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VAT REPORT

INTRODUCTION

THE UNION SYSTEM OF OWN RESOURCES

The Community own resources Decision! stipulates that own resources are

if)
i)

iv)

constituted by the revenue from

i)

agricultural and sugar levies;
customs duties;

“the application of a uniform rate[...}to the VAT assessment base which is
determined in a uniform manner for Member States [not exceeding for any
Member State 55% of its GNP]"

"the application of a rate to the sum of all Member States' GNP (Directive
89/130 2).

The relative shares of each resource in Community finances is illustrated in Table 1).

Own. resources arising from VAT remained the main own resource for the
Community in the three-yearly period covered by this report. Table 2 shows the
amounts of VAT resource paid by Member States to the Community budget.

1.A. .Traditional own Resources: Information on collection and control

procedures and results

Traditional own resources (items i and ii above) are levied by Member States
on behalf of the Community. The rules for determining the Community
entitlements pursuant to these resources is laid down in Council Regulation
1552/893. Regulation 1552/89 also defines the reports and information that
Member States shall send to the Commission to enable it to exercise its powers
and responsibilities in managing the own resources system.

1

Council Decision (88/376/EEC, Euratom) OJ L185/24 of 15 July 1988 on the system of the
Communities' own resources. According to the new OR Decision of 31 October 1994 (Council
Decision 94/728/EC, Euratom) the ceiling on the uniform rate will be reduced from 1.4% to 1% in
equal steps between 1995 and 1999. Also for countries with a per capita GNP of less than 90% of the
community average the assessment base for VAT would be limited to 50% of their GNP, rather than
55% as at present, as from 1995. For the other Member States this change would be phased in, in
equal steps, over the period 1995-1999.
Council Directive (89/130/EEC, Euratom, OJ No. L 49/26 of 21 February 1989) of 13 February 1989
Council Regulation n° 1552/89 (EEC, Euratom, OJ No. L 155/9 of 7 June 1989)-of 29 May 1989
implementing Decision 88/376/EEC, Euratom on the system of the Communities' own resources.
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1.B. The VAT own resource: Information dn VAT collection and control
procedures and results

As defined in Council Regulation 1553/89 of 29.5.1989 the VAT resources

assessment base is calculated by dividing the total net VAT revenue collected

by a Member State during that year by the [weighted average] rate at which
VAT is levied during that same year*.

Regulation n® 1553/89 in its Article 12 also lays down that:

“1. The Member States shall provide the Commission with
information concerning the procedures which they apply for
registering taxable persons and determining and collecting
VAT and on the modalities and results of their VAT control .
systems.

2. The Commission shall consider, together with the Member
State concerned, whether improvements to these procedures
can be contemplated with a view to improving their
effectiveness. '

3. The Commission shall produce a report every three years on
the procedures applied in the Member States and on any
improvements contemplated.’" :

In adopting this Regﬁlation, the Council made the following statement:

"The Council notes that the Commission intends, by the
procedure proposed, to help overcome practical difficulties in
the VAT collection' and, through better circulation of
information, to help the national authorities to combat cases,
of fraud and irregularities involving VAT. The Council
considers that this represents a constructive step in the
strengthening of fraud prevention measures."

A first report was produced in February 1992. ¢
1.C. The GNP resource

Directive 89/130 (the GNP Directive) lays down (Art. 3 par. 1) that Member
States produce yearly their GNP according to the common definitions and
rules contained in the same Directive (Arts. 1 and 2). Member States must also
provide the Commission with the information necessary to show how GNP and
its component elements have been derived (Art. 3 par. 2, Arts. 4 and 5).

Council Regulation (EEC, EURATOM) n°® 1553/89 of 29 May 1989 on the definitive uniform
arrangements for the collection of own resources accruing from VAT. Articles 3 and 4 of this
Regulation (OJ N° L155/9-13 of 7.6.89) refer. -

Ibid., art. 12

SEC(92)280 Final
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The Commission is responsible for the verification of national GNP
calculations, with the assistance of a management committee, chaired by a

- Commission representative. In this committee questions relating to the correct

implementation of the Directive, statistical sources, GNP calculation methods
and the measures for enhancing exhaustiveness and comparability are
examined.

2. THE VAT RESOURCE

2.A.

2.B.

The VAT resource and Member States' VAT

" Following the calculation method stipulated in Article 1 and specified in

Articles 3 to 6 of Regulation 1553/89 Community revenue accruing from the
VAT resource shall be calculated by applying a uniform rate to the VAT base
determined in accordance with this Regulation. '

Except for deviations arising from namely capping, certain derogations under
art. 28 of the sixth Directive, and special schemes for small undertakings, the
VAT base'is proportional to VAT revenue where the factor of proportionality
is determined for each Member State by the inverse WAR 7.

Effectiveness of VAT procedures and Community finances

Member States have a clear incentive to enhance the effectiveness of their
registration, collection and control procedures since such initiatives will lead to

~higher compliance levels, increased revenue, and to improvements in.

administrative cost effectiveness. Enhanced effectiveness influences revenue
both directly through short term yield and longer term via the deterrent effect
that efficient administrations have on potential frauds and irregularities.

~ As stated in the Commission's first report divergences in national VAT

administrations' effectiveness in collecting the tax and preventing fraud can
distort the burden sharing of financing the Community budget in a number of
ways,

- For example :low efficiency in registration, collection, and control
procedures could result in a revenue shortfall and, therefore, in a shortfall of
the VAT resource. The shortfall must be compensated for with an increased
call on the GNP resource, thus altering the relative shares of the VAT and
the GNP resources. The additional call on the GNP resource is financed by
all Member States. The consequences of low efficiency in one Member
State are therefore partly shifted to the other Member States in the
form of increased VAT and GNP payments. The shifting proportions
vary according to each Member State's share in the VAT base and in GNP.

- The efficiency of VAT collection and control on import transactions is also
correlated with that of cellection of traditional own resources. A

7 Weighted average rate is referred to in Art. 4 of Regulation 1553/89.
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reduction in VAT frauds and irregularities for imports is likely to result in
increased revenue from customs duties and agricultural levies.

- Where tax statistics are used in order to estimate GNP, inefficiencies in
VAT collection and control might have an effect on the calculation of the
GNP basis.

- As described above, VAT assessment bases are capped where they exceed
355% of the Member State's GNP. If a Member state's GNP is understated
‘because underground activity is insufficiently taken into account, then its
VAT base may wrongly be capped. These possible capping distortions
could also induce shifts in the rélative burden of Member States.

Delays in collection as well as overuse of arrangements that defer the
payment of VAT debt might also introduce distortions. If a VAT debt
accrued in one year is collected one or more years later, then VAT
assessment bases might vary unpredictably. To the extent that VAT bases
are close to the capping threshold, late collecﬁon may also lead to
unwarranted capping and hence to reduced VAT resource revenue.

The Commission, which is entrusted with the monitoring of transposition of
Community legislation into national provisions, must therefore see to it that
equivalent, high levels of administrative effectiveness are achieved by all
Member States so that the distortions in the burden sharing resulting from
differences in performance are reduced to a minimum.

STRUCTURE AND CONT ENTS OF THE REPORT

This report is organised as follows. Having examined above the relevance of the
efficiency of VAT procedures for own resources Chapter 1 reviews the conclusions
and follow up plan of the first report, and compares the evolution of Member States'
VAT procedures by reference to them. o

The first report recognised the importance of the ‘economic and institutional
environment for the structure and operations of the various VAT procedures.
Chapter 2 examines the evolution of some major indicators of Member States' VAT
populations and of their administrative structures over the period 1992-1994;

While recognising the importance of all VAT procedures, the present report focuses
the attention on the planning and undertaking of two of them: control (Chapter 3)
and debt management (Chapter 4). These activities represent the core of VAT
administration, and in these areas important developments have been achieved in
recent years. :

In order to ascertain that the changes introduced in administrative procedures
actually produce the expected efficiency improvements Member States are
increasingly equipping themselves with evaluation and monitoring systems. Chapter
S reviews these systems as they are applied to VAT control and debt management.
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Chapter 6 concludes with a brief overview of the possible evolution of the legal and
institutional framework, advances a series of suggestions and, outlines a work plan
for the next three years. ‘
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1.1.

1.2

CHAPTER 1

FOLLOW UP TO THE FIRST REPORT

SUMMARY OF THE COMMISSION'S WORK PROGRAMME

In the first report the Commission proposed a five point workplan. It was proposed
that:

1)  Member States would regularly advise the Commission of changes to and
results of their collection and control procedures (including specific measures
against fraud);

i) _ similar to point (i) the Commission would make regular reports to the Member -

States;

iii) - the Commission would with the relevant Member States' a reement, distribute
g

specific documentation and information received that could in its opinion
contribute to improvements in other Member States;

iv)  the Commission would hold regular meetings with Member States to consnder
jomtly the measures implemented following point (m) above and

v) the Comrmssxon would organise seminars where considered appropriate to
foster closer co-operation between Member States' Administrations and to
promote a complete understanding of their respective procedures and practices

SUMMARY OF SUGGESTIONS FROM THE FIRST REPORT
The report identified a number of suggestions that were summarised as follows:
One Objective: Enhance voluntary compliance

Four ways: - Reduce compliance costs (in particular through smphﬂcatlon)
- Strengthen information and service to the taxpayer
- Diversify audit programmes with both risk-led and broad visit
plans
- Further develop flexible, agile debt collection procedures

Three rules: - Comprehensxve balanced computerisation plans
- Reinforced staff training programmes
- Geographical and functional co-ordination between tax
services within and across Member States
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Detailed suggestions were made in the following five main areas:

a) measures to promote taxpayer's voluntary compliance by minimising their
compliance costs and giving them an image of commitment to a fair and
~ efficient service; -

b) that the various enforcement measures should be oriented towards re-
establishing voluntary compliance;

©) thét computerisation should gradually be applied to all procedures along the
chain from registration to payment collection,

d) that there should be re—drganisation and rationalisation of registration and
audit procedures by co-ordination with other fiscal administrations,
government departments and public enterprises; and

e) staff training programmes should be oriented towards enabling officials to
‘keep abreast of changes. in the legal and business environment. :

1.3. IMPLEMENTATION OF THE WORK PROGRAMME

The Commission implemented the work programme by means of seminars, bi-lateral
meetings and videoconferences. It also produced a questionnaire to assist in the
collection of information for préparation and inclusion in this report.

The Commission organised four VAT own resources seminars. The first was held in

. - Brussels on VAT Debt Management and Enforcement (April 1993). The second was

" held in Bonn on Planning, undertaking and evaluating VAT Control (November 93).

The third in Brussels was a review of the impact of the 1st VAT report (July 1994);

‘and the fourth held in London (October 1994) dealt mainly with delayed payment

arrangements and with the evaluation of procedures in terms of administrative and
compliance costs. '

“The view of the Commission and Member States is that these seminars have provided
a useful forum to foster closer co-operation and have presented the opportunity for
all parties to discuss and exchange ideas and initiatives on good practice. Knowledge
about practices and procedures has contributed to overall improvements in the
collection and control of VAT and enhanced the fight against fraud. ’

Apart from these seminars, other initiatives also contributed to the achievement- of
the aims set out in this Report: the Matthaeus Tax Seminars in the field of VAT, the’
regular meetings of the Advisory Committee on Own Resources and the Standing
Committee for Administrative Co-operation as well as an experiment in the control
of multinational enterprises can be cited in the respect. '

1.4. OVERWEW OF DEVELOPMENTS IN MEMBER STATES SINCE THE FIRST REPORT

Developments in Member States have been in general consistent with the orientations
“identified in the First Report, and even fully consistent for some of them (F, UK).
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A good example is the dynamic area of computerisation where many large networks
with modern audit software and sophisticated control programmes have been

) - installed. The use of personal computers has sharply increased in the last two years
with several Member States (D, DK, E, F, L, UK) equtppmg a large number of

LS.

inspectors and audit staff with them. Luxembourg is actively planning their
introduction for 1995.

The field of measures to promote voluntary compliance (see 1.2.(a) above) and in
particular with regard to the simplification of procedures is one area where less
:mprovement has been achieved. Two Member States (D, E) stressed the difficulties
to minimise the number of changes to legislation given the need to adjust to changes
in Community law. For the same reason Portugal stated it would find it difficult to
group amendments. Reluctance was expressed by the United Kingdom and Ireland
about establishing co-operation arrangements with professional assocnatlons
concerning VAT registration formalities. They did not wish to delegate the right to
refuse registration to an authority outwith their administrations. Such delegatxon was
not provided in P, either. Germany stated that multi purpose forms, in order to be
acceptable, should be clear to avoid confusing tax payers.

Portugal reported that revenue collection by financial institutions or post offices was
not possible within its current legislation, Luxembourg pointed out that no
competence has been attn'buted to such bodies. |

~ The suggestions on enforcement methods (see 1.2.(b) above) were generally found

by Member States to be in line with their current practices."The delegation of minor
arrears collection to private collection companies was considered mappropnate by

several Member States (E, DK, F, GR, P). Spain reported that while it did so in the
past that it had recently taken over collection from private firms. By contrast those
Member States who have adopted this suggestion find the arrangement satxsfactory _
(I, IRL). ‘ '

In the area of computerisation (see 1.2.(c) above) the Commission's orientations
were fully in line with Member States' developments or plans. The United Kingdom
reported that whilst it had no specific plans regarding a single identification code for
traders it was creating a unique number for all those under Customs & Excise
responsibility. :

Member States reported that they were in line with the orientations in the areas of re-
organisation and rationalisation of procedures and staff training.

EXAMPLES OF SIGNIFICANT INITIATIVES OR PRACTICES

Several Member States reported initiatives or practices whxch are worthy of note
some of which will be presented in more detail in the following chapters

Legal data bases
Legal data bases have been developed which contain a wide range of advice
and legal precedents. They operate on a subscriber basis and are used
extensively by practmoners who tend to be the main interface between the tax
payer and the Administration (D, F).
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Multi-tax control ,

It is widely recognised that problems in one tax area often have implications
for another. Joint control of taxes enables inspectors to have a global picture
when auditing or iinspecting businesses and this has been reported to improve
allocation of control staff resources (DK, D, F, IRL, NL). A joint tax approach
has also been reported useful in offsetting debts from one tax area against
repayments in another. Belgium is currently planning to merge the
administration of VAT and direct taxation; this should facilitate the
development of multitax control.

Enforcement .
Two very proactive control practices were reported:

i) Administration staff will often contact businesses by telephone when a
payment of tax is not received timeously. If the explanation given is
not sufficient recovery action is initiated immediately (DK, UK).

ii) For certain types of businesses where there are persistent enforcement
problems the administration may consider instructing public bodies to
withdraw their special authorisations without which they may not
trade (D, DK). (See chapter 4).

Simplified collection methods :
A system to facilitate tax payments either directly to the central bank (F) or
through financial institutions which in turn_forward the tax directly to the
central bank is operating in several Member States (E, IRL, I,-L) in order to
simplify the collection procedures and to ensure that taxes are brought to
‘account more swiftly. (See chapter 5). ‘

Payment by credit card
The acceptance of payments of tax liabilities by credit card to foster prompt
payment is currently being considered by Italy.

Computerisation . ' : : ,
France has a national real time system (MEDOC) for the control and
management of taxes thus ensuring that information concerning traders is as

up-to-date as possible and is available to staff at a local level.

Computer software which is capable of measuring costs of control and thus
influencing the use of resources in the most effective manner is used by several
Member States (E, P, UK). In most cases there is a range of performance
measures and indicators in use. (See chapter 5). '
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CHAPTER 2

CHANGES IN VAT ADMINISTRATION 'IN MEMBER STATES
SINCE THE FIRST REPORT

VAT IN MEMBER STATES' FINANCES

A review of the relative proportion of national tax revenues contributed by VAT

~ indicated that VAT's share in national tax revenue was in 19928 highest in Greece

2.2,

(26%), Ireland, United Kingdom (over 20%) and lowest in Italy (under 15%). Given
that the level of fiscal effort (taxes and social charges as percentage of GNP) ranged
from 34% in the United Kingdom to 48% in Denmark and Luxembourg, VAT
collection as percentage of GNP was highest in Greece and Denmark (10,7% and
9,3%), whereas in all other Member States it remained below the 8% level. [Table 3]

TAXPAYER CHARACT, ERISTICS

The First Report recognised ‘that the structure and effectivenéss of VAT
administration are greatly influenced -by the characteristics of the taxpayer

~ population.. This is why the main characteristics -rendering administrations'

~ performance easier or more difficult are taken up again, notably the number of

taxpayers, their size, their business activities and their geographical distribution.

The number of traders registered for VAT purposes has increased in all Member

States since the first report (Table 16). Consequently, tax administrations have to

face a continuous process of adaptation to optimise the use of their resources.

