~ Council ;~ 
proposal for ~1 dirccti,·e for harmonizing the strl!cturcs of exctsc duty en 

manufactured tobacco. This new text replace~ the proposed Council regubtion 
coiKerning taxes on the consumption of manufactured tobaccos, other than 
turnover taxes, and the draft Council resolution concerning excise duties on 
manufactured tobaccos, submitted on 4 July 1967 by the Commission to the 
Counci1 1• In the light of the discussions on this matter in the Council, it 
became dear that an amended proposal would have to he submitted. It emerged 
from these discussions that it was almost impossible to reach an agreement on 
the basis of the harmonization criteria included in the proposed regulation of 4 
July 1967. 

In order to break this deadlock, the Council had adopted, on 21 April 
1970, a resolution laying down some principles for harmonizing taxes on the 
consumption of manufactured tobacco, other than turnover taxes2• In this 
way, the amended proposal for a directive is based on the harmonization 
criteria adopted by the Council in this resolution. It provides particularly for the 
following: 

(a) The harmonization of the structures of excise duty on manufactured 
tobaccos will be carried out in several stages. The general criteria for 
harmonization together with the particular criteria applicable during the first . 
stage will be determined forthwith. The particular ~riteria applicable during the . 
following stages will be determined by a later directive which the Council must 
adopt before 1 January 1973. 

(b) Chewing tobacco and snuff will be exonerated from the excise duties. 
Cigarettes will be subject to an excise duty combining a proportional with a 
specific taxation component. 

(c) The first stage of harmonization will begin on 1 July 197i and will cover 
a period of two and a half years. During this period a limit on the tax 
chargeable is provided for in the case of cigars, cigarillos and smoking tobacco. 
To this end, the incidence of excise duty in relation to retail selling price should 
never exceed 40 % for cigars and cigarillos and 50 % for smoking tobacco. 

Turnover tax 

7. The Commission has called together a panel of experts, in pursuance of 
Article 4(2) of the first directive on the harmonizing of !vlember States' turnover 
tax legisla.tion (directive of 11 April 1967). The panel has been given the task of 
anulysing the budgetary, economic and social effects of harmonizing turnover 
tax rates and exemptions. 

t journal officiel No. 198, 17 Augusr 1967. 
1/Jid. No. C 50, 28 April 1970. 

1971 
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BULL.EC 2-1971 

TAXATION POLICY 

Tax harmonization 

Closer alignment of taxes on hydrocarbons used as fuel 

11. On 28 December 1970 the Commission submitted to the Council a ~ra_ft 
directive on the "alignment of specific consumption taxes on hq~td 
hydrocarbons to be used as fuel".' Apart from its common .. ener~ ~ohcy 

, objectives, the draft is designed to improve the terms of. ~ompetttton w~thm the 
Community for consumer industries, and to facthtate th: subsequent 
suppression 0 £ tax frontiers which is a sine qua non for the establishment of an 
economic and monetary union. 

1 See sec. 63. 

BULL.EC 3-1971 • 

BULL.EC 4-1971 • 

BULL. EC S-1971 

TAXATION POUCY 

Harmonization of taxes 

Standing Committee of heads of revenue departments 

10. The Standing Committee held its 21st meeting in Brussels on 
3 March 1971. It began by disaissing the consequences for future ·tax 
harmonization work of the resolution on- the stage-by-stage establiShment o£ 
economic and monetary union in the Community adopted on 9 February 1971 
by the Council and the representatives of the Member Governments. 

Particular stress was laid on the important role of tax harmonization in 
·the set of measureS to be taken during the first three-year stage. These 
measures concern the following matters: 

(i) Rules establishing a uniform basis of assessment for VAT; 

(ii) Harmonization of the field of application, basis of assessment, and 
method of levying the prin:ipal excise duties; 

(iii) Harmonization of certain kinds of taxes that could affect capital move
ments within the Community, especially of the tax system applicable to 
interests on fixed-yield securities a~d dividends; 

(iv) Further ·harmonizatio~ of the structure of company taxes; 

{v) Progressive extension of the tax exemptions granted to private indivi
duals crossing intra-Community frontiers. 

Befot:e the end of this first stage the Council will also examine the 
Commission's studies and proposals on the approximation of VAT and excise 
rates. 
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The Committee members then exchanged information on tax reforms 
implemented or planned in their respective cou~tries. In thi~ ~onne~tio~, a 
detailed statement was submitted to the Committee on the gmdmg pnnctples 
of a German draft law to ensure equality of treatment for persons with 

interests abroad and to improve the competitive position of foreign inve.stments 
(Aussensteuerpflichtengesetz: law on t·he duties of taxpayers as regards mter~a
tional taxation law). The meeting finally discussed problems concermng 
methods of supervision, especially as regards direct taxation, in some ~ember 
States and the introduction of a procedure for mutual exchange of mforma
tion, as well as the attitu.de which the Community should adopt towards tax 

evasion at international level. · 

BULL. EC 6-1971 

. BULL. EC 7-1971 

BULL. EC 8-1971 

BULL. EC 9/10-1971 

TAXATION POLICY 

Duty-free entry for travellers 

22. On 30 July 197.1, t~e Commission suggested to the Council, that fresh 
initiative be taken towards facilitating the transit of travellers within the 
Community. The Commission communicated a proposal concerning the 
.harmonization of laws and regulations relating to turnover ta..x and excise 
duties levied during the international transit of travellers.2 If such a 
directive were adopted by the Council, the new procedures could be applied 
~ithin a few months, the Jime required for the Member States to adapt the 
curre~t system. 

In its proposals, the Commission envisages an extension of duty-fr~ 
~ntry for travellers and within this extension abolishing the obligation to 
dec~are imported goods, in order to minimize checks on travellers' luggage at 
the inter-Community frontiers. These steps seem particulary justified " by 
making people more conscious of the reality of the Common Market". 
Indeed, it is not easy for people to understand that, having achie,;ed a Customs 
Union (of some years standing), relatively strict fiscal frontiers should still 
persist betwee~ the Member States. · 

A first directive, concerning duty exemptions for travellers, adopted 
28 May 1969, had introduced a free allowance of 75 u.a. for travellers 
crossing inter-Community frontiers, without any distinction between nationals 
of the Member States and .others.8 It was time to adapt the first directive, 

1 See ser, 173. 
• See Journal officitl C 106, 23 October 1971. 
1 See Journal officiel L 191, 5 August 1969. 
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as a function of the resolution by the Council and the government 
representatives of 1vlember States (22 1-brch 1971) for the realization by stages 
of the economic and monetary union within the Community:1 The 
resolution, among other things, provided for the progressive extension of 
duty-free entry granted to private persons when (rossing inter-Community 
frontiers. 

\Vithin this perspective the new proposal intends: 

To double the exemption allowance for inter-Community movement of 
travellers, by allowing up to 150 u.a. (40 u.a. for children); 

Discontinue or extend the quantity limits for goods subject to tax, which 
will now amount to 400 cigarettes, 1 -kilo of coffee, 1 bottle of spirits 
or 3 litres of aperitifs, and 4 litres of wine , while the limits on 
perfumery and tea will be discontinued. 

To grant minimum exemptions for border dwellers amounting to 1/3 of 
the normal exemptions and for frontier workers and the staff of 
international transport companies 1/5 of normal exemptions; 

To discontinue, within the extended limits the obligation of Customs 
declarations when crossing frontiers. 

The new measures proposed only apply to the movement of travellers 
within the Member States. The 25 u.a. allowance granted on the importation 
·of goods in the personal luggage of travellers coming in from non-Member 
States is not extended. ~ioreover, these facilities are only granted for the 
occasional impon of goods for personal or family use by travellers or intended 
to be offered as gifts. Only imports of a strictly non-commercial nature may 
benefit from the exemptions. 

The second objective of the proposal is the solving of cert~in difficulties 
encountered on the application of Art. 6 of tho directive of 28 May 1969 •. 
This provision prohibits rem1ssion of t~x, in a Member State, on goods sold to 
travellers, which might be imported under exemption into another Member 
State. 'Indeed without this prohibition, products could be bought altogether 
untaxed in ·one country and then taken in, as personal luggage, into another 
benefitting from exemption, resulting in a total avoidance oft~·-

Tbe common system proposed does not cover at the moment either the 
deliveries made at the tax-free shops at airports or sales made on board the 
:Planes themselves,. both of which are to be treated by. another proposat now-
being worked out.· ·. · · 

•• • 

23. During the session 5-9 July, the European Parliament had adopted a 
·resolution, in which it considered necessary " to discontinue frontier checks on 
the movement of inter-Community travellers as soon as possible, so that here 
too the Common Market may become a tangible reality"! The 

·Parliament had also invited the Council to " issue as soon as possible, in order 
to discontinue checks at inter-Community frontiers, the directive, whose draft 
the Parliament had already approved, covering the insurance of civil 
responsibility derh·ing from the use of automoth·e ,·ehicles" (Green Card). 

During the same session the Parliament appro\'ed save for a few remarks, 
the proposal for a directive submitted by the Commission to the Council 
·concerning the fixing of common' rates of tax on capita.l contributions.2 

1 See· journal olficiel C 28, 27 March 1971. 

•' ~ .. See sec. 160 • 
. · see sec. t6, ... 
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BULL.EC 11-1971 

BULL. EC 12-1971 

FISCAL POLICY 

Tax exemption at intra-Community borders 

10. In reply to a written question &om Mr Alfred Califice, Belgian member 
of the European Parliament, the Commission dealt in detail with the application 
by Member States of the Council directive of 28 May 1969, concerning the 
harmonisation of national regulations on exemption from turnover tax and 
excise duties on imports in international passenger traffic. · 

The .Commission pointed out in this reply1 that on 1 July 1970 it had 
addressed a written invitation to three Member States who were putting a 
restrictive interpretation on this directive (Belgium, France, Luxembourg) to 
present their comments on the matter thus taking the first step in the procedure 
laid down. in Article 169 of the EEC T~ty. · 

The Belgian Government replied on 5 August 1970, · and the French 
Government on 15 September 1970. It _should be noted that the reply from 
the Belgian Government had . heeD worked ·out in collaboration with the 
Luxembourg Government. In their replies France and Belgium maintained 
that since there was no precise definition of the term "traveller" in the directive 

it was up to them to select the most suitable definition so as to avoid abuse. 
The definition chosen by them is th~ one to be found in Article 1, letter b) of 
the New York Convention of. 4 June 1954 concerning customs facilities for 
tourists. 

1 See )ouTMl 01/icie/ C 101, 13 October 1971. 

On 17 May the Commission, not being in agreement with these Member 
States, sent them a considered opinion and gave them one month to conform with 
it. This opinion was based on the reasoning that the 24 hours clause applied 
by these Member States was contrary to the Council directive of 28 May 1969 
inasmuch that this directive does not give the Member States a basis for 
determining the concept of "traveller" in such a way as to give a definition 
that is likely to restrict the extent of tax exemption provided for by the 
directive. · 

On 29 July 1971 France announced that she was ready to cancel the 
condition of a minimum stay abroad of 24 hours. This decision was put into 
application by the customs authorities from 1 August 1971. In a letter of 
29 October 1971 Belgium also announced that she, too, was cancelling the 
24 hours clause arising from the definition of a "traveller" and that the 
necessary action would be taken immediately to change the present situation. 
Only Luxembourg had still not replied but there is every reason to believe that 
her position would be the same as that of Belgium. The Commission would 
then consider the closing of the case. 

The Commission also pointed out that on 30 July 1971 it had transmitted 
a proposal for a second directive to the Council concerning the harmonisation 
of legislative and administrative provisions on turnover tax and excise duties 
from international passenger traffic. The proposal contained amongst other 
things a definition of "borqer traffic" ~s used in the 1969 directive.1 

l See Bulletin 9-10/1971, Part Two, Section 22. 
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BULL. EC 1-1972 

FISCAL POLICY 

Fiscal alignment 

Italian application for postp~ning the date of introducing the VAT 

10. On 25 November 1971, the Commission passed to the. ·council a pro· 
posed directive authorizing Italy to postpone introduction of the value added 
tax (VAT) until July 1st at the latest. The Italian Republic ought to have 
introduced the VAT.into its fiscal legislation on 1 January 1972 i.n accordance 
with.the Council's third directive dated 9 December 1969. 

In Italy this introduction had been linked to a draft bill making a general fiscal 
reform. As that law had been adopted by the Italian Parliament only on 
7 October 1971, it was impossible for the Italian government. to take the 
necessary implementary steps before 1 January 1972 and a further six months' 
postponement had been requested. Whilst regretting this new application, the 
Commission felt that a favourable answer should be given and forwarded to 
the Council a proposed directive in that sense. · 

• 
11. At its meeting on 24 November 1971, the Economic and Social·Commit· 
tee expressed. an ·opinion approving, wit·h a few observations, the Council's 
second directive proposal concerning the alignment of legislative, ·regulating 
and administrative provisions relative to turnover taxes and excise duties 
collected in international passenger traffic. In its opinion1 the Committee 
considered "that it would be more expedient to proceed with tax alignment, 
and even with the complete abolition of some excise duties." It further 
considered that member States should be urged to take steps to avoid the 
plurality of tax reductions on exports and exemptions on imports in interna
tional passenger traffic. 

1 See sec. 151. 

BULL. EC 2-1972 

TA.X POLICY 

Tax harmonization 

Postponement of the date of introduction of VAT in Itaiy 

3.4. On 20 December 1971 the Council gave a favourable reply to the applica
tton formulated by Italy1 and formally agreed a directivet._the fourth in the 
field of harmoni~ation of tur~over tax~- authorizing Italy to postpone until 
1 July 1972 ~he ftnal date of tntroduct10n of VAT, thus granting this country 
a further penod of grace of six months. 

1 See Bulletin 1·1972, Pari Two, sec. 10. 
1 journal olficiel L 283, 24 December 1971. 

1972 
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35. At its session of 15 to 17 December 1971, the European Parliament 
approved the Commission proposal "with the proviso that this new postpone
ment should. be the last and that the average ratesofcompensation ofthe internal 
charge apphed by Italy should not be increased in any rvent". At the same 

time it found that five member countries had introduced VAT and noted 
"that Italy has requested a further extension of six months for the implementa
tion of VAT which it adopted by the fiscal reform law of 7 October 1971. 
During the same session the Parliament adopted a resolution approving on the 
whole, subject to a few amendments~ the Commissio11's modified proposal 
on a directive concerning taxes other than turnover taxes falling on the 
con.sumption of manufactured tobaccos. However, the resolution regretted 
that the new proposal "was nor incorporated, any more than others had been, 
into a general concept of tax harmonization which alone would make it 
possible to assess the global incidence on the national budgets of the whole 
body of tax harmonization projects"1• 

Fixing of the joint r,1te of capital contribution tax 

36. At its session of 6n December 1971 the Council, as stated in the press 
communique put out after the discussions, "agreed to the proposal for a second 
directive on the fixing of joint rates for capital .contribution tax. Under this 
proposal, the contribution tax mentioned in Article. 7 of the first directive is 
fixed at 1% beginning 1 January 1976 and the planned reductions at 50% 
with effect from the same date. Before this directive is finally adopted, the 
applicant States will be consulted". 

I See sees. 150 and 151. 

BULL. EC 3-1972 • 

BULL. EC 4-1972 

FISCAL POUCY 

Harmonization of excise structures 

9. On 23 February the Commission drafted, for transmission to the 
Council, five proposed directives for the harmonization of excise duties, and 
also a proposed decision for the. establishment of an excise committee.1 

Strt.!aure of company tax · 

10. After the 22nd meeting of the permanent committee of heads of national 
fiscal administrations, held in Brussels on 15 November 1971, a working group 
made up of national civil servants and Commission representatives met in 

Brussels on 15 and 16 February 1972, for an exchange of views on technical 
problems in the way of harmonizing company tax struc_tures. In this connexion, 
it may be remembered that the Council's resolution of 22 March 1971, on the 
achievement, by stages, of economic and monetary union, provided for harmoni-
zation in this field during the first stage. · 

1 Sec Part One, Cb. II, and Supptement 3n2 of Community Bulletin. 
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The working group concentrated on the question of whether the harmonized 
system should provide for a means of lightening double taxation of dividends, 
or whether a classical system of company tax should serve as the basis for a 
harmonized system. 

11. At its session from 7 to 11 February 1972,1 the European Parliament 
approved in principle the proposals made by the Commission concerning 
fiscal exemption for travellers crossing Community frontiers, described as "a 
new step towards .simplifying passenger traffic within the Community". The 
Parliament also insisted once again on "the need to abolish, shortly and 
totally, frontier ·examinations of travellers moving between Community 
countries", and called for "the earliest possible uniformization of excise duties 
and VAT in the Member States". 

1 See sec. 107. 

BULL. EC 5-1972 

FISCAL POLICY 

Italian request to postpone the introduction of VAT 
- ' 

13. Having decided on 11 April 1967,8 that Member States shall replace as 
from 1 January 1970 the turnover tax by a cominon VAT system the Council, 
at its meeting of 9 December 1969• postponed the date till 1 January 1972; 
on 20 December 1971 it was further delayed by six months for Italy so as to 
be applied on 1 July 1972.1 In March 1972, the Italian Government advised 

' Ibid. 71, 14 April 1967. 
Ibid. L 320, 20 December 1969. 
Ibid. L 283, 24 December 1971. 

the Commiss~on that due to the early dissolution of Parliament and the 
consequent difficulties in legislative procedure it was not possible to introduce 
the VAT on 1 July 1972 as had been anticipated and requested that the date 
of application be again postponed- by six months and be fixed to 
1 January 1973. 

The Commission much regrets that Italy had to request this new postponement 
but in view of· the country's exceptional political situation it considers that a 
favourable reply should be given. In order to eliminate unfavourable 
repercussions of this further delay-particularly competition neutrality in 
intercommunitary · trade (this neutrality can be assured only through 
application of the VAT by all Member States)-it is necessary for Italy to 
reduce substantially the average rates of export allowances and of 
compensation taxes on imports. The Commission is of the opinion that all 
average rates between 101 and 150% of the normal rate on turnover tax must 
be reduced by 10%, higher rates by 15%. 

This is the reason why the Commission, subject to tl\e. reductions mentioned 
above being applied,· decided to forward to the Council a proposition to 
postpone until 1 January 1973 the date of introduction of the VAT in Italy.1 

Duty-free entry for travellers 

14. On 30 July 1971, the Commission sent to rhe Council a proposal for a 
second directive on alignment of laws and regulations concerning turnover 

. taxes gnd excise duties levied on passengers during international travels.2 

1 Journal officiel C 44, 4 May 1972. 
1 See Bulletin 9/10-1971, Part Two, Ch. I, par. 22 and ]oumal ofliciel C 106, 23 Octo
ber 1971. 
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Following the European Parliament's opinion of 7 February 197~, -the 
Commission in accordance with Article 149(2) of the EEC Treaty, decaded. to 
modify its ~roposal for a second directive; the modifica~ions aim ~t reducmg 
certain risks of competition distortion in intercommumtary frontiers zones. 
Thus the duty-free entry to be granted to persons living near borders, to 
frontier workers and to persons employed by international means of transport 
can be reduced to one-quarter of the normal du~·-free entry and to one-tenth for 
goods containing tobacco and for alcoholic beverages; at pre~ent . these 
restrictions apply to all frontiers workers even if they do not res1de m the 

frontier zon~ 
The. new text in. the form of a modified proposal as sent to the Council on 
9 March 1972; it also contains certain modifications to bring it in line .~as 
·concerns relations with non-Member States) with a new draft regulanon 
presented to th~ Council by the Commission. 

BULL. EC 6-1972 

FISCAL POLICY 

Duty-free entry for traz,ellers 

7. During its session of 24 and 25 April 1972 the Council examined the 
problems which had arisen through the Second Directive Proposal conveyed by 
the Commission to the Council, 1 on standardizatio·n of laws and regulations 
concerning turnover tax and excise· duty collected during international journeys 
at borders inside the Community. The Council entrusted the Committee of 
Permanent Representatives with the task of examining these problems so that 
the Directive may be applied prior to 1 July 1972 · 

Request for postponing the introduction of VAT in Italy 

8. The Council was in. favour of authorizing Italy to postpone by siX 
months, i.e. until 1 Janu;iry 1973, the effective introduction of the common 
value added tax system; the request for postponement was made in March.1 

-The Council took note of the declat"ation by the Italian Delegation that it 
undertakes to reduce, prior to 1 July 1972, compensatory taxes on imports 
and exports; the Council will give a definite ruling on this question at a future 
session. 

9. During its session of 17 to 20 April,2 the European Parliament adopted a 
resolution "strongly deploring the fact that the Italian Government had to ask 
again authorization to pospone the introduction · of VAT in Italy; this 
postponement will delay the work on fiscal harmonization and, therefore, the 
fulfilment of the economic and monetary union and other objectives of the 
Community." . It particularly insists "that the Italian authorities shall 
consider the introduction of the VAT as being among its first obligations, any 
further posponement is formally excluded. " 

1 
See BulJetin 5-1972, P~rt Two, sees. 13 and 14. 
See sec. 95. . 
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BULL. EC 8-1972 

FISCAL POLICY 
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Tax and Duty Exempti_ons for Travellers 

13. On 12 June1 the Council adopted a second Directive for harmonizing 
legal and administrative provisions concerning turnover tax and levies raised 
on international private travel. This text amplifying the exemptions granted 
to traveiJers had been proposed to the Council by the Commission on 30 July 
1971.. 

The first· Directive on tax exemptions, adopted on 28 May 1969, had brought 
in an allowance of 75 u.a. for travellers crossitig inter-Community borders 
with no distinction between foreign and Member States' nationals.2 The 
first Directive had to be amended, after the Resolution of 22 March 1971, by 
the Council and representatives of Member States' government concerning the 
realization of the Economic l\.fonetary Union.8 This Resolution provided 
among other things for the progressive increase of t~x exemptions for private 
citizens crossing inter·Community borders. . . . . 
After the Opinion expressed by the European Parliament on 7 February 1972, 
the Commission had decided to amend its second proposed Directive. Tiie 
amendments are· mainly aimed at reducing the risk of distorting competition 
in the inter-Community border regions. During its session of 12 June, the 
Council adopted the Directive a&er consulting the incoming countries.4 

The new Decision by the Council means that: 

· (i) ' The exemption for inter-Community private· travel will be raised from 
75 u.a .. to 125 u.a. (from 20 -u.a. to 30 u.a. for children). 

(ii) Limit quantities for produ~ts subject to tax will be raised as follows: 

(a).- Cigarettes from 200 to 300 · 
(b) Coffee from 500 to 750 gm 
(c) Coffee extract and coffee essence from 200 gm to 300 gm 
(d} .Spirits from 1 litre to 1 1/2 litres 
(e)_ Aperitifs from 2litres to 3 litres 
(f) Wine. from 2 littes to 3 litr~ 
(g). . ~erfume from 50 gm to 7 5 gm 
(h).···. Toilet waters from 1/4 litre to 3/8 litre 
(i) · · Tea from 100 gm to 150 gm 
(j) Tea extract and tea essence from 40 gm to 60 gm. 

(iii) Minimal exemptions will be granted to border dwellers and workers and 
transport personnel involved in international traffic. They amount to 

· 10% of the standard exemptions, except for tobacco products and 
alcoholic drinks for which Pflrticular quantities are specified (40 ciga
rettes, 0.25 litre for aperitifs or wine) .. 

(i\·) \Vithin the' exemption limirs, compulsory frontier declarations by 
travellers will be discontinued by providing for instance special channels 
at frontier posts.· 

(\') Certain problems encountered in the appfication of Art. 6 of the Direc
tive of 28 .~lay will be resolved. These concern remission of tax for 
travellers whose home, usual residence or centre of occupation is located 

1 OJ L 139 of 17.6.1972. 
• OJ L 133 of 4.6.1969. 
• OJ C 28 of 27.3.1971. 

The integral text ~f the two Directives forms the Supplement 7-72-BuJietin of the EEC. 
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in a Member State. Tax remission at the .retail trade level.is now allf~~~ 
only on articles with a unit value, tax mduded, e:ccee.dmg that 0 

. 

exemptions. It is subject to presentation of a copy UlVOlce. or
1 
s~pport~ng 

document covered by a visa from the customs of the fma tmporung 
Member State or from another competent authority in that Member .State. 
The joint system adopted does ~ot for the mo.ment cover .supplTh to 
airport customs free shops or sales made on a1rcra~t o~ ships. ~se 
questions are to b·e the subject of a proposed Dtrecttve now bemg 

prepared. . 
The new measures 'just adopted by the Council therefore cover only the move
ment of travellers between Mem~er States. The tax-free allowance of 25 ~a. 
granted on imports of goods in the luggage of travellers fr~m non-Mem er 
States has not been increased. . 

The new arrangements came into force on 1 july 1972 ~t the lates.t, · except 
for the provisions on tax remission which are to come m at the latest on 

1 January 1973. 

BULL. EC 9-1972 

FISCAL POLICY 

Postponement of the introduction of VAT in Italy 

25. The Council finally adopted on 4 July 1972 a fifth Directive on 
harmonization o.f Member States laws on turnover taxes.1 

The Council had adopted, in principle, the proposed Directive presented by 
the Commission to postpone till 1 January 1973 the introduction of VAT in 
Italy at the request of the Italian Govemment2 but subject to a substantial 
teduction by Italy of lumb rebate rates on exports and countervailing duties 
on imports. 

The Italian Government passed an order in Council on 25 May 1972 
i~troducing reductions of rebate rateS at the border as agreed. It also agreed 
to take steps to ensure that these rates are applied on the taxable amount for 
interior trade as provided for in the Decree already mentioned. 

This order in Council became law on the 24 July 1972. 

1 OJ L 162 of 18.7.1972. 
1 See Bulletin 6-1972, Part Two, sec. 8. 

BULL .. EC 10-1972 

TAXATION· POLICY 

Deferred Introduction of VAT in Italy 

2.3. In the harmonization of 11ember States' law on turnover taxes., the 
Coundl on 4 July 1972 adopted a Directive deferring the last possible date for 
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introducing VAT in Italy to 1 January 1973.1 Art. 2 of the Directive says that 
"the Commission will report to the Council before 1 October 1972 on the 
status of proceedings for applying the common system of VAT in the Italian 
Republic." · 

In . its Report sent on 26 October to the Council as under Article 2, the 
Commission stated that it can be taken that the law on VAT will be 
promulgated before 1 November 1972 with its application date scheduled for 
1 january 1973. The Commission added that it has not yet been advised of all 
the measures which the Italian Government intends to ·adopt to ensure that the 
fiscal administrators and persons liable are prepared for the work involved .by 
the new tax and that the public is adequately informed about the expected 
economic effects of transition from the old cumulative turnover tax to VAT. · 

Tax Exemptions for Travellers 

24. On 22 Septembre the Commission sent "the Counc;:il two proposed 
Directives. . 
The first concerns harmonization of laws, regulations and administrative 
provisions on turnover taxes and on levies raised on passe11ger transit. It 
follows the Directives of 28 May 1969 and 12 june 1972 on ~he same subject.2 · 

The new proposal aims at settling some specific 'problems 9ver remission of 
tax on goods sold from retail outlets to travellers who can later enjoy tax 

exemptions when· importing the goods into another Member State. This means 
that tax remissions lilVolved in retail trading in airport tax-free shops and 
aboard the various means of transport together with supplies to certain 
end-consumers will ~ll have to be brought in line with the internal market 
concept. 

The solution adopted for airport tax-free shops will abolish remission of tax 
for goods of lower value than the amount of the exemption, for travellers with 
transit tickets other than reserved tickets quoting as immediate destination 
another airport outside the Community. No remission of tax will be allowed 
for the levies. Tax-free sales in aircraft directly linking Community airports 
will be discontinued except in the case of flight catering A similar solution in 
effect has been proposed by the Commission for ships and hovercraft. 

1 
OJ L 162 of 18.7.1972 and Bulletin 9-1972, part 2, Sec. 25. 

' See Bulletin 8-1972, Part 2, Sec. 13 and Supplement 7/72, Bulletin of the EEC. 

25. The second proposal sets up for small consignme11ts sent by post or 
·addressed to private persons a tax exemption scheme akin to the one covering 
goods carried in travellers' personalluggage.1 The pr:inciple of taxation in the 
~xport~ng country will be applied and all taxes and dues on the package in the 
tmportmg country will be abolished under certain conditions. 

Goo~s. sent by private persons must have been acquired under the general tax 
co.ndtttons of· one of the Member States without benefitting from any 
reimbursement of turnover tax and/or levies, must be for teh addressee's 
personal or family use, must not be sent C.O.D. and must not exceed a total 
value af 50 u.a. Newspapers, magazines, periodicals, brochures and books sent 
by tho~e liable may be imported exempt by any private persons provided they 
are delivered under the overall tax conditions of the dispatching State without 
benefitting from any reimbursement of turnover tax ·and/or levies .and 
provided their total value does not exceed 25 u.a. 

Extensi?n of th~ sc~pe of application for the reduced tax 
on capttal contnbutaons for the benefit of company mergers 

26. Article 7(1a) of the Council Directive of 17 june 19691 concerning 

1 
0 T L·249 of 3.10.1969. 
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indirect taxation on raising of capita/lays down that capital contributions tax 
will be' betWeen 1 and 2%. (lb) of this Article provides for the rate to be cut 
by 50% or mor~ in the case of company mergers. 

On 21 September the Commission sent the Council a prop~sed Directive2 

expanding the coverage of this Article so that company .restructuration moves 

might also benefit from the cut in this tax. This would cover moves which 
economically speaking are on the same footing as mergers dealt with under 
Article 7(1b) of the Directive of 17 July 1969. 

The restructurations covered by the proposal which are Cl:'\rried on ·especially in 
some acceding States but which also occur in some Member States, are effected 
by bdnging into a company already or about to be formed all or the bulk (at 
least 75%) of the n.ominal capital of another company (as distinguished from 
bringing the assets of one company into another provided for under the 1969 
Directive), thi~ contribution being rewarded by assigning shares in the nominal 
capital of the company taking over. This actually means an exchange 
transaction of shares between one company and shareholders of another 
company. . 

The outcome of the proposed Directive would be that such deals should 
benefit from rhe cut·rate of tax on capital contribution only when made with 
the restructurarion of two or more companies in mind and not "for instance 
with a view to speculation. To this end, the proposal stipulates that 
companies ha\·ing benefitted from the cut in this tax will be required to remit 
the portion of unpaid tax as a result. of the cut if, for a period of five years 
from the date of the transaction so benefitting, they have not kept all the 
shares they were holding on that date of the other company following an 
outright purchase or a capital contribution. The portion of unpaid tax will 
therefore be due from the company which benefit~ed from the cut if, within 
the stipulated period, it sells one or more .shares. of the acquired company or 
liquidates it. 

• oj c 113 of 28.10.1972. 

B.ULL. EC 11-1972 

TAXATION POLICY 

Taxation Exemptions 

9. <?n. 16 November 1972 the European Parliament approved the whole 
Commtsston Proposal to the Council on a Directive concerning fiscal 

exemptions on ·imports of small goods consignments for private.'individuals.1 

In its Opinion Parliament felt that to adopt this Proposal, which some of its 
Members had keenly supported during its preparation,. would have a 
favourable psychological influence on the population since it would feel its 
effec!s. direc:rlY· The House urged the Commission to "see that tightening of 
adrrunJstrattve controls does not cripple activation of the Proposal" .2 The 
Proposal was also approved by the Economic and Social Committee which 
during its session of 29 and 30 November 1972,3 alsQ issued ari Opinion o~ 
the ~r.opos~l for a. ~bird D~rective "concerning harmonization of legal and 
adnumstrattve provtstons on turnover taxes and levies raised on the movement 
of travellers". 

1 OJ C 113 of 28.10.1972 and Bulletin 10·1972, Part Two, Sec. 25. 
:~ Sec Sec. 117. 
n Sec Sees. 154 and l.U. 
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BULL. EC. 12-1972 

TAXATION POLICY 

Fiscal Harmonization 

Levies on Manufactured Tobaccos 

23. On 19 December the Council, on a Commission Proposal, adopted an 
initial Directive concerning taxation other than turnover tax on the 
consumption of manufactured tobacco1• · 

This Directive is aimed at removing disturbance of competitiOn in the 
manufactured tobacco sector by harmonizing the taxation rules within the 
Community aid thus easing market interpenetration. The Directive is thus a 
part of the work to be done in line with the Resolution of the Council and 
Member States Government Representatives of 22 March 1972 to achieve by 
stages the Economic and Monetary Union. 

The ·first section of the Directive lays down certain general principles for 
harmonizing the structure of levies on manufactured tobacco in the Member 

1 OJ L 303 of 31.12.1972. 

States. The second section sets the particular criteria to be applied during the 
first phase of harmonization. This first phase runs in principle from 1 July 
1973 to 30 June 1975. It is anticipated before 1 July 1974 that the Council 
will adopt a second Directive setting the criteria to be applied over the next 
phase. 

The United Kingdom and Ireland may defer application of the Directive's 
provisions until 31 December 1977 at the latest. 

24. During its session of 11 and 12 December 19721 the European 
Parliament passed a Resolution approving with a few reservations the 
Commission's proposed Directive "amending the scope of application for the 
cut-rate in capital contributions tax provided, for certain company 
restructuring moves, by Artcile 7(1 b) of the Council Directive concerning 
indirect taxation on capital formation". 

1 See Sec. 138. 



- 110 -



BULL. EC 1-1973 

Taxation Policy and Financial Institutions 

Tax exemptions for Travellers 

2111. On 19 January 19731 the Europ~an 
Parliament issued a favourable Opinion on the 
proposed third Directive concerning harmoniza
tion of legal and administrative provisions for 
turnover taxes and levies raised on passenger 
traffic.2 The House stipulated that a three-year 
transitional period be allowed for reduction and 
phase-out measures. 

t See Sec. 2418. 
1 OJ C 113 of 28.10.1972 and Bull. EEC, 10·1971, 
Part 2, Sec. 24. 

BULL. EC 2-1973 

Fiscal Policy and Financial Institutions 

Taxation. 

Excise Duties 

2110. 
1 

The proposed directive on excise ~u~ies 
and stmilar taxes,t sent by the Comrrusston 
to the Council on 7 March 1972, were the 
object of an opinion. by. the ~onomic and 
Social Committee dunng 1ts sess10n of 21 and 
22 February 1973.2 

1 Supplement 3n2 • Bull. EC. 
• Point 2454. 

BULL. EC 3-1973 

Taxation policy and 
Financial institutions 

Taxation 

Direct taxation 
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2116. Several meetings have been held with 
the fiscal experts of national governments 
seeking possible solutions at the Community 
level for the following problems: 

(i) international tax inspection; 

(ii) various problems relating to workers in 
the Community; 

(iii) alignment of provisions for determining 
the profits of firms, more especially the allow
ances for depreciation. This work is to be 
continue.d in funher meetings. 

Indirect taxation 

Regulation of tax-free sales in airport skyshops 
and in various transport media 

2117. On 14 March 1973, the Commission 
submitted to Council, under the second section 
of Article 149 of the EEC Treaty, an amended 
proposal for a third Council directive on the 
alignment of legislative measures, regulations 
and administrative action relating to turnover 
taxation and excise duties collected in the 
course of passenger traffic.1 This new pro
posal, which takes into account the opinion of 
the European Parliament2 and of the Economic 
and Social Committee!~ which were dated 
respectively, 19 January 1973 and 30 November 
1972, proposes transitional measures lasting 
until 1 January 1976 for the regulation of tax
free sales in airport sky shops and on board . 
various transport media. 

1 OJ C 113 of 28.10.1972 and Bull. EC 10-1972, second 
part, point 25. 
2 OJ C 4 of 14.2.1973 and Bull. EC 2-1973. 
3 OJ C 142 of 31.12.1972 and Bull. EC 11-1972, second 
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Taxation 

Indirect taxation 

Tax on capital contributions 

1973 

2111. On 9 Apri11973, the Council of the 
~uropean C<?mmunities adopted two direc
tives concernmg tax on capital c;ontributions. 

Fixing of a common· rate 
for tax on capital contributions 

2112. The first directive• within the fra
mewot:k of Article 7 of the directive of the 
Coun.cd of 17.J.u1y 1969 concerned indirect 
taxatJon on ra1smg of capital/ and is the first 

1 OJ L 103 of 18.4.1973. 
l OJ L 249 of 3.10.1969. 



example of the harmonization of the rate of 
taxation at Community level. The directive 
envisages the application by all the Member 
States, as from 1 January 1976 of tax on 
capital contributions at 1% with reduced 
rates fixed at 0% to 0.50% for certain 
operations of regrouping activities. 

Extension of the scope of application 
for the reduced tax 

.2113. The second directive• had as objec
tive the extension of the benefits of reduced 
tax on- capita) contributions as laid down in 
Article 7 of the Directive of 17 July 1969 
concerning indirect taxation on raising of 

capital fo~ certai~ restructuration operations 
of enterprises whtch, from economic point of 
view, can be considered as comparable to the 
~erger operations envisaged in the direc
nve. The restructuration operations envi
saged in the new directive are those which 
bring into a company already, or about to be 
formed, all or the bulk (at least 75%) of the 
n~minal capil41 of another company (as 
dtstinguis~ed fro,n bringing th~ assets of one 
company mto another provided for under the 
1969 Directiv~), _this cona:ibution being 
rew~rded by asstgnmg shares rn the nominal 
capual of the company taking over. This 
actually means an exchange transaction of 
shares between one company and the share
holders of another company. 

BULL. EC 5-1973-

BULL. EC 6-1973 

Taxation Policy · 
and Financial" Institutions 

Taxation 

Meeting of the Standing Committee 
of Heads of Fiscal Administrations 

2117. The 24th meeting of the Standing 
Commitee of National Fiscal Administrations 
was held in Brussels on 18 June 1973. During 
this meeting the Committee examined various 
fiscal problems discussed in the Communica
tion sent to the Council by the Commission on 
30 April 1973 on realizing the Economic and 
Monetary Union (statement concerning the 
first stage and programme for the second). 
This was followed by a discussion on tax 
evasion. The next Committee meeting is sched
uled for October and will deal exclusively 
with the alignment of VAT rates and excise 
duties. 
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Indirect Taxes 

New proposed Direaive on 
VAT Harmonization: Standard Basis 

2118. The Commission presented on 29 June 
1973 to the Council a Proposal for a sixth 
Directive-on harmonization of Member States 
legislations concerning turnover tax--common 
system of value added tax: 'standard basis' .1 

The object of this Proposal is to standardize 
national laws in broad outline, like those which 
have resulted from the first two VAT Directives 
of 11 April19672--<>ne established the principle 
of VAT in all Member States; the other 
determined the structure and conditions of 
application whilst leaving a large measure 
of freedom to Governments (the other three 
Directives dealt with postponement of the date 
VAT came into effect). 

The Commission's Proposal is- in the form of a 
coordinated legislative text which takes into 
account the proposed provisions contained in 
the second VAT Directive which are un
changed. As regards both substance and form, 
this constitutes a proposal for a peal 'European 
VAT code'. 

It might seem surprising that soon aher all 
Member States have adopted the VAT in 

.accordance with the 1967 Directives, the Com
mission shou1d propose a change in national 
legislations concerning turnover tax. There 
are two main reasons for this. 

Firstly, basing itself on the Council's decision 
of 21 April 19738 on the substitution of finan
cial contributions by Member States by the 
own resources of the Communities, the Com
mission seeks to provide a fiscal instrument 
for the Community enabling it to make up, 
through VAT, the resources from custom duties 
and agricultural levies to finance expenditure 
of a Community character. 

Secondly, basing itself on the Resolution by 
the Council and representatives of Member 
States Governments of 22 March 197t• on the 
setting up by stages of the Community's Econ-. 
omic and Monetary Union, the Commission 
wishes the VAT system to be planned so that 
it does not constitute an obstacle to the creation 
of a single economic market. The removal of 
fiscal borders was, moreover, defined in 1967 
and the Commission intends to stress its funda
mental importance as a basic objective. 

Amongst the main points dealt with in the 
Commission's Proposal are: the broadening of 
the concept of 'tax-payer', the territoriality 
of tax, the real estate system, the principle of 
taxation for all services, the preparation of a 
common list of goods and services exempted, 
the system of deduction of tax at source, the 

1 Supplement 11fl3 - Bull. EC. 
1 OJ 71 of 14.4.1967. 
1 OJ L 94 of 28.4.1970. 
' OJ C28 of 27.3.1971. 
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special systems applying to smaller enterprises, 
certain second hand goods and the agricultural 
sector. The Commission's Proposal also clari
fies many points of the 1967 Directives which 
had been interpreted in different ways. 

To ensure coordination in the measures to be 
taken by Member States in applying the Direc
tive and to prevent differences in the inter
pretation of application terms, the Directive 
provides for the setting up of a special VAT 
Committee attached to the Commission. 

The sixth Directive precludes a zero rating of 
tax being applied by a Member State in the 
context of options offered under the second 
Directive (Art. 17). However, as a transitional 
measure and for economic and social reasons, 
the Commission has provided for the coptinua
tion of exemption systems with deduction of 
taxes at source (zero rating) in force in ¥em
ber States on 1 April 1973. 

Direct Taxation 

Fiscal System oi Holding Companies 

2119. During the Council session of 2 and 
3 April 1973 held in Luxembourg, the Com
mission accepted the declaration by the German 
and French delegations requesting that the 
problem of fiscal system of holding companies 
be taken into account when it presents its 
report to the Council by 1 July 1973 concerning 
arrangements for short-term monetary support 
and conditions for the gradual pooling of 
reserves. The Commission sent this report to 
the Council on 19 June who proposes to look 
into fiscal evasion in the broader context of 
measures- to be taken against all kinds of 'ta)_C 
havens'. 

BULL. EC 7/8-1973 

Taxation Policy 
and Financial Institutions 

Taxation 

Indirect Taxes 

Excise duties on mineral oils 

2120. On 9 August the Commission forward
ed to the Council a proposal for a directive on 

the harmonization of the structure of excise 
duties on mineral oils. These duties, which are 
collected in all the Member States and are a 
considerable source of revenue, belong to the 
group of excise duties which, as the Commission 
has proposed to the Council, should b~ re~aine~ 
and harmonized.' Structural harmomzatton IS 

the first stage which ought to prepare the way 
for the subsequent alignment of the rates ~f 
duty. The proposal specifies the scope of apph
cation (i.e. the taxable products), the chargeable 
events the rules for charging and collecting the 
taxes ~nd the obligatory exemptions, as well as 
certain principles to be adhered to when differen
tiating between rates. The Member States 
would still be free to fix the rate of tax. A 
certain number of transitional provisions ought 
to make it easier for Member States to adjust 
these excise duties to Community structures. 

1 Supplement 3/72- Bull. EC. 

BULL. EC 9-1973 • 

BULL. EC 10-1973• 

BULL. EC 11-1973 

Fiscal Policy and 
Financial Institutions 

Taxation 

Direct Taxes 

2113. During its meeting of 21 November 
1973 the Commission adopted the main lines of 
the Proposals it intends to submit to the Council 
on the harmonization of direct taxation.4 

4
• Points 1301-1304. 

BULL. EC 12-1973-
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Fiscal Policy and 
Financial Institutions 

Taxation 

2122. During the plenary session of 
30-31 January 1974, the Economic and Social 
Committee issued an Opinion on the 'draft of 
the sixth Council Directives for harmonizing 
Member States' laws governing turnover tax, the 
joint VAT system and a standard basis.' 

' Suppll·na·nr 11173 . Rull. EC. 

BULL. EC 2-1974 

Fiscal Policy and 
Financial Institutions 

Taxation 

Direct Taxes 

2120. The problems involved in standardizing 
systems of taxation at source on income from 
bondf were discussed by a Working Parry who 
met for the first time on 18-19 February in 
Brussels. The group examined the problems 
concerning income from loans where Commun
ity borrowers are involved. It paid special 
attention to defining income liable to be with-
held, rhe Lharging and possible reimbursement of 
the sum withheld, the non-discrimination clauses 
in relation to the origin of the income and the 
clearing system to be set up between ~fembcr 
States when withheld sums are to be charged or 
reimbursed. 

z Bull. 11-1973, Part 1, Chapter 3: 'Direct Taxes: 
Commission Decisions on the Proposals it expects to 
make to the Council'. 
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Capital Duty 

2·120. On 19 March the Commission sent the 
Council a Proposal for certain limited amend
ments to a provision (Art. 5) of the Council 
Directive of 17 July 19691 concerning indirect 
taxes on capital-raising operations. The aim of 
the Proposal1 is to avoid overhigh taxation when 
the nominal cash capital of a company is 
increased. 

Levies 011 Manufactured Tobaccos 

2121. Two Proposals sent by the Commission 
on 27 March to the Council deal with the 
harmonization of levies on manufactured tohac
cos; they are a follow-up to the first Directive 
adopted by the Council on 19 December 1972' 
and effective from 1 July 1973. 

