
THE BtJR0PBAN ~ITIBS 

COIII(t4) H2 final 

lrua.ta, 23.GI.1114 

REPORT JI'ROM 1BE COMMISSION 
TO THE COUNCIL 

AND THE EUROPEAN PABLIAMDIT 

APPUCATION OF COUNCIL REGULATION (DC) Ne 21M2 

OF 27 JANUARY 1991 

ON ADMINISTRATIVE COONRA-TION Df TilE na.B 
OF JNDIItECT TAXA118N (VAT) 



·1 
Speeaa 

The tnnlitional value added tax (VAT) regime applicable from l January 1993 has 
led to chaaps in the arrangements for tax controls relati~ to intra-Community 
tranJactions. The checking of these transactions, which wa formerly baed mainly 
on CUitOml documentation, is necea1ary to guarantee the revame of~ States 
and to euure equity of treatment for aU economic operators, since fraud is often a 
&ctor in creatina distortions of competition. 

Council R.eplation (BEC) No 218192 on adminiatrative coo,eration in the field of 
indirect taxation (VAT) therefore provides for the eatablilbment of a common 
syatem to enable the competent authorities in the Member Statu to exchange 
information on intra-Community trlnladions. The purpo1e of the ~ ia to 
enUie c:ertlin data for VAT control to be stored and trlnlmitted electronically. 

In 1991, the Commission launched a fact-finding study with a view to the 
development of the VAT information exchqe l)'ltem (VIES). The Standing 
Committee on Adminiltrative Cooperation (SCAC) set up under the Regulation. 
asailted by a technical sub-committee, decided, after completion of the feasibility 
study, that the basic architecture of the system should be organized around national 
gateways. 

This solution, which was unanimously approved, meeti the Member States' concern 
to keep close control over the network. Data is stored where it is g-..rated, and 
may be ac:c:eued by means of uniform methods. This system has major advantages in 
terms of ease of data-base management, low implementation costs, and data 
protection. The technical options followed have enabled the various VIES functions 
laid down in the Regulation to operate satisfactorily to date. · 

The authorities and economic operators may thus obtain confirmation of the validity 
of a given person's VAT identification number. It was agreed that the maximum 
response time should be 10 seconds; the network a~e in 1993 was 4.53 seconds. 
By 31 December 1993, there had been about two milbon requests for verification, 
With immediate response. The authorities may also obtain the name and address of 
the person to whom a given VAT number was issued. 

The VIES also enables the Member States to exchange or consult information based 
on the recapitulative statements of intra-Community suppliers identified on their 
territory. Net total values of intra-Community supplies to all VAT-registered 
persons is pre-pro~med to be communicated quarterly, and no special 
Instructions are requ1red. As agreed, the first such communication took place on 
I July 1993. Arrangements had been based on the usumption that the operation 
woufd take 24 hours, but in fact the largest national file was trat'llferred in just over 
three hours. The other technical options and possibilities introduced, such as 
transfen on demand, direct access to information or error messages, are fully 
operational. Follow-up requests for further information have been sent via the 
VIES network by six Member States. 
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This technical success owes much to efficient cooperation between the technical 
teams of the Member States, the Commission and the firms responsible for the 
project. It is also attributable to the quality of advance preparation in the 
Member States for setting up data bases of VAT -registered operators, and the 
turnover infonnation supplied. 

The initial assessment of the new arrangements for administrative cooperation is that 
the technical infrastructure chosen is suitable for the achievement of the objectives 
laid down in Regulation (EEC) No 218/92. In tenns of its impact on tax controls, 
the operation of the transitional regime itself is too recent, and the number of checks 
carried out too smaU, for any conclusions to be drawn. Nevertheless, it would seem 
that the Member States, while preserving their own competence in the control of 
taxable operations, are aware of the usefulness of receiving and proeessing data fi"om 
their partnen for tax control purposes. · 

Systematic comparisons have been made between the turnover data transmitted by 
VIES and the VAT returns fi"om taxable persons. Moreover, the use of the 
arrangements in the mutual assistance Directive (77 n991EEC) and the mutual 
assistance with recovery Directive (76/308/EEC) should develop, in particular with a 
view to the control of the special regimes. 
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Rend op the Operation of Beplatipa 211192 

INTRODUCI'ION 

Council ResuJation (EEC) No 218192 deals with administrative cooperation in 
the field of indirect taxation (VAT). It aupplementa the arrupmenta of 
Directive 77n99/EZ.C, which allo deals with nutua1 auistance betw.a the 
authorities in the Member States in the field of direct aad indil ect taxation. 
Alonpide the trlnlitional VAT regime introduced on I January 1993, the 
R.eplation provides for a common system for the excbaage of information on 
intra-Community transactions between the competent authorities of the 
Member States. Article 14 requires the Commission to report every two years 
on •the conditions of the application of this Replation on the buis, in 
particular, of the continuous monitoring procedures provided for in Article 11. • 
This report accordingly examines and assesses the arrangements that have been 
made to set up a common system for the exchange of information on intra
Conununity transactions between the competent authorities of the 
Member States. It also reviews for the first time the use for control purposes of 
the data transmitted. Before considering the procedures introduced and the 
measures taken for the application of the Regulation, which hu proved hiahJy 
satisfactory, it would be helpful to recall briefly the basic principles of operation 
of the transitional VAT regime for taxable persons and their consequences in 
terms of control for the administrative authorities. 