Compared to the situation reviewed in the First Report the size distribution of firms
has most significantly changed in Belgium, Italy and the United Kingdom as well as
in Germany due to the reunification. Belgium has increased its relative shares of both

- micro-sized firms and large firms. Italy has had a reduction in the number of small

enterprises. In Italy the number of micro-sized firms has reduced as well, relatively

easing the administration of VAT. The United Kingdom has significantly increased its

 relative share of micro-sized firms; the number of taxable persons has been low. (See

Tabled). o |

The proportion of businesses in "sensitive"® sectors which are difficult to administer

-although diminishing in most Member States (most remarkably in NL, but -also
- significantly in D and L), has slightly increased in the United Kingdom. The

percentage of “sensitive" firms remains highest in Italy (82%) with Belgium, Spain,

- Luxembourg, Portugal, and United Kingdom showing levels around 75%. On the

§ 1991 for DK, GR, IRL, L, P

® Categories 5, 6, 7 and 9 of NACE have been considered “sensitive” sectors. These include buildings
and civil engineering; distributive trades, hotels, catering, repairs; transport and communication; other
services. See Tables 4,5.
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contrary, both the Netherlands (60%) and Germany (66%) have a relatively large
"non-sensitive" taxpayer population (see Table 5). The turnover breakdown between
"sensitive" and "non-sensitive" sectors may have still more relevance. Amongst those
Member States where data are available (B, DK, D, F, I, P), Denmark shows the
highest concentration of turnover in "sensitive" sectors (64%) followed by Belgium
and Italy, the remaining three showing ratios of 50% or less. :

FUNCTIONAL STRUCTURE

As already stressed in the first report, there remain differences in tax administrations'
functional structure. However, there seems to be a tendency in Member States to

unify direct tax and VAT tasks in one department (D, DK, E, IRL, I, NL, planned in

B).

In relation to the apportionment of responsibilities for transactions depending on
their origin (domestic, intra-Community or third countries) the same administrations

and departments are competent for administering registration of taxpayers, tax

assessment and control. However, certain Member States have provided the
intervention of special services and units for VAT on imports (E, F, IRL, 1, NL, P).
The Netherlands have also created a centra) unit supporting the control of intra-
Community transactions.

Concerning recovery and enforcement, the use of specialised services and
departments has been increased in Member States. In Italy arrears enforcement is
now delegated to factoring comparues ("concessionarii”).

THE RESPECTIVE RESPONSIBILITIES OF CENTRAL AND LOCAL OFFICES

The trend to apportion more responsibility from headquarters to local VAT offices
these being nearest to the trader and his socio-economic field of activities, is
indicated in Table 6.

Most Member States centrally formulate their annual statements of priorities,
establish national objectives, and provide technical guidelines and computer support
to local managers. However, increasingly debt enforcement decisions and the choice
of those taxable persons to be controlled and the duration and depth of the control is
being left to regional or local managers.

2.4.1. Central responsibilities

A number of key roles are centrally administered in most Member States which
include ' '

- The determination of the national control resource available (e.g. an
~assessment of the available working capacity) and the manner in which it
will be allocated to different regions (e.g. number of taxpayers per region).

- Making available general methodology guidelines, e.g. highlighting
developments such as the opening of fiscal frontiers on 1.1.93 (F), and other
economic or legal developments.
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- Monitoring the quality and effectiveness of the regionally undertaken tax
collection and control procedures (see chapter 5).

-- Determining the broad sectors and activities that control should concentrate
on (E, I). Trade sectors particularly susceptible to fraud or that have a
strategic economic importance (e.g. banks in D) are identified. Identified
‘trade sectors are also closely monitored regardmg debt collection (see
chapter 4). \

~ - Planning nationally a-proportion of the control resource to be used to check
taxable persons undertaking intracommunity transactions (B, I) or to give
central advice for local controls ®. :

- Setting up teams with expemse in areas such as monitoring and combatmg
- tax fraud. This role might involve
- gathering all documentary evidence on fraud
- co-ordinating measures for investigating and following up cases
- taking direct action in serious cases of persistent fraud
- and co-ordinating and establishing the criteria that might be used in
inspection measures regionally or locally to uncover fraud.
In this regard France produces annually a comprehensive overview of the
various types of fraud coming to the attention of the departments
“responsible for control. Each year about 100 entries on fraud techmques
most relevant to VAT, are produced. In Greece special attention is given to
taxable persons who have .established false invoices. Once detected they are
centrally listed and communicated to all regional control services.

‘

2.4.2. Local responsibilities

“The key responsibilities exercised by the centre in the Member States are
nevertheless being increasingly matched by the responsibilities at the reglonal
or local level. The increased delegation of responsibilities has arisen as
Member States recognise the value of planning and undertaking control and
enforcement tasks closer to the taxpayer. In doing so they have capitalised on"
the opportunities offered by the many recent technical advancements in
, computensatron, which make co-ordination easier.

Even in those Member States where the degree of centralised plannmg is the
most srgmﬁcant there is always an important role for the regional ofﬁces such
as:

- The selection regionally or focally of local programmes or taxable persons
using local research and the knowledge of the local officials. Such.
programmes are intended to reflect the specific characteristics of taxpayers
in respective areas. Local and regional selection programmes are often be
joined with any central programmes prior to the lssumg of an agreed
'national plan' (E).

- in circumstances where a list of taxpayers is provided to local managers for
control (either -on-the basis of statxstlcal/economlc reviews or returns
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checking) or for enforcement most local offices retain a considerable degree
of autonomy in determining cases to be persued (B, GR).

- Decisions on arrangements to delay payments up to a certain level (see
chapter 4).

- In some Member States (D, DK, F, NL, UK) there exists a greater
responsibility at a local level to select those traders for control and to follow
up recovery of VAT debt on the basis of locally determined criteria. This is
done within centrally agreed budgetary and staffing allocations (UK).
Furthermore Denmark and the United Kingdom set revenue and results

. targets for each regional/local office.

2.5. HUMAN RESOURCES, TRAINING AND COMPUTERISATION

Organisational  differences and particularly the trend towards multi-tax
administrations in Member States make it difficult to assess and compare the staff
and resources allocated to VAT administration tasks and are an obstacle to the
comparison of resources in Member States' administrations (see Table 7). When
comparing the evolution of staff since the First Report it can be noted that:

- the number of controllers has increased in Ireland and Luxembourg;

- the general staff resources have remained stable in Greece, France (DGI), Italy and

the United Kingdom; )

The controls at internal frontiers and the transitional VAT regime have not resulted
in significant changes in staff levels. -

The increase in the -number of registered taxable persons and the increased

complexity of the tasks entrusted to the VAT administration including the

transitional VAT arrangements, together with limited increases in human resources .

has led all Member States to attach increasing importance to improving productivity
* by training and computerisation.

As concerns training all Member States run training programs for new recruits and
continued programmes on new legislation and other relevant issues for more senior
staff. The duration and coverage of those programs, as well as the mix of courses
and on-the-job training continue to vary widely across Member States (see Table

- 8,9). General and specific VAT training is organised by administrations on central
and/or local level. '

Increasingly, the importance of Community issues and anti-fraud training (F, NL) is
recognised and reflected in special training programs. : '

In all Member States computerisation has been further developed as shown in Table
10. Procedures of registration and of control of missing declarations have been
computerised, the other procedures enjoy full automatisation in most Member States.

Use of expert systems for control and selection of taxpayers to be controlled is made
or contemplated in the majority of Member States. (Annex 7)
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2.6. COST-EFFECTIVENESS AND EQUALITY OF TREATMENT

All 'Member States pursue as general objectives of VAT administration the
maximisation of the collection of (short-term and longer-term) VAT revenue. All aim
at maximising levels of voluntary compliance, and minimising and deterring
avoidance and evasion, particularly by detecting and repressing the most complex
fraud cases.

Revenue maximisation or efficiency is best served by allocating resources to detect
and correct the groups of traders for which the expected increase in tax liability is
highest. Risk analysis techniques are increasingly used by all Member States to help
attain this objective. Revenue maximisation may also help the administration to
project an image of efficiency and hence deter avoidance and mduce voluntary
compliance.

Administrations that emphasise the efficiency objective tend to establish high
registration thresholds, and produce targeted, nsk-based control and debt recovery
plans

Extensive coverage implies ensuring that all taxpayers regardless of their size,
activity or location have a similar probability of being audited and enforced by the
administration. Low registration thresholds, broad control programmes based on the

" “control cycle" (the average frequency of controls for a- typical firm) and systematic
pursuit of all debts, are meant to serve this objectlve and help deter taxable persons
from future non compliance.

_Member States' registration, assessment, collection and control plans are influenced
by a trade-off between these two major, more specific objectives. While all Member -
States pay attention to both objectives, Denmark, the Netherlands and the United |
Kingdom place emphasis on the maximisation of results while Belgium emphasises..
more exhaustive treatment of all taxpayers. : '
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CHAPTER 3

PLANNING AND UNDERTAKING VAT CONTROL

INTRODUCTION

VAT is self-assessed by taxable persons in their returns. Control procedures aim at
checking the level of voluntary compliance, that is, at checking the reported tax debt
for completeness and accuracy. This involves:

1. analysing the information submitted by taxable persons in their returns and
checking it against other relevant information available to the VAT
administration from various sources,

2. selecting those taxable persons to be controlled,

3. for the taxable persons to be controlled, checking the information reported
against a number of relevant trader specific indicators or general ratios
singled out by the administration which can be inferred from the accounting
or other information available from the inspected trader or third parties.

The general objectives of control do not differ-from those of the other VAT
functions, referred to in chapter 2 above, namely to maximise the collection of

- (short-term and longer-term) VAT revenue by the cost-effective use of resources,

3.2.

and to do so by maximising levels of voluntary compliance, and minimising and
deterring avoidance and evasion, particularly by detecting and repressing the most
complex fraud cases. '

The range of performance indicators and targets typically used in Member States
alongwith a review of the operational procedures to monitor and evaluate

performance will be discussed in chapter 5.

This chapter will idehtify the challenges that are facing Member States in undertaking
their controls and outline the planning and operational methodologies that they have
adopted to meet their respective control objectives. ' ‘

GATHERING INTELLIGENCE

The information enabling Member States to check the completeness and accuracy of
tax returns is largely held by taxable persons. Hence Member States, in addition to
tackling their planning also gather intelligence on trader's activities in a systematic
manner. ' :

This intelligence when allied with an analysis of the trader population to identify
those most likely to evade or underreport their tax liability contributes to an
approach that is both cost effective in the discovery of additional tax liability and can
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have a deterrent effect on that proportion of the taxable persons not actively

/ .. controlled.

" The information available to respective Member States on the individual taxable

3.3.

persons and their taxable operations, does vary. All Member States have access to
accounting records of the trader, whereas access to banking records may be limited
to certain specific information requests. Most VAT administrations have also access
to the records and files of other tax services (particularly if VAT is controlled jointly
with direct taxes); and sometimes to relevant social security records.

In addition to the recapitulative statement of intracommunity transactions to other
Member States provided for in Article 22.6 (b) of the Sixth VAT Directive, some
Member States (E, P) additionally require the preparation by taxable persons of
listings detailing all traders to whom even domestic supplies have been made.
Denmark, Italy and Spain are also able to monitor other key transactions by taxable
persons such as real estate or vehicle purchases which are fed into comprehensive
data systems managed by the tax administration.

Some Member States have found it particularly useful in gathering intelligence on the
operations of specific trade sectors to actually organise their control activities so as
to maximise the knowledge of particular trade sectors or categories (D, DK, I, IRL,
NL). :

Denmark and Ireland place emphasis. on early visits to traders. Stich an approach

- whilst serving to assist the future compliance of the taxable person also is an

effective registration control that limits the potential risk of future evasion.

In most Member States research and empirical studies are carried out reviewing the
previous - years experience of tax controls and other external information to .
supplement their intelligence gathering noted above. -

ANALYSING TRADER POPULATION FOR CONTROL SELECTION

,In selecting the taxable persons to be controlled as part of thetr control programmes,

Member States in general allocate available resources to control those groups of
taxable persons most likely to evade or avoid their tax liability or those for which the
potential for tax recovery is the greatest relative to the cost of control.

Most Member States also ensure that controls are organised so as to have a broad

impact in terms of encouraging improved compliance in the trader population as a
whole.

The large number of taxable persons in Member States and the volume of statistics
and intelligence available has required the development of increasingly sophisticated
computer systems that act as an aid to control selection. Such developments have
improved the quality and effectiveness of desk audit procedures. These developments
have allowed some Member States to more carefully select, or even reduce the
numbers of control visits undertaken. France, with about 2,5 million taxable persons
uses such techniques to assist it in undertaking more than half a million documentary

* controls each year Based on the results of these some 37,000 control visits might be
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undertaken. In comparison the United Kingdom, with 1.6 million taxable persons,
places emphasis on control visits, selected on the basis of a twice yearly automatic
risk analysis, rather than on desk audit. Some 378.000 traders are visited annually.
(See Table 16). ' o

CRITERIA AND DECISION RULES

Most Member States apply a rangé of criteria listed below in selecting the
homogeneous group, sector, activity, and of individual taxable persons most likely to

- be inspected. The use :of these criteria alongwith the appropriate decision rules

3.5,

allows Member States to broadly determine a number of aspects:

a) the type of investigation e';g. VAT refund control, intracommunity transaction
-check, large business, or risk trader; .

b) the breath and depth of the control to be carried out e.g. a broad inspection for all
taxes covering all periods, or short inspection covering only the present tax period,
or to check compliance with invoice or other VAT legal requirements (e.g.
intermediate controls in Greece in cases of the irregular presentation of returns);

c) the level and experience of the staff to be used that will ensure that cases are
assigned to the most appropriately trained controllers.

Some decision rules are based on a consistency check of individual traders’ returns
with either his own previous returiis or with reference levels and averages based on

~ the returns of traders in comparable trade sectors or geographical areas. These

reference levels are regularly updated and amended.

For those taxable pérsons whose risk assessment does not warrant immediate
control, some Member States set targets that would ensure that as many traders as
possible are controlled within a time limit, normally 5 years, that will allow legal
recovery of under-declarations. However other Member States recognise given the
vast numbers of SME's that it is unlikely with limited resources available that all,
entities might be covered in that period. One Member State anticipates that very
small firms will be controlled on average once every 57 years. Other Member States
whilst not seeking to determine any control cycle for the majority of firms would
nevertheless consider it important in tackling very large firms that a cyclical approach

should be taken so as to determine the specific trading areas of risk to be examined

(DK, GR, IRL, NL, UK, etc.).

The practical impact of such decisions in Member States can be seen in Tables 13
and 14 and Annex 6. With reference. to large, medium and small enterprises, these
tables note the average duration of a control, the number of inspectors participating
and how often controls on the respective enterprises might be carried out.

RISK CRITERIA
A

The criteria most widely reported by Member States in selecting groups or individual

traders for control are the following:
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3.5.1. Financial Risk Criteria

- Size and structure of the business

- Tumover and number of employees
- For groups of companies, the number of branches and their national
and international spread

- Revenue activities

- Turnover
.- Tax throughput levels (level of i input tax plus level of output tax)
- Turnover / total input tax ratio
- Turnover / number of employees (perhaps cross-checked to social
security records)
- Profit margin percentages
- Level of partial exemptions

- The complexity of traders accounts

- Number of accounting documents processed and record systems.

- The quality of taxable peréons internal controls -

- review of work and quality of trader staff, internal and external
auditors .

- Sectors whose customers are end consumers

- cash tr-.ading

- Sectors with difficulties in providing justlﬁcatxon of purchases e.g. ﬁ'om

individuals

-- -Firms entitled to repayment of VAT or compensation

3.5.2.

- Firms undertaking intracommunity transactions

- -discrepancies between declared inputs and inputs identified using
the VIES system
- the usé of non existent or incorrect VAT registration number

Newly registeréd firms.

Compliance record criteria

Failures to submit compulsory documentation
- Failures to submit VAT returns
Incidences of late, partial or non payment
Previous under-declarations discovered or voluntarily disclosed
Reputation of proprietors/directors (e.g. previous involvements with
bankrupt or insolvent traders with VAT debts)

It should be stressed that complementing the use of such models most Member
States rely on the professional training of controllers themselves at a regional or local
level to make the final control selection.
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Some Member States (DK, NL, UK) combine the use of financial risk indicators with
indicators of compliance record in determining the type, breadth and depth of control
that they will undertake. In other Member States (E, I, P) such criteria are used both
by the centre to define the trader profiles for control and by local officers to select
individual taxable persons within the profiles selected for inspection.

Other Member States (I, IRL, UK) selecting traders for control on such criteria will
also undertake information visits that will supplement existing control statistics and
enhance the quality of future selection exercises. : '

UNDERTAKING VAT CONTROL - SOME SELECTED EXAMPLES

‘The realisation by a number of Member States (B, DK, E, F, IRL, UK) that the risks

of VAT avoidance and evasion are linked to the specific practices of different trade
sectors has led them to identify a number of high risk industries such as hotels,
restaurants, bars; professional trades e.g. lawyers, dentists, hairdressers; garages and
vehicle repairs; goldsmiths and jewellers; construction, cleaning and related
industries. (See Annex 18)

The improved ability to ideﬁtify such sectors allows Member States to focus on
particular areas so as to improve their knowledge of the operations involved.

_The Netherlands have structured its tax offices on a team basis, with each team

responsible for the control of individual tax entities identified on the basis of their
financial and / or fiscal interests and relationships (e.g. farming, construction, bars /
restaurants, néw companies etc.). ' :

Treland has adopted. a similar approach and has reorganised its control administration
into ten_sectors e.g. investment and rental companies, group and public limited
companies. Each sector deals with the requirements of trader categories that have
been structured around the major sectors of the economy.

For both of these Member States this approach has been supplemented by the use of
team audits (for joint tax audits) and has been based on the development of extensive
trade profile manuals. Such manuals provide a guide to assist the control work. Their
contents typically include background audit experience, case selection notes, pre-
audit preparatory work and standardised audit programmes tailored to the identified

" risks of each sector. Such standardised programmes are also used in D, 1, UK.