The proposed second Directive is to determine 
and define, at Community level, the various 
groupings of manufactured tobaccos, i.e. Liga
rettes, cigars and cigarillos, pipe tobacws, snuff 
and chewing tobaccos, as under Artide 2, 
paragraph 2 of the first Council Directi w. 

The orher text, namely the proposed rh1rd Direc
tive, is to prolong hy rwelve months rhe first 
phase of excise harmonization speLit1td in the 
first Council Directive of 19 Decemhcr 
l 972. l\.tore disparities in market conditions 
stemming from the enlargement of the Cnmmun
iry have further complicated the setting of S<ttis
factory criteria for making more headway in 

harmonizing tax·es on manufactured tobac
cos. Since the position must be rescrutinized 
the Commission finds it desirable and necessan 
to prolong the first phase of harmonization b)· 
one year, i.e. until 30 June 1976. 

• 
2123. During rhc sitting of 11- J 4 March 
l 974, th~ Eur?p~a", Parliament gave its Opinion 
on rhe Comm1ss1on s Proposal for a sixrh Direc· 
rive 'on harmonizing Member States' laws con· 
ccrning turnover taxes-common VAT system: 
uniform basis of assessment.' 

I Ojl.249of.1.10.1969. 
2 OJC46of2J.4.1974 . 
.S ( l.J I. .lO.l of .ll. 12. 1972. 
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Fiscal policy 
and finanCial institutions 

21 I 5. During the sitting of 3 to 5 April, the 
European Parliament gave its Opinion oil six 
proposed . Directives, sent to the Council in 
March 1972, which concerned excise duties and 
t<lxes of equivalent dfect.' 

1 Supplemenr J :-i. Bull. EC. 

f1ULL. EC 5-1974 

Fiscal policy 
and fina'ndal institutions 

* 
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2113. During the plenary session of 29 and 
30 May 1974, the Economic and· Social Com-
mittee gave its Opinion on the Commission's 
Proposals concerning: direct life insurance har
monization. ·of :levies oil n1ineral oils, and 'taxes 
other than turnover taxes on the consumption of 
manufactured tobaccos. 

BULL. EC '6-·1974 

'Fisc~l policy 
a'nd 'fin·ancial :institutions 

Tantion 

Indirect taxes 

Levies· on ; manufactured to~accos 

2126. Acting on a Commission Proposal,' the 
Council on 25 June' adopted a Directive extend
ing by twelve months, i.e .. unt.il 30 june .1976, 
the first phase of harmonazauon ol lev1es on 
manufactured tobaccos. This initial phase had 
been defined by the first relevant Dire~ive which 
the Council adopted on 19 December 1972.' 

2127. During the sitting of 10 to 14 June 
197 4 the European Parliament had given a 
favourable Opinion on this third Proposal, fr?m 
the Commisston which would extend the farst 
phase of harmonization by twelve months: .Pa~
liament had also approved the Commassaon s 
Proposal for limited amendments4 to the Direc· 
tive of 17 July 1969' concerning indirect tax· 
arion on capital formation. 

' Bull. EC 3-1974, point 2121 and OJ C52 of 
7.5.1974. 
~ OJL180of3.7.1974. 
• OJL303of31~12.1972. 
4 Bull. EC 3-1974, point 2120 and OJ C46 of 
23.4.1974. 
I Ojl249of3.10.1969. 
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Common VAT system: uniform basis 

2137. On 26 July the Commission decided to 
lay before the Council an ·amended version of its 
sixth proposed Directive on the harmonization 
of Member States' laws concerning turnover 

taxes. This proposal, of which the first text was 
sent to the Council on 29 June 1973,1Jays down 
the structures of a truly 'European' tax on added 
value.· 

The amendments to the Commission's Proposal 
of June 19?~, which are based for the most part 
on the Optmons of the European Parliament and 
the Economic and Social Committee, would 
m~ke th~ com.mon VAT system more flexible 
Without ampedmg the collection of Community 
'own resources' from a uniform tax base an 
objection which, together with the move~ent 
towards economic and monetary union under-
lies the Commission's Proposal. ' 

1 OJ C80 of 5.10.1972 and Supplement 11/73 -
Bull. EC. 
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The amendments include: 
(i) 'sharper definition of the term 'building 
land'; 
(ii) wider and more flexible definition of the 
tax base; 
(iii) certain restrictions on the exemptions ori
ginally proposed (telecommunications, some 
banking services); 
(iv) new exemptions: land projects carried out 
by local government bodies in the general inter
est; certain professions: the legal profession, 
authors etc.; 
(v) the possibitity for Member States to apply a 
scheme for waiving the tax on supplies of goods, 
for export firms; 
(vi) extension of the special scheme covering 
second-hand goods to original works of art, 
antiques and collectors' items. 

The Commission considered that these various 
amendments would ease application of the com
mon VAT system and its adoption by companies 
and final consumers alike. 
It should be mentioned that the fact a fraction of 
the value-added tax will belong to the Commun
ity as 'own resources' (up to a maximum of l% 
of the standard base) does not ipso facto consti
tute a reason for raising national rates, since 
Member States budgetaJ contributions will be 
correspondingly abolishe . 
When forn·arding these amendments to the 
Council on 12 August, the Commission under
lined the importance it attached to application of 
the sixth VAT Directive throughout the Com
munity, at the earliest opportunity, and at all 
events by !January 1978. · 

* 

213~. .The Economic and Social- Commiuee, 
!'Tleetm~ m pl~~ary sessio~ on 17 and 18 July, 
1ssue~ 1ts Opm1on on two proposed Directives 
s~bmmed by the Commission to the Coun
Cil. One concerns taxation other than turnover 
taxes on manufactured tobaccos. The other 
covers the prospectus to be published when 
stocks and shares are admitted to the stock 
exchange. 

BULL. EC 9-1974 -
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Fraud and tax evasion 

2119. On 21 November, the Commission 
adopted a draft Council Resolution concerning 
close collaboration between Member States' fis
cal authorities in putting a stop to international 
fraud and tax evasion. 

The Commission has already highlighted some 
features of this problem in its report on the fiscal 
system of holding companies, and in its Commu
nication to the Council concerning multinational 
undertakings, as against the background of 
Community regulations. The above documents 
also expressed the Commission's concern over 
international fraud and tax evasion in general, 
which, in their various forms, not only affect 
individual countries (budgetary losses) but are 
also felt at Community level (abnormal capital 
movements and distortion of competition condi
tions). 

In combatting tax evasion, national fiscal auth
orities are hampered by inadequate data on the, 

situation in other Member States, even where an 
agreement against double taxation rrovides for 
~ilateral .cooperation in the shape o exchanging 
mformatton. 

In the draft Resolution, the Commission indicat
ed how it hoped to get better results by organiz
ing collaboration between national fiscal author
ities on a Community footing. It intends, at the 
earliest opportunity, to put proposals before the 
Council on the following points : 

{i) Exchange between Member States, on requ
est or otherwise, of any information of value in 
making a proper assessement of income tax on 
profits tax, and especially in circumstances 
where tax evasion is. suspected, when transac
tions are made through the agency of a third 
country so as to obtain tax advantages, or when 
imputed transfers. of profits take place between 
related companies located in different countries; 

(ii) investigations by one Member State on 
behalf of and at the request of another Member 
State; 

{iii) participation, in certain instances, of the 
officials of one Member State in fiscal investi
gations in another Member State; 

(iv) formation of a Working Party, sponsored 
by the Commission, consisting of Member 
States' representatives assigned to watch how 
procedures ~perate_ with a view to improving 
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them, and also to share experience in the matter 
of imputed transfers of profits between related 
companie.s, in order to work out appropriate 
Commumty rules. 

• 
2120. During its part-session of 11 to 15 
November, the European Parliament gave its 
Opini~n on the Com~issi~n 's Proposal to the 
Councd for a second Drrecttve concerning taxes 
other than turnover taxes on manufactured 
tobaccos. 

BULL. EC 12-1974 

Fiscal policy and 
financial institutions 

Taxation 

Standing Committee 
of Revenue Departments 

2132. The Standing Committee of Heads of 
National Revenue Departments held a meeting in 
Brussels to discuss the action to be taken in the 

years ahead as part of economic and monetary 
union, regarding the harmonization of direct and 
indirect taxation and the campaign against inter
national fraud and tax evasion. The Committee 
also assessed the status of work undertaken on 
the Commission's initiative concerning the tax
ation scheme for frontier and migrant workers. 

International fraud and tax evasion 

2133. On the basis of a Commission Commu
nication, • the Council, at its session of 19 
December, discussed in detail the problems aris
ing from international fraud and tax evasion. 

The Council expressed its political resolve to 
take action in this area by passing a Resolution 
which would tighten collaboration between tax 

- authorities. At the Council's request, the Com
mission, acting within its powers, will take 
appropriate steps. 

Directive on small consignments 
of goods between private individuals 

2134. On 19 December/ the Council adopted 

1 Bull. EC 11-1974, point 2119. 
z OJ L354 of 30.12.1974. 

a Directive on tax exemptions to be allowed 'on 
small consignme~ts ~f goods' within the C~m
munity. The Dtrecttve exempts smaiJ consign
ments of goods between private individuals from 
all taxes and levies, when the consignments do 
not exceed a value of 40 u.a. and provided the 
goods were bought under normal conditions 
(VAT and charges included) in the country of 
dispatch and provided that they are not forward
ed against remittance.3 

The Directive is the outcome of efforts to foster 
personal and family relationships between pri
vate individuals in different Member States by 

lowering as far as possible tax barriers obstruct
ing the dispatch of such consignments. 

2135. To back up this Directive, the Commis
sion, on 31 December 197 4 sent the Council a 
proposed Directive on tax exemptions applicable 
to imports in small consignments of a non-com
mercial nature from non-member countries. 

-' Bull. EC 10-1972, point 25. 
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2115. During the part-session of 13 to 17 
January, the European Parliament gave its Opi
nion on the proposed Directive laid before the 
Council concerning the harmonization of excise 
duties on mineral oils. 

BULL. EC 2-1975 -

BULL. EC 3-1975-

BULL. EC 4-1975 

Fiscal policy and 
financial institutions 

Taxation 

Tax exemptiom for certain 
small consignments 

2114. On 17 April, the Commission slightly 
amended the Proposal for a Directive which it 
had put to the Counc.il in Decemb~r 19742 

concerning tax exempuons for. certam small 
consignments of a non-comme~ctal nature com
ing from non-member countrzes. The amend
ment made to the original text, on the strength 
of the Opinions of the European Parliament and 
the Economic and Social Committee, allpws for 
increases in the quantities of tobacco products to 
be exempted. 

z Bull. EC 12-197{ point 2135 and OJ ·C18 of 
25.1.1975 .. 
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Taxation in the Community: 
Statistics 1968-1973 

2120. The Statistical Office of the European 
Communities has published a new set of statist
ics on taxes in the Member States giving details, 

1975 

of tax revenue, tax burdens and differences 
between systems. 

For purpose of international comparison, tax 
revenue and social security contributions are 
added together. In real terms the sharpest 
increase in revenue from taxes .wd social security 
contributions between 1968 and 1973 occurred 
in Denmark (56%} and Luxembourg (52%); the 
rise ·was average in the Netherlands (47%), 
Germany (45%), Belgium (44%} and Ireland 
(39%), smaller in France (33%) and consider
ably lower in Italy (19%) and the United King
dom (8%). 

The tax ratio (revenue from taxes and social 
security contributions as a percentage of gross 
domestic product) varies sharply from country to 
country. The countries with the highest ratios 
are the Netherlands and Denmark with 45% and 
43% in 1973, followed by Belgium (38.1% ), 
Germany (37.7%), Luxembourg (37.6%}, 
France (35.8%); the United Kingdom {33%), 
Ireland (32.4%) and Italy (30% ), the three 
countries with the lowest per capita incomes in 
the Community, also have the lightest tax bur
dens. A' further interesting point is that in the 
United Kingdom this ratio has fallen since 1970, 
and did likewise in Italy from 1972 to 1973. In 
the other countries, by contrast, the tax ratio 
increased from 1968 to 1973, with the exception 
of France, where it remained unchanged: Den
mark: + 8.1 %, Luxembourg: + 6.3%, Nether
lands: + 5.5%, Germany: + 4.4%, Belgium: + 
3.5%, Ireland: + 3.2%, France: about 0, hair: 
- 1.2%, United Kingdom: - l.l'Yo. · 

There is also no uniformity in tax structures in 
the Community. The proporrion of indirelt 
taxes (in particular value added tax and excisl' 
duties} in total revenue from taxes and social 
security contributions ranges from 27% in the 
Netherlands ro 58% in lrela.nd, while the pro
portion of direct taxes (taxes on income and 
wealth) ranges from 18% (France) to 58% 
(J?enmark). 

1973 was the first vear in which mlue added tax 
W3S applied in all r'he countries. It yielded 24% 
of total revenue in France, 18% in Belgium and 
Denmark, 16% in Ireland and Italy, about 15% 
in the l':etherlands and Germany, 12% in 
Luxembourg and 7% in the United Kingdom. 

Taxes on income and wealth account for 58% in 
Denmark, 42% in the United Kingdom, 18% in 
France and 22% in ltalv. The share in the other 
member countries varie's between 30 and 36%. 

Italy and FrJtKe are the LOUntries in which direct 
taxation is lightest, but they also hare the highest 
proportions of social Se(uriry contributions (41 
and 38% ). fn other I.:"OUntries, such as Den
mark, SO(ial securir~: benefits are partially 
financed our of general taxation. 

With the entr\' of the three new Member States 
the differen(e.s between tax burdens and tax 
systems within the Community have in many 
respects increased e\'en further. 
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Levies on manu(acwred tobaccos 

2123. On 16 June, the Commission proposed 
to the Council that the first stage in harmonizing 
levies on manufactured tobaccos be once again 
extended for twelve months, i.e. until 30 June 
1977. The Council had granted the first one
year extension on 25 June 1974.' Its Directive 
of 19 December 1972/ amended a year ago, 
stipulated that by 1 July 197 5, the Council must 
adopt the special criteria applicable to the struc-
tures of excise duties on cigaretres, during a 
second phase which should start on 1 July 1965. 
It was already evident last year that the enlarge
ment of the Community was complicating the 
setting of satisfactory criteria to enable levy 
harmonization to proceed further (for instance in 
deciding on the ratios between the specific com
ponent and the ad l'alorem component of the 
tax). These problems are still there and the 
talks between national ·experts came to the 
conclusion that the anticipated timetable could 
not be met; hence the new Proposal by the 
Commission for a year's extension. 

Tax Exemptions for trat'ellers: 
Proposal withdrawn 

2124. On 9 June, the Commission elected to 
withdraw the Proposal for a third Directive on 
harmonizing laws, regulations and administra
tive provisions in respect of turnover taxes and 
levies gathered from the travelling public. This 
had been laid before the Council on 22 Septem~ 
her 1972.) 
The Proposal, which had gained favourable 

·Opinions from the European Parliament and the 
Economic and Social Committee, was withdrawn 
owing to the di\'ergent views of the Member 
States' delegations within the Council, which 
were so much at variance that it seemed unlikely 
that the Directive would e\·er be adopted. The 
Commission is now examining any necessary 
action which should be taken, bearing in mind 
obligations on the ~·iember States deriving from 
the Directives on tax exemptions for travellers, 
adopted by the Council on 28 May 1969~ and 12 
June 1972.1 

1 0Jll80of3.7.197'4. 
l OJL303of31.12.19-.!. 
J OJ Cll3 of 28.10.1972 JnJ Bull. EC 10-1972 
point 24. ' 
• OJ ll33 of 4.6.1969. 
~ OJ l139 of 17.6.197 2 and Supplement 7/72-
Bull. EC. 
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Value-added tax 

2125. On 20 June,• the European Parliament 
passed a Resolution on the state of progress in 
adopting the sixth Directive concerning the har
monization of Member States' laws relating to 
turnover taxes-common VAT scheme: uniform 
basis. The new proposed Directive, which 
would harmonize VAT, had been put by the 
Commission to the Council on 29 June 1973.1 

1 Point 2421. 
2 Supplement 11/73- Bull. EC. 
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Action programme 

2139. On 30 July, the Commission presented 
an action programme for taxation to the Coun
cil.1 This would establish the tax conditions for 
economic and monetary union, and also carries 
longer-term measures with an eye to fuller inte
gration. 

Direct taxation 

2140. On 1 August, the Commission sent the 
Council a Proposal for a Directive on harmoniz-
ing corporation systems and arrangements for 
withholding taxes on dividends. The future 
Directive will lay down the Community system 
of taxation for big companies; it is thus a 
decisive step towards harmonizing direct tax
ation. This is absolutely necessary to ensure the 
free movement of capital and the neutrality of 
competition conditions. 

The present coexistence of different systems is 
creating distortions in capital movements within 
the Commumty. The Commission's Proposal 
operates on the system of partial imputation, the 
basic principle consisting of a tax credit to the 
shareholder amounting to a fraction of the 
corporation tax, which is charged to personal 
taxes and possibly refunded to the rxrrnt that it 
exceeds the amount of the tax. 

This system has a num her of advantages. It 
tends to ensure tax neutrality in respect of the 

I Points 1401 to 1404. 
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various forms of company ·financing and the 
different legal forms of companies etc. 1t also 
has many positive features from the angle of 
taxation fairness and offers less temptation to 
very rich taxpayers to evade taxes by means of 
bogus companies. 

The aim is equal treatment for each company 
shareholder, regardless of where he resides in the 
Community. This principle is also followed, as 
far as possible, wherever a dividend paid by a 
subsidiary reaches the final shareholder only 
through the intermediary of a parent company. 

As regards any tax credits granted to residents of 
non-member countries, the Commission feels 
that the Member States, together with the· Com
mission, should adopt a common stance in 
negotiating double taxation agreements with 
non-member countries. 

The same proposed Directive also provides for 
harmonizing arrangements for withholding taxes 
on dividends. Although the tax credit already 
guarantees some tax, it stipulates that a deduc
tion of 25% will be made from dividends, which 

has the effect of raising the total deduction at 
source to roughly 50% and of ·deterring 
fraud. The deduction wil1 be fully charged to 
the personal tax of the recipient and any excess 
will be refunded. 

BULL. EC 9-1975 • 
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Exemptions 

2111. On 300ctober, the Commission laid 
before the Council two new major Proposals for 
Directives on the subject of tax exemptions. On 
several occasions business organizations and 
members of the European Parliament have by 
means of Written Questions, alerted the Council 
to the problems involved in movements between 
Member States of chattels, cars, caravans and 
other personal property, in the course of removals 
by private individuals, and to the problems raised 
by private or business use of certain modes of 
transport in several Member States. 
To eliminate the difficulties, the Commission 
decided to present two proposed Directives to the 
Council on (a) exemptions for permanent impor
tations of private property from a Member State 
and (b) temporary importation, within the Com-

munity, of certain modes of transport. 1 

2112. The first Directive would allow exemp
tion from all consumer taxes when a private imli
vidua/'s used personal property is permanently 
imported on his move from the Member State 
where his main residence is situated to a Member 
State where he has at least a secondary residence. 
The Directive also covers removals of personal 
property, where own~rs~i~ or usufruc~ w~s 
acquired by a private md1v1dual through mh~n
tance, and private property removed followmg 
marriage. 

The differences between national laws governing 
the arrangements peculiar to these goods .~hen 
imported are hard to understand for ~he c1t1zen, 
who cannot imagine that the relocat1on of per
sonal property in the Communit.Y raises .such pro
blems. Moreover, these tax barners, whtch some
times run counter to the principle of free move
ment and right of establishment for persons, ~re 
hardly compatible with the principle of formmg 
an economic market with all the features of an 
internal market. The Commission therefore felt 
that it should present a package of measures 
which would as far as possible obviate double 
taxation on the importation of private property, 
as defined in its first Proposal. 

2113. The second proposed Directive would, 
under certain conditions, grant tempormy imporrs 
exemption from any taxes in the . importing 
Member State on certain modes qf transport 
whether the taxes derive from the purchase, plac
ing in service or movement of these vehicles, 
except for taxes paid for their direct use, such as 
charges for fuel oil, repairs, parking, tolls, etc. 
Since the two international Conventions con
cluded in New York on 4 June 1954 (temporary 
importing of private road vehicles) and in Genev.a 
on 18 May 1956 (taxation arrangements for pn
vate road vehicles in international traffic) no 
longer entirely meet the requirements of the co~
mon market, the Commission considered that. tt 
should propose a package of measures to av~1d, 
here again, as far as possible, any ~ou.ble taxatton 
when such vehicles are temporanly tmported. 

The proposed Directive covers motor ~ehicle~, 
including trailers (but excluding commerctal veht
cles) caravans, pleasure-boats, sports aircraft, 
bicy~les and riding-horses (riding excursions). 

2114. The exemption schemes proposed by the 
Commission do not rule out the possibility, for 
certain Member States, of retaining or bringing in 
more apposite measures than those they. will. for
mally be required to apply under the DtrectJv~s, 
since the schemes therein are regarded as a mtn
imum basis of exemptions which private individ
uals arc to be accorded for their relocations 
within the Community. 

1 OJ C 267 of 21.11.1975. 
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The two new Proposals show that the Commis
sion is determined to secure a real internal mar
ket for the benefit of private individuals, even if 
this must still be hedged round with certain lim
its and conditions. 

2115. The Economic and Social Committee, 1 

meeting on 29 and 30 No"ember, gave its Opin
ion on a Commission Proposal to amend the 
Council's 1972 Directive on taxes other than 
turnover taxes on the consumption of manufac
tured tobaccos. 

I Point 2454. 

BULL. EC 11-1975 

Taxation policy and 
financial institutions 

Taxation 

Action programme for taxation 

2125. At the meeting of24 November, the Coun
cil got down to a policy debate on the Commission's 
Communication concerning an Action programme 
for taxation,1 which had been presented on 30 July. 

The delegations put forward their ideas on the prio
rities for the work in this important area to achieve 
economic integration. 

Indirect taxation 
Turnover tax 

2 I 26. At the same meeting the Council made its 
first review of the substance of the proposed sixth 
Directive on harmonizing laws relating to turnover 
tax, which covers the common arrangements (uni
form basis) for VAT. The Proposals, which the 
Commission presented to the Council on 29 June 
1973,2 had undergone a number of amendments by 
the Commission after the Opinion from the Euro
pean Parliament; the Commission had then pre
sented the amended text on 26 July 1974.3 

The Council had to reach agreement on a number 
of points considered to be of political importance to 

1 Bull. EC 7/8-1975, points 1401 to 1404, and 9-1975, Part 3 
(full text of the Communication). 
2 OJ C 80 of 5.10.1973 and Supplement ll/73 - Bull. EC. 
3 OJ C 121 of 11.10.1974 and Bull. EC 7/8-1974, point 2137. 

the Member States (zero rate, reduced rates, specific 
arrangements for small companies and farmers and 
property transactions). 

Agreement could emerge only in the shape of a 
compromise between the tendency of Member 

States' governments to insist on retaining control of 
taxation in certain sensitive areas, and the Commis
sion's argument, that implementation of the Coun
cil Decision of21 Aprill970,1 on replacing Member 
States' financial contributions to the Communities' 
budget by own resources, involves both fixing a true 
basis for VAT, and actually collecting the tax on 
that basis. 

In the end it was conceded that the Member States 
could go on applying their national schemes in the 
above-mentioned cases, on the understanding that 
departures from the Community ruling would en
tail payment of financial compensation on terms to 
be established. 

Regarding the question of the zero rate and-reduced 
rates, involving reimbursement of tax paid at the 
previous stage, it must be noted that derogations 
which can be maintained at national level must not 
extend further than those provided for in the se
cond Directive, of II Aprill967;2 such rates cannot 
be maintained unless they have been introduced in 
accordance with the provisions of Article 17 of the 
Directive. 

1 OJ l 94 of 28.4.1970. 
2 OJ L 71 of 14.4.1967. 
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2112. Under a Directive adopted by the Council 
on 20 January ,1 Denmark will be able to maintain 
up to and including 31 December 1976 the rules 
in force for exemptions applicable in international 
travel. This extends for one year the authoriza
tion, granted under the Act of Accession, to de
fer application of certain provisions of the Direc-

. tive of 28 May 1969,2 as amended on 12 June 
1972,3 relating to exemption from turnover tax 
and excise duty on imports in international 
travel. 
The Act of Accession (Annex VII, part V) gives 
Denmark the right up to and including 31 De
cember 1975 to exclude certain goods (tobacco 
products, alcoholic beverages and beer) from ex
emption for travellers laid down in Community 
Directives, provided that there is no discrimina
tion between travellers from Community and 
from non-Community countries. The Council 
was to decide before 31 December 1975 • whether 
and how far this derogation requires to be pro
longed, account being taken of the extent to 
which economic and monetary union, and parti
cularly progress in tax harmonization, has been 
achieved'. 

In October 1975, the Danish Government asked 
the Commission to take the necessary measures 
to extend the arrangements, unaltered, for a per
iod of two years, in view of the lrlck of pr .... gress 
in tax harmonization; this request was repeated 
in December. 

The Commission sent the Council a proposal for 
a Directive extending the derogation accorded to 
Denmark for a certain period, and the Council fi
nally decided to grant an extension of one year 
only, in view of the fact that consultations arc 
currently taking place between the Commission's 
departments and the Danish authorities with a 
view to bringing the Danish rules into line with 
Community Directives. 

I OJ l21 of 29.1.1976. 
2 OJ LIJJ of 4.6.1969. 
J OJ ll39 of 17.6.1972. 
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2118. On 10 February 1 the Commission laid be· 
fore the Council a proposal amending the Coun
cil Directive of 19 December 19722 on taxes on 
the consumption of manufactured tobacco other 
than turnover taxes. 

The proposal provides for the introduction from 
I July 1977 of a second stage, lasting three-and
a-half years, in the harmonization of the struc
tures of excise duties on cigarettes. During this 
stage the specific component of the excise duty 
on cigarettes in the most popular price category 
should be fixed so as to be not less than 15 96 
and no more than 50 96 of the total tax charged 
(excise duty plus VA D. In other words, the ad 
valorem components of the tax (ad valorem com
ponent of excise duty plus VAT) would not be 
less than 50 96 nor more than 85 % of the total 
tax. The Member States would retain complete 
discretion with regard to the rates of VAT and 
excise duty on cigarettes. 

Pursuant to the December 1972 Directive the 
Council must take a decision on the proposal for 
a directive before I July 1976, otherwise the first 
stage of harmonization will have to be extended 
a third time. 

OJ C 45 of 27 .2.1976. 
OJ L 303 of 31.12.1972 and Bull. EC 12-1972, point ~3. 

* 

2119. At its part-session held from 9 to 13 Feb
ruary, Parliament 1 gave its opinion on two pro
posals for directives on tax exemptions presented 
by the Commission to the Council on 30 October 
1975.2 The proposals cover tax exemptions for the 
personal property of individuals on permanent 
importation from another Member State and tax 
exemption for certain means of transport tempo
rarily imported into one Member State from 
another. 

1 Point 2417. , 
2 OJ No C 267 of 21.1 1.1975; Bull. EC 10-1975, points 2111 
to 2114. 
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2115. On 2 April the Commission laid before 
the Council a proposal for a Directive aimed at 
establishing a single system of taxation for trans· 
actions in securities to replace the taxes currently 
levied on stock exchange transactions in Member 
States. 

The proposal forms part of the work on the 
establishment of a European capital market and 
takes a stage further the progress achieved by the 
previous Council Directives concerning indirect 
taxes on the raising of capital. It also follows up 
two other proposals for directives concerning 
stock exchange transactions and will, in the long 
run, facilitate the gradual abolition of the tax, an 
objective which the Commission has set itself. 
For this reason. incidentally, the establishment or 
retention of the tax in question has not been 
made compulsory. 

The proposal provides for the partial harmoniza
tion of the structures of the taxes on transactions 
in securities. In particular, with a view to bring
ing .the levels of taxation closer into line, maxi
mum rates are set and a number of exemptions 
are made compulsory. The proposed rules are de
signed to limit double taxation and to eliminate 
most forms of discrimination. 

Direct taxes 

Mutual assistance between Member States 

2116. On 5 April the Commission laid before 
the Council a proposal for a Council Directive on 
mutual assistance between the competent autho
rities· of the Member States in the field of direct 
taxation.' Tax evasion and avoidance have an 
important international dimension, and measures 
to combat these practices are therefore needed at 
international level as well. The Commission pro
posal lays down the guiding principles for a mu
tual assistance procedure between the revenue 
departments of the Member States. 

The method of collaboration proposed is to estab
lish a system for the exchange of information 
enabling income and wealth tax liabilities to be 
determined accurately. Information could be sup
plied either automatically. or when a Member 
State requested it, or spontaneously, by a Mem
ber State which has discovered relevant evidence. 

Mutual assistance also covers the investigations 
which a Member State may make on behalf of 
another Member State in order to obtain the in-

1 OJ C 94 of 27.4.1976. 
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formation requested. Lastly, the proposal pro
vides that an official of one Member State could 
work in another Member State. 

Taken together, these three measures go beyond, 
in their scope, the cooperation already arranged 
bilaterally by Member States, in particular in 
double taxation conventions. 

The mutual assistance arrangements will include 
rules on preserving the confidentiality of the in
formation collected, and on the right of Member 
States to refuse to transmit information in certain 
situations, such as the absence of reciprocity. 

Finally, the proposal provides for cooperation 
between the Member States and the Commission 
with the aim of improving the mutual assistance 
arrangements and, where appropriate, of formu
lating Community regulations for this purpose. 

BULL. EC 5-1976 • 
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Excise duties on tobacco 

2133. On 5 July the Commission laid before the 
Co~nci! a proposal for a Directive 1 the purpose of 
wh1ch 1s t~ ex.tend by s~ months the first stage 
of harmomzat1on of exctse duties on manufac
tured tobacco as laid down by the Directive of 19 
December 1972.2 This first stage has already been 
extended on two occasions, in 1974 and 1975.3 

Pursu~nt to the Directive of December 1972, the 
Co~nc1l was to adopt at least one year before the 
e~pJ~ of t~e first stage (i.e. 30 June 1976) a 
~1rect1ve laymg down the criteria applicable dur
mg a second stage of harmonization beginning on 
I July. 1977. A proposal regarding these criteria 
was la1d before the Council by the Commission 
on 10 February 1976.• The Council, however, had 
n~t ~n able to. take a d~ision on this proposal 
wJthm t~e deadhnes set smce Parliament and the 
~nom1c and Social Committee had not yet 
delivered their opinions. s Consequently, it was 
necessary to extend the first stage once again. 

* 

1 OJ C 168 of 22.7.19-76. 
OJ L 303 of 31.12.1972. 
OJ L 180 of 3.7.1974 and LJJO of 24.12197S 

4 OJ C 45 of 27.2. 1976. · · 
Parliament delivered its opinion on 6 July. 



2134. At its part-session from 5 to 9 July, Par
liament6 delivered opinions on the progress of 
work within the Council on the adoption of the 
sixth VAT Directive. 

6 Point 2416. 
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2118. At a meeting devoted to taxation matters 
held on 21 October the Council examined the 
proposal for a Sixth Directive on the harmoniza • 
tion of laws relating to turnover taxes,3 presented 
by the Commission on 29 June 1973 and 
amended on 26 July 1974.4 This proposal con
cerns a uniform basis of assessment of VAT. 

- 125 -

The Council considered in particular certain 
points which had already been discussed at its 
meeting of 24 November 19755-zero rating, re- . 
duced rates, special schemes for small undertak
ings and farmers, and transactions relating to im
movable property-and others also requiring de
cisions at political level: exemptions, national and 
international passenger transport, and non-deduc
tibility of certain types of expenditure. Agr~
ment was reached on some of these points, and 
others were referred back for further study to the 
Permanent Representatives Committee. 

During this meeting, a real effort to negotiate vi
able compromises was made, and the Finance 
Ministers undertook to adopt the whole of the 
proposed directive at a meeting scheduled for 
16 December. 

Mutual assistance for the recovery of claims 

2119. On 8 October, the Commission sent to 
the Council a proposal for a Directive designed to 

3 OJ C80 of 5.10.1973 and Supplement 11173- Bull EC 
Bull. EC 718-1974, point 2137. . . 
Bull. EC 11-1975, point 2126. 

bring VAT, excise duties and other cons~mption 
taxes within the scope of the Directive of 
15 March 1976 1 on mutual assistance for the re
covery of claims resulting from operations form
ing part of the system of financing the European 
Agricultural Guidance and Guarantee Fund and 
from agricultural levies and customs duties. 

* 

2120. At its part-session from 11 to 15 October, 
Parliament2 adopted Opinions on two Commis
sion proposals to the Council, one amending the 
Directive of 19 December 1972 on excise duties 
on the consumption of manufactured tobaccos3 

and the other relating to indirect taxes on trans
actions in securities. An Opinion on the latter 
document was also rendered by the Economic and 
Social Committee• at its session held on 27 and 
28 October. 

1 OJ. L 73 'of 19.3.1976 and Bull. EC 3-1976, point 2103. 
Poant 2420. 
OJ L 303 of 3 1.12.1972. 

4 Point 2468. 
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Elimination of double taxation in connection 
with the adjuStment of transfers of profits 
between associated enterprises 

2!27 . . I~ a~rdance with the undertakings 
~v~n m 1ts Actton Programme for Taxationl and 
tn Its proposal for a Directive on mutual assistance 
between Member States in the field of direct tax
ation,• the Commission laid before the Council, 
on 29 November, a proposal for a Directive on 
the elimination of double taxation in connection 
with the adjustment of transfers of profits be
tween associated enterprises based in different 
Member States. 

The proposed Directive covers situations where a 
~ember State's rev~nue authorities-taking the 
VJ~w th~t the operations carried out by an enter· 
pnse wtth another associated enterprise have 
bee_n completed -_on terms different from those 
wh1ch would have been agreed between inde
pendent enterprises-increase the figure for the 
decl.ared profits of one enterprise without there 
havmg been a corresponding reduction in the 
declared profits of the other. Such cases will be
come more frequent owing to the increased ex-

3 Bull. EC 7/8-1975, points 1401 to 1404. 
4 Bull. EC 4-1976, point 21J6 and OJ C 94 of 27.4.1976. 
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change of information between revenue authori
ties provided for in the proposed Directive men
tioned above. 
Double taxation of this kind is liable to distort 
conditions of competition within the Communi
ty. 
Such distortions are all the more serious where 
the declared profits require adjustment not as a 
result of fraudulent intent, but of objective diffi
culties in fixing the 'right' price for a given oper
ation. 
The double taxation is eliminated by first submit
ting the case to the two tax authorities con
cerned; failing agreement, the case is then re
ferred for a decision to a board composed of re
presentatives of the tax authorities and of inde
pendent persons-an innovation in international 
tax practice. 

* 
] 128. On 17 November,1 Parliament delivered 
its Opinion on the Commission's proposal con
cerning mutual assistance between the competent 
authorities of the Member States in the field .of 
direct taxation 

I Point 2410. 
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Sixth VAT Directive: further progress 

2138. The Council devoted its meeting on 16 
December to taxation (sixth VAT Directive) and 
continued its discussion of the problems still out
standing after its meeting in Luxembourg on 21 
October,1 at which substantial progress had alrea
dy been made. 
By the end of the meeting, the Council had 
agreed on solutions to all the major political prob-· 
terns raised by the proposal for a sixth VAT Di
rective. The relevant delegations undertook to 
deal by 15 January 1977 with the few reserva
tions they had made. 
In addition to providing an instrument of tax 
harmonization, the sixth VAT Directive will en
able the Community's own resources system, 
which was established by the Decision of 21 

t Bull. EC 10-1976, point 2118. 

April 1970, to be applied in full. The adoption of 
this Directive will therefore play an important 
part in strengthening the Community's internal 
structures. 
The Council invited its President to arrange for 
the draft definitive text to be drawn up in close 
collaboration with the Commission, with a view 
to the adoption of the Directive by the Council 
before 1 March 1977 

Excise duties on manufactured tobacco 

2139. On 20 December, the Council decided 
that, as it had yet to take a decision concerning 
the proposal for a directive presented by the 
Commission on 10 February on a second stage in 
the harmonization of the structures of excise du
ties on cigarettes,2 the first stage of harmoniza
tion would have to be extended once more. 

This extension-the third-is provided for in a 
directive 3 postponing the end of the first stage 
until 31 December 1977: At the same time, the 
Council agreed to decide on the proposal relating 
to the second stage before 30 June 1977. 

Tax exemptions 

Proposal for increasing exemptions 

2140. On 31 December, the Commission de
cided to lay before the Council a proposal for a 
directive amendin~ the present rules governing 
exemptions in international traffic, firstly by in
creasing the amount to 200 u.a. (it had been fixed 
at 125 u.a. since 1972) and secondly by adopting 
a mechanism for keeping the real value of Com
munity exemptions constant. The exemptions, 
expressed in EUA, would be adapted each year 
in line with an index reflecting movements in the 
cost of living in the Community as a whole (an 
index of consumer prices calculated by the Sta
tistical Office of the Communities). 

The system of intra-Community tax exemptions 
granted to individuals has, since its inception in 
1969, deteriorated somewhat owing to the steady 
upward movement of prices and to exchange rate 
fluctuations. In the first place, price rises tend 
gradually to erode the real value, and hence the 
impact of, Community exemptions. Secondly, as 
a result of the present monetary situation in the 
Community, the exemption amounts converted 
into the various currencies are not in fact the 
same. This situation is not only a source of dou-

2 Bull. EC 2-1976, point 2118. 
J OJ L 354 of 24.12.1976. 

ble taxation (or non-taxation) but also has the re
sult that the application of Community rules in 
this field may appear discriminatory. 

Derogation granted to Denmark 

2141. On 10 December, the Commission laid 



before the Council a proposal for a direcyve ex
tending until 31 December 1979 the derogation 
granted to Denmark until the end of 1975 by the 
Act of Accession (and subsequently to the end of 
1976 by a Council Directive of 20 January 19761) 

concerning tax exemptions on imports in interna
tional travel. 

In the light of discussions between its depart
ments and the Danish authorities, the Commis
sion believes a further ex~nsion of the deroga
tion to be necessary, particularly in view of the 
budgetary difficulties which Denmark might face 
as a result of a full and immediate application of 
Community exemptions. 

However, the Commission proposal is designed 
to reduce the scope of the derogation granted to 
Denmark, in that this country must, from 1 Jan
uary 1977, in some cases apply the intra-Commu
nity exemptions to products (tobacco, alcoholic 
beverages, beer) which are currently covered by 
the derogation. 

Direct taxes 

2142. At a plenary session held on 15 and 16 
December, the Economic and Social Committee2 

adopted its opinion on the proposal transmitted 
by the Commission to the Council concerning 
mutual assistance between the competent author
ities of the Member States in the field of direct 
taxation. 

OJ L 21 of 29.1.1976 and Bull. EC 1-1976, point 2112. 
Point 2460. 
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2.1.24. On 18 January,3 the Council adopted a . 
Directive authorizing Denmark to maintain until 
31 December 1977 current arrangements concern
ing turnover tax and excise duty exemptions ap
plicable in international travel. This is a further 
extension of the derogation granted to Denmark 
by the Act of Accession and already extended by 
one year on 20 January 1976.4 At the request of 
the Danish Government, the Commission had 
proposed a three-year extension of the derogation 
with certain adjustments designed to reduce its 
scope. 5 The Council decided simply to extend the 
present derogation, but by only one year. 

1 OJ L 23 of 27.1.1977. 
4 Bull. EC 1-1976, point 2112. 

Bull. EC 12-1976, point 2141. 
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Turnover taxes 

VAT: adoption of a 'joint position' 

2.1.39. The Council (Taxation), which met on 
~2 March, t~k a further step towards the adop
tton of the SIX~h .VAT directive, the efforts made 
by the Commtssron and the delegations of the 
~~mber ~~ates having led to agreement on a 
JOtnt positron'. 

"'· During this c;ouncil meeting, which had been 
called .to exa!flme a~d try to resolve certain resid
ual dtfficu~ttes . w~rch had remained after the 
agreement m pnnctple reached last Decem6er, 1 a 

1 Bull. EC 12-1976, point 2138 .. 

1977 

number of decisions were taken, concerning the 
taxation of travel agencies, measures to simplify 
paperwork for taxable persons, and the retention 
of specific taxes, other than turnover-type taxes 
in certain fields such as those of insurance con~ 
tracts and gambling. 

Two reservations outstanding at the end of the 
22 March meeting were subsequently lifted so 
that the Council (Research) meeting on 29 March 
was able to record the Member States' ~joint po
sition' on the directive as a whole and also to 
close all discussion of the directive at this stage. 

In view of the differences between the text pro
duced by the Council and the text of the original 
Commission proposal 2--on which Parliament 
had already been consulted pursuant to Article 
100 of the Treaty-a new procedure for consul
tation of Parliament has been opened. 

* 

2.1:40. The. Economic and Social Commillee,J 
whtch met m plenary session on 30 and 31 
~arc~. adopted its Opinion on a proposal for 'a 
dtrectJ~e, submitted by the Commission to the 
Counc1l, on the ham10nization of provisions laid 
dow~ by law, regulation or administrative action 
rela.tmg to the rules governing turnover tax and 
exctse duty applicable in international travel. 

2 Supplement I I 173 - B~o~ll. EC. 
1 Point 2.3. 74. 

BULL. EC 4-1977-

BULL. EC 5-1977 
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Turnover taxes 

Adoption by the Council of the 
sixth VAT Directive 

2.1.23. On 17 May,2 the Council formally 
adopted the sixth Directive on VAT, the text of 

~ OJ L 145 of 13.5.1977 and points 1.3.1 to 1.3.4. 

~hich it had already approved as a 'joint . 
tton ', on 29 March.' ' post-

1 Bull. EC 3-1977, point 2.1.39. 



* 

2.1.24. On 12 May, Parliament delivered its 
Opinion 2 on a Commission proposal to the 
Council for a directive on the harmonization of 
provisions laid down by law, regulation or admin
istrative action relating to the rules governing 
turnover tax and excise duty applicable in inter-
national travel. · 

2 Point 2.3.20. 
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2.1.44. At its meeting on 20 June, the Council 
(Economic and Financial AfTairs) reviewed the re-
maining problems concerning the second s~age in 
Lhe harmonization of the structures of excise du
Lies on manufactured tobacco (cigarettes). 

However it failed to reach agreement on the ar
rangeme~ts for this second stage, which should 
start on l January 1978. But it did agree to re
sume discussions at a later date. The Directive 
laying down the criteria applicable during the first 
stage of harmonization of excise duty on ciga
rettes was adqpted by the Council on 19 Decem
ber 1972.1 The transition to the second stage has 
already been postponed several times. 

* 

2.1.45. On 14 June 1 Parliament delivered its 
Opinion on the Commission's proposal to the 
Council concerning the elimination of double tax
.ation in connection with the adjustment of prof
its between associated enterprises (arbitration 
procedure). 

OJ L 303 of 31.12.1972 and Bull. EC 12·1972, point" il 
Point 2.3.10. 

BULL. EC 7/8-1977 
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Excise duties 

Harmonization of excise duties 

2.1.39. On 2 August, the Commission laid be
fore the Council a communication containing 
suggestions for the immediate resumption of 
work by the Council on the pro}XSlls for direc
tives presented in 1972 and 1973 concerning th~ 
hannonization of consumer taxes other than 
VAT (i.e. excise duties). 

Consideration of these proposals was postponed 
to enable the Council to give priority to the Sixth 
VAT Directive. Since this Directive was defin
itively adopted by the Council on 17 May,2 con-
sideration of the proposals still pending sh~uld 
now be resumed, especially as the duties are still 
applied in such a way as to entail distortions of 
competition and infringements of the EEC Trea
ty. 

The basic proposal was a \framework' directive, 
which provided that when tax frontiers were el
iminated, only five excise duties should be levied 
in the Community: on beer, wine, spirits, tobacco 
and mineral oils. The framework directive was 
followed by proposals for directives to establish 
harmonized structures for the duties on beer, 
wine, spirits and mineral oils. These- proposals re
lated only to the structures of the duties: the 
freedom of Member States to fix the rates was 
unaffected. A proposal for a directive on a first 
stage in the process of harmonizing the structure 
of tobacco duties was adopted in December 1972, 
and proposals concerning the second stage are 
currently under discussion in the Council. 

To date, little progress has been made in the 
Council with the framework proposal or with the 
proposals on the structures of the duties on beer, 
wine, spirits and mineral oils. 

The Commission's communication indicates the 
best way of approaching the proposals, and the 
priorities now to be accorded to each 6f them. It 
is recognized that the framework proposal will be 
dependent on further progress towards economic 
and monetary union. In addition, as Germany, 
Italy and Luxembourg do not charge a duty on 
wine, it is not realistic to expect Council agree
ment on this proposal for some time to come. 