PRELIMINARY CHAPTER: THE TRANSmONAL VAT REGIME AND 
ITS IMPLICA'nONS FOR CONTROL 

In December 1991 and January 1992 two important legal instruments were 
adopted by the Council (Ministers of Economy and Finance), to enable the 
transitional VAT regime to come into operation ftom 1 January 1993. They are 
Council Directive 91/680/EEC, amending, with a view to the abolition of the 
Community's internal borders, the sixth Directive of 1977 setting out the 
principles of Community law relating to VAT, and Council Regulation 
No 218192 on administrative cooperation in the field of indirect taxation 
(VAT). Furthermore, Directive 9211 J 1/EEC supplemented the transitional 
VAT regime by providing specific provisions for certain triangular operations 
involving three taxable persons identified in three different Member States. 

Very briefly, transactions involving taxable persons are carried out u follows. 
The new concepts of intra-Community supply and intra-Community acquilition 
have replaced the concepts of export and import for trade within the 
Community. Intra-Community supplies are exempt providing the seller can 
prove: 
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- that the goods have left the Member State of departure, 

- that the customer has a VAT identification number in another Member State. 

Intra-Community acquisitions are taxable in the Member State of destination, 
and the tax is declared by the purchaser in the periodic VAT return~ such 
acquilitions generally give entitlement to deduction, and consequently do not 
usually result in actual payment of the tax. 

These arrangements have consequences for control and are accompanied by 
certain obliptions and procedures for economic operators and the authorities. 
The c:hec:ldng of VAT on intra-Community trade, previously based mainly on 
customs documents, is necessary to ensure fair treatment for operators. With 
the discontinuing of compulsory procedures for declaring the dispatching and 
receipt of imports and exports, operators are only subject to general procedures 
relating to VAT. Operators engaging in intra-Community trade must: 

- be identified in the Member State or States where they carry out taxable 
intra-Community transactions; 

- draw up invoices for intra-Community supplies of goods, indicating their 
own VAT number and that of the customer; 

- fill in the two boxes in the periodic VAT return relating to the value of intra
Community supplies and acquisitions; 

- return a recapitulative statement giving the their intra-Community customers' 
VAT identification numbers, and the net value of supplies of goods to each 
one, over the period covered by the statement (usually one quarter). 

It is planned to simplify these obligations for certain traders, in particular small 
businesses. 

For the authorities, the control of VAT on intra-Community trade is facilitated 
by the exchange and comparison of information obtained from the recapitulative 
statements and returns mentioned above. Although the Member States retain 
full tax sovereignty over the verification of conditions for taxation or exemption 
for intra-Community transactions, it nevertheless proved necessary to provide 
for an appropriate electronic system for the exchange of information concerning 
value added tax. 

Regulation (EEC) No 218/92 thus defines procedures for such exchange, and 
for requests for further information. It also stipulates that the authorities and 
operators should be able to obtain confirmation of the validity of a given 
person's VAT identification number. 
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1. THE NEW ADMJNISTRATIVE STRUCTURES 

Ll At Community levd: the Staadiu' Callllllittt.c oa administrative 
cooperatioa (SCAC) aucl its subcollllllitt• 

Article 10(1) of Regulation (EEC) No 21819l rlllds: "The Commission 
shill be aMjsted by a Standing Committee Oil Administrative Cooperatio11 
in the field of Indirect Taxation, hereiDdbs' adtued to as ~e 
Committee'. It shaD consist ofrepreseatatives oftbc.M.mber States and 
have a rwpiWidlta.l:iw of the Commillion as c:bainnm • 

The introdudion of the VIES was a priority, aad its practical aad 
teclmical aspects were initially more importlllt tbam the Committee's 
duties n:lating to adrninistraaive cooperation and mutual usisrance in the 
field of indirect taxatiou. which were more fbDy debed It a later srage. 
In acc;ordance with the Regulation. the initial task of the Standing 
Committee on Administrative Cooperation (abbrevialecl to SCAC) wu to 
take aD the neceuuy decisions on the 1~ orpDisaDonal, fi:nanc:ill aDd 
commercial aspects of the VIES project. It was responsible for cfrawina 
up the specifications of the VIES and consideriDg all the changes, 
especiaDy the operational changes, that might be required. · 

When the SCAC was instituted, it was agreed that it would be assisted by 
a technical subcommittee to be set up under its authority to deal with the 
tedmical details ofthe introduction ofthe VIES. Thetcnns ofref'erence 
of this subcommittee were that it should report to the SCAC on all 
matters where the solution to technical problems iuvolvcd time-lags or 
special difficulties that could compromise the outlook for general 
introduction of the VIES. Another very important aspect of the 
subcommittee's fi.mc:tions is to identifY and solve potential problems. 