The VAT control methodologies used by Member States when undertaking a control
involve the systematic application of a range of VAT control procedures which if
carried out satisfactorily will assist in ensuring that the control work is consistently
completed to a high standard. Tables 11 and 12 outline for all Member States the
range of control procedures used at the various stages of the audit from the
preliminary checks through to the procedures applied in undertaking a control visit.
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VAT CONTROL IN A RISK SECTOR

The actual range of controls undertaken on risk 'sectors such as a sector whose
customers are end consumers paying cash e.g. restaurants, might include some or all
of the followmg checks.

The identification and selection of such traders can initially include exercises to
detect the deliberate or non deliberate failure of a trader to notify their liability to
register for VAT. The United Kingdom which undertakes a "policing" of the trader
base undertakes extensive research including reviewing trade and commercial
telephone directories. Otherwise if the traders are known, Italy for example selects a
taxable person whose reported profitability is madequate or for whom the level of
consumption and expenditure on purchases or services is high in companson thh the
amount of income.

The control of such a trader can include an inspection of registers and checks on
compliance with formal obligations, supplemented by a check on the consistency of
the VAT revenue with the firms activities. Such checks can be based on the
administration's own background knowledge of the specific. sector; trends in the
balance sheet; the location of accounting records and of other business or storage
areas; knowledge of the firms inputs which do not generate deductible VAT e.g. staff
costs. ‘

Using the example of the restaurant trade, careful detailing and checking of labour

‘used to compulsory documentation records can identify- undeclared labour, For

restaurants, regular visits, to evaluate the average number of customers and acquiring
a copy of the menu can allow a calculation of the average amounts charged to be
compared with tax recexpt counterfoils issued and cash till readings. -

The use of till interrogation techmques on modern cash tills by Member States (UK,
F) allows an analysis of the traders cash activities on an audit roll. Efforts by traders
to conceal or alter these records have been countered by an increase in ws:ts without
appointments.

Where the taxable person, to maintain acceptable proﬁt levels, suppresses purchases
so as to disguise undeclared sales (whose inputs are mainly zero rated or have a high
labour charge) there is a need to check suppliers' records of sales against the
purchase records of customers. Some Member States (E, P) require all traders to.
provide lists of domestic suppliers. Belgium uses taxpayers' declarations to establish
similar lists. These listings are effectively applied in targeting those traders who seek
to misstate their VAT liability and are also an effective tool in tackling fraud using
false invoices. The United Kingdom is in the process of developing a computer
programme which will analyse the declared purchases of a business with a view to
correlatmg them with an estimate of the actual purchases that would be 'needed' to
service both the customer base and the product or service range.

VAT CONT ROL OF LARGE TRADERS

As regards s:ze analysis of traders by Member States has shown that some 4 to 10%
of the largest taxable persons may account for some 70 to 80% of tax revenues
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whilst some 70% of the population of registered taxable persons, normally the
smallest businesses, may contribute only a very small percentage of resource.

The control of large traders is increasingly becoming an exercise that is planned and
undertaken separately from that of smalt and medium firms. The relative size of such
companies, their considerable revenue contribution, the complexity of their
accounting and book-keeping systems, and their dealing with often intranational or
international subsidiaries has been recognised. These controls aim at covering all tax
periods (e.g. D). They require training control officers with particularly advanced
audit and tax skills, and the use of more complex auditing packages.

The control of large traders normally requires a different approach from that of other
traders in terms of the cycle of coverage, the duration and depth of the control, and
the level of training for staff involved.

Member States recognise this and have adopted specific control strategies for large
firms often using a systems based approach (F, NL, UK). The systems approach is
designed to ensure that all aspects of the traders business are looked at systematically
according to perceived risks. The approach requires the documentation and
awareness of the revenue significance of the traders structure, organisation and
accounting systems. The geographical spread and the business diversity of
subsidiaries can requiré the co-ordinated assistance of regional or local teams in
some Member States.

When undertaking control of a large trader on a cyclical basis a specific trader system
will be targeted e.g. purchase ledger. The specific risk areas are identified and
documented using flowcharts, narrative descriptions alongwith responses - to
questionnaires designed to identify the key controls. '

Some Member States (F, UK) would consult with the organisations . concerned
department of the internal audit who may have already undertaken part of this work.
The key control systems are then evaluated so as to determine whether the traders
system will provide accurate and timely information to-allow him to meet his fiscal
responsibilities. Evaluation is done using a combination of compliance tests (that
confirm if the control has worked consistently and correctly) and tests that
substantiate the value and correctness of the transactions themselves. The necessary
extent of physical checking of transactions, statistically sampled, will depend on the
degree of effectiveness of the operation of the internal controls.

In undertaking controls; particularly of large traders, Member States' administrations
(D,DK, E, F, NL, UK) will maximise the use of computer assisted audit techniques
that assist in the extraction and analysis of trader data that is downloaded onto the
controllers PC. Such software facilities are widely used in Member States to allow
the flexible file analysis and sampling across the range of trader files e.g. inventory,
payroll, general and sales ledgers. The facilities of the software are extensive and
“include file comparisons, consistency checks, sampling (random, statistical - etc.),
record stratification, and flexible reporting formats and graphics. Member States (B,
DK, F, NL, UK) are finding the use of such file interrogation software to be a cost
effective method of facilitating the analysis of the traders appropriate financial files
on their own PCs. These techniques are being used currently in the control of large
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firms undertaking intracommunity operations. The use of expert systems highlighted
in the first report has also been significantly extended (see Annex 7).

3.9. CONTROLLING SPECIFIC VAT RISKS

For those taxable persons whose circumstances in themselves present a separate risk
(e.g. new registration traders, VAT refunds), Member States have developed specific
criteria and parameters alongwith associated objectives that determine the selections
for control. Annex 8 describes the range of procedures used by Member States in
controlling VAT refunds

3.10 CO-OPERATION WITH OTHER MEMBER STATES IN PLANNING AND UNDERTAKING
CONTROL .

., Most Member States (see annex 10) have developed some forms of co-operation in
planning controls particularly on a bilateral basis.

One of the most developed links is that between the United Kingdom and Ireland. A
Memorandum of Understanding provides for operational co-operation regarding the
risk to tax revenues in trade between the Republic of Ireland and Northern Ireland. A
programme of audit and control visits is agreed each year whereby traders involved
in cross-border trade aré selected for control action. The results of these controls are
exchanged. The selection of traders is usually focused on sectors perceived as having
a particular risk notably ‘market/mobile traders, cash and carry‘ outlets.

A number of Member States are currently participating in an experiment on
Multinational trader control organised by the Commission!9. This experiment will be
completed in 1995. Annex 5 summarises the guidelines currently used by Denmark in
implementing simultaneous audits with Sweden, leand and Norway.

3.11. AIMPROVIN G TAXABLE PERSONS RIGHTS AND ACCESS TO INFORMATION

In most Member States unless fraud is suspected taxable persons are advised in
advance of the date of a control and may in some (DK, D, E, F, NL) be advised of
the business area to be examined. Similarly in most Member States the control
findings can be discussed with the trader prior to the preparation of the control
report. Also traders can be advised in advance of the likely imposition of a severe
penalty and given an opportunity to present their case. In all Member States a taxable
person can-appeal on the conclusions of a control (see Table 15).

19 Council Conclusion of 11 July 1994 concerning the fight against fraud 94/C 292/01 (OJ C 292/1 of
20.10.94).
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CHAPTER 4

VAT DEBT MANAGEMENT

OBJECTIVES

The overall objectives of VAT administration, i.e. revenue maximisation, maximising
voluntary compliance and minimising and deterring avoidance and evasion are
translated in the debt management area into the following more specific objectives:

a) promoting prompt payment

'b) preventing new arrears from getting older and clearing outstanding arrears.

PROMOTING PROMPT PAYMENT

In order to avoid VAT arrears from occurring all Member States promote voluntary
prompt payment by reducing compliance costs (see chapter 5), more closely

~_monitoring traders to analyse their risk of default and by applying, where necessary,

. preventive measures (e.g. requesting guarantees)

Close monitoring of traders, their payment position and their solvency requires

 gathering information in a way similar to that required in planning and undertaking

control. In addition data on the taxable person's assets position is gathered.

Such intelligence is obtained from the data base of taxpayer's global fiscal situation
B, D, E, F, I, L, P) or from a general debtor's registry (DK), registers held by
government bodies (e.g. concerning land mortgage, vehicles) or chambers of
commerce (see Annex 11). Other Member States emphasise the usefulness of
monitoring taxable persons (“clients") through regular contacts between the staff and
the trader (NL).

The information gathered is used to analyse trader's population solvency risk using .
risk criteria namely the size of the debt (DK, D, GR, E, F, IRL, L, P, UK), age of
debt (B, D, GR, F, IRL, I, L, UK) the trader's compliance record (D, L, NL, UK) as
well as the business's condition (B, D, E, F, IRL, I, UK) and enforceable assets.

On the basis of risk dnalysis' results categories of traders are selected for special -

 preventive action, like the issue of advanced reminders that are increasingly produced

by computers automatically or telephone reminders (DK, UK) or preventive visits to
advise new traders of their paying obligations and the consequences of non
compliance (IRL). Depending on the results of such contacts, guarantees or advance
payments are requested (e.g. by setting up a monthly advance payment scheme), or
recovery measures prepared in advance (UK).
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4.3. CLEARING OUTSTANDING DEBT AND PREVENTING NEW ARREARS FROM
GETTING OLDER AND CUMULATING

4.3.1. Recovery maximisation and Equal Treatment

An old debt is a bad debt - the older, the more difficult to recover. Therefore
all Member States take care to detect VAT debt as early as possible,
progressively with the assistance of computerisation.

The way in which Member States' administrations approach the task of
clearing outstanding arrears depends, as was the case with control, on the
relative weights they attach to revenue maximisation and to exhaustive
treatment.

Belgium and Germany are legally required to pursue all arrears with the same

level of priority regardless of the amount at stake. In practice, nevertheless, the

competent local officer exercises regularly immediate action in the case of high

risk and large debts (e.g. fraud, cases close to statutory time limitations). Also

specific branches of actlvxty (eg. constructlon market-traders etc.), are closely
monitored.

4 Other Member States recognising that VAT arrears have piled up due to the
recent economic recession and with limited resources, have approached
outstanding arrears by applying risk analysis and selecting specific categories
for priority recovery according to risk criteria. Increasmgly Member States
also set and monitor performance indicators and targets (e.g. NL, UK, to be
introduced in IRL) which are discussed in Chapter 5. :

The similarities with-the process of risk analysis and categorisation of taxable
-persons and the interrelationships between control and debt management has
led some Member States to set up-specialised units for specific categories of
debts or traders which combine control and collection functions. Such special
recovery units exist already for large business (E, NL), for large debts (IRL),
for specific categories of business (NL) and specific payment schemes (UK).

Most countries using developed risk analysis techniques whilst pursuing all
debts give special priority to enforcing larger ones (DK, E, F, GR, IRL, P,
UK) and some do the same with difficult debts (e.g. B, D, GR, F, IRL). Such
debt selection can be undertaken centrally (e.g. IRL) or locally, the competent
officer’s selection being assisted by central guidance (e. g UK).

In order to reconcile the objectives of cost-effectiveness and equal treatment
some Member States have tried to reduce the costs of collecting small debts.
Spain for instance has introduced simplified mass seizure measures for bank
accounts whereby the tax administration electronically sends to banks the files
of small tax debts which are to be debited in their clients' current accounts.

Finally, farming out arrangements with outside agents is practised (I, IRL) in
order to concentrate efforts on a cost-effective and equntable tax collection.
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4.3.2. Obtaining detailed information on the debtors financial situation

In order to effect successful debt enforcement it is essential, as for preventing
defaults (see above), to obtain information on the debtor's financial situation.
However, unlike with the prevention stage where most information is obtained.
from standard sources, the enforcement stage may require a deeper level of
information that can only be obtained with ad-hoc ‘searches and is therefore
more resource consuming.

Tax administrations in all Member States . are empowered to request

_information from the taxpayer to inspect his premises and records. However,
these sources may not be sufficient so that tax administrations might wish to
contact third parties (e.g. banks, insurance companies, fiscal advisors or
clients). '

Nevertheless, procedural law in Member States does not permit unlimited
investigation. ‘Third parties may only be contacted in some Member States if
the required information cannot be obtained from the taxpayer himself (e.g. D).

Banking secrecy may be an obstacle in some Member States which cannot @)
be eliminated or only in exceptional cases, e.g. fraud (D, E,) on the basis of
special court warrants (IRL, P), whereas others (DK, E, F, GR, I, NL) may
have easier access to financial institutions' information. Furthermore, fiscal
advisors or clients may have a right to refuse to supply information if thereby
jeopardising their duty of professional or other. confidentiality (D, E)

Further difficulties stem from the procedure of order of attachment following
to which certain administrations are obliged to attach the assets and rights of
the debtor in a particular ‘order (E, P) thus making it necessary to investigate
-the financial position in detail. E.g. in Portugal movable assets have to be
attached before seizure of immovable assets may be undertaken.

The processing of information may lead the administration to classify debts
into three main categories

a) Debts which are recoverable by direct enforcement

b) Debts which are immediately irrecoverable, partially or totally, but that are
recoverable if delays of payment provisions are granted

) Irrecdverable debts

4.4. ENFORCING DEBTS

In general, Member States may levy distress upon all goods and chattels of a
defaulter without restrictions on the nature of the goods (movable, immovable
property, claims against and goods held by third parties). The seized objects serve to
cover the VAT debt. In one Member State (NL) even assets belonging to third
parties furnishing or equipping the debtor's property may be seized.
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However, legal or practical restrictions exist in seizing assets (L for immovable
property, E for assets not belongmg exclusively to the defaulter €.g. spouses joint
bank accounts)

Fuﬁhermore, seizure is restricted by law as far as goods are needed by the defaulter
for his basic domestic necessities- (all MS) or for his activity (B, DK, UK). .
Restrictions may also result from the principle of proportionality, i.e. the value of the
sizeable asset must be consistent with the value of the debt (I, P).

- A further difficulty stems from the fact, that in principle, fiscal administrations are

4.5.

creditors like all the other creditors of the taxpayer, and his property is the common
pledge of his creditors. This means.that administrations have to act quickly, notably
in case of ranking orders determined by the date of seizure. However, in some
Member States the Treasury has a general preference on his movable property (B, F
L, NL, P) and a legal mortgage on his immovable property (B, F, L).

Member States try to overcome the ranking obstacle by realising their tax claim at
the earliest possible stage, e.g. by compensating the debtor's refund claims with the
VAT debt (e.g. B, DK, D, E, IRL) or by simplified recovery of arrears by seizure of
bank credits. Belgium can undertake action to set aside the ranking order by its
power to attach agreements made by the debtor to deceive his creditors.

- Member States complement the deterrent effect of enforcement of VAT debts with

the application of pecuniary penalties in case of serious infractions to tax obligations
as discussed in the First Report. Some Member States extend the range of penalties
also to the withdrawal of authorisations and professional licenses (DK, P in case of
repetitive serious infractions) or even the w1thdrawal of the right to leave the country
(GR for large debts). :

ARRANGEMENTS FOR DELAYING PAYMENTS

Instant enforcement measures may be not appropriate and might even endanger
future tax payments. Taking into account the rule of prompt VAT debt payment
stated in Art. 22 par. 5 of the 6th VAT directive, deferred payment is not granted in
Portugal and only in exceptional circumstances in most Member States (see Annex
13), where and as long as the trader needs it to meet temporary financial difficulties.
It is thus refused unless the administration can satisfy itself that the taxable person
will be able to service the rescheduled debt.

In order to prevent deferred payment schemes to become competitive alternative
sources of finance for the taxable person, some Member States (e.g. D) require the
presentation of a statement of the debtor's assets.

In order to assure that it is considered by taxpayers to be an unattractive source of

finance the followmg steps are undertaken:

- guarantees covering the debt are requested (all Member States except UK, GR)

- interest is charged (all Member States except UK) at rates higher than commercial
(all Member Stated except D, E, I, NL),

- is granted for the shortest possible time span, usually not longer than 6 - to 12
months

Ref: ex\b1_com\2ndrepor\nouveauxvraptva2.doc - 29/06/95 - 12:10



4.6.

-30-

- is revoked if the debtor's financial situation improves.

Apart from the aspect of whether the measure is needed, Member States make its
granting dependent on the circumstances having led to the trader’s financial distress,
notably whether it is due to external or debtor-induced causes as well as on his
payment record. -

Decisions are taken by the local officer (DK, F, UK) or centrally (e.g. GR, IRL, L).
In other Member States the decision-making level depends on the amount deferred
(e.g. D). Agents in IRL may accept payment on an instalment basis, however, agents
in I have no power to agree flexible dates for payment. :

IRRECOVERABLE CASES

Trrecoverable cases are normally written-off but it is sometimes possible to revive the
debt if circumstances change within the recovery delays.

Remissions are limited to insignificant amounts and are either not provided in several
Member States (B, GR, E, F, I, IRL, P) or have not been applied in recent years ( L).
In some Member States a right to remit is retained in cases where VAT collection
would be inequitable or give rise to exceptional hardship for the taxable person and
where no prospect of payment in the foreseeable future exists (DK, D, NL, UK).

Existing practices for remissions used in Member States have effects on- their

uncapped VAT own resource bases.

'In several Member States (e.g. B, D, IRL, L) debt not recovered in a bankruptcy

procedure and written off is revived if the debtor has started a new beneficial activity.