By contrast, the communication points out that 
all the Member States charge excise duties on 
lx:er and spirits, and that differences in the oper
ataon of these duties entails m'\ior distortions of 
competition and infringements of Article 95 of 
the Treaty, hindering the free movement of these 
goods. 

~nicle 95 forbids the Member States to impose, 
directly or indirectly, on the products of other 
Member States any internal taxation of any kind 

1 OJ L 145 of 13.6.1977 and BuU. EC S-19n, points 1.3.1 to 
1.3.4. 
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in excess of that imposed directly or indirectly on 
similar domestic products~ it also forbids them to 
impose on the products of other Member States 
any internal taxation of such a nature as to afford 
indirect protection to other products. 

The Commission therefore recommends that the 
Council should immediately resume work on the 
proposals to harmonize the excise duties on spir
Its and beer, with a view to their adoption by 
I May 1978, and subsequently to recommence 
discussions on the mineral oils proposal with a 
view to its adoption by the end of 197S. 

BULL. EC 9-1977 -

BULL. EC 10-1977-

BULL. EC 11-1977 

Taxation 

Tax harmonization 

2.1.50. During a contact meeting with Commu
nity trade-union organizations held in Brussels on 
I 0 November, Mr R. Burke, Member of the 
Commission, reviewed the progress made in tax 
harmonization and the outlook. His main point 
was the need to achieve the neutrality of taxation 
on intra-Community trade and to make the ne
cessary preparatory arrangements in this area for 
attaining economic and monetary union, the re
vival of which is at present the Commission's 
major concern. A discussion then took place on 
the various points made by Mr Burke. 

Direct taxes 

Mutual assistance between the revenue 
departments of the Member States 

2.1.51. On 21 November the Council recorded 
its agreement in principle on a directive laying 
down arrangements for close collaboration be
tween the Member States' revenue departments 
in the field of direct taxation, with a view to 
strengthening the drive to combat international 
tax evasion and avoidance. 

This directive constitutes the legal implementa
tion of the resolution of 10 February 1975,' in 
which the Council recognized that these prob
lems have an international dimension and must 
be combated energetically at international level. 
The directive-which is the first Community in
strument to be adopted so far in the field of di
rect taxation-represents a major initial step in 
this direction. 

1 OJ C 35 of 14.2.1975. 

The main purpose of the directive is to enlarge 
the procedure of systematic exchange of informa
tion to cover all information that may assist in 
determining the corcct liability to taxes on in-
come and on capital. Its scope therefore goes be
yond the existing bilateral assistance between 
Member States, extending it to the whole of the 
Community. 

The exchange of information may take place at 
the request of the Member State concerned, but 
there may also be transmission of unsolicited in
formation where a State, having no evidence, has 
n<? cause to take the initiative. Such exchanges 
Without request may be automatic-for certain 
categories of cases which have still to be deter
mined-by common agreement between the two 
revenue departments concerned, or spontaneous, 
where a revenue department feels that certain si
tuations may be of interest to another Commu
ni.ty revenue department. Spontaneous exchange 
w1ll take place, for example, where there are 
grounds for supposing that tax is being avoided 
by the device of transfer pricing between firms 
belonging to the same group. 

The information exchange arrangements are sup
plemented by a rule under which one Member 
State may make inquiries on behalf of another 
Member State. The directive also provides that 
the presence of officials of one Member State 
may be authorized on the territory of another 
~em?er State, with a view to clarifying a given 
s1tuatton, but this provision is purely optional 
and requires agreement between the revenue de
partments concerned before it can be applied. 

Wit~ a view to proper protection of the rights 
and mteres~s of taxpayers, the directive provides 
for very ~tnct common rules of secrecy, ensuring 
-that the mformation will not be improperly dis-
closed or used for purposes other than taxation. 

Finally, the directive provides for permanent co
operation arrangements between the Member 
States and the Commission, firstly with a view to 
improving mutual assistance arrangements and 
where necessary to broadening the scope of the 
c?llaboration already agreed, and secondly with a 
vtew to drawing up, in the light of the experience 

pooled by all revenue departments, such Com
munity rules as may be needed to prevent trans
fer pricing. 

The directive will be formally adopted by the 
Council at one of its forthcoming meetings once 
the text in the various languages has been' final
ized. 

BULL. EC 12-1977 

Financial institutions 
and taxation 
Taxation 
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Indirect taxes 

Turnover taxes 

Two ne~ proposals for VAT directives 

2.1.65. On 23 December the Com!lli~ion. ap
proved two new proposals for Council Duecta~es 
on the harmonization of the laws of the Member 
States relating to ·turnover taxes. 3 

One of these proposals-the seven.th ~n the sub
ject-is the result of a n:-exa~mat1on of ~he 
problems arising in connectaon 'Ytth the taxation 
of used goods, works of art, antiques and. collec
tors' items carried out in a~~rdance wtth the 
mandate given to the Commassaon by the Coun-

cil in Article 32 of the sixth VAT Directive, 
adopted on 17 May. 4 

The proposal for a ~ixth Directive, sent to the 
Council by the Commission on 29 June 1973,5 

had suggested special VAT arrangements for 
used goods, works of art, antiques and collect~rs' 
items under which taxable persons purchasmg 
with ~ view to resale goods which had already 
entered th final consumption stage would be en
titled to deduct a certain amount of tax deemed 
to correspond to the amount of input tax. How
ever, the Council took no decision on this part of 
the Directive in May, because of the complex na
ture of the problems involved. 

After re-examining the problems, the Commis- · 
sion reached the conclusion that, with a view to 
avoiding or mitigating the impact of cumulative 

1 OJ C 26 of 1.2.1978. 
• OJ L 145 of 13.6.1977 and Bull. ECS-1977. points 1.3.1 to 
1.3.4. 
' OJ C 80 of 5.10.1973 and Supplement ll/73 - Bull. EC. 

taxation and to preventing distortions of trade 
working to the detriment of traders wishing to 
resell used goods or works of art, the simplest 
and most feasible solution would be to introduce 
a special taxation scheme under which a standard 
percentage of the selling price-the figure sug
gested is 3m16-is taken as the taxable amount 
for VAT purposes. Except in the case of import 
and export transactions, taxable persons would 
not be eligible under this scheme to deduct tax 
paid in respect of the purchase of used goods and 
works of art or goods and services used for the 
purposes of their work. Subject to special rules, 
this scheme would apply in respect of both works 
of art and used goods, with the exception of a 
number of such items (e.g. private cars) for which 
a scheme based on the resale price is proposed, 
entitling taxable persons to deduct a standard 
amount of tax. 

This new proposal is a practical application in the 
tax field of the guidelines laid down by the Com
mission· in its Communication to the Couneil 
concerning Community action in the cultural sec
tor,• since rules such as the reduction of the tax
able amount to 30% of the selling price or the 
exemption for ~orks of art supplied or imported 
by the artist himself are designed to facilitate the 
dissemination of cultural objects and to assist ar
tists. 
1 

Bull. EC J J-1977. point 1.4.3. 

2.1.66. The aim of the p~pos~l _for an eighth 
Directive is on the face of at a hmated one, that 
of introducing common arrangements for the re
fund of value added tax to undertakings estab
lished in a Community country othe.r th~n t~at 
in which goods or services have been mvmced m
clusive of tax. 
The principle of such a refund is emh?died in the 
sixth Directive of 17 May 1977 (Article 17), but 
this Article states that the Council will adopt at 
a later date Community rules laying down the ar
rangements under which refunds are to be m~de. 
Until such Community arrangements ent~r m.to 
force, each Member State is free to determme ats 
own refund arrangements. 

The practical importance of these ~ew meas~res 
should not however, be underesttmated, smce 
they will m~ke for a substantial im~n;>':ement on 
the present situation for firms pubhcazmg or ex
panding their operations in other member coun
tries, whether on a temporary or a permanent ba
sis. 

The proposal, which is of particular i~terest t? ex
hibitors at international fairs and mtemataonal 
carriers, will enable equal treatment in respect of 
value added tax to be accorded in areas of inter
national trade relations in which such treatment 
is now very uneven because the conditi~n~ goy- · 
erning refund of the tax are more restnctave: an 
some countries than in others (the result bemg 
that countries with the most generous arrange
ments come to be regarded as havens by the 
firms concerned). 

For these reasons, the Commission believes that 
Community arrangements in this field will enable 
further progress to be made towards the effective 
liberalization of the free movement of persons, 
goods and services, thereby helping to promote 
the process of economic integration. 

Excise duties 

M amifactured tobacco 

2.1.67. On 19 December 2 the Council adopted 
a Directive amending and supplementing the Di
rective it had adopted on 19 December 1972,3 on 
taxes other than turnover taxes which affect the 
consumption of manufactured tobacco. The main 
provisions of the new Directive may be summar
ized as follows: 
(i) From the beginning of the second harmoni
zation stage and under the final harmonization 
arrangements, the specific component of the 
mixed excise duty applicable to cigarettes will no 
longer be determined by reference to the total ex
cise duty but by reference to the total tax (excise 
duty plus VAT); 
(ii) The first stage of harmonization of the struc
tures of excise duties on cigarettes is extended, 
for practical reasons, until 30 June 1978 (this first 
stage will therefore have lasted five years); 
(iii) The second harmonization stage will cover 
the period from I July 1978 to 31 December 
1980; during this stage the amount of specific ex-

z OJ L 338 of 28.12.'1977. 
1 OJ L 303 of 31.12.1 ?72 and Bull. EC 12-1972. point 23. 



cise duty levied on cigarettes in the most popular 
price category must not be lower than 596 or 
higher than 5596 of the total tax (excise duty plus 
VAT); 4 the Member States are to review their 
calculations at least once a year to take account 
of any price or tax changes; 
(iv) Under the 1972 Directive, the United King
dom and Ireland must align themselves on the 
first stage on 1 Janua·ry 1978, but certain special 
arrangements have been made for. them for the 
second stage. Thus, the United Kingdom is au
thorized, as part of its public health policy, to in
crease tax on cigarettes with a tar content of 
20 mg or more until the end of 1980; the Council 
has called upon the Commission to report on the 
implications of this increased tax before this date; 
Ireland may, in order to adjust to the second 
stage, apply until 31 December 1978 an amount 
of specific excise duty which may not exceed 
6096 of the total tax burden. 
(v) Denmark was authorized not to apply the 
provisions of the Directive in Greenland, in view 
of that territory's special position. 

4 Under the proposal for a Directive which the Commission 
presented to the Council in February 1976-subsequently 
endorsed by Parliament and the Economic:; and Social Com
mittee-the amount of the specilic excise duty should have 
been between 15% and 50% of the total tax. 

Tax exemptions 

Derogation for Denmark 

2.1.68. On 13 December the Commission sent 
to the Council a proposal for a Directive granting 
Denmark a further prolongation, until 31 Decem
ber 1980, of the derogation from the Council Di
rective of 28 May 1969,1 amended by the Direc
tive of 12 June 1972,2 which had been accorded 
in the Act of Accession (Annex VII, Part V), for 
tobacco products, certain alcoholic beverages and 
beer; the last prolongation dated from 18 January 
1977.3 

The proposal was made in response to a request 
by the Danish Government to prolong the dero
gation granted Denmark by the Act of Accession 
for five years. 

After examining this proposal, the Council adopt
ed a Directive on 19 December4 granting Den
mark a derogation, until 31 December 1982, from 
the arrangements in force for duty-free allow
ances applicable in international travel. This 
live-year derogation is accompanied by certain 
adjustments proposed by the Commission. The 
Directive involves a relaxation of the system al-
ready in force, beginning on I January 1978; it 
will gradually introduce other adjustments over 
the five-year period. 

1 OJ L 133 of 4.6.1969. 
1 OJ L 139 of 17.6.1972. 
1 OJ L 23 of 27.1.1977 and Bull. EC 1·1977, point 2.1.24. 
4 OJ I J36 of 27.12.1977. 
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Direct taxes 

Mutual assistance between rel·enue departments 

2.1.69. On 19 December• the Council formally 
adopted the Directive concerning mutual assist
ance by the competent authorities of the Member 
States in the field of direct ta'Xation in respect of 
which it had recorded its agreement in principle 
on 21 November.s 

' Bull. EC 11-1977, point 2.1.51. 
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Mutual assistance by revenue departments 

2.1 .35. On 28 April the Commission adopt. 
ed, for transmission to the Council, a prop· 
osal for a directive designed to extend the ar
rangements for mutual assistance by the 
competent authorities of the Member States, 
already provided for in the Council Directive 
of 19 December 19173 in the field of direct 
taxation, to value added tax as well. 

The adoption of the Directive of 19 Decem
ber 1977 concerning direct taxation was the 
first major step towards combating interna
tional tax evasion and avoidance. For many 
reasons, the Commission feels that, as a sec
ond stage, the assistance arrangements 
should now be extended to VAT. A number 
of factors suggest that Community action 
with regard to VAT is a particularly urgent 
need. 

For one thing, the information received by 
the Commission from the Member States 
shows that there is much illegal practice in
volving this tax international trade, including 
fraudulent importation and the use of false 
export invoices. 

Secondly, the implementation of certain pro
visions of the Sixth VAT Directive, particu
larly those concerning the location of the 
supply of services and tax deduction for 
transactions effected abroad, makes it highly 
desirable that there should be close coopera
tion between national revenue departments 
in ordef to ensure that VAT is properly 
charged and that all cases of non-taxation or 
double taxation are avoided. Because a part 
of the Community's own resources is to ac
crue from VAT, fraud or failure to collect 
the tax may entail revenue losses not only 
for the Member States, but also for the Com
munity, so that the drive to eliminate eva
sion and avoidance in this field will in future 
constitute a direct Community interest. 

l()j L336 ·or 27.12.1977; Bull. EC 11-1977, point 
2.1.51 and 12-1977, point 2.1.69. 
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Thirdly, closer cooperation between nation~! 
authorities with regard to VAT will make 1t 
easier, by means of the cross-checks it. w~ll 
allow, to assess income and profits tax liabil
ities accurately. Such cooperation will there
fore be an extremely useful addition to the 
mutual assistance procedure already adopted 
by the Council with regard to direct taxes. 

BULL. EC 5-1978 

Financial institutions 
and taxation 
Taxation 

Indirect taxes 

Turnol'er taxes 

Sixth VA T Directive 

1978 

2.1.36. On 25 May 1 the Commission sent 
to the Council a proposal for a Ninth Direc
tive on the harmonization of the laws of the 
Member States relating to turnover taxes, 
which, by way of derogation from Article 1 
of the Sixth Directive of 17 May 1977,2 sets 
I January 1979 as the latest date for its 
implementation. 

Because of the scope of the Sixth VAT Di
rective and the very large number of national 
regulations involved, several Member States 
have been unable to complete the necessary 
adjustments to their legislation by· the date 
originally set and have consequently request
ed the entry into force of the Directive to be 
postponed. 

* 

2.1.37. At its meeting on 31 May and 
I June the Economic and Social Committee3 

delivered its Opinion on the two Commis
sion proposals for a Directive on the har· 
monization of the laws of the Member States 
relating to turnover taxes.4 The first con
cerns value added tax to be applied to works 
of art, collectors' items, antiques and used 
goods and the second relates to the arrange
ments for the refund of value added tax to 

taxable persons not established in the territo
rY of the country. 

1 OJ C 141 of 16.6.1978. 
1 OJ L 145 of 13.6.1977 and Bull. EC 5-1977, points 
1.3.1 to 1.3.4. 
1 Points 2.3.78 and 2.3.79. 
~ OJ C 26 of 1.2.1978 and Bull. EC 12-1977, points 
2.1.65 and 2.1.66. 
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Ninth VAT Directive 

2.1.37. On 26 June2 the Council adopted 
the ninth Directive on the harmonization of 
the laws of the Member States relating to 
turnover taxes. 

This Directive allows the countries which 
have not yet implemented the sixth VAT 
Directive 3 to defer its application until I Jan
uary 1979 at the latest. 

At its meeting on 20 and 21 June the Econ
omic and Social Committee had given its 
Opinion on the Commission proposal4 

for this ninth Directive. 

Mutual assisJance by Te\'enue departme11ts 

2.1.38. At its meeting on 20 and 21 June, 
the Economic and Social Committee' gave 
its Opinion on the Commission proposal for 
extending the arrangements for mutual as
sistance by the competent authorities of the 
Member States to value added tax as well.6 

J OJ L 194 of 19.7.1978. 
1 OJ L 145 of 13.6.1977 and Bull. EC 5·1977. points 
1.3.1. to 1.3.4. 
4 OJ C 141 of 16.6.1978 and Bull. EC 5-1978. point 
2.1.36. 
' Point 2.3.84. 
6 Bull. EC 4-1978. point 2.1.35. 
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2.1.44. On 16 August' the Commission 
presented to the Council proposals for 
1 OJ C 213 of 7.9.1978. 
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amending two Directives relating to tax ex
emptions, adopted by the Council in 1969 
and 1974, and a 1975 Commission proposal 
to the Council in the same field. 

The aim is to adapt the exemptions, in terms 
of amounts, to the·new situation to be creat
ed by the use, from 1 January 1979, of the 
European unit of account to express such ex
emptions, so that travellers suffer no reduc
tion in the equivalent value in national cur
rencies of the exemptions now in force or 
planned. 

The two Directives affected by the Commission propo
sals are those of 28 May 19691 on the harmonization of 
provisions laid down by law, regulation or administrative 
action relating to exemption from turnover tax and ex
cise duty on imports in international travel-amended 
previously on 12 June 19722-and of 19 december 19743 

on the tax reliefs to be allowed on the importation of 
goods in small consignments of a non-commercial 
character within the Community. 

Similarly. the Commission has proposed the amendment 
of the proposal it transmitted to the Council on 31 De
cember 19744-which was designed to supplement the 
Directive of 19 December 1974--c:onceming small con
signments of goods of a non-commercial nature from 
non-member countries. 

Turnover taxes 

Mutual assistance by reve11ue departmems 
Q{ the Member States 

2.1.44a. On 7 July' Parliament approved 
without debate the Commission proposal to 
the Council 6 extending the arrangements for 
mutual assistance by the competent author
ities of the Member States, provided for, in 
respect of direct taxation, in the Council Di
rective of 19 December 1977,7 to value 
added tax as well. 

Direct taxes 

Company taxations and withholding 
taxes on dividends 

2.1.44b. On 24 July1 the Commission sent 
to the Council a proposal for a directive on 
the application to collective investment insti
tutions (Cils) of the pro\'isions of its proposal 
on the harmonization of systems of company 
taxation and of withholding taxes on divi
dends. 

This latter proposal. submitted to the Coun
cil on I August 1975.9 provides for the in-

1 OJ L 133 of 4.6.1969. 
J OJ L 139 of 17.6.1972. 
I OJ L 354 of .30.12.1974. 
~ OJ C 18 of 25.1.1975 and Bull. EC 12·1974, point 
2135. 
~ OJ C 182 of 31.7.1978. 
' Bull. EC "-1978. point 2.1.35. 
' OJ L 336 of 21.12.19i7: Bull. EC 11-1977. point 
2.1.51 and 1~·1977, point 2.1.69. 
• OJ C 184 of 2.8.1978. 
' OJ C 253 of 5.11.1975 and Bull. EC 7/8-1975, point 
2140. 



troduction of the partial imputation • sys .. 
tern-which alleviates the impact of econom
ic;. double taxation of dividends by giving 
back part of the corpomtion tax to the shnre
holder in the form of a tax credit which is 
set ofT against his personal tax-as the com
mon system of company taxation. One of 
the reasons which led the Commission to 
choose this system was the desire to elimi
nate various obstacles impeding investment 
in shares by the smaller saver. Many such 
savers prefer to invest through Clls rather 
than acquire shares directly. 

However. for technical reasons arising in the 
taxation field. dividends accruing to the ulti-' 
mate beneficiary via a collective investment 
institution could not be included in the scope 
of the company taxation proposal. The new 
proposal fills this gap and also relieves econ-
omic double taxation of dividends for savers 
investing through CIIs by enabling them to 
set against their personal tax liabili.ty with
holding tax already levied on dividends re
ceived and redistributed by the investment 
institution. It therefore constitutes a vital 
supplement to the company taxation propo
sal. without which the latter could not fully 
attain its objectives. 

BULL. EC 9-1978 
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]. I .]4. The Commission has commenced 
separate proceedings before the Court of 
Justice against Denmark, France, Italy 
and the United Kingdom for infringement of 
Article 95 of the EEC Treaty in respect of 
alcoholic bevemges. 
Article 95-a Treaty clause having direct ef
fect for individuals-prohibits all tax discri
mination between domestic products and si
milar and/or competing products imported 
from the other Member States. It is evident 
that the laws of the Member States in ques
tion are structured in such a way as to pro
tect their domestic products and do not 
therefore comply with this rule. Examples 
are: 
(i) in Denmark: tax arrangements on the 
consumption of spirits (domestic products. 
such as akvavit and the other schnapps of 
this kind. are taxable at a rate approximately 
42'-\, lower); 
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(ii) in France: tax arrangements on the 
manufacture and consumption of spirits 
(domestic products such as cognac arc tax
able at rates at least 30'A-. lower than the 
rates applied to imported spirits distilled from 
cereals. such as whisky)~ 
(iii) in lra~v: tax arrangements such as the 
·contrassegno di Stato' (tax bands) on the 
consumption of spirits: the rates of this ex
cise duty are four to six times higher on spir
its distilled from cereals than on spirits dis
tilled from wine (for example. brandy and 
grappa); 
(iv) in the United Kingdom: tax arrange
ments on the consumption of wine and beer~ 
the rates of excise duty are five times higher 
for wine than for beer. 
The actions brought before the Court of Jus
tice are the logical and inevitable conse
quence of the representations the Commis
sion has been making unsuccessfully for 
some years to the Member States concerned 
requesting them to put an end to the discri
minatory arrangements in force. 
Although these are separate proceedings in 
law. there is an economic link between the 
production of the beverages concerned: alco
holic beverages belong to the same family, 
whether they are distilled like spirits or fer
mented like wine and beer. The judgments 
to be handed down by the ·Court in these 
cases will enable the Commission to deal, 
mutatis mutandis with the questions raised by 
the systems of taxing alcoholic beverages in 
force in other Member States as well. 

* 

2.1.25. At its 15 September sitting Parlia
ment 1 passed a Resolution on taxes appli
cable to wine and alcoholic beverages. 

1 Point 2.3.15 and OJ C239 of 9.10.1978. 
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Indirect taxes 

Excise duties on manufactured tobacco 

2.1.53. On 18 December" the Council 
adopted the Directive setting out the defin
itions of the products falling within each of 
the. five major categories of manufactured 
tobacco: cigars and cigarillos, cigarettes, smo
king tobacco, snuff and chewing tobacco. 

These Community definitions do not prejudge the sys
tems or rates of taxation applying to the different pro
ducts, but they do ensure that products with the same 
characteristics will not be classified differently according 
to the country where they are taxed. 

The Member States are to implement the Directive by 
1 January 1.980. The Directive should make it easier to 
press ahead with the harmonization of excise duties on 
manufactured tobacco. 

~ OJ L 10 of 16.1.1979. 

Tax-free allowances for travellers 

2.1.54. On 19 December 1 the Council 
adopted four directives on tax-free allow
ances in respect of goods contained in tra
vellers' personal luggage and goods sent in 
small consignments. 
The main purpose of these directives is to lay down the 
arrangements for applying the European unit of account 
to the new tax-free allowances with effect from 1 Jan
uary 1979. Under these arrangements. the allowances, 
which arc applicable in each Member State on a eaten· 
dar-year basis. will be determined by taking as the coun
ter-values of the national currencies the rates obtaining 
on the first working d;tY in Octobcr.2 

The Council fixed the new allowances as follows: 

(i) 180 EUA for the allowance granted to travellers with· 
in thl! Cl)mmunity. previously set at 125 units of ac
munt by the Council Directive of 12 June 1972;3 

(ii) 40 EUA for the allowance granted to travellers ar
riving from outside the Community, previously set at 25 
units of account by the Council Directive of 28 May 
1969;4 

!iii) 60 EUA for the allowance in respect of small con
signml.!nts sent hctwl.!en individuals within the Commu
nity. previously set at 40 units of account by the Coun
cil Directive of 19 December 1974; 5 

(iv) 30 EUA for the .allowance in respect of small con
signments sent by individuals outside the Community 
to individuals within thl! Community. whic.:h was intro
duced for the firSt time by the Council acting on a Com
mission proposal forwarded to it on 31 December 1974. 6 

In spite of the above increases in the amounts expressed 
in EUA. the amounts expressed in national currency 
will themselves be increased to diiTering degrees in the 
different Member States. with large increases in Member 

1 OJ L366 of 28.12.1978. 
1 For J 979, cf. OJ C 233 of 3.1 0.1978. 
' OJ L 139 of 17.6.1972. 
4 OJ L 133 of 4.6.1969. 
~ OJ L 354 of 30.12.1974. 
" OJ C 18 of 25.Ll975. 
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States whose currencies have depreciated in recent years 
and small increase'\ or none at all in Member States 
whose currcncil.!s have appreciated. 

Temporary derogations relating to the unit value of im
ported goods have been granted: 

(i) to Denmark. which may, until 31 December 1981. 
exclude goods with unit values of more tha·n 135 EUA 
from the above arrangements: · 

(ii) to Ireland. which may, until 31 December 1983, 
exdude goods with unit values of more than 77 EUA 
from these arrangements. 

Introduction of the EUA in the field of tax-free allo
wances within the Community will make it possible to 
restore equivalence in monetary terms as between the 
different amounts expressed in national currenc'y. This 
will put an end to cases of double taxation resulting 
from the previous situation in which the ·value of one 
and the same product might well be lower than the al
lowance granted in a Member State that did not grant 
remission of tax on export and higher than the allow
ance in the country of importation, entailing taxation 
in that country. 

In an attempt to eliminate other cases of double taxa· 
tion, the Council has made compulsory for Member 
States to grant remission of tax on goods carried by tra· 
vellers where the value of such goods exceeds the 
amount of the allowance; taxes are then charged on im
port. The manner in which Member States applies this 
hitherto optional provision diiTered. 

The wine allowance granted to travellers within the 
Community has been increased from 3 to 4 litres. A der
ogation has, however, been granted to Denmark, which 
may, until 31 December 1983, continue to apply the old 
allowance. 
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Turnover taxes 

Sixth VAT Directive 

2.1.41. The Commission has instituted pro
ceedings under Article 169 of the EEC Treaty 
against four Member States which failed to 
implement the sixth VAT Directive by the 
deadline of 1 January 1979. 

Letters asking for the observations of the 
Governments of the Member States concer
ned-the Federal Republic of Germany, Ire
land, Italy and Luxembourg-were sent on 
10 January. The decision to institute the pro
ceedings had been taken by the Commission 
on 20 December 1978. 

• 
2.1.42. On 16 January• Parliament deli
vered its opinion on the proposal for an 
eighth Council Directive on VAT (submitted 
by the Commission to the Council at the 
beginning of january) concerning arrange
ments for the refund of value-added tax to 
taxable persons not established in the terri
tory of the country .1 

1 Point 2.3.13 and OJ C 39 of 12.2.1979. 
1 OJ C 26 of 1.2.1978 and Bull. EC 12-1977, 
point 2.1.66. 

Tax-free allowances 

Report to the Council on the derogation 
accorded to Denmark 

2.1.43. On 23 January the Commission 
transmitted to the Council its first report on 
the derogation granted to Denmark concern
ing the rules governing turnover tax and 
excise duty applicable in international travel. 

When, on 19 December 1977,' the Directive 
according to Denmark a new derogation 
from the Community system of allowances 
until 31 December 1982 had been adopted, 
the Commission had undertaken to draw up 
each year, starting in 1978, a report on 
changes in the prices of alcoholic drinks and 
tobacco products in Denmark and in the Fed
eral Republic of Germany, on changes in 
fares for travellers in Denmark and on the fis
cal policy of the Danish Government. The 
1 OJ L 336 of 27.12.1977 and Bull. EC 12-1977 
point 2.1.68. . ' 
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report presented by the Commission con
cludes that no significant progress was made 
in 1978 towards the gaps between prices in 
Denmark and Germany. 

BULL. EC 2-1979~ 

BULL. EC 3-1979 

Financial institutions 
and taxation 

Taxation 

Indirect taxes 

Turnover tax 

2.1.36. On 12 March5 Parliament delivered 
its opinion on the proposal for a seventh 

VAT Directive presented by the Commission 
to the Council on 11 January 1978' and 
relating to the common system of value 
added tax to be applied to works of art, col
lectors' items, antiques and used goods.' 

s Point 2.3.18 and OJ C 93 of 9.4.1979. 
' 0 J C 26 of 1.2.1978. 
7 Bull. EC 12-1977, point 2.1.65. 
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Turnover tax 

Amendments to the proposal for 
a Seventh VAT Directive 

2.1.45. On 16 May' the Commission sent 
to the Council a number of amendments to 
its proposal for a seventh VAT Directive 
relating to the taxation of works of art, col
lectors' items, antiQues and used goods, 

1 OJC136of31.5.1979. 

1979 



which it had presented to the Council on 11 
january 1978.1 These amendments are in 
response to the opinions delivered by Parlia
ment) and the Economic and Social Commit· 
tee. • They do not alter the fundamental 
options made by the Commission in its initial 
proposal, designed to introduce a special 
scheme for determining the taxable amount 
for VAT purposes so as to avoid any double 
taxation of goods originating from the final 
consumption stage. 

Alongside th·e flat~rare scheme, under which 
the taxable amount is 30% of the selling 
price, provision is made for a scheme involv
ing taxation of the difference between the sel
ling price and the purchase price. Any taxable 
person who resells used goods (other than 
those referred to in Article 4 of the original 
proposal), works of art, antiques or collec
tors' items must opt for one of these two 
schemes for a tax period equal to not less 
than one year, though he may of course still 
elect to be taxed under the normal scheme. 
Some changes of detail have also been made 
with regard to the right to deduct input tax, 
basically so as to adapt the provisions ini
tially proposec4 to the new taxation scheme. 

2.1.46. On 8 May1 Parliament adopted a 
resolution on the harmonization of systems 
of company taxation and of withholding 
taxes on dividends. 

1 Oj C 26 of 1.2.1978 and Bull. EC 12·1977, point 
2.1.65. 
1 OJ C93 of 9.4.1979 and Bull. EC 3·1979, poinr 
2.3.18. 
• 0 J C 269 of 13.11.1978 and Bull. EC S· I 978, point 
2.3.?8. 
' Point 2.3.17 and OJ C 140 of 5.6.1979. 
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Harmonit4tion of excise duties 

2.1.39. On 26 June the Commission trans
mitted a Communication to the Council con
cerning the major problems relating to the 
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proposed Council Directivesl to harmonize 
the structures of consumption taxes, other 
than VAT, on beer, wine and alcohol. 

Work on these proposals, which were put 
forward in 1972,1 was suspended by the 
Council at the end of 1974. It resumed dis
cussions in February 1978-on the basis of a 
first Commission Communication of 2 
August 19771-and completed technical 
examination of all three proposals on beer, 
alcohol and wine by the end of that year. 

In this second Communication, compromise 
solutions ar:e proposed for the main issues of 
principle posed by the three proposals. The 
most .important elements are as follows: 

(i) · it is proposed that the same VAT rate be 
applied by each !vlember State to both beer 
and wine, and that the excise rate for wine 

relative to that for beer should not exceed the 
ratio of the alcoholic strengths of the two 
drinks; 
(ii) fortified wines (liqueur wines, aroma· 
tized wines and comparable fermented bever· 
ages of CCT heading 22.07) should be 
remo:ved from Article 6 of the alcohol prop
osal, where they formed a special group sub
ject to a red~ced rate of alcohol excise, and 
included in the wine Directive as a third 
category of wine (the two others being table 
and sparkling wines), with the possibility for 

. Member States to fix a separate rate of the 
wine excise for this category, taking alcoholic 
strength into account; 
(iii) Germany, Italy and the Benelux coun
tries would be allowed to exempt certain of 
the three categories of wine from the intro· 
duction of the wine excise. This exceptional 
arrangement would end at the latest when 
tax frontiers are removed. 

'OJC43ofl9.4.1972. 
' Bull. EC 718-1977, point 2.1.39. 
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Tu~over taxes 

Eight VAT Directive 

2.1.38. At its meeting on tax questions, 
held on 16 October, the Council recorded its 
agreement on a new VAT Directive, the 
Eighth, the proposal for which had been sub
mitted by the Commission on 11 January 
1978.3 The Directive lays down arrangements 
for the refund of VAT to taxable persons not 
established in the territory of the country. 

It will be recalled that the Sixth VAT Direc-
. tive of 17 May 1977• established the princi

ple that all taxable persons are entitled to 
have VAT deducted or refunded whatever the 
country in which they incur expenditure 
attracting the tax. The Eighth Directive har-
monizes, at Community level, the arrange
ments for refunding VAT to foreign taxable 
persons residing in the Community, thereby 
eliminating the differences which exist in this 
field in the various member countries and 
which could give rise to deflection of trade 
and distortions of competition. 

So as to facilitate applications for refunds, 
the Eighth Directive introduces an identical 
form for all Community countries. Accord
ingly, taxable persons will merely have tQ 
submit their application accompanied by the 
substantiating documents and a statement 
issued by the relevant official depanment cer
tifying that they rank as a taxable person for 
the purpose of VAT in the Member State in 
which they are established. 

Mutual assistance between 
national tax authorities 

2.1.3!J. On 16 October the Council also 
recorded its agreement on two Directives 
concerning mutual assistance between tax 
authorities in the Member States. The aim of 
the Directives is to extend to VAT the 
arrangements made by the Directive of 19 
December 19771 concerning mutual assist
ance by the competent authorities of the 
Member States in the field of direct taxation 
and by the Directive of 15 March 1976' on 
mutual assistance for the recovery of claims 
resulting from operations forming part of the 
system of financing the European Agricul-
tural Guidance and Guarantee Fund and of 
agricultural levies and customs dutie;, These 
two new Directives mark significant progress 
in connection with the measures already 
taken to combat tax evasion and avoidance 
on a Community scale. 

' OJ C 26 of 1.2.1978 and Bull. EC 12-1977, point 
2.1.66. 
• OJ L 145 of 13.6.1977 and Bull. EC 5-1977, points 
1.3.1 to 1.3.4. 
' OJ L 336 of 27.12.1977; Bull. EC 11·1977, point 
2.-1.51 and Bull. EC 12-1977, point 2.1.69. 
' OJ L 73 of 19.3.1976. 
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Tenth VAT Directive 

2.1.40. At the same meeting the Council 
held a policy debate on the proposal for a 
Tenth VAT Directive, presented by the Com
mission on 23 April, 1 the aim of which is to 
clarify the provisions of the Sixth VAT Direc
tive relating to the place where a service is 
supplied in the case of the hiring out of mov
able tangible property. The Council requested 
the Permanent Representatives Committee to 
examine this further, panicularly in the light 
of the Opinion expected from Parliament. 

Excise duties 

2.1.41. Also on 16 October, the Council 
examined the Communication presented by 
the Commission on 26 junel as a basis for a 
compromise agreement on the main problems 
arising .in connec;tion with its proposals, sub
mitted in 1972, to harmonize the structures 
of exercise duties on alcoholic beverages 
(beer, wine and spirits).l This was the first 
time the Council discussed the proposals. It 
agreed to resume examination of them at a 
later date. 

Direct taxes 

Collective investment institutions 
and company taxation 

2.1.42. At its plenary session on 24 and 25 
October, the Economic and Social Committee 
adopted an Opinion4 endorsing, subject to 
certain observations, the ~mmission's prop
osal for a Council Directive, presented on 24 
July 1978, on the .application to collective 
investment institutions of the Directive con
cerning the harmonization of systems of com
pany taxation and of v.;thholding taxes on 
dividends.5 

• OJ C 116 of 9.5.1979. 
1 Bull. EC 6-1979, point 2.1.39. 

OJ C 43 of 29.4.1972. 
4 Point 2.3.89. 
1 OJ C 184 of 2.8.1978 md Ball EC 718-1978, point 
2.1.44b. 
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Tax-free allowances 

Proposal for a fifth Directive 
on travellers' tax-free allowances 

2.1.38. On 30 November the Commission 
presented to the Council a proposal for a 
fifth Directive on the harmonization of provi
sions laid down by law, regulation or 
administrative action relating to the rules 
governing turnover tax and excise duty 
applicable in international travel. 

The proposal was drawn up following the 
annual examination of the application of the 
third Directive' on travellers' tax-free allow
ances. Its purpose is: 

(a) to increase the intra-Community tax
free allowance from 180 EUA to 210 EUA; 
(b) to increase the minimum allowance for 
travellers under fifteen years of age from SO 
EUA to 60 EUA; 
(c) to alter the levels for application of the 
derogations which have been granted to 
Denmark and Ireland and under which these 
countries may restrict application of the tax
free allowance to goods with a unit value 
lower than a specified sum; 
(d) to introduce a technical change in the 
expression of alcoholic strength in the basic 
Directive on travellers' tax-free allowances in 
order to take account of Community provi
sions on alcoholometry. 

Direct taxes 

2.1.39. The problems raised by tax har
monization (particularly for frontier workers) 
and tax avoidance were discussed at a meet
ing between Mr Burke, Member of the Com
mission, and representatives of the European 
Trade Union Confederation (ETIJC) in Brus
sels on 6 November. 

The ETIJC representatives welcomed the 
Commission's plans to present to the Council 
a proposal for a Directive on eliminating tax 
discrimination against frontier workers 
before the end of the year. The discussions 
also covered the problem of transfer pricing 
between companies of the same group and 
international tax evasion and avoidance on 
the basis of a memorandum submitted by the 
ETUC. 

• OJ l 366 of 28.12.1978. 
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Eighth VAT Directive; mutual assistance 
between national tax authorities 

2.1.55. On 6 December the Council for
mally adopted three Directives' which it had 

approved in principle on 16 October, namely 
the eighth Directive laying down arrange
ments for the refund of VAT to taxable per
sons not established in the territory of the 
country and the two Directives extending to 
VAT the scope of the Directives of 15 March 
1976 and 19 December 1977 concerning 
mutual assistance.2 

French overseas departments 
and the ~cope of the sixth VAT Directive 

2.1.56. On 20 December the Commission 
transmitted to the Council a proposal for an 
eleventh Directive on the harmonization of 
turnover taxes. Its purpose is to exclude the 
French overseas departments from the scope 
of the sixth VAT Directive---<:ommon system 
of value added tax: uniform basis of assess· 
ment-adopted by the Council on 17 May 
t977.J The Commission sent this proposal to 
the Council following a judgment given by 
the Court of justice on 10 October 19784 in 
Case 148/77 (Hansen and Balle v Hauptzol
lamt Flensberg); the proposal is the expres
sion of the implications of the judgment as 
regards taxation. 

Tenth VAT Directive 

2.1.57. On 14 December Parliament gave 
its opinions on the proposal' for a tenth VAT 
Directive, rresented by the Commission to 
the Counci on 23 April, which is designed to 

clarify ~he provisions of the sixth Directive 
~oncemmg the place of the supply of services 
!n the case of the hiring out of movable tang· 
•ble property. 

' OJ L 331 of 27.12.1979. 
1 Bull. EC 10-1979, points 2.1.38 and 2.1.39. 
1 OJ L 145 of 13.6.1977 and Bull. EC 5-1977, points 
1.J.1 tO 1.3.4. 
4 OJ C 263 of 7.11.1978 and Bull. EC 10-1978, point 
2.3.57. 
• OJ C 4 of 7.1.1980. 
• OJ C 116 of 9.5.1979. 



Direct taxes 

Income tax 
and non-resident employed persons 

2.1.58. On 21 December the Commission 
placed before the Council a proposal' for a 
Directive concerning the harmonization of 
income taxation provisions with respect to 
freedom of movement for workers within the 
Community. This is designed to remove the 
disadvantages suffered by persons who, exer
cising their freedom of movement within the 
Community, find themselves penalized by the 
income tax treatment they receive as non
resident employed persons. The proposal's 
main provisions are: 

(a) that frontier workers should be taxed in 
the Member State of residence, with credit 
being given for any tax witheld at source by 
the M~mber State of employment; 

(b) that other non-resident workers should 
be taxed in the Member State of employment 
on terms no less favourable than those 
applied to resident workers; 

.(c) that income tax relief for payments such 
as insurance premiums and pension contribu
tions should no longer be conditional upon 
the taxpayer being resident in the Member 
State granting the relief; payments made any
where in the Community are to be treated 
alike. 

• OJ C ll of 26.1.1980. 
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Procedure applicable to the stores 
of vessels, aircraft 
and international trains 

2.1.19. On 23 January the Commission 
transmitted to the Council a proposal for a 
Directive' on the Community tax procedure 
applicable to the stores of vessels, aircraft 
and international trains, i.e. goods such as 
catering supplies, fuels and sundry stores to 
be used exclusively on board. 

National legislation traditionally provides, 
subject to certain conditions, for exemptions 
on the importation and exportation of such 
products. This is incorporated in Community 
legislation in the Sixth VAT Directive of 17 
May 1977,2 which at the same time stipulates 
that Community rules defining the scope of 
the exemption and implementing provisions 
are to be adopted at a later date. This is the 
purpose of the Directive now proposed: it 
would determine the Community tax proce
dure to apply in this field, both within the 
Community and in traffic with non-member 
countries. 

The procedure covers both VAT and excise 
duties. A single procedure is necessary, both 

1 OJ C 31 of 8.2.1980. 
l OJ L 145 of 13.6.1977. 

because the two types of tax give rise to simi
lar problems and because the tax rules applic
able to one and the same transaction should 
be simplified. For the same reasons, the tax 
procedure has been modelled as closely as 
possible on that already suggested by the 
Commission for customs purposes in its 
proposal for a Regulation sent to the Council 
on 8 March 1978.' The principles of this lat
ter proposal are also largely derived from the 
Sixth VAT Directive. · 

If true harmonization is to be achieved, excise 
duties must be included in the proposal, 
owing to their great importance in the tax 
field, given the high level of rates applied in 
the Member States. 

I OJ c n of 23.3.1978. 
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1980 

Denmark derogation 

2.1.20. On 31 January the Commission 
adopted a report to the Council on the dero
gation accorded to Denmark, under a Direc
tive adopted on 19 December 1977,2 relating 
to the rules governing turnover tax and excise 
duty applicable in international travel. This 
Directive authorized Denmark to derogate 
from the Community system of allowances 
up to 31 December 1982, and the Commis
sion undertook to report annually to the 
Council on the prices of tobacco products 
and alcoholic beverages in Denmark and the 
Federal Republic of Germany, on passenger 
fares in Denmark and on the Danish Govern
ment's tax policy. The Commission's report 
(the second on this matter) concludes that in 
general no significant progress was achieved 
in 1979-as in 19783-in reducing the differ
ences between the prices of the products con
cerned. On the contrary, so far as cigarettes 
are concerned, the price gap increased consid
erably as a direct result of Danish tax 
increases. 

Excise duties 

French overseas departments 

2.1.21. On 28 January the Commission 
transmitted to the Council a proposal for a 
Directive authorizing France not to apply in 
the French overseas departments the Direc
tives, adopted by the Council on 19 
December 19724 and on 18 December 1978,-' 
on taxes other than turnover taxes (i.e. excise 
duties) on consumption of manufactured 
tobacco. The first of these Directive lays 
down the principles for a stage-by-stage har
monization of the structures of excise duties 
on manufactured tobacco (and, in its 
amended version, the criteria to be applied 
during the second stage); the second defines 
the different types of manufactured tobacco. 

In adopting these Directives, the Commission 
and the Council had, in the absence of provi
sions to the contrary, interpreted Article 
227(2) of the EEC Treaty as excluding the 
French overseas departments from the scope 
of the Directives. A judgment delivered by the 
Court of Justice on 10 October 1978' set 
aside this interpretation, holding that, with 
the expiry of the rwo-year period provided 
for in Article 227(2), the provisions of the 
Treaty and secondary legislation applied 
automatically to the overseas departments. 

The. purpose of the proposal sent to the 
Council in January is to enable France, as ini-

J Oj L 336 of 27.12.1977; Bull. EC 12-1977, poim 
2.1.68. 
1 Bull. EC 1-1979, point 2.1.43. 
• OJ L 303 of 31.12.1972. 
' OJ L 10 of 16.1.1979; Bull. EC 12-1978, point 
2.1.53. 
• Case 148/77 Hanstn IX Balle 11 Haupt:.ollamt Flens
burg [1978] ECR 1787: OJ C 263 of 7.11.1978; Bull. 
EC 10-1978, point 2.3.57. 



tially intended, to exclude the ove~seas 
departments from the scope of the two Dttec
tives in question. 