The SCAC was also designated the appropriate forum for deaJina with 
matters of administrative cooperation, includin& assessment and 
monitoring of the operation of the anqemears provided for in 
Article 11 of the Regulation. Its competence in matters of mutual 
assistance (Directive 77 n991EEC) has also been recognized and 
confinned by a decision of the Deputy Dircdors-General for indirect 
taxation at their first meeting on 30 June and I July 1992. It can 
therefore meet as the Committee referred to in Anicle 9 of that Directive 
when questions of mutual assistance and anti-tnud policy involvinS more 
than one Member State must be considered, both for VAT and for exci~ 
duties. The extension of the terms of reference of the SCAC avoids 
duplication in the work: of the bodies provided for in Regulation (EEC) 
No. 218/92 and Directive 77n99/EEC. It also contnoutes to maintaining 
coherence and complementarity between the different procedures for 
exchange of information and administrative cooperation provided for by 
the Directive and the R.egulal:ion. 

The close link berween VAT control and VAT anti-fraud activity 
concerning more than one Member State has led the Member States and 
the Commission to recognise the need for closer cooperation at 
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Coamnmity level on the anti-&aud front in particular. To this end, the 
Collllllittee bas drawn up a woridns prosruune for mutuaJ •ssist.ance and 
ldmiaistrative CQOP«&tion so as to determiDe the specific needs of 
coDimliDd iuveltipUon departments. In particular. tbis should make it 
possible to cleftDe the most apptopiate nmotc telemadc comrmmicarions 
aetwork. The SCAC is •aisted in this wodc by an ami-bud 
mbcoiiDDirtee. 

1.2 At utioalleYel: Celatnl Llalsoa Oflica 

J.esldarion (EEC) No 211192 also provides tblt each Member State is to 
4eejpate a cadlal office to tab primary respoasibility Cor cxmtactl with 
the ocher Mcnbcr Stites ill the field of admiDistrative c:oopemtion. 

Ceazni Liaison Oflb:a (or CLOs) were set up by 1993 in most of the 
Member States. Thc:ir role and precise duties were defined durins 
disc:nssions within the SCAC. Their main r~~pansibility aDd activity is to 
JIIIDIIC imra-CoiiUIIUIIity admiDistradve cooperation. and they should 
QODitilute tbe normal c:hannel of comn.JIIieliion between the 
M.nber States. In practical terms, they ovenee tho flow of ecch•npl 
informadon, compliance 'With response 1imcs and all maucrs the SCAC 
woulcl fiDel belpfill in carrying out its duties. They olen aJJo exercise 
quality contlol over the requests they send to the other Member s~ 
and of the nsponses tMy Jive to the requests they receive. 

To ensure optimal data exchanJC. common opening hours or means of 
QXDIIIWiiQtion such as telecopiers or telephone meaases have been 
adopted wherever poslible. 1hese mugemenu have all been applied. as 
bu the procedure for solving problems provided for in Article 7(2) of the 
Jleaatlation. 

l. TBE VIES AND DATA EXCHANGE 

One of the basic aims of the Rtplation on administrative coopenttion was the 
introduction by the Member States and the Commission of an efficient system 
for electronic storage and transmission of data concerning intra-Community 
transactions for the purposes of VAT controL The R.egula!ion also lays down 
specific; amngements for the exchange of information on value added tax 
relating to in~nununity transactions. The competent IIlthority in each 
Member State also has ac:cess to an electronic data base containing a register of 
the names of those who have been issued with a VAT identification number in 
that Member State. The authority must see that those involved in intra
Community supply of goods or services are authorized to obtain confinnation 
of the validity of a given trader's VAT identifiCation number. 

The netWOrk was to be, at the least, capable of meeting these minimum 
requirements. Despite the very shon time available, and the complexity of the 
projec:t. the problems were all solved and the VIES was fully operational by the 
date set in the legislation. 
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1.1 Technical aspectl of design and operation 

....... 

MIIYIYIM 

It quickly became apparent that the difficulties to be overcome for the 
establishment of such a network would not just be technical. Infonnation 
technology within the tax administrations applied to the job of ensuring 
compliance with tax provisions varies considerably &om one 
Member State to another, both in terms of use and in terms of 
development. The linguistic problems caused by the use of nine different 
languages in the twelve member countries had to be solved, and 
allowance had to be made for the fact that the data exchanged involve 
twelve different national currencies. 