In Italy tax agents are made financially responsible for unrecovered amounts unless
proof is given of their diligence. Another Member State (F) makes its officials

~ financially responsible for the successful collection of all debts referred to them.
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CHAPTER 5

MONITORING AND EVALUATING VAT CONTROL AND DEBT MANAGEMENT

INTRODUCTION

The performance of VAT procedures can be evaluated by using indicators of both
levels of achievement of objectives and of the costs used in operating them.

The general objectives of VAT administrations were outlined in Chapter 2 and
include the maximisation of voluntary compliance, and of forced compliance and
deterrence of avoidance and evasion. The more specific objectives of control and
debt management, referred to in Chapter 3 and 4 included the maximisation of
additional liability detected and of debts recovered, promoting prompt payment and
the minimisation of outstanding debt. A summary of the national objectives and key
performance indicators used by Member States is at Annex 14.

The costs of VAT procedures are shared between the administration and taxable
persons. Administrative costs can be classified as those costs borne by the tax
administrations in operating, collecting and enforcing VAT. Compliance costs are
those borne by the traders in complying with the rules and regulations related to
VAT procedures including for example, bank and record keéping and return filing.
Administrative and compliance costs are often inter-related in so far as services to
taxable persons reduce compliance costs but increase the costs of the tax
administration. Similarly the levels of taxpayer compliance can also be related to the
respective levels of costs for the administration and taxpayers.

Member States are increasingly recognising these aspects and are generally
implementing measures with a view to balancing a reduction in both administrative
costs and compliance costs with an improvement in compliance levels. ‘

MEASURING AND MONIT ORING GENERAL VAT COMPLIANCE AND COSTS

The measurement of overall compliance by reference to the extent of the
“compliance gap" or tax evasion, has been undertaken by way of large macro-
economic reviews (E, I, GR) or by reviewing the results of tax controls and regularly
analysing the results of fiscal receipts with results achieved. The United Kingdom
maintains statistics on evasion from which a national profile is prepared annually.
(See Annex 17).

The use of tax data to estimate the scale of tax fraud in various sectors has been
undertaken in Spain and is being considered in Luxembourg (see Annex 17). The
United Kingdom is in the process of developing a range of tax yield indicators that
will attempt to explain variations in tax yield. .

Most Member States (B. D, GR, E, F, IRL, NL, UK) are able, if only occasionally,
to identify their global costs of administering VAT. These are normally expressed as
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. a percentage of total annual revenue and generally vary from 0,8% to about 2% (See

Annex 15). It should be noted that the methods of calculation and respective periods
are not uniform between Member States.

SPECIFIC PERFORMANCE INDICATORS AND TARGETS ' '

In relation to the more specific objectives that they set, most Member States have
identified a range of performance indicators and targets that can be used at both a
central and local level to monitor the operational or strategic success of their plan for
controls or debt management.

Most of the targets and performance indicators typically used by Member States’
compare the number of controls undertaken, the volume of debts resolved or
outstanding and the resources applied in achieving those results. .

The United Kingdom uses the level of underdeclarations voluntarily disclosed as a
positive indicator of the success of its control policy in encouraging improved
compliance. However, most of these measures in all Member States relate to
analysing the administrations performance in relation to its own costs and to the
actual results achieved i.e. 'forced’ compliance.

Thus national administrations can monitor for example: additional liability detected;
average debt arrears; the number of controls undertaken or debts recovered per
officer; the average additional yield per officer or per control; the number and value
of debts recovered as a % of either total debt oufstanding or revenue; the level of
debt outstanding as a proportion of 12 months liability or revenue. Additionally a
range of unit costs are produced to indicate for example the cost per debt collected
and visits made.

There exist, hdweiler, relatively few indicators that either routinely measure the costs
to the trader in meeting their tax responsibilities or that allow a clear assessment of
the improvements in overall voluntary compliance across the population of taxable
persons.

RECORDING AND MONITORING VAT CONTROL WORK AND DEBT RECOVERY

Effective performance indicators rely upon the quality and the accuracy of the data
upon which they are based.

In most Member States basic information on controls is prepared on the conclusion
of visits to traders. Such reports, the information from which is subsequently
computer verified- and analysed, contain statistics on the number of controls
completed, the category of traders controlled, the additional liability detected, the
time taken to complete the control, and the number and grade of inspectors
participating. \ ' ' ‘

In the field of debt recovery information on amounts outstanding, key dates, actions
taken and the type of trader is typically recorded on an individual case basis.
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Reflecting the important relationship between VAT control and recovery, certain

- Member States (E, F, DK) have developed completely integrated computer systems

that permit the monitoring of cases from the inclusion in the control plan through the
subsequent and successive stages recording control results and monitoring the

recovery as it is made.

This basic information that originates at an individual trader or control level is
normally dealt with in a broadly similar way in all Member States.

Firstly, the individual files of the taxable person are either updated with the results of
the control and/or monitored during recovery.

Secondly, individual activity reports are analysed at a local or regional level to
calculate basic statistics that indicate, for example in relation to control work, the
staff time spent on a task and the cost of the work compared with pre-set or
expected averages.

Thirdly, the overall results of controls undertaken for a specific office or region are
aggregated and analysed in a manner and format that allows both local and central
managers to evaluate performance. This is done by both reviewing overall control
and debt management results against the corresponding indicators or targets referred
to above and by comparing the results between different regional and local offices.

As indicated in chapters 3 and 4, the responsibilities for control and debt
management are increasingly found at regional levels. This has necessitated the
development of standardised recording and monitoring systems which allow the
quick and flexible production of key performance statistics for managers at all levels
in the administration. Subsequent use of the irformation as regards central or local
trend analysis, budgeting exercises or revenue projections depends on the effective
functioning and consistent quality of the reports prepared by local inspectors in
completing their work. '

Using such information the centre can monitor that nationally taxpayers are receiving
equitable treatment as regards their selection for control and that the treatment of
debt is consistent for all categories of traders (B, D, DK, F, I, NL, UK).

Most administrations do not rely solely on such figures but have teams that review
the work of regions so as to ensure both the quality and effectiveness of
administration staff and the equitable treatment of taxable persons (B, D, DK, E, F, I,

P, UK),

5.5

MEASURING THE IMPACT OF CHANGES IN PROCEDURES ON COMPLIANCE AND
COSTS ‘

The impact of specific changes in legislation or procedures on costs and compliance
has been estimated either in a quantitative or a qualitative way by some Member
States (E, UK). The following examples of procedures in Member States indicate the
close relationship between administrative and compliance costs, and compliance
levels:
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Member States having introduced or increased their registration thresholds (F;
IRL, L, UK) reported positive impacts on both costs and compliance (F found
a negligible impact on compliance).

Reducing the frequency with which returns are required from taxpayers;
simplifying the level of details to be completed and analysed on returns;
improved payment methods (B, IRL, P). Some Member States (F, IRL, L)
recognised a positive impact on costs to the administration, taxable persons
and compliance levels. Belgium however has recently cancelled its annual

‘returns scheme as a result of serious concern regarding the risk of an increase

in VAT carrousel fraud using identification numbers of traders who disappear
after registering for VAT.

Providing a range of measures that allow taxable persons to familiarise
themselves regularly with changes in VAT and their responsibilities. These
include making regular visits to traders (DK, UK), the provision of free phones
(E, F, 1), Minitel.(F) and contacts with professional associations etc. Member
States recognised most of these initiatives have had a positive impact on
compliance, except France for the use of local office advisers. Member States
(IRL, L, UK) considered that these measures reduced compliance costs.

Variations in the number, depth and length of visit controls can have a
significant impact not only.on the costs to all administrations (F, UK) but also
on compliance levels (F). :

The development of controls based upon specific trader sectors and the use of
audit agreements with firms can also serve to reduce costs to the
administration (DK, IRL, NL, UK). France and Luxembourg both identified a
positive impact of simplified estimation of tax on inputs on compliance costs.

‘They differed however in their views on the impact on compliance levels (F

negative, L positive).

Making VAT refunds more quickly (B, DK, IRL, I, UK), and allowing taxable
persons with a small turnover to make flexible payments within a budgetary
scheme (F, I, L, UK). Member States recognised a reduction in compliance
costs and a slight or negative impact on administrative costs. France,
Luxembourg did not observe any positive impact on compliance levels.

Allowing new payment facilities for taxpayers such as electronic transfer (e.g.
DK, F) was found to have a positive impact on both costs and compliance (F).

Increasing the number of payment points for example in Italy by introducing
the "conto fiscale", allowing payments to agents and at post offices, and
electronic VAT payment by big traders (F, contemplated in IRL) was deemed
positive by these countries. -

Although the quantification of the actual compliance costs that fall upon traders,
particularly small and medium sized, was found very difficult to gauge, the
Netherlands has estimated that those taxable persons undertaking intracommunity
transactions for VAT have compliance costs, due to these operations 20% greater
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than those undertaking only domestic transactions. Denmark reported that it gives
small companies a cash amount to offset book-keeping costs.

- Compliance costs for taxable persons carrying out intra-Community transactions
must be compared to their compliance costs before the abolition of fiscal controls at
internal borders. For the Netherlands, a study - carried out by the Economic Institute
for Small and Medium-Sized Enterprises in the Netherlands - reports the introduction
- of the transitional VAT arrangements as having resulted in a structural reduction in

- the costs incurred by firms (See paragraph (74) of the Report from the Commission

to the Council and the European Parliament on the Operation of the Transitional
Arrangements for Charging VAT in Intra-Community Trade - COM(94)515final of
23.1.94). .

The United Kingdom so as to allow it to measure the likely impact of a change in
legislation or procedures on compliance levels, now gets information on costs from
visiting and interviewing a representative sample of companies.
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CHAPTER 6

CONCLUSIONS

6.1. MAIN FINDINGS AND ASSESSMENT

The analysis of measures recently taken or envisaged by Member States in order to
improve the effectiveness of their VAT has led to the identification of the following
findings:

a)

b)

General objectives

The general objectives identified in the first report (to maximise voluntary and
Sorced collection, with an emphasis on voluntary compliance) appear now to
be widely accepted and generally applied by Member States.

The volume and type of work faced by administrations shows other common
features, namely an increasing number of taxable persons to be managed by
stable or decreasing staff resources, and an increased volume of
intracommunity transactions.

Organisation

Administrations have reacted to this challenge by continued, improved
training of their staff and by trying to improve the productivity of resources,
through extensive computerisation, reallocation of resources and
reorganisation of procedures to ensure cost-effectiveness. In this respect it is
worth underlining the change towards client approach (covering multi-tax,

_multi-procedure) as opposed to functional approach (covering single tax,

single procedure), and the shift towards a preventive approach to non-
compliance in some Member States. :

As regards organisation clear trend also emerges towards decentralisation.

There is particularly a trend towards an increased role of local offices in

selection of traders for control, and in debt management decisions.

Decentralisation capitalises on local officers' better knowledge, experience of

taxable persons' characteristics in their respective areas. Decentralisation

requires_ an improvement in c-ordination and feedback. This has been
supported by computerisation, which enables information supplied at any one

level to be accessed by several locations and levels, and thus improved

cordination. Computerisation also enables quick evaluation of results at

various levels and the application of similar levels of eﬂ’ectxveness and equal

treatment of taxable persons across all locations.

The increase in data handling capacity has made possible the trend towards
intelligence gathering and risk assessment. This permits the systematic
analysis and use of available information in dealing with specific cases. But it
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. also enables better identification of common risks and sorting of traders into
_categories.

Risk assessment and sorting of traders thén.permits more standardised:; cost-

effective control and debt recovery programmes tailored to various types of
traders. .

Control

Several trends also appear regarding control orientation. As a consequence of
the increased capacity of analysis of the information available to VAT offices,

 there is a trend in Member States to enhance the role of desk audit both to

increase the effectiveness of more targeted audit visits and to replace where
possible resource intensive visits with lower cost standardised desk checks.

An increasing number of Member States have integrated the control of all
taxes and for those keeping them separate co-ordination has nevertheless
increased. This process, which was already more developed in the debt
collection area, is consistent with the "client" approach and enables the best
use of available information and avoid duplication of effort.

Control and recovery are also increasingly approached in a joint way by
Member States. Successful collection implies tackling non-compliance both in
the tax assessment and debt management areas. Evasion techniques identified
by control departments (e.g. "phoenix" companies) have also become apparent
at the Recovery stage of estéiblis_hed debts. Furthermore, there is a tendency to
broaden the range of control visit types, to enable Member States to apply to
each trader the most appropriate combination of thorough (often multi-tax)
controls with shorter, more flexible. checks on specific issues (e.g.

- intracommunity transactions). -

Debt management

As regards debt management a common feature is that the number and
relevance of arrears has also increased.

This trend is due mainly to the effects of recession. In view of these difficult
recovery cases Member States have increased the use of time-to-pay
arrangements. These arrangements may. enable the eventual recovery of tax
debts which would otherwise be unrecoverable. Attention must be paid
however not to grant them to traders that will not be able to honour those
arrangements or to those that can finance their tax debt on reasonable terms
from other sources.

Performance evaluation

Increasing attention is devoted by Member States to performance evaluation.
However improvements in this area are still needed. Performance indicators
are developed and monitored in terms of compliance levels and
administrative and compliance costs.
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Evaluation has become more necessary because of decentralisation, the need
for cost-effectiveness, and the prioritisation of objectives. It has also been
made more cost-effective by computerisation and standardisation. The range of
performance indicators must carefully be selected so as to avoid excessive
priority being given to short-term financial objectives, which would lead to
neglecting more difficult or financially less important groups of traders and
hence to pockets of non-compliance.

*

These common trends in the environment and working methods of VAT
administrations are not present to the same extent in all Member States. The
Commission considers that most of these are likely to result in enhanced, similar
levels of effectiveness, and therefore suggests that administrations, recognising these
trends, evaluate and take into account, where applicable and in the context of
national specificities, the following orientations:

-

SUGGESTIONS FOR IMPROVEMENT

1.

General objectives
1.1.  Continue to improve services for taxpayers

o the further development of measures that allow taxable persons to
familiarise themselves regularly with changes in VAT legislation or
their tax responsibilities;

¢ by creating contact points for taxable persons;

o and by making less burdensome the submission of returns and
paym.ent of tax

1.2. Develop preventive analysis/action plans to prevent or rmmrmse
taxpayer non compliance

t
) telephone calls to prevent delays or defaults on payments, or by
early visits to new enterprises

1.3. -Pursue develop computerisation, reorganisation/ ratlonahsatlon of .
procedures to ensure cost-effectiveness

¢ ensure that information is supplied in an appropriate format to the
most appropriate responsible officer to maximise the benefits of
decision making

1.4. To improve the co-ordination and effectiveness of services in charge
of complementary procedures or other taxes
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To continue to improve administrative co-ordination, and co-
operation in control and recovery.

i

e encourage the use of standardised procedures and techniques =~

To continue to develop and improve staff training programmies in a
number of areas:

* procedures to be used in controlling large traders and those
undertaking intracommunity transactions

 to ensure the most cost effective use of computer aids

* to maximise the benefit and use of risk analysis techniques

Computerisation

2.1.

Decentralisation

3.1.

3.2

33.

4.1.

4.2.

Evaluate, on the basis of cost-benefit, the  likely impact of the
extension of computerisation to those areas in which not yet
introduced and in particular, to

a) resource allocaﬁon and monitoring

b) networks linking central and local offices

c) desk éudit tools (information checks, trader selection)

d) Audit visit tools ‘(expert systems, file interrogation systems)

Disseminate available intelligence appropriately to staff responsible
for decision making '

Issue control/debt management manuals, specific audit programmes
(expert systems) so as to ensure consistency in approach, equal levels
of work efficiency, and the equitable treatment of taxpayers.

Ensure adequate feed-back of results to facilitate monitoring and
evaluation

Intelligence gathering, risk assessment

Ensure systematic thorough intelligence gathering on operations of
traders and risks of certain categories of traders (e.g. trade sectors)

Analyse information gathered on specific trade categories so as to
produce: '

* comprehensive information on each group
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e an awareness of the operational environment and specific control
risks

e manuals and audit programmes that allow staff to tailor more
general control programmes to specific requirements

Ensure risk criteria are broadly based assessing both financial risks
and general compliance (evasion) risks

S. Control orientation

5.1

52.

5.3.

5.4.

5.5.

Undertake the analysis and selection of groups of or individual traders
by categories-using clear and standardised transparent trader selection
rules that appropriately incorporate an awareness of risk criteria.

Set up special programmes to tackle the most relevant risks:

a) risks which require prompt control/debt management action (e.g.
phoenix companies, imminent bankruptcy)

b) risks requiring specific specialised techniques (e.g. specific trade
sectors, systems-based audit).

‘Maximise the use of both standardised audit programmes and modern

accounting and auditing computer software to facilitate the
monitoring and evaluation of results.

Integrate/closely control the administration of VAT with that of other
taxes ‘

To effectively combine the use of control instruments (or techniques)
available ' ,

e in-depth controls to monitor all taxes of a trader over a certain
period :

e frequent controls targeted on an individual tax or control area (e.g.
new traders, VAT refunds)

6. Debt management orientations

6.1.

6.2.

‘To co-ordinate control and recovery responsibilities and ensure
regular contacts between the administration and taxable persons to

obtain better intelligence on taxable persons at risk of default, to
allow improved monitoring, and assist quicker preventive action:

e use of advanced reminders
¢ enforcement action without delay
To reduce the costs of recovery of low value debts using simplified

procedures such as the recovery of amounts owed from the bank
accounts of taxable persons.
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Make sure delayed-payment arrangements

e are granted only in cases where the (rescheduled) debt is
recoverable

* are not competitive sources of financing for taxable persons
(through guarantees, higher than commercial interest rates, short
periods) : ’

« are granted so to shortest possible length of time.