• 

2.1.22. At its plenary session on 30 and 31 
january the Economic and Social Committee 
delivered its Opinion• on the proposal for a 
Fifth Directive on the rules governing turn
over tax and excise duty applicable in inter
national ·travel, which the Commission had 
sent to the Council on 30 November 1979.2 

' Point 2.3.30. 
t OJ C 318 of 19.12.1979; Bull. £C 11-19791 point 
2.1.38. 
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ApPlication of the EEC Treaty 
in respect of excise duties 
on certain alcoholic beverages 

Significance and implications 
of judgments by the Court of justice 

2.1.26. The differences between 'Member 
States in the structures of their excise duties 
on certain alcoholic beverages will have to be 
eradicated. This is the upshot of five judg
ments given by the Court of Justice' on 27 
February at the <:onclusion of proceedings 
_instituted by the 'Gommission against five 
Member Statts ih 19781 and 1'979.J 

TM tnain problems involved in the harmoni
·zation of extise ,duties in rhis field had been 
tbe subject of proposals put up to the Council 
-by the Comtnission in 1972,4 but such scant 
.progress was made in ·examining them that 
the Council suspended its deliberations at the 
·end of 1974. 

In ·an attempt to break the deadlock, the 
Commission sent to ·the Council on 26 June 
J~?9 ·a_ ~o~":l!Jnications setting out com-

• 'Point 2.3.24. 
z OJ C 214 o£ 8.9.19"'8; Bull. EC 7/8-1978, points 
2.3~ 1 tO 2.J:S4. 
' Bull. EC 4-1979, poin1 2.3.41. 
• OJ C 43 of 29.4.1972. 
' Bull. EC 6-1979, poim 2.1.39. 
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promise solutions to the main issues of prin
ciple raised by its 1972 proposals (concerning 
beer, wine and spirits); however, at its meet
ing on 16 October 1979' the Council was 
unable to make any tangible progress, as the 
Member States' delegations were awaiting the 
outcome of the five cases rending before the 
Court on infringements o Article 95 of the 
EEC Treaty. The Court's judgments in these 
five cases thus add a new important dimen
sion to the matter. 

Three of the cases concerned the differential 
taxation applied in France (Case 168/78), 
Italy (Case 169/78) and Denmark (Case 
1 71/78) in respect of home-produced spirits, 
to the detriment pf imported spirits. The 
Commission had also instituted proceedings 
against the United Kingdom (Case 170/78) 
with a view to establishing that a higher 
excise duty was charged in that country on 
light wines made from fresh grapes than on 
bee~, which was thus afforded indirect pro
tectton. Lastly, the Commission challenged 
the Irish legislation whereby the time limits 
for payment of excise duties depend on 
whether the beverages in question are home-
produced or imported from orher Member 
States (Case 55/79). 

France, Italy and Denmark 

2.1.27. In the first three cases, concerning 
differential taxation of spirits, the Court of 
Justice agreed with the Commission that, 
whatever their special characteristics, all the 
products in question have common generic 
features, even though some of them may pre
sent specific properties to a degree that 
depends on the raw materials and production 
processes. 

The Court drew two conclusions: 
• First, there is an undetermined number of 
beverages that ought to be treated as 'similar 
products' within the meaning of the first 
paragraph of Article 9 5. 

• Second, even where a sufficient degree of 
similarity between the products concerned 
could not be established, all spirits have com
mon features which are sufficiently pro
nounced for there to be in all cases a com
peritive relationship that is at least partial or 
potential. The second paragraph of Article 95 
of the EEC Treaty thus becomes relevant 
whenever the ..degree of similarity between 
specific kinds of spirits is in doubt or chal
lenged. 

Arti~le 95 taken in its entirety, is therefore 
appltcable to all the products concerned with
out distinction. -

Accordingly, the Court held that, with regard 
to products imported from the other Member 

• Bull. EC 10-1979; point 2.1.41. 



States, France, Italy and Denmark had failed 
to fulfil their obligations under Article 95 of 
the EEC Treaty and must, therefore, apply 
the same level of taxation to both home
produced and imported spirits. 

United Kingdom 

2.1.28. In the case concerning the United 
Kingdom {170/78) the Court upheld the 
Commission's view that: 

• wine and beer are to some extent sub
stitutable; 

• in the United Kingdom the tax burden on 
wine is greater than that on beer; · 

• the development of the two tax systems in 
question reveals a protective leaning with 
respect to wine imported into the United 
Kingdom; 

• the proper taxation relationship between 
wine and beer should be based on alcoholic 
strength by volume. 

The Court did not, however, give its final 
judgment; it called on the Commission and 
the United Kingdom to re-examine the sub
ject matter of the proceedings in the light of 
the legal considerations set out above and to 
report to it before 31 December on the solu
tion to the conflict worked out by them or, 
failing that, on their respective positions, tak
ing into account the points of law stated in 
the judgment. 

Ireland 

2.1.29. In Case 55/79 the Court held that 
Ireland had failed to fulfil its obligations 
under the first paragraph of Article 95 of the 
Treaty by having introduced tax provisions 
which had the effect of affording Irish pro
ducers preferential treatment with regard to 

the time limits for the payment of excise 
duties, to the detriment of persons importing 
the same products from other Member States. 

Implications of these judgments 
for tax harmonization 

2.1.30 The Court'$ findings npt only concur 
with the arguments put forward by the Com
mission in the five cases but also add consid
erable weig}:tt to -the compromise suggested in 
June 1979. In particular, the observations 
made in the interlocutory judgment concern
ing the United Kingdom are a key element of 
the overall com~;>romise. By seeking to establ
ish an appropriate relationship in the United 
Kingdom between the burden of excise duties 
on wine and that on beer, the Court expressly 
underscored the importance of this relation
ship for the Community as a whole. 
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Tax avoidance 

Proposal to extend the system 
of mutual assistance to other countries 

2.1.31. The Commission acted upon the 
requests from Finland, Iceland, Norway and 
Sweden to participate in the system of mutual 
assistance now operating between Member 
States' tax authorities in the fields of direct 
taxation and value added tax. 1 It asked the 
Council on 25 February for authorization to 
open negotiations with these Nordic coun
tries for the purpose of concluding separate 
conventions associating them with the Com
munity system. Measures to combat interna
tional tax evasion and avoidance will be all 
the. more effective as the system is extended 
to mclude the tax authorities in non-member 
countries. 

1 OJ L 336 27.12.1977; OJ L 331 of 27.12.1979; Bull. 
EC 10-1979, point 2.1..3 9; Bull. 12-1 979, point 2.1.5 5. 

BULL. EC 3-1980 
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and taxation 

Taxation 

Indirect taxes 

Turnover taxes 

2.1.36. On 26 March~ the Council, acting 
on a proposal sent by the Commission on 20 
J?ecember 1979" adopted the Eleventh Direc
tive on the harmonization of the laws of the 
Member States relating to turnover taxes. 
This Directive provides for the exclusion of 
the French overseas departments from the 
scope of the Sixth VAT Directive of 17 May 
1977.7 

s OJ L 90 of 3.4.1980. 
' Bull. EC 12-1979, point 2.1.56. 
~ OJ L 145 of 13.6.1977 and Bull. EC 5-1977, points 
1.3.1 to 1.3.4. 



Excise duties 

2.1.3 7. Also on 26 March,.~ the Council 
authorized the French Republic not to apply 
the Directives on manufactured tobacco of 
19721 and 1979' in the French overseas 
departments. A proposal to this effect had 
been submitted by the Commission on 28 
]anuary.10 

S Oj L 90 of 3.4. J 980. 
I OJ l 303 of 31.12.1972. 
J 0 J L 10 of 16.1.1979 and Bull. EC 12-1978, point 
2.1.53. 
.,. Bull. EC 1-1980, point 2.1.21. 

BULL. EC 4 ... 1980 

Financial institutions 
and taxation 

Taxation 

Direct taxes 

Common tax system applicable 
to mergers 

2.1.32. On 30 April the Commission trans
mitted to the Council a communication 
designed to give a new impetus to examina
tion of the proposal for a Directive on mer· 
gers, which was presented in 19691 and 
which is shortly to be discussed by the 
Council. 

The proposal is designed to defer the taxation 
that would otherwi$e occur when two com
pal}ies. from different Member States engage 
in. a merger or similar operation. Its effect 
would be to remove SQme of the tax obstacles 
to cooperation across frontiers between 
enterprises wishing to concentrate or disperse 
their activities. 

The stage has now been reached where nearly 
all the technical problems have been solved in 
the Council working group. The adoption of 
the Directive is, however, blocked by political 
objections on the part of two Member States. 
BQth States fear that, once the tax obstacles 

1 OJ C 39 of 22.3.1969. 
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to cross-frontier mergers, etc. are removed, 
companies engaging in a merger or similar 
operation will transfer the headquarters of 
the corporate group outside their respective 
countries. 

In an effort to meet the concerns of the two 
States concerned, and in preparation for the 
Council discussion, two articles designed to 
safeguard the interests of any Member State 
against such risks and to monitor the opera· 
tion of the Directive are envisaged. 

Provision is made for a safeguard article to 
protect any Member State which finds that, 
following the introduction of the Directive, 
mergers or similar operations are 'one-way' 
(i.e. resulting in the transfer of the headquar· 
tees of corporate groups to other Member 
States) to such an extent as to create serious 
economic or social problems. Under this arti· 
de the Member State could apply, stating its 
reasons, to the Commission for authority to 
take such measures as are necessary to cor
rect the imbalance. 

The Commission would decide, within a 
limited period of time and after consulting 
the other Member States, whether authoriza· 
cion should be granted and, if so, under what . 
conditions and for how long. 

Any Commission decision refusing authoriza
tion, granting authorization or attaching con
ditions to the authorization would be subject 
to review by the Council, which, acting by a 
qualified majority, could substitute its own 
decision. The safeguard provisions would, 
however, cease to. have effect once Commun
ity rules had been introduced to remove any 
possible causes resulting in mergers or similar 
operations that were 'one-way'. 

Finally, the operation of the m~rgers Direc
tive will need permanent supervision. It 
would therefore seem appropriate to add an 
article requiring the Commission to supervise 
the application of the Directive, report on its 
supervision to the Council every two years 
and make such proposals as seem approp
riate. 

2.1.33. On 18 April Parliament delivered its 
opinion• on the Commission's proposal on 
the harmoniurion of provisions relating to 
the rules go,·erning turnover tax and excise 
duty applicable in international travel, which 
had been transmitted to the Council on 30 
November 1979 .a. 

' Point 2.3.12; OJ C 117 of 12.5.1980. 
2 OJ C 318 of 19.12.1979; Bull. EC JJ-1979, point 
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2.1.21. Both Parliament1 and the Economic 
and Social Committeel delivered their opin
ions on the proposal for a Directive on the 
Community value-added tax and excise duty 
procedure applicable to the stores of vessels, 
aircraft and international trains, transmitted 
by the Commission to the Council on 23 
January.4 

l oj c 147 of 16.6.1980; point 2.3.11. 
1 Point 2.3.28. 

OJ C 31 of 8.2.1980; Bull. EC 1-1980, point 2.1.19. 

BULL. EC 6-1980 
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2.1.37. On 13 June the Commission pre
sented the Council with a proposal for a 

Directive7 determining the scope of Article 
14(d) of the Council Directive of 17 May 
1977' as regards exemption from value
added tax on final importation of certain 
goods. 

The proposed Directive has a very wide 
scope: it covers the personal effects of pri
vate individuals coming from non-member 
countries, goods imported by schoolchildren 
and students, stock imported by firms on 
transfer of their activities and goods sent to 
charitable or philanthropic bodies. 

' OJ C 171 of 11.7.1980. 
• OJ L 145 of 13.6.1977; Bull. EC 5-1977, points 1.3.1 
to 1.3.4. 
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Tax-free allowances 

2.1.38. On 6 june the Commission decided 
to amend its proposal for a fifth Directive, 
which had been sent to the Council on 30 
November 1979,' on the harmonization of 
provisions laid down by law, regulation or 
administrative action relating to the rules 
governing turnover tax and excise duty 
applicable within the Community in interna
tional travel. 

The amended proposal provides: 

(i) for an increase in tax-free allowances 
between 1 july 1980 and 1 january 1982 
from 180 ECU to 300 ECU for travellers 
aged 15 and over and from 50 ECU to 85 
ECU for travellers under 15; at the same 
time, some of the partial derogations enjoyed 
by Denmark and Ireland are to be phased 
out; 
(ii) the gradual abolition, over the same 
period, of quantitative limits. on allo~ances 
for tea and coffee, and an mcrease m the 
allowance for wine from 4 to 5 litres (from 3 
to 4 litres for Denmark). 

' OJ C 318 of 19.12.1979; Bull. EC 11-1979, point 
2.1.38. 

Excise duties 

Manufactured tobacco 

2.1.39. On 25 June the Commission 
adopted a proposal to supplement the Coun
cil Directive adopted on 19 December 1972;1 

the proposal introduces the third stage of 
harmonization for the structure of excise 
duties on cigarettes. It is proposed that this 
stage should begin on 1 january 1981 and 
end on 31 December 1986. During this 
period, the specific component of the excise 
duty should fall within the range of 10% to 
35% of the total tax burden. However, in 
view of the persisting wide differences bet
ween national arrangements, the Member 
States would be authorized to levy specific 
excise duties of between 5% and 55% of the 
total tax burden (as during the second stage) 
until. 31 December 1982, and of between 
7.5% and 42% from 1 january 1983 until31 
December 1984. These percentages are based 
on the calculations carried out by Commis
sion departments in connection with the 
single specific component to be applied at the 
final stage, which will be equal to 20%. 

1 OJ L 303 of 31.12.1972. 
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1.1.27. At its session of 24 and 25 Sep
tember the Economic and Social Committee 
delivered its opinion' on the proposal for a 
Directive-sent by the Commission to the 
Council on 13 June 1980-on exemption 
from value-added tax on the final importa
tion of certain goods.' 

1 Point 2.3.27. 
' OJ C 171 of 11.7.1980. 

BULL. EC 10-1980 

Financial institutions 
and taxation 

Taxation 

Indirect taxe$ 

Excise duties 

Alcoholic beverages 

2..1 .31. At its meeting on 27 October in 
Luxembour~ the Council (Tax Questions) 
was unable to «adl definitive agr«ment on 
th~ thorny problem of the harmonization of 
the str~t¢ of ex(;ise duties on beer,. wine 
and sp1nts; even though the Presidency had 
evolved proposals for an overall solution. 
The .press. release issued at the end of the 
meetmg stated, however, that 'certain new ele
ments had emerged from the discussion that 
would have to be looked at more closely. 

It was. in 1972 that the Commission pre
s~d a ~ramework Directive covering all 
~xcase duties and three proposals for Direc
ttves on, the harmonization of the duties on 
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spirits, beer and wine.2 Because of differences. 
of opinion between the Member States, the 
Council suspended its examination of these 
proposals towards the end of 1974. The 
Commission attempted to reopen discussion 
of the matter by transmitting to the Council 
on 2 August 1977 a communication setting 

out a number of proposals;3 this initiative did 
not, however, pave the way for a solution, 
although the Council did resume its technical 
examination of the three proposals in 1978. 

On 26 June 1979 the Commission transmit
ted to the Council a new communication sug
gesting a number of compromise solutions to 
the main problems arisinf out of the three 
proposals for Directives; the compromise 
solutions were discussed by the Council at its 
meeting on 16 October 1979 but no agree
ment was reached. s Five procedures initiated 
in these matters by the Commission under 
Article 169 of the EEC Treaty were con
cluded on 27 February; the judgments deli
vered by the Court of Justice6 laid down a 
number of principles and clarified several 
points which, until then, had hampered prog
ress towards an agreement. 

The criteria fixed by the Court thus seemed 
to provide the basis for an overall comprom
ise solution that would make it possible to 
resolve forthwith the serious problem posed 
by harmonization of excise duties within the 
Community. 

It was with this objective in mind that the 
Luxembourg Presidency put forward in Sep
tember a number of proposals for a blanket 
solution to the problem; these proposals dif
fer from those made by the Commission in 
1979 in the following respects: 

(i) the proposal for a harmonized excise 
duty on wine was left on ice; 

(ii) the excise duty on wine should not be 
more than three times higher than that 
charged on the most popular category of beer 
on each marker; this would ensure that, irres
pective of the differences in the alcoholic 
strength of wine and beer on each market, 
the ceiling was the same in all Member 
States; 

(iii) with regard to intermediate products 
(flavoured wines, liqueur wines, etc.), it is 
proposed that all the Member States should 
h~ve the right to apply to certain liqueur 
wmes produced in specific regions under par
ticular conditions a reduced rate equal to not 
less than 20% of the full rate for alcohol. 

This was the compromise solution, which 
had the backing of the Commission, that was 
discussed by the Council (Tax Questions) at 

2 
OJ C 43 of 29.4.1972; Bull. EC 4-1972 Pan Onr fh· II; Supplement 3172 - Bull. EC. ' . • 
Bull. EC 7/8-1977, point 2.1.39. 
Bull. EC 6-1979, point 2.1.39. 

6 
Bull. EC 10-1979, point 2.1.41. 
Bull. EC 2-1980, points 2.1.26 to 2.1.30. 



its meeting on 27 October, when the main 
problems posed by harmonization of the 
structure of excise duties on alcoholic bever
ages were reviewed. Since, once ag~in, no 
definitive agreement was reached, tt was 
decided to return to the matter before the end 
of the year. 

• 

2.1.32. At its 29-30 October session the 
Economic and Social Committee gave its 
opinion1 on the Commission's proposaF of 
21 December 1979 for a Council Directive 
concerning the harmonization of income 
taxation provisions with respect to freedom 
of movement for workers within the Com
munity. 

1 Point 2.3.26. 
Z. 0 j C 21 of 26.1.1980; Bull. EC 12-1979, point 
:!.1.58. 

BULL. EC 11·1980 

BULL. EC 12•1980 
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Taxation 

Indirect taxes 

Tax-free allowances 

Increases proposed by the Commission 

2.1.42. On 18 December the Commission 
transmitted to the Council two proposals for 
Directives, one of which is designed to 
increase from 60 EUA to 70 ECU, as from 1 
January 1981, the amount of the tax reliefs 
allowed on the basis of the Directive of 19 
December 1974 on the importation of goods 
in small consignments of a non-commercial 
character within the Community. 1 

The other provides for an increase, as from 
the same date in the amount of tax-free allo
wances applied, on the basis of the Directiv~s 
~f 28 May 19692 and 19 December 19783

, m 
international travel (45 ECU instead of the 
present 40 EUA for travellers over 15 years 
of age and 23 ECU instead of the present 20 
EUA for those under 15 years of age) and to 

1 OJ L 354 of 30.12.1974. 
OJ L 133 of 4.6.1969. 

3 OJ L 366 of 28.12.1978. 

- 1 51 -

imports of goods in smali consignments of a 
non-commercial character from third coun
tries (35 ECU instead of the present 30 EUA). 

Derogation to Denmark 

2.1.43. On 30 December the Commission 
transmitted to the Council a report on the 
derogation granted to Denmark, by a Council 
Directive adopted on 19 December 19774 

concerning the rules governing turnover tax 
and excise duty applicable in international 
travel. This Directive authorized Denmark to 
derogate from the Community system of allo
wances up to 31 December 1982, and the 
Commission undertook to report annually to 
the Council on changes in the prices of 
tobacco products and alcoholic beverages in 
Denmark and in the Federal Republic of Ger
many, on changes in fares for travellers in 
Denmark and on the Danish Government's 
tax policy. The Commission report (the third 
of its kind} concludes that in general-as in 
19785 and 19795-no significant progress 
was made in 1980 in reducing the differences 
between the prices of the products concerned. 
On the contrary, the introduction of the 
mixed system for taxing spirits in Denmark 
tended to aggravate the situation in the case 
of expensive alcoholic beverages. 

Excise duties 

Manufactures tobacco 

2.1.44. On 22 December the Council 
decided, on a proposal from the Commis
sion,6 to extend by six months (until 30 June 
1981) the second stage in harmonizing the 
structure of excise duties on cigarettes. The 
Council was unable to act before 31 
December on the proposal for a Directive 
(presented by the Commission on 1 july} to 

.. OJ L 366 of 27.12.1977; Bull. EC 12-19:'-:', point 
2.1.68. 
' Bull. EC 1-1979, point 2.1.43; Bull. EC 1·1980, point 
2.1.20. 
' OJ C 311 of 29.11.1980. 

establish the bases for a third stage (1981-86) 
in harmonizing the structure of excise duties 
on cigarettes. 1 

• 

2.1.45. On 19 December Parliament gave 
its opinion, 2 on the Commission proposal to 
the Council for extending by six months the 
second stage of the harmonization of the 
structure of excise duties on cigarettes. The 
Economic and Social Committee delivered its 
opinion at its 10-11 December session. 

1 0 J C 264 of 11.1 0.1980; Bull. EC 6-1980, point 
2. 1.39. 
l OJ C 346 o( 31.12.1980. 



1.1.4,6. OJJ 16 December the Commission 
tr~n.~~ed to the Council a report on the 
im·plications Qf the additional excise duty (tar 
sur.charge) levied by the United Kingdom on 
cig3ret~$ yi.el(ijng 20 mg or .more of tar per 
cjJarette 
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2.1.31. On 20 May the Commission sent 
to the Council a communication on the 
programme for the simplification of value
added tax procedures and formalities in 
intra-Community trade. 

The programme describes the various Com
munity measures that will need to be taken 
in the years ahea~ to simplify substantially 

the operation of the common VAT system in 
intra-Community trade. Some of these mea
sures relate to transactions carried our by 
undertakings subject to VAT, while others 
apply to transactions carried out by indi
viduals. 
The first group of measures covers in par
ticular the method of collecting value-added 
tax due on imports carried out by taxable 
undertakings. As requested both by members 
of Parliament ~nd by trade associations, the 
intention is to ask all the Member States co 
apply the principle of deferred p~yment oi 
the tax due on imports from Member States 
on the basis of taxable persons' periodical 
returns, in line with the arrangements al
ready applied in some countries, notably in 
the Benelux countries. Bearing in mind the 
requirements of simplification, such defer
ment seems to offer the most satisfactorv 
solution since frontier formalities are r~
duced to a minimum (oral declaration and 
presentation of invoice), since the procedure 
operates under the responsibility of the tax
able persons (who calculate, declare and de
duct the tax) and since only one declaration 
and only one payment are made in respe\.'"t 
of imports and in respect of transactions car
ried out within the Community. 
Among the specific measures benefiting indi
viduals, the Commission is contemplating 
v~rious proposals for reducing the number 
of cases of double taxation still encountered 
in the Community in connection with a 
range of individual transactions and for sim
plifying the customs formalities with which 
individuals have to comply when engaging in 
certain import transactions, e.g. in the event 
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of remov~l. The Commission also under
scores the importance it attaches to adoption 
by the Council of the proposals on the tem
porary importation of certain. means . of 
transport and on the permanent tmportatton 
of personal property. 1 These proposals, 
which have been examined meticulously in 
the Council, would introduce new tax-free 
allowances upon importation and a strict de
finition of the concept of normal residence. 
thereby putting an end to most of the incon
venience that individuals have to put up 
with when carrying out transactions of this 
kind. 

There are two limitations to ~hat such a 
programme can achieve. The f~rst aris~s 
from the existence of tax fronuers: the1r 
e\'entual removal will become possible only 
after rates of tax have been aligned, and this 
means that until then imports from other 
.Member States will continue to be taxed 
while exports will remain exempt. The sec
ond lies in the need to combat tax fraud. 
The chances of success of a programme 
aimed at simplifying tax formalities and pro
c~ures at the Community's internal fron
tiers also depend, of course, on the progress 
made by the Community in other fields, in
cluding the customs field. 

Excise duties 

.\1.1mt{actured tobacco 

2.1.32. On 20 May the Commission sent 
to the Council a proposal for a Directive ex
tending for six months, i.e. until 31 De
~ember 1981, the second stage of harmoniz
ing the structure of excise dutie~ on ci~a
rertes, an initial six-month extenston havmg 
been decided by the Council on 22 De
~ember 1980 . .! This move was prompted by 
the fact that the Council will be unable to 
uke a decision before 30 June on the prop
os.ll presented by the Commission on 12 
July 1980 aimed at establishing the basis for 
a third stage (1981-86) of harmonization of 
the structure of excise duties on cigarerres,.1 
since it will not receive Parliament's opinion 
in time. 

• 
2.1.33. On 7 May Parliament gave its 
opinion" on two proposals for Directives 
concerning tax exemptions and reliefs;~ One 
of the proposals amends the Directive of 28 

4 OJ C 267, 21.11.1975; Bull. EC 10-1975, poinrs 
.!111 and 2113. 
a OJ L 375, 31.12.1980; Bull. EC 12-1980, poinr 

' :!.JA4. 
• OJ C 264, 11.10.1980; Bull. EC 6-1980, point 
~.1.39. 
' OJ C 144, 15.6.1981. 
$ 0 J C 350, 31.12.1980; Bull. EC 12-1980, point 
:!.1A2. 

1981 



May 1969 on tax exemptions in internation
al traveP arid the Directive of 19 December 
1978 on tu exemptions on imports of small 
con~ignments of a non-commercial character 
from third countries. 2 The other amends the 
Directive of 19 December 1974 on tax re
liefs on the importation of goods in small 
ccinsignments of a non-commercial character 
within the Community.3 While endorsing the 
proposals Parliament stressed that the 
Council should, in the interests of tra.vellers, 
ensure that the real value of these exemp
tions and reliefs h1 terms of their purchasing 
power wilt be maintained. 

I OJ i. ll.J, 4~6.(969. 
OJ L 366, 28.i2.1978. 

1 OJ L 354, 30.12.1974. 
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2.1.41. On 24 June, in the light of the 
opinions delivered by Parliamenr7 and by the 
Economic and Social Committee, 8 the Com
mission amended its proposal for a Directive 
on exemption from VAT on the final impor
tation of certain goods. 9 The amendments . 
ampli'fy certain provisions in the original 
proposal, including those ·concerning ·exemp
tion for goods imported for the benefit of 
di·saster victims, samples, imports of small 
value, and severely damaged vehicles. 

Excise duties 

i.1.42. On l4 June the Council adopted, 10 

after obtaining Parliameilt1
S opinion, 6 the 

t #NWt\'f?Wr··· f«",~IM" 

t. OJ c 112, u.?.f9st. 
.; 0 J C SOl 9;3.1'98 I; ;Bfjll. EC ·2-1981, ·pOint 2.3.8. 
. OJ C ·.lOo, f8.1 1.1980; Bull. EC ·9~ 1980, point 
·2.3-.2?'. 
" OJ <: f7t, 11.7.1980; Bull. EC 6·1980, point 
2.1.37. 
111 OJ L 183, 4.7.1981. 
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proposal for a further extension of the sec
ond stage in the harmonization of the struc
ture of excise duties on cigarettes. 1 

2.1.43. As Parliament had voted against 
the proposal for the transition to a third 
stage, 2 the Commission agreed to study the 
matter before Parliament delivered its 
opinion.3 · 

1 Bull. EC 5·1981, point 2.1.32. 
2 0 J C 264, 11 .I 0. I 980; Bull. EC 6·1980, point 
2.1.39. 
1 Point 2.3.7. 
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2.1.44. On 20 July, the Commission sent 
the Council a proposal for a Decision auth
orizing the Italian Republic to waive until 31 
December 1981 the provisions of the Sixth 
VAT Council Directive of 17 May 1977,3 by 
granting exemption with refund of input 
VAT for cenain operations of emergency re
lief to victims of the earthquake of 
November 1980. 

Tax-free arrangements 

2.1.45. On 28 July, the Commission sent 
the Council a proposal for a Regulation4 to 
allow cenain goods to be sent from a 
Member State for temporary use in another 
Member Srate without taxes being collected 
in the imponing State. 

.I OJ L 145, 13.6.1977. 
" Point 2.1.29. 

2.1.46. In its judgment of 7 July (and its 
order of 15 July) the Court of Justice gave a 
ruling on tax-free and duty-free arrange
ments in the case of 'butter ships'. 1 This rul
ing basically means that duty-free and tax
free sales of various goods on these ships are 
incompatible with Community law. 

1 Point 2.3.38. 
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2.1.37. At its meeting on tax questions in 
Brussels on 22 September the Council noted 
that it needed more time to reach a decision 
on the problem of the harmonization of ex
cise duties on akoholic beverages.2 Since 
new proposals were tabled at the meeting, 
the Council decided to hold over its deliber-. 
ations until the meeting scheduled for 21 
October. 

2 Bull. EC 10-1980, point 2.1.31. 
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2.1.44. A further Council meeting on taxa
tion held on 21 October once again failed to 
reach agreement on the harmonization of ex-
cise duties on alcoholic beverages. 1 The 
Commission is continuing its examination of 
discrimination in this field in the light of Ar
ticle 95 of the EEC Treaty. 

Manufactured tobacco 

2.1.45. On 28 October the Commission 
proposed2 to the Council a further extension 
(until the end of 1982) of the second stage 
in the hannonization of the structure of ex
cise duties on cigarettes.3 · 

Parliament has reserved its opinion4 on the 

Bull. EC 9-1981, point 2.1.37. 
OJ C 285, 7.11.1981. 

1 Bull. EC 6-1981, point 2.1.42. 
4 Bull. EC 6-1981, point 2.3.7. 
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proposal to proceed to the third stage5 pend
ing a detailed study by the Commission on 
the effects of continued harmonization in 
this field. 

' OJ C 264, 11.10.1980; Bull. EC 6-1980, point 
2.1.39. 
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2.1.45. On 3 November the Council 
adopted a Decision3 authorizing the Italian 
Republic, until 31 December 1981, by way 
of derogation from the Sixth VAT Directive 
of 17 May 1977, .. to exempt, with refund of 
the tax paid at the preceding stage, certain 
transactions carried out in connection with 
emergency relief to the victims of the 
November 1980 earthquake. 

Tax-free allowances 

2.1.46. On 17 November the Council 
adopted5 two proposals for Directives trans
mitted on 18 December 1980,6 which will 
increase, from 1 January 1982, the tax relief 
applicable, respectively, to the importation 
of goods in small consignments of a non
commercial character within the Communi
ty, and in international travel to imports of 
small consignments of goods of a non-com
mercial character from non-member coun
tries. 

The new allowances will be: 
(i) for travellers entering the Community 
from non-member countries: 
45 ECU (formerly 40 EUA); 
(ii) for consignments of goods sent from 
non-member countries: 
35 ECU (formerly 30 EUA); 

. (iii) for goods sent from one part of the 
Community to another: 
70 ECU (formerly 60 EUA). 

• 
2.1.4 7. At its November session the 
Economic and Social Committee gave its 
opinion7 on the proposal to extend the sec
ond stage of harmonization of the structure 
of excise duties on cigarettes. 8 

J OJ L 322, 11.11.1981. 
• OJ L 1<45, 13.6.19n. 
I OJL338,25.11.1981. 

OJ C 350, 31.12.1980; Bull. EC 12·1980, point 2.1.<42 .. 
Point 2.3.26. 

1 OJ C 285, 7.11.1981; Bull, EC 10·1981, point 2.1.<45. 
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2.1..52. On 3 December the Commission 
sent the Council a proposal for a Decision 
establishW, a prior information and consul
tation procedure for t~ matters. 

Tlte proposal provides first of aU that 
Member States must notify the Commission 
and. the ather Member States of any prop
OS(d tax measures. that may have an appreci
able influence on the establishment or func
tionilli of the common market or on the im
plementation of a common policy or com
mon aaion. Second, it provideS that the 
Commission may express. an opinion or 
adopt a recommendation concerning the 
proposed measures. It also enables the Com
mission to enter into consultations with all 
Member States on the measures in question 
whenever a, Me:mbcr State requests such con
sultation$ or the Commission itself deems 
them appropriate. 

Excise duties on manufactured tobacco 

2.1.53. On 21 · December the Council 
adopted a Directive9 extending by o~e year 
the second· stage in the harmonization of the 
structure of excise duties on manufactured 
tobaccQ. 10 Parliament had given its opinion 

t"""oj L S, 9:1.19$2. 
to OJ L 338~ 20.12.1977; 

on the Commission's proposal on 18 De
cember.1 

1 OJ C 11, 18.1.1982; Bull. EC 10-1981, point 
2.1.45. 
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2.1.24. On 13 January the Commission 
transmitted to the Council a report on the 
derogation granted to· Denmark, under a Di
rective adopted on 19 December 1977,4 re
lating to the rules governing turnover tax 
and excise duty applicable in international 
travel. This Directive authorized Denmark to 
derogate from the Community system of al
lowances up to 31 December 1982, and the 

Commission undertook to report annually to 
the Council on the prices of tobacco pro
ducts and alcoholic beverages in Denmark 
and the Federal Republic of Germany, on 
passenger fares in Denmar~ and on the Da.n
ish Government's tax pohcy. The Commis
sion's latest report, the fourth,5 which covers 
the period from 1 October 1980 to 30 Sept
ember 1981, concludes that in general no 
significant progress was made in 1981 in .re
ducing the differences between the Damsh 
and German prices. If present trends con
tinue the situation at the end of 1982, when 
the five-year derogation expires, will be 
broadly the same as it was in 1977. 

2.1.25. On 22 January Parliament deliv
ered its opinion6 on the proposal for a Regu
lation introducing arrangements for move
ment within the Community of goods scm 
from one Member State for temforary use in 
one or more Member States. Parliament 
broadly approved this proposal, which it · 
had called for in a resolution passed on 16 
October 1980.8 

• OJ L 336, 27.1i.1977; Bull EC 12-1977, point 
2.1.68. 
1 Bull. EC 1-1979, point 2.1.43; Bull. EC 1-1980; 
point 2.1.20. 
' OJ C 40, 15.2.1982. 
7 OJ C 227, 8.9.1981; Bull. EC 7/8·1981, points 
2.1.29 and 2.1.45. 
1 OJ C 291, 10.11.1980; Bull. EC 10-19~0, points 
2.1.25 and 2.3.9. 
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2.1.30. On 23 February the Commission 
presented to Parliament the report it had re
quested on the implications of further har
monization of excises on manufactured 
tobacco. This report is the first of the sort 
on one of its own proposals; the Commis
sion had undertaken to prepare it for Parlia
ment, following Parliament's unfavourable 
opinion in June 19816 on the proposal f~r a 
Directive for the third stage of harmomza
tion of the excises on manufactured tobac
co.~ The Economic and Social Committee 
had proposed a different approach to har
monization in this ·field in February 1981.8 

The Commission's report demonstrates that 
the proposals for the third stage follow the 
principles for harmonization adopted .for ~he 
previous stages and that the computmg 
method used in the present mixed excise du
t)' system is still the best way of arriving at a 
fair compromise among the national taxa
tion systems. 

It is understood that Parliament, in the light 
of this report, will deliver its opinipn on the 
proposal for a Directive on the third stage of 
harmonization of the excises on cigarettes. 

~ oj c 172, 13.7.1981. 
- OJ C 264, 11.10.1980; Bull. EC 6-1980, point 
2.1.39. 
• OJ C 138, 9.6.1981; Bull. EC 2·1981, poinr 2.3.26. 
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2.1.37. On 19 March the Commission 
amended, in the light of the opinion fldopted 
by Parliament, 11 

• its proposal for a Regula
tion to allow cenain goods to be sent from a 
Member State for temporary use in another 
Member State without taxes being collected 
in the importing State. 12 The proposal was 
sent to the,Council on 28 July 1981.13 

11 B~ll. EC.1-1982, point 2.1.16. 
12 Point 2.1.23. 
u OJ C 227, 8.9.1981; Bull. EC 7/8-1981, point 
2.1.45. 
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2.1.20. On 16 April, in response to a re
quest from the Italian authorities, the Com
mission sent the Council a proposal to ex
tend until 31 December 1982, for a number 
·of explicitly specified transactions, the tem
porary derogation from the Sixth VAT Di
recth·e of 17 May 19773 authorized until 31 
December 1981 bl a Council Decision of 3 
November 1981. That Decision had en-

abled Italy to derogate temporarily from the 
value-added tax arrangements in the case of 
certain transactions carried out in connec
tion with emergency relief to the victims of 
the November 1980 canhquake. An exten
sion of the November 1981 Decision was 
necessary in view of the special situation in 
the disa.ster areas . 

. 
1 OJ ll4S, 13.6.1977. 
4 

OJ l 322, 11.11.1981; Bull. EC 11-1981, point 
2.1.45. 

Excise duties 

2.1.21. On 1 April the Commission sent 
the Council a proposal for a Decision au
thorizing the French Republic to apply in its 
overseas departments and in metropolitan 
France, in derogation from Article 95 of the 
EEC Treaty, a reduced rate of the revenue 
duty imposed on the consumption of 'tradi
tional' rum produced in those departments. 1 

Derogations from basic principles of the Tre
aty such as the non-discrimination rule of 
Article 95 should be authorized with caution 
and must be. severely limited. Consequendy, 
the Commission proposes that the favour
able tax arrangements be limited to an annu
al quota of 'traditional' rum corresponding 
to the. average annual consumption of such 
rum in metropolitan France during the past 
1() years. It is further proposed that the rela
tive tax advantage enjoyed by 'traditional' 
.rum should be restricted, with the ratio bet
ween the reduced rate on 'traditional' rum 
and the full rate on spirits not allowed to be 
less than the ratio obtaining on the date of 
entry into force of the Decision. The situa
tion is to be reviewed by the Council after 
fiv~. years, on the basis of a repon to be 
made by the Commission. 

t 01 c 107, 28.4.1982. 
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2.1.27. On 14 May Parliament also deli
vered its opinio., on the proposal for a Di
rective concerning the harmonization of in
come taxation provisions with respect to 
freedom of movement for workers within 
the Community.' It supports the principle of 
a Community definition of the frontier 
worker, a concept which has previously been 
defined very differently by the bilateral con
ventions concluded between Member States, 
and calls on the Commission to define the 
frontier worker in an identical manner for 
the purposes of both taxation and social sec
':lrity legislation. 

' OJ C 51, 10.3.1981; Bull. EC 12-1980, point 
2.1.39. 
7 OJ C 21, 26.1.1980; Bull. EC 12-1979, point 
2.1.58. 
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2.1.57. On 23 June the Commission 
adopted for transmission to the Council a 
proposal for a Directive on the deferred pay
ment of the value-added tax payable by tax
able persons on imports from Member 
States. This tax proposal is pan of the over
all programme launched by the Commission 
to strengthen the Community's internal mar
ket. 2 The proposed arrangements are largely 
based on those which have been applied for 
many years by the Benelux countries and by 
two other Member States. While the charge
able amount for goods imponed into one 
Member State from ·another remains the 

same, deferred payment offers clear advan
tages in that it simplifies matters for taxable 
persons and for the VAT and customs au
thorities: 

(i) Under this procedure, it is the taxable 
persons• responsibility, under the supervision 
of their VAT office, to calculate the tax due 
and to declare, pay and, where appropriate, 

1 Point 2.1.1 0. 



deduct it on the tax returns which they sub
mit periodically in respect of all their busi-
ness activities; , 
(ii) The formalities to be completed at the 
time of importation can therefore simply 
consist of the production of the required 
documents and a random check of the 
goods. 

The proposed arrangements constitute 
mtmmum Community requirements and 
Member States are free to introduce further 
simplifications. 

The deferred payment procedure differs mar
kedly from that applied to trade by five 
M~mber States on the basis of customs regu
lations, including Community trade. Under 
that procedure, payment of the tax on im
portation is generally deferred for 30 days or 
even longer. Its unwieldiness, which is keen
ly felt by small and medium-sized firms, is 
due mainly to the 'entry in the accounts', the 
official act by which the customs authorities 
establish the amount of import duty in re
spect of each transaction. 

On a purely technical level, implementation 
of this proposal would require only a 
minimum effort from those Member States 
which would have to amend their legislation, 
while the result would be a considerable 
strengthening of the internal market. How
ever, 'this proposal is also likely to present 
some of those same Member States with two 
problems. The first concerns the change in 
the division of responsibilities between the 
VAT authorities and the customs authorities, 
since the latter would no longer have to col
lect the tax, which would henceforth be de
clared to the former. The second problem is 
a budgetary one and arises from the fact 
that the proposed deferred payment proce
dure would bring forward the moment at 
which the tax is actually deducted. This 
would lead to some shortfall of revenue dur
ing the financial year in which the arrange
ments were introduced. This relatively minor 
problem can easily be solved by implement
ing the deferred payment arrangement 
gradually so that the effect is spread over 
two financial years. 

The fate of this proposal will therefore de
pend to a large extent on how the Member 
States concerned will wish to weigh these 
two problems in the balance against the sim
plifications which must be introduced to 
strengthen the internal market. 

2.1.58. On 21 June the Council adopted, 1 

on a proposal from the Commission, 2 a De
cision authorizing the Italian Republic to ex
tend until 31 December 1982, by way of de
rogation from the Sixth VAT Directive of 17 

I OJ L 184, 29.6.1982. 
2 Bull. EC 4-1982, poinr 2.1.20. 
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May 1977,.1 the exemption, with refund of 
the tax paid at the preceding stage, of cer
tain transactions carried out in the context 
of aid to earthquake victims in southern 
Italy. 

2.1.59. On 23 June the Commission trans
mitted to the Council a communication4 in
forming it of a request from the Netherhmds 
Government for a derogation from the Sixth 
VAT Directive of 17 May 1977. 1 The Com
mission indicated its approval of this re
quest, which was designed to combat certain 
fraudulent activities on the part of subcon
tractors and persons providing labour in the 
building, structural steeiwork and shipbuild
ing industries. 

Tax-free allowances 

2.1.60. At its 28-29 June meeting the 
Council adopted the proposal for a fifth Di
rective relating to the rules governing tur
nover tax and excise duty applicable in in
ternational traveV which the Commission 
had transmitted to it on 30 November 
1979.6 Under this Directive, from 1 January 
1983 (for Denmark, from 1 January 1984), 
travellers aged 15 or over coming from 
another Member State may import in their 

personal luggage, free of tax, goods whose 
total value does not exceed 210 ECU (pre
sent limit: 180 ECU). Member States may 
restrict the value of goods imported by 
travellers under 15 to 60 ECU (present limit: 
50 ECU). 

l OJ L 145, 13.6.1977. 
4 OJ C 175, 13.7.1982. 
5 OJ L 206, 14.7.1982. 
6 Bull. EC 11-1979, poinr 2.1.38. 
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2.1.54. On 19 July3 the Commission sent 
the Council a proposal for a Directive on the 
arrangements f~r the. refund to taxable per
sons not establashed m Community territory 

J OJ C 223, 27.8.1982. 



of value-added tax paid by them on imports 
or purchases of goods and services made in 
.1 ~I ember State. This proposal supplements 
the Directive of 6 December 1979 on the ar
rangements for the repayment of VAT to 
taxable persons established ·in a Member 
State other than the State of purchase or im
portation.4 At the moment ~[ember States 
treat non-Community ta..xable persons in 
very different ways: some apply more 
favourable repayment arrangements than 
o~hers. This is a source of unfair competition 
between Member States in their trade rela
tions with non-Community countries. The 
new proposal seeks to remo-.·e this difficulty 
and so contribute to the process of European 
integration. 

4 oi LJJt: 27.12.1979. 
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2.1.39. On 26 November the Commission 
sent the Council two communications con
cerning the application of Article 30 of the 
sixth Council Directive of 17 May 1977 on 
value-added tax~ to two applications for de
rogations made by the Italian Government in 
connection with conventions between Italy 
and Switzerland and between Italy and 
Austria. 

These conventions permit exemption from 
VAT of the temporary importation qf equip
m~nt and the final importation of materials, 
fuels, and consumable goods used in the 
ev:ent of emergency measures to combat acci
dental pollution of the common waters (con
vention between Italy and Switzerland), and 
for the maintenance of the frontier between 
Italy and Austria (convention between those 
two countries). 

In accordance with Article 30 of the Direc
tive, the Council's decisions authorizing Italy 
to conclude these two conventions will be 
deemed to ~ave been adopted if, within two 

I OJ L 145, 13.5.1977. 
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months of the other Member States being in
formed, the matters have not been raised be
fore the Council. 

In its communications to the Council the 
Commission states that it does not intend to 
request that the questions be raised before 
the Council. 

Tax-free allowances 

2.1.40. On 29 November the Commission 
sent to the Council a proposal for a directive 
granting Denmark a further prolongat~on 
until 31 December 1987 of the derogation 
from the rules governing turnover tax and 
excise duty in international travel.2 The 

2 
OJ L 206, 14.7.1982; Bull. .EC 6-1980, point 2.1.60. 

proposal was made in response to a request 
by the Danish Government for the deroga
tion to be extended for six years. 

The derogation proposed by the Commission 
provides that the arrangements at present 
applied in Denmark should be gradually 
brought into line with the Community ar
rangements over a five-year period. 

Excise duties 

. Manufactured tobacco 

2.1.41. On 15 November the Commission 
proposed that the Council extend for the 
fourth time, until the end of 1983, the sec
ond stage of harmonization of the structure 
of excise duties on cigarettes.1 This exten
sion is required to prevent a legal hiatus af
ter 31 December 1982. 