In response to the conclusions reached by the Council on 
3 December 1990, the Commission launched a fact-finding study early in 
1991 as a first step towards a system for the computerized exchange of 
information on VAT. Meanwhile arrangements were made for a 
complete feasibility study of the proposed system. The report produced 
after the fact-finding study identified the creation of data bases and a 
telecommunications network to link them together as essential elements 
of the project. It also listed the numerous questions relating to the needs 
of users that would have to be answered, independently of the technical 
solutions that would eventually emerge. These questions included the 
identification of intra-Community suppliers, the rules for composing and 
forming VAT numbers, the processing of information from late or 
amended recapitulative statements, and the period during which data 
would be kept. 

After the feasibility study, the solution of national gateways, as illustrated 
below, was adopted for the basic architecture of the system. 

MS·A MS.A ..... MS·II 

GW VGW vow GW 

GloTIWAY G/oYlWAY MIIYI11M 

MS-A 
MS-AGW 
MS-A VGW 
MS-R 
MS·RGW 
MS·R VGW 
Gateway 

Application d'acces de I'Etat Membre A 
Logiciel Etat Membre A de Ia passerelle 
Logiciel VIES de Ia passerelle de I' Etat Membre A 
Application d'ac.ca de I'Ew Membre R 
Logiciel Ew Membre R de Ia passerelle 
Logiciel VIES de Ia passerelle de I' Etat Membre R 
Passerelle de I' Etat Membre 
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This decision, adopted unanimously, took account of the Member States' 
concern to keep the network under their control and avoided problems of 
confidentiality, which could have arisen with a more centralized system. 
The architectural principle adopted for the VIES is that of the distributed 
information system. This means that data is stored where it is produced 
(in each Member State) and may be obtained by uniform methods of 
accessing, independently of the points of interrogation and response. 
This architecture makes it possible: 

(i)to avoid duplication of data, which makes it much easier to manage the 
data bases; 

(ii) to use the existing computer structures of the Member States, which 
leads to major savings in the cost of setting up the project and enables 
the intra-Community VAT data system to be integrated with the 
national systems; 

(iii) to ensure that officials in the Member States accept the new 
computerized system, by enabling them to access information in the 
same way as they access national data; 

(iv) to keep down training and maintenance costs in the Member States; 

(v) to protect data by avoiding their duplication at a central point or in all 
the Member States; 

(vi)to enable a clear distinction to be drawn between responsibility for 
national developments and that for developments undertaken centrally 
by the Commission, in accordance with the principle of subsidiarity. 

Once the main technical questions were solved, the hardware was 
installed and the network was set up during the summer of 1992. The 
project was operational on the date planned, 1 January 1993, to deal with 
questions about VAT identification information. On 1 July 1993, in line 
with the timetable, the first exchanges of turnover data took place. 

2.2 Verification of VAT identification numbers 

Article 6 of Regulation (EEC) No 218/92 lays down obligations for the 
Member States both towards one another and towards traders with VAT 
numbers. Each Member State is to maintain an electronic data base 
containing the VAT identification numbers of its traders. It must also be 
able to give an applicant Member State, without delay but on specific 
request, the name and address of the person to whom a given number 
was issued, the date of issue and, where appropriate, the date of cessation 
of validity of the VAT number. The Member States must also see that 
persons involved in the intra-Community supply of goods or seJVices are 
able to obtain confirmation of the VAT number of any specified person 
(the prospective customer). 
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Thus the first task of the national administrations was to issue individual 
identification numbers to the taxable persons concerned, pursuant to 
Article 22(l)(c) and (e) of the sixth VAT Directive (77/388/EEC). With 
the exception of some isolated problems, which have been solved, this 
major undertaking was completed on schedule. 

It was agreed that the network response time for administrative 
departments' requests concerning VAT numbers would be no more than 
ten seconds. If the request relates to a valid number, the applicant 
authority receives all the relevant data on screen: name, address, date of 
issue and, where appropriate, date of cessation of validity. The network 
is available to official departments seven days a week round the clock in 
eleven Member States. One Member State has restricted access over the 
weekend, when applications are in any case infrequent, because of budget 
constraints. 

As the Member States wished when the Regulation on administrative 
cooperation was adopted, the SCAC has given priority to the effective 
application of arrangements to enable traders to obtain confirmation of 
the validity of a VAT number. Traders access the system for VAT 
number verification through the national departments, who reply merely 
yes or no to the question whether a specific number is valiri, and/or 
relates to a specific name and/or address at a given date. For reasons of 
data protection and security, the national authorities will not supply the 
name and address corresponding to a valid number. The methods 
adopted in the Member States to deal with applications from traders 
differ considerably. France, Italy and the Netherlands have on-line 
systems to make it easier for traders to access the information, while 
others had set up units to communicate with traders by telephone, post or 
fax. 