Revive debt written off in case of renewed trading while taking care
not to discourage new ventures

7. Evaluation, performance indicators )

7.1

7.2.

7.3.

7.4.

6.3. FoLLow Up

To pursue the development of clear objectives for the administration
of VAT covering a range of cost and compliance matters.

To develop broad range of targets and indicators of performance that
measure not only aspects of administrative cost efficiency but also the
taxable persons costs and overall compliance levels.

To establish the use of standardised evaluation and reporting of
results that allows a consistent and accurate information base for the
review of performance. ) :

Develop the overall monitoring and management of quality and
efficiency of work performed and the equity of treatment of taxable

persons in the national territory.

The Commission intends to promote these improvements through measures both on
a regulatory level and an operational one: , . '
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1.  On a regulatory level the Commission has already put forward such a
proposal as an amendment to paras. 2. and 3. of Article 12 of Regulation
155311

The Commission proposal would imply that its current activity under Article
12 would be complemented with visits to Member States administrations in the
context of systems audits of VAT procedures. Audit plans would be concerted
with national administrations. The potential improvements identified would be
discussed, as presently, with the administration concerned.

In case systems audits results showed important differences in effectiveness,
the Commission could consider the issue of recommendations to the Member
States concerned.

Such amendment recognises the generally coincident interests of the Union and
Member States in effective VAT administration, 'and the potential for co-
operation between the Commission and Member States' administrations in this
area. '

2.  On an operational level the Commission intends to contrlbute towards
enhancing effectiveness by:

-~ - 1. holding regular meetmg.s with Member States' administrations to consider,
' together with. the. Member States concerned, the measures implemented
and those that could contnbute to further improvements;

2. continuing the programme of seminars for VAT officials on issues relevant
to the improvement of the above mentioned procedures, and support
similar initiatives taken by Member States themselves. Particular attention

" will be given in these seminars to the analysis of actual and potential
improvements in specific procedures.

3. promoting the collaboration between Member States administrations in
the development of common projects aimeéd namely at the analysis of
specific trader populations, specific forms of non-compliance, and

1 The amended text as proposed by the Commission now reads:
1. The Member States shall provide the Commission with information concerning the
procedures which they apply for registering taxable persons and determining and
collecting VAT and on the modalities and results of their VAT control systems.
2. The Commission may carry out spot checks on the national authorities to verify the
‘procedures, modalities and results referred to in paragraph 1.
The Commission shall consider, together with the Member State concerned, whether
improvements to these procedures can be contemplated with a view to increase their
effectiveness._ To this end, the Commission _shall, where _appropriate, submit
recommendations to the Member States concerned.
3. The Commission shall produce a report every three years on the procedures applied in
Member States and on any improvements that are contemplated, accompanied, where
appropriate, by recommendations from_the Commission with a view to increasing their

effectiveness.”
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developing common evaluation indicators expressed as far as possible in a
quantitative manner.
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Table 1

VAT in the Community and in the Member States

Community Own Resources by source of revenue 1991-1994

1991 1992 1993 1994 (1)
Community revenue % % % %
Agricultural levies 4,4 3,3 2,9 2,9
Custom duties\ 20,4 18,9 16,8 18,0
VAT own resources 53,8 58,0 52.5 51,3
4th resource (GNP) 132 © 139 - 252 27,0
Miscelleneous 8,1 5,8 2,6 0,7

(1) Budget 1994.

Community revenue 1993
by source of Community revenue, % of total revenues

Agricultural levies
3%

Custom duties
18%

4th resource (GNP)
27%

VAT own resources
52%

Source: Vade-Mecum budgétaire C.E.



Table 2

Amount of VAT own resources paid by Member States
to the Community Budget (1991 - 1993), Mio. ECU

Member State 1991 1992 1993

B 1022,6 3,4% 1108,1 32% 10293 3,0%
DK 608,9 2,0% 618,0 1,8% 626,4 1,8%
D 8736,8 28,9% 10183,2 29,2% 10565,2 30,6%
GR 469,1 1,6% 508,8 1,5% 616,7 1,8%
E 29773 9,8% 35333 10,1% 3304,7 9,6%
F 7083,3 23,4% 7508,1 21,6%| . 68129 19,8%
IRL 2312 0,8% 2483 0,7% 2824 0,8%
I 5215,0 172% 5278,0 15.2% 62472 18,1%
L 68,9 02% 793 02% 1143 '03% ,
NL 1609,1 53% 1700,7 4,9% 1813,5 53%
P 392,0 1,3% 4699 13% 521,7 1,5%
UK 1841,8 6,1% 3600,9 10,3% 25494 74%
Total EUR 12 30255,9 100,0% 34836,6 100,0% 344899 100,0%
Source:  Compte de gestion de la CE.

Note: The figures include the balances and the UK correction

THE AMOUNT OF VAT OWN RESOURCES PAID BY MEMBER STATES IN 1993,
% SHARE OF EUR 12 TOTAL

36,0% T

30,0%

26,0%

20,0%

16,0%

10,0% A

6,0%

0,0%
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Table 4

Micro, small, medium-sized and large businesses in each country as % of total micro, small,
medium-sized and large businesses in the entire European Union
(industrial sector construction included)

Micro Small Medium-size Large .| _Total
No % of No % of No % of No % of

1990 of units turnover | ofunits turnover | ofunits tumover | ofunits turnover

B 94067 14 9919 23 1081 21 219 42 105286
DK 37240 13 7408 32 641 26 110 28 45399
D 347605 7 117719 16 10678 18 2239 59 478241
GR NA. 7587 39 507 42 60 18 8154
E 477631 61024 3227 481 542363
F 416882 9 59124 21 5807 20 1210 50 483023
IRL 1636 2569 404 38 4647
I 1989) 320233 14 93972 37 5104 22 734 27 420043
i 1449 627 83 11 2170
NL 55503 14883,05 1734 0 72120
P 165803 9 19217 30 1830 28 245 34 187095
UK 839855 9 50713 20 5016 | 1404 56 896988
Total 2757904 444762 36112 6751 3245529

Note: Enterprises for GR and IRL only include NACE 1-4. Enterprises for NL only include NACE 2-4.
Note: Tumover for DK and I only include NACE 2-5. Turnover for GR only include NACE 14.

Note: For GR the turnover for medium enterprises includes turnover from large enterprises within NACE 1.

Note: The figures for D include only WestGermany and WestBerlin.

BUSINESSES IN INDUSTRIAL SECTOR (INCL. CONSTRUCTION) 1990

PERCENT

o
c

B micro

O smaLL

M mepium B LARGE

TURNOVER IN INDUSTRIAL SECTOR (INCL. CONSTRUCTION) 1980

M Micro

O smaLL

W meowum B LARGE




Table S
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THE PROPORTION OF THE NUMBER OF BUSINESSES IN SENSITIVE SECTORS AND THEIR TURNOVER, 1990

Number in Tumover in Pct. of total'  Pct. of turnover
Number of Turnover of "sensitive" "sensitive" "sensitive" "sensitive"

Member State businesses businesses sectors sectors sectors sectors
B 487.654 354.174 371.419 195.052 76 55
DK 154.090 163.961 110.5%4 104.760 72 64
D 2.045.435 2.501.439 1.355.477 1.187.416 66 47
GR 8.364 22.091 n.a. n.a. n.a. n.a.
E 2.258.172 v na. 1.683.833 n.a. 75 n.a.
F 1.975.747 1.770.877 1.401.651 864.083 25 49
IRL 4.804 n.a. n.a. n.a. n.a. n.a.
1% 1.590.811 1.294.222 1.310.664 705.368 82 55
i 15.321 - n.a. 11.604 n.a. 76 n.a.
NL 397.864 n.a. 238.136 n.a. 60 na.
P 603.285 133.426 459.093 66.411 76 50
UK 2.659.952 na ~ 1.985.668 n.a. 75 n.a.
Total 12.188.331 6.218.099 8.928.139 3.123.090 73 50
Note: Figures for Italy are from 1989.
Note: The member states use the following units:

Enterprises D,E,F, L, Pand UK

VAT-units B

Legal units DK

Economic units NL
Note: It is not possible to generate figures for "sensitive sector" for GR and IRL.
Note: The figures for D include only WestGermany and WestBerlin. According to Finanznachrichten

no. 57/93 from Bundesministerium der Finanzen there existed 3.998.371 businesses in the whole of

Germany in 1990.

THE PERCENTAGE NUMBER AND TURNOVER OF BUSINESSES IN "SENSITIVE" SECTORS FOR EACH
MEMBER STATE
80 T

PERCENT

¥
Q.

B % of number

M % of turnover

NL

Total




Source:

Definitions:
Industry:

Construction:

"Sensitive" sectors:

Size:  Micro:
Small:
Medium:
Large:

Figures:

KEY TC TABLES 4 and 5

European Commission: Enterprises in Europe - Third Report, vol. I
and II, 1994

NACE 1-4

« Energy and water

» Extraction and processing of non-energy-producing minerals
and derived products; chemical industry

» Metal manufacture; mechanical, electrical and instrument
engineering

« Other manufacturing industries

NACE 5 )
«  Building and civil engineering

NACES5,6,7,9
» Building and civil engineering

‘'« Distnibutive trades, hotels, catering, repairs

»  Transport and communication
»  Other services ’

0-9 employees
10-99 ~employees
100-499 employees

Over 500 employees

The statistics in this report relate to the year 1990.
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TABLE 6
VAT ADMINISTRATION IN MEMBER STATES- ANALYSIS OF
DEPARTMENTAL RESPONSIBILITIES BY FUNCTION.

Notes

B , .

(1) The central VAT office for taxable persons resident abroad is responsible for the registration of taxable -
persons established outside Belgium and not possessing a permanent establishment there. It is also
responsible for the approval of competent representatives Registration involves: a) figures being gathered at
local level:, b) database run at national level.

(2) The Customs and Excise Department is involved in establishing the VAT on imports, tobacco manufactured
within the country and mineral oils.

(3) The registration offices are involved in the case of the sale of a new building with application of VAT.

DK

The regional customs and tax offices are free to choose local organisation and structures. However, the
structure chosen must always be adapted to the tasks entrusted to the offices and should contain at least a
collection office and a controls and inspection department.

To some extent, the administration delegates specific duties of a central nature to one or more regxonal offices
which will carry out these tasks at a national level.

All controls of intra-Community trade are conducted by the individual regional office. CLO is delegated to one
of the regional customs and tax offices in Copenhagen and consists merely of passing on information between
the countries and producing statistics.

Some training for Administration staff is provided by eight regional braining offices which are also responsible
for training the staff of the regional offices covered by the appropriate training office.

D
(1) Where tax offices have a provisional returns unit, they only deal with VAT cases.
(2) Where tax offices have a special inspection unit, they only deal with VAT cases.

E .

- There is no distinct structure dealing with Value Added Tax. _

- The Regional Finance Offices, Provincial Finance Offices and Local Finance Offices form part of the
peripheral organisation of the State Tax Administration Agency (A.E.A.T.).Each Regional Finance Office
covers the territory of an Autonomous Community, the Provincial Finance Offices, ‘correspond to the
provincial structure of the State and the Local Finance Offices exercise their functions at the levcl below the
provincial.

- These peripheral bodies perform the functions of tax administration, control and collection in a decentralised
way.

(1) Taxable persons who come under special schemes for farming, stock- -farming and fishing and retailers

under special schemes are excluded, since they no longer submit periodical VAT returns-assessments.

(2) There are units covering the whole of the national territory which are responsible for actions relating to

large tax-payers (inspection) and to actions for recovery of major sums (collection).

F

(1) DGDDI, The customs authority receives VAT on goods imported either commercially or by travellcrs and
on imported petroleum products. An accounting network of 292 offices through the country (both border
posts and offices in the interior), oversees the collection of the tax .
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I
Structure and composition of the Guardia di Finanza
The total number of staff allocated to the Guardia di Finanza to perform its duties stood at 650348 on 1 January
1993. This was made up of 2 489 officers, 25 950 non-commissioned officers, 37 807 lance corporals and
customs officers. ~
It is structured as follows: central headquarters, branch operational units and training units. .
More particularly: a) Central headquarters, which is the controlling authority of the organisation is made up
of divisions, offices and units responsible for the running of the organisation.
b) Branch operational units are made up of: (1) 15 Arca Commands under a Brigadier,
usually covering the Regions or equivalent territorial area, and controlling: 20 legions, 1
central squad and 13 regional squads of the Polizia Tributaria (fiscal police), 1 special
squad of the Polizia Valutaria (monetary policc) covering the whole country, 1 central
investigation service for organised crime, 1 anti-fraud centre; (2) 1 Air and Sea Unit
with its headquarters in Rome, responsible for: the Pratica di Mare aviation centre, the
Gaeta naval centre. ,
In the country, apart from the regional and central squads already mentioned, which are the
units specialised in combating tax evasion, the organisation centres around the Legion
headquarters which govern, at a lower level, the executive divisions of the service. Among
these, a particularly important role is played by the provincial units of the Polizia Tributaria
stationed in the administrative capital of each province.

P

Registration (c) Registration for VAT is done by submitting a declaration of commencement of business to the
relevant Repartigdo de Finangas (finance division). It is computer-processed by the Direcgdo de Servigos do
Cadastro (directorate for registration departments) - Divisdo do Cadastro do IVA (VAT register division). The
declaration of commencement of business serves for both VAT and income tax. ‘
Assessment (c) Assessment is handled in its initial phase by the finance divisions which monitor taxable
persons on the basis of the data on the declaration of commencement of business. '

Recovery + Enforcement (c) Normal VAT recovery in respect of the monthly and quarterly periodic returns is
centralised and computerised in Lisbon at the Direcgdo de Servigos de Cobranga do Imposto sobre o Valor
Acrescentado (directorate for VAT collection departments) which receives the returns and the means of
payment and processes them by computer. Tax due from persons covered by the simplified arrangements for
small businesses (small retailers scheme provided for in Article 60 ff. of the VAT Code) is paid to the finance
divisions. Enforcement is handied by the local divisions (finance divisions and public finance departments),
such as recovery of additional amounts due following inspections, underpaid amounts and payments
compulsorily deducted. VAT due on imports is collected by the various customs offices, which are also
responsible for recovery of other taxes such as special taxes on consumption (excise).

U-K

(1) The registration function is carried out through a network of local VAT Offices, and two centralised
processing units. Overscas traders who do not have a place of business, or a tax representative in the UK are
dealt with by the local Office in Aberdeen.

(2) The VAT debt is mainly managed by through the network of 83 local VAT Offices. However some debts are

~managed centrally, e.g. insolvent debts of large payers.

HM Customs and Excise - VAT Practice Directorate. Roles and responsibilities

VAT Strategy and Planning Services (VSPS): VAT business strategy, including image of the tax, quality

issues, tax charter, deregulation; information systems strategy including IT; strategic initiatives including

personnel policy and project management.

VAT Registration and Collection Policy (VRCP): Registration/deregistration policy, Agricultural Flat Rate

scheme; special schemes and small businesses; tax structure, VAT tribunals; VAT policy on imports, exports,

new means of transport, VAT insolvency, Bad Debt Relief policy.

VAT Management Division (VMD): Control policy, trade category exercise, multinationals, large traders,

insolvent traders; Debt management policy, security, distress, civil recovery; Training policy for control, debt

management and Local VAT Office Investigation Teams (LVOITs); IT developments to support staff in Local

Offices, local visit selection, VATPACE and VIES (including European Sales Listings (statistics));

Assessment, penalty and offence policy, criminal offences casework; compliance; tax yield indicator,

monitoring and development of performance indicators, credibility and risk analysis policy.