Parliament has several times rejected the 
proposal for a directive introducing the third 
stage of harmonization;2 as the Commission 
has not withdrawn its proposal, Parliament 
decided on 19 November to refer the ques
tion back to the appropriate committee once 
again, in accordance with Rule 35 of its 
Rules of Procedure. 

I OJ c 310, 27.11.1982. 
2 OJ C 264, 11.10.1980; Bull. EC 6-1980, point 
2.1.39; Bull. EC 6-1981, point 2.3.7. 
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2.1.50. On 21 December the Commission 
adopted a proposal for a Twelfth VAT J?i
rective designed to establish at Commumty 
level the types of business expenditure on 
which the VAT charged will not be deduct
ible. Until this proposal is adopted by t~e 
Council, Member States are free to mamtam 

all the exclusions from the right to deduct 
input tax at present permitted under their 
national laws. 

Excise duties 

2.1.51. Parliament did not deliver its opin
ion on the proposals for a third stage of har
monization of excise duties on manufactured 
tobacco until December/ to give itself time 
to examine these proposals and to limit the 
uncertainty for the interests concerned, the 
Council decided on 21 December to extend 
the second stage by a further year, until 31 
December 1983.3 

Tax-free allowances 

2.1.52. On 30 December the Council 
adopted a Directive" extending the current 
derogation whereby Denmark is authorized 
to apply more restrictive quantitative limits 
on goods imported by Danish residents after 
a stay in another country than those pro
vided for under the Community arrange
ments for tax-free allowances for travellers.5 

2 OJ C 13, 17.1.1983; Bull. EC 2-1982, poinr 2.1.30. 
3 OJ L 369, 29.12.1982. 
4 OJ L 12, 14.1.1983. 
5 OJ L 336, 27.12.197i; Bull. EC 11-1982, point 
2.1.40. 
6 Point 2.1.5 8. 
7 Point 1.2.3. 
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2.1.30. On 17 January the Commission 
transmitted to the Council a report9 on the 
transitional provisions applicable under the 
common system of VAT and set out in Article 

28 of the Sixth Council Directive of 17 May 
1977. 10 These provisions, which are designed 
to facilitate the move towards the final form 
of the common VAT system, relate mainly to 
the freedom to maintain zero-rating, to 
continue to tax transactiom. which will have 
to be exempt under the final arrangements, to 
continue to exempt transactions which will 
have to be taxed, to recognize the right to opt 
for taxation and to derogate from other 
provisions of the common system. 

Article 28 of the Sixth Directive stipulates 
that all these transitional provisions must be 
reviewed periodically by the Council on the 
basis of a report drawn up by the Commis
sion. The report presented is in response to 
this requirement; In it the Commission 
describes the present situation and suggests 
ways of gradually correcting certain 
anomalies which, if allowed to continue, 
might distort competition or complicate 
the task of determining the base of the 
Communities' own resources accruing from 
VAT. 

The Commission hopes that this will facilitate 
discussion of the proposals which it will 
present subsequently to the Council with a 
view to the possible withdrawal of certain 
derogations. 

2.1.31. On 13 January Parliament 
endorsed11 the, proposal for a Directive on 
the deferred payment of value-added tax 
payable by taxable persons on imports from 
Member States.1l 

10 OJ l145, 13.6.1977. 
11 OJ C 42, 14.2.1983. 
12 OJ C 201, 5.8.1982; Bull. EC 6-1~82, point 2.1.57. 
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2.1.41. On 24 February the Commission 
sent to the Council a communication2 con
cerning the application of Article 27(1) to 
(4) of the Sixth Council Directive of 17 May 
1977 on value-added tax3 to a request for 
derogation submitted by the German and 
Luxembourg Governments. The purpose of 
the derogation, as provided in the draft ag
reement between Germany and Luxembourg, 
is to simplify the collection of VAT on the 
transactions relating to the construction and 
maintenance of a frontier bridge. 

2.1.42. At its meeting on 1 February on 
the internal market4 the Council heard an 
interim report on the question of deferred 
payment of the VAT payable by taxable per
sons on importation of goods coming from 
Member States. The Council instructed the 
Permanent Representatives Committee ac
tively to continue its examination of the 
Commission proposal5 in the light of the 
comments made at the meeting and to report 
back to the next Council meeting. 

2.1.43. At its 23 and 24 February session 
the Economic and Social Committee ap
proved the Commission proposal. 

Tax-free allowances 

2.1.44. On 4 February the Commission 
sent to Parliament, the Council and the 
Economic and Social Committee a report on 
tax-free allowances benefiting individuals.6 

The report, prepared at the request of Parlia
ment, describes the system in current opera
tion, identifies areas ripe for further develop
ment and those giving rise to difficulties, and 
examines possible improvements to the sys
tem. The report covers travellers' tax-free al
lowances and tax-free allowances for small 
parcels sent both within the Community and 
from non-Community countries. 

It is hoped that the report will stimulate gen
eral discussion, and it is to be followed by 
specific proposals for the improvement of 
the system. 

2 COM(83)79 final. 
J OJ L 145, 13.6.1977. 
4 Point 2.1.8. 
5 OJ C 201, 5.8.1982; Bull. EC 6-1982, point 2.1.57. 
' COM(83)47 final. 
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2.1.42. The Council continued examining 
the Commission proposal for a Directive on 
the deferred payment of the value-added tax 
payable on imports. 1 The Commission was 
asked to contact certain of the delegations 
and clear up their remaining objections. The 
Permanent Representatives Committee and 
afterwards the Council would then be able to 
take the matter up again .. 

Tax-free allowances 

2.1.43. On 28 March the Council adopted 
three important Directives in the field of 

. 2 Th. tax-free allowances on Imports. e1r 
purpose, in line with that of the Commission's 
proposals, is to help bring about a genuine 
internal market and benefit the man in the 
street, even if this still has to be within certain 
limits and subject to certain conditions. 
A fourth Directive, concerning duty-free 
admission of fuel contained in the tanks of 
commercial vehicles, was also adopted. 

2.1.44. Two of these Directives, which 
were the subject of Commission proposals 
presented to the Council on 10 October 
19753 and are to be implemented by the 
Member States by 1 January 1984 at the 
latest, apply, in respect of trade within the 
Community only, to all indirect taxes, i.e. 
turnover taxes, excise duties and other 
consumption taxes. For these first two 
directives the Council adopted a definition of 
normal residence. The harmonization of this 
concept is important: it should obviate 
situations giving rise to double taxation 
where a person is claimed as a resident by 
more than one Member State; such situations 
have caused many complaints in recent years. 

The first relates to the permanent importation 
of personal property belonging to individuals 
and introduces exemptions when private 
persons transfer their normal residence, 
furnish or leave a secondary residence· or 
import property acquired by inheritance or 
upon marriage. 
The second concerns temporary imports of 
certain means of transport. The Directive is 
confined to means of transport which have 
been taxed and sets period of exemption at 
six months in any twelve for means of 
transport for private use and private cars for 
business use. The period of exemption is 
increased to seven months for commercial 
intermediaries. Persons qualifying for exemp
tion may make use of rhe exemption period 
in one or several stretches in any one year. 
Exemption is also granted to students 
studying abroad, who will be able to use a 

- car registered in their country of normar 
residence for the effective duration of their 
1 Bull EC 2-1983, point 2.1.8. 
z OJ L 105, 23.4.1983. 
1 OJ C 267, 27.11.1975; Bull. EC 10-1975, points 
2111 to 2114. 
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studies, and to workers in frontier regions 
who use their cars to go to work in another 
Member State. The six-month exemption 
period does not apply to these two cases. 

2.1.45. The third Directive adopted by the 
Council, on a proposal presented by the 
Commission on 13 June 1980,4 is confined to 
VAT. It determines the scope of Article 14 of 
the Sixth Directive5 as regards exemption 
from VAT on the final importation of certain 
goods. This Directive is the counterpart of the 
customs Regulation concerning non-tariff 
exemptions6 and contains an exhaustive list 
of imports coming either from another 
Member State or from non-member countries 
which may be exempted from VAT. The list 
of exemptions is a long one and includes 
goods imported for the benefit of charitable 
or philanthropic organizations, trousseaux, 
pupils' outfits and study requisites, and 
samples of little value. Conversely, imports 
not covered by this new text or by any 
Community text relating to exemptions7 will 
have to bear VAT in all the Member States. 
Member States are to take steps to comply 
with this Directive with effect from 1 July 
1984. 

,. OJ C 171, 11.7.1980; Bull. EC 6-1980, point 2.1.37; 
OJ C 291, 12.11.1981; BuU. EC 6-1981, point 2.1.41. 
5 OJ L 145, 13.6.1977. 
6 Point 2.1.28. 
7 Point 2.1.44. 

2.1.46. The fourth Directive adopted by the 
Council amends the Directive of 19 July 1968 
on the standardization of provisions regarding 
the duty-free admission of fuel contained in 
the fuel tanks of commercial vehicles.1 This 
Directive means that from 1 July 1984 at the 
latest Member States will admit duty-free 200 
litres of fuel carried in a fuel tank. 

Excise duties 

2.1.47. On 11 March Parliament adopted 
its opinion2 on the Commission proposal for 
a Decision authorizing the French Republic to 
apply in its overseas departments and in 
metropolitan France, in derogation from 
Article 95 of the Treaty, a reduced rate of the 
revenue duty imposed on the consumption of 
'traditional' rum produced in the overseas 
departments. 3 With certain reservations and 
on certain conditions Parliament approved 
the prolongation of the reduced rate until 31 
December 1985. 

OJ L 175, 23.7.1968. 
OJ C 96, 11.4.1983. 

1 
OJ C 107, 28.4.1982; Bull. EC 4-1982, point 2.1.21. 



BULL. EC 4..;.1983 

Financial institutions 
and taxation 

Taxation 

Convergence of tax systems 

2.1.58. On 15 April Parliament delivered a 
favourable opinion2 on the proposal for a 
Decision establishing a prior information and 
consultation procedure for tax matters.3 

Indirect taxes 

Turnover tax 

2.1.59. On 28 April the Economic and 
Social Committee endorsed the proposal for a 
13th Council Directive on the harmonization 
of the laws of the Member States relatin_g 
to turnover taxes.4 This proposal makes 
arrangements for the refund to taxable 
persons not established in Community terri
tory of VAT paid by them on imports or 
purchases of goods and services made in a 
.Member State. 

Tax-free allowances 

Tax-free allowances for travellers 

2.1.60. On 8 and 11 April respectively the 
Commission sent the Council two proposals 
for Directives:5 

{i) The first proposes a programmes of 
successive increases in the tax-free allowance 

granted to travellers within the Community . 
.The allowance, which has been set at 210 
ECU since 1 january 1983, would be 
increased in four stages: to 280 ECU on 1 
january 1984, 320 ECU on 1 january 1985, 
360 ECU on 1 January 1986 and 400 ECU 
on 1 january 1987.6 

The adoption of such a programme, which 
meets the wishes already expressed by 
Parliament, would ensure a steady increase in 
tax-free allowances over the next few years 
and demand very little of Member States at 
each stage. The Commission is also proposing 
the gradual removal of the present quantita
tive limits for tea and coffee. 

(ii) The other proposal concerns the 
provisions relating to goods acquired by 
persons travelling by air or by sea within the 
Community. Its aim is to harmonize the 
conditions in which such goods may be sold 
in shops under customs control at airports 

2 P~im 2.4.17; OJ C i28, 16.5.1983. -
l OJ C 346, 31.12.1981; Bull. EC 12-1981, point 
2.1.52. 
4 Point 2.4.36; Bull. EC 7/8-1982, point 2.1.54. 
s OJ C 114, 28.4.1983. 
6 COM(83) 117 final/2. 

- 165 -

and on board aircraft, sea-going vessels and 
hovercraft, and to lay down the conditions 
governing the tax-free importation of such 
goods.7 

7 COM(83) 166 final and final/2. 

BULL. EC 5-1983 

Financial institutions 
and taxation 

Taxation 

Indirect taxes 

Turnover taxes 

2.1.52. On 18 May Parliament delivered a 
favourable opinion2 on the proposal for a 
Directive on the common arrangements for 
the refund to taxable persons not established 
in Community territory of the value-added 
tax which they have paid on purchases of 

goods or services in a Member State. 3 

Parliament considers that the Member States 
should be required to notify the Commission 
of the non-Community countries in respect of 
which they apply the provision entitling them 
not to make refunds where reciprocity 
arrangements are not observed. 

2 ·oJ c t6t, 20.6.1983. 
3 OJ C 223, 27.8.1982; Bull. EC 7/8-1982, point 
2.1.54. 

BULL. EC 6•1983 

BULL. EC 7~8-1983 

Financial institutions and taxation 

Taxation 

Indirect taxes 

Turnover tax 

2.1.49. On 1 July the Commission presented 
its amendment to the proposal for a 
Thirteenth Directive4 on the harmonization 
of the laws of the Member States relating to 
turnover taxes, in particular as regards 
arrangements for the refund to taxable 
persons not established in Community terri· 

4 oj C 196, 23.7.1983; COM(83)413 final. 



tory of value·added tax charged on their 
purchases of goods or services in a Member 
State or on their imports of goods into a 
Member State.S The amendment, which takes 
account of the opinions expressed by the 
Economic and Social Commitee6 and by 
Parliament,7 now requires the Member States 
to notify the Commission of the non-Com
munity countries to which they apJ?IY the 
provision which allows the!D . to w1thhol~ 
refunds; it obliges the CommJsslon to submu 
the report on the application of. the Dire~i~e 
to Parliament at the same t1me as 1t 1s 
submitted to the Council. 

l Oj C ill; 27.8.1982; Bull. EC 7/8-1982, point 

2.1.54. . 3 
' OJ C 176~ 4.7.1983; Bull. EC 4-1983, point 2.4. 6. 
7 OJ C 161. 20.6.1983; Bull. EC 5-1983, point 2.1.52. 

Turnover tax for fanners 

2.1.50. On 20 july the Commission sent the 
Council a repon on proposals for improving 
and adjusting the value-added tax arrange
ments introduced by certain Member Stares 
under the common flat-rate scheme for 
farmers. 1 The report was presented in 
accordance with Article 25 ( 11) of the Sixth 
Council Directive of 17 May 1977.2 Its 
purpose is to review the way in which Article 
25 has been applied in the Member Stares 
which have made use of the option of 
applying to farmers a flat-rate scheme to 
offset the value-added tax charged on their 
inputs. As well as describing the various 
national flat-rate schemes, the repon analyses 
the differences observed in the implementa
tion of the common flat-rate scheme of 
Article 25 by the Member States and presents 
proposals for improvements. 
The report is intended to stimulate discussion 
among all the parties concerned in prepara
tion for talks on the specific and formal 
proposals which the Commission is to present 
to the Council with the aim of securing 
greater convergence in the application of the 
common flat-rate scheme for farmers; this 
related in particular to the scope of the 
flat-rate compensation schemes, -which should 
be limited to producers who would encounter 
difficulties if they were subject to the normal 
simplified VAT scheme. 

COM(83)435. 
OJ L 145, l3.6.t9n. 

BULL. EC 9-.1983 

Financial institutions 
and taxation 

Taxation 
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Indirect taxes 

Value·added tax 

2.1.37. On 22 September the Commission 
sent to the Council, Parliament and the 
Economic and Social Committee its first 
report on the application of the common 
system of value-added tax, wh~ch describ~s 
the situation as at 1 January this year. 1 Th1s 
repoit; submitted in accordance with Article 
34 of the Sixth Council Directive of 
17 May 1977,2 examines the difficulties 
encountered in applying the common system 
since the Directive was adopted. 

The difficulties encountered arise either from 
certain optional provisions in the Directive or 
from the right to opt for taxation authorized 
by the Directive or from the interpretation of 
the Directive or from p.r:oblems held over by 
the Directive. 

I COM(83) 426 final. 
2 OJ Lt4S, JJ.6.t9n. 

BULL. EC 1 0·1983 

Financial institutions and taxation 

Taxation 

Indirect taxes 

Turnover tax 

2.1.53. On 26 October the Commission 
sent the Council a proposal for a 15th Direc· 
tive on the harmonization of the laws of the 
Member States relating to turnover taxes.6 
The purpose of this proposal is to extend 
by two years the time limit set at 1 January 
1984 by the Act of Accession of Greece 
for applying the common system of value
added tax. 1 

Therefore, in accordance with the Decision 
of 21 April 1970,8 Greece's contribution to 
the 1984 and 1985 Community budgets will 
continue to· be calculated by reference to its 
share in ·Community GNP rather than its 
VAT base: it will pay financial contribu
tions instead of VAT own resources. 

6 OJ C 317, 23.11.1983; COM(83)634 fin~!. 
7 OJ L 145, 13.6.1977. 
I OJ L 94, 28.4.1970. 



tions on the main problems connected with 
the proposal for a second Directive relating 
to insurance against civil liability in respect 
of the use of motor vehicles. 1 The only 
question remaining is the period of the dero
gation to be granted to Ireland and Gree·ce. 

Taxation 
2.1.57. On 17 November Parliament 
adopted a resolution on tax harmonization 
in the Community. 2 

Administrative assistance in tax matters 

2.1.58. On 28 November the Commission 
asked the Council, following the precedent 
set in the AETR (European Road Transport 
Agreement) easel for a mandate to negotiate 
the part of the multilateral Convention on 
administrative assistance in tax matters 
within the Council of Europe which falls 
within the powers of the Community4 in 
order to ensure that the Community rules 
now applyingS are not affected by the Con
vention, and without prejudice to any new 
rules which may subsequently be adopted 
by the Council. 

Indirect taxes 

Turnover tax 

2.1.59. On 17 November Parliament deliv
ered its opinion6 on the Commission propo
sal for a 12th Directive on turnover taxes, 
which would establish at Community level 
the type of business expenditure on which 
tax is not deductible? It said that the propo
sed Directive must be so implemented as to 
eliminate distortions of competition, ensure 
the tax neutrality of the provisions propo
sed and prevent expenditure for private pur
poses from becoming eligible for deduction 
of VAT. Parliament accordingly proposed 
a number of amendments which ease the 
provisions in the Commission proposal. 

. Excise duties 

Manufactured tobacco 

2.1.60. On 17 'November Parliament 
adopted a resolution on cigarette tax har
monization. 2 

I Bull. EC 10-1983, point 2.1.51. 
Point 2.4.12; OJ C 342, 19.12.1983. 

J Case nno Commission v Cou11cil [1971) ECR 263. 
4 COM(83) 685 final. 
s OJ L 336, 27.12.1977; Bull. EC 11-1977, point 2.1.51; OJ 
l331, 27.12.1979; Bull. EC 10-1979, points 2.1.38 and 2.1.39. 
' OJ C 342, 19.12.1983. 
- OJ C 37, 10.2.1983; Bull. EC 12·1982,_point 2.1.50. 
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BULL. EC 11-1983 

Financial institutions and taxation 

Taxation 
2.1.57. On 17 November Parliament 
adopted a resolution on tax harmonization 
in the Community.2 

Administrative assistance in tax matters 

2.1.58. On 28 November the Commission 
asked the Council, following the precedent 
set in the AETR (European Road Transport 
Agreement) case3 for a mandate to negotiate 
the part of the multilateral Convention on 
administrative assistance in tax matters 
within the Council of Europe which falls 
within the powers of the Community4 in 
order to ensure that the Community rules 
now applying5 are not affected by the Con
vention, and without prej·udice to any new 
rules which may subsequently be adopted 
by the Council. 

Indirect taxes 

Turnover tax 

2.1.59. On 17 November Parliament deliv
ered its opinion6 on the Commission propo
sal for a 12th Directive on turnover taxes, 
which would establish at Community level 
the type of business expenditure on which 
tax is not deductible? It said that the propo
sed Directive must be so implemented as to 
eliminate distortions of competition, ensure 
the tax neutrality of the provisions propo
sed and prevent expenditure for private pur
poses from becoming eligible for deduction 
of VAT. Parliament accordingly proposed 
a number of amendments which ease the 
provisions in the Commission proposal. 

Excise duties 

Manufactured tobacco 

2.1.60. On 17 November Parliament 
adopted a resolution on cigarette tax har
monization.2 

2 Point 2.4.12; OJ C 342, 19.12.1983. 
3 Case 22/70 Commission '' Council [ 1971] ECR 263. 
4 COM(83) 685 final. . 
5 OJ L 336, 27.12.!9n; Bull. EC 11-l':ln, point 2.1.51; OJ 
L 331, 27.12.1':179; Bull. EC 10-1979, points 2.1.38 and 2.1.39. 
6 OJ C 342, 19.11.1981. 
7 

OJ C 37, IO.l.I':I~U; Hull. EC 12-IWll, poinr 2.1.50. 



BULL. EC 12-1983 

Financial institution$ and taxation 

Taxation 

Indirect taxes 

Turnover tax 

2.1.54. On 19 December the Council 
adopted a proposal for a fifteenth £?irective3 

authorizing Greece to extend unttl 31 De
cember 1985 the time limit set at 1 January 
1984 by the Act of Accession for applying 
the common system of value-added tax 
(VAT).4 The extension is necessary because 
of the technical difficuties experienced by 
Greece in carrying through a tax reform 
involving the introduction of VAT. 

2.1.55. Parliament gave its opinion on the 
proposal4 on 16 December.5 It was !n favour 
of a limited, one-year extenston and 
called on the Commission to monitor very 
carefully Greece's efforts to introduce the 
VAT system, and to keep Parliament in
formed. 

The Economic and Social Committee, on 
the other hand, in an opinion given on 15 

December, approved the proposed two-year 
extensi.on but hoped that no extension 
beyond 31 December 1985 would be asked 
for. 

2.1.56. On 19 December the Commission 
sent to the Council, Parliament and the 
Economic and Social Committee its first 
report on the application of the special 
scheme for smalJ undertakings,6 drawn up 
pursuant to the Si_nh Council Directive of 

l OJ l360, 23.12.1983. 
OJ C 317, 23.1 1.1983; Bull. EC 10-1983, point 2.1.53. 
OJ C 10, 16.1.1984. 

6 COM(83)748 final. 
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17 May 19n.1 The report describes and 
analyses the different national schemes (ex
emption, graduated relief and flat-rate 
schemes) and puts forward proposals for 
harmonizing and simplifying the present ar
rangements. 

j 

2.1.57. On 21 December the Commission 
transmitted to the Council a proposal for a 
DecisionS authorizing Italy to extend once 
again,9 until 31 December 1983, the meas
ures applied by way of derogation from the 
Sixth Directive of 17 May 19n7 to assist 
the victims of the earthquakes in the sou
thern part of the country. The measures 
covered by the new derogation consist in 
an exemption from VAT, with refund of 
the tax paid at the preceding stage, for 
transactions carried out during 1983; the 
extension became necessary because the vic
tims still find themselves in a difficult situa
tion and because the transactions still m 
progress have to be settled. 

Tax-free allowances 

Tax reliefs for small consignments 

2.1.58. On 13 December the Commission 
transmitted to the Council a proposal for a 

7 OJ L 145, tJ.6.t9n. 
I COM(83)756 final. 
' OJ L 322, 11.11.1981; Bull. EC 11-1981, point 2.1.45; OJ 
L 184, 19.6.1982; Bull. EC ~19'!2. point 2.1.58. 

fourth Directive1 amending for the third 
rimel the Directive of 19 December 1974.3 

The proposal introduces a multiannual pro
gramme of increases in the relief allowed 
on the importation of goods in small con
signments of a non-commercial character 
within the Community. The relief, fixed at 
70 ECU since 1 January 1982,2 would be 
increased to 95 ECU in 1984, 105 ECU in 
1985, 115 ECU in 1986 and 130 ECU in 1987. 
Consignments of newspapers, periodicals, 
brochures and books sent by taxable per
sons in one Member State to private per
sons in another would also qualify for relief, 
up to a value of 22 ECU, the purpose being 
to promote trade in cultural goods within 
the Community. 

Tax-free allowances for travellers 

2.1.59. On 22 December the Council 
adopted a Directive4 extending for six 
months the derogation accorded in Decem
ber 1978 whereby Ireland was authorized 
to exclude from the allowance for persons 
travelling within the Community any item 
exceeding n ECU in value.5 

1 OJ C J, 6.1.1984; COM(83)730 final. 
1 OJ l366, 28.11.1978; Bull. EC 11-1978, point 2.1.54; OJ 
L 338, 25.11.1981; Bull. EC 11-1981, point 2.1.~. 
l OJ L 354,30.11.1974. 
4 OJ l370, 31.12.1983; COM(8J)n9 final. 
s OJ L 366,28.12.1978. 
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2.1.60. On 21 December the Commission 
transmitted to the Council a proposal for a 
Directive extending the above derogation 
once again, this time for a period of five 
years; however, its scope is to be restricted 
and the unit-value limit raised progressively 
so as to minimize the impact of the deroga
tion and to start alignment on the full Com
munity rules.6 

2.1.61. On 14 December Parliament gave 
an opinion7 on two proposals for Direc
tives-one introducing a multiannual pro
gramme of increases in the relief allowed 
to travellers, the order concerning goods 
acquired by persons travelling by air or sea 
within the Community.8 Parliament regrets 
the delay in taking account of increases in 
the real value of goods since 1972, welcomes 
the Commission's intention to facilitate 
trade and movement across frontiers, but 
hopes that the measures envisaged will not 
mean extra checks on tax-free shops and 
their customers. 

Excise duties 

Cigarettes 

2.1.62. Since the Council has not yet 'been 
able to agree on the criteria for the third 
stage of harmonization of the structure of 
excise duties on cigarettes,9 the Commis
sion, in order to safeguard what has been 
achieved so far, transmitted to the Council 
on 7 December a proposal for a Directive10 

extending for the fifth time the second stage 
of harmonization-introduced on 1 July 
1978 by the Directive of 19 December 
t9n. 11 

6 COM(83)n9 final; COM(83)786 final. 
OJ C 10, 16.1.1984. 
OJ C 1-14, 28.4.1983; Bull. EC 4-1983, poinr 2.1.60. 

' OJ C264, 11.10.1980. 
1o OJ C 348, 23.12.1983; COM(83)734 final.' 
11 OJ L 338, 10.12.19n. 
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BULL. EC 1'"'.1984 

Financial institutions and taxation 

Taxation 

Indirect taxes 

Tax-free allowances 

Tax-free allowances for travellers 
2.1.36. On 25 January the Economic and 
Social Committee delivered opinions2 on 
two proposals for Directives3 - o.ne ~utting 
forward a programme of successtve mcrea
ses in the tax-free allowance granted to 
travellers within the Community, the other 
concerning the provisions relating to goods 
acquired by persons travelling by air or by 
sea within the Community. 

Excise duties 

Cigarettes 

2.1.37. On 25 January the Econ?~ic 
4
and 

Social Committee adopted an opm10n on 

l Point 2.4.42 . 
. l 0 J C 114, 28.4.1983; Bull. EC 4-1983, point 2.1.60. 
4 Point 2.4.43. 

the Commission's proposal for a Directive 
extending for the fifth time the second stage 
of harmonization of the structure of excise 
duties on cigarettes.l. 

I OJ C 348, 23.12.1983; Bull. EC 12-1983, point 2.1.62. 

BULL. EC 2·1984 

Financial institutions and taxation 

Taxation 

Cooperation between firms 
in different Member States 

2.1.58. In a communication to the Coun
cil, Mr Tugendhar has urged the early adc:>p
rion of Commission proposals concermng 
tax measures aimed at encouraging cooper
ation between firms in different Member 
States.2 

The document stresses the Commission's 
view that for this objective to be achieved, 
the Council must adopt, besides the Regula
tion creating the legal structure of a Euro- · 
p~a~ cooperation grouping,2 three propos-_ 

2 OJ C 14, 15.2.1974; OJ C 103, 28.4.1978. 

- 171 -

als for Directives - on the introduction of 
a common system of taxation applicable 
to mergers, divisions and contributions of 
assets occuring between companies of dif
ferent Member States;3 on the introduction 
of a common system of taxation applicable 
to parent companies and subsidiaries of dif
ferent Member States;3 and on. the elimin
ation of double taxation in connection with 
the adjustment of transfers of profits be
tween associated enterprises.4 

Until such cooperation among firms has 
been established, it will not be rossible to 
make fuH use of the potential o the wider 
European market; the Commission is there
fore requesting the Council to give a firm 
political commitment to move in this direc
tion. 

Indirect taxes 

Turnover tax 

2.1.59. On 6 February the Council adop
ted a DecisionS proposed by the Commis
sion6 authorizing Italy to derogate until 31 
December 1983 from the value-added tax 
arrangements in the context of aid to ear
thquake victims in the south of the country. 

2.1.60. On 20 February the Commission 
amended7 its proposal for a 12th VAT Di
rective designed to establish at Community 

. level the items of business ex~enditure not 
eligible for deduction of VAT. The a~e~d
ments, which take account of the op1mon 
of Parliament,9 would: limit the exclusion 
from the right to deduct input tax in respect 
of expenditure on passenger cars, motorcy
cles and transport of persons; provide for a 
four-year transition period allowing grad
ual adaptation of national laws; and rein
troduce the right to full deduction of input 
tax in respect of expenditure relating to 
aircraft, vessels, passenger cars and mot~r
cycles, transport expenses, ·and expenditure 
on accommodation, food and drink, pro
vided the firm can furnish proof that the 
expenditure has been made exclusively for 
business purposes. 

Tax-free allowances 

Tax reliefs for small consignments 

2.1.61. On 29 February the Economic and 
Social Committee endorsed a proposaJl0 for 

l OJ C 39, 22.3.1969. 
4 OJ C 301,21.12.1976. 
s 0) L 40, 11.2.1984. 

Bull. EC 12-1983, point 2.1.57. 
OJ C 56, 29.2.1984; COM(84) 84 final. 

I OJ C 37, 10.2.1983; Bull. EC 12-1982, point 2.1.50. 
' OJ C 342, 19.12.1983; Bull. EC 11-1983, point 2.1.59. 
to OJ C 3, 6.1.1984; Bull. EC 12-1983, point 2.1.58. 
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a fourth Directive to amend the Directive 
of 19 December 19741 by introducing a mul
tiannual programme of increases in the re
lief allowed on the importation of goods in 
small consignments of a non-commercial 
character within the Community. 

Tax-free allowances for travellers 

2.1.62. On 29 February the Commission 
amended2 its proposals for a sixth and a 
seventh Directive on duty-free allowances 
for travellers, which it had sent to the Coun
cil on 8 and 11 April 1983.3 The amend
ments go some way towards meeting the 
recommendations made in the opinions of 
Parliament, delivered on 14 December,4 and 
the Economic and Social Committee, deliv
ered on 25 January.5 

The amendment to the proposal for a sixth 
Directive, on higher allowances in travel 
within the Community, specifies more cle
arly the quantities of distilled beverages and 
spirits that may be imported duty-free. 

In the case of the seventh Directive, on sales 
in tax-free shops, two changes have been 
made: the first makes it clear that the value 
of goods qualifying for quantitative ex
emptions is not to be included in the value
based allowance; the second requires Mem
ber States to take the necessary steps to 
ensure that the limits laid down in the pro
posal are complied with, that supporting 
documents are issued, and that buyers are 
informed of the limits and conditions appli
cable to purchases which they may make 
tax-free. 

I OJ l354, 30.12.1974. 
2 

OJ C 81, 22.3.1984; COM(84)103 final; OJ C 72, 
13.8.1984; COM(84)102 final. 
J OJ C 114, 28.4.1983; Bull. EC 4-1983, point 2.1.60. 

OJ C 10, 16.1.1984; Bull. EC 12-1983, point 2.1.61. 
OJ C 57, 29.2.1984, Bull. EC 1-1984, point 2.1.36. 

BULL. EC 3 ... 1984 

Financial.. institutions 
and taxation 

Taxation 

Cooperation betw·een firms 
in different Member States 

2.1~56. After a wide-ranging exchange of 
views on the communication from Mr Tug
endhat,6 the Council agreed that priority 
should be given to work on eliminating 
obstacles to cooperation between firms situ-

' Bull. EC 2·1984, point 2.1.58. 
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ated in different Member States, in particu
lar to the proposals on a common system 
of taxation applicable to mergers, divisions 
and contributions of assets/ a common sys
tem of taxation applicable to parent com
panies and subsidiaries of different Member 
States,? the elimination of double taxation 
in connection with the adjustment of 
transfers of profits between associated un
dertakings (arbitration procedure)8 and the 
system of taxation applicable to transac
tions in securities.9 

Indirect taxes 

Value-added tax 

2.1.57. On 21 March the Commission sent 
the Council a communication 10 concerning 
the application of Article 27(1) to (4) of the 
sixth Council Directive of 17 May 1977 on 
value-added taxll to a request for ·deroga
tion submitted by the United Kingdom Gov
ernment. The purpose of the derogation is 
to avoid certain types of fraud or tax eva
sion on supplies of gold, gold coin and 
gold scrap between taxable persons by the 
introduction of a special tax accounting 
scheme. 

Tax-free allowances 

Motor fuel 

2.1.58. On 20 March the Commission sent 
the Council two proposals for Directives:12 

(i) the first amends Directive 83/181/EEC 
of 28 March 198313 determining the scope 

7 OJ C 39, 22.3.1969. 
I OJ C 301, 21.12.1976. 
9 OJ C 133, 16.6.1976. 
to COM(84) 144 final. 
II OJ l145, 13.6.19n. 
12 OJ C 95, 6.4.1984; COM(84) 171 final. 
ll OJ l105, 23.4.1983; Bull. EC 3-1983, point 2.1.45. 

of Article 14( l){d) of the sixth Directive I as 
regards exemption from value-added tax on 
the final importation of certain goods; 

(ii) the second amends Directive 83/127 I 
EEC, also dated 28 M~rch 1983, on the 
standardization of provisions regarding the 
duty-free admission of fuel contained in the 
fuel tanks of commercial motor vehicles,l 
by raising the limit from 50 to 200 litres. 

The purpose of these proposals is to re
move, from 1 July 1984, for vehicles travel
ling between Member States, aU restrictions 
on the amount of fuel contained in the 
normal fuel tanks of commercial road vehi
cles which may be admitted duty-free, in
cluding the restriction concerning frontier 
traffic. This measure should facilitate the 
crossing of frontiers by abolishing the levy-

' OJ l 145, 13.6.1977. 
1 01 l91, 9.4.1983; Bull. EC 3-1983, point 2.1.46. 
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ing of VAT and excise duty at frontiers 
on ordinary transport operations: a limited 
duty-free allowance as laid down by the 
Directives adopted in March 19833 involves 
additional checks and, if the limit is ex
ceeded, the levying of excise duty and VAT 
on the excess fuel, and therefore causes 
delays at frontiers. 

Tax-free allowances for travellers 

2.1.59. On 29 March the Commission 
adopted a proposal, to be sent to the Coun
cil, for an eighth Directive increasing tax
free allowances in international travel.4 The 
purpose of this proposal, which supple
ments two earlier proposals for sixth and 
seventh Directives sent to the Council in 
April1983,s is to increase the tax-free allow
ance for travellers from outside the Com
munity (and hence the tax-free allowance 
relating to tax-free purchases made by per
sons travelling within the Community cov
ered by the proposal for a seventh Direc
tiveS) on the basis of a multiannual prog
ramme corresponding to the programme 
contained in the proposal for a sixth Direc
tive.s The programme would raise the value 
of this allowance from the present 45 ECU 
to 60 ECU in 1985 and by stages to 85 ECU 
in 1988. 

Excise duties 

Cigarettes 

2.1.60. On 16 March Parliament delivered 
a favourable opinion6 on the Commission's 
proposal to extend the second stage of har
monization of the structure of excise duties 
on cigarettes? It emphasized, however, that 
approval of the fifth extension of the second 
stage of harmonization must not be inter
preted as approval for continuing the ap
proach of harmonizing the ratio ·between 
the specific and proportional components 
of the tax at any further stage of harmoniza
tion. 

3 OJ L 105, 2.3.4.1983; Bull. EC 3-1983, point 2.1.45. 
OJ C 102, 14.4.1984; COM(84) 182 final. 
OJ C 114, 28.4.1983; Bull. EC 4-1983, point 2.1.60. 

6 OJ C 104, 16.4.1984. 
7 OJ C 348, 2.3.12.1983; Bull. EC 12-1983, point 2.1.62. 
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Tax-free allowances 

Sm.z/1 consignments 

2.1.53. On 10 April Parliament endorsed I 
the proposal for a fourth Directive 2 amend
ing for the third time 3 the Directive of 19 
December 1974 4 (to introduce a multian
nual programme of increases in the relief 
allowed on the importation of goods in 
small consignments of a non-commercial 
character into one Member State from 
another). However, Parliament asked that 
the amount of relief should be higher than 
proposed by the Commission. 

Travellers 

2.1.54. On_ 30 April the Council adopted 
a Directive.) bringing in the first stage of 
the mulriannual programme of increases in 
the tax-free allowance for persons travelling 
within the Community, proposed by the 
Commission in April 1983.6 This will put 
the allowance up to 280 ECU from 1july. 
The Council would consider other propos
als made by the Commission at a later date. 
The ~iret;,tive also provides for a further 
extensiOn' of the derogation authorizing 
Ireland to exclude from the allowance as 
long as it remains at 280 ECU, goods whose 
unit value exceeds 77 ECU. 

The Directive allows Greece to defer any 
change. and then to effect a two-stage in
crease m the allowance (210 ECU until 31 
December 1984 and thereafter 250 ECU un
til 30 june 1985). 

Lastly, it replaces and repeals with effect 
from 31 December 1984 the Directive of 30 
December 1982 8 authorizing Denmark to 
apply to Danish residents returning to the 
country more restrictive quantitative limits 
than those provided for under the Com
munity arrangements for tax-free allowan-

ces for travellers. The new provisions 
.amend the timetable for those measures 
phasing them out by the end of 1989. ' 

2.1.55. On 10 April Parliament endorsed I 
the proposal for a Directive prolonging the 

. derogation acco.rded ~o Ireland relating m 
the rules govermng turnover tax and excise 
duty applicable in international travel, 9 but 
?PPOSed the derogation being maintained 
m the long term: it should be terminated on 
!january 1989. 

OJ C 127, 14.5.1984. 
OJ C 3, 6.1.!'984; Bull. EC 12-1983, point 2.1.58. 

3 OJ L 366, 28.12.1978; Bull. EC ll-1978, point 2.1.54. 
OJ L 354,30.12.1979. 
OJ L 117, 3.5.1984. 

' OJ C 114, 28.4.1983; Bull. EC 4·1983, point 2.1.60. 
OJ L 370, 31.12.1983; Bull. EC 11-1983, point 2.1.59. 
OJ L 12, 14.1.1983; Bull. EC 12-1983, point 2.1.5!. 

9 OJ C 17, 14.1.1984; Bull. EC 12·1983, point 2.1.60. 



Excise duties 

2.1.56. On 10 April the Council extended 
once again, until 31 December 1985,10 the 
second stage of harmonization of excise du
ties which affect the consumption of manu· 
factored tobacco.ll 

2.1.57. On 13 April Parliament adopted 
resolutions on the taxation of wine and on 
the harmonization of taxation of alcoholic 
drinks. 12 

10 OJ l104, l"!'A.I984. 
II OJ C 348, 23.12.1983; Bull. EC 12-1983, point !.1.62. 
12 Point 2.4; OJ C 127, 14.5.1984. 
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2.1.66. At its May session the Economic 
and Social Committee endorsed the propo· 
sal for a twelfth Council Directive on the 
harmonization of the laws of the Member 
States relating to turnover taxes--common 
system of VAT: expenditure not eligible for 
deduction of VAT~ 

Tax·free allowances 

Fuel allowance 

2.1.67. On 21 May Parliament gave its 
opinion3 on two Commission proposals for 

Council Directives for the removal, from 1 
July, of all restrictions on the amount of 
{ud contained in the normal fuel tanks of 
commercial road vehicles which may be ad· 
mitted tax- and duty-free.4 It welcomed the 
fact that these two proposals had been pre
~ented at the same time and approved them 
without reservation. 

2 
Uj C 37, 10.2.1983; Bull. EC 12-1982, point 2.1.50; OJ f 56, 29.2.1984; Bull. EC l-1984, point 2.1.60. 
OJ C 172,2.7.1984. 

• OJ C 95, 6.4.198-l; Bull. EC 3·1984, poinr 2.1.58. 
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2.1.38. On 13 June Mr Tugendhat sent 
the Council a communication concerning 
the proposal for a 14th directive on the 
harmonization, of the laws of the Member 
States relating to turnover raxes,4 the aim 
of which is to introduce a deferred payment 
system under which VAT on imports would 
no longer be collected by the customs auth
orities but would simply be declared in the 
importer's periodic VAT return to the tax 
authorities. In the communication, Mr Tu
gendhat suggested solutions to the two main 
obstacles to adoption of the proposal (the 
problems of fraud and budgetary loss) and 
once again underlined the importance of 
the directive in strengthening the internal 
market. 

.. OJ C 203, 6.8.1982; Bull. EC 6-1982, point 2.1.57. 
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2.1.82. On 23 July the Commission sent 
the Coun~il a proposal for a sixteenth VAT 
Directive designed to eliminate the double. 
taxation that still occurs when goods are 
acquired by individuals in one Member 
Sta.te and imported into another Member 
State. 5 This will be achieved through ar
rangements for refunding the residual VAT 
originally paid in the exporting Member 
State and taxing the goods in the importing 
Member State on the same basis. However, 
in 'Order to simplify as far as possible the 
procedures for intra-Community trade be
tween individuals, the Commission is pro
posing that the planned refund arrange
ments should apply only to goods of a value 
exceeding a specified limit (840 ECU at pre
sent) and wh1ch were last sold or imported 
with payment of VAT less than three years 

s oj C 216,22.8.1984; COM(84) 318 final. 

i 

I 
I 
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previously; where the most recent transac
tion dates back more than three years, only 
goods worth more than· 2 000 ECU would 
qualify for the refund and taxation arrange
ments. In essence, the procedure would 
therefore apply only to goods that retain 
considerable value throughout their life 
(cars, vessels, jewellery, etc.). In the case of 
goods which increased in value, no refund 
would be made in the exporting Member 
State, with only the increase in value being 
taxed in the importing Member State. 

2.1.83. In response to the Council Deci
sion of 30 June, 6 the Commission put for
ward on 17 July a proposal for a twentieth 
Directive 7 allowing a derogation from the 
sixth VAT Directive 8 whereby the Federal 
Republic of Germany would be authorized 
to grant, for the period from 1 July 1984 to 
31 December 1988, special aid to its farmers 
limited to 5% of their sales, using VAT as 
the instrument. 9 On 1 January 1989, the 
level of aid would be reduced to 3%. 

2.1.84. On .. 17 August the Comm·ission 
transmitted to the Council a proposal for a 
seventeenth Directive concerning ex-

' Oj l ISS, 12.7.1984; Bull. EC 6-1984, point 2.1.88. 
OJ C 214, 14.8.1984; COM(84) 391 final. 
OJ L 145, 13.6.19n. 

9 Point 2.1.117. 

emption from value-added tax on the tem
porary importation of goods other than 
means of transport. 1 The proposal has two 
main purposes. First, it introduces a VAT
exempt temporary importation system for 
goods coming from other Member States or 
from non-member countries which mirrors 
the Community temporary importation ar
rangements adopted by the Council at the 
end of 1982, 2 under which goods other 
than means of transport are exempt from 
import duties: Such parallelism is provided 
for in the sixth VAT Directive. 3 Second, 
the proposal lists a wide variety of goods 
(professional, medical and scientific equip
ment, commercial samples} that qualify for 
the exemption when moving within the 
Community. By thus reducing tax barriers 
to the free movement of goods temporarily 
imported from one Member State into 
another, the Commission is aiming to make 
it easier for individuals to exercise the free
dom to travel and provide services through
out the Community. The exemption would 
apply to all goods imported for a period of 
less than 24 months and which remained 
in the ownership of a person established 
outside the Member State of importation. 

2.1.85. The Community sent the Council 
on 8 August a communication 4 concerning 
a request for derogation from application 
of Article 27(1) to (4) of the sixth VAT 
Directive 3 submitted bv the Governments 

OJ C 244, 13.9.1984. 
OJ l376, 31.12.1982. 
OJ ll45, 13.6.19n. 
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of the Netherlands and the Federal Republic 
of Germany. The purpose of the derogation 
is to simplify the collection of VAT in re
spect of building and maintenance work in 
the harbour at Emdem. Since the Federal 
Republic of Germany will assume responsi
bility for the work, all the operations will 
be subject to German VAT alone. 

Tax-free allowances 

Tax reliefs for small consignments 

2.1.86. On 3 July the Commission, after 
receiving the opinions of ParliamentS and 
the Economic and Social Committee, 6 
transmitted to the Council an amendment 7 

to its proposal for a fourth Directive 8 

amending for the third time 9 the Di~ective 
of 19 December 197410 and introducing a 
multiannual programme of increases in the 
relief allowed on the importation of goods 
in small consignments of a non-commercial 
character within the Community. The 
Commission took up one of the amend
ments requested by Parliament, agreeing to 
delete the provision whereby consignments 
of newspapers, periodicals, brochures and 
books would qualify for relief if they were 
intended solely for the personal or family 
use of the recipient. 