2.3 Turnover data capture, storage and transmission 

In accordance with Article 4 of Regulation (EEC) No 218/92, each 
Member State must maintain an electronic data base in which to store and 
process information collected from the recapitulative statements of the 
intra-Community suppliers on its territory. More specifically, each 
Member State must be able to obtain from any other Member State, 
automatically and immediately, access to information in the form of a 
quarterly list of VAT identification numbers for all the intra-Community 
purchasers in the Member State, and the net total value of turnover 
associated with each VAT number. A breakdown of the total net figure 
into overall amounts declared by each supplier in the Member State 
where the data were collected is then available on request. 
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The first job of national departments in applying these arrangements was 
to draw up forms for collecting data for the quarterly recapitulative 
statement required under Article 22( 6}(b) of the sixth VAT Directive. A 
number of Member States (Germany, Denmark, Spain, Ireland, Italy, 
Luxembourg, the Netherlands and the United Kingdom) have expressed a 
desire to apply the provision in the sixth Directive that authorizes certain 
taxable persons to make recapitulative statements at half-yearly or yearly 
intervals, instead of quarterly. The relevant decisions were adopted by 
the Council on 21 December 1992 and 22 November 1993. Four 
Member States, France, Italy, Portugal and the United Kingdom, have 
also made provision for monthly statements, as they are allowed to do 
under the Directive. In addition, France and Italy have adopted a single 
form for the recapitulative statement and for the declarations required 
pursuant to Council Regulation (EEC) No 3330/91 of 7 November 1991 
{lntrastat ). 

The Member States and the Commission then approved the technical 
arrangements for data transmission. The communication of total net 
values for intra-Community supplies to all operators identified for 
purposes of VAT (Article 4(2)} is pre-programmed and requires no 
specific instructions; it can also be effected Member State by 
Member State. It was decided that the communication of the same 
figures broken down by supplier (Article 4(3)} would be carried out only 
on special application for a specific person or group of persons, but not 
generally. This decision, which the SCAC confirmed, corresponds to the 
provision in the Regulati~n for such communication by the authority of a 
Member State "wherever it considers it necessary for the control of intra
Community acquisitions of goods." The agreed response time for mass 
data transmission is one day, and for individual applications between 
thirty seconds and five minutes. Information will remain available for at 
least five years. 

Processing methods were also adopted. For example, data can be 
corrected after transmission. The correction may be from the 
administration (auditing, factual error) or from the taxpayer (spontaneous 
declaration). Two flags have been provided to indicate that the data 
transmitted relates to process work, or derives from recapitulative 
statements of a periodicity other than quarterly. Finally, data relating to 
operations involving three taxpayers identified in three different 
Member States availing of the provisions of Directive 92/111/EEC are to 
be found in a separate field, and can thus be distinguished from those 
corresponding to ordinary transactions. 

2.4 Other functions of the VIES 

Under Article 5, a Member State may, in specific cases, request further 
information at any time if the information supplied under Article 4 
(turnover figures) is insufficient. The information must be provided as 
quickly as possible, and at the latest three months after receipt of the 
application. To help with these requests for further information, a 
standard form keeping linguistic problems to a minimum has been 
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devised. It can also be used for certain requests for mutual assistance. 
The Member States would like to introduce a computerized system for 
these requests. The software supplied is being used at present only by six 
Member States (Belgium, Greece, Spain, Ireland, Portugal and the 
United Kingdom), while the other six are still sending their requests by 
fax. 

The standard forms are transmitted through the message handling system 
being developed on the VIES network. To date, this application is 
limited to this type of exchange, but it could be used for other purposes in 
the future. However, the delegations have agreed, within the SCAC, that 
it would be preferable to await the results of the initial studies on the 
unification of computerized networks developed by 00 XXI and those of 
the Commission studies on interpersonal message handling services 
before deciding on further action. 

3. INITIAL ASSESSMENT OF ADMINISTRATIVE COOPERATION IN 
PRACI'ICE 

A comprehensive assessment of administrative cooperation as it works in 
practice would certainly be premature and difficult, especially any assessment of 
its impact on the control of VAT on intra-Community transactions, but the 
SCAC has, as part of its work, drawn up instruments to measure the various 
exchanges of information, and the VIES itself spontaneously supplies a certain 
amount of data. The fact that cooperation networks are actually functioning 
means that an initial positive assessment may be made of the measures taken to 
apply Regulation (EEC) No 218/92. 

3.1 Deadlines and technical control 

As already pointed out, the main time constraints, tight though they were, 
have been met, and no technic;al problems have prevented traders from 
checking the identification numbers of their customers, or administrative 
departments from monitoring intra-Community transactions. 

This first function was available from I January 1993~ at the end of that 
year, the number of interrogations (in synchronous mode) was I 932 849. 
The average response time for 1993 was 4.53 seconds, less than the 
target of 10 seconds (see Annex). The number of requests varied widely, 
in both absolute and relative terms, from one Member State to another. 

The problems arising for the management of this function of the VIES 
were due to administrative organization in the Member States, and were 
all solved. One Member State had to deal at the beginning of the year 
with a flood of applications for VAT numbers from traders who could 
not receive exempt supplies from other Member States until their number 
had been issued. It was unanimously agreed by the SCAC that exemption 
could be granted provisionally pending the effective registration of the 
taxable persons concerned. Another _Member State issued a number of 
unjustified error messages because of its procedure for identifying 
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traders. As intra-Community traders were required to declare themselves 
as such, the VAT numbers of those who had not done so were not 
included in the specific VIES data base even when they were in the 
national register. The departments concerned in that Member State have 
undertaken to check up on all error messages, and are engaged in 
updating the data base of intra-Community traders. 