VAT Operations Division (VOPS) X

Finance and resourcing; accounting adjustments, efror return correction, annual accounting and repayment

compensation cases, credibility processing; VAT Infrastructure Project, liaison with Departmental Information

Technology Division; insolvency casework and helpdesk, Large Payers Unit, surcharge appeals, Insolvency Act

Team (IAT); ESLs, Statistical Liaison. ‘
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TABLES
VAT ADMINISTRATION TRAINING IN MEMBER STATES - GENERAL TRAINING COURSES 1991 - 1993
Notes

Column Guide
i) the number of courses provided (VAT)
ii) the average length of each course - eg d (day) min (minute).
iii) the number of staff attending in each year (VAT)

indicating :

a) whether the courses are prov1ded singly for VAT or jointly with training for other taxes (S or J)
b) at what location each course is provided centrally or locally (C or L)
¢) any third party used to provide training,

B: (1): a) All the courses listed are organised separately for VAT: §
b) All the courses are organised at local level by the regional vocational training centres: L, with supervision at central level
¢) No recourse is had to third parties.
- Specific initial training:
- corresponds to the basic training given to all officials recruited at grade 2 or 3
- 1993 takes account of the integration of officials from the customs department
- Intermediate general training: .
\ - corresponds to the training given to officials registered for the examinations for promotion to the grades of assistant
auditor and auditor and to assistant inspectors and assistant auditors recruited at these grades
- Advanced training:
- corresponds to the training given to officials reglstercd for an examination for promotion to the grade of senior inspector
DK (i): all courses could be C/L; (ii) hours of lessons
D:  initial training: Theoretical and practical training courses jointly with other taxes provided by experienced staff; 3 years for
future officials in higher level of which 182 hours theoretical VAT courses; 2 years for future officials in lower level of which
73 hours theoretical VAT courses; 1 year for future officials in management level. Continuos advanced training on pratical
problems during activity.
F: DGI : Directorate General for taxation/DG DDI: Directorale General for customs and Indlrec.t Duties
I: (1) Staff training on VAT:
The training of staff working at the Ministry of Finance is usually organised by the Scuola Centale Tributaria "Ezio Vanoni"
(central tax college), which was set up by Law N° 310 of 10 January 1957 and comes directly under the Ministry.
The Tax College has its headquarters in Rome and branches throughout Italy. In-hOuse staff training courses have also been
launched at the initiative of the regional director for training.
The managing director of the College is a director from the Ministry of Finance, while the College's rector was elected from
among the University's professors.
The teaching staff is made up of university professors, magistrates, administrators, state lawyers and civil servants.
The courses aimed at officials involved in preventing VAT fraud hold a particularly important place among the various
courses and seminars held at the College.
All staff working in this area must take a basic course lasting between four and six months, in addition to which at individual
offices the director or the heads of specific operational areas are respoasible for contmumg the training so as to keep their
staff up to date on the various aspects of VAT.
The basic training course is followed up by specxﬁc courses dealing in greater depth with specific areas of the offices' control
activities as well as courses held when there have been important legislative changes.
The training programmes also include courses on intracommunity VAT, study of fraud prevention techniques and
computerised systems.
L: (1) training provided by a third party
UK: (1) Basic VAT Training (BVT) Courses are prowded locally by each Executive Unit. .No figures are available for the number
of course run locally, or the number of staff attending.Courses run over-a period of nine months and involve approximately
10 weeks classroom training interspersed with "on the job" training Centrally run course account for only a few of those
carried out in any year
(2) Courses are provided locally by each Executive Unit. .No figures are avaﬂable for the number of courses run locally, or the
number of staff attending
(3) Provided by, the Institute of Chartered Accountants of Scotland, for staff,
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TABLE 9

VAT ADMINISTRATION TRAINING IN MEMBER STATES - SPECIFIC TRAINING COURSES
Notes

[

Column Guide
i) the number of courses provided (VAT)
ii) the average length of each course
iii) the number of staff attending in each year (VAT)
indicating :
a) whether the courses are provided singly for VAT or jointly with training for other taxes (S or J)
b) at what location each course is provided centrally or locally (C or L)
© €) use of a third party to provide training.

Source: Member States Response to E.C. Questionnaire 1994

B: Debt enforcement: these concepts are integrated into the other types of training.

VAT control: this training is reserved to the assistant inspectors recruited; the control of intra-<community transactions required

the organisation of special seminars dealing with these matters for 1994,

Use of computers: entails mainly learning about word-processing (WP and Works), MS DOS and DBase essentially consists of

special training on computerised accounting (Cubic), programming.

Other: this refers only to the special retraining courses given on the new VAT legislation of 1993.

D: Indications given concern special training for customs officials necessary for research activities required for answers to requests
under Regulation 218/92/CEE.
DK a) all courses J / L; (ii) hours of lessons
E: (1) Although no specific courses in VAT debt enforcement and control have been provided, the public officials posted to the
Collection and Inspection Divisions take part in the General Courses which relate to aspects of VAT recovery and contro}
from a point of view of the total administration of the Tax.

(2) The School of Public Finance of the Institute of Tax Studies together with the Department of Tax Data Processing of the
State Tax Administration Agency (A.E.A.T.) have produced a Data-Processing Guide for the New VAT (law 37/92) which
can be consulted through the terminals which exist throughout the Tax Administration (approximately 16,000). There have
been numerous accesses throughout the network.

L: (1) Training provided by IFA or CIE
UK: (1) Courses are provided locally by each Executive Unit. No ﬁgures are available for the number of course run locally, or the
number of staff attending
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TABLE 10

VAT ADMINISTRATION IN MEMBER STATES- EXTENT OF COMPUTERISATION

PROCEDURES YES NO DETAIL (References see note 2)
COMPUTERISED (see note 1)
REGISTRATION OF B, D, DK, DK: VAT and other taxes
TRADERS (a) GR, E, F, E: see note point 1
RL, L L, I: complete registry records
NL, P, UK P: see table 6
COMPUTERISED B, D, DK, B: computerised treatment of paper returns
PROCESSING OF RETURNS | GR, E, F, E: see note point 2 »
® RL, I L, IRL: Simplified bi-monthly return & annual trading details
NL, P, UK L: except calculation of amount due; study underway
P: see table 6
PERSONALISATION OF B,DK,EF, |D,GR,,I DK: use of branch code such as NACE standard
RETURN FORMS (¢) IRL, L, NL, D: see note point 1
P,UK . E: Identifying labels are sent to taxable persons
LISTING OF TAX B,D,DK,E, | GR,P D: see note point 2
PAYMENTS BY BANK OR F,IRL,LL, E: see note point 4
ELECTRONIC TRANSFER (d) | NL, UK
CONTROL OF BANK B,D, .E F, | DK, D, GR, | D: see note point 3
REMITTANCES TO L L,NL, P, | IRL E: see note point 4
TREASURY OR CENTRAL UK L: accounts checked by Central Payments Office
BANK
COMPUTERISED CONTROL | B, DK, GR, D: see note point 4
FOR MISSING RETURNS (e) | E, F, IRL, I, E: see note point 5
L, NL, P, I: do not send reminders, but impose penalties
UK, D
CONTROL OF VAT B, D, DK, |L DK: data-based division into categories prior to establishment of control
REPAYMENTS GR, E, F, priority
: IRL, I, NL, D: see note point 5
( see also Annex.8) P, UK E: see note point 6
' L partly
L: study underway
.UK: but some manual processing is involved
CONTROL OF INPUT B, D, DK, | E,L,P,UK | D:see note point 6
TAX CREDITS GRF,IRL, 1, E: control by Inspection
NL, F: preliminary formal control
I: but automated for tax purposes
L: study underway
CONTROL OF PENALTY - B, D, DK, |EL,P D: see note point 7
PAYMENTS GR, F, IRL, E: see note point 8
LNL, UK I: by the VAT Offices. For debts recently enforced on a tax list by the agents
L: study underway
USE IN THE PREPARATION | D, DK, E, F, | B, GR, I, L, | DK: automatic print-out of control memo (report containing all registered
OF BACKGROUND NOTES IRL,NL, P UK information for each firm) .
FOR CONTROL VISITS D: see note point 8
L: study underway (ESKORT project)
NL: special programmes for particular target groups
USE OF EXPERT SYSTEMS * | D, DK, IRL, | B, GR, E, F, | DK: ESKORT
TO ASSIST IN, ON THE LNL L,P,UK D: see note point 9
SPOT CONTROLS L in preparation
L: study underway (ESKORT project)
NL: ESKORT system
UK: a PC based application, "VATPACE" has however been designed to help
control officers in their visits
INTERACTION WITH OTHER | DK, E, IRL, | B, D, GR, F, | DK: integrated administration of all taxes
TAX DEPARTMENT FILES LP L,NL, UK D: see note point 10
FOR NL: being developed
COMPARATIVE/CONTROL P; using VIES
PURPOSES
OTHER USES - PLEASE D,DK,E, F, | B,NL DK: computer audit of accounts
SPECIFY LL, UK E: see note point 9

F: software for selection and assistance to the desk audit

L: statistics extracted from central DB2 files in State computing centre using
SQL (Structured Query Language) i
UK: various prints are produced by the department's computer system fus
control purposes

Source; Member States Response to E.C. Questionnaire 1994
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TABLE 10
VAT ADMINISTRATION IN MEMBER STATES- EXTENT OF COMPUTERISATION
Notes

Identification of traders (personal particulars, name of firms), by economic category, etc.

Printouts of traders on the basis of particulars in the returps, with computerised calculation of the
tax due.

Forms which are pre-printed or personalised with pre-printed adhesive labels bearing name,
address, VAT number and economic sector and sent to traders,

Entry in the accounts of payments by bank or electronic transfer.

Identification of persons who have not presented an entry and automatic despatch of a reminder or
demand.

Note 2

DK

The local edp-bookkeeping systems contains debt and account functions concerning matters that are not
integrated in nationwide edp-systems.

D
1
)

)]
(@)

®)

©
@)

®
)

In some Lander the basic relevant tax data are sent with returns on a separate sheet.

For a long time bank transfers have been handled “electronically” in cases involving the return.of
automatically generated (machine-readable) transfer orders sent to taxpayers by the authorities
containing full details of the purpose, amount and tax number. These orders are then read by
Jmachine in an authorised bank, the amounts are credited to the tax cash office’s bank account and
the data are sent to the tax office on a storage medium. The payment data are then entered direct in
the cash office’s accounts. - - ’ .

More recently all other bank transfers are increasingly being sent “electronically” on storage media
by the banks, so that the effort previously involved in entering data is now largely unnecessary.

The banks give no details of the checks applied for VAT purposes (§ 30a of the Tax Code, .

“Protection of bank cistomers”).

Under the aytomated procedure for processing provisional returns and advance payments (UVV
procedure) this is done through monthly checks on provisional VAT returns and under the
automated tax monitoring procedure for annual returns,

Under the UVV procedure and the automated procedure for calculating/assessing annual VAT
(USt procedure), returns showing a tax credit undergo arithmetical plausibility checks and
plausibility checks against data from earlier returns and from the basic data service (e.g. economic
sector number),

The automated tax collection and basic data service procedures involve machine checks on refunds
to show up or prevent fraud. The procedure is in operation in ten Linder and will be introduced in
the others by 1995. ' ' :

Automated plausibility checks under the UVV and USt procedures.

Penalties and associated costs fixed under the penalty procedure for minor offences are credited to
the computerised accounts. Receipt of payment is monitored by computer and reminders, final
demands and notices of arrears are issued automatically.

Control information, no computerisation.

Pilot application currently under development.

(10) In some Linder information on business relationships is stored or reference tax number for

another establishment is filed. However, this does not amount to computerised co-operation with
other tax authorities.

&1
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The registration returns submitted by taxable persons are processed. The returns can be for
inclusion, removal or amendment. One of the items of information provided by the system is the
register of taxable persons who have the obligation to submit periodic VAT returns-assessments,
which makes it possible to investigate those who fail to comply with the said obligation.
The returns-assessments submitted by large firms (monthly returns) and taxable persons entered in
the Register of exporters and intra-community traders (system of monthly refunds) are processed
for accounting and tax purposes. :
The quarterly returns-assessments submitted by the remaining tax-payers with periodical
obligations are processed solely for accounting purposes. ,
Also processed for tax purposes are the summary returns of an informative character which are
submitted annually by the periodic declarants of the tax together with the return-assessment of the
last assessment period of the year.
There are no pre-printed or personalised forms. However, identifying labels are sent to taxable
persons who must use them on the forms they submit to the Tax Administration.
Different return forms are available depending on the type of tax-payer.
With regard to the list of payments of the tax by bank or electronic transfer and the checks on bank
revenue in the Treasury or Central Bank, see answer to question 18 of the questionnaire which
explains the role of the institutions of the Spanish banking system as associated institutions in the
collection process of the Public Finance Department.

See previous note relating to point (1). Not all those failing to comply with the obligation to subrmit
returns-assessments are investigated, for operational reasons. )
The regularity of returns-assessments submitted by tax-payers requesting monthly refunds who are
entered in the Register of exporters and intra-community traders is checked by computer.
The remaining tax-payers request refunds for the balances in their favour annually. The said
returns are processed by computer with the annual summary returns for checking purposes.
There is no specific data-processing application for control of input VAT credits. In Spain
businesses and self-employed persons are required to submit an annual informative return of their
third-party transactions, both customers and suppliers (Its operation is very similar to the
recapitulative statement of intra-community transactions). The data processing of this informative
return of third-party transactions makes it possible to some extent 10 check on the transactions
declared by traders in their Teturns-assessments, comparing these with the allocations made by
their customers and suppliers in their informative returns.
There is-no specific computer check on payments corresponding to fines, since-in the
administration assessments and in the inspection certificates no distinction is made for the
treatment given to fines in relation to tax debt. ‘
Other uses. .

See point (7) relating to the informative return of transactions with third parties.

Other specific applications are:

' - INFORMA Program: computerised system for inquiries about the implementation of

legislation for use by the decentralised services.
- Electronic mail: system for inquiries about applicable procedures.
- Computerised VAT course run by the School of Public Finance for its Distance Learning
Service.
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TABLE 15
MEMBER STATES VAT CONTROL - IMPROVING TAXABLE PERSONS RIGHTS AND ACCESS TO

INFORMATION
Notes

1. Firms are advised of the control either in writing or by telephone. The control is not announced if considerable
irregularities are suspected or if there is special control information. -
The duration of the visit is estimated at the start of the control when the auditor has gained a full picture of the
quality of the accounts, etc.

2. The firm is normally advised which annual accounts or accounting documents the auditor wishes to have at his
disposal during the control visit. Depending on the situation, the auditor may wait until the start of the control to
provide the firm with more detailed information.

3. Thefirm is advised of any demands for payment, repayments or infringements of the relevant legislation at the end
of the control.

4. Control conclusions are always discussed with the traders if the result is an infringement. If the control shows that
books are all right, the trader is just informed about the result without any discussions.

5. The results or conclusions may be altered if the firm objects; the case may be reopened if the firm can produce any
missing documents or wishes to provide new information on a specific matter.

The firm may appeal to the regional customs and tax office and, if this appeal is rejected, to the administration. In
a number of cases the firm may submit its case to the VAT Board which will take the administrative decision.
Finally, the firm may take the case to court.

7. The firms/traders explanation is contained in a report. Afterwards the firms/traders may provide written
information/objections to get conclusions and penalties changed.

10. Taxpayers are informed/advised during the control visit- but not in advance,

ot

11. When a firm registers, it is sent a guideline on the rights and obligations applying both to it and fo the control

authorities,

Whenever there is any new legislation or changes to existing legislation, guidelines containing the new rules are
issued.

Virtually all regional offices have an information department where firms may obtain information about legislation.
Firms are invited to information meetings at the regional offices when legislation, etc., is amended.
Newly-registered firms can attend information meetings. If the firm wishes, a trial control visit may be conducted
on its premises.

IRL .

An appeals procedure whereby the Appeal Commissioners, who are independent of the tax authority are empowered to
adjudicate in disputes between the tax authority and the taxpayer. :

The taxpayer may appeal against estimates of tax due made against him, against a decision that-he is a taxable person,
against a decision on the rate of tax applicable to particular goods or services, and against a refusal of or reduction in
repayment of tax. ‘
Decisions of the Appeal Commissioners may be appealed to the ordinary judicial courts by either the tax authority or the
taxpayer. .

The procedure for bringing disputes to the Appeal Commissioners is utilised effectively. Further appeals to the judicial
courts are less frequent. »

Although there is no statutory right to do so, the taxpayer may ask for an extension of time to pay arrears of tax. The tax
authority may, at its discretion, allow an extension. ,

When an appeal has been submitted to the Appeal Comumissioners the tax involved is not payabie until the appeal is
determined. Where an estimate is confirmed by the Appeal Commissioners, the tax must be paid before a further appeal
may proceed to the judicial courts.

The administration cannot prevent an appeal being brought where they suspect that 'the primary purpose of that appeal is
to defer payment.

P

Procedure 1: In accordance with Article 75(3) of the tax procedure code, the order for the examination of documents to
be carried out is communicated to the taxable person in advance.

Procedure 2: In accordance with Article 75(3) of the tax procedure code, the departmental schedule determines the area
and scope of the examination of documents. )

Procedures 3 and 4: Control conclusions are not discussed with traders. However, in accordance with Articles 4 and 5 of
the tax procedure code, within 30 days of the completion of the examination of the documents, a report must be drawn
up with a brief explanation of where the taxable person may not be in compliance with the law. Taxable persons are
notified of the conclusions of the report within 8 days.