Motor fuel 

2.1.87. On 4 July, 11 th~ Economic and So
cial Committee delivered a favourable opin
ion on two Commission proposals, 12 for 
Council Directives removing, from 1 July 
1984, all restrictions on the tax-fee admis
sion of fuel contained in the normal fuel 
tanks of commercial road vehicles. 

Tax-free allowances for travellers 

2.1.88. On 4 July13 the Economic and So
cial Committe endorsed the Commission's 
proposal to increase tax-free allowances for 
travellers from outside the Community14 

and the proposal for a Directive extending 
the derogation accorded to Ireland in re
spect of turnover tax and excise duty appli
cable in international traveJ.lS 

4 COM(84) 477 final. 
5 OJ C 121, 14.5.1984; Bull. EC 4-1984, point 2.1.53. 

OJ C 103, 16.4.1984; Bull. EC 2-1984, point 2.1.61. 
OJ C 189, 17.7.1984; COM(84) 372 final. 

1 OJ C 3, 6.1.1984; Bull. EC 12-1984, point 2.1.58. 
9 OJ l 366, 28.12.1978; Bull. EC 12-1978; Bull. EC 12-
1978, point 2.1.54; OJ L 338, 25.ll.1981; Bull. EC 11-1981, 
point 2.1.46. 
1o OJ l 354,30.12.1974. 
II OJ c 248, 17.9.1984. 
12 OJ C 95, 6.4.1984; Bull. EC 3-1984, point 2.1.58. 
u OJ C 248, 17.9.1984. 
14 Point 2.4.46; 0 J C 102, 14.4.1984; Bull. EC 3-1984, point 
2.1.59. 
15 OJ C i7, 14.1.1984; But. EC 12-1983, point 2.1.60. 
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of capital 

2.1.38. On 20 September the Commission 
sent the Council a proposal for a Directive 4 

amending the Council Directive of 17 July 
1969 concerning indirect taxes on the rais
ing of capital (capital duty). s 

The proposal allows Member States to ex
empt from capital duty or to charge at a 
single rate not exceeding 1% the trans
actions covered by the 1969 Directive and 
provides for mandatory exemption of trans
actions currently subject to the reduced rate. 
The proposal was drawn up with the aim 
of facilitating the contri~ution of risk capi
tal to firms and reducing their tax burden, 
thus helping to revive investment. 6 

Turnover taxes 

2.1.39. On 13 Se~tember Parliament ad
opted a resolution in which it noted the 
Council's failure to adopt the proposal for 
a 14th Directive on the deferred payment of 
value-added tax payable by firms subject to 
the tax in respect of goods imported from 
Member States. 8 

2.1.40. On 27 September the Economic 
and Social Committee gave its opinion 9 on 
the proposal for a 20th Council DirectiveiO 
allowing a derogation from the sixth VAT 
Directive11 whereby the Federal Republic 
of Germany would be authorized to grant, 

from 1 July 1984 to 31 December 1988, 
special aid to German farmers limited to 5% 
of their sales, using VAT as the instrument. 

Direct taxes 

2.1.41. On 11 September the Commission 
sent the Council a proposal for a Directive 
on the harmonization of the Ia ws of the 
Member States relating to tax arrangements 
for the carryover of losses of undertak-

OJ C 267, 6.10.198-4; COM(84) 403 final. 
OJ L 249, 3.10.1"9. 
BuU. EC 4-1983, points l.J.t to 1.3.5. 
Point 2.4.9; OJ C 274, 15.10.1984. 

1 OJ C 203, 6.8.1982; Bull. EC 6-1982, point 2.1.57. 
9 Point 2.4.21. 
:~ OJ C 214, 14.8.1984; Bull. EC 718-1984, point 2.1.83. 

OJ L 145, 13.6.J9n. 

- 176 -

ings. 12 This question forms part of the much 
wider issue of the rules on the determination 
of business profits, i.e. the tax base. 

As the Commission pointed out in its com
munication on tax and financial measures 
in favour of investment, 6 presented to the 
Council on 29 April 1983, favourable rules 
on the carry-back or carry-forward of losses 
could help to improve the tax environment 
for firms, thereby facilitating investment 
and increasing their competitiveness at 
world level. 

The proposal provides not only for the car
ry-forward of losses to subsequent financial 
years without any time limit, but also for 
the carry-back of losses to previous finan
cial years, with a two-year time limit apply
ing for budgetary reasons. This latter pro
vision, which will generally result in tax 
being refunded, will help to improve the 
financial position. of firms. Firms are more
over free to exclude exempted profits, pro
fits taxed at reduced rates or indeed distrib
uted profits from offsetting. 

' B~ll. EC 4-1983, points l.J.t to 1.3.5. 
u OJ C 253, 20.9.1984; COM(84) 404 final. 
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2.1.50. The Council decided to grant 
authorization, published on 5 October, 3 
for a derogation sought by the Governments 
of the Netherlands and the Federal Republic 
of Germany 4 from application of Article 
27 of the sixth VAT Directive. 5 The dero
gation, which is effective from 10 September 

1984, applies in the context of a draft agree
ment between the two Governments and 
makes all the construction and maintenance 
work in the harbour at Emden subject to 
German VAT alone. 

1 OJ L 264, 5.10.1984. 
4 Bull. EC 7/8-1984, point 2.1.85. 
1 OJ L 145, J3.6.19n. 

t 
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2.1.51. On 23 October the Council 
decided to authorize France to derogate 
from the application of Article 27(1) to (4) 
of the sixth VAT directive 5 in respect of 
automatic gaming machines. 6 The purpose 
of the derogation is to prevent tax evasion 
or avoidance in connection with such 
machines by introducing for a period of 
four years an arrangement whereby any 
deductible tax credits will not be refunded 
but set against tax due in subsequent tax 
periods. 

s OJ ll4S, 13.6.1977. 
6 OJ l28S, 30.10.1984. 
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2.1.47. On 21 November the Economic 
ans Social Committee delivered its opin
ion 1 on the proposal for a seventeenth 
Directive, concerning exemption from 
value-added tax on the temporary import
ation of goods other than means of trans
port. 2 

Tax-free allowances 

Tax-free allowances for travellers 

2.1.48. On 7 November the Commission, 
in order to take account of Parliament's 
opinion, 3 amended 4 its proposal fo~ a 
Directive prolonging the derogatton 
accorded to Ireland relating to the rules 
governing turnover tax and excise duty 
applicable in international travel. 5 The 
new version proposes an increase in the 
relationship. expressed in percentage terms, 
between the unit value limit and the overall 
exempti<:>n and states expressly that the 

derogation is to come to an end on 1 Jan
uary 1989. 

Point 2.4.30. 
OJ C 244, 13.9.1984; Bull. EC 7/8-1984, point 2.1.84. 

3 OJ C 127, 14.5.1984; Bull. EC 4-1984, point 2.l.S5. 
• OJ C 304, 15.11.1984; COM(84) 586 final. 
5 OJ C 17, 24.1.1984; Bull. EC 12-1983, point 2.1.60. 
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Direct taxes 

Income tax and non-resident 
employed persons 

2.1.49. On 12 November Mr Tugendhat 
reminded the Council of the imponance 

· which the Commission attached to its pro
posal for a Directive on more equitable tax 
arrangements for the incomes of persons 
working in one Member State and living in 
another. 6 He stressed that adoption of the 
proposal would contribute to the establish
ment of a people's Europe as called for by 
the European Council meeting at Fontaine-
bleau. 7 · 

Combating tax evasion and avoidance 

2.1.50. On 29 November the Commission 
sent the Council and parliament a com
munication on Community action to com
bat international tax evasion and avoid
ance, 8 the aim being to give a fresh impetus 
to such action at a time when the whole 
Community is facing an economic crisis 
with serious budgetary implications. 

The Commission advocates the following 
measures: finding ways, with the Member 
States, of making full use of the possibilities 
for administrative assistance afforded by 
existing Directives; extending assistance in 
the recovery of tax claims to include direct 
taxes; 9 and an early decision by the Council 
on certain proposals presented by the Com
mission. On the latter point, action is urged 
in particular on the request from the Nordic 

6 OJ C 21, 16.1.1980; Bull. EC 12-1979, point 2.1.58. 
.. Bull. EC 6-1984, points 1.1.1 to 1.1.9 (section 6); Bull. 
EC 9-1984, point 1.1.1 ~~ s~q. 
II COM(84) 603 final. 
9 OJ l 331, 27.12.1979; Bull. EC 12-1979, point 2.1.55. 

countries to particpate in Community 
mutual assistance procedures; 1 the rec
ommendation for a Decision authorizing 
the Commission to conduct negotiations on 
the multilateral Council of Europe conven
tion on administrative assistance in tax mat
ters; 2 and the proposal for an arbitration 
procedure for the elimination of double tax
ation in connection with the adjustment 
of transfers of profits between associated 
entreprises. 3 

Bull. EC 2-1980, point l. 1.31. 
Bull. EC 11-1983, point 2.1.58. 

1 OJ C 301, 1!.12.1976. 
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2.1.77. On 4 December the Council sent 
the Commission a proposal for an 18th 
Directive 9 

- providing for the removal in 
two stages (on 1 January 1986 and 1 January 
1988) of most of the derogations at present 
allowed, in particular those listed in 
Annexes E (transactions that are normaUy 
exempt but that may be taxed during the 

' OJ C 347, 29.12.198-4; COM(B-4) 649 final. 

transitional period} and F (transactions that 
are normally taxed bur that may be 
exempted during the transitional period) to 
rhe Directive of 17 May 1977 concerning 
the common system of value-added rax. 1 · 

2.1.78. On 5 December the Commission 
sent the Council a proposal for a 19th Direc
tive, 2 clarifying and amending a number of 
provisions of rhe Directive of 17 May 1977, 
notably the principle of territoriality as 
applied to certain transport operations, the 
expressions 'fixed establishment' and 
'forms of transport', and the definition of 
the taxable amount on importation. 

2.1.79. On 13 December Parliament 
endorsed 3 the proposal for a 17th Directive 
concerning exemption from value-added 
tax on the temporary importation of goods 
other than means of transport. 4 Observing 
that the same point in time must be taken 
for the purpose of establishing the value of 
the goods concerned and the rate of customs 
duties and of VAT to be applied, it regretted 
that this problem had not been resolved in 
the proposed Directive and urged that a 
solution be incorporated without delay into 
the proposal for a 19th VAT Directive. s 

1 OJ l 145, JJ.6.19n; Bull. EC S-19n, points 1.3.1 to 
1.3.4. 
2 OJ C 347, 29.12.1984; COM(8-4) 648 final. 
3 OJ C 12, 14.1.198$. 
4 OJ C 2~ ll.9.1934; Bull. EC 7/8-1984, point 2.1.84. 
J Point 2.1.78. 
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Capital duty 

2.1.13. On 17 January Parliament 
delivered its opinion on the proposal for 
a Directive 5 amending the Council Direc
tive of 17 July 1969 concerning indirect 
taxes on the raising of capital (capital 
duty). 6 It welcomed the proposal, which 
aims to abolish indirect taxes on the raising 
of capital and will help to bring about the 
free movement of capital in the Community, 
but considered that progress towards this 
goal was extremely slow and that, bearing 
in mind the stimulative effect which the 
abolition of capital duty would have, Mem
ber States should forgo this tax in the rela
tively near future. 

2.1.14. On 30 January the Economic and 
Social Committee too gave its opinion 7 

on the pr<rosal to amend the capital duty 
Directive. ~ 

Turnover Tax 

2.1.15. On 30 January the Economic and 
Social Committee delivered an opinion 7 on 
the proposal for a 16th VAT Directive to 
eliminate double taxation of goods acquired 
by individuals in one Member State and 
imported into another. 8 

Tax-free allowances 

2.1.16. On 17 January Parliament 
delivered its opinion on the proposal for 
an eighth Directive increasing tax-free 
allowances in international travel. 9 It con
sidered that the proposed gradual increases 
(to 85 ECU in 1988) in tax-free allowances 
for travellers coming from non-Community 
countries were roo low and too bureaucratic 
in execution. It therefore requested that the 
allowances should be increased, as from 1 
january 1985, to 150 ECU for travellers 

aged 15 or and to 50 ECU for travellers 
aged under 15. 

OJ C 46, 18.2.1985. 
OJ C 267, 6.10.1984; Bull. EC 9-1984, point 2.1.38. 

' OJ L 249, 3.10.1969. 
Point 2.4.34. 
OJ C 226, 28.8.1984; Bull. EC 7/8-1984, point 2.1.82. 

9 OJ C 102, 14.4.1984; Bull. EC 3-1984, point 2.1.59. 
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Direct taxes 

2.1.17. On 17 lanuary Parliament 
delivered its opinion on the proposal for 
a Directive on the harmonization of the 
laws of the Member States relating to tax 
arrangements for the carryover of losses of 
undertakings. 2 It approved the very liberal , 
approach of the Directive, which should 
allow ·companies to maximize reductions or 
refunds of tax, but asked the Commission 
to ensure that, when implemented, the sys
tem did not give rise to abuses or fraud. For 
this purpose, it requested that the conse
quences of the implementation of the Direc
tive should be covered by the Council Direc
tive of 19 December 19n on mutual assist
ance by the Member States in the field of 
direct taxation. 3 

1 ~ J C 46, 18.2.1985; the debate on the opinion is rqxmC'd 
at pomr 2.4.9. 
~ OJ C 253, 20.9.1984;Bull. EC 9-1984, point 2.1.41. 

OJ L 336, l7.tl.l9n; Bull. EC 12-19n, point 2.1.69. 
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and taxation 

Taxation 

Indirect taxes 

Turnover taxes 

2.1.41. On 1 March the Commission 
transmitted to the Council amendments 2 

.! OJ C 68, 15.3.1985; COM (85) 58 final. 

to its proposal for a 17th VAT Directive-
exemption from value-added tax on· the 
temporary importation of goods other thap 
means of transport 1 -to take account of 
two changes that Parliament had called 
for. 2 

The first amendment is designed to ensure 
that purely national firms are not disadvan
taged under the proposed arrangements 
compared with multinational companies 
while the aim of· the second amendmen: 
is to emphasize that, if the benefit of the 
arrangements is transferred to a second per
son, then that person .must fulfil all the 
obligations which were incumbent on the 
person to whom the benefit of the arrange
ments was originally granted. 

OJC 244, 13.9.198;4; Bull. EC718·1984, poim 2.1.84. 
OJ C 12, 14.1.1985; Bull. EC 12·1984, point 2.1.79. 
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Taxation 

Indirect taxes 

Tax-free allowances 

Tax .. free allowances for travellers 

2.1.45. On 1~ March the. Com~issi~n, 
taking account m part of Parliament s ?Pin
ion, 2 amended c3 its proposal for an e1gh~h 
Directive increasing tax-free allowances m 
international travel. 4 

The amendments are designed to increase 
the tax-free allowances for travellers com
ing &om outside the Community, raising 
them as soon as possible to 100 ECU for 
tra,·ellers over 15 and to SO ECU for travel
l~rs under 15. 

Direct taxes 

2.1.46. On 27 March the Economic and 
Social Committee delivered a favourable 
opinion (-+ point 2.4.20) on the pro~sal 
for a Council Directive on the harmontza
tion of the laws of the Member States relat
ing to tax arrangements for the carryover 
of losses of undertakings. 5 

OJ C -46, .18.1.1985; Bull. EC 1-1985, point 2.1.16. 
COM< IS) 82 final. 

• OJ C 102, 14.4.1984; Bull. EC 3·1914, point 2.1'.59. 
OJ C 2.SJ,l0.,.1914; 8ult. EC t-1984, poinr 2.1.41. 
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2.1.45. In accordance with Article 2 of 
the Directive of 19 December 1983, 1 the 
Commission transmitted to the Council and 
to Parliament on 10 and 12 April respect
ively a report 2 on the progress made by 
Creece in giving effect to the first and 
second Council Directives of 11 April1967 3 

and the sixth Council Directive of 17 May 

Oj L 360.13.12.1,83; Bull. EC 12·1983, point 2.1.54. 
COM(8S) 141 final. 

J 0' 71. 14.4. 1967. 
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19n 4 on the harmonization of the laws of 
the Member States relating to turnover 
taxes, and any other Directives, adopted 
or to be adopted, relating to the common 
system of value-added tax. 

2.1.46. On 19 April Parliament delivered 
its opinion 5 on the proposal for a twentieth 
Directive 6 allowing a derogation from the 
sixth VAT Directive 4 whereby the Federal 
Republic of Germany would be authorized 
to grant, for the peripd from 1 July 1984 to 
31 December 1988, special aid to its farmers 
limited to 5% of their sales - reduced to 
3% from !January 1989 - using VAT as 
the instrument. It called for the percentage 
of this aid to be fixed each year by the 
Council prior to each step in the disman
tling of monetary compensatory amounts 
- the aid not to be greater than the loss of 
income suffered by German farmers - on 
a proposal from the Commission and after 
it had been consulted. Parliament also 
argued that this aid mechanism should be 
fiscally neutral and should be the subject of 
an annual report covering in particular its 
effect on the Community's own resources. 
Finally, it proposed that the aid should not 
be granted beyond 31 December 1991. 

Excise duties 

2.1.47. On 24 April the Commission trans
mitted to the Council two proposals for 
Directives supplementing the 1972 pro-· 
posals for harmonizing taxes on alcoholic 
drinks. 7 The first lays down certain rules 
on indirect taxes affecting the consumption 
of alcoholic d,inks. 8 It provides for a single 
excise duty rate to be applied, by reference 
to volume, to still wine (non-sparkling 
wines} in Member States imposing an excise 
duty on that type of beverage. It also pro
vides that the ratio between the excise duty 
on wine and that on beer may not, for 
a given quantity, exceed the ratio of the 
alcoholic strength of the wine to that of 
beer in the most-sold category. Finally, it 
complements the rules governing excise 
duties with provisions conce_rning the appli
cation of VAT to alcoholic beverages. The 
second proposal concerns the harmoniza
tion of excise duties on fortified wine and 
similar products ('intermediate product
s'). 9 This group of products is therefore 
now dealt with in a separate proposal for a 
Directive, whereas the Commission's orig
inal 1972 proposal7 concerning excise duty 
on alcohol covered both spirits and inter
mediate products. The purpose of the pro
posal is to make it possible to establish 
neutral conditions of competition between 

" OJ L 145. 13.6.t9n. 
s OJ C 122, 20.5.1985. 
6 OJ C 214, 14.8.1984; Bull. EC 7/8·1984, point 2.1.83. 

OJ C 43, 29.4.1972. 
OJ C 114, 8.5.1985; COM(85) tSO final. 

9 OJ C 114, 8.S.l98S; COM(8S) 151 final. 



similar products that are competing with 
each other within one Member State and 
between producers from different Member 
States. It also provides that the total excise 
duty burden on intermediate products must 
be between 20% and 65% of the total excise 
duty burden on a spirits product with the 
same alcoholic strength as the intermediate 
product. 
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2.1.~6. Following the o~inion delivered by 
Parhament on 19 April, the Commission 
amended 2 on 3 Maj its proposal for a 
20th VAT Directive. The Commission's 
amendments concern the duration of the 
aid (which is to be limited to the period up 
to 31 December 1991) and provide for an 
annual report to be submitted on the meas
ures taken by the Federal Republic of Ger
many, covering in particular ~heir effect on 
the Community's own resources. 

! OJ C 122, 20.5.1985; Bull. EC 4-1985, point 2.1.46. 
- OJ C 131, 30.5.1985; COM(85) 209 final. 
3 OJ C 214, 14.8.1984; Bull. EC 718-1984, points 2.1.83 
Jnd 2.1.117. 

BULL. EC 6•1985 

Financial institutions 
and taxation 

Taxation 

Indirect taxes 

- 181 -

Capital duty 

2.1.54. On 10 June the Council amended 1 

~ts ~irective of 17 July 1969 2 concerning 
mdtre~t ~axes or:' . the raising of capital. 1" 
The atm ts to facthtate contributions of risk 
capital to businesses by reducing their tax 
cost. Such measures-in conjunction with 
other action taken to overcome the econ
o'!'ic crisi~-are prompted by the need to 
sttmulate mvestment. 

Turnover taxes 
I 

2.1.55. On 11 June the Council reached 
agreement on the proposal for a 20th VAT 
Directive, 4 designed to authorize the Fed
era! Republic of Germany, by way of dero
gation from the sixth Directive, s to use the 
VAT .mechanism to grant special aid to 
farmers to compensate for the dismantling 
of monetary compensatory amounts. The 
Council was able to approve the Directive 
after addition of the following statement 
proposed by the Commission, dealing with 
the latter's responsibilities in . relation to 
own resources: 'On the basis of information 
furnishe~ by the Federal Republic of Ger
many and after consulting the Advisory 
Committee on Own Resources, the Com
mission shall fix the definitive amount of 
VAT own resources relating to the oper
ations covered by this Directive for which 
the Federal Republic of Germany is liable. 
For this purpose, a special closing date 
appropriate to this procedure shall be 
adopted.' The substance of this agreement 
will be finalized only after a conciliation 
meeting with Parliament. 

I OJ L 156, 15.6.1985. 
2 OJ L 249, 3.10.1969; OJ L 303, 13.11.1974. 
3 OJ C 267, 6.10.1984; Bull. EC 9-1984, point 2.1.38. 

OJ C 214, 14.8.1984; Bull. EC 718-1984, point 2.1.83. 
OJ L 145, 13.6.1977. 

2.1.56. On 28 June the Commission sent 
the Cou~cil. a commu~ication 1 concerning 
the apphcatton of Arttcle 27(1) of the sixth 
Council Directive of 17 May 19n on value
a~ded tax 2 to a request for derogation sub
mitted by the United Kingdom. This dero
gation, which is limited to a period of two 
years, is .intended to prevent tax evasion by 
mtro~ucmg a system for the application of 
VAT m cases where the marketing structure 
of certain firms is based upon the sale of 
their products to unregistered retailers. 

The Council will be deemed to have taken 
a decision to this effect if, by the end of two 
months, neither the Commission nor any 
Member State has requested that the matter 
be raised by the Council. 

COM(85) 2lil final. 
OJ L 145, 13.6.1977. 



Tax exemption 

2.1.57. On 11 June the Council reached 
agreement on a compromise concerning 
four proposals for Directives dealing with 
tax exemptions (for travellers, 3 for small 
consignments 4 and for fuel 5 presented by 
the Commission in 1983 and 1984. 

Exemptions for travellers 

2.1.58. The personal exemption granted 
to adult travellers (sixth Directive) 3 in 

respect of articles purchased, after tax, will 
increase to 350 ECU from 1 October 1985, 
and the exemption for children under 15 
will go up to 90 ECU. Greece, Ireland and 
Denmark will enjoy derogations from these 
exemptions. 

These figures are to be reviewed every two 
years to prevent a drop in their real value 
as time goes on. 

The following quantitative exemptions will · 
apply from 1 October: 

still wine: 5 litres (equivalent to a standard
ized cardboard box of 6 bottles) (for 
Denmark: 4 litresH 

tea: 200 g; 

coffee: 1 000 g. 

2.1.59. Since the Commission considered 
that the Directive approved by the Council 
did not conform to the guidelines drawn up 
by the European Council, it sent the Council 
on 11 June a fresh proposal for a Directive 
on the sub)ect, dealing with ~he procedure 
for adapting the amounts of the exemp
tions. 6 

Exemptions for small consignments 

2.1.60. The Council also agreed that the 
tax exemption for small rostal consign
ments of a non-commercia character sent 
from one Member State to another (fourth 
Directive) 4 should be increased to 100 ECU 
from 1 October, with a derogation for Ire
land limiting the exemption to 75 ECU per 
item. These figures will be reviewed period
ically by the Council with a view to main
taining their real value. 

2.1.61. As regards small consignments of 
a non-commercial character sent from a 

J OJ C 11~ 28.4.1983; Bull. EC 4--1983, point 2.1.60; OJ 
C 81, 22.3.1984; Bull EC 2-1984. point 2.1.62. 
+ OJ C J. 6.1.1914; BuU. EC 12-1983, point 2.1.58; OJ 
C 189, 17.7.1984; Bull EC 7/8-1984, point 2.1.86 • 
.s OJ C 95. 6.4.1984; Bull EC J-1984. points 2.1.58 and 
2.1.162. 
' COM(&S) Jll fitnl. 

- 182 -

non-member country to one of rh~ Member 
States, the Commission sent the Council on 
20 June a proposal for a third Directive 1 · 

amending that of 19 December 1978. 2 This 
would set the amount of the VAT and excise 
exemption at the same level as the customs 
exemption contained in the proposal for a 
customs regulation. 3 

Exemptions for fuel 

2.1.62. As regards the two proposals for 
Directives concerning the exemption for 
fuel in the fuel tanks of coaches, 4 the Coun
cil agreed that the exemption limit should 
be raised to 600 litres from 1 October. The 
Council will decide before 1 July 1986, on 
a proposal from the Commission, on the 
increase in the maximum exemptions for 
fuel in the fuel tanks of lorries. 

Direct taxes 

2.1.63. On 25 June the Commission sent 
the Council amendments 5 to irs proposal 
for a Directive on the harmonization of the 
laws of the Member States relating to tax 
arrangements for the carryover · of losses 
of undertakings. 6 Taking into account the 
opinion delivered by Parliament on 17 Jan
uary, 7 the Commission proposes that the 
period for which losses may be set off 
should be extended from two to three years. 

It also proposes a new wording for Article 
2, to make it clearer that Member States 
remain free to apply their national rules in 
determining to what extent profits or losses 
of permanent establishments or subsidiaries 
in other countries should be taken into 
account. 

OJ C 167, 6.7.1985; COM(85) 305 final. 
OJ L 366, 28.12.1978. 

3 OJ C 324, 5.12.1984; Bull. EC 11·1984, point 2.1.35. 
• C 95, 6.4.1984; Bull. EC 3-1984, points 2.1.58 and 
2.1.162. 
s OJ C 170, 9.7.1985; COM(85) 319 final. 
' OJ C 253, 20.9.1984; Bull. EC 9-1984, point 2.1.41. 
- OJ C 46, 18.2.1985; Bull. EC 1-1985, point 2.t.t7. 
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2.1.73. On 16 July the Council adopted 5 
the seventeenth VAT Directive, concerning 

.s oj L t92. 24.7.1985. 



e~emption from value·added tax on the 
temporary importation of goods other than 
means of transport. 6 The Ditective applies 
to a wide range of goods that will in future 
qualify for exemption when imported for a 
maximum duration of 24 months provided 
they remain the property of a person estab· 
lished outside the territory of the .Member · 
State of importation. 

2.1.74. On 16 July the Council also 
adopted, 7 in accordance with the agree· 
ment reached in June, 8 the twentieth VAT 
Directive, 9 authorizing the Federal Repub· 
lie of Germany, by way of derogation from 
the sixth Directive, 10 to use the VAT mech· 
anism to grant special aid to farmers by 
way of compensation for the dismantling of 
monetary compensatory amounts. 

2.1.75. The Council decision 11 granting 
the United Kingdom a derogation under 
Article 27(1) of the sixth VAT Directive10 

was deemed to have been adopted12 on 13 
June since~ within two months of the other 
Member States being informed in April, . 
neither the Commission nor any 11ember 
State had requested that the matter be raised 
by the Council. The derogation is intended 
to prevent tax evasion under certain mar· 
keting arrangements. 

2.1.76. On 3 July the Economic and Social 
Committee delivered its opinion (--. point 
2.5.39) 13 on two proposals, the first for an 
eighteenth Directivef4 (on the abolition of 

' Oj C 244, 13.9.1984; Bull. EC 7/8-1984, point 2.1.84; 
OJ C 68, 15.2.1985; Bull. EC 2-1985, point 2.1.41. 
7 OJ L 192, 24.7.1985. 
I Bull. EC 6-1985, point 2.1.55. 
9 OJ C 214, 14.8.1984; Bull. EC 7/8-1984, poinu 2.1.83 
and 2.1.117; OJ C 131, 30.5.1985; Bull. EC 5-1985, point 
2.1.36. 
to OJ L 145, 13.6.19n; Bull. EC 5-19n, points 1.3.1 to 
1.3.4. 
II Bull. EC 6-1985, point 2.1.56. 
12 OJ L 199, 31.7.1985. 
IJ OJ C 218, 29.8.1985. 
1-4 OJ C 347, 29.12.1984; Bull. EC 12-1984, poim 2.1.n. 

certain derogations provided for in the 
Directive of 17 May 1977 concerning the 
common system of value-added tax 1 ) and 
the second for a nineteenth Directive 2 

(clarifying and amending certain provisions 
of the 1977 Directive). 

Tax exemption 

2.1.77. On 8 July the Council adopted 3 

four Directives dealing with tax exemptions 
(for travellers, for small consignments of a 
non-commercial character and for fuel) on 
which it had reached agreement in June. 4 

I OJ L 145, 13.6.19n; Bull. EC S-19n, points 1.3.1 to 
1.3.4. 
2 OJ C 347, 29.12.1984; Bull. EC 12-1984, point 2.1.78. 
l OJ L 183, 16.7.1985. • 
4 Bull. EC 6-1985, points 2.1.57 to 2.1.60. 
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Direct taxes 

Cooperation between firms 
from different Member States 

2.1.78. On 5 July the Commission sent 
to the Council a· communication on tax 
measures aimed at encouraging cooperation 
between firms from different Member 
States. 5 This amends the Commission's 
proposal of 16 January 1969 on the common 
tax arrangements apflicable to companies 
and subsidiaries o different Member 
States. 6 The Commission has thus taken 
account of the problem posed by the with· 
holding tax levied in the Federal Republic of 
Germany on dividends distributed to parent 
companies situated in other Member States. 

The following compromise arrange11,1ent 
has been proposed: 

• the German withholding tax should not 
exceed 10%; 

• the Member States which at present levy 
a withholding tax on dividend payments 
to companies situated in Germany wo~ld 
reduce it in .proportion to the reduction 
granted in their favour by Germany; the 
rate should not, however, exceed 5%. 

The Commission also proposes that a clause 
be inserted to deal with the situation that 
would result from a reduction of the present 
difference between the two rates of corpor
ation tax in Germany, and that the con· 

ditions be specified on which the derogation 
for Greece will apply. \ 

This new proposal is part of a comprehe~
sive scheme launched by Mr Tugendhat m 
January 1984 7 and accorded priority by the 
Council the following March. 8 

s COM(SS) 360 fin2l. 
6 OJ C 39, 2.3.1969. 

Bull. EC 2-1984, point 2.1.58. 
Bull. F.C 3-1984, point 2.1.56. 
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2.1.48. On 12 September Parliament 
passed a resolution (-:-+ point 2.5.11) 2 on 
certain legal problems relating to the con
sultation of Parliament on the garanting of 
VAT relief to German farmers to compen
sate for the dismantling <>f MCAs. 3 

Tax exemption 

2.1.49. Increased exemption from turn
O\'er tax and excise duty on imports in 
international travel will take effect on 1 
October; the Council decided to raise the 
exemptions in July, 4 in an effort to facili
tate travel inside the Community and give 
its citizens more tangible evidence of the 
common market's existence. 

Goods of a non-commercial character con
tained in the personal luggage of travellers 
arriving from other Member States may be 
imported into any Member State if they 
have been bought on the open market in a 
~1ember State and their value does not 
exceed 350 ECU. The authorities may 
reduce these allowances to 90 ECU in the 
case of travellers under 15 years old. In 
order to maintain their real value the level 
of these allowances will be reviewed every 
two years, starting on 31 October 1987, as 
will the derogations authorized. 

The quantitative allowances for certain 
products will be as follows: 

.: OJ C 262, Jai.J0.198S. 
J 0 J L 192, 24.7.198.S;Bull. EC 718-1985, point 2.1 .74. 
4 OJ L 183, 16.7.1985; Bull. EC 7/3-1985, point 2.1.77. 

Tobacco products: 

cigarenes 

11roducr 
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or cigarillos (cigars of a maximum weight of 3 grammes each) 

or cigars 
or smoking tobacco 

Alcohol or alcoholic beverages: 

There are no quantitative allowances for 
tobacco products or alcohol and alcoholic 
beverages for travellers under 17; there are 
no such allowances for coffee products 
either for travellers under 15. 

Denmark is authorized to apply certain 
limits to its own residents returning from a 
short stay abroad. Ireland is authorized to 
exclude from the exemption goods with a 
unit value of more than n ECU. 

Exemptimrs for small consignements 

2.1.50. On 25 September the Economic 
and Social Committee delivered an opinion 
(-+ point 2.5 127) on the proposal to 
amend I the Directive of 19 December 1978 
on imports of small consignments of goods 
of a non-commercial character from outside 
the Community. 2 

1 OJ C 167, 6.7.1985; Bull. EC 6-1985, point 2.1.61. 
z OJ L 366,28.12.1978. 

Volume or quanriry 

300 

150 

75 

400 g 

(i) distilled beverages and spirits of an alcoholic strength exceeding 22% vol; uncle-
natured ethyl alcohol of 80% vol and over a total of 1.5 I 
or distilled beverages and spirits, and aperitifs with a wine or alcohol base, tafia, 
sake or similar beverages of an alcoholic strength not exceeding 22% vol; sparkling 
\\'inet, fortified wines and a total of 

(ii) sriU wines a total of 

Perfumes and 

toilet waters 

Coff~ or 

coffee extracts and essences 

Tea or 

Tea exrracrs and essences 

3 I 

51 

75 g 

318 I 

1 ()()()g 

400 g 

200 g 

80 g 
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2.1.54. At its October session the Econ
omic ·and Social Committee gave its opinion 
on two proposals for directives (-+ point 
2.5.58). The first lays down certain rules on 
indirect taxes affecting the consumption of 
alcoholic drinks, and the second concerns 
the harmonization of excise duties on forti
fied wines and similar products. 2 

2 OJ C 114, 8.5.19Ss; Bull. EC 4-1985, point 2.1.47. 
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Standstill on VAT (1nd excise duties 

2.1.65. On 21 November the Commission 
transmitted to the Council a proposal for a 
Directive imposing a standstill on VAT and 
excise duties 2 as foreshadowed in its \X'hitc 
Paper on completing the internal market. 3 

In the case of VAT, the proposal prohibits 
~1cmber States from making any changes 
to the number and level of the rates they 
apply as at the date of the adoption of the 
Directive hut permits them to move towards 
the ultimate objective of approximated 
rates hy reducing the current Jiscrc:pancics 
between the number and level of the rates 
thev apply. With regard to the number of 
rates, those Member States which apply 
more than three rates will be able to reduce 
that number to three and those which apply 
a single rate will be able to increase that 
numher to two. lv1emher States will also be 
free to adjust their standard rates towards 
but not beyond the mid-point of the range 
of rates in force in the Community at the 
rime the proposal is adopted. A similar 
adjustment may be ma·de to reduced rates. 

In rhe case of excise duties, the proposal 
covers only those duties which are not to 

UJ C -~ U, 4.12.19S3; CO~t(S5) h06 fin.1l. 
Bull. FC 6·lqH5, pninr 1..1.1 et St'<f. 
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he harmonized :1nd which will therefore 
have to be abolished, except where they 
Jo not involve adjustments :lt frontiers. It 
prohibits Member State~ from introducing 
new excise duties of this kind and from 
increasing rates or extending the scope of 
those which :1lrc:1Jy exist. 

Turnover taxes 

2.1.66. On 7 November the Commission 
transmitted to the Council a report 4 in 
accordance with Article 12 of the eighth 

o~ COM(85)5S6 final. 

VAT Directive of 6 December 1979. 1 This 
report provides information on the oper
ation of the arrangements for refunding 
VAT to taxable persons in another Member 
State and sets out the improvements which 
Member States would like to see made to 
the system set up by the eighth Directive. 

2.1.67. At its November part-session 
Paliament gave its opinion 2 on the proposal 
for a third Directive amending that of 19 
December 1978 on small consignments of a 
non-commercial character sent from a non
member country to one of the Member 
States. 3 

1 OJ L 331, T.12.19';"9. 
OJ C 345, 3!.12.1 9S). 
UJ C to':". 6.-.1'185: Bull. EC t>-I<J85. p01m 2.1.61. 
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2.1.84. On 23 December the Commission 
adopted .·for transmission to the Council 
a proposal for a Directive on VAT rules 
applicable to the operation of a future cross
Channel fixed link. 3 

The proposal is intended to grant France 
and the United Kingdom a derogation from 
the normal rules of the Council Directive 

_l- COM(85) 858 final. 
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of 17 May 1977 on the common system of 
value-added tax: uniform basis of assess
ment 4 as regards the use of a future fixed 
link across the Channel and in particular 
for the exemption from VAT of the toll 
charges which will be levied together with 
the continuing right to deduct VAT paid on 
inputs. 

Tax exemption 

2.1.85. On 20 December the Council 
adopted a Directive 5 amending the Direc
tive of 19 December 1978 6 as regards small 
consignments of a non-commercial charac
ter sent from a non-member country to one 
of the Member States. 7 

Exc;:ise duties 

2.1.86. On 12 December the Commission 
sent the Council a proposal for a Directive 
extending the second stage of harmoniza
tion of the structures of excise duties on 
cigarettes. 8 The previous extension had 
been adopted on 10 April 1984. 9 

OJ l 145, U.6.19n. 
OJ L 372,31.12.1985. 

6 OJ L 366,28.12.1978. 
OJ C 167, 6.7.1985; Bull. EC 6-1985, pomt 2.1.61. 

s COM(85) 68.3 final. 
9 OJ L 104, 17.4.1984. 
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2.1.57. On 15 January the Commission 
sent the Council a proposal for a 21st VAT 
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Directive 1 authorizing Greece to extend, 
for the second time, 2 the 1 January 1984 
deadline laid down in the Act of Accession 
for introducing the common system of 
VAT; the new extension is from 31 
December 1985 to 31 December-1986. This 
proposal is in response to the request made 
by the Greek Government on 14 October 
1985, in the context of the programme of 
measures designed to improve the economic 
situation in Greece, that it be allowed an 
additional period of one year for the intro
duction of VAT .. l The new exemption is 
subject to certain conditions, one of them 
being that Greece pay its contribution to 
the 1986 Community budget on the basis of 
the VAT base specified in the preliminary 
draft budget. 

2.1.58. On 29 January the Economic and 
Social Commitee delivered a favourable 
opinion on the proposal (-+ point 2.4.30), 
expressing the hope that it was the last such 
proposal. 

2.1.59. On 14 January Parliament adopted 
an opinion 4 on the proposal for a 16th 
VAT Directive designed to eliminate the 
double taxation that still occurs when goods 
are acquired by individuals in one Member 
State and imported into another. 5 It · 
endorsed the general thrust but asked the 
Commission to explore ways of further sim
plifying the formalities and suggested 
amendments to that effect. 

Excise duties 

2.1.60. On 14 January Parliament deli
vered an opinion 6 on two proposals for 
Directives 7 to supplement the 1972 pro
posals for harmonizing taxes on alcoholic 
drinks. 8 Making it clear once again that in 

I COM(85) 821 final. 
0 J L 360, 23.12.1983; Bull. EC 12-1983, point 2.1.54. 

3 Bull. EC 11-1985, point 1.3.5. 
OJ C 36, 17.2.1986. 
OJ C 226, 28.8.1984; Bull. EC 7/8-1984, point 2.1.82. 

6 OJ C 36, 17.2.1986. 
7 OJ C 114, 8.5.1985; Bull. EC 4-1985, point 2.1.47. 
8 OJ C 43. 29.4.1973. 

its view excise duties on alcoholic drinks 
should be harmonized simultaneously, 9 it 
deplored that fact that the Commission had 
restricted the scope of its first proposal, 
concerning certain rules on indirect taxes 
on the consumption of those drinks, and 
considered that the standstill provisions 
should also apply to excise duty differen-

tials. As regards the second proposal, con
cerning the harmonization of excise duties 
on fortified wine and similar products, 
referred to as intermediate products, Parlia
ment asked that 'similar products' be 
defined to mean only quality liqueur wines 
specifically and exclusively of agricultural 
origin, and approved the exceptional 
arrangements introduced for 'vins doux 
naturels'. 

2.1.61. On 29 January the Economic and 
Social Committee gave its opinion on the 
proposal for a Directive extending the 
second stage of harmonization of the struc
tures of excise duties on cigarettes (-+ point 
2.4.29). 10 

9 OJ C 175, 15.7.1985; Bull. EC 6-1985, point 2.5.13. 
10 Bull. EC 12-1985, point 2.1.86. 
II OJ L 3SO, 27.12.1985; Bull. EC 12-1985, point 2.1.90. 

BULL. EC 2~1986-

BULL. EC 3-1986 

Financial institutions 
and taxation 

Taxation 

Indirect taxes 

198~ 



flihiovet ta1Ces 

2.1 ;7o. After receiving the opinions of Par
ll~iiieHt arid the Economic and Social Com
tftJttee, the Cotnrnission amended on 25 
MartH its proposal fbr. a .sixteenth Council 
Directive brl value added ta:k-a proposal 
tb elifuiriate the doubl~ taxation which con
tinues td burden goods acq\}ired by private 
iHdividthtls in on~ Merriber State and 
i h1p6rted into another (--+ point 2.1.90). 

i..i .7I. On 18 fvlarc;h the Commission, 
~cti~g untler. Artide 27(1) and (4) of t~~ 
Sixth .Cburt:c~l Directive of t7 May 1977 
·on v~h1~ ~dd·ed tax, 1 seilt the Council a 
ph)pd~~! fo~ a Dedsio~ authorizing the 
UrHt'ed Kihgdom to apply a ·sp·eciat m·easure 
in re·spect ~f rhe nbn-deductib1e VAT char
ged bn Fuel used 'in "Company ·cars, 2 by \Yay 
'of 'd'eroga(t·o~ from Articles 5'(6) and 17(6) 
of the sixth Diret:five. 

£xcis-e du'tie's 

2.1 .?i. On l4 M·a·rch Paflia·mein gave its 
'op11I\ion 3 'on the proposal for a Directive 
·extending th~ second stage of ·harmoniza
tion (of the St'r'Uctures of ·excise duties on 
dgareries. 4 This is the sikth extension, and 
Parli~ment ·endorsed it only on condition 
that the Com·mission ·would present by the 
eri'd of the year ne\v ·proposals for the third 
~a-ge of ll·arinoniza.'tion ·ta1drtg account of 
'the 10:eed~ fdr a tax structtlre that ·will fit 
1ln ·with the pr6grarritne for ·achieving ·the 
·iiiiermil '·market, '·the :free inovem'eht of 
.goods a:.rrd ~rlfe:free setting df:prices of manu
:factu'red robacco. 

1 OJ L 145, t3.6.'tm; BulL EC 5-19n,-poinrs 1.3.1 to 
1.3.4. ,- . . 
1 ·cOM(86) 135 frnal. 
1 OJ c·ss, r4.'4U986. 
~ Bull. EC 12·1~5. phint 2.1.86. 

:·Fi nancitll ·i"rt~ttttittons 
:~hd ::t-a)(atfon 

Tli'xation 

' rnairec{ taxes 

-2:1':62. :(Jn 22 'May 'the Economic and 
'SoCial 'Co'mhnitiee ::endorsed (-+ point 
· 2.'4~1:2) -ilie -proposal for . a .. Dir·ective 
hnpositfu ·'a ·st'ahdstiH ·bn 'VAT 'and ·excise 
·duries. 5 

5 Oj C.JU, 4.1L1985; Bull. EC 11·1985, poinr 2.1.65. 
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T urnovcr taxes 

2.1.63. On 29 May the Commission pre
sented to the Council and Parliament a 
report6 on the operation, in 1984, of .the 
mechanism introduced b.f' the twentteth 
Directive ()f 16 July 1985 authorizing the 
Federal Republic ·of Germany to use, by 
way of derogation from the sixth Dir~c
tive, 8 VAT as an instrument for grantmg 
special aiJ to farmers to compensate for the 
dismantlement of monetary compensatory 
amouhts. While recognizing that it is cur
rently impossible to compare the compen
sation provided in this way with the actual 
losses incurred :ls a result of the revaluation 
of the German mark's 'green rate', the Com
mission concludes that the German legis
lation is consistent with the terms of the 
20th Directive. The Commission also 
reports that it has no reason to believe 
that the smooth operation of agricultural 
markets has been disrupted by the aid. 

2.1.64. On 16 May Parliament delivered 
its opinion 9 on the proposal for a 21st 
Directive10 authorizing Greece to defer for 
the second time 11 - until31 December 1986 
instead of 31 December 1985- the deadline 
laid down by the Act of Accession for the 
introduction of the common system of VAT 
(1 January 1984). Taking note of the diffi
culties pointed out by the Greek Minister 
for National Economy in October 1985, t2 

Parliament approved the proposal, subject 
to ·the Commission cooperating with the 
Greek Government in monitoring Greece's 
-detailed programme for introducing VAT 
on 1 January ·1987 and to Greece honouring 
its commitment to pay its financial contri
bution for 1986 on the basis of the VAT 
base specified in the preliminary draft 
budget. It also recommended that this defer
ment be the last to be granted. 