For turnover figures, eleven Member States were ready to start 
exchanging data as planned on I July 1993, and the twelfth joined the 
network a few days later. All the technical options work satisfactorily: 
mass exchange of data, automatically or on request, replies to individual 
questions, corrections, and error messages. The quarterly transfer of the 
largest data file takes just over three hours, well within the originally 
agreed time-limit of 24 hours. A system of computerized management 
for requests for further information (Article 5) is under study to facilitate 
organization and monitoring, especially of response times, by national 
departments. It is also planned to set up a second "gateway" in each 
Member State in the near future so as to be ready for any accidents that 
might occur and so as to be able to carry out testing and development 
without risking data which is stored or being exchanged. 

3.2 A statistical assessment 

As well as the statistics supplied by the VIES technical management 
centre, the Commission receives monthly figures from the Member States 
to enable turnover data to be assessed; the Commission collates these 
figures and sends them back every quarter to all the administrations. The 
purpose of the information transmitted is to assess whether available data 
is complete and accurate. The tables, which are updated regularly, 
include the following information: 

- the expected number of traders who must return a recapitulative 
statement during the quarter; 

- the actual number of traders who have returned a recapitulative 
statement; 

- the number of recapitulative statements processed; 

- the number of incorrect lines found; 

- the number of traders who have declared intra-Community supplies in 
the appropriate box on the periodic VAT return (Article 22(4)(c) of 
the sixth VAT Directive). 

It is possible, by comparing all these figures and estimates, to calculate, 
for example, the rate of spontaneous return of recapitulative statements 
by traders. It is also important for the administrative departments to 
know how correct the statements returned are; it was agreed that 
statements with only a few erroneous lines would not be refused outright. 
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The rate of spontaneous return has already reached an average of 8S%, 
and is steadily rising. The number of errors is tending to decline, as the 
administrative deplrtments have· been working hard at keeping taxpayers 
infonned ao u to avoid the most frequent millllcel, such u repeatina or 
omitting country codes in identification numbers. Althouah the data bue 
cannot be reprded u complete for the fint tine qUIItli'l of 1993, the 
Member States have unanimoully recopiald that thia lituation. 
undentandable in the early staaes. wu not a hlndicap for their control 
prOJI'&IIUDOI. It nevertheless aeems euential, for the like of both ofticial 
credibility and tax yield, for turnover figures tnnlmitted in future to be u 
accurate u pouible. The Commiuion will, of course, continue to 
supervise the development of these panmeten of data bue quality, to 
help wherever it can and to encourap Member stat. to improve their 
perfonnanc:e. Nevertheless, meuurea IUCh u reminder letters or 
penalties for traden who fail to comply with the Nles are a matter for the 
national administrative departments. 

Recourse to the VIES functions that enable information to be obtained 
concerning a specific customer (turnover, whether overall or broken 
down by supplier) varies considerably from one Member State to another. 
The number of requests in 199J,·in absolute terms, ranges from u low as 
69 up to 18 806. The main reason for this wide disparity lies in tax 
-control methods and approaches, which difFer &om one administration to 
another; in the Commission's view, in preaent c:iraamstances, it is not a 
sign of the quality, or lack of it, of the verifications. 

Lastly, a fonn has been drawn up to monitor requats received and sent 

under ArticleS of Regulation (EEC) No 218192. It includes indications 
of the reasons, and origins by Member State, of rejections of VAT 
numbers transmitted and of the number of additional controls carried out 
foUowing the transmission of information by the VIES. The Cominiasion's 
proposal for aueuing the amount of back tax collected by correlation 
with the transmissions of data has been rejected by the Member States. 
The form will be used from 1994, and some data relating to 1993 has 
already been communicated to the Cornmillion by Belgium, Greece, 
France and Portugal. 

3.3 Effective cooperation networks 

As well as providing a satisfactory technical infiutructure, ~ application 
of Regulation (EEC) No 218/92 hu enabled national administrations to 
cooperate in order to improve control of indirect taxes, and in particular 
VAT on intra-Community transactions. The directory of Central Liaiton 
Offices is regularly updated and sent to the relevant deplrtments, and an 
effort has been made to appoint ofticials who know foreip Janauaa• to 
the posts concerned. Bilateral contact1 are encourqed by ptherinp 
organized at Community level, such u committee meetinp, Matthaeus 
Tax Seminars, or seminars for the heads of CLOs. Commission oflicials 
have undertaken a number of missions to monitor the technical upect1 of 
setting up the system and to assess the needs and requirements or the 
Member States for mutual assistance and fraud control. The Commission 
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hu drawn up two papen (XXV1013/93 tnd XXI/602193), one for 
administrative departments and infonnation networks, and the other more 
specifically for traders, which summarize the main points of the practical 
arrangements for VAT in the Member States. The main purpose of the 
information circulated waa to bring to the attention of administrative 
departments and traders in other Member States the fonnalitiea for 
meeting VAT requirements (registration, tax representative, invoices, 
retuma etc.). Wide dissemination of this information wu helpful in 

, replying to most of the questions from traders wishing to do business in a 
particular Member State. 