69
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Procedure 5: This type of procedure does not exist in Portugal. ,
Procedure 8(ii): Taxable persons may appeal on the conclusions of the control cither administratively or through the
courts. Article 90 of the tax Code, inserted in the chapter on taxpayers' guarantees, states that taxable persons and
persons who are jointly and severally liable for payment of the tax may appeal against the tax assessment or contest iton
the grounds and terms laid down in the tax procedure code. - -
As a rule, appeals do not have suspensory effect. However, where the tax was calculated on the basis of estimates owing
to the non-availability of the data needed to assess the tax properly, there is a compulsory assessment procedure which is
suspensory and is laid down in Article 84 of the tax Code.
In addition to this procedure, in accordance with Article 84 of the tax procedure code taxable persons may appeal to the
review committee against the decision establishing the taxable base on the grounds that it was incorrectly calculated as a
result of indicator-based methods. Such appeals also have suspensory effect. This procedure is outside the structure of the
departments. .
The guarantees contained in the tax administration procedures include administrative claims as governed by Article 95
ff. of the tax procedure code. These claims are also eligible for appeals through the official channels in accordance with
Article 100(1) of the tax procedure code, the appeals being governed by Article 91 ff. of the same code.
Appeals procedures are excluded only in the case of decisions of the revision committees referred to in Article 84(1) of
the tax procedure code on appeals against the calculation of the taxable base using indicator-based methods.
Claims for refund of tax governed by Article 120 ff. are provided for in judicial procedures on taxation which are
intended to provide judicial protection for legally protected rights and interests in respect of tax. The scope of these
procedures is laid down in Article 118 of the tax procedure code.
Procedure 9: There is no minimum time period fixed.
Procedure 10: Taxable persons are informed by official communications of the means of redress at their disposal.
Procedure 11: Taxable persons' rights are also protected in the following ways:
Right to information (Article 20 of the tax procedure code) :
The right to information covers, in particular: -
(a) clarification's on interpretation of tax laws and the most convenient and sound means of complying with them;
{b) information on how taxpayers' requests or appeals are progressing and when they are likely to be finalised;
(c) binding prior information;
(d) informing accused persons of the existence, nature and source of malicious unconfirmed accusations against them;
(e) allowing taxpayers or their representatives access to individual files properly organised and kept by the tax
authorities.
The right to explanation (Article 21 of the tax procedure code):
(a) decisions on tax matters affecting the legally protected rights or interests of taxable persons must state the factual and
legal grounds on which they were reached;
(b) Taxable persons are entitled to an explanatory statement accompanying decisions. N~
In addition, whenever amendments are made by the VAT administration departments, information leaflets for taxpayers
are produced containing the necessary instructions on how to comply with the legislative changes or new procedural
rules sent along with the periodic returns to all taxable persons under the normal arrangements.
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Annex 1

Checks on registration and VAT identification number *

1. Entitlement to register: ~ All Member States check based on
' declaration filed '

2. Failure to register: -

3. Entitlement to keep an , -
attributed VAT identification -

" number:

cross-check with other tax data:
F,LNL

information obtained from other

government departments, e.g.
commercial court register,
trading lists: B, D, F, L

active  investigation  and
controls: B, F, NL, P, UK, IRL,
DK

information received from other
traders, e.g. by control visits: B,
D, E,NL, UK, DK

examination of professional
association publications: L

press advertisements: D, L, NL,
VK ,

no checks: D

check, if no returns, repeated nil
_returns: B, GR, E, IRL, L, UK
control visits: B, UK

Source: Member States Responses to E.C. Questionnaire 1994
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Annex 2

Sanctions in case of invoice without VAT identification number 1.

Provided forin: B, DK, GR,E,IRL,L L,NL, P
UK (if repeatedly not mentioned)

No provisionin: D, F (except in fraud cases)

1 Source: Member States Responses to E.C. Questionnaire 1994



Annex 3 |

Means of checking the volume of supplies effected by non-established taiable persons 1

- Information exchange between Member States: B, DK, D, GR, E, IRL, NL
- Control of tax representatives: B, DK
- Information from third parties: " D,F,L, DK
- Press advertisements: D,F, L
- Planned: mandatory information obligations for non P
established taxable persons:

- Active investigation: ‘ D, UK, IRL

Control of intra-community acquisition of new means of transport by final consumers !

- Tax payment condition for registration or registration B,DK,D,F,IRL, I, L, NL, P, UK
cross-check: : '

- Customs controls _ GR

- Automatic exchange of information: ‘B, DK, IRL, UK

Means of control of intra-community supplies transported by the buyer !

1. Check of trade documents (invoices, written orders, B,DK,F,I, L, NL, P
bank statements etc.): :

2. Active investigation if grounds for suspicion:
- common interest of persons taking part in the DK, NL
transaction, e.g. associated enterprises:
- type and nature of sold goods (e.g. pleasure boats, DK, NL
camping cars):

3. For cases where purchaser collected goods: Control of DK
VAT number:

4. Exchange of information with other Member States: all Member States

' Source: Member States Responses to E.C. Questionnaire 1994



Annex 4

Member States experiences in the Application of Council Directive 76/308/EEC !

On mutual assistance for the recovery of claims resulting from
operations forming part of the system of financing the
European Agricultural Guidance and Guarantee Fund, and of
agricultural levies and customs duties 2

1. No problems identified : DK, L, P, UK

2. Contact and information problems :

complicated procedure : D

difficulties to contact competent authorities : E, NL

language problems, e.g. due to non standardised accompanying documentation : E
no reply in certain cases : F

lack of regular consultations : NL

co-ordination problems if more than 2 MS concerned : NL

insufficient supply of information needed to trace debtor : IRL

lack of information about time limits for claims recovery : F

3. Problems due to insufficient harmonisation :

unharmonised legislation : GR, I
diverging degree of liability : F

MS with significant control and enforcement power disadvantaged compared to
other MS : F

4. Slow procedure, insufficient outcome : D, F, NL

no preference of tax debt in the requested MS:B

- no possibility of precautionary measures : E

5. Cost of proc¢edings 'E

1 Source: Member States Responses to E.C. Questionnaire 1994
2 Ref Council Directive 79/1071/EEC of 6 December 1979 amending Directive 76/308



ANNEX 5

THE INTER-NORDIC AGREEMENTS ON GUIDELINES FOR IMPLEMENTING -
SIMULTANEOUS AUDITS

AN EXAMPLE

The Nordic countries (Denmark, Finland, Norway, Sweden) have prepared guidelines to
make their work in undertaking simultaneous audits of large companies, who carry out
their activities in several countries, more efficient.

A simultaneous audit means an arrangement between two or more parties to examine
simultaneously and independently, each on its own territory, the tax affairs of taxable
persons in whom they have a common or related interest, with a view to exchanging any
relevant information which they might obtain.

The main purposes of such simultaneous audits are to determine a taxable person's correct
liability where e.g. costs are shared and profits allocated between taxpayers in different tax
jurisdictions, or to tackle apparent tax avoidance techniques or in cases of unreported
income, illegal payments, etc.

Below the Commission summarises aspects covered by Guidelines for Implementing Inter-
Nordic Simultaneous Audits which themselves refer to the OECD' Model Agreement for
the undertaking of simultaneous tax examinations !.

a) Responsibility and Management

Overall responsibility for simultaneous control lies with the heads of the tax control
departments of the individual countries.

A project group, consisting of one member from each country involved, is set up to
plan and undertake the controls. This group would appoint the country that will be
responsible for co-ordination. This would normally be the country proposing a
company for simultaneous audit, or where the company has its main office. The co-
ordinator has a kist of responsibilities covering the convening of joint meetings, the

selection of joint tax control areas, ensuring that general tax control information is

collected and distributed, monitoring progress and preparing the final analyses, etc.
b)  Selection of bompanies

The Nordic agreement does not use objective criteria like risk analysis in the
selection of companies for control. Rather companies are appointed on the basis of
their suitability for simultaneous tax control. The choice of tax control subjects could

1 OECD C(92)81/Final
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9

g)

be based on the examples given by the OECD. e.g. if there is an indication of tax
avoidance and evasion; substantial non-compliance of tax law: if forms of
international tax planning which if tackled might generate additional tax yield in
participating states.

Planning of tax control

Detailed guidelines for the implementation of the control are agreed at a joint
meeting for each selected company. Prior to this an initial investigation of the
company is undertaken e.g. of their financial and accounting systems. The selected
company may be invited to attend the planning meeting.

Co-ordination of tax control procedures

At the planning meeting tax control areas of mutual interest and conditions of
assistance alongwith the time schedule for implementation will be determined. The
discussions will agree the extent to which tax control information should be
exchanged. This can include agreements that auditors from one country participate in
investigations in other countries.

Communication between auditors

To ensure that participating auditors are fully and continuously informed on control

progression and results information sheets and newsletters, are used.
Consultations

For participating auditors so as to allow the exchange of experience and to discuss

- further initiatives regular meetings are held. Such meetings are always held before the

conclusion of an investigation at a firm.
Completion of the case and final report

A meeting is held to discuss conclusions and to agree on a common attitude by the
individual countries to the company for the problems found in the areas covered by

the tax control. The meeting will allow an overall evaluation of the project. The -

progress on all projects are reported to the heads of the tax control departments of
the Nordic countries on a regular basis.
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Annex 7

COMPUTER—GUIDED. AUDIT EXPERT SYSTEMS IN MEMBER STATES

BELGIUM.
None

DENMARK: |
ESKORT -an information based specialist assistance system- was introduced in
1989 for use in VAT controls. Since then the system has been constantly improved
and extended.

The system is now used at all stages of controls of VAT, employers and payroll tax
and on 1st October 1994 will be extended to tax controls and EAGGF controls.

The system will then contain instruments which can be used to back up all stages of
the co-ordinated controls. Before a control visit starts, all relevant information
about firms in the central system will be downloaded to ESKORT. On the bases of
this information the system will be able to help the user draw up an audit plan.

GERMANY:
No expert system is currently in use. Computerised aids for on-the-spot inspections
mainly take the form of programs developed for this purpose inside the tax
administration.

GREECE:
The administration are examining the feasibility of introducing expert systems in
Greece, initially for the control of large companies.

FRANCE:
At the end of 1993, the Directorate-General for Taxation made available to its
departments a software programme called OSIRIS to assist in desk control. It is
based on the technique of expert systems.

The application allows:

- consultation of the direct tax and VAT returns of industrial and commercial
companies. Automatic data collection is planned. Missing information can be
collected by the user where necessary,

- control of the consistency from the accounting point of view of tax files;

- detailed analysis of the data present in the database on the bases of a group of 62
possible areas for investigation. Some of these relate more specifically to VAT
(concordance direct taxes/VAT, study of the assets-side and liabilities-side of the
balance sheet...);

- documents to be made available (analysis report, ratio tables) intended to facilitate
diagnostics which must be drawn up by the inspector.

Y-



This software is used in the inspections administering taxpayers' files. It may, for
example, allow greater depth in the desk control relating to a taxpayer who has
previously been selected on the basis of information from other Member States
concerning intra-Community VAT.

IRELAND:
None

ITALY:

In Italy an expert system assisting tax inspection is currently bemg tested at the tax
authorities and the Guardia Finanza. The system provides users with two types of
quite distinct functions. The first function provides operational support for
computerising inspection activities. The second function is a decision-making one
and provides indications and suggestion for identifying tax evasion using contrel
functions. The expected advantages from using the system are that inspection
activities will be speeded up and standardised and know-how can be shared for the
purpose of training less experienced users.

LUXEMBOURG:

The Luxembourg tax authontles are currently studying expert systems similar to. -

ESKORT to find out the minimum amount of information required to make a
computer system economically viable and whether such systems can be rapidly
adapted to suit the authorities requlrements

NETHERLANDS: _

An expert program ESCORT has been developed to assist the preparation and
supervision of controls. Data from central systems can be downloaded onto
ESCORT and then compared with data from the trader's own accounts. The
program also provides technical back-up for the various taxes and assistdance in the
design of the control programme. It is also used for processing the results of
controls and producing the inspection report. Officers carrying out controls are
supplied with portable personal computers so that they can use the program in the
course of inspections.

PORTUGAL:
None.

SPAIN:
None

UNITED KINGDOM: ,

VATPACE (VAT portable applications in a control environment) used in VAT
Collections.

DOS based and containing a suite of applications and utilities, it enables visiting

- officers to concentrate more on matters of judgement rather than routine.

Currently Windows based systems (for even greater flexibility) are being developed,
also added will be options for accessing a trader's historic return submission date,
and an EC VAT registration number verifier.
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Annex 8
VAT REFUNDS - CONTROL TECHNIQUES APPLIED
BELGIUM:

The individual taxpayer files to be checked are selected by an automated procedure on the
basis of various parameters designed to establish the plausibility of the tax credits
declared. The files selected are examined on the basis of the dossier in the tax authorities
possession or at the taxable persons head office on the basis of the accounts and the
documents which the latter must keep in accordance with the VAT legislation.

In addition, the amount of VAT repayable, for which an express claim for repayment has
been made, is checked systematically. This is done at the control office on the basis of the
original documents supporting the claim and, if necessary, on the spot when the request is
made by person established in Belgium.

The plausibility of the quarterly returns is checked for each taxable person concerned
using a variety of criteria. These criteria are based on an examination of the individual
situation of the taxable person and a comparison of a number of factors, including:

- pre-existing VAT debt(s);

- taxable person having commenced activity less than two years previously

- amount to be repaid in relation to the system for sending in-returns (turnover);

- comparisons of the amount to be repaid with the amount of repayments for the
‘previous four quarters; ,

- entry on a repayment control list during the previous year,

- so called "risk" sectors. ’

Certain taxable persons in possession of an authorisation issued by the administration may
- obtain monthly repayment of their tax credit when this reaches BFR 10 000. These are
taxable persons, who in the course of the previous calendar year, have carried out exempt
transactions (exports, intracommunity deliveries, etc.) to a value at least 30 % of their
turnover and who, in the same period, have had a tax excess of BFR 500 000 or more. A
list of these taxable persons requesting the repayment of their tax credit is drawn up for
each VAT control office on the basis of information from the periodic returns.

DENMARK:

A series of control data has been drawn up from the computer system for the purposes of
planning controls of VAT refunds (payments control). This information is drawn up in
respect of seven specific categories: :

1) Negative returns from normal firms which do not come under category 7 and
which meet one of the following conditions:
- negative tax liability exceeding DKR 50 000
- negative tax liability between DKR 15 000 and DKR 50 000 or of more than
DKR 30 000 in the last two periods without payment controls.



2) Negative returns exceeding DKR 2000, which do not fall under category 7 or 1
and which meet one of the following conditions: : o
- negative tax liability of between DKR 15 000 and DKR 50 000;
- total arrears exceeding DKR 2000;
- at least one missing return;
- more than DKR 30 000 in negative tax liability in the latest four settlement
periods without a control;
- VAT-registered for less than nine months;
- . control leading to adjustment within the last two years:

3) Negative returns exceeding DKR 2000 which are not in categories 7, 2, or 1.

4) Negative returns from firms with monthly or weekly settlement (special contrel
procedures).

5) Negative returns from firms with a credit limit.

6) Negative returns, with the exception of ex post negative returns obtained as a
result of controls

x

7) Negative returns from normal firms currently subject to guidance or controls.

From these control lists, computer searches and any information- in the firms file, a
decision has to be taken on whether the returns can be approved on the basis of the data
available (possibly supplemented by telephone calls to the firm) or whether a control of
the firm is necessary. :

"The purpose is to identify returns where there is a risk of a refund being wrongly granted,

especially returns in categories 1, 2, 5, and 6. The basis for the negative tax liability is
examined during the control of refunds, i.e. both the firms sales and purchases are checked
to ensure that the tax liability is in conformity with legal provisions and the firm's
activities. ' ‘ ’

NETHERLANDS:

~Each trader is assigned an individual negative norm in the computerised VAT
administration. New traders are automatically given a negative norm of 1 guilder. The
result of this system is that all negative returns and claims for refunds which exceed the
norm are singled out and examined by the administration. This may be done by examining
the file, requesting documents (invoices etc.) or by conducting an inspection on the spot.
Inquiries may also be made with third parties, for example the party issuing a particular
invoice. The necessary internal control measures are taken within the Tax Department to
ensure that decisions on claims for refunds are correct.

g5



PORTUGAL:

Overall the ‘procedures take account of the States need to establish the legitimacy of
refunds in an effective way with adequate guarantees as far as this is possible, and they
also aim to avoid burdening companies with extra costs which could jeopardise their
competitiveness.

So, instead of a guarantee, taxable person may:

a) in the case of intracommunity transfers, submit a declaration issued by the credit
institution which is handling the transfer, providing that the sale price amount has
been or is to be transferred by the institution. :

b) in the case of exports to third countries, submit a photocopy of the export document
issued by the relevant customs office. .

In addition to any inspection visits to companies which may prove necessary, the
legitimacy of refunds is also verified by the tax authorities carrying out internal checks on
applications for refunds of over 1,5 million escudos. For this purpose, taxable persons
must provide certain supporting documents enabling an initial check to be carried out on
the authenticity and legitimacy of the credit in question.

If the data analysed indicate that an on-the-spot check is needed, an external inspection
will be conducted.

UNITED KINGDOM
Checks are carried out on claims and only indirectly on "traders" in the first instance.

Claims are subject to a series of separate automated test. The tests at their simplest
compare the amount currently claimed with past claim history, taking account of the
trader's reliability if known. Claims from newly registered traders and first, or infrequent,
claims from other traders undergo additional tests, designed to help identify potential
fraudsters. The value of the claim is used to decide automatically whether a credibility
query should be raised and, if so, whether inquiries before or after repayment of the claim
appear justified. Each test comprises a number of components for which variable
parameters (in a pre-set range) are applied. Adjustments to parameters is a feature
targeting the control effort. Stringent security is maintained over this operation.

Claims which fail the automated test are subject to manual scrutiny. Those claims which
have not yet been paid are examined centrally by people who have immediate access to
additional data and who are empowered to make decisions on whether repayment may
now be made, and whether any further inquiries are needed post payment. Further
inquiries are referred to VAT Offices whether visits to the traders are appropriate. Most
inquiries on unpaid claims, and fewer on paid claims, require immediate visits by control
staff.
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Annex 10

CO-OPERATION WITH OTHER MEMBER STATES AND/OR
THIRD COUNTRIES IN COMBATING VAT -FRAUDS (IN
ADDITION TO THE MUTUAL ASSISTANCE PROVIDED FOR
UNDER DIRECTIVE 77/799/CEE OF 19.12.1977) !

BELGIUM :
The Benelux Convention on the recovery of Taxes of 5th September 1952.

The agreement of 29th April 1969 on administrative and criminal-law co-operation
in the matters of regulations connected with the realisation of the Benelux
Economic Union and the supplementary protocol laying down special provisions
concerning taxes. :

The special agreement between Belgian and France. Direct and immediate co-
operation procedures are being tried in the VAT field.

VAT-controls of multinational companies on an experimental bases are being
undertaken in co-operation with UK, Denmark and Spain.

DENMARK:
The Nordic Assistance Convention Article 12 concerning  assistance in tax
matters. Several simultaneous audits have been carried out.