·2.1.65. On 21 May the Economic and 
Social Committee delivered a favourable 
·opinion (-+ point 2.4.23) on a proposal for 
a :·Directive concerning VAT rules appli
cable to 'the operation of a future cross
·Channel 'fixed link.u 

., 11 COM(M6)260 final. 
7 OJ L 192, 24.7.1986; Bull. EC 7/8-1985, point 2.1.74. 
H OJ L 145, 1J.6.t977; Bull. F.C 5-1977, points 1.3.1 to 
1 . .3.4. 
9 OJ C 148, 16.6.1986. 
to OJ C 356, 31.12. 1985; Bull. EC 1-1986, point 2.1.57. 
II First deferment: OJ L 360, 2.1.12.1983; Bull. EC 12-1983, 
point 2.1 .. H. ' 
ll Bull. EC to- 1985, point 2.1.2; Bull. EC I 1-1985, point 
1.3.5. 
n OJ C 358, 31.12.1985; Bull. EC ll-1985, point 2.1.84. 
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2:1:101. On 16 June the Council 
adopted, 2 on a proposal from the Com
mission, 3 a 21st VAT Directive-authoriz
ing Greece to extend, for the second time, 4 

the January· 1984 deadline laid down in 
the Act of Accession for introducing the 
common system of VAT; the new extension 
is from 31 December 1985 to 31 December 
1986. 

Excise duties 

2.1.102. Also on 16 June the Council 
adopted, 2 on a proposal from the Com
mission, 5 a Directive extending once again 
the second stage of harmonization of the 
structures of excise duties on cigarettes. 6 

OJ l 164, 20.6.1986. 
3 OJ C 356, 31.12.1985; Bull. EC 1-1986, point 2.1.57. 

OJ l360, 23.12.1983; Bull. EC 12-1983, point 2.1.54. 
OJ C 349, 31.1L1985; Bull. EC 12-1985, point 2.1.86. 

6 OJ L 104, 17.4.1984. 

BULL. EC 7/8 •1986 

Financial institutions 
and taxation 

Taxation 

Indirect taxes 

Turnover taxes 

Special scheme for small 
and medium-sized businesses 

2.1.89. In july the Commission adopted 
for transmission to the Counc_~l a proposal 

for a Directive on the harmonization of the 
laws of the Member States to ensure greater 
convergence of systems of value-added 
tax; 3 the proposal sets new exemption 
limits and simplifies procedures for charg
ing and collecting VAT from small firms. 
~he proposal therefore amends Article 24 of 

3 COM(86) 444 final. 
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the sixth VAT Directive of 17 May 1977,4 
which concerns special schemes for small 
businesses. 

Under the proposed new exemption limits, 
Member States would be free to exempt 
firms with an annual turnover of less than 
35 000 ECU, and would be obliged to 
exempt firms with a turnover of less than 
10 000 ECU. The proposed simplified VAT 
procedures for small firms mainly involve 
flat-rate percentages for charging and col
lecting VAT, applicable to all firms, what
ever their size, with an annual turnover of 
less than 150 000 ECU. The objective is to 
relieve such businesses of excessive adminis
trative costs by simplified accounting. 

:rhe proposal is in line with the Com
mission's priority objectives: internal mar
ket 5 and renewed growth, 6 the latter fol
lowing on from the former, which assign 
a special role to small businesses as the 
optimum expression of the spirit of enter
prise and individual effort. In this context, 
and in accordance with instructions from 
the European Council, 7 the Commission is 
launching a series of initiatives intended to 
create an administrative and legal environ
ment more propitious to the establishment 
and development of small businesses. 

.. 

2.1.90. On 21 July the Council authorized 
the United Kingdom under the tenth VAT 

OJ L 145, 13.6.1977. 
Bull. EC 6-1985, point 1.3.1 ~~ s~q. 

6 OJ L 3n, 31.11.1985; Bull. EC 10-198.5, point 1.3.1 ~~ 
seq. 

7 Bull. EC 3-1985, point 1.2.3; Bull. EC 11-1985, point 
1.1.1 (Conclusions of the Presidency on the economic 
and social situation); Bull. EC 6-1986, point 1.1.4. 

Directive 1 to apply flat-rate measures in 
respect of the non-deductible value-added 
tax charged on fuel expenditure in company 
cars. 2 

Tax exemption 

Duty-free admission of fuel 

2.1.91. On 10 July the Commission sent 
the Council two proposals for Directives: 3 

(i) the first amends for the second time 4 
the Directive of 28 March 1983 (83/181/ 
EEC) 5 determining the scope of Article 
14(1)(d)_ of the sixth Directive 6 as regards 
exemption from VAT on the final import
ation of certain goods; 

OJ L 208, 3.8.1984. 
OJ L 212, 1.8.1986. ! OJ L l83, 22.7.1986; COM(86) 383 final 
OJ L 183, 16.7.1985; Bull. EC 7/8-1985 ~oint 11 n 

6
s OJ L 105, 23.4.1983; Bull. EC 3-1983 p'oinr 2 1·.-s· • 

OJ l145, 13.6.19n. ' . ,..,. · 



(ii) the second amends the Directive ot 
19 Juiy 1968 (68/297(~EC) 7 on t~e stan
darditation of prov1s1ons rega.rdm~ the 
duty-fr~e admission of. fuel contame~ m the 
fuel tartks of comtnerc1al motor vehtdes. 

The purpose of the. two propos~ls is to 
increase from 200 htres to 600 lttres the 
duty-free allowance for fuel contained in the 
standard fuel tanks of commercial motor 
vehicles used for goods transport and travel
ling inside the Community. In July ·~985 the 
Council had already approyed an mcrease 
in the allowance for fuel m the tanks of 
commercial vehicles transporting passen
gers (i.e. coaches) 8 and had undertaken to 
ihctease the allowance for goods transport 
vehicles in 1986. 

OJ l17S, 23.7.1~8. 
OJ lt83, 16.7.1985; Bull. EC 6-1985, point 2.1.62. 
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2.1.59. On 17 September the Economic 
and Social Coinmittee delivered its opinion 
on two proposals for Directives, J the first 
a:mending for the second time 4 the Direc
'tive of 28 March 1983 (83/181/EEC) 5 

derermining the scope of Artide 14(1)(d) of 
the Sixti~ . Dlreerive as regards ex~rnption 
frotn VAT on the final impor·tation of cer
'rsitt goods, and :rhe seconti amending the 
;Di.r«tive of 19 July 1968 (68/297/EEC) on 
··rhe -stand_ardizarion <>f provisions regarding 
the duty-free admission of fuel c011tained in 
tht: fud ranks of commercial motor 
vehicles 7 (-+ point 2.4.32). 

l ··oj C nn, 22.7.1986; 'Bull. EC 7/S-19'86, point 2.1.91. 
" OJ L fKl, 't6.7.19'K~; Bull. F.C 7/H-I'JKS, point .!.1.77. 
~ O.JI IUS,·:B.4.l"tX.l; Bull. EC .l-1910, poinc 2.1AS. 
" {)J L 14~S. l.l.td~77; Bull. EC 5-1977, l'oitm U.l. to 

13>4. . 

OJ L 175, 23.7:1%1!. 
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2.1.78. On 9 October Parliament deliv
ered an opinion 5 on the Commission's pro
posal to the Council for a Directive 

~ OJ C 2H.1, 10. I l.I~H6. 

imposing a standstill on VAT and exctse 
duties. 1 

With a view to the achievement of the objec
tive of a single market through the establish
ment of an area without internal frontiers, 
Parliament calls on the Commission to give 
priority to the formulation and implemen- . 
ration of measures for harmonizing VAT 
and excise duty rates. It points out that 
harmonization will have to take place in 
accordance with an ordered programme of 
successive stages that takes into account the 
financial, economic and social conse
quences for each Member State. The Com
mission is requested to provide information 
on the consequences of the different ways 
of calculating VAT rates. 

Tax allowances 

Duty-free admission of fuel 

2.1.79. On 10 October Parliament deliv
ered an opinion 2 on two proposals for 
Directives, 3 one amending the Directive of 
28 March 1983 (83/181/EEC) 4 determining 
the scope of Article 14( 1) (d) of the sixth 
VAT Directives as regards exemption from 
VAT on the final importation of certain 
goods, and the other amending the Directive 
of 19 July 1968 on the standardization of 
provisions regarding the duty-free admis
sion of fuel contained in the fuel tanks of 
commercial motor vehicles. 6 

1 OJ C .HJ, 4.12.19HS; 1\ull. EC 11-IIJH.S, pomt .?..LnS. 
0 J C 2HJ, 10.11.1986. 

l OJ C liB, 22.7.1986; Bull. F.C 7/K-1986, potnt 2.1.91. 
OJ L 105, 2~.4.19H.l. 
OJ L 145, IJ.6.1977. 

b OJ L 175, 2.3.7.1968. 



Parliament emphasizes that it is essential 
for all the fuel contained in the normal fuel 
tanks of commercial vehicles to he allowed 
in duty-free if checks and formalities at 
intra-Community frontiers are to be dispen
sed with and progress made towards the 
elimination of those frontiers and the unhin
dered flow of transfrontier goods transport. 
For this to be achieved, urgent action is 
required on harmonizing the VAT and 
excise duties charged on fuels without dis
torting competition or altering trade par
terns. 

- 1 91 -
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2.1.39. In the light of the opinion 6 deliv
ered by Parliament on 9 Octoher the Com
mission transmitted to the Council on 23 
January an amended proposal 7 for a Direc
tive imposing a standstill on VAT and 
excise duties. 8 The amendment taken up 
by the Commission is that those Member 
States which apply a single rate should be 
able to increase that number to two or 
three. 

Turnover taxes 

2.1.40. On 9 February the Commission 
transmitted to the Council a proposal 9 for 
a Directive amending for the third time the 
Directive of 28 March 198310 determining 
the scope of Article 14( 1 )(d) of the sixth 
VAT Directive 11 as regards exemption from 
value-added tax on the final importation of 
certain good);. · 

The proposal contains a number of .minor 
amendments to the 1983 Directive. It also 
incorporates, at Parliament's request, a 
number of amendments intended to facili
tate the importation into one Member State 
from another of goods of negligible value, 
printed advertising matter, mint postage 
stamps, official publications and election 
material. 

With regard to imports of goods of negli
gible value from one Member State into 
another, the Commission has also proposed 
that a mandatory exempti9n ~e applied to 
goods of a total value riot exceeding 22 
ECU. . 

Tax exemptions 

2.1.41. On 4 February the Commission 
sent the Council a proposal 12 for a Directive 
amending for the first time the Directive of 
28 March 1983 on tax exemptions within 
the Community for certain means. of trans-

" OJ C 283, 10.11.1986; Bull. EC 10-1986, point 2.1.78. 
OJ C 30, 7.2.1987; COM(87) 17 final. 

8 OJ C 313, 4.12.1985; Bull. EC 11-1985, point 2.1.65. 
9 COM(87) 21. 
10 OJ L 105, 23.4.1983; Bull. EC 3-1983, point 2.1.44. 
II OJ l 145, 13.6.1977. 
12 OJ C 40, 18.2.1987; COM(87) 14 final. 
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port temporarily imported into one Mem
ber State from another. 1 The proposal, 
which as called for by the ad hoc Committee 

. on a People's Europe, is designed to help 
compl-ete the internal market by facilitating 
the temporary importation of vehicles by 
nationals of Member States and the free 
movement of people within the Com
munity. It also extends the scope of the 
1983 Directive by providing for a number 
of situations in which the residents of a 
Member State are permitted to use vehicles 
temporarily imported from another Mem
ber State (rehire of private vehicles, exten
sion of the exemption to members (!)f the 
family resident in the Country of import
ation, company cars,· immobilization 
abroad an,d short-term hire). It also extends 
the exemption to a student's spouse and 
increases the period of temporary import
ation frorn 6 to 9 months in any 12 where 
profession'al ties exist in another Member 
State. 

1 0 J L 105, 23.4.!9HJ; Bull. EC 3-19!U, pomt 2. 1.43. 

Bull. EC 2-1987-

Bull. EC 3-1987 

Customs union 
and indirect taxation 

Indirect ·taxation 

Tax exemptions 

Allowances granted to travellers 

2.1.69. On 16 March, 13 the Council 
adopted, on a proposal from the Com
Itlission, 14 a Directive amending the Direc
tive of 28· May 1969,15 as regards a dero
gation granted to Denmark relating to the 
rules governing turnover tax and excise 
duty on imports in international travel. 

13 OJ l 78, 20.3.1987. 
14 Bull. EC 12-1986, pomt 2.1.135. 
15 OJ l t.B, 4.6.1969; OJ L 183, 16.7.198S. 
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2.1.54. On 11 April the Council authori
zc:d a derogation measure 8 requested by 
the United Kingdom, pursuant to the Sixth 

Council Directive of 17 May 1977 on value
added tax. 9 

The request concerned anti-avoidance 
measures to prevent taxable persons artifici
ally reducing the price of supplies or 
imports of goods or of supplies of services 
to totally or partially exempt persons, with 
whom they have certain family, legal or 
business ties, specified in national legis
lation. The free market value may be taken 
as the consideration for the transaction, 
irrespective of whether the latter is actually 
taxed or not, where otherwise there would 
be loss of tax. 

The Commission had informed the other 
Member States of the request in a letter 
dat~d 10 February 1987. As neither the 
Commission nor any Member · State 
requested that the matter be raised by the 
Council within two months of that date, 
the Council's decision was deemed to have

1 

been adopted on 11 April. 

2.1.55. On 6 April Parliament gave its 
Opinion on the proposals10 from the Com.
·mis·sion to the Council for an Eighteenth 
and a Nineteenth Directive on the harmon
ization of the laws of the Member States 
relating to turnover taxes. 

The proposal for an Eighteenth Directive 
conce-rned the removal of certain dero
@.a,tron~. pr~vide~ for in Article 28(3) of the 
C~u:ncd D1-recttve of 17 May 1977 on a 
co.m.mon sys-rem of VAT .11 

For irs part, Parliament thought that certain 
p.ro.posals for derogations should be 
amended to avoid distortions of compe
ti-tion between public and private enter-

8 oj L r.u. 215.1987. 

" OJ l HS, B.6.19n; 8uU. EC 5-19n, poinrs 1.3.1 to 
1.J.4. 

w OJ C J.25, 11.5.t987. 
11 

OJ C 347, 29.12.1984.; Bull. EC 12-1984, points 2.1.n 
ll"nd 2.1..'78. 

prises and to facilitate. the developm~nt of 
amateur sport in particular. It ~onsider~d 
that the transitional period provided for m 
the Sixth VAT Directive had expired on 1 
January 1983 and, consequently, iAvitcd the 
Commission to put forward a proposal for a 
Council Directive abolishing all transitional 
provisions from 1 January 19.90 (from 1 
January 1992 in the case of Spam and Port
ugal). 

P,arliament approved, subject to amend
ments, the proposal for a Ninctt:cnth Direc
tive which, like the Eighteenth, amends 
cert~in provisions of the Council Directive 
of 17 May 1977. 1 It stressed, however, that 
there was a need to adapt the latter to 
the computerization of transactions and to 
adopt the deferred payment arrangements 
(proposal for ~ ~ourteenth VA~ _Direc
tive). 2 It also mvited the Commisston to 
draw up proposals concerning _the approxi
'mation of VAT rates to make It possthle to 
introduce a clearing system, and invited the 
Council to adopt the proposal for a Seventh 
VAT Directive. 3 

Tax exemptions 

Tax exemptions applicable. 
to imports of personal goods 

2.1.56. On 14 April, the Economic and 
Social Committee adopted an Opinion on 
a proposal amending the Counci~ Directiv.e 
of 28 March 1983 on tax exemptions apph
cable to removals (-+ point 2.4.45). 4 

1 ·OJ L 145, 13.6.t9n; Bull. EC 5-t9n, points 1.3.1 to 
1.3.4. 
OJ C 203, 6.8.1982; Bull. EC 6-1982, point 2.1.57. 
OJ C 26, 1.2.1978; BulL EC 12-1977, pomt 2.1.65; OJ 
C 136, 31.5.1979; Bull. EC 5-1979, pomt 2.1.45. 

4 OJ C 5, 9.1.1987; Bull. EC 12-1986, point 2.1.162. 

Tax exemptions 

2.4.45. The Economic and Social Com
mittee delivered a unanimous Opinion on 
the proposal amending for the first time the 
Council's Directive of 28 March 1983 on 
tax exemptions applicable to permanent 
imports from a Member State of the per
sonal property of individuals. 1 The Com
mittee welcomed the Commission proposal, 
considering it to be a real contribution 
towards implementing freedom of move
ment for the Community's citizens. It sug-

1 OJ C 5, 9.1.1987; Bull. EC 12-1986, point 2.1.162. 



gests, however, that the allowances in 
respect of certain highly taxed goods which 
generally form part of removals should be 
considerably increased and that the period 
within which goods may by imported 
exempt of tax should be extended to two 
years. 

Financial institutions 
and company law 

Company law, company taxation 
and capital movements 

Taxation of transactions 
in securities 

2.1.70. On 14 April the Commission sent 
to the Council an amended proposal 4 for 
a Council Directive relating to indirect taxes 
on transactions in securities. 5 This pro
posal aims at abolishing indirect taxes on 
s·uch transactions and should be viewed 
from the standpoint of establishing a Euro
pean capital market. Since the amendments 
in question are substantial, the Commission 
considers that further consultation of Par
liament and the Economic and Social Com
mittee is necessary. The proposal Opinions 
were delivered in October 1976 6 on the 
o'riginal proposal. 5 

4 OJ C 115, 30.4.1987; COM(87) 139 fm.al. 
OJ C 133, 14.6.1976; Bull. EC 4-1976, point 2.1.15. 
OJ C 259, 4.1l.IIJ76; OJ C 297, 16.12.1976. 
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2.1.?6. On 13 ·May the Economic and 
SoCial Committee adopted an opinion on a 
pr_opo~al amending for the third time the 
Dtrectrve of 28 March 1983 determining the 
sc?pe ?f Article 14(1)(d) of the sixth VAT 
Dtrectlve as regards exemption from value~ 
a~ded tax on the final importation of cer
tam goods (-+ point 2.4.28). 8 

s OJ C 53, 28.2.19S7; Bull. EC 1-1987, point 2.1.40. 
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Tax exemptions 

2.1.67. On 13 May the Economic and 
Social Committee adopted an opinion on a 
proposal amending the Directive of 28 

March 1983 on tax exemptions within the 
Commun~ty f.or certain means of transport 
temporanly Imported into one Member 
State from another (-+ point 2.4.29) I 

l OJ C 40, IX.2..19~f"'; Bull. EC l-198i, pomt 2.1.41. 

Turnover tax 

2.4.28. The Committee unanimously 
approved the proposal for amending for the 
third time the Council Directive deter
mining the scope of Article 14(1) (d) of the 
sixth VAT Directive as regards exemption 
from value-added tax on the final import
ation of certain goods. 6 

Tax exemptions 

2.4.29. The Committee unanimously 
approved the proposal for amending the 
Council Directive on tax exemptions within 
the Community for certain means of trans
port temporarily imported into one Mem
ber State from another. 7 However, it was 
afraid that the new arrangements under 
Article 4 of the proposal might lead to abuse 
of the temporary import concessions In 
respect of company cars. 

6 B~ll. EC 1-1987, pomt 2.1.40. 
Bull. FC 1-IIJH-. roint 2.1.41. 
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2.1.68. On 25 June, m the li~ht of the 



opinion delivered by Parliament, 7 the 
Commission amended H its proposal for an 
lHth Council Directive on the harmon
ization of the laws of the Member States 
relating to turnover taxes, 9 which concern~~ 
the elimination of certain derogations pro
vided in Article 28(3) of the Council Direc
tive of 17 May 1977 on value-added tax. 10 

2.1.69. On 4 June the Commission sent 
the Council a communication 11 on the 
application of Article 27 of the sixth 
Council Directive of 17 May 197710 to a 
re.quest for a derogation made by the United 
.Kingdom Government. 

The United Kingdom request concerns a 
two-year extension of the derogation 12 
granted on 13 June 1985 authorizing the 
application, for the purpose of combating 
tax a voidance, of a special system for col
lecting value-added tax in ~ases where the 
marketing structure of certain firms is based 
on the sale of their products to unregistered 
resellers. 

Since neither the Commission nor a Mem
ber State had requested that the matter be 
raised within the time laid down in Article 
27(4), the Council Decision was deemed to 
have been adopted on 25 May.B 

s OJ C l!B, 11.7.1987; COM(87) 272 final. 
9 OJ C 347, 29.12.1984; B~ll. EC 12-1984, point 2.1.77. 
10 OJ L 145, 13.6.1977; Bull. EC 6-1977, points 1.3.1 to 

1.3.4. 
11 COM(87) 247 final. 
u OJ L 199, 31.7.1985; Bull. EC 6-1985, point 2.1.56. 
u OJ L 188, 8.7.1987. 

2.1.70. On 30 June the Commission sent 
the Council and Parliament a report 1 on 
the operation, ·in 1985, of the .mec~ani~m 
introduced by the 20th Counc1l D1recuve 
of 16 July 1985 2 authorizing the Federal 
Republic of Germany to use, by way of 
derogation from the sixth ~irectiv7, 3 '!AT 
as. an instrument for grantmg special aid to 
far:mers to compensate for the dismantling 
of monetary compensatory amounts. 

Tht: Commission emphasized that both its 
own cakulations and those of the German 
authorities showed that the special aid pro
vided slight overcompensation for the losses 
incurred by German farmers as a result of 
the revaluation of the German mark's 'green 
rate'. However, it recognized that German 
legislation was consistent with the terms of 
the 20th Directive and indicated that it 
had no reason to believe that the smooth 
operation of agricultural markets was dis
rupted by the aid. 

1 
COM(87) 292 final. Previous rcpon: Bull. EC 5-1986, 
point 2.1.63. 

2 
OJ L 192, 24.7.1985; Bull. EC 718-1985, point 2.1.74. 

3 
OJ L 145, 13.6.1977; Bull. EC 6-1977, points 1.3.1 to 
1.3.4. 
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2.1.71. During_ its June part-session
4 
Parlia

ment expressed ats general approval of the 
proposals for amending Article 27 of t~e 
Council Directive of 17 May 1977 3 m 
respect of the special scheme applicable to 
small and medium-sized businesses. 

However, Parliament wished to see the per
iod during which Member States may apply 
an exemption to small and medium-sized 
businesses whose turnover is between 
10 000 and 35 .000 ECU restricted to the first 
three years following the entry into force of 
the new Directive . 

3 OJ L 145, 13.6.1977; Bull. EC 6-1977, points 1.3.1 to 
1.3.4. 

4 OJ C 190, 20.7.1987. 
s OJ C 272, 28.10.1986; Bull. EC 7/8-1986, point 2.1.89. 
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Bull. F.C 718-1987 

2. Commission plan for eliminating tax 
frontiers within the Community 

1.2.1. On 7 August the Commission sent 
to the Council and to Parliament a com
munication containing a package of pro
posals for doing away with tax controls at 
the Community's internal frontiers so as to 
complete the single Community market by 
1992 1 (--+ point 2.1.86). The proposals 
were drawn up in response to a request 
from the Council 2 and fit into the strategy 
mapped out in the White Paper on com
pleting the internal market 3 approved bX 
the Milan European Council in June 1985. 
According to the White Paper, completing 
the internal market involves dismantling 
barriers of all kinds, notably tax barriers, 
and hence a major drive to bring systems 
of indirect taxation closer into line. The 
Single Act, which entered into force on 1 
July, 5 _reaffirms this objective and lays 
down .. as a legal obligation the creation of 
··an area·· without internal frontiers in which 
·the free movement of goods, persons and 
capital is ensured'. 

With a view to eliminating tax frontiers 
while, at the same time, causing as little 
disruption as possible to national policies 
on indirect taxation, the Commission has 
based itself on the following principle: 
approximation-to the extent necessary to 
do away with frontier controls--of the 
structure of indirect taxation in Member 
States in order to eliminate distortions of 
competition or trade. 

Taken together, the measures proposed by 
the Commission constitute a plan for 
approximating the structures and rates of 
consumption taxes that is built around the 
genera-l practice in Member States. 

1.2.2. As regards VAT, the Commission 
is proposing adoption of a two-rate system 
(a standard rate and a reduced rate). To 
allow Member States a maximum margin 
of manoeuvre, a 14 to 20% band will be 
introduced for the standard rate and a 4 to 
9% band for the reduced rate, which will 
apply to certain basic necessities. 

The plan also involves amendments to the 
sixth VAT Directive that are needed to 

COM(87) 320 final to 328 fmal. 
Bull. EC 6-1986, poinr 2.1.9. 

·
1 Bull. EC 6-1985, point 1.3.7. 
4 Bull. EC 6-1985, point 1.2.5. 
1 Bull. EC 6-l9!C', pomt 2.4.5. 

ensure that VAT chargeable in intra-Com
munity trade is paid in the same way as 
on the domestic market. As regards intra
Community trade, the removal of tax fron
tiers spells the end for the present system, 
under which goods are exempt from tax on 
exportation and attract tax on importation. 

The Commission is also proposing a clear
ing mechanism to ensure that, once frontier 
controls have been removed, Member States 
will continue to receive the revenue to 
which they are entitled, with tax collected 
on export sales in one Member State being 
passed on the Member State in which the 
supplies are finally consumed. In essence, it 
involves a central account through which 
Member· States will draw or pay money 
periodically according to whether they are 
net i~porters or exporters in the Com
munity. Member States will calculate the 
amount to be paid into or drawn from the 
central account on the basis of the infor
mation contained in taxable persons' VAT 
returns. 

1.2.3. The problems relating to excise 
duties are more complicated than those in 
the VAT field since not only rates but also 
structures differ widely between Member 
States. Any substantial degree of flexibility 
that might be allowed in respect of authori
zed excise duty rates will have to be exam
ined in the light of the permissible margin 
for VAT rates. This is because VAT is cal
culated on the price of goods inclusive of 
excise duties. Consequently, the Com
mission has proposed that, as a general rule~ 
any margin of flexibility in approximating 
rates should be reserved for VAT rates since 
these have the widest coverage and hence 
the largest impact on Member States' 
budgets. 

In determining excise duty rates, the Com
mission's general approach has been to 
secure some measure of equity between 
Member States and to cause minimum dis
ruption in each sector. The method adopted 
has varied according to the particular cir
cumstances or characteristics of each sector 
but has, generally speaking, been based on 
a Community average. This approach can, 
of course, be given tangible expression only 
if common excise duty rates are applied to 
a harmonized structure in the Community. 



Proposals for Directives on the harmon
ization of the structure of excise duties have 
been before the Council since 1912 and 
rapid progress on them is what is needed 
now. 

1.2'.4. A timetable is also planned whereby 
the Community rates for VAT and excise 
duties would take effect not later than 31 
December 1992. Member States will need 
to take the necessary steps in the intervening 
period to move towards those rates while 
retaining their full freedom of manoeuvre. 

In addition, the Commission is putting for
ward a convergence proposal covering both 
VAT rates and the main excise duty rates 
that aims to ensure that Member States 
not only do not diverge from the overall 
objective between now and 1992 but actu
ally move closer towards it. Once adopted, 
this proposal would be the first step by 
Member States towards fulfilling their legal 
obligations in respect of the tax aspects of 
the internal market. It replaces the now 
obsolete 'standstill' proposal currently 
before the Council. 1 By the same token, 
the Commission is withdrawing its proposal 
for a 14th Directive on deferred payment of 
VAT payable on importation. 2 

The Commission is aware of the social and 
budgetary problems to which its proposals 
might give rise in some Member States and 
has, therefore, stressed that it would be 
prepared to envisage, at the request of any 
Member State concerned, appropriate sol
utions, e.g. in the form of temporary dero
gations not prejudicial to the main objec
tive. 

1.2.5. When presenting these proposals to 
the press, Lord Cockfield, Commission 
Vice-President with special responsibility 
for the internal market, stated that this plan 
would contribute to attainment of the Com
mission's fundamental objective, namely 
revitalizing the Community economy. He 
made the point that the most immediate 
benefits of the measures proposed would 
accrue to industry and commerce, which 
would be able to take account of the Com
munity dimension in their marketing stra
tegies and would not be faced with the 
extra costs associated with administrative 
formalities and with the time spent in trans
porting goods. For their part, individuals in 
the Community would be able to travel 
around easily without having to worry 

1 OJ C 313, 4.12.1985; Bull. EC 11-1985, point 2.1.65; OJ 
C 30, 7.2..1987; Bull. EC 1-1987, point 2.1.39. 

2 0 J C 203, 6.8.1982; Bull. EC 6-1982, point 2.1.57. 
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about whether they had exceeded their 
duty-free allowances, which are still in 
force, or whether they could drive their cars 
in a particular Member State. · 

* 

The Commission is convinced that its pro
posals will contribute to the integration and 
growth of the Community economy and 
will satisfy as far as possible the legitimate 
concern of Member States that their econ
omic and tax systems should not be unduly 
disrupted. 

Customs union 
and indirect taxation 

Indirect taxes 

2.1.86. On 7 August the Commission pre
sented to the Council and to Parliament a 
communication accompanied by a set of 
proposals for Directives aimed at removing 
intra-Community tax frontiers (-+ point 
1.2.1 et seq.). The proposals are concerned 
with: 

(i) supplementing the common system of 
value-added tax and amending the Directive 
of 17 May 1977 9 - Approximation of 
VAT rates; 10 

(ii) supplementing the common system of 
value-added tax and amending the Directive 
of 17 May 1977 9 -Removal of tax fron
tiers; 11 

(iii) instituting a process of convergence of 
rates of value-added tax and excise duties; 12 

(iv) harmonizing taxes on cigarettes; 13 

(v) harmonizing taxes on manufactured 
tobacco other than cigarettes; 14 

(vi) approximating the rates of excise duty 
on mineral oils; 15 

(vii) approximating the rates of excise 
duty on alcoholic beverages and on the alco
hol contained in other products.16 

Also included was a draft proposal on the 
introduction of a VAT clearing mechanism 
for intra-Community sales.17 

9 OJ L 145, 13.6.1977. 
10 OJ C 250, 18.9.1987; COM(87) 321 final. 
11 OJ C 252, 22.9.1987; COM(87) 322 final. 
ll OJ C 2.50, 18.9.19H7; COM(87) 324 final. 
n OJ C 251, 19.9.1987; COM(87) 325 final. 
14 OJ C 251, 19.9.1987; COM(87) 326 final. 
H OJ C 262, 1.10.1987; COM(87) 327 final. 
I& OJ C 250, 18.9.1987; COM(87) 328 final. 
1"' COM(!Pl .lB final. 
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Turnover taxes 

2.1.87. On 6 July the Commission 
amended IH its proposal for a 19th Council 

Ill COM(87) 315 fi.nal. 

Directive 1 on the harmonization of the 
laws of the Member States relating to turn
over taxes, amending the Directive of 17 
May 1977 2 - Common system of value
added tax. The Commission took account 
of a number of amendments requested by 
Parliament and the Economic and Social 
Committee in the opinions they delivered 
in April1987 3 and July 1985 4 respectively. 

2.1.88. On 23 July the Council decided 5 

to respond favourably to a United Kingdom 
request for a derogation from Article 17 of 
the Directive of 17 May 1977.2 

The UK is authorized until 30 September 
1990 to allow an optional, simplified system 
of VAT payments for enterprises with an 
annual turnover of less than 340 000 ECU. 
Under that system the enterprises concerned 
cannot deduct input tax until it has been 
paid to the supplier. Before 30 September 
1990 the Council is to determine, on the 
basis of a report by the Commission on the 
application of the authorization, whether it 
will be extended. 

The Council agreed that this decision would 
not prejudice the work under way on the 
22nd VAT Directive instituting a simplified 
common value-added tax scheme for small 
and medium-sized businesses. 6 

1 OJ C 347, 29.12.1984; Bull. EC 12-1984, poinr 2.1.78. 
OJ L 145, t3.6.19n. 

J OJ C 125, 11.5.1987; Bull. EC 4-1987, point 2.1.55. 
"' OJ C 218, 29.&.1985; Bull. EC 7/8-1985, point 2.1.76. 
~ OJ L 21.3, 4.8.1987. 
" OJ C 272, l1U0.19M&; Bull. EC 7/8-1986, point 2.1.89. 

Bull. EC 9-1987 

Customs union 
and indirect taxation 

Indirect taxation 

2.1.66. The Commission informed the 
Council on 18 September of its decision to 
withdraw its proposals for a Directive on 
the harmonization of the Ia ws of the Mem
ber States relating to turnover taxes--defer
red payment of the tax payable on import
ation bv taxable persons (14th YAT Dire~-

tive) 3 and for a Directive imposmg a stand
still on VAT and excise duties. 4 

The two proposals had been rendered 
superfluous by the package of proposals 5 

drawn up in connection with the White 
Paper and transmitted to the Council on 7 
August. 

·1 oj C 201, 5.8.1982; Bull. EC 6-1982, point 2.1.57. 
4 OJ C 313, 4.12.1985; Bull. EC 11-1985, point 2.1.65; 

OJ C 30, 7.2.1987; Bull. EC 1-1987, point 2.1.39. 
S Bull. EC 7/8-1987, point 1.2.1 et seq. 

Financial institutions 
and company law 

Company law, company taxation 
and capital movements 

Taxes on transactions 
in securities 

2.1.74. In September the Economic and 
Social Committee adopted an opinion on 
an amended proposal for a Directive 5 relat
ing to indirect taxes on transactions in secu
rities (---. point 2.4.33). 

~ OJ C 115, 30.4.1987; Bull. EC 4-1987, point 2.1.70. 

Taxation of securities transactions 

2.4.33. By a large majority, with two votes 
against and two abstentions, the Committee 
adopted an opinion on the amended pro
posals for a Directive. relating to indirect 
taxes on transactions in securities. It con
sidered that adoption of the Directive would 
further the integration of the securities mar
ket, promote the unification of the Com
munity's Fapital markets and encourage 
business investment, with consequential 
benefits for the competitiveness of the Euro
pean economy and job creation. It urged 
the Commission to continue its work for 
the achievement of these objectives and to 
devote particular attention to the elimin
ation of the remaining obstacles, particu
larly those: of a financial nature. 

5 OJ C 115, 30.4.1987; Bull. EC 4-1987, point 2.1.70. 
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Bull. EC 10-1987 

Customs union 
and indirect taxation 

Indirect taxation 

Turnover taxes 

2.1.58. On · 27 October Parliament 
adopted an opinion 1 on the proposal for a 
Directive 2 to amend for the third time the 
Directive of 28 March 1983 3 determining 
the scope of Article 14(1)(d) of the six'th 
VAT Directive 4 as regards exemption from 
VAT on the final importation of certain 
goods. 

Tax exemptions 

2.1.59. On 27 October Parliament 
adopted an opinion 1 on the proposal for a 
Directive 5 to amend the Directive of 28 
March 1983 on tax exemptions applicable 
to permanent imports from a Member State 
of the personal property of individuals. 3 

2.1.60. On the same day Parliament 
adopted an opinion 1 on the proposal for a 
Directive 6 to amend the Directive of 28 
March 1983 on tax exemptions within the 
Community for certain means of transport 
temporarily imported into one Member 
State from another. 3 

I OJ c 318, 30.11.1987. 
OJ C 53, 28.2.1987; Jiull. EC 1-1987, point 2.1.40. 

l OJ L 105, 23.4.1983; BUll. EC 3-19K3, point 2.1.44. 
~ OJ L I·H, U.b.1977. 
.~ OJ C 5, 9.1.1987; Bull. EC 12-1986, point 2.1.162. 
6 OJ C 40, 18.2.1987; Bull. EC 1-1987, point 2.1.41. 

Financial institutions · 
and company law 

Company law. company taxation 
and capital movements 

Taxation of transactions 
in securities 

2.1.72. On 27 October Parliament 
adopted an opinion 4 endorsing th~ Co~
mission's amended proposal for a Directive 
relating to indirect taxes on tr:1nsactions in 
securities, 5 and askinJ?; to be informed of 

" ojcJtS.JO.t1.t987. 
5 OJ C LB. 14.6.19-:'b; OJ C 115, .30.4.1987; Bull. EC 4-

t9S-:', point 2.1.70. 

anv further ch:1nges that the Commission 
might make. Parliament called on the 
Council too to keep it informed and to 
institute a fresh consultation procedure if 
the Council proposed to make subst:lntial 
changes. 

Bull. EC 11-1987 

Customs union 
and indirect taxation 

Indirect taxation 

2.1.88. On 16 November the Council had 
a preliminary exchange of views on the 
Commission's communication and pro
posals for Directives on the elimination of 
tax frontiers. 6 

Turnover taxes 

2.1.89. On 16 November the Council con
tinued its examination of the proposal for 
an 18th Directive on the harmonization of 
the laws of the Member States relating to 
turnover taxes, 7 which concerns the elimin
ation of certain derogations provided in 
Article 28(3) of the sixth VAT Directive of 
17 May 1977. 8 

2.1.90. To take account of the changes 
suggested by Parliament in the ?P!nion it 
delivered on 18 June, 9 the Comm1ss1on sent 
to the Council on 4 November a number 
of amendments 10 to the proposal1 1 for a 
Directive amending the sixth VAT Directive 
of 17 May 1977 8 in respect of the special 
scheme for small businesses. The amr:nd
ments increase the upper limit on turnover 
from 150 000 ECU to 200 000 ECU, offer 
small businesses the possibility of choosing 
a tax period of less than one year and enable 

taxable persons eligible for the simplified 
scheme to opt for the normal VAT scheme. 

6 Bull. EC 718-1987, point 1 .2.1 ~~ s~q. 
7 OJ C 183, 11.7.1987; Bull. EC 6-1987, point 2.1.68; 

OJ C 347, 29-.12.1984; Bull. EC 12-1984, point 2.1.77. 
H OJ l 145, 13.6.1977; Bull. EC 6-1977, points 1.3.1 to 

1.3.4. 
" OJ C 190, 20.7.1987; Bull. EC 6-1987, point 2.1.71. 
10 OJ C 310, 20.11.1987. 
II OJ C 272, 2!1.10.1986; Bull. EC 7'R-I986, point 2.1.89. 
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2.1.91. The Commission withdrew its 
proposal for a seventh Directive on the har
monization of the laws of the Memher 
States relating to turnovc.-r taxes -- t:ummon 
system of value-added tax to be applied to 
works of art, collectors' items, antiques and 
used goods. 1 

Discussions in the Council had led the Presi
dency to adopt a formulation for the Direc
tive which would have increased the differ
ences between Member States, would not 
have instituted a permanent system for tax
ation and would not have covered cross
border transactions. This would have 
deprived the proposal· of its original pur
pose. 

At its meeting on 16 November the Council 
took note of the withdrawal of the proposal 
and of the Commission's intention to put 
up a new proposal in the near future. 

I OJ c 26, 1.2.1978; OJ c 136, 31.5.1979. 

Bull EC 12-1987 

Customs union and indirect 
taxation 

Indirect taxation 

Tax exemptions 

2.1.93. On 29 December the Commission 
sent the Council a proposal for a Directive 6 

to amend for the ninth time the Directive 
of 28 May 1969 on the harmonization of 
provisions laid down by law relating .to 
exemption from turnover tax and exctse 
duty on imports in international travel, 7 

aimed at updating the reliefs to maintain 
(heir value in real terms. 

2.i.94. On 1 December the Commission 
sent the Council a proposal for a Directive 8 

to amend for the fifth time the Directive of 
19 December 1974 on the tax reliefs to be 
allowed on the importation. of goods in 

small consignments of a non-commercial 
character within the Community, 9 this also 
being aimed at updating the reliefs so as to 
maintain their value in real terms. 

COM(87) 570 final. 
OJ L 133, 4.6.1969. 
OJ C 5, 9.1.1988; COM(87) 583 final. 

9 OJ L 354,30.12.1974. 
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Bull EC 1-1988 

Customs union 
and indirect taxation 

Indirect taxation 

Turnover taxes 

2.1.34. On 15 January the Comn~.i~sior 
sent the Council a proposal for a Dectston . 
authorizing the Netherlands to apply u~tll 
31 December 1989 a measure derogatmg 
from Articles 2 and 17 of the sixth Council 
Directive of 17 May 1977 on the harmoniza
tion of the laws of the Member States relat
ing to turnover taxes. 2 The Dutch Govern
ment had asked for a derogation under 
Article 27(1) of the Directive on 2 October 
1987~ 

Tax reliefs 

2.1.35. On 28 January the Economic and 
Social Committee gave its opinion 
(~point 2.4.40) on the p~opo~al for a D~rec
tive 3 amending for the fifth ttme the Dt~ec
tive of 19 December 1974 on the tax reliefs 
to be allowed on the importation of goods 
in small consignments of a non-commercial 
character within the Community. 4 

1 COM(88) 14 final. 
OJ L 145, 13.6.1977. 

' OJ C 5, 9.1.1988; Bull. EC 12-1987, point 2.1.94. 
~ OJ L 354, 30.12.1974. 

Bull EC 2-1988 

Customs union 
and indirect taxation 

Indirect taxation 

Tax exemptions 

2.1.52. On 25 February the Econor.nic and 
Social Committee adopted an opinion 
endorsing the proposal to update t~e 
exemptions from turnover tax and exctse 
duty on imports in international travel 6 

6 Bull. EC 12-1987, point 2.1.93. 

Bull EC 3-1988• 

Bull EC 4-1988 

Customs union and 
indirect taxation 

Indirect taxation 

Elimination of tax frontiers 

1988 

2.1.67. At an economic and financial 
affairs meeting on 18 April the Council 
heard a statement by the Chairman of the 
Economic Policy Committee introducing 
the Committee's report on the economic 
aspects of the approximation of indirect 
taxation in the Community 1 which the 
Council had asked for in November 1987. 2 

1 Bull. EC 7/8-1987, point 1.2.1 et seq. 
2 Bull. EC 11-1987, point 2.1.88. 

Bull EC 5-1988 

Customs union 
and indirect taxation 

Indirect taxation 

2.1.57. On 3 May the Commission sent 
the Council an amended text 13 to take 
account of opinion given by Parliament14 

on its proposal for a Directive15 amending 
for the third time the Directive of 28 March 
198316 determining the scope of Article 
14(1)(d) of the Sixth VAT Directive17 as 
regards exemption from value-added tax on 
the final importation of certain goods. 

2.1.58. On 30 May the Commission sent 
the Council amended texts 18 to take account 
of the opinions given by Parliament19 on its 
two proposals for Directives20•21 amending 

13 COM(88) 271 final. 
14 OJ C 318, 30.11.1987; Bull. EC 10-1987, point 2.1.58. 
IS OJ C 53, 28.2.1987; Bull. EC 1-1987, point 2.1.40. 
16 OJ L 105, 23.4.1983; Bull. EC 3-t9!B, point 2.1.44. 
t7 OJ L 145, 13.6.1977. 
18 COM{88) 297 final; OJ C 179, 8.7.1988; COM{88) 298 

final. 
19 OJ C 318, 30.11.1987; Bull. EC 10-1987, points 2.1.59 

and 2.1.60 . 
.zo OJ C 40, 18.2. 1987; Bull. EC 1-1987, point 2.1.41. 
21 0 J C 5, 9.1.1987; Bull. EC 12-1986, point 2.1.162. 



tht Oittcti~ nf 28 March 1983 on tax 
exemptions within the Cornmunity for cer· 
taifi temporarily imported means of trans· 
pon t artd the Directive of 28 March 1983 
on tax exemptions applkable to permanent 
imports from a Member Sta'te of the per
sMal property of individuals. l 

Customs un~on and 
indirect taxation 

-r~~x :eXttimptions 
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2.t.lp1. On 13 june, atti~ on a proposal 
.f:rom the COftl.rnissio·n, t"l the Council 

A ·0~ ·c 53,l8.-2.t;87; 'Bull. Et 1-'ria?, point 2.1.40; Bull. 
·EC S-l'987,.poi·nr 2..1.:57. 

-a~ed .a Directivt 1 a-mending that of 28 
-Marcn 1'983 2 detetmi·ni-Ag the scope of 
-Article 14(1).(4) of the birectiye of 17 May 
4~17 (Sixth V.A~i Directive) 3 as regards 
·e)C-emptiml ,from value-added tax on the 
:tftilill ·impottation of -certain goods. The 
-ex:emprion applies to imports either .from 
-ftE1n..:tnember c-ountries or from other Mem .. 
;:bttt Sta-tes. The ~mended ·version has been 
~lighea~on t~ ltegulation <>t 3 M.ay 4 which 
i~~ .f.eliN :fro-fh cust-oms duty for 
~~tts·~f~•m g~ :from -non-member 
~ttll'itis. 