The pragmatic mode of operation of the SCAC was also helpful. In view 
of the mapitude of the tuk, the SCAC concentrated on the operational 
side of the system and reached decisions approving solutions to problems 
by consensus. Some of its conclusions come under the procedure laid 
down in Article 10 of Regulation (EBC) No 218/92, and will be codified 
during 1994. 

4. THE OUTLOOK FOR ADMINISTRATIVE COOPERATION AND 
MUTUAL ASSISTANCE 

The common information exchange system for intra-Community transactions 
was introduced when tax controls at internal borders were discontinued, with a 
view to avoiding loll of tax revenue. The transitional VAT regime came into 
operation too recently for any accurate assessment of ita impact on public 
budgets, and the data exchanged over only three quarters constitutes too small 
a sample. However, some initial remarks can be made on the use of data for 
control purposes by national administrations. It would also seem that 
Member States are fully aware of the need for greater cooperation; there is a 
general desire for special measures in fraud control and assistance with 
recovery. 

4.1 The use of data for purposes or control 

The VIES includes automatic verification at several stages to check the 
validity of identification numbers given in traders' recapitulative 
statements. Only information associated with VAT numbers 
corresponding to agreed rules of construction, and satisfying the checking 
procedures can be transmitted (electronic check). At this stage, if the 
case arises, the Member State of the supplier is, in practice, obliged to 
make enquiries in order to find out from the supplier the source of the 
anomaly in the identification number of the alleged customer. 

Data transmitted is then systematically compared with the national 
register of identification numbers of VAT -liable persons involved in intra
Community trading. The Member State that has received information 
including errors relating to identification sends warning menages to the 
sender Member State. These messages explain why the number was 
refused: 
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(i)the number complies with the rules for constructing VAT numbers. but 
it hu not been allocated; 

(ii) the number wu not allocated in the period concerned~ or 

(iii) the number ceued to be valid in the coune of the period concerned. 

Moat of the Member States say that they syttematically examine these 
error messages, which are usually sent to local departments. Their 
reapo111e1 vary: they may request infonnation ti'om firma, Ulell the tax 
risk incwTed, usually on the basis of the size of turnover, reconsider the 
tax exemption granted, or carry out on-tl•spot checks. 

The number of warnings generated in 1993 wu small, however, in 
relation to the amount of information exchanaed; the potential for 
exploitation of such warnings for purposes of control is thus limited. It 
may reasonably be concluded that this shows that suppliers checked their 
aastomers' identification numbers whenever they thought it neceaaary. 

For the information transmitted in accordance with Article 4(2), 
(turnover figures for all supposed purchuen), all the Member States 
compare them, often automatically, or will be in a position to do so over 
the next few months, with the . figures for acquisitions in the periodic 

· VAT returns. This comparison is part of the tax control programme. 
Three Member States, Italy, France and the Netherlands, have noted 
divergencies between the two sources of cross-checking, which have 
enabled them to identify traden presumed to be failing to comply with the 
rules, for further investigation. 

Information under Article 4(3), turnover figures for a specific purchaser, 
broken down by supplier, are the molt useful at the actual control stage. 
The wide differences in the number of requests of the type mentioned 
above are mainly due to differences in the application of VAT controls 
for 1993. Because periods of limitation extend over several years, and/or 
in order to ensure that they coincide with verification periods for direct 
and indirect taxation, certain administrations will not start on-the-spot 
VAT checks until this year. This is because VAT can be checked over a 
period that varies, according to the Member State, from three to ten 
years; it is therefore not surprising that the number of ~ntrols for 1993 is 
still low . 

... l No new fraud, but a need for doter coopention 

The initial results of verifications and the other information from the 
Member States have not so far led to the discovery of new means of tax 
avoidance or evuion. The various cases reported in the press or by trade 
organizations relate to known methods of tax evuion, such u: 

- issuing of two invoices (especially for new means of transport, 
apparently); 
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failure to declare ales and/or purchuel; 

establishment of ephemeral companies with improper refunding of 
VAT. 

A. far u the Commiuion and national deputmenta n aware, this type 
of evasion hu not expanded either. However, indicaton other than tax 
data, such u external tnde fisurea, lhould be analyled and monitored. 
They can show up tax ftaud indirectly, wbell they do not COI'NipODd to 
economic reality; for example, an abnormal increue in diipateh of a 
specific type· of rnerchMdile &om one Member State to another miaht 
imply that supplies were beina improperly exempted, and diverted bade to 
the borne market. 