VAT-controls of miultinational cdmpanies on an experjmehtal bases are being
undertaken in co-operation with UK, Belgium and Spain.

GERMANY:
. No indication.

GREECE: _
Bilateral co-operation with USA and Scandinavian countries.

FRANCE:
“Tax conventions providing for assistance in recovery of VAT with Monaco, Benin,
Burkina Faso, Cameroon, Central Affican Republic, Ivory Cost, Gabon,
Madagascar, Mali, Mauritania, Niger, Senegal, Togo and Mayotte. Assistance

occurs when the VAT debtor is established in one of these countries or in

Mayotte and the proceedings taken in France have not allowed the debts to be
recovered. -

Bilateral experiment in VAT control with UK.

IRELAND: ;

Memorandum of Understanding with UK HM Customs & Excise of 29th July
1992. The MOU provides for operational co-operation regarding the risk to tax
revenues in trade between Northern Ireland and the Republic of Ireland. A
programme of audit and control visits is agreed each year whereby traders
involved in cross-border trade are selected for control action. '

I Source: Member States Responses to E.C. Questionnaire 1994

7%



ITALY: .
Agreements on undertaking simultaneous control exercises with USA, France and
Austria.

LUXEMBOURG: | |
The co-operation of Benelux countries (see BELGIUM above).

NETHERLANDS:
The co-operation of Benelux countries (see BELGIUM above).

Administrative assistance arrangements with the following countries relating to
VAT on imports, exports and transit of goods:

-agreement of 7th September 1967 with Belgium, Germany, France, Italy and
Luxembourg on mutual assistance between the various customs authorities

-agreement of 20th December 1983 with Norway on mutual administrative
assistance in customs matters

-agreement of 20th March 1985 with Sweden on mutual administrative assistance
in customs matters

-agreement of 4th April 1984 with Finland on mutual administrative assistance in -
customs matters

PORTUGAL: _ »
Discussions have begun with Spain with a view to drawing up a protocol on
bilateral co-operation in the area of intracommunity VAT control.

SPAIN: ,
VAT-controls of multinational compames on an experimental bases are being
undertaken in co-operation with UK, Belglum and Denmark. Discussions with
Portugal (as above)

UNITED KINGDOM:
VAT-controls of multinational companies on an experimental bases are being
undertaken in co-operation with Belgium, Denmark and Spain.

Bilateral experiment in VAT control with France.

Co-operation  between Northern Ireland and the Republic of Ireland (see
IRELAND above).



Annex 11

Information access on debtor's financial position !

90

Type of information Member States
1. Tax registers and records B,DK,D,E,F,LL,P
2. Other registers and official sources
- courts B -
- mortgage B,GR, F
- land IRL, P, DK
- vehicle F,P,DK
- commercial and business DK, F, IRL, P
3. Banks DK, E, F, I, NL :
\ D, GR, IRL, P (exceptionally)
not allowed in L
4. Third parties DK, D, E, F,NL, UK

1 Source: Member States Responses to E.C. Questionnaire 1994



Annex 12

Bankruptcies. VAT written off or remitted in millions of national currency in the

years 1991-1993.

- 1991 1992 - 1993
Member Bankruptcy | Pct. of to- | Bankruptcy | Pct. of to- | Bankruptcy | Pct. of to-
State amount | tal revenue | amount | talrevenue | amount | tal revenue
B 1) 72,2 0,015 45 0,001 | 6,2 0,001
DK _ :
D 2) 3343 0,186 689,0 0,348 813,1 0,376
GR
E 3) , 22257,0
F )] 32420,0 48801 35970,0 5,373 40210,0 6,314
IRL 3) 6,0 0,298 . 40 0,184 2,0 0,089
I )
L ©)) 27,7 0,120 39,2 0,151 77,4 0,269
NL v
P A R
UK 509,8 1,505 530,6 1,413 1289.6 3,419

(1) Insolvency: 172,2 (1991), 135,7 (1992), 24,2 (1993).
(2) Including composition proceedings. :
(3) Liquidation amounts (bankruptcy procedure seldom used).
(4) Including write-off.

Source: Member States Responses to E.C. Questionnaire 1994
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DEFERRED PAYMENT ARRANGEMENTS !

Annex 13

92

YES NO
Local decision B,DK,D,E,F, L NL, UK GR,IRL,L
or central decision? DK, GR, IRL, L (above certain amounts) | F, UK
B,E,D,LNL

Maximum time? D (Instalment) D (Deferment)

- up to 6 months DK (3m), GR (2-4m), UK

-upto 1 year B,I,L,NL ‘

- up to 3 years IRL

- more E,F
Rescheduling possible? B,E,F,D,I,NL, UK IRL (only exceptional), L
Revocable? B,E,F,D,IRL, I, NL, UK
Interest charged? all Member States except UK UK
Rate higher than bank rates? B,DK,GR,F,IRL, L E,D,NL
Refusal if bad payment history? B,E,IRL,NL, UK D (but closer observance)
Obliged to pay current tax? B.DK.E, D, IRL, L, NL, UK
Measure agreed if . i
a) other finance possibilities | IRL : B, DK, GR, F, L, NL, UK

available?

except case 3 below: E, D (instalment)
except cases 2, 3 below: I

D (deferment, except case 1 below)

ment), IRL
except case ) above: D (deferment) -

'b) guarantees? IRL, L GR, UK
‘ except cases 2, 3 below: I, NL D (deferment, except case 1 below)
except case 3 below: B,DK,E, F,
’ D (instalment)
c) serious distress by GR NL, UK
enforcement? except case 3 below: DK, E, F, D, IRL
except cases 2, 3 below: I
d) imminent bankruptcy? all Member States
1. if distress due to reasons not to except case d) above: DK, E, F, D, IRL, 1
be influenced by taxpayer except cases a), c), d) above: NL, UK
2. negligence except case d) above: DK, E, D (instal- ILNL, UK

3. abuse, fraud

B,DK,E, F,D,ILNL, UK
IRL: except cases a), b) above

Notes

In Portugal VAT is not deferrable

1 Source: EC VAT seminar London 1994




ANNEX 14

NATIONAL OBJECTIVES AND KEY PERFORMANCE INDICATORS !

Comment

The two main national objectives reported are:
- that at least 50% of the files controlled relate to persons carrymg out intra-
community transactions (1993).

- 20% of persons filing a return under Article 53b of the VAT code will be
- controlled for the whole of 1993. '

DK

Total goals for the control of revenue are determined, but they are not
spec1ﬁed for different types of control visit or on VAT.-From 1994 ‘contracts'
are being agreed with regional offices on the definition of objectives and the
allocation of resources for the following year. -

There are no quantitative objectives. Large firms to be inspected every 4 years

 for all exercxses

No specific.objective or md1cators reported.

Performance indicators set include:

- rate of implementation of the verification programme
- number of reminders sent and abandonments sent

- amount of penalties applied _

- number of criminal proceedings

GR

Target yxelds from controls expressed as a proportion of overall VAT revenue.
Target for the number of controls expressed as a proportion of the annual
number of VAT account final declarations

-|-A.comprehensive range of 47 indicators are used to monitor and compare the

administrative offices functions on a national, regional and local basxs These
fall under the following main headings: '

' a) the measurement of quantitative objectives (© mdlcators)

b) utilisation of staff resources (7 indicators)
c) measurement of qualitative objectives (15 indicators)
d) evaluatlon of results obtained (19 indicators) -

Specific objectives and indicators are currently being developed

Local rather than national objectlves applied. No Performanoe indicators used
specifically.

No specific objectives or indicators reported.

¢ &

Computerised system for Performance indicators (SIG) integrated to annual
national inspection plan to measure quality and quantity of the effectiveness of
inspection departments. Efficiency indicators measure resources used: time
taken, number of staff involved and miscellaneous costs. Performance
indicators measure extent to which goals in annual plan are met with regard to
quantity i.e. number of operations and quality, corrections to the taxable base
and corrections to underpaid tax.

Combining efficiency and performance indicators gives an mdlcatlon of cost
effectiveness. :

! Source: Member States Responses to E.C. Questionnaire 1994
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National objectives: - , ‘ _

- to ensure management, collection and payment on time of VAT

-to maximise the potential yield by targeting resources effectively and
encouraging voluntary compliance by businesses = T

- to provide businesses with full and understandable information about VAT

Efficiency indicators include: ‘ .

- gross and net underdeclarations found on assurance visits

- net additional liability found per half day. 'session’ of allocated assurances

| resources ' ' ' '

- achieving progressive reductions in VAT arrears.

ik



Annex 15

Estimates of Cost Performance in administering VAT !

| Member Statee Cost Performance | Pourcentage of VAT
: E ¢ | Estimate _ income
. Yes/No - |
Yes - {11.03%
D | Yos c. 2% T I
DK = !
B Yes o8- 1%
F mw Yes 1.6%
& Yo c 2%
- B o , ‘
| TRL ‘ Yes o | }e1% _
K | : | — 7
NL Yes 0.9%
PT‘ ; .Yes S - | No figures supplied
UK Y  Jos%

Note ‘

i) For those Member States for which a cost estimate is shown the costs are expressed '
asa percentage of the VAT recelpts in the year.

ii) Some Member States do not undertake such exercises ({9 DK) whilst some others
do not carry out the cxerc1se each year (B, D, GR).

iif) The specific costing methodologies used by the individual Member States were not
communicated (except NL) ; .

1" Source: Member States Responses to E.C. Questionnaire 1994



ANNEX 16

DEFINITION OF EVASION AND ABUSE OF THE LAW !

MS

Comment

Distinctions between individual and organised evasion are only made on a local
basis by the controlling officials.

DK

No distinctions made between individual and organised evasion of tax.

Tax abuse is where a legal contrivance is used that is excessive in comparison |
with the aim pursued, is designed to reduce tax and cannot be justified on |

econormc or other significant non-tax-related grounds

Tax evasion is where there is deliberate deception of the tax authorities as

regards “a- taxpayer's circumstances to obtain a reduction in taxes or |

unwarranted tax advantages. Deception may involve giving the tax or other

|.authorities. incorrect or incomplete details of facts relevant for tax purposes or

failing to inform the tax authorities of such facts where required to do so.

Not reported.

There is no definition of tax avoidance either in law or m court judgements.
The tax authorities do not distinguish it from evasion.

Tax evasion presupposes both an element of intent (will to escape the tax) and

a material elenient (recourse to illegal proceedings, such as absence of return,
dissimulation of income). It therefore constitutes an infringement of tax law.

| No distinction is drawn between individual evasion and organised evasion.

GR

There is a distinction between tax evasion and abuse of the law. In the latter
case the tax is lev1ed Tax is charged together with fines and surcharges if
appropriate. ~

One of the differences between fraud (e.g. issuing or using invoices for
fictitious transactions) and evasion (e.g. failure to invoice taxable transactions)
is that the former is always subject to criminal penalties in addition to the value
of the evaded tax, whereas the latter is an offence only if the evaded tax is over
a certain amount fixed by law. Otherwise, only administrative penalties may be
applied. Another difference is that in the case of evasion traders are entitled to
make amends voluntarily within certain deadlines and have the penalties
reduced, whereas in the case of fraud this opportunity is excluded.

No distinction is made between individual fraud and organised fraud.

1

Source: Member States Responses to E.C. Questionnaire 1994
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From an operational viewpoint there is usua.lly no distinction made between
evasion and abuse of the tax. What appears in the first instance to be abuse of
the law may in the final analysis turn out to be evasion.

Organised evasion (e.g. collusion between partxes to defraud) may result in
heavier monetary penaltles and/or criminal prosecution dependmg on the
evidence. : ,

-

Reported not applicable.

Evasion is understood in the Netherlands to mean contravemng the statutory
regulations. A taxpayer who is found to have evaded tax receives a
supplementary assessment and may be liable to penalties. Avoidance is taken to
mean acting in a way that is contrary to the spirit of a provision of national or
European law but without actually contravening a statutory regulation.

' - | Avoidance can only be combated by amending the national legislation, if

necessary after obtaining: authorisation from the Council of the European
Communities to derogate from a Directive.

It is reported as being impossible to make a distinction between individual and
orgamsed fraud. :

In Portugal there is no distinction between fraud and abuse of law.

A distinction is made between tax crimes (crimes fiscais) and tax offences
(contra-ordanaeoes fiscais) in the legal framework for tax offences other than |
customs offences (RJIFNA). -

Tax evasion covers unlawful practices with the intent of not settling, rennttmg
or paying tax or unduly obtaining tax benefits, refunds or other financial
advantages whlch would reduce tax revenue.

| The investigation of evasion must prove intent 'and dishonesty and is dependant

upon many issues, including the size of the fraud. Investigations are either
criminally or civilly based. Individuals or companies can be, and are, held liable
for both penalties and arrears. Where there are concerted attacks on the
"system", the first option will normally be to prosecute.
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ANNEX 17

MEASUREMENT OF EVASION ON A NATIONAL SCALE !

MS Comment

B | No specific data of procedures.

DK No specific data or procedures.

D No speciﬁc’data» or procedures.

E Not reporte_d. |

F Trends mohitored in the results of tax controls and fiscal receipt forecasts
against actual returns.

GR Comparlsons of macroeconomic data (pnvate consumptlon and mvestment
against family budgets).

I The impact is measured by comparing the data ﬁord assessmedts made with the
data on traders VAT returns. :

IRL | No procedures opef'ating at present

L A feasibility study is currently being perfonned by the Natlonal Statlstlcal
Institute (STATEC) '

| NL No specific data or procedures.
P The number of new verification proceedings are mohitored daily.
UK There is continuous momtormg of criminal and evasion statistics ﬂom which

then is produced a natlonal profile each year.

1

Source: Member States Responses to E.C. Questionnaire 1994



Annex 18

TYPES OF EVASION AND TYPICAL SECTORS !

Evasion commonly takes several familiar forms and arises more frequently in certain trade
- sectors than others. ’

Types of Evasion

- Failure to issue invoices

- Issuing of false or fictitious invoices

- Underdeclared sales

- Exports to non-Member States

- Amounts deducted twice

- Displacement of period

- VAT deducted without supporting documents

- Credit notes not booked

- Undeclared or falsified intracommunity purchases
- Fictitious intra-community deliveries

- Companies with short lives who register and disappear -
- Use of wrong VAT numbers / fictitious firms

- Fictitious livestock exports

Typical high risk sectors

- Manufacturing
- Trading and distribution
- Construction
- Service Sector
e.g. employment agencies; hotels and restaurants; supply to private individuals
- Transport vehicles
- Commercial intermediaries
- Whole sale and retailing traders
- Clothing
- Drinks, brewing
- Cash and carry
- Livestock

' Source: Member States Responses to E.C. Questionnaire 1994



ANNEX 19
" COUNTERING ORGANISED FRAUD AND EVASIONS .-

AN EXAMPLE

Below the Commission summarises the presentation made by DK - at the second seminar
in Bonn (November 1993). This is a practical example of a control exercise carried out
against organised fraud in the cleaning sector in the Copenhagen region.

A co-ordinated and simultaneous control operation yielded around DKR 100 million with
a further DKR 50 million expected in fines.

The investigation was initiated as when VAT evasion was detected in the form of turnover
shrinkage in the cleaning companies.

The Danish identified a systematic evasion method. Companies would have a short life,
initially submitting correct VAT returns and paying the amounts due, but then after 6-7
months stopping their returns and payments. ' ‘

If a firm was considered for control it would stop trading, only to re-emerge as a new
legal entity continuing the same business activities, with the same staff and customers, but
a new manager.

Using their VAT database the Danish administration undertook a search using various
parameters to identify the companies to be controlled and additional information sought.

PARAMETERS
Age: company no more than 2 years old
Names: similar sounding: spelling of successive company names.

“Turnover: compared with payroll costs

ADDITIONAL INFORMATION

- Hotels and restaurants were asked to supply the names of cleaning firms used and the
total contract price . 7
- Copies of cleaning contracts requested.

One regjon selected 40 cleaning companies for control. Control was done by unannounced
visits to companies to collect all relevant accounting materials (e.g. invoices issued by the
company; purchase vouchers, wages and salaries accounts; customer files; contracts).
Assets of companies were confiscated. '



_2- Iyl

NATURE OF DISCREPANCIES DISCOVERED

The underlying fraud discovered was to conceal the costs of staff by drawing up false

invoices from a subcontractor for the amount which has been partly used for undeclared

payments to the labour force and partly for the operators own profit. Thus

- customers are omitted from company turnover

- use of fictitious supplies i.e. companies established exclusively to provide legal
documentation for expenses who disappear very quickly.

CONSEQUENTIAL EVASION

Such VAT evasion often indicates evasion in the direct income tax, social services, and
unemployment funds as staff draw public benefit while receiving undeclared income from
such firms. The Danish identified an impact on VAT and other particularly direct income
taxes.

A number of the organisers have disappeared often leaving the country. Police and
customs staff are alerted.

RESULTS AND FINDINGS

Summaries were communicated to other regions for information.

In total 31 of 40 cases irregularities discovered. In 21 of 40 cases reports prepared with a
view to prosecution. :

The success of the operation in terms of control results (potentially DKR 150 million) was
quahﬁed by the inability of many traders to pay. This involved a cons1derable increase in
VAT arrears. Seizure of firms assets reduced this potential loss by about 10%. -

- the control operation effectively stopped the firms and stifled the activities. The users of
such services hotels and restaurants are now less motivated to use them.

- this control case received wide media attention in Denmark.

Source: EC VAT Seminar Bonn 1993
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