'• ·-oJL Hl, if7 ;t,.-r~. 
_, ~.o] l105,·1:3:4.·1'983; Bull. ·Ec 3-'198.3, point 2.1.+t 

-• OJ L ~s. 13;6.-tm . 
. ,. Oj-ll23, 17.5.1988; BuJI.:EC 5-1988, point 2.1.54. 

Bull EC 7/8-1988 

Customs union 
and indirect taxation 

Indirect taxation 

Removal of tax front~rs 

2.1.49. At its July session the Economic 
and Social Committee adopted optmons 
concerning all the proposals for Directives 
designed to remove tax frontiers, 4 the 
respective aims of which are: 

(i) to supplement the common system of 
value-added tax and amend the Directive of 
17 May 1977 S with regard to the approxi
mation of VAT rates; 6 

(ii) to supplement the common- system of 
value-added tax and amend the Directive of 
17 May 1977 with regard to the removal of 
tax frontiers; 7 

(iii) to institute a process of convergence 
of rates of value-added tax and excise 
duties; 6 

(iv) to approximate taxes on cigarettes; 8 

(v) to approximate taxes on manufactured 
tobacco other than cigarettes; 8 

(vi) to approximate the rates of excise 
duty on mineral oils; 9 

{vii) to approximate the rates of excise 
duty on alcoholic beverages and on the alco
hol contained in other products; 6 

(viii) to set up a Community VAT clearing 
mechanism for intra-Community sales 
(-+ points 2.4.54 to 2.4.61). 

Turnover taxes 

2.1.50. On 19 July10 the Council adopted, 
on a proposal from the Commission, 11 a 
Decision authorizing the Netherlands to 
apply a measure derogating from Article 
21(1)(a) of the Sixth Council Directive of 
17 May 1977 on the harmonization of the 
laws of the Member States relating to turn
over taxes. 5 This proposal follows a 
request for a derogation submitted by the 
Dutch Government on 18 April under 
Article .27( 1) of the Sixth Directive. 

" Bull. EC -7/B-1987, pomt 1.2.1 et seq. 
s OJ L 145, 13.6.t9n. 
6 O]'C 250, 18."9.1987. 

· 
7 OJ C -252, 22.9.1987. 
s OJ C251, 19.9.1987. 
9

. OJ C 262, 1.10.1987. 
to COM(88) 398 final. 
II OJ ll69, 29.9.1988. 
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Tax reliefs 

2.1.51. On 7 July Parliament adopted an 
opinion (first 'reading) 12 on the proposal 
for a Directive amending for the ninth time 
the Directive of 28 May 19691.3 on the har
monization of provisions· laid down by law, 

12 oj c 235, 12.9.1988. 
13 OJ L 133, 4.6.1969. 

regulation or administrative action relating 
to exemption from turnover tax and excise 
duty on imports in international travel, 1 

proposing certain amendments of a techni
cal nature. 

2.1.52. Also on 7 July Parliament adopted 
a legislative resolution 2 embodying at the 
first reading its opinion endorsing the pro
posal for a Directive amending for the fifth 
time the Directive of 19 December 1974, 3 

on the tax reliefs to be allowed for the 
importation of goods in small consignments 
of a non-commercial character within the 
Community 4 • 

OJ C 102, 16.4.1988; Bull. EC 12-1987, point 2.1.93. 
OJ C 235, 12.9.1988. 

l 0 J L 354, 30.12.1974. 
4 OJ C 5, 9.1.1988; Bull. EC 12-1987, point 2.1.94. 

Indirect taxation 

2.4.54. By 112 votes to 8 with 11 absten
tions, the Committee adopted an opinion 
on the global Commission communication 
on completion of the internal market: 
approximation of indirect tax rates and har
monization of indirect tax structure. 8 

The Committee wholly endorsed the aim of 
doing away with tax controls at borders. It 
recalled that the internal market co,uld only 
be achieved by means of a global strategy 
involving the removal of technical, physical, 
fiscal and administrative barriers 

8 Bull. EC 718-1987, point 1.2.1 et seq. 

accompanied by the essential macro
economic policies. 

The Committee felt that the Commission 
should rec~>nsider whether it was necessary 
to approximate VAT rates applicable to 
goods and services, since these were not 
normall~ tr~ded by non-liable persons, and 
the application of different VAT rates did 
not lead to distortions of competition. 

2.4.55. By a large majority with eight 
votes against and three abstentions, the 
Commission adopted an opinion on the 
proposal for a Directive supplementing the 
common system of value-added tax 1 and 
amending the Directive of 17 May 
1977-Approximation of VAT rates. 2 

The Committee broadly endorsed the pro
posal to limit the number of VAT rates to 
two, while being conscious of the difficult
ies of putting this into practice (impact on 
prices and wages policy and on social pol
icy). It also felt that the proposed tax bands 
should be narrowed. 

2.4.56. By a large majority, with three 
votes against and nine abstentions, the 
Committee adopted an opinion on the pro
posal for a Directive supplementinf the 
common system of value-added tax and 
amending the Directive of 17 May 
1977-Removal of tax frontiers. 2 

As most of the amendments proposed by 
the Commission were the necessary conse
quence of the removal of tax frontiers, the 
Committee felt that a specific opinion on 
the subject would be superfluous. 

2.4.57. By a large majority, with two votes 
against and eight abstentions, the Commit
tee adopted an opinion on the completion 
of the internal market-Introduction of a 
VAT clearing mechanism for intra-Com
munity sales. 4 The Committee considered 
the proposed system to be a complex one, 
as it involved very extensive checks on the 
part of the various administrations and the 
establishment of a large Community depart
ment. 

In its view, the clearing mechanism (should 
it be finally adopted) could only operate 
successfully if certain problems were 
resolved, such as the calculation of compen
sation in the case of transactions involving 
more than two Member States or carried 
out through the intermedia~y of a non
member country. 

2.4.58. By a large majority, with four 
votes against and three abstentions, the 
Committee adopted an opinion on the pro
posal for a Directive instituting a process of 
convergence of rates of value-added tax and 
excise duties. 1 

The Committee stressed the link between 
this proposal and the proposals on the 
approximation of VAT rates (-+ point 

I OJ C 250, 'ts.9.!98-; Bull. EC- 8-1987, pomt 1.2.1 et 
seq. 
OJ L 14S, I ).o.J977. 

1 OJ C 252, 22.~.1~87; Bull. EC 7/M-1987, pomt I.Z..l t•t 
seq. 

4 Bull. EC7'8-1987, point 1.2.1 etseq. 



2.4.55) and on the removal of tax frontiers 
(-+ point 2.4.56). It questioned the wisdom 
of confining the proposal to prohibiting 
further divergence while allowing ~.:onver
gcnce towards the proposed rates for 1992. 
It would appear more advisable to require 
all the Member States to come into line 
gradually with the final objective. 

2.4.59. By a large majority, with two votes 
aaainst and no abstentions, the Committee 
adopted an opinion on two proposals for 
Directives on the approximation of taxes 
on cigarettes and on rhe approximation of 
taxes on manufactured tobacco other than 
cigarettes. 5 
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The Co·mmittee felt unable to deliver an 
informed opinion on the proposals, as they 
related solely to the structure and basic rates 
of excise duties on tobacco, and did not 
deal with other related problems such as 
rhe method for calculating the base and 
collecting duties, or the situation in the . 
tobacco industry in general and with regard 
to employment in particular. 

2.4.60. The Committee adopted nem. 
con .• with four abstentions, an opinion on 

.) OJ C 251, 19.9.198'1; 8ull. EC 7'8-1987, poanr 1.2.1 et 
St'q. 

the proposal for a Directive on approxi
mation of the rates of excise duty on mineral 
oils. 1 

The Committee endorsed the aims of the 
proposal, which was part of the overall plan 
tO complete the internal market. However, 
it made a number of criticisms concerning 
the implementing arrangements proposed 
by the Commission. The Committee felt 
that it would be more appropriate to 
approximate the taxation systems at the 
lowest possible level, bearing in mind the 
budgetary constraints on the Member 
States, rather than to adopt the upper limit. 

The Committee ·also called on the Com
mission to present an outline as soon as 
ptOS$ib.lc: of t~ method for repaying excise 
n!Vcnue to the Member States where con
sumption actually took place. It considered 
that a knowledge of this procedure was 
essential in order to be able to assess this 
proposal or any other proposal on the 
approximation of rates of excise duties. 

, 2.4.61. By 80 votes to 13 with 6 absten
tioos, the Committee adopted an opinion 
on th.e proposal for a Directive on the 
approximation of the rates of excise duty 
on -alcoholic beverages and on the alcohol 
contained in other products. 2 

The Committee approved the proposal in 
principle, as it was designed to avoid distor
tions of competition and obviate the need 
for horder <.:ontrols. However, it felt that 
the matter dcserveJ closer examination by 
the Commission, and that all the Member 
States should be specifically consulted. 

1 
OJ C 262, 1.10.1987; Bull. EC 718-1987, point 1.2.1 et 
seq. 

OJ C 250, 18.9.1987; Bull. EC 718-1987, point 1.2.1 et 
seq. 

Bull EC 9-1988• 

Bull EC 10-1988 

Customs union 
and indirect taxation 

Indirect taxation 

Tax reliefs 

2.1.50. On S October the Commission 
amended 6 to take account of Parliament's 
opinion 7 its proposal for a Directive 8 

amending for the ninth time Directive 69/ 
169/EEC of 28 May 1969 on the harmoniza
tion of provisions laid down by law, regu
lation or administrative action relating to 
exemption from turnover tax and excise 
duty on imports in international travel. 9 

2.1.51. On the same day the Commission 
amended 10 to take account of Parliament's 
opinion 11 its proposal for a Directive12 

amending for the fifth time Directive 74/ 
651/EEC on the tax reliefs to be allowed ot1 
the importation of goods in small consign
ments of a non-commercial character within 
the Community. 13 

li OJ C 272, 2 1.10.1988; COM(8X) S40 f1nal. 
0 I C 2.35, 12.1J.IWf8; Bull. EC 718- l'JHH, po111r 2.1.SJ. 
()J C 101, I6.4.19HH; Bull. EC 12-1987, pomt 2.1.~.3. 
OJ L 13.3, 4.6.1969. 

10 
OJ C 272, 21.10.1988; COM(88) 5]9 final. 

:~ OJ~ 2.l5, 12.9.1988; Bu_ll. EC 7/8-1987, point 2.1.52. 

1 
OJ L 5, 9.1.1988; Bull. f.C 12-1987, point 2.1.94. 

I OJ L 354,30.12.1974. 
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Bull EC 11-1988 • 

Bull EC 12-1988 

Custon1s union 
and indirect taxation 

Indirect taxation 

Turnover taxes 

2.1.95. On 21 December the Commission 
adopted, for transmittal to the Council, a 
proposal3 for a Directive to supplement 
the common system of value-added tax and 
amend Articles 32 and 28 .of Directive 77 I 
388/EEC of 17 May 1977 (sixth VAT Direc
tive) on the harmonization of the laws of the 
Member States relating to turnover taxes
Comm.on system of value-added tax: uni
form basis of assessment, 4 with regard to 
the arrangements applicable to second-hand 
goods, works of art, antiques and collectors' 
items. This is to replace the proposal 5 for · 
a seventh VAT Directive, which the Com
mission decided to withdraw in November 
1987. 6 It supplements the common VAT 
system, in accordance with the obligation 
imposed by Article 32 of the sixth Directive, 
for which it is substituted. 

2.1.96. On 23 December the Commission 
transmitted to the Council its second report 
on the application of the common VAT 
system. 7 The report, drawn up pursuant to 
Article 34 of the sixth Directive, 4 reviews 
what the Commi'ssion and the 1\tiember 
States arc doing to improve the operation 
of the system and iron out the difficulties 
of application crea.ted in particular by the 
rights and options still available under the 
Directive. The report ~1lso describes the 
principalDircctin:s proposnl or adopted on 
the hasis of the sixth Directive during the 
period in question. 

Tax reliefs 

2.1.97. On 21 December the Council 
adopted Directive 88/664/EEC 8 amending 
for the ninth time Directive 69/169/EEC 
of 28 May 1969 on the harmonization of 
provisions laid down by law, regulation or 
administrative action relating to exemption 
from turnover tax and excise duty on 
imports in international travel; 9 the new 
amendment adjusts the reliefs with effect 
from 1 ] uly 1989 so as to maintain their 
value in real terms. 
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2.1.98. On 7 December the Commission 
sent the Council a proposaP0 for a Directive 
further amcndinJ!, Directive 69/169/EEC'J 
a~ n~~ards travellers' allowances; the pur~ 
pose of the proposal is to extend, in modi·· 
ficd form, the derogation granted to Den~ 
mark. 11 

2.1.99. On 21 December the Council 
adopted Directive 88/663/EEC12 amending 
for the fifth time Directive 74/651/EEC of 
19 December 1974 on the tax reliefs to be 
allowed on the importation of goods in 
small consignments of a non-commercial 
character within the Community; 13 the new 
amendment adjusts the reliefs with effect 
from 1 July 1989 so as to maintain their 
vallue in real terms. 

COM(il8) 846 final. 
OJ L 14S, 13.6.1977. 

1 OJ C 26, 1.2.197H; OJ C !Jfi, 31.5.1979. 
" Bull. EC ll-llJX7, potnr 2.1.lJI. 
., U Hd(ilX) 799 tin,d. hr-,r report: Hull. FC 11-I'JX.\, po1111 

2.1.37. 

H ()J I. 3K2, \I.I2.1'JHH, Commi~'ton propm.d: OJ C IP2, 
1<,.4.1'))1K; Bull. IT 12-l 11il7, J'Ptnt l.I.'H; OJ <: Tl, 
21.10.1'>HH; Bnll. F<. lil-I 11HS, l"•lllll.I.~O. 

'1 o 1 1. 1 n. 4.(,.lw,<J. 
10 c<nt(XH) n1 fin.ll. 

II OJ I. 7H, 20 . .l.I<JX7; Bull. lT \-I'JH7, IHlllll l.l.h'J. 
I.! OJ L 3H2, \1.12.1 \IHH. l.ommt~'lllll propo,,d: OJ 1.. '· 

9.1.19SS; Bull. EC 12-l9H7, potnt 2.1.94; OJ C 2"'2, 
21.10.19HX; Bull. EC liJ-19HH, pmnt 2.1.SI. 

ll OJ L 154, ~0.12.1974. 
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BULL. E.C 1-1989 

Customs union and 
indirect taxation 

Indirect taxation 

Tax reliefs 

2.1.29. On 25 January the Economic and 
Social Committee endorsed the proposal 10 

to amend Directive 69/169/EEC of 28 May 
196911 in respect of a derogation for Den-

. mark from the arrangements relating to tax 
reliefs on imports in international travel. 10 

IO B~ll. EC 12-1988, point 2.1.98. 
II OJ L 133, 4.6.1969. 

BULL. E.C 2-1989 

2. Taxation of savings 

Liberalization of capital 
movements and taxation 

1.2.1. In accordance with Directive 88/ 
361/EEC of 24 June 1988 on the liberaliza
tion of capital movements, 1 on 8 February 
the Commission adopted for transmission 
to the Council two proposals for Direc
tives 2 due to come into effect on 1 July 
1990. The first is intended to align more 
closely the ways in which savings are taxed 
in the various Member States while the 
second will strengthen mutual assistance by 
the competent autorities of the Member 
States in the field of direct taxation. 

Reducing the risk of imbalances 

1.2.2. The aim of the proposed measures is 
to eliminate or reduce the risk of distortion, 
a voidance and evasion. Particularly in those 
Member States which have not yet abol
ished all exchange controls, there is a risk 
that the liberalization of capital movements 
will lead to greater tax evasion. From 1 July 
1990 Community residents will be free to 
transfer their savings into bank accounts in 
any other Member State without necessarily 
declaring the income to the tax authorities 
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1989 

of their Member State of residence. Since in 
a number of Member States there is no 
withholding tax on bank interest paid to 
non-residents, investments would tend to 
move towards those countries, so escaping 
all forms of taxation. Capital movements 
of that type, motivated only by tax consider
ations, would clearly run counter to the 
optimal allocation of resources which is the 
purpose of establishing a Community finan
cial area. 

Withholding tax on interest 

1.2.3. The first proposal for a Directive 
provides for all the Member States to intro
duce a withholding tax at a minimum rate 
of 15% on interest paid to Community 
residents. This would remove the incentive 
to invest in a Member State wich hac;l more 
favourable tax provisions than the inves
tor's country of residence while at the same 
time imposing a minimum level of taxation 
on income from capital. A withholding tax 
would not in any way be a novelty. Nine 
Member States already have one, although 
only three apply it to both residents and 
non-residents. 

OJ L 178, 8.7.1988; Bull. EC 6-1988, point 2.1.8. 
COM(89) 60 final. 



-210-

Great freedom for the Member States 

1.2.4. The proposal is not intended to 
bring about complete harmonization of the 
taxation of savings, wich is not necessary 
at the moment. It leaves the Member States 
very considerable room for manreuvre. 
Although, in general, the withholding tax 
constitutes simply an advance payment of 
income tax, with any overpayment being 
refunded, the Member States may, in the 
case of their own residents, regard it as 
being in full discharge of tax liability. They 
may also exempt certain types of interest, 
such as interest paid on small savings, which 
should be encouraged for economic and 
social reasons. Member States may exempt 
their own residents from withholding tax if 
they have a system of automatic declaration 
to the tax authorities of interest payments 
made by banks or if the recipient is not 
subject to income tax or profits tax. Mem
ber States may also choose not to levy the 
withholding tax on interest payments con
stituting industrial or commercial income 
on which full tax checks can be carried 
out. Member States have very considerable 
freedom as regards the rate of the tax, pro
vided this is not lower than 15%. They may 
apply a higher rate to their own residents 
and may levy different rates depending on 
the nature of the financial product, as some 
do already. 

The Commission deliberately set the rate of 
withholding tax at a low level both to 
reduce its impact on those Member States 
which either have no such tax at the 

moment or levy it only at a lower rate and 
to avoid the risk of flights of capital and a 
shift of financial. activities to non-member 
countries. 

Preserving the international role 
of Community financial centres 

1.2.5~ The Commission has paid particu
lar attention to the maintenance and devel
opement of the Community as an inter
national financial centre and accordingly 
has given the Member States the option to 
exempt from withholding tax both interest 
on Eurobonds and interest paid to residents 
of non-member countries. It also wishes 
to ensure that the tax does not increase the 
costs of Community firms, which have to 
retain their competitiveness on the world 
market. 

In order to limit the slight but real risk 
that introduction of a withholding tax could 
encourage Community residents to invest 
th~ir savings in non-member countries 
which do not impose such a tax, the Com
mission considers that the Community 

should open negotiations with its major 
trading partners in order to extend the scope 
of the system. 

Greater cooperation between 
tax authorities 

1.2.6. The second proposal for a Directive 
seeks to amend Council Directive 7717991 
EEC of 19 December 1977 concerning 
mutual assistance by tax authorities. 1 The 
aim is to facilitate the exchange of infor
mation between tax authorities where there 
are well-founded suspicions of tax evasion 
by removing all administrative barriers 
without, however, jeopardizing banking 
secrecy. 

Initial discussion in the Council 

1.2.7. The Council of Ministers held an 
initial policy discussion of these proposals 
at its economic and financial affairs meeting 
on 13 February. 

,. OJ L 336, 27.12.t9n. 

Customs union 
and indirect taxation 

Indirect taxation 

Tax reliefs 

2.1.52. On 17 February Parliament 
endorsed (first reading) 1 a proposal 2 

amending Directive 69/169/EEC of 28 May 
1969 3 as regards a derogation granted to 
the Kingdom of Denmark relating to the 
rules governing travellers' allowances on 
imports. 

OJ C 69, 20.3.1989. 
OJ C 26, 1.2.1989; Bull. EC 12-1988, point 2.1.98. 

3 OJ L 133, 4.6.1969. 



Financiaf institutions 
and company Jaw 

Company law, company taxation 
and capital movements 

Taxation of savings 

2.1.74. On 8 February the Commission 
adopted for transmission to the Council 
two proposals for Directives concerning tax 
measures in support of the liberalization of 
capital movements (--. point 1.2.1 et seq.). 

BULL. E.C 3-1989 

Taxation 

Indirect taxation 

Tax reliefs 

2.1.27. Acting on a proposal from the 
Commission, 5 on 13 March the Council 
adopted a Directive amending Directive 69/ 
169/EEC of 28 May 1969 6 as regards a 

derogation granted to Denmark relating to 
the. rules governing travellers' allow~nces 
on Imports. · 

5 OJ C 26, 1.2.1989; Bull. EC 12-1988, poinr 2.1.98. 
6 OJ L 133, 4.6.1969. 

BULL. E.C 4-1989 

Taxation 

Indirect taxation 

Turnover tax 

Sixth VAT Directive 
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2.J .42. On 3 April the Commission 
adopted, 4 for transmission to the Council, 
a proposal for a Decision authorizing the 
United Kingdom, pursuant to Article 27(1-
4) of Council Directive 77/388/EEC of 17 
May 1977 (Sixth VAT Directive), 5 to 
extend for 12 months a measure derogating 
from Article 21 of that Directive with regard 
to certain transfers of assets to groups of 
undertakings. 

COM(89) 158 final. 
OJ L 145, 13.6.1977. 

, 
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BULL. E.C 5-1989 

1. Approximation of indirect taxation 

1.1.1. On 17 May the Commission 
adopted for transmission to the Council a 
communication on completion of the inter
nal market and approximation of indirect 
taxes that proposes a number of new guide
lines for the approximation of VAT and 
excise duty rates. 1 

The new approach, which reaffirms the 
objectives set out in the Commission's 
initial proposals of 4 August 1987 (approxi
mation of rates, and removal of tax frontiers 
incompatible with a genuine single mar
ket), 2 is based on a three-pronged stragegy: 

(i) introduction of a transitional conver
gence phase {to run until the end of 1992) 
during which Member States would be 
given every encouragement to speed up the 
aproximation of VAT and excise duty rates, 
procedures would be simplified for traders 
(abolition of the transit advice note) and 
there would be a gradual and substantial 
increase in allowances for people travelling 
within the Community (from ECU 800 at 
the beginning of 1990 to ECU 1 600 at the 
beginning of 1992); 

(ii) as regards VAT, adoption of a mini
mum standard rate as an alternative to the 
proposed rate band; maintenance of the 

Taxation 

Indirect taxation 

Removal of tax frontiers 

2.1.46. On 17 May the Commission 
adopted for transmission to the Council a 
communication proposing a number of new 
guidelines for the approximation of VAT 
and excise duty rates ( ~ point 1.1.1 et seq.). 

proposal for a reduced-rate band of 4 to 
9%; introduction of the possibility for those· 
Member States which so desired to retain 
zero-rating for a very small number of prod
ucts, subject to certain conditions; introduc
tion of 'special arrangements for certain 
clearly defined commercial transactions 
(mail-order sales; sales of cars; sales to insti
tutional non-taxable persons or to exempt 
taxable persons; arrangements for suspend
ing VAT on intra-Community sales between 
associated enterprises); as for the revenue 
accruing to Member States, replacement of 
the central clearing fund initially envisaged 
by a simplified mechanism for refunding 
surplus VAT balances calculated on the 
basis of intra-Community trade statistics; 

(iii) amendments to the proposals relating 
to excise duties in order to take account of 
the widely differing levels of taxation in 
Member States and of the need to protect 
health (alcohol and tobac~o) and to pro
mote energy savings and environmental 
protection (petroleum products). 

COM(89) 260 final. 
OJ C 250, 18.9.1987; OJ C 251, 19.9.1987; OJ C 252, 
22.9.1987; OJ C 262, 1.10.1987; Bull. EC 7/8-1987, point 
1.2.1 etseq. 

Turnover taxes 

2.1.47. On 16 May the Commission 
adopted for transmission to the Council a 
proposal for a Decision 1 authorizing the 
United Kingdom to apply for an indefinite 
period a measure derogating from Article 
11(A)(l)(a) of Council Directive 77/388/ 
EEC of 17 May 1977 (Sixth VAT Direc
tive). 2 This derogation had previously been 
authorized for two successive two-year per
iods, on 13 June 1985 3 and 25 May 1987.4 
Its purpose is to counter tax avoidance in 
connection with certain marketing struc
tures based on the sale of goods through 
persons not registered for VAT purposes 
by taxing supplies to such persons on the 
basis of the open-market value as deter
mined at the retail stage. 

I COM(89) 240 final. 
2 OJ L 145, 13.6.1977. 
3 OJ L 199, 31.7.1985; Bull. EC 6-198S, point 2. 1. S6. 
4 OJ L 188, 8.7.1987. 



BULL. E.C 6-1989 

1 . European Council 

Madrid, 26 and 27 June 

Taxation 

1.1.5. The European Council was concerned at 
the delay in finding a solution to the problem of 
the taxation of savings and stressed the need to 
ensure that the liberalization of capital movements 
did not facilitate tax fraud. The European Council 
asked the Council to increase its efforts to find a 
satisfactory solution to the problems of taxation 
of savings in order to reach an agreement before 
1 July 1990. 

The European Council welcomed the fact that 
detailed discussions had now begun in the field of 
the approximation of indirect taxation on the basis 
of the new :tpproachcs proposed by the Com
mission 4 and taking account of the Menibcr 
States' suggestions, and that a procedure for the 
continuation of those discussions had been laid 
down. The European Council emphasized the need 
to reach agreement on the broad lines of a solution 
in this area before the end of the year, having 
regard to all the problems involved, in order to 
ensure that the internal market came into oper
ation on schedule. 

4 Bull. EC 5-1989, p~int 1.1.1. 

Taxation 

~.1.38. .The European Council, meeting 
m Madnd, emphasized the need to reach 
agreement swiftly on the taxation of savings 
and the approximation of indirect taxation 
( ~ point 1.1.5). 

Indirect taxation 

Turnover tax 

2.1.39. On 19 June the Council approved 
in substance the proposal for an 18th VAT 
Directive, 2 under which a number of tem
porary derogations from the Sixth Council 
Directive of 17 May 1977 on VAT (77/388/ 
EEC) 3 will be abolished as from 1 January 
1990, 1991, 1992 and 1993 respectively. 

2.1.40. On 20 June the Commission 
endorsed for transmission to the Council 
a ~ropos~l for a Decision authorizing the 
Umted' Kmgdom under Article 27 of the 
?ixth VAT Directive (77 /388/EEC) 3 to 
mtr.oduce a measure derogating from 
Arttcle 11 of that Directive in respect of 
building land. Under the measure, the 
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United -Kingdom intends to tax industrial 
and commercial buildings and the land on 
which they arc sited on the basis of their 
open market value at the point in time when 
actual use comm6nces. 

2.1.41. On 21 June the Economic and 
Social Committee endorsed the proposal for 
a Directive supplementing the common 
arrangements of VAT as regards special 

arrangements for second-hand goods, 
~orks of art, antiques and collector's 
items. 4 However, the Committee drew 
attention to certain undesirable side-effects 
which may result from the proposed tax
ation arrangements in certain cases 
although it acknowledged that those side
effects were of marginal importance and 
inevitable. 

1 Bull. EC 10-1987, point 2.3.10; Bull. EC 12-1988, point 
2.3.18; Bull. EC 3-1989, point 2.5.11 :1nd 2.5.12; Bull. 
EC 5-1989, point 2.5.9. 

2 OJ C 347, 29.12.1984; Bull. EC 12-1984, point 2.1.77; 
OJ C 183, 11.7.1987; Bull. EC 6-1987, point 2.1.68. 

3 OJ L 145, 13.6.1977. 
4 OJ C 76, 28.3.1989; Bull. EC 12-1988, point 2.1.95. 

BULL. E.C 7/8-1989 

Taxation 

Direct taxation 

2.1.32. On 12 July the Economic and 
Social Committee adopted its opinion on 
the proposals for Council Directives 2 

designed to introduce a common system 
of withholding tax on interest income and 
amend Directive 77 /799/EEC concerning 
mutual assistance by the competent authori
ties of the Member States in the field of 
direct taxation and value-added tax. 3 The 
Committee approved both proposals but 
suggested that the Commission consider to 
what extent capital investments in tax-free 
bonds could be compatible with a Com
munity system of this kind. It was also 
concerned about the fact that capital invest
ments in non-member countries could con
tinue without payment of such a tax. 

OJ C 141, 7.6.1989, point 1.2.1 et seq. 
01 L 336,27.12.1977. 



Indirect taxation 

Turnover taxes 

2.1.33. Acting on the Commission's pro
posal of 4 December 1984, 4 as amended 5 

on 25 June 1987 in the light of the opinions 

of the Economic and Social Comittee 6 and 
the European Parliament, 7 ori 18 July the 
Council adopted Directive 89/465/EEC 
(Eighteenth Directive) on the harmonization 
of the laws of the Member States relating 
to turnover taxes. 8 The new Directive abol
ishes some of the derogations provided for 
in Council Directive 77 /388/EEC of 17 May 

. 1977 {Sixth Directive). 9 

2.1.34. Acting on a Commission pro
posa},lO on 18 July the Council adopted 8 

Decision &9/466/EEC authorizing the 
United Kingdom to apply a measure dero-' 
gating from Article 11 of the Sixth Council 
Directive (77/388/EEC) of 17 May 1977 on 
the harmonization of the laws of the Mem
ber States relating to turnover taxes. 9 

2.1.35. Acting on the Commission's pro
posal of 10 July, 11 on 28 July the Council 
adopted12 Decision 89/487 /EEC authorizing 
the French Republic to apply a measure 
derogating from Article 17 ( 6) of the Sixth 
VAT Directive. 9 The measure is aim-ed at 
'excluding expenditure in respect of accom
modation, food, hospitality and entertain
ment from the right to deduct VAT pre
viously charg_ed, in order to prevent tax 
evasion and avoidance. 

2.1.36-. Acting on the Commission's pro
posal of 12 July,B on 28 July the Council 
adopted Decision 89/488/EEC14 authorizing 
the French Republic to apply a measure 
derogat~ from Article 17(2) of the Sixth 
Directive. The measure is intended to 
exdude· expenditure in respect of goods and 
serYi,es,. in cases where private· use of those 
goods. and services accounts. for more than 
90 'o/o. o-f their. total use, from the right to 
deduct VAT p·reviously charged. 

OJ C 347, 29.12.1984> Bull. EC 12-1984, point 2.1.77. 
01 C 183~ 11.7.1987; Bull. EC 6-1987, point 2.1.68. 
OJ C 218, 28.8.19-85; Bull. EC7/8-1985, point 2.1.76. 

7 OJ C 125, 11.5.1987; Bull.. EC 4-1987, point 2.1.55. 
8 OJ L 226, 3.8.1989. 
9 OJ L 145, 13.6.1977. 
10 Bull'. EC 6-1989, point 2.1.40. 
u COM.(89·) .346 finaL 
12 OJ L 239, 16.8..1989. 
13 COM(89) 358 final. 
14 O:J L 239,. 16.8.1989. 
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Tax reliefs 

2.1.37. On 5 July the Commission adop
ted for transmission to the Council a pro
posal1 for a Directive for the progressive 
increase up to 1 January 1992 of the tax 
reliefs provided for in Directive 69/169/EEC 
of 28 May 1979, 2 as last amended by Direc
tive 88/663/EEC of 21 December 1988, 3 

goods purchased by travellers inclusive of 
all duties in a Community Member State. 
The proposal is to increase the value of the 
tax relief applicable to goods subject to 
VAT from ECU 390 to ECU 800 on 
1 January 1989, ECU 1 200 on 1 January 
1991 and ECU 1 600 on 1 January 1992 
and to double the quantities laid down for 
products subject to excise duties. 

2.1.38. On 27 July the Commission 
adopted a communication concerning the 
temporary importation of a private vehicle 
for business or private use 4 in which it 
considers the development of the case-law 
of the Court of .Justice and comes to the 
conclusion that there is a need for rapid 
adoption by the Council of the Commission 
proposal of January 1987 on tax exemption 
within the Community. 5 

OJ C 245, 26.9.1989. 
OJ L 133, 4.6.1969. 
OJ L 382, 31.12.1988; Bull. EC 12-1988, point 2.1.97. 
COM(89) 359 final. 
OJ C 40, 18.2.1987, Bull. EC 1-1987, point 2.1.41. -

BULL. E.C 9-1989 

BULL. E.C 10-1989 

Taxation 

Indirect taxation 

Removal of tax frontiers 

2.1.36. At its economic and financial 
afffairs meeting on 9 October, the Council 
adopted conclusions regarding the removal 
of tax frontiers. It considered that the 
introduction of a system of taxation in the 



country of origin, as proposed by the Com
mission, 1 presupposed the fulfilment of 
conditions which could not be satisfied 
before 1 January 1993. In its view, therefore, 
VAT and excise duties should continue to 
be levied in the Member States of consump
tion after that date for a limited ·period. 
Specifying that the solution contemplated 
would have to result in a reduction of the 
present burden on firms and adminis
trations and to prevent distortions of com
petition without obstructing free move
ment, it spelt out a number of guidelines 
for the system of taxation to be applied 
after 1992. · 

The Commission reserved its position on 
the Council's conclusions. It also posed four 
fundamental questions designed to test the 
system envisaged by the Council, bearing 
in mind the essential requirements of the 
internal market: 

(i) Will the proposed system be compat
ible with the objective of abolishing the 
Community's internal frontiers? 

(ii) Will there be adequate provision for 
combating fraud? 

(iii) Will there be a genuine reduction in 
the administrative burden on firms? 

(iv) Will there b~ arrangements to facili
tate the transition towards taxation in the 
country of origin? 

2.1.37. On 25 October Parliament 
adopted a resolution on fiscal matters 2 in 
which it asserted the •following principles. 
All tax controls at or near internal frontiers 
should cease from the end of 1992, tax rates 
should be brought together within a band 
based on the average for the Community, 
any system which did not eliminate tax 
frontiers in this way should be adopted only 
for a limited transitional period during 
which steps would have to be taken to 
secure the necessary convergence and any 
transitional or permanent syste~ would 
have to reduce substantially the burden of 
administering VAT. 

2.1.38. On 25 October, with a view to 
abolishing tax controls at internal frontiers 
on 1 January 1993, the Commission adopted 
a new approach to excise-duty rates, 3 
amending 4 accordingly its August 1987 
proposals for Directives on: 

(i) the approximation of taxes on ciga
rettes and on manufactured tobacco other 
than cigarettes; 5 
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(ii) the approximation of the rates of 
excise duty on mineral oils; 6 

(iii) the approximation of the rates of 
excise duty on alcoholic beverages and on 
the alcohol contained in other products. 7 

In accordance with its new guidelines for 
indirect taxation, 8 the Commission there
fore proposed a more flexible approach to 
excise duties that was compatible with the 
fundamental objective of abolishing tax 
frontiers, namely, the setting of minimum 
rates for all dutiable products, except cer
tain petroleum products for which rate 
bands are essentiel in order to avoid distor
tions of competition. The provisions 
governing the rates applicable will have to 
be complied with by Member States not 
later than 1 January 1993. In addition, tak
ing a longer-term view, the Commission 
fixed, except for mineral oils, which will be 
similarly dealt with at a later stage, bench
mark values or target rates' that, as things 
stood, represented the most balanced 
approach to convergence. Lastly, it made 
provision for a two-yearly review procedure 
for the minimum rates and the target rates 
after 1992. 

1 OJ C 250, 18.9.1987; OJ C 251, 19.9.1987; OJ C 252, 
22.9.1987; OJ C 262, 1.10.1987; Bull. EC 7/8-1987, point 
1.2.1. et seq.; Bull. EC 5-1989, point 1.1.1. 

2 OJ C 304, 4.12.1989. 
3 COM(89) 551 final. 
4 COM(89) 525, COM(89) 526 and COM(89) 527. 
5 OJ C 251, 19.9.1987; Bull. EC 7/8-1987, points 1.2.3 and 

2.1.86. 
6 OJ C 262, 1.10.1987; Bull. EC 7/8-1987, points 1.2.3 and 

2.1.86. 
7 OJ C 250, 18.9.1987; Bull. EC 7/8-1987, points 1.2.3. 

and 2.1.86. 
8 Bull. EC S-1989, point 1.1.1. 

Tax reliefs 

2.1.39. On 19 October the Economic and 
Social ~om~itfee endo_rsed the I?roposal 
f?r a Directive amendmg Council Direc
u.ve 69/169/EEC of 28 May 1969 2 with a 
v.Iew to increasing in real terms the exemp
~IOn from. turnover tax and excise duty on 
Imports m international travel. It took 
the view that the exemptions designed to 
protect the Danish retail trade should be 
regarded as transitional measures which 
should not be allowed to compromise the 
fr~e .movement of goods and individuals 
wtthm the Community after 1 January 
1993. 

OJ C 245, 26.9.1989; Bull. EC 7/8-1987, point 2.1.37. 
OT L 133, 4.6.1969. 
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Taxation 

Indirect taxation 

Removal of tax frontiers 

2.1.27. On 13 November the Council 
(Econol!lic and Financial Affairs) adopted 
condus10ns on the abolition of tax frontiers 
~allowing adoption of an initial approach 
m October. 2 While retaining the medium
term objective of switching to a uniform 
system of taxation in the country of-origin, 
as proposed by the Commission, 3 the 
Council confirmed its desire to maintain 
for a limited period and in the case of trans~ 

• actions between taxable persons in different 
Member States, a system of VAT based on 
taxation of the recipient in the country of 
destination at the rate and under the con
ditions obtaining in that country. 
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Under the arrangements adopted, busi
nesses will have to keep at the disposal of 
the authorities the requisite information for 
effective tax checks and are to submit reg
ular. returns that are to be as simple as 
possible. The nature of the obligations 
Imposed to that effect will be decided on a · 
pr.oposal from the Commission. Monitoring 
wtll be based on the processing of business 
returns and administrative cooperation 
between the national authorities, in 
addition to existing mutual assistance pro
cedures. Differential treatment will be 
accorded to certain classes of transaction 
(purchases of registered vehicles and dis
tance selling) in order to avoid distortions 
of competition without hampering the free 
movement of goods. Products subject to 
excise duty will move without tax being 
levied between warehousekeepers author
ized by the authorities of the Member 
States, the excise duty being paid in the 
Member State of consumption. The Com
mission's proposals 4 concerning excise 
duty rates will be examined at a future 
Council meeting. 

The Council did not reach agreement on 
the abolition of quantitative and ad valorem 
restrictions on travellers' purchases and the 
derogations granted to certain Member 
States in that connection. 

While noting that some progress had been 
made, the Commission reiterated the reser
vations it had already entered after the 
Council meeting of 9 October. 5 It issued 
the following statement on 15 November: 

·'The Commission notes that, at its meeting on 
economic and financial affairs on 13 November 
1989, the Council reached partial agreement on 
rhc maintenance of VAT collecrion hascd on the 
rountry of destination. It considers that the tran
sitional nature of 1his system is not adequately 
guaranteed. it regrets that the Council has failed 
to reach agreement on an initial approximation of 
rates and on a commitment to abolish travellers' 
tax-allowances. The Commission, which has dem
onstrated its flexibility in facilitating an agreement, 
considers that the Council has for its part not yet 
shown the political will necessary for tax frontiers 
to be abolished by 1 January 1993.' 

Turnover taxes 

2.1.28. On 23 November the European 
Parliament endorsed 6 the proposal for a 
Directive 7 supplementing the common sys
tem of value-added tax with regard to the 
arrangements applicable to second-hand 
goods, works of art, antiques and collector's 
items. It suggested amendments aimed at 
safeguarding Member States' heritage, 
exempting items donated to officially recog-

2 Bull. EC 10-1989, point 2.1.36. 
3 OJ C 250, 18.9.1987; OJ C 251, 19.9.1987; OJ C 252, 

22.9.1987; OJ C 262, 1.10.1987; Bull. EC 7/8-1987, point 
1.2.1 et seq; Bull. EC 5-1989, point 1.1.1. 
Bull. EC 10-1989, point 2.1.38. 
Bull. EC 10-1989, point 2.1.36. 
OJ C 323, 27.12.1989. 

7 OJ C 76, 28.3.1989; Bull. EC 12-1988, point 2.1.95. 

nized charity organizations and works of 
living artists, and determining the taxable 
amount for the activities of certain inter
mediaries. 

Tax reliefs 

2.1 .. 29. On an amended 1 proposal 2 from 
the Commission and following the opinions 
adopted by the European Parliament 3 and 
the Economic and Social Committee, 4 on 
23 November the Council adopted Directive 
89/604/EEC 5 amendinf Directive 83/183/ 
EEC of 28 March 1983 on tax exemptions 
applicable to permanent imports from a 
Member State of the personal property of 
individuals. 

2.1.30. On 23 November the European 
Parliament endorsed 7 the proposal 8 for a 
Directive amending Council Directive 69/ 
169/EEC of 28 May 1969 9 to increase iJJ 
real terms the tax-paid allowances in intra
Community travel. It proposed two amend
ments aimed at highlighting that the restric
tions still applied in the area will be phased 
out by 1 January 1993. 

OJ C 179, 8.7.1988; Bull. EC 5-1988, point 2.1.58. 
OJ C 5, 9.1.1987; Bull. EC 12-1986, point 2.1.162. 

3 OT C 318, 30.11.1987; Bull. EC 10-1987, point 2.1.59. 



4 OJ C 150, 9.6.1987; Bull. EC 4-1987, point 2.4.45. 
0 J L 348, 29.11.1989. 

6 OJ L 105, 23.4.1983; Bull. EC 3-1983, point 2.1.44. 
7 OJ C 323, 27.12.1989. 
s OJ C 245, 26.9.1989; Bull. EC 7/8-1989, point 2.1.37. 
9 01 L 133, 4.6.1969. 
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1. European Council 

Strasbourg, 8 and 9 December 

1.1.4. 

With regard to indirect taxation, it notes with 
satisfaction the progress made during the last few 
months with the formulation of a transitional sys
tem which will lighten the burden on undertakings 
and administrations and enable border checks to 
be eliminated (-+ point 2.1.45). 7 

It considers that these arrangements need to be 
supplemented by the elements which will be essen
tial in particular to enable the progressive approxi
mation of VAT rates and to resolve the problems 
connected with the removal, on 1 January 1993, 
of limits on purchases by private individuals for 
their personal consumption when travelling within 

_ the Community. 

The European Council asks the Council to adopt 
as soon as possible, on a proposal from the Com
mission, the decisions which will make the process 
of the complete abolition of fiscal frontiers irre
versible. 

7 
Bull. EC 10-1989, point 2.1.36; Bull. EC 11-1989, point 
2.1.27. 

Indirect taxation 

Abolition of tax frontiers 

2.1.45. At its economic and financial 
affairs meeting on 18 December the 
Cou~cil supplemented the guideline; con
cernmg the approximation of indirect tax
ation 5 it had adopted on 13 November. 6 
Where the standard rate of VAT is con
cerned, Member States undertook not to 
dcp;Ht, before 1 January 1993 from the 
14% t~) !0% rate band propo~ed by the 
Commtsswn. In. addition, before 1 January 
1991 the Counctl would decide on the rate 
band or minimum rate applicable from 1 
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January 1993 within this 14°/o to 20°/o range. 
Also before 1 January 1991 it would decide 
on the level and scope of the reduced rates 
and zero rates which could continue to be 
applied without distorting competition. 
While taking note of the results achieved, 
the Commission stated that it could not 
fully endorse this agreement in view of Den
mark's reservation about the abolition on 1 
January 1993 of restrictions on purchases 
made by private individuals when moving 
within the Community. 

2.1.46. On 19 December the Economic 
and Social Committee adopted a favourable 
opinion on the Commission's proposals on 
the approximation of indirect taxation. 5 It 
emphasized that, while it would be imposs-

ible, given the tight deadline, for taxation 
in the country of origin to be introduced by 
the end of 1992, it hoped that the duration 
of the provisional arrangements to be intro
duced would be as brief as possible and that 
the principle of the abolition of frontier 
controls would not be called into question. 

5 B~ll. EC 5-1989, point 1.1.1. 
6 Bull. EC 11-1989, point 2.1.27. 

Turnover taxes 

2.1.47. On a proposal from the Com
mission, 1 the Council adopted on 21 
December Decision 89/683/EEC 2 authoriz
~ng F ran~e to ~pply, in respect of trade 
m fre~h mdustnal waste and recuperable 
ma~enal, a measure derogating from 
ArtiCles 2 and 10 of Council Directive 771 
388/EEC of 17 May 1977 on the harmoniza
~ion of the laws of the Member States relat
mg to turnover taxes. 3 This measure is 
designed primarily to prevent certain types 
of t~x ev~sion o~ avoida~ce, a secondary 
constderatwn bemg to stmplify the pro
cedure fo~ collecting VAT. 

1 
COM(89) 614 final. 

2 OJ L 398,30.12.1989. 
3 OJ L 145, 13.6.1977. 
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