Although the introduction of new indirect tax reJimes hu not buically 
chanpd the tax rules or the place of taxation, it hu given a boost to 
administrative cooperation, u the Member States are now more aware of 
their interdependence. The requirement to return recapitulative 
statements and proceuing of these statements by the VIES enables 
national departments to be aware of the fact that the taxable persons 
concerned are expected to declare their acquisitions. The few exceptions 
due to differences in national lepl definitions of certain transactions do 
not compromise the system u a whole. }d to supplies, although it is 
entirely up to the Member State of departure to check on the conditions 
for their exemption, some departments thoupt it would be belpftal to 
know how the same operation wu dealt with in the Member State of 
destination. Applications for infonnation of this type had already bMn 
exchanged by Member States on the basis of Directive 77/7991EEC. 
Although the reply (acquisition declared or not) cannot under any 
circumstances affect the granting of exemption, it is one factor to be 
incorporated in the analysis of risk for prosramming controls. 

It also appeared that the mutual assistance Directive could provide for 
more frequent spontaneous or automatic exchange of information. For 
example, in the absence of a spontaneous declaration by the taxable 
person, only the authorities in the Member State where the trader is 
established can be aware when the threshold for distance selling hu been 
exceeded; such information could be systematically brought to the 
attention of the Member State of destination of the goods, which could 
then tax the relevant transactions in accordance with the special f81ime. 
Many Member States also said they were in favour of introducing time
limits for replying to applications for information under Article 2 of the 
Directive. This matter is a priority in the work schedule of the SCAC for 
1994. 
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4.3 Special meuuns that would be desirable to combat fnud: "1-'i.tal 
SCENT'' 

In reply to the questionnaire drawn up by the Commiuion. the 
Member States drew attention to the importance of confidential and rapid 
trlnlmiuion of information in combating &aud. not only for VAT, but 
also for excise duties. A pilot project known u "Fiscal SCENT" wu set 
up in 1993. This computer network, bued Oft the existing SCENT 
network for customa matters, is intended to enable tarpled anti-bud 
meaapa to be exchanged between the departnllfttl concerned. 

The purpose of "Fiscal SCENT" is to control certain operations in intra
Comnmity- trade by brinilina · information on aaapected or atablished 
cues offi"aud to the attention of the adminiltrltions concerned u quickly 
u poaible. The tranlmitted infonnation may concern phyaical flows of 
gooda; although this type of information is not directly usable for VAT 
purpo1e1, since taxable tfiiiiiCtions are declared after the taxable event 
hu taken place, it can be important for awareneu of events which, by 
their nature. imply the exiltence of operations (e.g. sales) that should 
have been or should be recorded in the tax retums of the operators. The 
information transmitted may also be useful for preparing more narrowly 
targeted measures such u monitoring of invoices, whole findings can be 
used, for example, in a subsequent tax control. "Fiscal SCENT" is 
especially useful for highly taxed products like tobacco or alcohol, which 
are liable to both VAT and excise duties. The messages exchanged in 
this particular connection are similar to those exchanged via customs 
SCENT if the information relates to the routing ofthe products. 

The "Fiscal SCENT" network has already begun to function, and it will 
be further developed in 1994. 

4.4. ,Aaistance with recovery 

For mutual assistance with recovery, there is already a Community legal 
instrument, Directive 761308/EEC, in the field of indirect taxation. It 
could be used more intensively in future as tax claims arise on taxable 
persons not established within the country isa~ing the claim. a situation 
that is more likely to arise u a result, for example, of the extension of 
distance selling. The Member States have also shown interest in this 
matter, which wilt be studied along with the concept of tax liability. 
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CONCLUSION 

On the technical side, the VIES -is operating satisfactorily, and the options 
followed enable it to respond to the various requirements for information 
provided for in the Regulation. However, it is too early to take stock of its 
impact on tax controls, or on their quality. Moreover, the effectiveness of 
control systems can never be measured in purely statistical terms, or 
summarized in terms, for example, of tax recovered. Most of the VAT 
collected is attributable to spontaneous declarations by taxable persons. Tax 
control plays a buic role in prevention, which is much more difficult to assess 
statistically. From this point of view, the existence of an infonnation exchange 
system dealing with virtually all intra-Community transactions certainly 
contributes to this prevention function as well as playing a part in detecting tax 
evasion. 

The close supervt11on needed for administrative cooperation arrangements 
should not lead to questions of tax avoidance or evasion being examined too 
narrowly. The number of traders who fulfil the requirements for declaration of 
intra-Community trade should be assessed in the light of economic data 
(transport statistics, external trade etc.), and not simply on administrative 
information originating in tax departments. Similarly, clearer knowledge of 
trade practices in particular trade sectors would make it easier tQ catch certain 
tax infiingements. 

Pooling of experience in the Member States on these matters, and the 
development of mutual assistance procedures, are the next steps in 
administrative cooperation. 
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